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Abstract: India, a rapidly developing economy, has recently experienced significant 
inflationary pressures, driven by a confluence of global and domestic factors. This article 
provides a comprehensive analysis of the recent trends in India’s inflation and critically 
examines its multifaceted and disproportionate impact on the nation’s poor. Drawing upon 
a review of literature up to 2025, this paper employs a conceptual framework that links 
macroeconomic inflation to micro-level household vulnerability, particularly focusing 
on consumption patterns, real income erosion, and access to essential services. The 
methodology involves a systematic synthesis of secondary data from academic journals, 
government reports, and institutional analyses. Findings indicate that food and fuel 
price inflation are primary drivers of distress, compelling the poor to alter consumption, 
deplete meager savings, and fall deeper into debt. The article highlights the inadequacy 
of existing social safety nets in fully mitigating these shocks and proposes an integrated 
policy framework encompassing targeted subsidies, supply-side reforms, and robust social 
protection measures to safeguard the livelihoods and well-being of India’s most vulnerable 
populations.
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1.	 INTRODUCTION

India’s economic trajectory over the past few decades has been marked by robust 
growth, contributing significantly to poverty reduction and an expanding middle 
class. However, this progress has frequently been challenged by macroeconomic 
instabilities, prominent among which is inflation. Over recent years, India has 
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confronted persistent inflationary pressures, influenced by global supply chain 
disruptions, geopolitical conflicts, adverse weather events, and domestic demand-
supply mismatches (Reserve Bank of India, 2023). While inflation affects all segments 
of society, its repercussions are rarely uniform. For a nation where a substantial 
portion of the population still lives below or marginally above the poverty line, even 
moderate inflation can translate into severe economic hardship.

This paper aims to provide a detailed academic examination of India’s increased 
inflation and its specific, often devastating, impact on the poor. It seeks to understand 
the mechanisms through which rising prices erode the economic stability of 
vulnerable households and exacerbate existing inequalities. By integrating a review 
of contemporary literature and economic analyses up to 2025, this study offers a 
pertinent and timely perspective on a critical socio-economic challenge facing 
India. The subsequent sections will establish a conceptual framework, review the 
relevant literature, outline the methodology, analyze the disproportionate burden 
on the poor, propose policy implications, and conclude with key insights and future 
research directions.

2.	 CONCEPTUAL FRAMEWORK AND THEORETICAL FOUNDATIONS

Inflation, defined as a sustained increase in the general price level of goods and 
services in an economy over a period of time, reduces the purchasing power of 
money. Economic theory identifies various drivers, including demand-pull inflation 
(excess aggregate demand), cost-push inflation (increased production costs), and 
structural inflation (due to supply rigidities and market imperfections in developing 
economies) (Blanchard, 2021). India’s inflation dynamics often exhibit a blend of 
these factors, with supply-side bottlenecks in agriculture and global commodity 
price fluctuations playing significant roles (Patra & Singh, 2020).

The impact of inflation on poverty is multi-faceted. Standard economic 
models suggest that inflation can erode real incomes, particularly for those with 
fixed nominal incomes or where wage growth lags behind price increases (Datt 
& Ravallion, 2010). The poor, by definition, allocate a larger proportion of their 
income to essential goods such as food, fuel, and basic utilities. Therefore, when the 
prices of these necessities rise, their real consumption capacity is disproportionately 
diminished (World Bank, 2023).

The transmission mechanisms through which inflation impacts the poor can be 
conceptualized as follows:
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1.	 Consumption Pattern Alteration: The poor primarily consume necessities. 
Food and fuel inflation, therefore, directly and immediately impacts their 
sustenance and mobility. They often resort to reducing portion sizes, shifting 
to cheaper, less nutritious substitutes, or foregoing non-essential (but still 
important) expenditures like healthcare and education.

2.	 Erosion of Real Income and Wages:  For daily wage earners, informal 
sector workers, and those without indexed incomes, nominal wages may 
fail to keep pace with inflation, leading to a significant decline in real 
purchasing power. This effectively pushes more people below the poverty 
line or deepens the poverty of those already there.

3.	 Depletion of Savings and Asset Erosion:  The poor often have limited 
or no savings. Any meager savings or small assets (e.g., livestock, small 
landholdings) are vulnerable to erosion of real value during inflationary 
periods, offering little cushion against economic shocks.

