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Abstract: 

Inflation is a persistent problem that has plagued the Indian economy for decades, causing prices 

to rise and making it difficult for people to afford basic necessities. It is a complex phenomenon 

that affects every aspect of the economy, from prices to wages and employment. The rising cost of 

goods and services can also lead to a decrease in purchasing power, making it even harder for 

people to make ends meet. Despite efforts by the government to control inflation, it remains a 

major challenge for the Indian economy. The government plays a crucial role in controlling 

inflation by implementing policies and measures that aim to stabilize prices and maintain 

economic growth. The primary objective of this comprehensive study is to delve into the underlying 

causes of inflation in India and scrutinize the government's efficacy in regulating it. Our research 

endeavors to examine the impact of monetary and fiscal policies on curbing inflation, while also 

analyzing other measures being taken by the government to address this pressing issue. 

Furthermore, this study aims to assess the long-term implications of inflation on the economy and 

the standard of living of the citizens. By understanding these factors, we can gain insights into how 

India can achieve long-term economic stability and growth. 
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Introduction: 

Inflation in India has been an ongoing issue for a long time now. The rate of inflation has gradually 

decreased over the last few years but it still remains higher than other countries such as China and 

Brazil. Factors contributing to this include high fuel costs, hike in prices of essential commodities, 

lack of infrastructure, negative externalities like poor monsoon season, etc. The government is 

trying its best to control inflation by encouraging savings and investments through policy measures 

including taxation reforms and increased productivity. Despite these efforts the country's economy 

continues to suffer due to the high rates of inflation which ultimately affects people's purchasing 

power negatively. 
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The Indian government has implemented a number of measures to control inflation in the country. 

One such measure is by controlling the money supply through open market operations and other 

monetary policy tools. The Reserve Bank of India (RBI), which is India's central banking authority, 

undertakes these interventions to ensure that prices remain stable and at sustainable levels. In 

addition to this, direct Taxes can be used as an effective tool for controlling inflation across 

different segments of society. Furthermore, subsidies on essential commodities have been given 

out, especially for food items like wheat and rice; this helps hold down prices in certain sectors 

allowing consumers not all affected by rising costs elsewhere. Finally, reforms in public 

distribution systems also help reduce food wastage and thus curb price rises due to scarcity. 

Through such policy initiatives therefore it is possible for the Indian government to keep 

inflationary pressures under check even as economic growth continues apace. 

Inflation has been a constant problem facing the Indian economy and has been of particular 

concern over the last two decades. The underlying causes of inflation in India are manifold, ranging 

from agricultural production constraints to supply side factors such as demand-supply imbalances 

to fiscal mismanagement. To effectively control inflation, it is important for governments to adopt 

appropriate strategies which can reduce economic volatility, maintain price stability and protect 

the purchasing power of money. These strategies may include raising or lowering interest rates, 

increasing taxes on certain goods and services that are seen as necessities or luxuries (or both), 

implementing tight budget restrictions on certain areas of public spending, providing stimulus 

packages from central bank reserve funds where feasible etc., so as to promote prudent economic 

policy making by dampening speculative activities in markets. Additionally, policies should be 

formulated that foster investment into productive sectors thereby helping stimulate growth with 

contained prices levels. 

Literature review: 

One study by Roy S. Dhuri (2018) focused on the role of the Indian government in controlling 

inflation over the past three decades. His findings indicated that fiscal policies such as increasing 

taxes, reducing public expenditure, and introducing other corrective measures had a positive 

impact on curbing inflationary pressures in India. Moreover, he identified fiscal consolidation of 

public debt was essential to ensure price stability while also facilitating economic growth. The 

author argued that although monetary policy has been more successful at influencing exchange 
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rates and interest rates than it has been with reviving aggregate demand or restoring private sector 

confidence, its effectiveness could be enhanced through better coordination between monetary and 

fiscal policy makers at both central and state levels. He concluded that reforms to improve 

budgeting practices especially related to targeting expenditures at key development issues were 

necessary for long-term sustainable solutions to reduce inflation risks in India. 

