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Abstract

India's inflation targeting system, tracking its development over time by looking at its
execution, obstacles, tactics, and results in controlling inflation. India has achieved great
progress in stabilising inflation and improving policy transparency since the Reserve Bank of
India (RBI) formally adopted inflation targeting in 2016. Background on India's monetary
policy, with an emphasis on how it evolved from a more ad hoc, discretionary system to one
that is more directly tied to the country's laws and regulations. Despite structural restrictions,
external shocks, and pressures from within the economy, the RBI has struggled to anchor
inflation expectations. The efficacy of inflation targeting in fostering long-term economic
growth, stabilising inflation expectations, and lowering inflation volatility as determined by
empirical research. The impact of outside forces, such changes in exchange rates and the cost
of commodities around the world, which have made it very difficult to achieve inflation goals.
While inflation targeting has helped contain inflation to a considerable extent, the results show
that it needs to be adjusted to deal with the changing economic climate. maintaining India's
continuing prosperity despite worldwide economic uncertainty and the country's inflation-
targeting policies.
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Introduction

Economic stability, purchasing power, and growth can all be negatively impacted by high and
unpredictable inflation, which has long been a major worry for Indian policymakers. With this
backdrop in mind, the RBI has pursued many inflation management measures throughout the
years, finally settling on an inflation-targeting framework in 2016. Many central banks,
especially those in developing nations, have begun to utilise inflation targeting as a tool in their
monetary policy toolbox. This framework entails establishing an explicit and transparent
inflation rate objective. Fostering price stability and supporting sustainable economic growth
are its principal goals, along with anchoring inflation expectations, improving transparency,
and providing a clear standard for monetary policy. A watershed moment in Indian monetary

(otolcs

© 2025 Published by Shodh Sagar. This is an open access article distributed under the terms of the Creative Commons License
[CC BY NC 4.0] and is available on https:/jce.shodhsagar.co.in

7




SHODH SAGAR

Journal of Commerce and Economics
Vol.2 | Issue2 | Apr-Jun 2025 | Peer Reviewed & Refereed

policy occurred when the country began to focus on inflation. Before 2016, the Reserve Bank
of India (RBI) used a more hands-off strategy, modifying its policy instruments in response to
various factors like growth, inflation, and foreign economic conditions. A more organised and
open strategy was considered essential due to the fact that inflationary pressures frequently
changed in reaction to changes in domestic supply, changes in global commodity prices, and
the quick speed of economic development. Inflation targeting was formalised in India as a
reaction to these issues. Its goals were to make monetary policy more predictable, strengthen
the credibility of the Reserve Bank of India (RBI), and provide inflation expectations a better
anchor. India has encountered many obstacles in executing inflation targeting, even though it
is evidently beneficial. Among these difficulties include keeping one's credibility in the face of
structural economic limits, controlling inflation expectations in the face of supply-side shocks,
and coping with the effects of external economic variables such as changes in oil prices and
exchange rates. The success of the inflation-targeting strategy is further complicated by the
RBI's ability to balance inflation control with other macroeconomic objectives, such economic
growth and employment. the history of inflation targeting in India, delving into the numerous
tactics used by the Reserve Bank of India (RBI) to accomplish its inflation goals, the obstacles
faced, and the eventual successes. an analysis of the RBI's inflation-targeting strategy, looking
at how well it controls inflation expectations and how much volatility there is in the market,
including both local and international economic factors. what part do outside forces play in
shaping the dynamics of inflation in India? Examples of such influences are fluctuations in
currency rates and global commodity prices. The goal of this research is to help policymakers
in India and other developing nations deal with inflation by offering a thorough examination
of the history, problems, solutions, and results of inflation targeting.