4.	 Increased Indebtedness:  To cope with rising costs, poor households 
frequently resort to borrowing from informal lenders at high interest rates, 
trapping them in debt cycles that are difficult to escape, especially when real 
incomes are falling.

5.	 Access to Essential Services: Inflation can make basic healthcare, education, 
and transportation unaffordable, further entrenching intergenerational 
poverty and hindering human development (Sen, 1999).

6.	 Nutritional and Health Impacts: Reduced food intake and shifts to less 
nutritious diets due to high food prices can lead to malnutrition, especially 
among children and women, with long-term consequences for health and 
productivity (FAO, 2022).

This framework underscores that inflation is not merely an aggregate economic 
indicator but a tangible force that directly undermines the human capabilities and 
economic security of the poor, necessitating a nuanced understanding of its specific 
pathways of impact.

3.	 REVIEW OF LITERATURE 

The literature on India’s inflation and its impact on poverty is extensive and dynamic, 
particularly given recent global economic shifts. Studies consistently highlight 
India’s susceptibility to food and fuel price volatility due to its large agricultural 
sector and reliance on imported energy (RBI, 2023).
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3.1.	Recent Inflationary Trends in India

Post-pandemic, India, like many other economies, experienced a surge in inflation, 
initially driven by supply-side disruptions and pent-up demand. Subsequent 
pressures stemmed from the Russia-Ukraine conflict, global commodity price 
spikes, and erratic monsoon patterns affecting agricultural output (Kumar & Kaur, 
2023). The Consumer Price Index (CPI) has frequently breached the Reserve Bank 
of India’s (RBI) target band of 2-6%, with food inflation often being a significant 
contributor (Ministry of Finance, 2024). For instance, cereal, vegetable, and pulse 
prices have shown particular volatility, directly impacting household budgets. Fuel 
inflation, influenced by international crude oil prices and domestic taxation, has 
also been a persistent concern, affecting transportation costs and input prices across 
various sectors (Economic Survey, 2024).

Research up to 2024-2025 emphasizes the persistence of “sticky” core inflation 
(non-food, non-fuel inflation), indicating broader demand-side pressures and 
second-round effects of initial price shocks (RBI, 2024). Studies are increasingly 
incorporating the impact of climate change-induced extreme weather events 
on agricultural supply chains, projecting continued vulnerability to food price 
shocks (Singh et al., 2024). Debates in policy circles in 2025 continue to revolve 
around the optimal mix of monetary tightening by the RBI and targeted fiscal 
measures by the government to manage inflation without stifling growth (NITI 
Aayog, 2025).

3.2.	Impact on Poor Households

Numerous studies corroborate the disproportionate burden of inflation on the poor 
in India (e.g., Sharma, 2023; Gupta & Verma, 2022).

1.	 Food Security and Nutrition: Research consistently shows that food price 
inflation is the most immediate and severe threat to the poor. Households 
are forced to cut down on essential food items, leading to dietary 
compromises and increased risks of malnutrition (Muralidharan & Ray, 
2021). A 2023 study by Das and Saha found that a 10% increase in food 
prices could push an additional 1.5% of the rural population into extreme 
poverty, primarily due to reduced calorie intake. This trend is projected to 
continue in 2025, with food inflation being a key determinant of nutritional 
outcomes, especially for women and children in rural areas (Indian Council 
of Medical Research, 2024).
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2.	 Real Wage Erosion: Workers in the informal sector, who constitute a large 
chunk of India’s workforce, are particularly vulnerable. Their nominal wages 
often do not rise commensurately with inflation, leading to a sharp decline 
in real wages and purchasing power (Jain & Singh, 2022). A 2024 analysis by 
a major Indian think tank indicated that real wages for agricultural laborers 
and casual non-agricultural workers have stagnated or even declined in real 
terms during periods of high inflation, deepening their vulnerability.

3.	 Savings and Indebtedness:  The poor have minimal financial assets. 
Inflation erodes the real value of any existing meager savings, forcing 
them to liquidate assets or borrow at high interest rates (Chakraborty & 
Roy, 2023). This cycle of indebtedness is worsened by the increased cost of 
survival, leading to asset-stripping and reduced future earning potential. 
Studies in 2024-2025 continue to highlight the increasing dependence on 
informal credit sources due to the erosion of formal savings avenues for the 
poor.

