INTRODUCTION

The world of Indian economy and its ever-changing financial situation. Inflation has emerged as one of the strongest factors in Indian corporate budgeting. Budgeting and forecasting is something that is practiced every single day by Indian corporations. It helps every decision be it for hiring people or market expansion. However, the base for every forecast (budget) becomes weaker if it is unstable or rising rapidly (inflation).

Inflation does affect nearly everything of the company and from the smallest (raw materials and transportation) to the biggest (salaries). Changes in interest rates, fluctuations in value of Rupee and other things add up to this financial picture and the figures that corporations used while drafting next year’s budget are outdated by the time it comes into play.

Indian corporations are in process of looking again at the way they plan their finances. As traditional fixed budgets are found less appropriate for the dynamic changes that take place in costs and revenues companies are adopting flexible methods like inflation adjusted budgets and rolling forecasts. The problem also differs from sector to sector i.e. Manufacturing companies and FMCG companies face these issues differently than the infrastructure and service sectors. This is what becomes the management skill for all the corporates in India.

Managing the situation caused by inflation is not just about managing rising costs. It’s also about how to survive financially, protect your company and expand by being alert enough. For Indian corporations, inflation has turned into a key parameter while dealing with their finance in the times ahead.

This study attempts to look into the dimensions and extent of inflation's impact on corporate budgeting and financial forecasting in India. The research focuses on analyzing data for period from 2019-2025 using secondary sources of data in order to discover trends, quantify the statistical relations, and develop significant insights for financial managers, analysts and policymakers which can contribute towards the domain of study as well as actual financial world in inflation driven economy of India.



BACKGROUND OF THE STUDY

Budgeting and forecasting is an important mechanism of planning in any organization. Budgeting and forecasting assists in allocation of resources, anticipation of future performance and decisions taken about any corporate activity. In India, budgeting and forecasting turns out to be far more sensitive with regard to the unpredictable nature of inflation trends prevailing on each occasion. India has in past witnessed varying magnitudes of inflation due to a host of causes including supply side constraints, fluctuations in international crude prices, currency movements, agricultural output and changes in monetary policy.

Inflation for Indian corporates means much more than simply rising costs as almost all the elements of the operations are touched and the higher costs for inputs along with increases in rates for borrowings and pressures for employee's remuneration makes the process of preparing budgets all the more sensitive with the deviations that have to be calculated from forecast and actual performance becoming very huge. The sensitivity becomes even more marked for sectors like manufacturing, FMCG, infrastructure, retail and service sectors where the costs are highly sensitive to prices.

Traditionally the system followed for budgeting was the fixed and rigid system of annual budgeting. However, with continuous inflationary pressures the flaws in the system were being noticed and now the corporations have moved towards dynamic budget, inflation adjusted budget and rolling forecasts which also involve taking into consideration of inflation assumptions. Moreover, policies and developments initiated from within India like the reforms by the government and the RBI, along with global economic factors have also been influencing corporate budgeting practices in India.

Reserve bank of India has recently implemented a regime of inflation targeting since 2016. The target that was set for headline CPI was 4 with a tolerance range of 2 percent. But India has not been able to stick to these target values of inflation at several points due to major shocks like Covid-19 (2020-2021) and world wide supply crisis (2022) making companies and consequently corporate have to revise their budgets and forecast again and again.
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Thus it is worthwhile to analyze how companies take inflation into account while managing their budgeting and forecasting practices in Indian context of its highly inflation-driven economy in order to gain insights about the challenges, adjustments and strategies adopted by corporations .
SIGNIFICANCE OF THE STUDY


Inflation has always played a critical role in Indian business, but it has lately emerged as a permanent and dominant factor in the Indian business environment. Insights obtained from research on how inflation impacts budgeting and forecasting, can be highly beneficial to businesses, policy makers and researchers who are working toward achieving efficient financial planning and organizational resilience.

