PARIKSHAPDF « RAS MAINS FOUNDATIONS ¢« LESSON 2

Inflation and Purchasing Power

Herethifer 3R sha arfery

Interpret price indices, calculate inflation and real income, and explain why households in Rajasthan
experience price rises differently.

hIHd Geehich TS, Harehifa 3R aredfden S Fentel duT TS # 3ot URART WR Jed gfeg & 394 uwra g9

Learning goals

IfH 8y

You will distinguish a price level from an inflation rate, calculate year-on-year changes and real
purchasing power, and connect demand and supply pressures to suitable policy responses.

3T A TR R ERGIA & 3T R JhT, Ael-a=-TTel URdcd g arafaeh ha Mfekt (ehTer Tehtl qom AT 3R Smyfed
gl el IR fifarra Iurat § Sits g

Build the concept
STIURUT TS

A basket rather than one price / Teh dhHa gl afeeh etepst

Inflation is a rise in the general price level over time. A single vegetable becoming expensive does not
by itself prove broad inflation. CPI tracks consumer prices for a defined basket, with weights reflecting
spending importance. Its movement need not match your personal bill. Food, transport, rent and
services have different shares across families. A price index is unit-free; 150 is not ¥150.

eI 7T o T1Y AT hiFd TR J gig 81 chael Teh Feoll Agrl 814 & T Harehifd g 7@l gidil CPI fAafRa
Thensl <l IUHTeRTT hIAd AT 8; YR & o Agd ST &1 3HehT URad- 3iTuch st @ & 31T g1 Hehdl g1 URART A
ior, aRagH, fmrar ok arsi & GEd arenT &1 hiHd Guehich Sehe-3ad &; 150 a1 3ref T150 =g

Inflation disinflation and deflation / gar=hifa gz # &t ik srawhifa

If prices rise 8% and then 4%, inflation has slowed but the price level still rises. This is disinflation.
Deflation means a falling general price level, or negative inflation. A lower inflation rate can partly
reflect a high comparison base; inspect index levels before declaring that all prices have fallen.
Compare the same month in successive years for year-on-year inflation.

g hiAd uget 8% R 4% a¢, df Jardhifa i+t g8, Afch drTa TR 9¢11 I8 JarRdifd @ & &t 81 sraehifa & g
HHd TR fRAT 8, S1ufd &R FoTeH gidt 81 gedt &R # $3 Jol-Tceh SR &1 GRTEH gt Gohdl &, Toft Herd AR o1 gran
I Y UG GAhich 4% | TTA-&X-HTel &2 &g &l au1 o T HgH o |
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Causes and distribution / &RoT 31R faazor

Demand can rise faster than available output. Supply shocks can raise costs or reduce availability. The
same price rise may hurt a food-buying labourer but benefit a farmer only if saleable output and
realised prices compensate for input costs. Unexpected inflation can reduce the real value of fixed
nominal debt, but debt terms and income changes matter. There is no universal winner or loser.

AT Y IUTeA § AT 9 Fehell 8| AT SATETA ANTA TSI AT IUTUT TT Uehd & | e hiFd Gleg Wil dTel ASIgY
! TehET UGl Hehdl 8, WR fehdT bt &1y It ST forehl At IedTe 3R UM chIFd STITd AT chl HRUTS &he | SITTIRAT
Herehifa Ffa Hifees ot o1 arafaes geg ger ahd &, fohg ot 2 ok Sy uRad= Ag<aquf §1 &g ard+fifie fastar
g1 gRT Uet gl |

Formulas with conditions
el afga g
Rule 1/ fRaw 1

Inflation (%) = [(index now + comparable earlier index) — 1] x 100. Year-on-year uses the same month
one year earlier; month-on-month uses the previous month. Name the comparison.

