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INTERVIEW ANGLE

"How should a central bank respond to inflation driven by a global semiconductor supply shock it
cannot control?"

Source: Original editorial #  Business Standard

® Every fact web-verified against primary sources (https://ujiyari.com/how-we-verify/)

WHY THIS MATTERS NOW

The artificial intelligence boom has triggered a scramble for memory chips, the DRAM and high-bandwidth
memory that power Al servers. With demand outpacing supply, chip prices are rising, and that increase is
quietly working its way into the cost of electronics and consumer durables, and from there into headline

inflation. For import-dependent India, this is a structural risk worth naming early.

THE CRUX IN 60 WORDS

Al demand has tightened the global memory-chip market, raising prices for DRAM and high-bandwidth
memory. Costlier chips lift the prices of electronics, cars and appliances, transmitting quietly into headline
inflation. This is structural, not transient, because Al demand is durable and new chip capacity takes years to

build. India, a near-total importer, is a price-taker exposed to the squeeze.
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THE ISSUE, DECODED

ELEMENT WHATIT IS WHY IT MATTERS

DRAM and Memory chips for computing and Al servers Surging AT demand has tightened their
HBM supply

Demand surge Al data centres consuming vast memory Outpaces a concentrated set of producers

Inflation channel | Chip costs feed electronics and durable prices | Transmits quietly into headline inflation

India’s exposure Near-total semiconductor import Makes India a price-taker in the squeeze

dependence

THE ANALYSIS: A NICHE SHOCK GOES MACRO

® Al is the demand driver. Data centres consume enormous quantities of DRAM and high-

bandwidth memory, and demand has outrun the capacity of a handful of major producers.

2] Scarcity raises prices broadly. Costlier memory feeds into smartphones, laptops, cars and

appliances, all of which sit in the consumer price basket.

© The transmission is quiet. Because the effect is embedded in many goods, it shows up in

headline inflation without an obvious single cause.

O 1tis structural, not cyclical. Al demand is durable and new fabrication capacity takes years and

billions, so the squeeze will not self-correct quickly.

DATA AND INSTITUTIONS VAULT

Dynamic random-access memory, a core computing chip.
High-bandwidth memory, critical for AI accelerators.
Flagship effort to build domestic chip capacity.
Near-total import dependence on semiconductors.

Monetary policy (https://ujiyari.com/terms/monetary-policy/) is weak against supply-driven inflation.

THE DEBATE

Argument for transience: Chip cycles are historically boom-and-bust; capacity will expand and prices will

ease, making the inflation effect temporary.
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Argument for structural risk: Al demand is a durable shift, and memory capacity expands slowly, so the

price pressure is persistenfratherthan.a passing bliRe paily current Affairs for UPSC & State PCS

Balanced verdict: Even if cyclical relief eventually comes, the Al-driven floor under memory demand makes

this a recurring structural channel that policy must account for.

HOW TO THINK ABOUT THIS (TRANSFERABLE SKILL)

Trace the from a niche shock to a macro outcome. A shortage in one component can ripple through many
products into economy-wide inflation. The analytical skill is to follow the chain link by link rather than

treating prices as a black box.

DIAGRAM-IN-WORDS

AI demand -> Memory scarcity -> Chip prices up -> Electronics costlier -> Headline

inflation

THE WAY FORWARD

o Build domestic chip capacity through the India Semiconductor Mission to reduce import

dependence.
24 Diversify supply sources to lower exposure to a concentrated producer base.
3 Recognise the structural channel in inflation analysis rather than dismissing it as transient.

o Coordinate industrial and macro policy since monetary tools alone cannot fix supply-side

inflation.

THE TAKEAWAY BOX

Case study for supply-side inflation, semiconductor self-reliance and global supply-chain fragility.
“A niche supply shock becomes an economy-wide price pressure.”

DRAM, HBM, India Semiconductor Mission, supply-driven inflation.

How should policymakers communicate inflation they cannot control through domestic tools?
GS3 questions on inflation, supply chains and Make in India.

Semiconductor policy, inflation dynamics, monetary policy, Atmanirbhar Bharat.

Sources: Business Standard (https://www.business-standard.com/opinion), Mint (https://www.livemint.com/opinion)
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® KEY ARGUMENTS AT A GLANCE

Al-driven demand has tightened global memory-chip supply,
pushing up electronics prices that quietly transmit into headline
inflation as a structural, not transient, risk.

(
v  SUPPORTING
* Al servers have surged demand for DRAM and high-bandwidth memory, outpacing supply.
* Higher chip costs raise prices of electronics and consumer durables.
* India’s import dependence makes it a price-taker in this global squeeze.
\
(
A COUNTER
Some argue chip shortages are cyclical and will ease as capacity expands, making the inflation
effect temporary.
\
(
—» WAY FORWARD
Build domestic chip capacity via the India Semiconductor Mission, diversify supply and
recognise the structural inflation channel in policy.
\
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QUESTION

Analyse how global semiconductor supply-chain fragility transmits into domestic inflation, and assess

India’s policy options. (250 words)

INTRODUCTION

A tightening global market for memory chips, driven by the artificial intelligence boom, is feeding into the
prices of electronics and durables. This is an underappreciated channel through which supply-chain

fragility becomes inflation.

BODY

The economics is straightforward but consequential. Al data centres consume vast quantities of DRAM and
high-bandwidth memory, and demand has outpaced the capacity of a concentrated set of producers.
Scarce memory means costlier chips, which raise the cost of everything from smartphones and laptops to
cars and appliances. Because these goods sit inside the consumer price basket, the squeeze transmits
quietly into headline inflation.

For India, the vulnerability is acute: the country imports almost all its semiconductors and is therefore a
price-taker, absorbing global shortages with little ability to influence them. Treating this as a transient blip
is a mistake.

The Al demand surge is structural, and memory supply expands slowly because new fabrication capacity
takes years and billions to build. Monetary policy is poorly suited to fight supply-driven inflation.

The durable response is supply-side: building domestic capacity through the India Semiconductor Mission

and diversifying import sources to reduce exposure.

CONCLUSION

The memory-chip squeeze shows how a niche supply shock becomes an economy-wide price pressure.
India must treat semiconductor self-reliance not just as an industrial ambition but as macroeconomic and

inflation-management insurance.
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