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Abstract 
 

This paper tends to convey the relationship between macroeconomic indicators and Inflation. 
The Pearson’s correlation and multivariate stepwise regression is applied to understand the 
impact of macroeconomic indicators on the Inflation. Hypothesis test is applied for the causal 
relationship among the variables. The explained variables in the study includes monthly closing 
price of Inflation (WPI) and Inflation (CPI) while the explanatory variables are Bank Rate, Cash 
Reserve Ratio (CRR), Repo Rate, Reserve Repo Rate and Government Securities Yields for 
various maturities namely, GOI yield of 1 year maturity, GOI yield of 5 year maturity, GOI yield 
of 10 year maturity, GOI yield of 15 year maturity. The data used in the study is in the monthly 
frequency and period of the study includes from April 2004 to March 2013. The empirical 
results exhibit significant impact of macroeconomic indicators on Inflation.  
 
Keywords: Macroeconomic Indicators, Inflation, Correlation, Hypothesis Test, Multivariate 
stepwise regression 
 
Introduction 
 

Inflation and Interest rate have direct impact on the investment yield (Relly et.al, 2011). 
Investors aim to preserve the value of their money by opting for investments that generate 
yields higher than the rate of inflation. When inflation rate rises, companies or governments 
issuing debt instruments would need to lure investors with a higher interest rate.  Inflation is an 
autonomous occurrence that is impacted by money supply in an economy. Central governments 
use the interest rates to control money supply and consequently the inflation rate. When 
interest rates are high, it becomes more expensive to borrow money and savings become 
attractive. When interest rates are low, banks are able to lend more, resulting in an increased 
supply of money. 
The present research paper aims to examine the relationship of selected macro-economic 
indicators with inflation in India for the period from April 2004 to March 2013. The main 
objective of this study is to capture the trends, similarities and patterns in the activities and 
movements of the Macro-Economic Indicators such as Major Monetary Policy Rates, GOI Yields 
for various maturities & Inflation (WPI & CPI). The objective is classified into the following 
points. 

 To find the association among variables used in the study using correlation matrix 
 To find functional relationship between various variables with Inflation (WPI & CPI) 
 To find the most important and statistically significant variables that may affect 

Inflation. 
 The aim is to help the investors (current and potential) understand the impact of 

important happenings on the Indian Market. This is especially relevant in the current 
scenario when the financial markets across the globe are getting integrated into one big 
market and the impact of one on the other. 
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Review of Literature 
 

Assoc ham Eco Puls (FY 2009-2010) : According to AEP study titled inflation concerns for the 
Indian economy stated the surge in international commodity markets led by energy (crude oil, 
natural gas and coal), metals (copper, aluminum and iron ore) and food (cereal and meat) is 
likely to push the domestic prices up once the heavy fiscal and monetary measures taken as the 
crisis response starts to firm up the economic activity.  
 
Chetan (2010, Nov. 22). India’s Inflation: Structural or Cyclical. The Economic Times 
The spike in crude oil prices in 2008 and supply shock in food production were the two key 
factors pushing headline inflation in India to double-digit levels on a monthly basis in the recent 
past. Apart from these two supply shocks, in the recent period the government's desire to 
accelerate GDP growth at a time when investment and therefore, capacity creation was affected 
temporarily by the credit crisis meant the cyclical inflation pressures only increased. However, 
in the long term, capacities are flexible and can be increased in response to rising demand 
pressure without stoking inflationary expectations. Structural inflation trend in India should be 
lower, not higher, due to the possibility of improved supply side conditions. The combined effect 
of more favorable demographics and increased productive job opportunities should boost 
India's private-savings level and push aggregate savings to 37-40% of GDP over the next 10 
years, allowing the country to maintain an investment-to-GDP ratio of 39-42%. The increase in 
capacity through higher investments should ensure a shift in India's growth to a sustained rate 
of 9-10% in this period without overheating concerns.  
 
 Ingale (2012) analyzed the importance of empirical research on the RBI policy rates on 
inflation. She revealed that the RBI’s most important goal is to maintain monetary stability - 
moderate and stable inflation in India. The RBI uses monetary policy to maintain price stability 
and an adequate flow of credit. Rates which the Indian central bank uses for this are the bank 
rate, repo rate, reverse repo rate and the cash reserve ratio. RBI is continuously increasing 
interest rate which will probably hurt growth in the near term but is definitely a step which will 
help in setting straight the various anomalies that are currently inflicting the economy and in 
turn Indian industry at the macro level. All this will put the Indian economy back on the growth 
track helping it to grow at its true potential rate. 
 