4.	 Access to Basic Services:  Inflation makes other essential services like 
healthcare, public transportation, and education more expensive. Families 
might defer medical treatments, pull children out of private schools (even 
low-cost ones), or reduce frequency of travel, impacting human capital 
development and access to opportunities (Rao & Kumar, 2021). This 
long-term impact on human capital is a significant concern for India’s 
developmental goals moving into 2025 (Economic Advisory Council to the 
Prime Minister, 2025).

5.	 Gendered Impacts:  Literature also points to a gendered impact, with 
women often bearing the brunt of managing household budgets, making 
difficult choices about food consumption, and increasing their workload to 
compensate for declining real incomes (UN Women, 2023).

3.3.	Policy Responses and Effectiveness

The Indian government and the RBI have implemented various measures to combat 
inflation and mitigate its impact. Monetary policy, primarily through interest rate 
hikes, has been employed by the RBI to curb demand-side pressures (RBI Monetary 
Policy Reports, 2023). Fiscal measures include supply-side interventions (e.g., stock 
limits, import duty adjustments for essential commodities), targeted subsidies (e.g., 
Pradhan Mantri Garib Kalyan Anna Yojana - PMGKAY, fertilizer subsidies), and 
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social safety nets like the Mahatma Gandhi National Rural Employment Guarantee 
Act (MGNREGA) (Ministry of Finance, 2024).

However, the effectiveness of these measures for the poor has been a subject 
of debate. While programs like PMGKAY have been crucial in ensuring food 
security during crises, their temporary nature or limited scope may not fully shield 
households from persistent inflation (Dreze & Khera, 2021). MGNREGA wages, 
while providing a safety net, often lag behind inflation, reducing their real value. 
Studies in 2024-2025 suggest a need for dynamic indexing of wages in such programs 
to inflation and a more robust, universal social protection architecture to genuinely 
protect the poor from economic shocks (Centre for Policy Research, 2025).

4.	 METHODOLOGY

This paper adopts a qualitative synthesis methodology, grounded in a systematic 
review of existing academic literature, policy reports, and economic analyses 
relevant to India’s inflation and poverty dynamics. The approach is designed to 
provide a comprehensive and nuanced understanding of the complex interplay 
between macroeconomic inflation and micro-level household vulnerability.

4.1.	Data Sources and Search Strategy

The literature review encompasses studies published up to late 2024, with projections 
and expert discussions informing the “up to 2025” perspective. Primary databases 
consulted include various journal sources like JSTOR, Scopus, Web of Science and 
Google Scholar.

Additionally, reports from key institutions were examined:
•	 Reserve Bank of India (RBI)
•	 Ministry of Finance, Government of India
•	 NITI Aayog
•	 World Bank
•	 International Monetary Fund (IMF)
•	 Food and Agriculture Organization (FAO)
•	 Reputable Indian economic think tanks (e.g., Centre for Policy Research, 

National Council of Applied Economic Research).
Keywords used for the search included: “India inflation,” “inflation and poverty 

India,” “food inflation India,” “fuel price impact India,” “social safety nets India,” 
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“real wages India,” “economic vulnerability India,” “household consumption India,” 
“poverty dynamics India.”

4.2.	Inclusion and Exclusion Criteria

•	 Inclusion:  Studies focusing on India; research published primarily from 
2010 onwards to ensure relevance to contemporary economic structures and 
policy frameworks, with a particular emphasis on post-2020 literature; articles 
discussing the impact of inflation on different socio-economic groups, especially 
the poor; analyses of government and RBI policies related to inflation and 
poverty.

•	 Exclusion:  Studies not specific to India; purely theoretical macroeconomic 
models without empirical application to India; opinion pieces or non-peer-
reviewed articles unless from highly reputable governmental or institutional 
sources.

4.3. Analytical Approach

The collected literature was subjected to thematic analysis. Key themes identified 
and analyzed include:

1.	 Inflation trends and drivers in India: Identifying dominant patterns (e.g., 
food vs. core inflation, supply vs. demand shocks).

2.	 Mechanisms of impact on poor households: How inflation translates into 
reduced well-being (e.g., changes in consumption, income, savings, debt).

3.	 Vulnerability factors:  What makes certain segments of the poor more 
susceptible (e.g., informal sector, rural vs. urban poor, gendered dimensions).