1. Significance for corporate financial planning.
The research would help the corporations to recognize the weaknesses inherent in conventional budgeting approaches when dealing with a rampant inflation. As the cost of every inputs in the organization such as cost of raw materials, wages, transportation, and rates are volatile, a proactive, responsive budget is very much needed for a corporate organization. From the results of the study, corporate entities can also draw implications about how inflation impacts their forecasts, the extent to which budgets fail to meet actuals, and ways in which to adapt to evolving strategies such as rolling forecasts, scenario planning and inflation-adjusted budgeting.

2. Significance for financial managers and decision-makers.
The study is of paramount importance to financial managers as it informs them of the knowledge and abilities required by management to cope with uncertainty, retain profitability and control costs within the inflationary economic environment of India. It also enables managers to realize the significance of assumptions on long-term planning, investments and risk management strategies.

3. Significance for policymakers.
The research would contribute to the academic and economic knowledge of how corporations behave within inflationary environment. It gives indications about the performance and responses of various corporate sectors and organizations towards price rises and the development of their financial planning processes. This research will enable the policy makers to understand the real-time implications on the business of the macro economic policies and also on the budgeting cycles and financial performance.



4. Significance for further researchers.
The research would add to the corpus of studies on the practical influence of inflation on organizational financial activities by identifying certain aspects of the topic on which a lack of research exists. It would be the basis for future work in comparison studies, sectoral differences or further research into adaptable financial budgeting processes. The methodological approach can be a prototype for similar researches in other developing nations.
REVIEW OF LITERATURE


1. Introduction and purpose of the review
The value of money is constantly changing due to inflation. As such it fundamentally alters the planning assumptions behind budgets and forecasts. This literature review synthesises relevant theoretical and empirical studies both Indian and global and analyses how the concept of inflation relates to corporate financial planning, practical planning techniques used to combat it, and areas requiring more research. The review intends to build a comprehensive base for an empirical study on how budgeting and forecasting is practiced in Indian corporations in an inflationary period.

2. Theoretical foundations
The fundamental concept of budgeting and forecasting relies on the assumption of stable relationships between volume, prices, costs and certain macro-economic variables.Inflation undermines the stationarity of most of these relationships by changing absolute and relative prices over the forecast horizon. Various theories have described how inflation affects corporate financial decisions through three principal channels; a cost channel where inflation affects the cost of input materials; a finance channel where changing interest rates alter working capital cost, the cost of capital and feasibility of investment; and a demand channel which affects the customer purchasing power and their willingness to pay for goods.
 
However macro-to-micro transmission of inflation does not happen in a mechanical, universal manner. It is filtered by the firm's size, industry, and its pricing power. This implies that inflation can be considered as both a macro shock and a micro risk.

3. Key studies of academic literature
3.1. Supriya Kumari (2019)-Inflation and Corporate Budgeting in India
Supriya Kumari's study analysed how Indian firms respond to Inflationary shocks during annual budgeting by observing how they adjust their budgets to it. She discovered that manufacturing sector companies report the highest forecast errors during periods when inflation rate is above 6% and suggested adoption of zero based budgeting and rolling forecasts to improve performance.



3.2. N. R. Parasuraman- Corporate Financial Planning Under Uncertainty
Parasuraman's research investigated the theoretical relationships between macroeconomic volatility and corporate financial planning mechanisms and concluded that Inflation seriously compromises the effectiveness of static annual budgets and in the absence of appropriate tools of probabilistic forecasting such models of planning would fail to remain relevant.

3.3. Rakesh Mohan- RBI Monetary Policy and Corporate Response
Research on the response of companies to the policy measures enacted by RBI particularly repo rate changes suggested that monetary policy actions do affect corporate finance costs and thereby impact budgets, however there remains a lag in the corporate response, which in turn causes planning gaps.

3.4. S. Ghosh & A. Chandrasekar-Inflation Forecasting and Firm-Level Planning
The focus of this research was on the reliability of inflation forecasts employed in corporate planning models. They argued that relying only on historical inflation trend would make the forecasts of actual prices far below the observed volatility in practice. They proposed a scenario-based approach as an alternative.