Rao et.al (2013) studied Inflation burning issue which hinders the economic growth of the 
country. They found that Inflation becomes more hectic to economists, politicians and even 
people also. It is very dangerous because it is directly impacting on standard of living of the 
people. The responsibility for government and politicians, economists is to protect/safe guard 
common man from inflation. According to statistical data the inflation in India is higher 
specifically in food items. Causes might be demand/supply side, which reduces the purchasing 
power of people, which impacting on savings of the people also. This paper explained about as 
per given statistics, the agricultural productivity and sophisticated techniques and reforms in 
retail industry which helps to protect people from inflation. Government polices like monetary 
policy and industrial policy should be prepared in such a manner which decreases inflation in 
India. 
 
Theoretical Framework  
 

In this section we have briefly explained inflation its types and theories. 
Inflation 
 

In economics, inflation is a rise in the general level of price of goods and services in an economy 
over a period of time. When the general price level rises, each unit of currency buys fewer goods 
and services. Consequently, inflation also reflects erosion in the purchasing power of money - a 
loss of real value in the internal medium of exchange and unit of account in the economy. A chief 
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measure of price inflation is the inflation rate, the annualized percentage change in a general 
price index (normally the Consumer Price Index) over time. 
Inflation's effects on an economy are various and can be simultaneously positive and negative. 
Negative effects of inflation include a decrease in the real value of money and other monetary 
items over time, uncertainty over future inflation may discourage investment and savings, and 
high inflation may lead to shortages of goods if consumers begin hoarding out of concern than 
prices will increase in the future. Positive effects include ensuring central banks can adjust 
prices will increase in the future. Positive effects include ensuring central banks can adjust 
nominal interest rates (intended to mitigate recessions), and encouraging investment in non-
monetary capital projects. Economists generally agree that high rates of inflation and 
hyperinflation are caused by an excessive growth of the money supply. Views on which factors 
determine low to moderate rates of inflation are more varied. Low or moderate inflation may be 
attributed to fluctuations in real demand for gods and services, or changes in available supplies 
such as during scarcities, as well as to growth in the money supply. However, the consensus 
view is that a long sustained period of inflation is caused by money supply growing faster than 
the rate of economic growth. 
Today, most mainstream economists favor a low, steady rate of inflation. Low (as opposed to 
zero or negative) inflation may reduce the severity of economic recessions by enabling the labor 
market to adjust more quickly in a downturn, and reduce the risk that a liquidity trap prevents 
monetary policy from stabilizing the economy. The task of keeping the rate of inflation low and 
stable is usually given to monetary authorities. Generally, these monetary authorities are the 
central banks that control the size of the money supply through the setting of interest rates, 
through open market operations, and through the setting of banking reserve requirements. 
 

Types of Inflation 
 

There are four main types of inflation. The various types of inflation are briefed below.  
 

A wage Inflation: Wage inflation is also called as demand-pull or excess demand inflation. This 
type of inflation occurs when total demand for goods and services in an economy exceeds the 
supply of the same. When the supply is less, the prices of these goods and services would rise, 
leading to a situation called as demand-pull inflation.  
 

Cost-push inflation: As the name suggests, if there is increase in the cost of production of goods 
and services, there is likely to be a forceful increase in the prices of finished goods and services. 
This type of inflation may or may not occur in conjunction with demand-pull inflation.  
 

Pricing Power Inflation: Pricing power inflation is more often called as administered price 
inflation. This type of inflation occurs when the business houses and industries decide to 
increase the price of their respective goods and services to increase their profit margins. A point 
noteworthy is pricing power inflation does not occur at the time of financial crises and 
economic depression, or when there is a downturn in the economy. This type of inflation is also 
called as oligopolistic inflation because oligopolies have the power of pricing their goods and 
services.  
 

Sectoral Inflation: This is the fourth major type of inflation. The sectoral inflation takes place 
when there is an increase in the price of the goods and services produced by a certain sector of 
industries.  
 

