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Introduction

Inflationisoneofthemostcrucialcurrentmacroeconomicproblemformanycountriesofthe

world.InthepostwarIIperiodpeopleinalmosteverycountryintheworldhavebeentormented

bythevagariesofinflation.Priceshavekeptonrisingyearafteryearsomuchsystematicallythat

anytemporarychangeinthedirectionofupwardmomentofpricesisnoteasilyandatonce

believed.

Meaning

Inflationisahighlycontroversialterm.Ithasbeendefineddifferentlybydifferenteconomists.

Chamber’sTwentiethCenturyDictionarydefinesinflationasan“undueincreaseinthequantity

ofmoneyinproportiontobuyingpowerasonanexcessiveissueoffiduciarymoney”.

AccordingtoKemmerer,“Inflationistoomuchmoneyanddepositcurrencythatistoomuch

currencyinrelationtothephysicalvolumeofbusinessbeingdone.”WhileforCrowther,

“Inflationisastateinwhichthevolumeofmoneyisfallingi.e,pricesarerising.”Gregory

associatesinflationwithastateof“abnormalincreaseinthequalityofpurchasingpower”and

Hawtrey“withtheissueoftoomuchcurrency”.AccordingtoPigou,inflationtakesplacewhen

moneyincomeisexpandingrelativelytotheoutputofworkdonebytheproductiveagentsfor

whichitisthepayment.”AccordingtoAckley,“inflationisapersistantandappreciablerisein

generalleveloraverageofprices.”.Fromthesedefinitionsitisobviousthatinflationisaprocess

ofrisingpricesandnotastateofhighprices.Beingaprocessofrisingprices,inflationshouldbe

regardedasastateofdisequilibriumandmusttherefore,fromthesubjectmatterofdynamic

analysis.Thecommoncharacteristicofallthesedefinitionsistheevidenceofastateof

disequilibriumbetweenthedemandforandsupplyofgoodswhichcausesriseinthegeneral

levelofpricesintheeconomy.

TypesofInflation

Inflationisofdifferenttypes.Thesedifferenttypesmaybeconsideredbydividingtheminto

differentcatagoriesondifferentconsiderations.Firstly,wemightdistinguishbetweendifferent

typesofinflationonthebasisofdegreeorspeedwithwhichpricerise.Secondly,wemaystudy

theproblemonthebasisofthedifferentprocess,throughwhichinflationisinduced.Inthethird



phase,wemightalsoadoptthecriterionoftimetodistinguishbetweendifferenttypesof

inflation.Fourthlyinflationmaybeeithersporadicorcomprehensive.Fifthly,inflationmaybe

openorsuppressed.

Onthebasisoftherateatwhichpricesintheeconomyrisewehave:i)creepinginflation,ii)

walkinginflation,iii)trottingorrunninginflationandiv)gallopingorhyperinflation.

Factorscausinginflation

Inflationiscausedbyavarietyofconditions.Themostimportantofthesearethefollowing:-

A)DemandPull:-Themostcommonconditioncausinginflationisthepressureofrisingdemand

onanotsorapidlyincreasingsupplyofgoodsandservices.

1)Increaseindemandwhichmaybedueto:-

a)Increaseinmoneysupply

b)Increaseindisposableincome

c)Increaseincommoditiesaggregatespendingonconsumptionandinvestmentgoodswithouta

correspondingincreaseintheavailablegoodsandservices.

d)Excessivespeculationandtendencyofhoardingandprofitcreatingonthepartofproducers

andtraders.

e)Increaseinforeigndemand

f)Increaseinsalaries,wagesordearnessallowance

g)Increaseinpopulation

h)Themostimportantcauseisexcessivepublicexpenditurefinancedbybudgetdeficitsduring

warorontheimplementationofplantsforeconomicdevelopment.Thenewlycreatedmoney

increasesgovernmentdemandforgoodsandalsothepurchasingpowerofthepeoplethrough

increaseindisposableincome.Thesecausesmayoperatesinglyorincombinationwithone

another.

2)Nocorrespondingincreaseintheoutputofgoodsandservices,whichmaybedueto:-

a)Deficiencyofcapitalequipments

b)Scarcityofothercomplementaryfactorsofproduction,e.g.skilledlabourortechnicians,

essentialrawmaterialsorlackofdynamicentrepreneurs.

c)Increaseinexportsfoeearningtherequiredforeignexchange



d)Decreaseinimportsowingtowarorrestrictionsonimportsnecessitatedbyanadverse

balanceofpaymentsandeffortstorectifyit

e)Speculativehoardingbytheproducers,tradersandmiddlemaninanticipationofafurther

riseinprices.

f)Drought,famineoranyothernaturalcalamityadverselyaffectingagriculturalproduction

g)Prolongedindustrialunrestresultresultinginreductionofindustrialproduction.

Thedemandpullinflationcausedprimarilybyfactorsoperatingonthedemandsideresultingin

excessofaggregatedemandovertheavailablesupplyofgoodsandservices.

B)CostPush:-Thecostpushinflationiscausedbyanupwardmovementsofcostsofproduction

whenpriceshaveatendencytorise,tradeunionactivityoftenbringsaboutanincreaseinthe

wageratesoflabour.Whenthelabourisstronglyorganised,thedemandforhigherwagesmay

beirresistableandtheremayberiseinwagewithoutacorrespondingincreaseinproductivityof

labour.Thereisthereforeafurtherriseinthepricesofmachineryandcapitalequipmentandof

essentialnewmaterial,becauseofincreasinglydemandcausedbyrisingwages.

C)DemandShift:-Thereisoftenaninflationaryriseinpriceswithouttherebeingageneral

increaseindemand.Theincreaseindemandmayconfinedtoanimportantsectoroftheeconomy.

Forexample,ariseinwagesinsomeindustriescausespricestorisethere,buttherethemoment

spreadstootherindustriesarealsopushedup.Theriseinpricesthenspreadsalloverthe

economy.Thismayalsohappenduetoaninitialriseinthepricesofraw-materials,components

ect.InIndia,risingpricesareoftenstrengthenbyrisesparticularlyinthepricesoffoodstuffs.

Theshiftofdemandfromonesectorstoothersisparticularlyactivebecausepricesareoften

flexibleupwardbutrigiddownward.Sothereexcessdemandbutthereisariseinpricesin

industrieswherethereisnofallofpricesinotherindustriesandtheremaybeexcesssupply.

Soonerorlatter,however,pricesallovertheeconomymayassumeaupwardtrend.

D)Otherconditions:-Afurtherconditioncreatinginflationarypressureintheeconomyisthe

encouragementtohoardingandspeculationcausedbyshortageofvariouscommodities.When

pricesarerisingandthereareshortagesallaround,dealersareoftentemptedtowithholdstocks

frommarketsintheexpectationofhigherpricesthanare*atanyparticulartime.Thedemandon

thepartofpurchasesgoesupevenhigherthanisjustifiedbytheavailabledisposableincome

becausetheyaretemptedtobuygoodsbeforethepricesrisefurther.Thereis,thusastrong

inclinationonthepartsofpurchasestobuyandontheotherpartofsellersnottosell,addingto

theinflationarypressuresalreadyexisting.

Conclusion

Whileconcludingwecansayinflation(alsotermedaspricerise)isastateofrisingprices,when



thevalueofmoneyfallsandiscausedwhentheaggregatedemandexceedsaggregatesupplyof

goodsandservices.Wehaveanalysedthefactorswhichleadtoincreaseindemandandshortage

ofsupply.


