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THE LIFT LINE

A central bank aims at the middle of a band, not merely inside it, so an inflation print that jumps above the 4

per cent target after eighteen quiet months is not a rounding error but a signal the Monetary Policy Committee

(https://ujiyari.com/terms/monetary-policy-committee/) cannot ignore.

WHY THIS EDITORIAL MATTERS FOR YOUR EXAM

India’s Consumer Price Index inflation rose to 4.38 per cent in June 2026 from 3.93 per cent in May, an 18-
month high and the first breach of the Reserve Bank of India’s 4 per cent median target since January 2025.
The pressure was broad-based but food led it, with food inflation climbing to 5.32 per cent from 4.78 per cent,
and higher fuel and energy prices passing through to transport, food and restaurant costs. The number
matters because India runs a flexible inflation-targeting framework in which the RBI is legally mandated to
keep CPI inflation at 4 per cent within a band of plus or minus 2 per cent. A single print above the median
does not break the framework, but it changes the arithmetic the Monetary Policy (https://ujiyari.com/terms/monetar
y-policy/) Committee will carry into its August meeting, where the choice between holding and hiking the policy

rate has suddenly become real.

GS Paper 3: Indian economy, monetary policy, inflation, and the mobilisation of resources; growth and

development.

For Prelims, hold the specifics: the flexible inflation-targeting framework adopted in 2016 under the
amended RBI Act, with a CPI target of 4 per cent and a tolerance band of 2 to 6 per cent; the six-member
Monetary Policy Committee, three from the RBI and three appointed by the government, which sets the policy
repo rate (https://ujiyari.com/terms/repo-rate/); the CPI basket in which food and beverages carry the single largest
weight of roughly 46 per cent; the difference between headline and core inflation, core excluding food and

fuel; the concept of the real interest rate, the nominal repo rate minus expected inflation; and the RBI’s
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mandate to write to the government if inflation stays outside the band for three consecutive quarters. For

Mains, argue that monetary policyiman economy with a heavy.faed weight mustweigh supply-driven price
shocks against demand conditions before tightening, and that the growth-inflation trade-off is the heart of the

MPC’s judgment.

BACKGROUND AND CONTEXT

For most of the past year and a half, inflation sat comfortably below the 4 per cent target, giving the RBI room
to support growth and, in some meetings, to ease. That comfort rested largely on soft food prices. June
disturbed it. A jump in vegetable prices, ginger and tomatoes prominent among them, pushed food inflation
up sharply, while firmer global crude and domestic fuel costs fed a second-round rise in transport and
services. Because food carries close to half the CPI basket, a food shock moves the headline number far more

than its economic significance alone would suggest.

This is the recurring puzzle of Indian monetary policy. Much of the volatility (https://ujiyari.com/vocab/volatility/) in
the headline rate comes from supply-side food shocks, weather, sowing, and perishable-vegetable spikes, that
a policy rate cannot fix. Raising the repo rate does not make it rain or grow tomatoes. Yet if the central bank
ignores repeated breaches, it risks letting elevated inflation become embedded in expectations, at which point

the problem stops being about vegetables and starts being about credibility.

THE CORE ARGUMENT / ISSUE

Reading the June print

INDICATOR MAY 2026 JUNE 2026 WHAT IT SIGNALS

Headline CPI About 3.93 per cent | About 4.38 per cent 18-month high, target breached
Food inflation About 4.78 per cent | About 5.32 per cent Primary driver of the rise

Position vs target | Below 4 per cent Above 4 per cent median | First breach since January 2025
Fuel and energy Firming Passing through Second-round pressure on services

The composition matters as much as the level. If the rise were purely a transient vegetable spike, the case for
patience would be strong. But the passthrough from energy into core and services is the more worrying

element, because it is stickier and closer to demand.

The hold-versus-hike dilemma

The MPC now faces a genuine choice. A hike would defend the target and anchor expectations, but it would
also raise borrowing costs at a time when growth needs support, and it would do little against a supply-driven

food shock. A hold would keep policy supportive and treat the breach as temporary, but it risks appearing
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complacent if inflation climbs further, with forecasters already pencilling in a firmer July. The committee will

lean heavily on whether if reads the.June nymber asnoise er as the start of a-twend. pcs

Real rates and the growth trade-off

As inflation rises with the nominal rate unchanged, the real interest rate falls, loosening monetary conditions
exactly when the data argue for caution. The committee must judge how much real accommodation the
economy can safely carry against the twin risks of a weak monsoon lifting food prices further and global crude

staying elevated. This is the growth-inflation trade-off in its purest form.

HOW TO THINK ABOUT THIS (ANALYTICAL FRAME)

Separate what monetary policy can and cannot do. A repo rate is a demand instrument; it is powerful against
demand-driven inflation and nearly useless against a supply-side vegetable shock. The skill in reading the
MPC is to ask which kind of inflation the June print represents. Where the rise is food and weather, the
durable answer is supply-side, better storage, smoother supply chains, buffer management, not a rate hike.
Where the rise seeps into core and expectations, the monetary lever becomes the right tool. The transferable
rule for GS3: match the instrument to the cause. The examiner rewards the candidate who resists the reflex
that every inflation number demands a rate response, and who instead diagnoses the source before

prescribing the cure.

THE DIAGRAM IN WORDS

Soft food prices for 18 months -> inflation below 4 per cent, RBI supports growth ->
June: vegetable spike + fuel passthrough -> food inflation to 5.32 per cent, headline to
4.38 per cent -> RBI 4 per cent median target breached, 18-month high -> MPC August
dilemma: hike defends target but hurts growth and cannot fix supply shocks; hold
supports growth but risks credibility -> diagnosis needed: supply-driven (patience,

supply-side fixes) vs demand-driven (rate action) -> outcome hinges on whether June is

noise or trend

WAY FORWARD

o Diagnose before deciding. The MPC should distinguish the transient food component from the
stickier energy-and-core passthrough, tightening only if the second is broadening, since a rate hike

cannot cure a vegetable shock.

© Lean on supply-side management. Government must use buffer stocks, better cold-chain and
storage, and smoother agricultural supply chains to blunt (https://ujiyari.com/vocab/blunt/) food-price

volatility, which is the real source of India’s headline swings.
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o Guard inflation expectations. Communicate clearly that repeated breaches will not be tolerated,

so that househglds and firms donet build higher inflation into wages and prices, which is where a

temporary shock becomes permanent.

® Watch the monsoon and crude. Track the twin external risks of a weak or uneven monsoon and
elevated global oil, and keep the strategic reserve and fiscal buffers ready, so the economy can

absorb a shock without a sharp monetary tightening.

PYQ LINKAGE AND PRACTICE

UPSC has asked about inflation targeting, the role of the RBI, and the drivers of price rise in India. This
editorial converts those themes into a live policy dilemma, which is exactly the applied analysis the examiner

rewards over a textbook description of the framework.

Practice question: “In an economy where food carries nearly half the consumption basket, a rising headline
inflation number does not always warrant a rate hike.” Critically examine with reference to India’s flexible

inflation-targeting framework. (250 words, 15 marks)

Sources: Business Standard (https://wwuw.business-standard.com/), Reserve Bank of India (https://www.rbi.org.in/),

Ministry of Statistics and Programme Implementation (https://www.mospi.gov.in/)
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