Theories of Inflation 
 

The main theories of inflation are as follows: 
1. Quantity Theory of Money 
2. Keynesian Theory  
3. Monetarism  
4. Structuralism 
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1. Quantity Theory of Money 
This refers to the identical or equal relationship between national income estimated at market 
prices and the velocity of circulation of the money supply. Based on this theory, there is a 
positive relationship between price levels and the money supply. This relationship is presented 
using the quantity equation (MV=PY) which was observed previously under the study on money 
supply. Where, M is the stock of money in circulation, V is the velocity of circulation, P is the 
general price level,Y is the total income. 
Accordingly there will be a proportionate positive relationship between the money supply and 
the price levels of a given economy. That is, when the money supply increases by a certain 
percentage the price levels will also increase by an equal percentage. 
According to this theory it is believed that inflation is caused by an expansion in the money 
supply of a given economy. It is under the view that inflationary situations caused due to an 
increase in money supply which is not followed by or supported by an increase in output levels 
of an economy.  
 

2. Keynesian Theory  
The Keynesian view on inflation initially introduced in a book titled The General Theory of 
Employment, Interest and Money published in 1940. 
According to Keynes an increase in general price levels or inflation is created by an increase in 
the aggregate demand which is over and above the increase in aggregate supply. If a given 
economy is at its full employment output level, an increase in government expenditure (G), an 
increase in private consumption (C) and an increase in private investment (I) will create an 
increase in aggregate demand; Leading towards an increase in general price levels.  
  

         
Figure 1: The Keynesian income-expenditure approach to equilibrium, Source:  

http://www.cliffsnotes.com 

 
According to the graph, when the government uses monetary and fiscal policies to improve full- 
employment of production levels, there will be an increase in aggregate demand level of the 
economy from AD0 to AD1 which would result in the creation of full employment level of 
equilibrium output represented at the point E. If the aggregate demand level increases further 
from AD1 to AD2 the general price levels shall increase since the full employment of production 
level will remain unchanged at Yf. The output level will not change since all resources are fully 
employed at the point o Yf. 
An aggregate demand level over and above the full employment of production level will create 
an inflationary gap of EF. In addition, an aggregate demand below the full employment of 
production level will create deflationary gap of ED.  
 

3. Monetarism 
The monetarists theory states that when the money supply is increased in order to grow or 
increase production and employment, creating an inflationary situation within an economy.  
A monetarist believes increases in the money supply will only influence r increase production 
and employment levels in the short run and not in the long run. Accordingly, there will be a 
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positive relationship between inflation levels and money supply. The monetarists explain this 
relationship using the theory of natural rate of unemployment. 
The theory of natural rate of unemployment suggests that there will be a level of equilibrium 
output, employment, and corresponding level of unemployment naturally decided based on 
features such as resources employment, technology used and the number of firms in the country 
etc, the unemployment level decided in this manner will be identified as natural rate of 
unemployment.  
 

4. Structuralism 
This theory states that the main reason for inflation is the in-elasticity in the structures of the 
economy. This theory is mainly used to explain the nature and basis of inflation in developing 
countries. Originating in Latin America, this theory states that the inflation rates in developing 
countries are affected by the in- elasticity of the following reasons; 

 Production level and capacity 
 Capital formulation  
 Institutional framework 
 High in-elasticity in the agricultural sector 
 In-elasticity of the labor force and employment structures. 

Source: Rushda Mohinudeen (2010, July 17). Theories of Inflation. Business Economics 
 

Policy Rates and Reserves Ratios  
 

Bank Rate: RBI lends to the commercial banks through its discount window to help the banks 
meet depositors' demands and reserve requirements for long term. The interest rate the RBI 
charges the banks for this purpose is called bank rate. If the RBI wants to increase the liquidity 
and money supply in the market, it will decrease the bank rate and if RBI wants to reduce the 
liquidity and money supply in the system, it will increase the bank rate. As of 15 January 2015 
the bank rate is 8.5%. 

Cash Reserve Ratio (CRR): Every commercial bank has to keep certain minimum cash reserves 
with Reserve Bank of India. RBI can vary this rate between 3% and 15%. RBI uses this tool to 
increase or decrease the reserve requirement depending on whether it wants to affect a 
decrease or an increase in the money supply. An increase in Cash Reserve Ratio (CRR) will make 
it mandatory on the part of the banks to hold a large proportion of their deposits in the form of 
deposits with the RBI. This will reduce the size of their deposits and they will lend less. This will 
in turn decrease the money supply. The current rate is 4%. 