4.	 Effectiveness of policy responses:  Critiquing existing social safety nets, 
monetary, and fiscal policies.

The findings from various studies were synthesized to identify consistent patterns, 
divergent views, and critical gaps in understanding. This allowed for the construction 
of a comprehensive narrative outlining the severe and disproportionate impact of 
inflation on India’s poor, culminating in evidence-based policy recommendations.

5.	 ANALYSIS: THE DISPROPORTIONATE BURDEN ON INDIA’S POOR

The synthesis of the literature unequivocally demonstrates that increased inflation in 
India places a disproportionately heavy burden on the poor. This section elaborates 
on the specific mechanisms and consequences.
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5.1. The Primacy of Food Inflation

For the poor, food expenditure constitutes the largest share of their household 
budget, often exceeding 50-60% (NSSO, 2020; projected to remain similar in 
2025). Consequently, even a modest rise in food prices can have devastating effects. 
Unlike wealthier households who can absorb price shocks or switch to premium 
alternatives, the poor are forced into severe coping mechanisms:

•	 Dietary Compromises:  Shifting from nutritious staples (e.g., pulses, 
vegetables, milk) to cheaper, often less nutritious alternatives (e.g., bulk 
cereals). This leads to caloric insufficiency and nutrient deficiencies, 
especially critical for children’s development and women’s health (FAO, 
2022).

•	 Reduced Consumption:  Simply eating less. This direct impact on food 
security undermines the basic right to adequate food and exacerbates 
existing health vulnerabilities.

•	 Foregoing Non-Food Essentials:  Diverting funds meant for healthcare, 
education, or house repairs to purchase food, creating a vicious cycle of 
deprivation and reduced human capital.

5.2. Fuel Prices and Multiplier Effects

Fuel inflation (petrol, diesel, cooking gas, electricity) has a two-fold impact. Firstly, 
it directly increases the cost of living for poor households by raising transportation 
costs and household energy bills (cooking, lighting). Secondly, it acts as a cost-
push factor, increasing production and distribution costs for almost all goods and 
services, including food, which then filters down to consumer prices. This multiplier 
effect means that the poor face higher prices not just for fuel itself but for everything 
else they consume, further squeezing their already tight budgets. Farmers, often 
living on thin margins, also face higher input costs (e.g., for irrigation pumps, 
fertilizer distribution), which can depress their returns or lead to higher food prices, 
completing a detrimental feedback loop.

5.3. Erosion of Real Incomes and Social Safety Nets

The labor market for the poor in India is largely informal, characterized by low 
wages and lack of formal contracts or inflation indexation. When inflation rises, 
their nominal wages often remain stagnant or increase at a much slower pace, 
leading to a significant erosion of real purchasing power. This effectively means 
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they are earning less in terms of what they can buy, pushing many into deeper 
poverty.

Existing social safety nets, while vital, often prove insufficient:
•	 Public Distribution System (PDS): Provides subsidized food grains, but 

coverage gaps, quality issues, and the sheer magnitude of overall inflation 
can limit its effectiveness.

•	 MGNREGA:  Offers guaranteed rural employment, but the daily wages, 
while providing sustenance, often do not keep pace with the cost of 
living, especially food inflation. Furthermore, the number of days of work 
guaranteed might not be enough to offset the persistent rise in prices.

•	 Direct Benefit Transfers (DBTs): While improving targeting, the amount 
transferred might not be recalibrated frequently enough to account for 
rapid inflationary spikes, diminishing their real value over time.

5.4.	Psychological and Social Impacts

Beyond the quantifiable economic losses, persistent inflation imposes immense 
psychological stress on poor households. The constant struggle to make ends meet, 
the worry about feeding one’s family, and the inability to afford basic necessities can 
lead to chronic stress, anxiety, and despair. This can contribute to social instability, 
reduced social cohesion, and even increased rates of domestic violence or substance 
abuse as coping mechanisms. The erosion of hope for a better future further 
entrenches cycles of poverty.

6.	 POLICY IMPLICATIONS AND RECOMMENDATIONS

Addressing the disproportionate impact of inflation on India’s poor requires a 
comprehensive, multi-pronged policy approach that integrates macroeconomic 
stability with targeted social protection and structural reforms.

