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Introduction: Inflation is one of the most critical economic indicators for any nation. It reflects 

the general increase in prices of goods and services, which in turn reduces the purchasing power 

of currency. In India, inflation has historically been a challenge, especially given its vast and 

diverse economy, which is influenced by both global and domestic factors. Over the past few 

years, the dynamics of inflation have shifted dramatically, especially with the involvement of the 

Monetary Policy Committee (MPC) in managing policy rates to achieve a stable inflation target. 

In this article, we’ll explore recent trends in inflation, the role of the MPC, the importance of 

inflation control, the nature of inflation in India, reasons behind its rise, and government measures 

to combat it. 

Recent Trends in Inflation and Policy Rate Decisions by MPC: 



The Reserve Bank of India's (RBI) Monetary Policy Committee (MPC) plays a pivotal role in 

managing inflation through its control of the policy rate, particularly the repo rate. The MPC has 

kept the repo rate unchanged at 6.5% for the last ten consecutive times, signaling caution despite 

easing global monetary policies. The decision to hold rates steady reflects the 

committee’s priority to control inflation while allowing room for future adjustments. 

 

In recent months, inflation in India has dropped below the 4% mark, a significant achievement 

considering past trends. For two consecutive months, inflation remained under this threshold, 

prompting the MPC to maintain a neutral policy stance. A neutral stance allows flexibility, enabling 

the RBI to either raise or cut rates based on future inflation data. 

However, food inflation remains a concern, having dropped from double-digit peaks but still 

causing difficulties for the common household. Governor Shaktikanta Das stressed the need for 

caution, warning that the inflation "horse" could "bolt" if not closely monitored. While the MPC has 

successfully tamed inflation in the short term, it remains vigilant due to potential risks from global 

uncertainties like the Middle East conflict and supply chain disruptions. 

The Importance of Inflation Control: 

 

Inflation control is vital for economic stability. High inflation erodes purchasing power, 

diminishes savings, and creates uncertainty, which can discourage investment. When inflation 

rises too quickly, households struggle with higher costs for basic necessities, like food and fuel, 

which affects their standard of living. 

Moreover, inflation impacts the business environment. Rising input costs can make production 

more expensive, which may result in businesses passing these costs on to consumers, further 

driving inflation. Hence, keeping inflation in check ensures that prices remain stable, enabling both 

consumers and businesses to plan their finances with more certainty. 

In India, where a significant portion of the population still lives near or below the poverty line, 

inflation control is crucial to ensure that the cost of living remains manageable for all. 



Nature of Inflation in India: 

 

India’s inflation is primarily driven by food prices, given that a large section of the population 

spends a substantial portion of their income on food. As a result, even small increases in food 

prices can have a significant impact on overall inflation. Factors such as erratic monsoons, supply 

chain disruptions, and global oil price fluctuations further exacerbate this. 

India also faces "cost-push" inflation, where rising production costs (such as labor, fuel, and raw 

materials) drive up the prices of goods. This kind of inflation is especially prevalent in industries 

like manufacturing and agriculture, where input costs have been rising steadily over the years. 

The services sector, which has grown significantly in recent decades, adds to "demand-pull" 

inflation, as increased demand for services like healthcare, education, and technology leads to 

higher prices in these areas. 

Reasons for Inflation in India: 

 

Several factors contribute to inflation in India, some of which are domestic, while others are global: 

1. Supply Chain Disruptions: Global and domestic supply chain issues, especially during 

and after the COVID-19 pandemic, have led to a rise in the prices of essential goods and 

services. These disruptions are exacerbated by geopolitical tensions, such as conflicts in 

the Middle East, which impact oil prices. 

2. Erratic Monsoons: India’s agriculture sector is highly dependent on the monsoon. Poor 

monsoon seasons result in lower agricultural output, leading to food inflation. In 

contrast, a good monsoon can help ease food prices by increasing supply. 

3. Global Commodity Prices: India imports a significant portion of its oil and other 

raw materials. Fluctuations in global commodity prices, particularly crude oil, can 

have a direct impact on inflation, as rising fuel costs drive up transportation and 

production expenses. 