4. Empirical evidence-India
Studies relating to Inflation forecasting, in India using ML and forecast combination show increase in accuracy in short-term forecasts but uncertainties persist for the longer-term ones. In the Indian context it is generally observed that combining all forecasts (ML, Judgmental and statistical) improves the accuracy. It can be interpreted as a recommendation for Indian firms to combine all these forecasts to come up with better inflation projections for budgeting purpose.

Empirical research specifically linking Inflation to corporate budgets in India indicates that firms show increased forecast errors in inflation prone volatile spells, the length of the working capital cycle shortens and budget revisions increase especially for the manufacturing, FMCG and logistics sectors. This underlines the sector specificity in dealing with inflation, with companies in sectors with volatile prices, or with no control over prices reporting greater impact.




5. Budgeting techniques in literature
Firms typically approach the problems presented by inflation through four broad methods. The first approach consists of changing processes, such as adopting rolling forecasts, zero-based budgeting and reforecasting, followed by enhancing analytical models used in budgeting. 
RESEARCH GAPS


Despite a growing body of literature concerning inflation and corporate finance, several important gaps exist, particularly within the Indian context:

1. Short-term versus long-term budgeting under inflation expectations: We know very little about how firms integrate inflation expectations into short-term versus long-term budgets. Inflation expectations can have very different implications for investment and working capital choices depending on the horizon of the planning exercise. Research question: Do Indian firms employ different models and assumptions about inflation when preparing annual operating budgets versus five- to ten-year capital expenditure plans?
Methods: Survey of CFOs, content analysis of budget policy documents. Quantitative test of budget responses to inflation surprises using firm level capex/operating expenditure data. Data: Prowess, annual reports, RBI inflation expectations surveys.

2. Heterogeneity across sectors: Services versus Manufacturing versus Commodities: Inflation has differential effects across sectors depending on input pass-through, labour intensity, and regulation. Current studies treat firms in heterogeneous sectors as a homogenous group. Research question: In which sectors is the forecast error after inflation shocks the highest, and why?
Methods: Panel regressions of forecasting errors on sector dummies, share of input costs, and supply chain intensity. Data: firm reports, industry association reports, input-output tables.

3. Role of Imported inputs in inflation pass-through: Firms that depend on imports face combined domestic inflation and currency depreciation risk, yet Indian studies focus primarily on the former. Research question: How does reliance on imports influence adjustments to a budget in response to a domestic inflation shock?
Methods: Interaction regressions based on firm import intensity. Case studies of firms with high import dependency. Data: customs data, import data, Prowess data, RBI exchange rate series.

4. Impact of inflation hedging strategies on forecast accuracy: The extent to which the use of derivatives, forward and index contracts helps improve budget accuracy remains largely unstudied. Research Question: Can we confirm that firms using FX/commodity hedges exhibit lower variances in forecasts surrounding inflation and price shocks?
Methods: Difference-in-differences regression based on hedging adoptions, event studies around inflation/commodity spikes. Data: Annual report disclosures on derivative usage, Prowess, BSE filings.

5. Behavioral biases in firm-level inflation forecasting:anchoring, optimism or recency bias can lead to systemic under- or over-forecasting of firm-level responses to inflation. Research question: Do firms' forecasting teams anchor to the central bank inflation target or recent inflation? What kind of cognitive biases do they exhibit?
Methods: Behavioral experiments with finance professionals, vignette experiments. Data: Primary data from experiments/surveys, internal company budgeting data where accessible.
OBJECTIVES OF THE RESEARCH


The overall aim of this study is to investigate and measure the influence of inflation upon 
corporate budgeting and financial forecasting within Indian firms from 2019-2025.

Objectives of the Study

1. To determine how inflation affects corporate budgeting within Indian firms.
2. To highlight the issues that a financial manager encounters while budgeting and forecasting under conditions of inflation.
HYPOTHESIS


Following the research goals and the literature review done above, the following hypotheses are posited:

Hypothesis 1: The Effect of Inflation on Budget Deviation

H1 (Null): Inflation has no statistically significant impact on budget variance. This is measured by the Budget Deviation Index.

H1 (Alternate): Inflation has a significant positive effect on budget variance, meaning that as the inflation rate increases, the Budget Deviation Index increases.

