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Abstract 

Inflation has not been only an economic but also a political issue in India influencing society a lot. It 

has been a very important variable for policy makers too. Money supply is a strong phenomenon to 

influence the inflation in any economy. Present study throws light on various aspects of money supply 

and inflation in India such as our attitude towards inflation, optimum growth of money supply, 

measurement of inflation and demonetization etc. 
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INTRODUCTION 

I Love Inflation 

We do not like inflation because it is means that unceasingly and considerably increasing costs. It is 

not worth of one article, however, average of skyrocketing costs of varied products. However, all the 
commodities cannot be of equal importance, therefore weighted average is taken rather than 

straightforward average. Inflation indicates that we have to pay higher worth for same product; 
therefore, sometimes we tend to do not like this development. Sometimes we tend to wish to bear in 

mind that the time once costs will not to be too less. However, we are quite content when we receive 
higher wages or see favorable returns on our investments. Inflation and growth square measure wheels 

of same cart. The therefore known as golden time once, costs will not to be too less, job chances were 
additionally less, these MNCs and decision centers providing jobs to our youth were not there. These 

days, inflation is snatching our bread; however, state of affairs is healthier than no bread in the least. 
As individuals become more prosperous, they often take on additional roles as responsible caregivers, 

including homemakers, babysitters, and security personnel. The weaker section of society that is meant 
to be badly influenced by food inflation has numerous opportunities these days. Growth in one section 

is unfolded to alternative sections additionally, that is termed trickle-down result. Inflation ends up in 
profits followed by additional investment and production which implies additional employment. One 

group of economists, known as monetarists, believes that by altering the money supply in the economy, 
we can influence employment. As we tend to increase the money offer, rate of interest comes down and 

costs increase, as a result, value of investment reduces (rate of interest) and profit expectations (increase 

in prices) square measure positive. It ends up in 
investment and production and therefore 

employment additionally. 
 

OPTIMUM GROWTH OF MONEY SUPPLY 

IN INDIA 

To fully comprehend the impact of the money 

supply on the economy, it is essential to consider the 
demand for money. The regulation of money supply 

should align with the demand for cash in order to 
generate intriguing effects on the economy. 

Monetary authorities particularly focus on 
determining the appropriate growth rate of the money 

supply, taking into account the interconnectedness 
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between credit and output, as well as the relationship between prices and money supply. Financial 

authorities like financial institution of various countries have set and establish targets for both narrow 
and broad money supplies, say for a year ahead or for a few years ahead. During the initial years in 

India, there was a practice of setting specific growth rate targets for credit supply at the beginning of 
both the slow and busy seasons. In 1974, a group of Indian economists jointly presented a memorandum 

to the Prime Minister, advocating for a 5% annual growth rate of M1 (a measure of the money supply). 
This, per them would facilitate to ascertain condition for worth stability. Some years later, the 

Chakravarti-Rangrajan Committee Report suggested that the run may fix the target rate of growth of 
M3, for the year ahead. Committee recommended that the economy must not have quite a 4% increase 

in indicator [1]. 
 

Though the Committee failed to formalize its recommendation, it had implicitly the subsequent 

equation of the speed of increase within the indicator. 

P*=M*–(Y*×ey RM) 

In the given context, P* represents the inflation rate, M* represents the growth rate of the money 
supply, Y* represents the growth rate of the real value of goods and services, and ey RM represents the 

ideal growth rate of money that would result in approximately zero inflation. Here RM is financial gain 
snap of cash. 

M*T=(Y*×ey RM)+P*T 

In this equation, M*T is intermediate target of growth of cash and P*T is target of rate of inflation. 
Chakravarti-Rangrajan Committee recommended that a monetary growth rate of 2% and an inflation 
rate of 4% should be permissible in India as indicators of economic progress and stability. Brahmananda 
and Nagaraju outlined optimum rate of growth of cash in any year as that rate of growth which might 
keep the value level throughout the year usually constant over the value level within the previous year 
[2]. They employed the roll-over regression method to determine the income elasticity of narrow as 
well as broad money supplies. They calculated it to be completely different for every year. They found 
the mean of snap of slim cash as 1.12% and broad cash as 1.42%. As per them, the mean of the Optimum 
rate of growth of slim cash was 5.17% which of broad cash was 7.65%.  