4. Increase in Wages and Input Costs: Rising labor costs, along with the increased prices 

of inputs like fertilizers, electricity, and transportation, also contribute to inflation. 

Businesses often pass these costs on to consumers in the form of higher prices. 

5. Government Policies: At times, government policies aimed at boosting growth—such as 

increased spending on infrastructure or subsidies—can lead to higher inflation if they 

aren’t matched by corresponding increases in supply. 

 

Government Measures to Tackle Inflation: 

 

The Indian government, along with the RBI, has implemented several measures to combat inflation 

over the years: 

1. Monetary Policy Adjustments: The RBI, through the MPC, uses tools like the repo 

rate to control inflation. By raising rates, borrowing becomes more expensive, which 

cools demand and helps curb inflation. 

2. Supply-Side Interventions: To address food inflation, the government focuses on 

improving agricultural output through initiatives like better irrigation, improved storage 

facilities, and crop insurance schemes. Additionally, it sometimes imposes import/export 

restrictions to stabilize prices of key commodities. 

3. Subsidies and Direct Benefit Transfers (DBT): The government provides subsidies 

for essential goods like food and fuel to ensure that inflationary pressures don’t hit the 

poorest sections of society too hard. DBT schemes also help in delivering benefits 

directly to people, reducing the impact of price rises. 

4. Global Trade Agreements: To mitigate the impact of global commodity price 

fluctuations, India engages in trade agreements to secure cheaper imports and stabilize 

prices of essential goods like oil and fertilizers. 

5. Targeted Fiscal Policies: The government’s fiscal policies aim to control inflation 

by managing public spending and maintaining a balance between demand and supply 

in the economy. 

Conclusion: 



Inflation in India remains a multifaceted issue, influenced by both global and domestic factors. 

While the MPC has taken significant steps to manage inflation through its policy stance and rate 

decisions, it is clear that controlling inflation requires a coordinated approach from both the RBI 

and the government. 

With food inflation continuing to be a key driver, efforts to improve agricultural productivity and 

manage supply chain disruptions will be crucial going forward. Additionally, as global economic 

conditions evolve, especially in terms of commodity prices and geopolitical tensions, India must 

remain vigilant to prevent inflation from spiraling out of control. 

Overall, while inflation has been brought under control in recent months, the situation remains fluid. 

The MPC’s neutral stance allows it the flexibility to adjust rates in response to future inflation data, 

ensuring that the economy remains on a path of stable growth without letting inflation run amok. 

 

Main Practice Questions 

 

Question: Discuss the role of the Monetary Policy Committee (MPC) in managing inflation 

in India. Highlight the recent trends in inflation as observed by the MPC, its approach in 

addressing inflation through the repo rate, and the challenges it faces in the current global 

and domestic economic scenario. Additionally, explain the importance of inflation control 

for economic stability and growth, especially in the Indian context. ( 250 words) 

Answer Guidelines: 

 

• Introduction: Start by explaining the concept of inflation and its significance in the 

economy. Define the role of the MPC in India's monetary policy framework and its 

primary objective of maintaining inflation at a targeted level. 

• Recent Inflation Trends: Discuss the trends observed in inflation in India, 

particularly the drop in headline inflation below 4% for consecutive months, as 

mentioned in the article. Mention the importance of food inflation in this context and 

how the MPC has maintained the repo rate unchanged in response to these trends. 

• MPC's Policy Approach: Elaborate on the MPC's neutral policy stance, which allows 

flexibility in either raising or lowering rates depending on inflation. Explain the current 

repo rate and the rationale behind holding it steady for multiple sessions. 

• Challenges Faced by the MPC: Outline the external challenges such as global 

commodity prices, supply chain disruptions, and geopolitical tensions that impact 



inflation control. Discuss domestic challenges, including erratic monsoons and food 

inflation pressures. 

• Importance of Inflation Control: Conclude by discussing why inflation control is 

crucial for economic stability, particularly for a country like India where high inflation 

can impact the poorest sections of society. Link inflation control to stable growth, 

investment confidence, and sustainable economic development. 
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