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Fisc Can Fix It

Fiscal policy can limit the fallout on growth that comes with rising interest rates.
TOI Editorials

Minutes of the June meeting of RBI's Monetary Policy Committee (MPC) provide an inkling of the
probable impact on GDP following the 0. 90 percentage points increase in repo rate since May. Currently,
RBI estimates GDP in 2022-23 will grow 7. 2%. There are likely to be more repo rate hikes in future MPC
meetings. Given this scenario, one estimate in the MPC minutes points to the possibility of an average
GDP growth rate of 6-7% till end March 2024. Monetary tightening is inevitable but smart fiscal policy
can ensure the average growth is higher.

The surge in inflation is not because of excess demand. If anything, demand is tepid. For example, the per
capita private consumption in 2021-22 was Rs 61,215, a level below the pre-pandemic year. The source
of inflation is the supply side. RBI is forced to tighten policy to head off second-round effects. If the supply
side is the source of the problem, the remedy lies in fiscal policy. To give an example, extra cereals issued
free to counter the pandemic fallout are likely holding down the pressure for higher wages. Similarly, the
two cuts in fuel taxes since November quickly influenced survey results of household inflation
expectations.

The current surge in inflation is fundamentally different from the last one during the UPA era, which was
triggered by loose fiscal policy after five years of high economic growth. This round of inflation calls for
readjusting fiscal policy to counter a growth slowdown. It can be done without threatening debt
sustainability as inflation will push up nominal GDP growth and help Gol and states overshoot budgetary
tax estimates.

Governments need to carefully time the removal of post-pandemic welfare and also fulfil capital
expenditure commitments. The latter will offset uncertainties faced by private firms and, thereby, crowd
in new investment. This effect is important to limit the negative impact of rising interest rates on
economic growth. Disinflation can be brought about without burying growth impulses. Average growth
rates can be above 7%, the minimum India needs in the medium term.
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Paradigm shift

Under a new President, Colombia has an opportunity for stable growth after years of
drug wars.

Editorial

The victory of Gustavo Petro, a former
guerrilla, in Colombia’s presidential
election is one of the most decisive shifts
in the South American country’s modern
history. At war with leftist guerrillas for
decades until a few years ago, Colombia
had never voted a leftist to power in the
past. Even when a wave of leftist
victories was sweeping across South
America in the early 2000s, it remained a
fort of centrist and conservative politics.
But Mr. Petro, armed with his promises
of overhauling the country’s economy
and governance, broke into this fort and
captured power. He won 50.4% votes in
Sunday’s election against his rival
Rodolfo Hernandez's 47.3%. A host of
factors, including internal political changes and economic challenges, helped him script history. In
Colombia, where a decades-long civil war between the state and the Revolutionary Armed Forces of
Colombia (FARC) had had a devastating impact on the public psyche, even mainstream leftist politicians
had struggled to win popular support. But FARC’s decision to lay down arms and join the political
mainstream as part of the 2016 peace agreement widened the scope for leftist politics in the country. Mr.
Petro was quick to mobilise this newly created momentum with an economic programme that broke
from the Bogota consensus. He vowed to “democratise land”, renegotiate free trade agreements that were
inimical to the interests of Colombian farmers, expand the country’s social security measures, tax the rich
more and reduce Colombia’s reliance on fossil fuel.

In a country where annual inflation is 10%, the youth unemployment rate is 20% and the poverty rate is
40%, Mr. Petro’s promises of change helped him strike a chord with voters. Colombia, despite high
economic growth, has one of the highest inequality rates in Latin America. While the civil war has come to
an end, drug cartels continue to pose serious security challenges. The way ahead is not going to be easy
for Mr. Petro. True, he has the presidency, but the Colombian right, which has ruled for decades, has an
outsize influence over the state and Congress. Mr. Petro’s leftist bloc has only 25 seats in the 188-member
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lower House. His promise to reduce the country’s reliance on fossil fuels and shift to renewable energy
could trigger opposition from the powerful oil industry, besides economic impacts. His move to hold talks
with the drug cartels and end the drug wars could attract strong opposition from the U.S. Washington
would not sit idly if Mr. Petro takes Colombia, the cornerstone of the U.S.’s Latin American policy, towards
the left. So, he should brace for challenges emanating not just from his right-wing opponents but also
from the world’s most powerful country. Mr. Petro, however, should stay focused on the issues at hand
and seek to unite the country that has been pulverised by civil conflict, drug wars and economic
inequality.
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AT § a gART =01l dF U faadaiy voldl 313l g Al 1 91 h? 9 HaTH ATaerdrsit
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ITH-EE TEAT Ig 9did) & 6 T 39Uy & a1¢ o aIidd T #asy aar |ar ¢ 3K swfasy & 3yt
H IR 7 8, 38k fav o 3¢ fferd-afRifera 3R scAfaeR so= 1 smaezehar gl
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