Statutory Liquidity Ratio (SLR): Apart from the CRR, banks are required to maintain liquid 
assets in the form of gold, cash and approved securities. Higher liquidity ratio forces commercial 
banks to maintain a larger proportion of their resources in liquid form and thus reduces their 
capacity to grant loans and advances, thus it is an anti-inflationary impact.            

Table 1: Policy Rates, Reserve Ratios, Lending and Deposit Rates as on 15 January, 2015 

Bank Rate 8.5% 

Repo Rate 7.25% 

Reserve Repo Rate 6.25% 

Cash Reserve ratio(CRR) 4% 

Statutory Liquidity Ratio 

(SLR) 

21.50% 

Base Rate 10.00% - 10.25% 

Savings bank Rate 4% 

Deposit Rate 8.00% - 9.00% 

                                  Source: Reserve Bank of India Website 
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Generally RBI uses three kinds of selective credit controls: Minimum margins for lending 
against specific securities, Ceiling on the amounts of credit for certain purposes, Discriminatory 
rate of interest charged on certain types of advances. Direct credit controls in India are of 
three types: Part of the interest rate structure, i.e., on small savings and provident funds, is 
administratively set, Banks are mandatory required to keep 21.50% of their deposits in the 
form of government securities, Banks are required to lend to the priority sectors to the extent of 
40% of their advances. 
 

Research Methodology 
 

 Sources of Data 
For the successful completion of research work various sources had been scanned to get an 
access to secondary data which have formed a reference base to compare the research findings. 
Data has been collected from various websites like yahoo finance, and as well as from the 
reports of  Bloomberg and from Government officials sites like Reserve Bank of India(RBI), 
World Bank and IMF. Secondary data in this study has provided an insight and forms an outline 
for the core objectives established.  

 Sample  
This research paper contains 10 years data from April 2004 to March 2013 on monthly basis 
(Total 120 data series). Sample comprises of data of Inflation (WPI & CPI) and major monetary 
policy rates, namely, Bank Rate, Cash Reserve Ratio (CRR), Repo Rate, Reserve Repo Rate, and 
Government Securities Yields for Various Maturities namely, GOI yield of 1 year maturity, GOI 
yield of 5 year maturity, GOI yield of 10 year maturity, GOI yield of 15 year maturity.  

 Statistical Tools 
The present study attempts to find relationship of Inflation (WPI & CPI) with Bank Rate, Cash 
Reserve Ratio (CRR), Repo Rate, Reserve Repo Rate, and Government Securities Yields for 
Various Maturities namely, GOI yield of 1 year maturity, GOI yield of 5 year maturity, GOI yield 
of 10 year maturity, GOI yield of 15 year maturity, with the help of Statistical Graphics, 
Coefficient of Correlation and Regression Analysis. For forming regression model & 
correlation matrix SPSS Software has been used in the study. 
 

Results  
 

Descriptive statistics of dependent variables (Inflation – WPI & CPI) and independent variables 
(Bank Rate, Cash Reserve Ratio, Repo Rate, Reserve Repo Rate, GOI yield for 1 year maturity, 
GOI yield for 5 year maturity, GOI yield for 10 year maturity, GOI yield for 15 year maturity) 

Table 2: Descriptive Statistics of various variables with Inflation (WPI) 

Descriptive Statistics 

 
N Minimum Maximum Mean Std. Deviation 

Bank Rate (%) 120 6.0000 10.2500 6.652083 1.2645356 

CRR (%) 120 4.0000 9.0000 5.433333 1.1164984 

Repo Rate (%) 120 4.7500 9.0000 6.877083 1.1649629 

Reserve repo Rate (%) 120 3.2500 7.5000 5.577083 1.1990875 

GOI Yield 1 120 4.0065 9.9884 6.915023 1.4203886 

GOI Yield 5 120 4.8696 9.4609 7.536169 .9279600 

GOI Yield 10 120 5.1461 9.3500 7.705471 .8019771 

GOI Yield 15 120 5.5341 9.5109 8.009463 .7327944 

Inflation(WPI) 120 -.3900 11.1500 6.293167 2.6744160 
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Descriptive Statistics 

