P.L. RAJMAINS Q & A — DAY 89

Understanding the New CPI Series - A Strategic Shift for India’s Economy.
The recent release of the new Consumer Price Index (CPI) series marks a watershed moment in
India’s statistical history. By shifting the base year from 2012 to 2024, the National Statistics Office (NSO)
has effectively recalibrated the lens through which we view inflation. For Civil Services aspirants,
understanding this transition is vital, as inflation is not just a number—it is a reflection of the cost of living,

a guide for monetary policy, and a barometer for economic stability.
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Structural Changes - Components and the 2024 Base Year

The new series incorporates the results of the Household Consumption Expenditure Survey (HCES)
2023-24, ensuring that the "basket of goods” matches what modern Indians actually buy.
Weighting of Food and Beverages - The most significant change is the reduction in the weight of food
and beverages from 45.86% (old series) to 36.75%. As an economy grows, households typically spend a
smaller percentage of their income on food (Engel's Law). This reduction is expected to make the CPI less
volatile, as food prices are prone to seasonal shocks.
Modernization of the Basket - The number of items has expanded from 299 to 358. For the first time, the
index reflects the digital economy, including online streaming services, media, and e-commerce prices.
Services Sector Expansion - Coverage of services has increased to 50 items. This reflects the
"servicification” of the Indian economy, where spending on education, health, and entertainment is rising.

Significance for India’s Policymaking
A delayed revision—exacerbated by the pandemic—meant that for years, India was measuring

2024 inflation using a 2012 consumption pattern. The update is significant for several reasons -

1.  Monetary Policy Accuracy - The Reserve Bank of India (RBI) is mandated to keep inflation at 4% (+/-
2%). With the new series showing January inflation at 2.75%, the Monetary Policy Committee (MPC)
now has a more accurate “real-time"” map.

2. Rationalizing Subsidies - Accurate inflation data helps the government adjust Dearness Allowance
(DA) for employees and calibrate social welfare spending effectively.
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3. Investment Climate - Transparent and modern data increases investor confidence. The suggestion
to release data during market hours (rather than 4 PM) further emphasizes the need for market-
aligned transparency.
Historical Perspective - Inflation Stages in India Since 1990
To understand where we are, we must look at where we have been. Indid’s inflation journey can
be categorized into four distinct stages -
Stage 1- The Crisis and Reform Era (1991-1998)
Post-1991 reforms, India faced high inflation (often double-digit) due to currency devaluation and
structural shifts. The focus was on "stabilization.”
Stage 2 - The Moderate Growth Phase (1999-2007)
A period of relative stability where inflation hovered around 4-5%. Better supply-side management and
global integration helped keep prices in check.
Stage 3 - The Double-Digit Crisis (2008-2013)
The Global Financial Crisis followed by domestic supply bottlenecks led to a period of persistent high
inflation (CPI peaked near 12%). This necessitated the shift toward Flexible Inflation Targeting (FIT) and
the establishment of the MPC in 2016.
Stage 4 - The IT Framework and Pandemic Shock (2014-Present)
Under the new 4% target, inflation was largely contained until the COVID-19 pandemic and the Russia-
Ukraine war disrupted global supply chains. The current 2024 base year marks the start of a "post-
pandemic” stage, focusing on core inflation and digital consumption.
Implications for Forecasts and the RBI
The shift in the base year has immediate consequences for economic forecasting -
The Terminal Rate - With the repo rate currently at 5.25%, analysts suggest this may be the "terminal
rate” (the peak of the hiking cycle). If the new series continues to show manageable inflation, the RBI
may pivot toward a neutral stance or eventual rate cuts to support GDP growth.
Volatility Reduction - Because the food weight is lower, "transitory” spikes (like a sudden rise in tomato
prices) will have a smaller impact on the headline inflation number. This allows the RBI to avoid "knee-
jerk” reactions to temporary supply shocks.
GDP Realignment - As the NSO prepares to release a new GDP series later this month, we will see a "re-
basing” of the entire economy, likely showing a more robust and modernized growth trajectory.
Conclusion
The new CPI series is a long-overdue “software update” for the Indian economy. By reducing the
dominance of food and embracing the digital and services sectors, the NSO has provided policymakers
with a high-definition tool for economic management.
For the common citizen, this ensures that interest rate decisions by the RBI are based on reality, not
outdated 2012 statistics. As India integrates further with the global economy, the regularity of such "fine-
tuning” will be the difference between a reactive economy and a proactive one.
Mains Practice Question
1. "The transition to the 2024 CPI base year signifies a move from 'subsistence-based' to 'lifestyle-
based' inflation monitoring. Evaluate how this recalibration impacts the efficacy of inflation targeting
by the Reserve Bank of India.” (15 marks)
Answer Guidelines & Model Structure
An ideal answer to this question should not just list the changes, but analyze the functional
impact of these changes on monetary policy.
1. Introduction (Contextualizing the Shift) - Define CPI and mention the shift from the 2012 base to the
2024 base. Highlight that the revision is based on the Household Consumption Expenditure Survey
(HCES) 2023-24, reflecting modern consumption realities (e.g.,, digital services, online markets).
2. Body
Paragraph 1- Analyzing the “Lifestyle-Based” Recalibration
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Reduced Food Weight - Explain the significance of food weights dropping to 36.75%. This reflects Engel's
Law—as income rises, the proportion of income spent on food falls.
Inclusion of Modern Goods - Discuss the inclusion of streaming services, online media, and e-
commerce. This captures "hidden” inflation in the services sector that the 2012 series ignored.
Volatility Reduction - Note that by reducing the weight of volatile components (food), the "Headline
Inflation” will now align more closely with "Core Inflation.”
Paragraph 2 - Impact on RBI's Inflation Targeting (The “Efficacy” Aspect)
Reduced 'Noise' in Data - The RBI can now avoid “over-reacting” to temporary supply-side shocks in
food prices (like seasonal vegetable spikes), as their impact on the total index is now lower.
Better Signal for Interest Rates - With a more accurate services-weight, the Monetary Policy Committee
(MPC) can better judge demand-pull inflation, making the Repo Rate a more surgical tool.
Terminal Rate Realities - Mention that more accurate (and potentially lower) inflation readings might
allow the RBI to pause rate hikes earlier, supporting GDP growth.
Paragraph 3 - Critical Challenges (The "Analytical” Counter-point)
The Rural-Urban Divide - Does the new basket sufficiently capture the inflation felt by the bottom 20% of
the population who still spend heavily on food?
Data Lag - Address the delay in the revision (12 years) and suggest that more frequent re-basing (every
5 years) is needed for a "Viksit Bharat."
3. Conclusion - Summarize that while the new CPI series improves the transparency and credibility of
Indian statistics, it must be complemented by the upcoming New GDP series to provide a holistic view of
economic health. Conclude with a "Way Forward” - Suggesting the release of data during market hours
to improve price discovery in financial markets.