Challenges Faced in Implementing Inflation Targeting

There have been certain hiccups in the execution of inflation targeting, despite the fact that it
has made monetary policy in India more organised and clearer. Both internal and external
economic factors contribute to these difficulties, making effective inflation management more
difficult. Important problems that have arisen throughout inflation targeting's implementation
in India include:

1. External Shocks: Commodity Prices and Exchange Rates

The Reserve Bank of India's (RBI) inability to protect the Indian economy from outside shocks
has been a major obstacle to inflation targeting. Since the country relies heavily on imports for
essential goods like food and oil, changes in international commodity prices can significantly
affect inflation at home. To illustrate the point, when oil prices rise over the world, it has a
domino effect on transportation costs, which in turn affects the prices of all goods and services.
Also adding to inflationary pressures is the fact that food accounts for a significant portion of
consumer spending in countries like India. This is because food costs can be influenced by
factors like weather or disruptions in international trade.

In addition, fluctuations in currency rates are another obstacle to inflation targeting. When the
Indian rupee falls in value compared to other major currencies, especially the US dollar, import
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prices rise, which in turn causes inflation. Inflation targeting may be rendered ineffective due
to the frequent shifts in the RBI's monetary policy posture necessitated by these unpredictable
and uncontrollable external shocks.

2. Supply-Side Constraints and Structural Challenges

Persistent supply-side restrictions and structural rigidities in the Indian economy also provide
a considerable impediment to adopting inflation control. Agricultural inefficiency, logistical
bottlenecks, and insufficient infrastructure are just a few of the supply-side problems that India
is dealing with. In critical areas like food, petrol, and housing, these problems can cause
shortages in supply, which in turn drives up costs.

Factors such as monsoon unpredictability have the potential to significantly impact India's
agricultural industry, causing disruptions in food supply and subsequent spikes in food prices.
Furthermore, price markups are common due to infrastructure constraints and inefficiencies in
the supply chain, particularly in rural areas. Even when demand pressures are low, supply-side
shocks like these can push inflation higher, making it harder for the RBI to achieve its inflation
goals. To address these systemic problems, we need far-reaching changes that beyond the scope
of monetary policy.

3. Balancing Growth and Inflation Control

Another difficulty for India's monetary policy has been the trade-off between promoting
economic growth and regulating inflation. When demand is low or the economy is slowing, the
Reserve Bank of India (RBI) needs to be careful that its monetary policy doesn't put too much
pressure on growth. Attempts to rein in inflation by raising interest rates may backfire if they
discourage spending and investment, which in turn slows down the economy and makes
unemployment worse.

Changes in interest rates can have a significant impact on India's economic potential, which is
why the Reserve Bank of India (RBI) needs to find a happy medium between promoting growth
and containing inflation. When faced with external uncertainties like political unrest or global
financial crises, this delicate balancing act becomes considerably more challenging, especially
when economic activity is already low and inflationary pressures stem from outside sources
rather than internal demand.

4. Managing Inflation Expectations

For inflation targeting to work, anchoring inflation expectations is crucial. Unanchored
inflation expectations can cause firms and consumers to act in a way that supports the notion
that inflation will stay high, which in turn increases inflation. Crucial is the RBI's capacity to
influence and control inflation expectations via openness and communication about policy.
The public's memory of past experiences with high inflation, along with the volatility of prices
of essential goods and services like food and energy, has made it difficult to manage inflation
expectations in India. The effectiveness of communication is still a critical issue, especially
when it comes to getting the public's inflation expectations in line with the RBI's aims, even
though inflation targeting has made policy transparency better. The Reserve Bank of India
(RBI) does not have complete control over expectations because they are susceptible to
influences such as geopolitical events, global economic trends, and local fiscal measures.
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5. Political and Institutional Challenges

Another obstacle to successful inflation targeting implementation in India is the country's
political climate. In the intricate institutional environment in which the RBI functions,
monetary policy goals are not always compatible with government aims, fiscal policies, or
political pressures. For instance, during election seasons, governments often put a premium on
fostering economic growth and job creation at the expense of controlling inflation. When fiscal
deficits or subsidies are the sources of inflation, this might put the government's goals for fiscal
growth at odds with the RBI's goal of managing inflation.

