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The term ‘reflation’ means boosting economic
growth and restoring the long-term inflation

line

Reflation aims to stop deflation—the general

decline in prices for goods and services that

occurs when inflation falls below 0%.




Why would somebody want inflation?

Inflation may be a bad word for us in
India. We call it all sorts of names like

Inflation monster.

But inflation is not necessarily a bad

omen.
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Typically, deflation is a sign of a weakening
economy. Economists fear deflation because
falling prices lead to lower consumer
spending, which is a major component of

economic growth. Companies respond to

falling prices by slowing down production,

which leads to layoffs and salary reductions.
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Imagine a country where deflationary
pressures pull down the inflation rate to zero

percent.

So the nation’s central bank would introduce

monetary policies to push the inflation rate

back to its long-term trend line.
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Reflation Methods typically include the following:

Reducing taxes: More money in the pocket may lead to more

spending, lifting demand and prices for goods.

Lowering interest rates: Makes it cheaper to borrow money and

less rewarding to save money, encouraging people to spend.

Changing money supply: When central banks boost the amount of
currency and liquidity in the banking system, the cost of money
falls, generating more investment and putting more money in the

hands of consumers.

Capital Projects: Large investment projects boosting employment

figures and the number of people with spending power.
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In short, reflationary measures aim to

liftt demand for goods by giving people

and companies more money and

motivation to spend more.
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Lets now understand the

difference between Reflation

and Inflation.
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Reflation can be described as

controlled inflation. As a leading

economist put it “reflation may be

defined as inflation deliberately

undertaken to relieve a depression."
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Hope you have understood the concept of reflation.

Please give us your feedback at


mailto:professor@tataamc.com
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Disclaimer

The lesson is a conceptual representation and may not include several nuances that are
associated and vital. The purpose of this lesson is to clarify the basics of the concept so
that readers at large can relate and thereby take more interest in the product / concept. In
a nutshell, Professor Simply Simple lessons should be seen from the perspective of it being

a primer on financial concepts.

Mutual Fund investments are subject to market risks, read all scheme related
documents carefully.
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For more lessons visit
www.tatamutualfund.com


http://www.tatamutualfund.com/