 
The average deviation of actual growth rates from the optimal growth rates for M1 is 8.12%, while 

it is 8.46% for M3. It appears that M1 maybe a stronger instrument for targeting cash rate of growth 
then for M3. 

 
Chakraborty and Kulkurni found that the number of deposits is decided by the demand for loans by 

the general public. Their study showed that there is in reality proof that concerning 400th of offer 
amendment is created as results of initial increase in demand for money [3]. However, it is fascinating 
to line target cash of cash offer in accordance with demand of economy or demand for money. 

 
The major informative variables enclosed within the demand operate for cash square measure real 

financial gain, rate of interest on fastened deposits, yield on normal share, and yield on future 
government bonds, the expected rate of inflation and degree of proof. This preliminary study opens up 
a significant opportunity for further research to explore the appropriate path. 

 
Inflation and state: India has been facing numerous problems and challenges within the thanks to 

adopt inflation targeting. There square measure evidences of booming implementation of the policy in 

developed countries; however, developing country could not be equally assured concerning IT. As being 

a business enterprise dominant and an excessive amount of looking forward to inflation taxes, results 

square measure uncertain. Undeveloped capital market is additionally a reason for business enterprise 

dominance. It is additionally lacking in continuous and reliable activity tool for inflation. Poorness has 

been a giant challenge for a developing country like India. Growing value is needed to mitigate the woe 

wherever a considerable proportion of population lives underneath the poverty level. Inflation may be 

a huge supply of optimism for capitalist.  
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Subbarao expressed concerns about the potential negative impact of low inflation on economic 

growth, particularly in the context of rising coffee prices [4]. In a study conducted by Yeldan et al., out 

of the 21 countries analyzed, seven countries experienced a decline in the average annual rate of real 

economic growth [5]. The research further revealed that three countries (Canada, Hungary, and 

Thailand) did not achieve any increase in their growth rates. Additionally, there are examples of lower 

employment levels observed after the IT industry's expansion. There square measure some beliefs that 

inflation encompasses a terribly high value; on the opposite hand, if there is low inflation, economy can 

work well. However, this study declared that aiming at low inflation and creating it a sole goal by 

financial institution is not fascinating in the least. They may not have identified a more robust alternative 

anchor and have chosen to pursue an "inflation-focused" monetary policy.  

 

For successful inflation targeting and making IT the sole target for the central bank, it is crucial to 

have independent decision-making by financial institutions. In the case of India, where significant 

structural changes are underway and fiscal policy is employed alongside monetary policy, relying solely 

on IT as the primary objective could pose risks to the overall health of the economy. The connection 

between financial instruments and inflation ought to be stable and inevitable too. However, financial 

transmission is found to be poor in developing countries as compared to developed countries.  

 

Mazumder studied the existence of Philips curve in India. According to him positive and a major 

relationship exists between inflation and unemployment. He found existence of Okun’s Law too which 

implies that a negative relationship prevails between inflation and state in India [6]. 

 

Furthermore, his research revealed a more persistent inflationary trend in the Consumer Price Index 

(CPI) compared to the Wholesale Price Index (WPI) (Figure 1). Inflation rate and percentage are two 

crucial economic indicators. The coefficients he discovered were highly positive and statistically 

significant, signifying the significance of the Phillips curve relationship between inflation and output in 

the Indian context. CPI inflation in India seems to be additionally persistent than WPI inflation of the 

supplementary. Economic expert Phillips, in 1958 incontestable that once inflation is soaring, state is 

depressed, and the other way around. The Phillips Curve, a negatively inclined curve, is assigned to this 

relationship [7]. 

 

Another challenge is to repair the appropriate and reliable target variable. For a long time, India has 

used the WPI as a measure of inflation. We have switched to CPI currently, however it is completely 

different from previous CPI.  
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Figure 1. Comparison of inflationary trend in the Consumer Price  

Index (CPI) and the Wholesale Price Index (WPI). 