6.1.	Short-Term Measures (Immediate Relief)

•	 Targeted Food and Fuel Subsidies: Reinforce and expand the Public Distribution 
System (PDS) to ensure wider coverage and higher allocations, especially during 
inflationary spikes. Consider temporary, targeted fuel subsidies or direct benefit 
transfers for vulnerable households to offset immediate price shocks for cooking 
gas and essential transport.
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•	 Dynamic Indexation of Wages: For social programs like MGNREGA, wages 
should be dynamically indexed to the Consumer Price Index for Agricultural 
Labourers (CPI-AL) or a similar poverty-relevant inflation measure, with more 
frequent revisions than current practice. This ensures that the real value of the 
safety net is maintained.

•	 Strengthening Consumer Protection Agencies:  Robust monitoring of 
market prices to prevent hoarding, price gouging, and cartelization, which 
disproportionately affect the poor who lack bargaining power.

6.2.	Medium-Term Measures (Structural Resilience)

Supply-Side Reforms in Agriculture

1.	 Investment in Infrastructure:  Improve cold storage facilities, transportation 
networks, and supply chain logistics to reduce post-harvest losses and ensure 
efficient movement of agricultural produce, thus mitigating price volatility.

2.	 Climate Resilience:  Promote climate-resilient farming practices, drought-
resistant crop varieties, and improved irrigation to insulate agriculture from 
erratic weather patterns (e.g., through schemes like PM Fasal Bima Yojana, but 
with enhanced implementation).

3.	 Market Reforms: Further liberalize agricultural markets to reduce intermediaries 
and improve price realization for farmers, while also ensuring fair consumer 
prices.

4.	 Diversification of Energy Sources: Accelerate investment in renewable energy 
(solar, wind) to reduce reliance on imported fossil fuels, thereby insulating the 
economy from global crude price volatility.

5.	 Skill Development and Formalization: Invest in skill development programs to 
enhance the employability and productivity of the informal workforce, enabling 
them to command higher, more stable nominal wages that can better keep pace 
with inflation. Policies to encourage formalization of labor can provide better 
social security and wage protection.

6.	 Financial Inclusion and Literacy: Promote access to formal financial services 
(savings accounts, low-interest credit) and financial literacy among the poor to 
help them manage finances, build assets, and avoid high-interest informal debt.

6.3. Long-Term Strategies (Sustainable Poverty Reduction)

1.	 Robust Universal Social Protection:  Develop a more comprehensive and 
rights-based social protection system that goes beyond temporary schemes to 
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provide a basic income floor or universal basic services (health, education) that 
are insulated from price shocks.

2.	 Macroeconomic Stability and Credible Monetary Policy:  The RBI must 
maintain its focus on inflation targeting, ensuring price stability to create a 
predictable economic environment conducive to investment and sustainable 
growth, which ultimately benefits the poor through job creation and stable 
prices.

3.	 Fiscal Prudence and Targeted Spending: The government should ensure fiscal 
prudence to avoid inflationary pressures from excessive public spending, while 
prioritizing expenditure on social sectors and infrastructure that directly benefit 
the poor and enhance productivity.

4.	 Data-Driven Policy Making: Improve data collection and analytical capabilities 
to better understand the real-time impact of inflation on different segments of 
the poor, allowing for more agile and targeted policy responses.

7.	 CONCLUSION

The persistent rise in India’s inflation poses a significant threat to its hard-won gains 
in poverty reduction and disproportionately impacts the nation’s most vulnerable 
populations. The poor, with their high propensity to consume essentials like food 
and fuel, experience a dramatic erosion of real income and purchasing power, 
compelling them into destructive coping mechanisms that perpetuate cycles of 
deprivation and indebtedness. While government and RBI interventions have 
attempted to mitigate these impacts, their effectiveness is often limited by the scale 
and persistence of inflationary pressures.

Moving forward, a robust, empathetic, and multi-faceted policy response is 
imperative. This includes not only immediate relief measures such as enhanced 
safety nets and targeted subsidies but also medium-term structural reforms in 
agriculture and energy, alongside long-term commitments to universal social 
protection and inclusive growth. Only through such an integrated approach can 
India truly safeguard its poor from the rising tides of hardship imposed by inflation, 
ensuring that economic development translates into equitable well-being for all its 
citizens. Future research should delve deeper into the micro-level adaptations of 
poor households to sustained inflation and the long-term intergenerational effects 
on human capital development.
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