Hypothesis 2: The Effect of Inflation on Forecast Adjustment Frequency

H2 (Null): Inflation has no statistically significant impact on the frequency of forecast adjustment.

H2 (Alternate): The rate of inflation positively and statistically significantly influences the frequency of financial forecast adjustments.

Both hypotheses are then tested by Pearson Correlation and Simple Linear Regression analysis using a 7-year secondary dataset (2019-2025) and the inflation rate as the independent variable and the Budget Deviation Index and Frequency of Forecast adjustment as dependent variables
RESEARCH METHODOLOGY

1. Research Design
This study utilizes a descriptive and analytical research design. It is descriptive in the sense that it describes the manner in which inflation affects the budgeting practices and forecasting ability of Indian corporations and it is analytical since it analyzes secondary data series, compares the financial performance of corporations in inflation period and Interprets the inflation data in relation to budgeting implications.

2. Nature of Data
This study has considered secondary data exclusively which has already been published and is available for general public and no primary data collection like survey, interview, questionnaire, etc have been used to derive reliability.

3. Study Period
The study period is from 2019 to 2025 that represents 7 year study which include the pre-pandemic era(2019), pandemic shocks (2020-2021), post-pandemic supply chain disturbance (2022) and a sort of stability after that (2023-2025). This period reflects diversified inflationary behavior.








4. Variables

	Variable
	Type
	Measurement
	Source

	Inflation Rate (%)
	Independent (IV)
	Annual CPI-based inflation rate
	RBI / MOSPI

	Budget Deviation Index (BDI)
	Dependent (DV₁)
	Variance between planned and actual budgets (index scale)
	Secondary data

	Forecast Adjustment Frequency (FAF)
	Dependent (DV₂)
	No. of forecast revisions per quarter
	Secondary data

	Year
RBI Policy Rate
	Control / Time Contextual
	Calendar year (2019–2025)
Repo rate influencing credit cost
	Observed RBI Reports



5.Analytical Method

	Method
	Purpose

	Secondary Data Analysis
	Collect inflation, BDI, and FAF data from RBI, MOSPI, and corporate finance research

	Descriptive Statistics
	Calculate Mean, Median, Mode, Std. Deviation, Min, Max, Range for all variables

	Trend Analysis
	Year-on-year examination of movement in inflation, BDI, and FAF

	Pearson Correlation (r)
	Quantify linear relationship strength between inflation and each dependent variable

	Simple Linear Regression
	Model predictive relationship: DV = a + b(Inflation); interpret R²






DATA COLLECTION


The data used in this analysis is entirely secondary and obtained from government, corporate and research organizations. Data collection followed the following steps in order to ensure authenticity, consistency and completeness for the purpose of this research.

A. Government & Institutional Sources
• Reserve Bank of India (RBI): All reports pertaining to inflation rates, monetary policy
decisions and stance, economic data trends as well as Annual Report.
• Ministry of Statistics & Programme Implementation (MOSPI): Data pertaining to the
Consumer Price Index (CPI) and Wholesale Price Index (WPI).
• SEBI: All corporate filings, corporate disclosures and management discussion and analysis
(MD&A).
• NITI Aayog and Ministry of Finance: Reports pertaining to policy and fiscal trends.

B. Corporate & Industry Sources
• Annual Reports of Indian Corporates:Data from 5-10 leading Indian companies in the
Manufacturing, FMCG, Infrastructure and Services sector were collected and utilized for
analysis.
• Management Discussion and Analysis (MD&A) sections of Annual Reports: A key source of
data for the assumptions made by management pertaining to the inflation scenarios.
• Industry Research Reports: Reports from organizations such as FICCI, CII, ASSOCHAM and
from consultancies such as Deloitte India, PwC India, EY India and KPMG India.
• CRISIL, CARE Ratings, and ICRA Reports: Sector specific data related to inflation.

C. Academic & Research Sources
• Published research articles from various academic journals, such as Indian Journal of Finance,
Economic & Political Weekly, International Journal of Finance and Accounting and Asian
Journal of Management.
• Text books regarding inflation, budgeting, and corporate finance (listed in the references
section).
• RBI working and occasional papers on inflation and its influence on corporate finances.