 
N Minimum Maximum Mean Std. Deviation 

Bank Rate (%) 120 6.0000 10.2500 6.652083 1.2645356 

CRR (%) 120 4.0000 9.0000 5.433333 1.1164984 

Repo Rate (%) 120 4.7500 9.0000 6.877083 1.1649629 

Reserve repo Rate (%) 120 3.2500 7.5000 5.577083 1.1990875 

GOI Yield 1 120 4.0065 9.9884 6.915023 1.4203886 

GOI Yield 5 120 4.8696 9.4609 7.536169 .9279600 

GOI Yield 10 120 5.1461 9.3500 7.705471 .8019771 

GOI Yield 15 120 5.5341 9.5109 8.009463 .7327944 

Inflation(WPI) 120 -.3900 11.1500 6.293167 2.6744160 

Valid N (list wise) 120     

  
Table 3: Descriptive Statistics of various variables with Inflation (CPI) 

Descriptive Statistics 

 
N Minimum Maximum Mean Std. Deviation 

Bank Rate (%) 120 6.0000 10.2500 6.652083 1.2645356 

CRR (%) 120 4.0000 9.0000 5.433333 1.1164984 

Repo Rate (%) 120 4.7500 9.0000 6.877083 1.1649629 

Reserve repo Rate (%) 120 3.2500 7.5000 5.577083 1.1990875 

GOI Yield 1 120 4.0065 9.9884 6.915023 1.4203886 

GOI Yield 5 120 4.8696 9.4609 7.536169 .9279600 

GOI Yield 10 120 5.1461 9.3500 7.705471 .8019771 

GOI Yield 15 120 5.5341 9.5109 8.009463 .7327944 

Inflation(CPI) 120 2.2300 16.2200 8.125167 3.0218243 

Valid N (list wise) 120     

 
Combined Relationship between dependent Variables (Inflation – WPI & CPI) and independent 
variables (Bank Rate, Cash Reserve Ratio, Repo Rate, Reserve Repo Rate, GOI yield for 1 year 
maturity, GOI yield for 5 year maturity, GOI yield for 10 year maturity, GOI yield for 15 year 
maturity)  
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Table 4: Correlation Matrix (Inflation –WPI and other variables) 

 Inflation 

(WPI) 

Bank 

Rate 

(%) 

Cash 

Reserve 

Ratio 

(CRR) 

Repo 

Rate 

Reserve 

Repo 

Rate 

GOI 

Yield 

for 1 

year 

maturity 

GOI 

Yield 

for 5 

year 

maturity 

GOI 

Yield 

for 10 

year 

maturity 

GOI 

Yield 

for 15 

year 

maturity 

Inflation (WPI) 1.000         

Bank Rate .076 1.000        

Cash Reserve 
Ratio 

.369 -.532 1.000       

Repo Rate .429 .422 .282 1.000      

Reserve Repo 
Rate 

.374 .540 .013 .939 1.000     

GOI Yield for 1 
year maturity 

.509 .514 .222 .908 .880 1.000    

GOI Yield for 5 
year maturity 

.582 .487 .235 .706 .671 .892 1.000   

GOI Yield for 
10 year maturity 
 

.568 .428 .237 .643 .614 .831 .977 1.000  

GOI Yield for 
15 year maturity 

.565 .408 .248 .566 .516 .770 .958 .977 1.000 

 

Table 5: Correlation Matrix Inflation –(CPI and other variables) 

 Inflation 

(CPI) 

Bank 

Rate 

(%) 

Cash 

Reserve 

Ratio 

(CRR) 

Repo 

Rate 

Reserve 

Repo 

Rate 

GOI 

Yield 

for 1 

year 

maturity 

GOI 

Yield 

for 5 

year 

maturity 

GOI 

Yield 

for 10 

year 

maturity 

GOI Yield 

for 15 year 

maturity 

Inflation 
(CPI) 