HETEhITT (%) = (T Fadhich + T1d gd gadhich) — 1] x 1001 HI-&R-A1eT # Ul I &1 THAM AT, A18-a=-A18 #
fOsar 7eiH T & | o e ford |
Rule 2 / fAaw 2

Teaching fixed-basket index = [Z(current price x base quantity) + X(base price x base quantity)] x 100.
This is a simplified model; actual CPI compilation has detailed aggregation and quality procedures.

fr&107 fRR-TIA< Yaehich = [Z(TAM AT x TR A) + (YR A x YR AEM)] x 1001 Tg e AISd g,
areafaen CPI # fawqd T 3R Tora< ufehard &1
Rule 3/ fRTw 3

Real income in base-period purchasing power = nominal income x 100 + price index. Purchasing-power
index of one rupee = 10,000 + price index, with the base set to 100.

SMYR-37afY thY AferT H ar&afden 3ma = Hifger 3 x 100 + 1A Gechich | Yeh U hl sha feRT ehT Yarehich = 10,000 +
hIHd Yachich, ST YR 100 &
Rule 4 / Raw 4

Exact real income growth (%) = {[(1 + nominal income growth) + (1 + inflation)] = 1} x 100. Enter growth
rates as decimals. Nominal growth minus inflation is only an approximation.

ek arfdes 3T g (%) = {[(1 + #fees sma i) + (1 + Farehifa)] - 1} x 1001 R amera & & | Aifge gfg ger
e haet dfaehed gl

Analogy and its limits

IUAT MR ITh HAT

Imagine a monthly shopping basket as a measuring ruler. Repricing the same basket reveals how much
more money is needed. Limitation: families substitute goods, quality changes and new products appear.
CPI is an average indicator, not a perfect cost-of-living measure for every household.
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ATk WG Ikt ahl ATUA ohT GHTHT GHST | ITT Tlehel bl A3 hiHd T UdT IetdT g fob fohat sifafRea iy =nfge| T
URER eV &eTd &, UTeT dGeld! & 3R ¢ Ie1E 3MTd &1 CPI 31¥d Hehdeh 8, 83 URAR &l afg wmrd et gof A1 =8|

Rajasthan application
IASTRIT SITHANT

Rajasthan application: a rainfall shock can reduce crop supply and raise food or fodder costs; fuel costs
can affect long-distance freight. Analyse exposure before prescribing a remedy. Supply measures
include logistics and storage improvements; targeted support can protect vulnerable buyers. Monetary
tightening works through demand and credit with lags and cannot directly create rainfall. Do not
present current inflation targets or state rates without checking an official dated release.

SR SUANT: I SATETd hilel AT T WIS AT TR hl AN §¢1 Tohdl &; SU ANTd cisll X oh HIGTHIS Sl

T R Gehell 1 IUTT G & Uget T1fId g & | 3mgft Iurat & ufkage ofR +gRur QuR; dfeid Tgrdr sk
AR hl T R Fendl! ¢ | Hifseh Tt AT g 0T S HIEAH  THI-IHARTeT oh AT HIH el g, e TR g1 T Fehel |
SfAeRTRe femiferd foafa o adam deg ar s R A 8

Three worked examples
1T gt IeTERuT

All data are hypothetical. State the unit, write the formula, substitute values and interpret the result.

goft 3ifehs dreufien g1 31 ford, 931 ¢, A T iR uRRums wa]|

Worked example 1 Calculate the rate / g1 3&Ig0T 1 & b} O
The CPIis 150 this June and 144 last June. Find year-on-year inflation.
29 S CPI 150 3R st S 144 81 91d-a3-a1eT ahifa fAepre |

Solution / g

Change = 6 index points. Inflation = (6/144) x 100 = 4.1667%, about 4.17%. Six index points are not 6%
inflation.

gRaeH 6 gaehich 3ieh | AT = (6/144) x 100 = 4.1667%, T 4.17% | B Yahich 3ich I Y 6% I
T8l
Worked example 2 Household basket / g 3&TgR0T 2 €] elahdt

A fixed basket has 10 kg grain and 2 litres oil. Base prices are ¥30/kg and ¥100/litre; new prices are ¥33/
kg and ¥110/litre. Find basket inflation.

fRR AR & 10 faum 3T 8RR 2 #ftex a1 &1 3UR dhiAd T30/fahum 8k T100/7tex; 715 hiFa T33 3R ¥110 &1 aehet
Herehifa Fer |
Solution / g1

Base cost = 10x30 + 2x100 = ¥500. New cost = 10x33 + 2x110 = ¥550. Index = 110; inflation = 10%. Keep
quantities fixed to measure price change.

