




Inflation

Rate of Inflation = (Price in this Period – Price in the Previous Period) X 100 
/Price in the Previous Period





Cost Push Inflation

Caused By An Increase In Prices Of Inputs Like Labour, Raw Material, Etc.

➢ Increased Price Of Factors Of Production Leads To A Decreased Supply Of 

These Goods.

➢ While Demand Remains Constant, Prices Of Commodities Increase Causing 

A Rise In The Overall Price Level. This Is In Essence Cost Push Inflation.



Demand Pull Inflation

➢ Increase In Aggregate Demand Mainly Comes From Either Increase In 

Government Expenditure (Expansionary Fiscal Policy) Or By An Increase In 

Expenditure From Households And Firms.

➢ Aggregate Demand > Aggregate Supply. This Simply Means That Firms In 

Economy Are Not Capable Of Producing Goods And Services Demanded By

Households In Present Time Period.









Wholesale Price Index (WPI)

Price Of A Representative Basket Of Wholesale Goods

➢ Focuses On Price Of Goods Traded Between Corporations, Rather Than 

Goods Bought By Consumers, Which Is Measured By Consumer Price Index

➢ Purpose Of The WPI ➔ To Monitor Price Movements That Reflect Supply 

And Demand In Industry, Manufacturing And Construction

➢ Published By Office Of Economic Adviser, Ministry Of Commerce And 

Industry

➢ Base Year Of All- India WPI ➔ Revised From 2004-05 To 2011-12 In 2017



Consumer Price Index CPI

Measures Changes In Price Level Of A Weighted Average Market Basket Of 

Consumer Goods And Services Purchased By Households.

➢ It Measures Changes Over Time In The Level Of Retail Prices Of Selected 

Goods And Services On Which Consumers Of A Defined Group Spend Their 

Incomes.

➢ Base Year For CPI ➔ 2012





GDP Deflator

GDP Deflator refers to ratio between GDP at Current Prices & GDP at Constant 

Prices. (GDP Deflator = GDP at Current Prices/GDP at Constant Prices)

• If the GDP Deflator = 1, it implies no change in the general price level.

• If the GDP Deflator > 1, it implies an increase in the general price level.

• If the GDP Deflator < 1, it implies a decrease in the general price level.





REVIEW QUESTIONS
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Process Of Curing Inflation By Reducing Money Supply Is Called

A. Cost-push inflation

B. Down–pull inflation/Demand pull inflation

C. Disinflation

D. Reflation



Process Of Curing Inflation By Reducing Money Supply Is Called

A. Cost-push inflation

B. Down–pull inflation/Demand pull inflation

C. Disinflation

D. Reflation



The Term Stagflation Refers To A Situation Where

A. Growth Has No Relation With The Change In Price

B. Rate Of Growth And Prices Both Are Decreasing

C. Rate Of Growth Is Faster Than The Rate Of Price Increase

D. Rate Of Growth Is Slower Than The Rate Of Price Increase
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A Rapid Increase In The Rate Of Inflation Is Sometimes Attributed 
To The Base Effect. What Is Base Effect

A. It Is The Impact Of Drastic Deficiency In Supply Due To Failure Of Crops.

B. It Is The Impact Of The Surge In Demand Due To Rapid Economic Growth.

C. It Is The Impact Of The Price Levels Of Previous Year On The Calculation 

Of Inflation Rate.

D. None Of The Statements Given Above Is Correct.
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A. The Money Supply Is Fully Controlled.

B. Deficit Financing Takes Place.

C. Only Exports Take Place.

D. Neither Exports Nor Imports Take Places.
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ANSWER - D



The Way Total Output Changes Due To Change In All Inputs In 
Same Proportion Is Known As Law Of

A. Returns To Scale

B. Diminishing Returns

C. Increasing Returns

D. Constant Returns
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