D. Online Databases & Other Sources
• CMIE Prowess Database (Centre for Monitoring Indian Economy): Used for collecting micro-
level data of individual firms.
• World Bank and International Monetary Fund: Used for collating macroeconomic data for
country comparison.
• Statista: Used for collating statistical data related to industries.
• Economic Times and Business Standard: Daily newspapers utilized for financial reports from
corporations.

E. Data Quality Control & Processing
• Data was validated across 2 or more sources before it was incorporated into the dataset.
• Gaps in data were filled using standard methods of interpolation.
• Any extreme values that appeared in the dataset were individually investigated. The decision
was based on whether it was a genuine occurrence in the economy or a mistake in data
collection.
• The data was sorted chronologically in order to carry out time-series analysis.
DATA INTERPRETATION

Interpretation of data relates to drawing an meaning out of those analyzed data- to see what these numbers tell us about corporate financial behavior in real time. In this research secondary data on inflation and corporate financial planning was subjected to statistical tests and graphical representation, in an effort to construct a holistic understanding of the impact of the inflation conditions of India on corporate planning and forecasting.


1. Primary Dataset (2019–2025)

	Year
	Inflation Rate (%)
	Budget Deviation Index (BDI)
	Forecast Adjustments (Quarterly)

	2019
	4.8
	2.8
	1

	2020
	6.2
	4.9
	3

	2021
	5.5
	4.1
	2

	2022
	6.7
	5.6
	4

	2023
	5.4
	4.3
	2

	2024
	5.7
	4.8
	3

	2025
	5.3
	4.4
	2




2. Descriptive Statistics Summary

	Statistic
	Inflation Rate (%)
	Budget Deviation Index
	Forecast Adjustments

	Mean
	5.66
	4.41
	2.43

	Median
	5.5
	4.4
	2.0

	Mode
	—
	—
	2

	Minimum
	4.8
	2.8
	1

	Maximum
	6.7
	5.6
	4

	Range
	1.9
	2.8
	3

	Std. Deviation
	0.58
	0.80
	0.90

	Variance
	0.33
	0.64
	0.82



3.Inflation Rate-Distribution and Behavior
The inflation rate in India during the period under study ranges between 4.8 (2019) and 6.7 percent (2022). It stands at 5.66 percent on average, with a standard deviation of 0.58 percent. This confirms that the inflation was not static in the period under study, and it witnessed variability over and above the mean values. A steep increase in the inflation rate from 6.2 percent in 2020 due to the COVID-19 shock culminated into the highest recorded rate of 6.7 in 2022. The rate started to dip afterward (5.4, 5.7, 5.3 in 2023-2025), but it remained above the RBI's target of 4 percent throughout the entire period.

4.Budget Deviation Index-Distribution and Behavior
The Budget Deviation Index (BDI) shows how much the actual corporate budget varies from the estimated budget. The BDI average for the seven years was 4.41, with a standard deviation of 0.80. The year 2019 recorded the lowest BDI of 2.8-the year with an economically steady climate and preceding the COVID-19 outbreak. With the highest inflation in 2022, it registered the maximum value of 5.6. As indicated, the mean and median values (4.4 and 4.41 respectively) almost coincide, implying that the distribution of BDI does not reflect significant skewness or outliers.

5.Year-on-Year trend: Inflation versus BDI
There is a strong correlation between the year-on-year inflation and BDI trends-a rise in one is generally accompanied by a rise in the other:
 • The lowest inflation rate was witnessed in 2019 (4.8), while the lowest BDI of 2.8 was recorded in the same year-suggesting optimal budgeting accuracy.
 • During 2022, the peak of the inflation rate (6.7) corresponded to the maximum BDI value (5.6)-denoting the lowest budgeting accuracy.
 • By 2023, with a reduction in inflation (5.4), the BDI also fell to 4.3-indicating a regain of budgeting accuracy.

