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Unit-3 

Q-Explain the different quantitative measures to control inflation in an economy. 

Or 

Write the effectiveness of different quantitative measures to control inflation. 

Ans: Quantitative measures to control inflation typically involve direct actions taken by a 
central bank or government to influence the money supply, interest rates, or spending in 
the economy. Some common quantitative measures used to control inflation are- 

1. Monetary Tools: 
 Interest Rate Hikes: Central banks can increase interest rates to make borrowing 

more expensive. This reduces consumer spending and investment, which can help 
cool down inflation. 

 Open Market Operations: Central banks can buy government securities to inject 
money into the economy or sell them to reduce the money supply. 

 Reserve Requirements: Central banks can increase the reserve requirements for 
banks, which reduces the amount of money banks can lend, thus reducing the 
money supply. 

2. Exchange Rate Policy: 
 Currency Appreciation: Governments can allow their currency to appreciate by 

reducing the supply of currency in the foreign exchange market. This makes 
imports cheaper and exports more expensive, reducing demand for imports and 
boosting demand for domestic goods, thus lowering inflation. 

3. Fiscal Policy: 
 Taxation: Governments can increase taxes to reduce disposable income, which 

can dampen consumer spending and lower inflationary pressures. 
 Government Spending: Reducing government spending can also help control 

inflation by reducing demand in the economy. 
4. Price Controls: 

 Price Ceilings: Governments can impose price ceilings on essential goods and 
services to prevent excessive price increases. 

 Price Freezes: Governments can freeze prices temporarily to prevent inflationary 
pressures, although this measure is often seen as a short-term solution with 
potential negative consequences. 

It's worth noting that these measures often have both intended and unintended consequences, and 
the effectiveness of each measure can vary depending on the economic context and the specific 
causes of inflation.  
 