 

A new series of CPI has been introduced with 2011–12 as base year. In India, food costs square 

measure a significant contributor to high CPI inflation and additionally not underneath the management 
of the RBI’s financial policy. A new series of the Consumer Price Index (CPI) has been introduced in 

India, incorporating various changes. In the new series, the weight assigned to food items has been 
reduced due to the volatility of food prices in the country. However, the weights of fuel and light items 

have been increased. Furthermore, improvements have been made in the methodologies and coverage 
of the CPI. The number of commodities included in the rural CPI has been expanded from 437 to 448, 

while for urban India, it has increased from 450 to 460. It is extremely fascinating to review the impact 
of IT on rate and production. Success of IT depends upon these immediate results. 

 

DEMONETIZATION IN INDIA 

Decrease in money supply was a noticeable and immediate result of ending. The ending, by removing 
86% of the currency in circulation and was terribly severe contraction in money supply within the 

economy. As we are able to see in Figure 1 that currency that has been a significant medium of dealings 

is unceasingly and moderately increasing over time. However, suddenly, the public was required to 
submit currency notes of Rs. 500 and 1000 that are no longer considered legal tender. Public may 

exchange previous notes with new one; therefore, currency with public and with banks it is surged. State 
of affairs is cut until Gregorian calendar month 2017 thanks to improper management to mitigate the 

woes. However, there is no fast rebound from one Gregorian calendar month to the next. 
 

An unexpected attack on money with public was geared toward nullifying the black cash that was 
kept within the sort of huge dimensioned notes. However, a giant dip in currency accessible with public 

may additionally have an effect on the extent of demand in economy as a result of currency is widely 
used for dealings in India. In Figure a pair of, slight increase in demand deposits and a considerable 

increase in certificate of deposit is exhibited fastened deposits is also a stronger choice for people who 
deposited all their money with banks rather than going for one more investment choice thanks to short 

term uncertainty created in economy. The issue of affront makes the money supply unique, although 
immediately after demonetization, bank credit was stagnant. However, from the month of January 

onwards, we have observed increasing trends and it is expected to compensate for the money supply in 
the economy [8].  

 

Money supply is a crucial variable in driving the economy, and the composition of money is equally 
significant. Demonetization has impacted the availability of currency, which constitutes a vital part of 

the overall money supply. Currency is vital element of slim cash as a giant squeeze of cash from the 
economy affected the expansion of economy and also the call had been criticized wide. However, it 

absolutely was not a pointy decline and numerous positive signs like increasing consumption 
expenditure and capital formation created economy optimistic. The demand from segments that have 
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access to digital medium of exchange would stay unaffected, however that from the remainder of the 

economy would get compressed. Increase in growth of value in Q2 over Q1 (2017–2018) is exceptional 
action of economy. Digital payment was to own throughout the section of shortage. Payment through 

digital ways surged in addition as shaded forthwith as money was created accessible to public, however 
state of affairs remains well broad cash. Currency quantitative relation depicts the banking habits of 

individuals in any country. Currency quantitative relation is high in developing countries thanks to 
additional use of currency than demand deposits. People in India additionally use additional currency 

than deposit and high currency quantitative relation is expressed by Table 1 and Figure 3. Subsequent 
to the announcement, the proportion of deposits to currency has remained consistently below one until 

the month of January. There was a pointy increase in deposit in March and currency quantitative relation 
was once more on top of one in Gregorian calendar month. In this context, the decrease in currency is 

not a reflection of improved banking habits among individuals; rather, it is a result of a sharp decline in 

currency availability due to the specific event.  

 

CONCLUSION  

In nutshell, this paper has shed light on the multifaceted relationship between inflation and money 

supply in the context of India. It is evident that inflation has not been limited to economic concerns but 

has also had profound political and societal implications. Policymakers in India have grappled with the 

challenge of balancing the need for price stability with the imperative for economic growth. The paper 

has explored various aspects of this complex relationship, including the attitudes of individuals towards 

inflation, the optimal growth of money supply, measurement of inflation, and the impact of significant 

events like demonetization. It is clear that inflation and economic growth are intertwined, with inflation 

potentially driving investment, production, and employment. Determining the appropriate growth rate 

of money supply is a crucial consideration for policymakers, and this paper has discussed various 

approaches and recommendations in this regard. The role of inflation targeting as a policy tool has been 

examined, highlighting both its successes in developed countries and its challenges in the context of 

developing nations like India. 
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