Even though the RBI has become more independent in the past few years, it is nevertheless
vulnerable to political pressures, particularly during economic downturns. An ongoing problem
for the institution is maintaining the independence of monetary policy and keeping it focused
on long-term inflation targets, rather than being influenced by short-term political pressures.
Several factors, including external shocks, supply-side limitations, structural economic issues,
and institutional considerations, contribute to the complexity of the problems that India faces
while trying to execute inflation targeting. Despite the fact that inflation targeting has greatly
improved the credibility and openness of India's monetary policy, these obstacles show how
important it is to be adaptable and flexible. To combat inflation's root causes, the Reserve Bank
of India (RBI) must keep honing its policy instruments, enhancing its communication tactics,
and coordinating its efforts with those of other government agencies. To overcome these
obstacles, we need a thorough set of policies that incorporates strong monetary policy, systemic
changes, and involvement from outside sources.

Conclusion

trace the history of inflation targeting in India, focussing on the tactics used by the Reserve
Bank of India (RBI), the difficulties encountered during implementation, and the results
attained. Inflation targeting, which was officially adopted in 2016, has made India's monetary
policy more organised and open. Increased macroeconomic stability is a result of the RBI's
considerable efforts to stabilise inflation expectations, improve the credibility of policy, and
decrease inflation volatility. Problems have arisen, nonetheless, throughout inflation targeting's
implementation in India. The RBI is still having a hard time meeting its inflation targets due to
external shocks, especially changes in the value of commodities and currency movements
around the world. The already difficult task of preserving price stability is made even more so
by supply-side limitations, structural economic rigidities, and political pressures. The Reserve
Bank of India (RBI) has had to be adaptable and flexible in its policy measures in order to
maintain a steady economy and keep inflation under control, particularly in light of the many
local and international uncertainties that the bank faces. Notwithstanding these obstacles,
inflation targeting has improved the RBI's capacity to control inflation expectations and give
markets and the public better direction. Nevertheless, the results highlight the importance of
persistent changes to monetary and structural policy in order to tackle the root causes of
inflation. For inflation targeting to be successful in the long run, it is essential to strengthen
communication techniques, improve policy coordination between the government and the RBI,
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and address supply-side restrictions. Future rising economies confronting comparable inflation
management issues can learn a lot from India's inflation targeting experience. Continued
development of a stable economic climate favourable to sustained growth is possible if India
continues to respond to both local and global forces while honing its strategy for inflation
targeting. Finally, despite India's progress in controlling inflation through its inflation-targeting
framework, the country still has a long way to go before it can overcome the obstacles posed
by structural problems, supply-side restrictions, and external volatility. To maintain success in
managing inflation and promoting long-term economic stability, India needs a comprehensive
policy strategy that incorporates monetary, fiscal, and structural changes. This approach must
be flexible and comprehensive.

Bibliography

Singh, S. (2024). The Impact of Judicial Reforms on Economic Development: A Cross-
National Study. Indian Journal of Law, 2(5), 38-43.
https://doi.org/10.36676/1jl.v2.15.56

Raghuvanshi, T. (2023). Addressing Cybersecurity and Data Breach Regulations: A Global
Perspective. Indian Journal of Law, 1(1), 71-79. https://doi.org/10.36676/ij1.2023-
v1il-09

Kumar, R. (2013). Analyzing the importance of risk management in the financial
industry. Darpan International Research Analysis, 1(1), 17-23. Retrieved from
https://dira.shodhsagar.com/index.php/j/article/view/4

Priti Kumari. (2023). The impact of trade policies and globalization on local
economies. Innovative  Research  Thoughts, 9(1), 186-191. Retrieved from
https://irt.shodhsagar.com/index.php/j/article/view/596

Avinash Gaur. (2023). Addressing Cybersecurity and Data Breach Regulations: A Global
Perspective. Innovative  Research  Thoughts, 9(3), 157-163. Retrieved from
https://irt.shodhsagar.com/index.php/j/article/view/743

Bamel, S. (2017). A Study of Risk Management Systems in Banks. Innovative Research
Thoughts, 3(1), 144-147. Retrieved from
https://irt.shodhsagar.com/index.php/j/article/view/47

11

m i L cess

© 2025 Published by Shodh Sagar. This is an open access article distributed under the terms of the Creative Commons License
[CC BY NC 4.0] and is available on https:/jce.shodhsagar.co.in




