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Definition of Inflation

 Inflation means generally a considerable and 
persistent rise in the general level of prices.

 Acc. To Pigou.” Inflation exists when money income 
is expanding more than in proportion to increase in 
earning activity.”

 Acc. To Samuelson, “Inflation denotes a rise in the 
general level of prices.”



Measures of Inflation

 There are two common methods of measuring 
inflation:

(i) By computing change in Price Index Numbers

(ii)  By comparing the change in GNP deflator.



Measuring Inflation through Wholesale PINs

 The following formula is used for measuring the 
rate of inflation through the changes in the PINs 

 Rate of Inflation = PINt – PINt-1  *100

PINt-1

where PINt is the wholesale price index number for 
the year selected for measuring inflation and PINt-
1 is the PIN in the preceding year .



Measuring Inflation by GNP Deflator

 The GNP deflator is the ratio of nominal GNP in a 
year to the real GNP of that year. It is also defined as 
follows.

 GNP Deflator =   Nominal GNP                

Real GNP

Where Nominal GNP is GNP at current prices and 
Real GNP is GNP at constant prices.



Kinds of Inflation

 Moderate Inflation. ‘A single digit’ rate of annual 
inflation is called ‘moderate inflation’ or ‘creeping 
inflation’.

 During this period of moderate inflation, prices 
increase but at a moderate rate.



Kinds of Inflation

 Galloping Inflation. A very high rate of inflation is 
called “galloping inflation’. According at Boumal and 
Blinder, “Galloping inflation refers to an inflation 
that proceeds at exceptionally high rate.”

 Inflation in the double or triple-digit range of

20,100 or 200 percent a year is labeled “galloping 
inflation.” 



Kinds of Inflation

 Hyper Inflation. It takes place when prices shoot 
up at more than three digits per annum.During the 
period of hyper inflation, paper currency becomes 
worthless. Germany had hyper inflation in 1922 
and 1923. November 1923 was the period of hyper 
inflation in Germany- from January 1922 to 
November 1923, the price index rose from 1 to 
10,000,000,000. In recent times, Argentina,Brazil, 
and Peru had hyper inflation in 1989 and 1991. 



Effect on Inflation

 Effect of inflation on Production and Growth

 Effect on inflation on Employment

 Effect on inflation and income distribution

 Effect of inflation on some sections of society

(i) Wage Earners

(ii) Fixed income class

(iii) Producers

(iv) Borrowers and lenders

(v) The Government



Policy Measures To Control Inflation

 The various measures suggested for controlling 
inflation can be classified under

(i) Monetary measures

(ii) Fiscal Measures

(iii) Price and Wage Control

(iv) Indexation 



Monetary Measures which control inflation 
include

(i) Bank Rate Policy:- during the period of inflation 
,the central bank raises the bank rate.

(ii) Variable Reserve Ratio:- banks are required to 
maintain a certain proportion of their total 
demand and time deposits in the form of cash 
reserves,called cash reserve ratio,CRR

(iii) Open Market Operation:-central bank sells the 
government securities to the public through the 
authorized commercial bank.



Fiscal Measures

 Fiscal measures to control inflation include 
taxation, government expenditure and public 
borrowings.Fiscalists argue that demand-pull 
inflation is caused by excess of aggregate demand 
over aggregate supply. The excess demand is the 
result of increase in expenditure by the households, 
firms and the government. Excess demand, be it 
household or government expenditure it can be 
effectively controlled by fiscal measures.



Price and Wage control

 Under price control method, a maximum retail 
price of goods and services is fixed. Price control 
may be general, applicable to all goods and services 
or it may be partial confined to only scarce and 
essential goods and services.

 Under wage control method, rise in wage is 
prevented  directly by imposing a ceiling on the 
wage incomes in both public and private sector. 
Often wage freeze is applied to control inflation.



Indexation 

 Indexing is a mechanised by which wages, prices and 
contracts are partially or wholly compensated for the 
changes in the general price level. It is a method of 
adjusting monetary incomes so as to minimize the 
undue gains and losses in real incomes of the 
different sections of the society due to inflation.