STYR ANTd = 10%30 + 2x100 = ¥5001 95 @1 = 10%33 + 2x110 = ¥5501 Yehich 110; HERRIfT 10%] hHd
gRad= ATud THg A fRR |
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Worked example 3 Salary and real gain / g I&Tg<01 3 a1 3R aredfdeh a1y

Monthly pay rises from 20,000 to ¥22,000 while the relevant price index rises from 100 to 108. Find the
real gain.

H1f¥eh da= 20,000 & ¥22,000 3R Feifdrd hiAd gaehich 100 & 108 gidT 81 ardfdeh A?
Solution / g1

New real pay = 22,000 x 100/108 = ¥20,370.37 in base purchasing power. Real growth =(1.10/1.08 - 1) x
100 = 1.85%, not exactly 2%.

T qRdfde a9 = 22,000 x 100/108 = TR o AfekT & ¥20,370.37 1 I&afdes gfeg = (1.10/1.08 - 1) x 100 =
1.85%, 81k 2% &1

Four solved exercises

IR IfdR gy

Exercise 1/ 31g1H 1

The index goes 100 —» 110 = 115.5. What is second-period inflation?
gaahich 100 > 110 - 115.5 g1 gE 3rafe) i ax?

Answer and reason / 3R 3R RO

(115.5/110 - 1) x 100 = 5%. Disinflation from 10% to 5%; prices have not fallen.
(115.5/110 - 1) x 100 = 5% R10%@5%§§;Eﬁﬁ?fqﬁﬁﬁl

Exercise 2 / 319019 2

An index falls from 125 to 120. Inflation or deflation?
gadhich 125 ¥ 120 g3iTI Garehifa a1 sraehifa?

Answer and reason / 3R 3R &RUT

(120/125 - 1) x 100 = -4%. This is deflation for that index and interval; it need not describe every item.
(120/125 - 1) x 100 = -4%| 39 Yachich 3R 7afY # Sraehifd; g a¥g & fog st =1g |

Exercise 3 / 31319 3

Nominal income is unchanged and prices rise 25%. How much purchasing power is lost?
Hifeen 3mg fRR 3k Hrad 25% 1| o ufry forat wdi?

Answer and reason / 3R 3R @RUT

1/1.25 = 0.80: a 20% loss, not 25%. The denominator changes when converting price growth into
purchasing-power loss.

1/1.25 = 0.80: 20% &1, 25% &l | ShiHd Jfg ot ol LTI BT H TeeTd T & J&adl gl
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Exercise 4 / 31v919 4

In a two-group model food has weight 60% and rises 10%; other items have weight 40% and rise 5%.
Find weighted inflation.

& gl & Aled H 9IS o1 IR 60%, gfg 10%; 317 T 9R 40%, Jfeg 5% | HTR &?
Answer and reason / TR 3R hRUT

0.60%10 + 0.40%5 = 8%. This result assumes fixed base expenditure weights and comparable group
indices. A simple unweighted mean of 7.5% is wrong here.

0.60x10 + 0.40x5 = 8% @R YR @ WR R AT THg Ychich A | TgI 7.5% HIURUT ¥ 7Teld 8l

Common errors
=g Ffeat

A falling positive inflation rate is not falling prices. Do not subtract index numbers and call the result a
percentage. Do not replace CPI with the GDP deflator: their coverage and weighting differ. Do not treat
the headline average as every household’s experience. Avoid using old base-year weights as current
facts.

gl YT Hrehifd dhidt # fR1ae 781 | Garehich TeTehr URUMH i Ufderd = shg | CPI 3R GDP raethifdehren i
IS G UR 37T 8, I7p HGel-gadl A e | AT Ed g URAR I T ol | G SMYR-TY HR i g a2 F Td1d|

Quick reference
afa dgof
Price level describes prices at a given time; inflation is its rate of change over an interval. Compare like

periods. Fix basket quantities in elementary index calculations. Deflate money income for purchasing
power. Demand and supply causes require different, sometimes complementary, remedies.