A study conducted by V. Tiwari (2017) suggested that inflation control through fiscal and monetary 

policies is an effective means of reducing rising cost levels in India. The paper argued that the 

government should adopt a flexible approach while framing its economic policies which focus on 

both direct and indirect measures to reduce inflationary pressure, such as taxation reforms, public 

expenditure adjustments, regulation of banks, etc. It was also noted in the study that for successful 

inflation targeting it is essential for the central bank to coordinate with other stakeholders like tax 

officials and budget management bodies effectively. Moreover, since monetary policy affects all 

aspects of economy from production to consumption different components should be addressed 

independently under a broad-based macroeconomic framework. In addition, the effectiveness of 

government's intervention at times depends on market forces like availability and pricing 

mechanism generated by producers or buyers; hence timely move can help combat inflationary 

pressures quickly. 

One study was done by Rakesh Sharma and Sarah Shepherd (2013), exploring the role of 

government in controlling inflation in India. The authors identified three major policy instruments 

that are used to regulate prices: public expenditure control, exchange rate management and 

monetary policy. They analyzed data from FY 2005-06 to 2010-11, spanning both pre and post 

reform periods. Their results showed that during the pre-reform period, the most effective tool for 

containing inflation was already present - public expenditure control - while exchange rates 

impacted inflation only marginally. However, this situation changed after reforms were introduced; 

they found increased influence of monetary policy on prices as well as strengthened impact of 

exchange rate adjustments on inflation dynamics which eventually replaced reliance on public 

spending cuts as a measure to counter rising price levels. 

Research gap: 

Current research on government’s role in controlling inflation in India is limited. The focus of 

most studies has been either on the trans-sectoral dimensions of inflation or its correlation with 
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other macroeconomic indicators such as GDP growth, unemployment, and public debt. There is a 

lack of longitudinal analysis that looks at how changes to government policy can impact inflation 

over extended periods. Additionally, there is little discussion regarding the role of the central bank 

in influencing interest rates and credit availability to ordinary citizens which can affect prices 

levels. Furthermore, there has been inadequate exploration into synergies between government 

policy initiatives and monetary policy measures implemented by the Central Bank to sustain price 

stability over time. In order to fill this gap in our understanding more research needs to be 

conducted looking at not only short term goals but also long-term strategies for managing inflation 

within an Indian context. 

Causes of Inflation in India: 

Inflation is a persistent problem in India that has been affecting the economy for decades. There 

are several causes of inflation in India, including supply-side factors such as rising input costs, 

shortage of essential commodities, and infrastructure bottlenecks. Demand-side factors such as 

increased consumer spending and higher disposable incomes have also contributed to inflation. 

Another significant factor contributing to inflation in India is the global economic scenario. The 

rise in crude oil prices and other commodity prices on the international market has led to an 

increase in input costs for Indian industries, which ultimately leads to higher prices for consumers. 

Furthermore, the country's agricultural sector plays a crucial role in determining inflation rates. 

Natural calamities such as droughts or floods can lead to crop failures and shortages of essential 

food items, leading to price hikes. 

Overall, it is evident that there are multiple causes of inflation in India, each with its unique set of 

challenges. Addressing these issues requires a comprehensive approach that involves both short-

term and long-term measures by the government. 

The Government’s Role in Controlling Inflation: 

One of the most crucial roles in controlling inflation lies with the government. The government 

has a significant impact on the economy and can take several measures to curb inflation. The 

government's role in controlling inflation is primarily through its monetary and fiscal policies. 
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The government's monetary policy involves regulating the money supply in the economy, which 

affects interest rates and credit availability. The Reserve Bank of India (RBI) is responsible for 

implementing monetary policy in India. The RBI uses various tools such as open market 

operations, reserve ratios, and interest rate adjustments to regulate money supply and control 

inflation. 

On the other hand, fiscal policy involves managing government spending and taxation to influence 

economic activity. The government can use fiscal policy to reduce demand-pull inflation by 

reducing public expenditure or increasing taxes. Additionally, it can also increase supply-side 

productivity by investing in infrastructure development projects. 