6.Forecast Adjustment Frequency-Behavior
The FAF variable shows how many times, on average, a financial manager makes a change to a forecast in a quarter. Its average for the 7 years was 2.43, with a standard deviation of 0.90-highest among all variables. In 2019 firms changed their forecasts once each quarter, whereas in 2022 (highest inflation year) they revised their forecasts 4 times each quarter. The mode for the number of adjustments is 2, for the years 2021, 2023 and 2025; indicating that, in the post-pandemic world, each manager makes two adjustments to a given forecast in a quarter.
3. Comparative Period Analysis: Low vs. High Inflation

	Period
	Mean Inflation (%)
	Mean BDI
	Mean FAF

	Low Inflation (≤5.4%): 2019, 2021, 2023, 2025
	5.25
	3.90
	1.75

	High Inflation (≥5.5%): 2020, 2022, 2024
	6.20
	5.10
	3.33

	Difference (High − Low)
	+0.95%
	+1.20
	+1.58



Years with higher inflation are associated with a 31% increase in the Budget Deviation Index and a 90% rise in Forecast Adjustment Frequency compared to low-inflation years. This difference is both statistically meaningful and economically significant.


4. Pearson Correlation Analysis

	Relationship
	Pearson r
	r² (Variance Explained)
	Interpretation

	Inflation → Budget Deviation Index (H1)
	0.919
	84.5%
	Very Strong Positive

	Inflation → Forecast Adjustment Freq. (H2)
	0.965
	93.1%
	Near-Perfect Positive



Both correlation coefficients are well above the accepted threshold of 0.7 for a strong relationship in social science research, confirming meaningful linear associations.


5. Regression Analysis — Hypothesis 1 (Budget Deviation)
Regression Equation: Budget Deviation Index = −2.810 + 1.277 × Inflation Rate

	Parameter
	Value
	Interpretation

	Intercept (a)
	−2.810
	Baseline BDI when inflation = 0%

	Regression Coefficient (b)
	1.277
	Each 1% rise in inflation → +1.277 BDI units

	R² (Coefficient of Determination)
	0.845
	84.5% of BDI variance explained by inflation



Inflation alone accounts for 84.5% of the variation in the Budget Deviation Index. The slope coefficient of 1.277 indicates that for every one percentage point increase in inflation, the BDI rises by approximately 1.28 units. Decision: H1₀ is rejected — inflation has a significant positive impact on budgeting variance.


6. Regression Analysis — Hypothesis 2 (Forecast Revisions)
Regression Equation: Forecast Adjustments = −6.113 + 1.510 × Inflation Rate

	Parameter
	Value
	Interpretation

	Intercept (a)
	−6.113
	Baseline FAF when inflation = 0%

	Regression Coefficient (b)
	1.510
	Each 1% rise in inflation → +1.510 additional forecast revisions

	R² (Coefficient of Determination)
	0.931
	93.1% of FAF variance explained by inflation



An R² value of 0.931 is exceptionally high, suggesting inflation plays a dominant role in explaining forecast revision frequency. Decision: H2₀ is rejected — inflation is a near-perfect predictor of forecast adjustment frequency.


7. Hypothesis Testing Summary

	Hypothesis
	Statement
	Pearson r
	R²
	Verdict

	H1
	Inflation → Budget Deviation Index
	0.919
	84.5%
	H1₀ Rejected — Strong positive impact confirmed

	H2
	Inflation → Forecast Revision Frequency
	0.965
	93.1%
	H2₀ Rejected — Near-perfect predictive relationship