Hd TR [l T o1 R §; gerehifa srafd # Igehl uRads @1 aam safat gomn | uruffics Gerenics A eierdt AT
R & | oy Afert 8 Hifder 1M &t hiAdT & TSI | ANT-SATYfd hRUN & IUTT 3T, HH OXeh 8id 6

Descriptive practice

JuiaTcH 31T

The following 5- and 10-mark tasks use approximately 50 and 150 words respectively. Rubrics are
teaching aids, not official RPSC marking rules.

f=1 5 3 10 3T Tl & hysT: AT 50 3R 150 rsg W& | F fA-T01 7S &, RPSC o 3fdeptiRen 3ichT fAad T8l
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5 marks, about 50 words: Distinguish disinflation from deflation with a numerical
illustration.

5 3ich, T 50 2AeE; HEATHE 34101 & Jarehifa &= & et ofik srawhifar srermm ad)

Model answer: Disinflation means slower price increases: an index moving from 100 to 110 and then
115.5 has inflation of 10% followed by 5%. Prices still rise. Deflation means a price-level fall, such as an
index declining from 125 to 120, yielding -4% inflation. Always specify the period and index.

Higel ITR: Garehifd X # ehHT <1 3ref vl &t e+t gfeg 8: 100 & 110, R 115.5 Yerehich TR &R Uget 10%, fh 5% 31
FrAd R oft Tt &1 Sraehifa & TR fARAT 8, I 125 ¥ 120 IR -4% & | gadhich 3R @iy wWe ford|

Rubric 5: both definitions 2; calculations 2; price-level conclusion 1.

AMES 5: SIHT TRV 2; TUFTY 2; hid W e 11

10 marks, about 150 words: Explain why a food-price shock affects Rajasthan households
differently and suggest a balanced policy response.

10 3ich, T 150 2AeE: WreT hAd HTAT ISTRAT & GRART hl T Tl AHIfad shear 82 dgfad
Hfa gamd|

Answer plan: separate net buyers from net sellers; examine food expenditure share, wages, farm yields
and input costs; identify drought/logistics as possible channels, not claimed current events; protect
vulnerable households through targeted support and improve supply; explain monetary-policy limits

for a local supply shock and risk of broad demand stimulus; conclude with evidence on prices,
availability and household exposure.

IR AT e @RIER SR fAghdT 10T &, @rer @ 34T, Asieyl, araR 3R ST AFTd &d; g@1/aRkag dH1fad
THRUT, AT °HT & ST T8, HHSIR UREART el Aferd Fgradr 3R yfd gur; W smyfd smara # wifges Hifa &t
AT qUT AU AT UIHTE Sl STRIA; hIFd, IuTedT R °e] UHTd S THTUN R ARy

Rubric 10: distribution 3; causal mechanism 2; balanced policies 3; Rajasthan context and conclusion 2.

AMEE 10: faaRor 3; Rt ufehar 2; dqfera Hifd 3; T desf ok s 21
Sources and scope / € 3R Hiar

Checked 30 September 2026. Original explanations, fictional numerical data, practice and teaching rubrics; not official questions
or an official answer key. RPSC syllabus alignment is selective, not complete coverage. / Sita 30 fRidsR 2026 | AREATY, hieafic fidhg,
g1 7R 8707 AT S Hiferen §; SfeeRTRes U9t a1 ITR-Grol! Ao | T UTSashA 32T, TYUf e ol |

RPSC RAS Mains Scheme and Syllabus 09 January 2026 — Paper I Unit II economics, p3; foundation alignment only

MoSPI FAQs — Current versus constant prices; implicit deflator; CPI interpretation; do not splice different series

MoSPI Manual on Consumer Price Index Chapter III — Durable index concepts, not current basket weights or base year

RBI Financial Awareness FAQs — Inflation and purchasing power
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https://rpsc.rajasthan.gov.in/Static/Syllabus/238A2E0E-B0D0-49C2-8E5E-D299A915037F.pdf
https://mospi.gov.in/faq
https://mospi.gov.in/sites/default/files/publication_reports/manual_cpi_2010.pdf
https://m.rbi.org.in/commonman/english/scripts/FAQs.aspx?Id=711