1.000         

Bank Rate .303 1.000        

Cash 
Reserve 
Ratio 

-.046 -.532 1.000       

Repo Rate -.112 .422 .282 1.000      

Reserve 
Repo Rate 

-.142 .540 .013 .939 1.000     

GOI Yield 
for 1 year 
maturity 

.066 .514 .222 .908 .880 1.000    

GOI Yield 
for 5 year 
maturity 

.363 .487 .235 .706 .671 .892 1.000   

GOI Yield 
for 10 year 
maturity 
 

.377 .428 .237 .643 .614 .831 .977 1.000  

GOI Yield 
for 15 year 
maturity 

.459 .408 .248 .566 .516 .770 .958 .977 1.000 
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Multiple Regressions 
 
The method used for analyzing regression is STEPWISE METHOD, which is one of the methods 
of multiple regressions. The regression is analyzed by considering three components. They are 
R square, Significance of F, and the regression equation 
 

Table 6: Table of Coefficients for Multiple Regression-I(Inflation –WPI and other 
variables)  

Coefficients a 

Model 

Unstandardized Coefficients 
Standardized 
Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) -6.349 1.638  -3.876 .000 

GOI Yield 5 1.678 .216 .582 7.776 .000 

2 (Constant) -8.292 1.678  -4.942 .000 

GOI Yield 5 1.511 .213 .524 7.093 .000 

CRR (%) .588 .177 .246 3.321 .001 

a. Dependent Variable: Inflation(WPI) 

             𝑰𝒏𝒇𝒍𝒂𝒕𝒊𝒐𝒏  𝑾𝑷𝑰 = −𝟖.𝟐𝟗𝟐 + 𝟏. 𝟓𝟏𝟏  𝐆𝐎𝐈 𝐲𝐢𝐞𝐥𝐝 𝐟𝐨𝐫 𝟏𝟓 𝐲𝐞𝐚𝐫 +. 𝟓𝟖𝟖 (𝑪𝑹𝑹) 
 
Table 6 shows the coefficients of the regression equation, the significance value of GOI yield for 
15 year and Cash reserve ratio (CRR) is less than .05; hence they have impact on Inflation (WPI). 
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Table 7: Table of Coefficients for Multiple Regression-II (Inflation –CPI and other 
variables) 

Coefficients 
a 

Model 

Un-standardized Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) -7.028 2.713  -2.590 .011 

GOI Yield 15 1.892 .337 .459 5.609 .000 

2 (Constant) -14.599 2.632  -5.548 .000 

GOI Yield 15 4.135 .457 1.003 9.039 .000 

GOI Yield 1 -1.503 .236 -.706 -6.369 .000 

3 (Constant) -17.265 2.503  -6.899 .000 

GOI Yield 15 4.090 .423 .992 9.666 .000 

GOI Yield 1 -1.866 .232 -.877 -8.034 .000 

Bank rate (%) .832 .182 .348 4.564 .000 

4 (Constant) -13.205 2.827  -4.671 .000 

GOI Yield 15 3.323 .493 .806 6.741 .000 

GOI Yield 1 -.759 .453 -.357 -1.673 .097 

Bank rate(%) .972 .184 .407 5.282 .000 

Reserve repo rate (%) -1.166 .414 -.463 -2.814 .006 

5 (Constant) -10.567 3.004  -3.518 .001 

GOI Yield 15 .783 1.206 .190 .649 .518 

GOI Yield 1 -1.635 .586 -.769 -2.790 .006 

Bank rate (%) .893 .184 .374 4.854 .000 

Reserve repo rate (%) -1.029 .411 -.408 -2.503 .014 

GOI Yield 5 3.123 1.358 .959 2.299 .023 

6 (Constant) -9.224 2.170  -4.250 .000 

GOI Yield 1 -1.772 .546 -.833 -3.247 .002 

Bank rate (%) .880 .182 .368 4.825 .000 

Reserve repo rate (%) -1.052 .409 -.418 -2.575 .011 

GOI Yield 5 3.930 .544 1.207 7.229 .000 

a. Dependent Variable: Inflation(CPI) 

          
yearsyieldGOIratereposearvverateBankyearforyieldGOICPIInflation 5930.3(%)Re052.1880.0)1(772.1224.9)( 

 

Table 7 shows the coefficients of the regression equation, the significance value of GOI yield for 
1 year maturity, Bank Rate, Reserve Repo Rate and GOI yield for 5 year maturity is less than .05; 
hence they have impact on Inflation (CPI). 
 

