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ABSTRACT

The behavior of individual prices is crucial for the effectiveness of monetary policy, as
it can indicate underlying economic imbalances requiring policy measures. Over the past
two decades, numerous studies have examined price rigidity using micro-level CPI and PPI
data. Examples include research by Bils and Klenow (2004) and Nakamura and Steinsson
(2008) focusing on the US, studies by the Inflation Persistence Network (IPN) analyzing
country-level data for the Euro area (Dhyne et al. 2006 and Vermeulen et al. 2007), and work
by Bunn and Ellis (2011, 2012a, 2012b) pertaining to the UK. Additionally, Alvarez and Burriel
(2010), Alvarez and Lippi (2014), Costain and Nakov (2011), Vavra (2014), Kara (2015), and
Dixon and Tian (2017) have contributed further insights into the study of price behaviour.
Prices can be termed as sticky or rigid if they take time to adjust. Due to nominal
rigidness, prices show stickiness and do not freely adjust to changes in demand and
supply. It has a great impact on economic workings and creates changes in the monetary
policy that impact real variables. This study examines the frequency of price changes
in India, using the Consumer Price Index (CPI) and Wholesale Price Index (WPI), to
understand price adjustment dynamics. It also analyzes hazard functions related to
consumer prices. The findings suggest that prices in India are less sticky or rigid
compared to other developed countries, which impacts the efficacy of monetary policy.
Consumer Price Index (CPI) is instrumental in targeting inflation and monitoring price
stability by central banks around the globe. The adoption of Inflation Targeting (IT) in
India in 2015 underscores the importance of controlling inflation and maintaining price
stability. High inflation can distort the price system, leading to production inefficiency
and significant welfare costs (Nakamura et. al. 2018). This thesis explores the impact
of Inflation Targeting on the nature of prices. The study also evaluates the effects of
Demonetization which was announced in 2016 on CPI item-wise prices, noting its
impact on various macroeconomic variables. It also reveals that in India, Inflation
Targeting has led to a decline in the frequency of price increases and an increase in the
frequency of price decreases. In contrast, Demonetization has led to a decline in the
dispersion of price increases and a rise in the spread of price decreases. Furthermore,

the research highlights the significant impact of monthly inflation on the frequency of



price changes, compared to the role of output growth. We have also assessed the
repercussions of shifts in inflation expectations on price volatility, explored the intricate
relationship between these variables and other pivotal macroeconomic factors. We have
studied the relationship between inflation expectations, monetary policy, and price
volatility, noting that unanchored inflation expectations can complicate the central
bank's efforts to achieve its inflation objectives. The findings reveal that alterations in
inflation expectations and related variables significantly impact the frequency of price
adjustments. Specifically, an increase in inflation expectations corresponds to
heightened occurrences of price increases and reduced instances of price decreases,
ultimately contributing to an overall inflationary trend. Our study recommends
implementing a contractionary monetary policy in response to an increase in inflation
expectations, based on empirical findings. In conclusion, the thesis emphasizes the
importance of understanding price dynamics for effective monetary policy formulation
and economic stability. It provides insights that can inform policymakers in India and

other countries facing similar challenges.
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(@r3mS) AR T AeT FaHih (SeegdIss) H 3UANET FAl
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Ateer AftFreAs 3curee AR Rffes Aw-snflis dhdesr w®
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