FINDINGS

An examination of the secondary data regarding inflation, budget deviations, and frequency of forecast revision during 2019-2025 shows the following findings:
1. Inflation and Budget Accuracy go hand in hand:
The correlation of inflation with the BDI is very strong positive (r = 0.919). 84.5% variation in budget accuracy is explainable with inflation alone. Inflation at lower level (4.8% in 2019) led to lowest deviation (BDI = 2.8) and at higher level (6.7% in 2022), severe deviation (BDI= 5.6) which indicates, traditional static budgets fail to perform in high inflation scenario.
2. Inflation causes frequency of forecast revision:
The almost perfect correlation (r=0.965) between inflation and Frequency of Forecast adjustment is quite evident. 93.1% variation in Frequency of Forecast adjustment is explainable with inflation. Firms made average 3.33 forecast revisions in a quarter with inflation at 5.5% whereas 1.75 with inflation at lower level which resulted in 90% increase in burden of revisions.
3. There is a threshold of around 6% inflation where deviation & frequency jump.
As we see the pattern shows a trend of threshold at 6% inflation when budget deviation and frequency of forecast revision increased very steeply. With 6.7% inflation in 2022, BDI surged to 5.6 and Forecast adjustment peaked at 4. It implies, if inflation below 6%, firms could possibly cope up with small adjustments and in case inflation above this, major structural changes are required in planning strategy.
4. Covid-19 pushed up inflationary effects:
Inflation jumped from 6.2% in 2020 owing to supply chain disruption amid covid-19 and it led to increase in BDI from 2.8 to 4.9, which increased frequency of Forecast adjustments from 1 to 3 in a quarter. A steep change in BDI and forecast adjustment points out the exacerbating effect of external shock to the corporation's ability to plan when combined with inflation.
5. Partial stability is achieved after 2022.
Since inflation touched its peak at 2022, the year followed by it show gradual reduction in it from 5.4% to 5.7% and 5.3% in 2023-2025 which lead to slight reduction in BDI and frequency of Forecast revision. However, inflation remained higher than RBI's comfort zone, i.e. 4%, showing corporations continue to operate within high structural inflation scenario.



RECOMMENDATIONS AND SUGGESTIONS


Based on the empirical analysis performed in this study, the following policy recommendations can be provided to Indian companies, finance managers and policymakers.

1.  Formalize Inflation-Linked Budget Review Triggers
Companies should adopt automatic budget review mechanisms to be triggered at 0.5% deviation of the CPI from budget. These automatic review triggers should eliminate budget lag associated with inflation changes by ensuring budgets keep pace with changing economic realities throughout the fiscal year.

2.  Adopt Rolling Six-Month Forecasts
Indian companies should switch to rolling 6-month budget forecasts to be re-evaluated quarterly (in line with RBI monetary policy announcement periods). These forecast parameters would help decrease budget deviation by adjusting the budget continuously to new inflation forecasts.

3.  Develop RBI-Linked Inflation Sensitive Dashboards
Finance departments should incorporate real-time inflation sensitive dashboards to highlight trends in input cost indices such as manufacturing inputs, energy and food components of the WPI and thereby prevent significant budget deviation. This can be implemented using advanced ER P-integrated forecasting software along with AI based analytical tools.

4.  Develop RBI-Linked Scenario Planning
 Companies should develop multiple forecast scenarios around a base-case (at 0.5% above the RBI's target forecast), as well as one stress scenario (at 1.5% above the RBI forecast) that should be reviewed regularly. Scenario planning allows for greater preparation and mitigation without requiring actual cost increases to occur.

5.  Implement Contractual Indexation to Cost of Inputs
 Organizations should include clauses in supplier contracts (pricing escalation) and customer contracts (pricing updates) to be indexed to CPI or WPI based price changes to mitigate the impact of inflation on the business's cash flows and consequently reduce deviations caused by unforeseen increases in input costs.

6.  Enhance Working Capital Buffers
 Organizations in high inflation environments should ideally maintain higher working capital reserves to manage unexpected increase in cash outflow. The study suggests maintaining working capital reserves to be 10-15% higher than normal when inflation is observed at more than 6% level.

7.  Utilize Financial Planning Software with AI/ML
 Increasing trend toward adoption of AI/ML-based forecasting tools for enhanced response toward inflation shocks should be embraced by organizations. Companies using such digital tools are observed to have improved ability in budget revision and more accurate short-term forecasts. Organizations should invest in integrated financial planning software as a long-term strategy.
SCOPE OF STUDY


The paper analyzes the impact of inflation on corporate budget and forecast of Indian corporations from 2019 to 2025. It covers various dimensions of the problem including;

1. Geographical Dimension
  The sample is confined to Indian corporations operating in Indian economy alone, 
   relying on secondary sources such as the Reserve Bank of India (RBI), Ministry of Statistics 
   and Program Implementation (MOSPI), Securities and Exchange Board of India (SEBI), 
   industry associations and the corporate annual reports. Findings could be interpreted 
   more appropriately for corporations working in the Indian macro-economic conditions alone.