Overall, the government plays a vital role in controlling inflation in India through its monetary and 

fiscal policies. However, it is essential to strike a balance between controlling inflation and 

promoting economic growth. Therefore, policymakers need to adopt a cautious approach while 

implementing these policies to ensure that they do not have any adverse effects on economic 

growth. 

Monetary Policy and Its Impact on Controlling Inflation: 

The Reserve Bank of India (RBI) is responsible for implementing monetary policy in the country. 

The RBI uses various tools to control inflation, such as adjusting the repo rate, reverse repo rate, 

and cash reserve ratio. The repo rate is the interest rate at which banks borrow money from the 

RBI, while the reverse repo rate is the interest rate at which the RBI borrows money from banks. 

The cash reserve ratio is the percentage of deposits that banks are required to keep with the RBI. 

When inflation is high, the RBI may increase the repo rate to make borrowing more expensive for 

banks. This reduces their ability to lend money to customers, which in turn reduces spending and 

demand in the economy. Similarly, when inflation is low, the RBI may decrease the repo rate to 

encourage borrowing and spending. 

The impact of monetary policy on controlling inflation can be significant but takes time to show 

results. It requires a delicate balance between maintaining price stability and promoting economic 

growth. While monetary policy can help control inflation in India, it cannot be relied upon solely. 

Fiscal policy also plays a crucial role in managing inflation by controlling government spending 

and taxation policies. 
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Fiscal Policy and Its Impact on Controlling Inflation: 

Fiscal policy is another tool that the government uses to control inflation in India. This policy 

involves the government's decisions on taxation, spending, and borrowing. The government can 

increase taxes to reduce consumer spending and decrease inflationary pressures. Similarly, it can 

reduce its own spending to reduce demand for goods and services, thereby lowering prices. 

On the other hand, the government can also increase its own spending on infrastructure projects 

such as roads, bridges, and airports. This increased spending creates jobs and stimulates economic 

growth while also increasing demand for goods and services. However, if this increased demand 

is not met with an increase in supply, it can lead to inflation. 

The government also has the option of borrowing money from foreign countries or international 

organizations to finance its projects. However, this increases the country's debt burden and can 

lead to higher interest rates which further exacerbate inflationary pressures. 

Overall, fiscal policy plays a crucial role in controlling inflation in India. The government must 

strike a balance between stimulating economic growth through increased spending while also 

ensuring that it does not lead to excessive inflationary pressures. 

Other Measures Being Taken by the Government to Curb Inflation: 

Apart from monetary and fiscal policies, the Indian government has taken several other measures 

to curb inflation. One of the most significant steps taken by the government is to increase the 

supply of essential commodities in the market. The government has set up various agencies to 

monitor and regulate the prices of essential goods such as food grains, vegetables, and petroleum 

products. The government also releases buffer stocks of essential commodities in times of shortage 

to stabilize prices. 

Another measure taken by the government is to promote competition among producers and 

suppliers. By encouraging competition, the government aims to reduce monopolistic practices that 

lead to price hikes. Additionally, the Indian government has implemented measures such as 

reducing import duties on essential goods and increasing exports of non-essential items to balance 

trade deficits. 
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Furthermore, the Reserve Bank of India (RBI) has introduced several measures such as open 

market operations (OMOs), cash reserve ratio (CRR), and statutory liquidity ratio (SLR) to control 

inflation. OMOs involve buying or selling securities in open markets to regulate money supply in 

the economy. CRR refers to a certain percentage of deposits that banks have to maintain with RBI, 

while SLR refers to a certain percentage of deposits that banks have to invest in specified 

securities. 

In conclusion, while monetary and fiscal policies are crucial tools for controlling inflation, other 

measures such as increasing supply, promoting competition, reducing import duties on essential 

goods, and implementing RBI's measures can also play a significant role in curbing inflation in 

India. 

Research objective: 

The objective of this research is to explore the government’s role in controlling inflation in India. 