Findings  
 

There are different factors affecting the Inflation in global market. Among them important 
factors taken in the study are Bank rate, Cash reserve ratio (CRR), Repo rate, Reserve repo rate, 
GOI yield for 1 year maturity, GOI yield for 5 year maturity, GOI yield for 10 year maturity and 
GOI yield for 15 year maturity. The dissertation was performed for the period of April 2004- 
March 2013 (total 121 data series).  
This study deals with the correlation between variables. According to empirical findings, 
moderate & positive correlation of Inflation (WPI) is found with Cash reserve ratio (.369), Repo 
rate (.429), Reserve repo rate (.374), GOI yield for 1 year maturity (.509), GOI yield for 5 year 
maturity (.582), GOI yield for 10 year maturity and GOI yield for 15 year maturity (.565). The 
study further found that Inflation (WPI) is least correlated with Bank Rate (0.76). The study 
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revealed an interesting fact, that Inflation (WPI) is moderate and low association with all major 
monetary policy rates and GOI yield for various maturities. 
Whereas, Inflation (CPI) has moderate and positive correlation with Bank rate (.303), GOI yield 
for 5 year maturity (.363), GOI yield for 10 year maturity (.377) & GOI yield for 15 year maturity 
(.459). The study further found that Inflation (CPI) is least correlated with GOI yield for 1 year 
maturity (.066). A negative and low correlation exists between Inflation (CPI) and Cash reserve 
ratio, Repo rate & Reserve Repo rate. 
The next part of the present study has utilized the linear regression for modeling the 
relationship between Dependent Variable (Inflation- WPI & CPI) and Independent Variables 
(Bank rate, Cash Reserve Ratio, Repo rate, Reserve repo rate, GOI yield for 1 year maturity, GOI 
yield for 5 year maturity, GOI yield for 10 year maturity & GOI yield for 15 year maturity. The 
regression analysis has been done in three parts, first regression analysis has taken into 
consideration all independent variables, then second regression analysis reduced or eliminated 
those variables which were not statistically significant and the final equation has been found for 
the most important independent variables. 
The result of fitting the regression model individually with independent variables suggests that 
Inflation (WPI) has significant relationship with GOI yield for 5 year maturity, GOI yield for 10 
year maturity, GOI yield for 15 year maturity, whereas, Inflation (WPI) has non-significant 
relationship with Bank Rate, Cash Reserve Ratio, Repo rate, Reserve Repo Rate & GOI yield for 1 
year maturity. 
Further, the result of fitting the regression model individually with independent variables 
suggests that Inflation (CPI) has significant relationship with Bank Rate & GOI yield for 15 year 
maturity, whereas, Inflation (CPI) has non-significant relationship with Cash Reserve Ratio, 
Repo Rate, Reserve Repo Rate, GOI yield for 1 year maturity, GOI yield for 5 year maturity & GOI 
yield for 10 year maturity. 
The final multiple regression equation has been found by eliminating the undesirable variables. 
The final results found that Inflation (WPI) is best fitted with GOI yield for 15 year maturity and 
Cash Reserve ratio, whereas, Inflation (CPI) is best fitted with GOI yield for 1 year maturity, 
Bank Rate, Reserve Repo Rate & GOI yield for 15 year maturity. 
Thus the last part of the analysis deals with the testing of data accuracy of all 3 month (April, 
May, June of 2014) data points. The MAPE (mean absolute percentage error) value shows the 
mean of the absolute values of the forecast errors. This model accuracy implies that the model 
fits by 76.68% to the data, whereas, the model has a 23.31% of error. Hence the model is said to 
be somewhat accurate for forecasting the values of Inflation (WPI). 
 

Conclusion 
 

This research paper is an attempt to determine the relationship of selected Macro-Economic 
Indicators with Inflation in India by using correlation & regression parameters. It can be 
concluded that the anticipated inputs to this study is to assist the trend of the variables and the 
study shows that during the period all variables were very fluctuating. This research facilitates a 
comprehensive model for examining the relationship of selected Macro-Economic Indicators 
with Inflation and the major findings of this research will give a important parameters and helps 
to fill a similar gaps in the literature. This analytical strong fit model that R-square results 
76.68% indicates variation of independent variable on dependent variable.  
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