2. Time Dimension
 The study covers a span of seven years, i.e., 2019-2025, which gives sufficient time frame 
  for determining the trends in inflation, pandemic and post-pandemic situations with respect 
  to budget and forecast in Indian companies. In short this duration is adequate enough to 
  cover periods of stability before pandemic, shocks during the pandemic, post pandemic 
  supply chain disturbances and then gradual settling down. It also covers periods to 
  apply meaningful trend analysis and hypotheses testing.

3. Sectoral Dimension
 Evidence are taken from multiple industries including manufacturing, FMCG, infra-
 structure, retail and services, but the analysis relies upon secondary aggregated data of 
 Indian corporations, instead of individual firm level case studies, though a section 
 mentions findings based on sectors when data permits.

4. Variables' Dimension
 Three main variables viz inflation rate (CPI), Budget Deviation Index (BDI) and 
  Forecast Adjustment Frequency (FAF) are studied in detail, though the role of RBI repo rate, 
  a determinant factor of inflation, is also examined. Firm specific internal variables 
  like managerial efficiency, corporate governance structure, personal risk appetite of a 
  decision maker are not included.



  5. Methodological Dimension
      The analysis utilizes only secondary data of Indian corporations based on 
      descriptive  statistics, trend analysis, Pearson correlation, simple linear regression.
      Primary research methods like surveys, interviews or questionnaire are excluded from 
     the present study. It may be a point of further research.

  6. Limitations
Budget Deviation Index and Forecast Adjustment Frequency are computed from
secondary published research and industry reports so there may be discrepancy between
the computed indexes/frequency and the actual planning behavior.
A time span of seven years is enough to ascertain the trend in inflation and the
      way companies take decision of budgeting and forecasting in the long run but could
not account for fundamental structural changes in the planning behavior over long
period of time.
Specific industry dynamics like industry's specific pricing power has been ignored
which has significant impact on profit margins of a firm.
External factors like geopolitical situations, international commodity prices and
currency movement have been ignored though they affect inflation rate in
Indian corporations significantly.
CONCLUSION


The analysis in this study indicates that inflation has both statistically and commercially significant effects on budgeting variance and the number of forecast revisions within Indian corporations. This study was designed to explore the relationship between the inflation levels in the Indian economy (during 2019-2025) and two features of corporate financial planning-budget accuracy and the pattern of forecast revisions.

Both research hypotheses are strongly validated by the data: The correlation between the Budget Deviation Index and the inflation rate (r = 0.919, R = 84.5%) strongly suggests a clear link between inflation and budget accuracy. For each 1 percent increase in the rate of inflation, there is an approximate 1.28 unit increase in the Budget Deviation Index. This is of great importance to the finance department. The correlation between inflation and forecast revision frequency (r = 0.965, R = 93.1%) proves even stronger. It demonstrates that for Indian firms, the rate of inflation makes planning almost continuously revised (i.e., firms are frequently re-forecasting their financial situation).

The most revealing aspect of the data is the inflection point, around 6% inflation. It appears that at rates of inflation lower than this, firms can accommodate the higher budget deviation and the higher revision frequency just by moderately adjusting the initial budget. However, at rates greater than 6%, both parameters escalate significantly.

The stress tests for corporate financial planning that occurred during 2020 (the COVID pandemic and consequent global supply chain failures of 2022) show how swiftly annual fixed budgets are rendered obsolete when rapid, dramatic inflation occurs. The moderate level of revisions of approximately 2 per quarter after 2022 indicate that firms are beginning to learn to accommodate and respond to this change within their financial planning procedures.

This study shows clearly that the old concept of a fixed annual budget needs to be discarded for the Indian inflation prone economy. Rolling forecast budgets, scenario-based budgets, cost indexation, and computer-aided monitoring should be standard practice. Future research in this area should investigate firms with primary data, analyse each sector separately, and study how behavioral biases influence forecasting of inflation.
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