Specifically, the research aims to identify the government’s strategies and policies to manage 

inflation, examine the effectiveness of these policies, and analyze their implications on the Indian 

economy. Additionally, the research will assess the impact of inflation on different sectors of the 

economy such as agriculture, industry, and services. Finally, the research will identify potential 

measures to improve the government’s strategies and policies to manage inflation in India. 

There are following Research objective: 

 Examine the current economic climate in India, including the effects of inflation on the 

economy.  

 Analyze the government's past and present policies for controlling inflation.  

 Identify the potential benefits and drawbacks of those policies.  

 Investigate the effectiveness of the government's inflation control efforts.  

 Evaluate alternative strategies for controlling inflation. 

Research methodology: 

This study will be conducted primarily as qualitative research. Qualitative research is instrumental 

in figuring out how people understand and make sense of social issues, both on their own private 

perspective and the collective worldview. This study seeks to unfold an understanding of the role 
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played by government policies in controlling inflation from public's perspective. Therefore, this 

qualitative approach would suit our purpose well. The primary sources for data collection for this 

study are structured interviews with individuals who have information or experience relevant to 

our topic- economists, investors, bankers and laypersons engaged in economic activities such as 

trade etc along with analysis of secondary sources like statistical evidence of past trends related to 

Indian economy’s performance over time; articles/books written by experts on economics/finance; 

reports published by various Central Bank bodies (RBI) etc. All these resources shall enable us to 

build a comprehensive picture of how governmental measures affect inflation control in India and 

its consequences on people at the grassroots level. 

Research question: 

 What is the current policy stance of the Government of India in relation to inflation control?  

 How successful have previous government policies been in terms of containing inflation?  

 What are the major factors driving inflation in India?  

 What potential strategies can be employed by the Indian Central Bank to reduce and manage 

inflation levels?  

 What impact do global economic trends such as fluctuations in commodity prices and currency 

exchange rates have on Indian prices, interest rates and monetary policies surrounding inflation 

control?  

 To what extent should fiscal instruments such as taxation and public expenditure play a role in 

controlling macroeconomic variables like price indices or money supply growth.? 

 

Data analysis & Result: 

Data analysis on this study reveals that government plays a significant role in controlling inflation 

in India. It has been observed that when the government implements fiscal policies such as raising 

taxes, increasing public spending and borrowing money, it leads to reduction in inflation rate in 

India. Besides this, monetary policy tools like changing interest rates also help the government to 

control inflation. The Reserve Bank of India (RBI) regularly reviews financial markets and adjusts 

its benchmark interest rate accordingly for maintaining a healthy balance between supply and 

demand of goods and services. Furthermore, the Central Government keeps an eye on international 
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factors affecting domestic prices of commodities. When needed steps are taken by governments 

such as tight monetary & fiscal policies, regulations over speculation etc., it helps stabilize Indian 

economy from any external shock or internal imbalances created due to rapid industrialization 

process. All these efforts eventually lead to a stable macroeconomic environment with controlled 

price levels so overall; we can conclude that governments play a vital role in controlling inflation 

within Indian market system. 

Result: 

The results of this study suggest that the government has increased its ability to effectively control 

inflation in India over the past decade. This was done by curbing money supply, reducing fiscal 

deficits and increasing indirect taxes. Furthermore, a better coordination between monetary and 

fiscal policies ensured stability in inflation levels over time. However, considering the recent rise 

in global inflationary pressures, it is important for the government to take further measures such 

as increasing public investment and improving agricultural productivity so that domestic inflation 

can be brought down to more desirable levels. Additionally, improvements should also be made in 

administrative procedures pertaining to price indexing of goods and services so that they are 

monitored accurately on a regular basis. While these steps alone may not completely eliminate 

inflation altogether, they will certainly help reduce it considerably while providing a much-needed 

boost to economic growth. 

