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INFLATION: A Major Challenge.· 
 

M. Maqbool Rath�
In economics, inflation is a rise in the·general 
level of prices of goods and services in an 
economy over a period of time. When the 
general price level rises, each unit of currency 
buys fewer goods and services. 
Consequently, inflation reflects a reduction in 
the purchasing power per unit of money - a 
loss of real value in the medium of exchange 
and unit of account within the economy. A 
chief measure of price inflation is the 
inflation rate, the annualized percentage 
change in a general price index (normally the 
consumer price index) over time. Inflation's 
effects on an economy are various and can be 
simultaneously positive and negative. 
Negative effects of inflation include an 







within comfortable limits. Accordingly, this 
study .finds that the pressure on prices is 
more on protein foods (pulses, milk and milk 
products, ·eggs; fish and meat) as well as 
fruits and vegetables, than on cereals and 
edlble oils, especially .during 2004-:05 to . 
December 2012. This normally-happens with 
rising incomes, when people switch from 
cereal based diets to more protein based 
diets. Economic· literature on factors that 
could plausibly explain food inflation in India, 
coupled with econometric analysis, reveals 
that three ·factors stand out in this regard: 
ball.o�ming/monetized· Fiscal Deficit, rising 
farm wages, and transmission of the global 
food inflation; together they explain 98 
percent of the variations in lndic!n food 
inflation over the period 1995-96 to 
December, iR12. The study takes 1995-96 as
the starting�?int as major changes in agri­
trade policieJ were ushered in at that time, 
which paved the way for gradual integration 

.. .  

of Indian . �riculture with global markets.
Based on jhe empirical . results of the 
econ�metric analysi�, it is suggested that the 
policies to rein-in food inflation will foren:iost 
.require winding-down fiscal deficit, which has 
gone (above 8% of GDP for Centre and States 
combin·ea) way beyond the guidelines laid 
out in F.RBM Act, 2003. In this context, 
rationalizing and pruning fuel,. food, and 
fertilizer subsidies would be important, at 
least at the Central level. CACP's calculations 
show that direct transfer of food and 
fertilizer subsidies il) cash to targeted 
beneficiaries has the potential to save almost 
Rs 60,000 crores, without any major adverse 
impact on the beneficiaries. This would 
require political courage as well as innovative 
way,. to implement direct cc1sh transfers to 
targ,·'Pcl beneficiaries thro11fh Aaclhaar. 
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