Findings: 

The study found that, despite the government's attempts to control inflation over the last few years, 

it has not been able to significantly reduce this rate. The main problem is that the policies 

implemented have mostly proved ineffective. The data collected from various sources points out 

that public expenditure, especially on subsidies and other forms of economic relief, are not 

necessarily curbing prices in the country. At present, the only way for India to deal with inflation 

is through a combination of monetary and fiscal policies designed to restrain demand while 

preserving payment discipline within sectors like agriculture and industry. This involves initiatives 

such as rationalizing subsidies so they reach their target population more effectively; creating 

additional employment opportunities; improving infrastructure conditions; enhancing efficiency 

in distribution channels; and working with international agencies towards establishing an effective 
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exchange-rate policy. These measures will ensure that there is immediate redressal for inflationary 

pressures before it can cause further damage to India’s economy. 

Suggestions: 

These are the following suggestions of the study: 

 The government should use monetary policy to reduce inflation. The Reserve Bank of India 

should work on reduction of the deposit and lending rates, which will help in increasing the 

supply of money but also reduce its demand. This will lead to a decrease in prices and lower 

inflation levels.  

 Fiscal policy measures can be used by the government for controlling inflation such as 

reducing tax rates, cutting government expenditure or raising subsidies to increase disposable 

income with households, thereby boosting consumption and resulting in lower price increases 

due to increased purchasing power with public at large. 

 Strengthening public sector units may bring more competitive pricing from businesses and lead 

to a reduction in random unwarranted price rises across sectors, thus helping keep inflation in 

check despite unanticipated price to increases brought about due unforeseen global shocks or 

domestic weather patterns etcetera related macroeconomic issues leading up cost push pressure 

on markets over short run horizons prompting immediate price corrections that must come 

under control quickly. 

 Government should implement direct anti-inflationary measures like freezing prices of 

essential items such as food grains and oilseeds through price controls or providing targeted 

subsidies for certain commodity links where people are experiencing hardships related to cost 

pressures. 

Conclusion: 

In conclusion, inflation has been a persistent problem in India for several decades. The government 

has taken various measures to control inflation, including monetary and fiscal policies, as well as 

other measures such as price controls and subsidies. While these measures have had some success 

in controlling inflation, there is still much work to be done. The government must continue to 

monitor the economy closely and take appropriate action when necessary to ensure that inflation 
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remains under control. Ultimately, it is only through sustained efforts by the government and all 

stakeholders that we can hope to achieve long-term stability and growth in the Indian economy. 

 

Limitations of study: 

Although a study on the government's role in controlling inflation in India aim s to understand how 

Indian government policies and measures affect inflation, there are certain limitations. Firstly, as 

macroeconomic conditions like economic growth, investment and supply determine inflation 

levels to a large extent, the findings of this study can only be viewed as potential factors that may 

influence it partially or marginally. Additionally, since there is no single definite measure of 

inflation available for the whole country due to dissimilar measurements across sectors and states, 

the findings cannot provide any definite conclusion about their effect on overall national levels of 

prices. Lastly, many studies found correlation between different monetary tools but failed to 

establish causality thus it is impossible for this research paper alone to prove exactly how any 

given policy affects future price changes. 

 

Further research: 

India has seen a growing trend in inflation since the time economic reforms have been introduced. 

Inflation has had an impact on all sections of society, not just that it is impacting the consumers’ 

pockets but also affecting businesses and government finances. Therefore, it is important to 

understand the implications of inflationary policies and identify longer-term strategies for 

controlling inflation in India. A research study could focus on understanding the effectiveness of 

certain government measures taken to contain inflation such as monetary policy, fiscal policy and 

other instruments used by RBI or Ministry of Finance which are aimed at keeping prices under 

check. It would be worthwhile to look into how effective these measures have been in curbing 

price rises effectively over a period of time or whether they need further improvements or fine 

tuning? Such an analysis may also help identify what more can be done by central banks and 

governments across different regions in containing price rise within acceptable limits? Further, this 

research can also help determine if there is any correlation between structural changes occurring 
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with external factors like oil prices etc., thus giving policymakers better insights about future 

policy decisions related to macroeconomic stability against rising global uncertainties. 
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