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Post-Keynes Smarts

Economics Nobel recognises work on minimising economic booms and busts, high
inflation, and deflation

TOI Editorials

Nobody wants a recession or, for emerging economies, a slowdown. But, like a common cold, these happen.
For decades, Keynes’ fix - slash interest rates and increase govt spending - worked. Until it didn’t in the oil
crisis of 1970s, and even 2008’s financial crisis when, despite rock-bottom interest rates, spending and
employment didn’t pick up. That’s why thousands of economists around the world have been trying to find
better “cures” for all kinds of economic instability - booms and busts, high inflation and deflation. This
year’s economics Nobel recognises the efforts of two such economists, both American, whose work has
helped govts and central banks tackle recessions and high inflation faster.

Robert Hall and Michael Woodford have helped develop what's called “New Keynesian economics”. They’re
dealing with the same economic problems that exercised Keynes’ mind, but with a fundamentally different
approach. Instead of basing policy only on macroeconomic indicators like inflation, production, and
consumption, they recommend zooming into the behaviours of households and individual businesses that
make up the economy. That’s because they believe every individual in an economy acts on the basis of
information available to them. If you’re in the market for a refrigerator, and know that consumer loans will
be cheaper next week, you'll put off the purchase.

So, Hall and Woodford are credited with giving “microeconomic foundations” to “macroeconomic
stabilisation”. They’ve shown that how millions of households spend, gives an idea of what the entire
economy expects. Hall, who’s the older of the two, first presented his ideas in a 1978 paper. He argued that
since household spending depends on expectations of future income, consumption decisions can indicate
economic expectations. Will hiring increase, will incomes grow, etc. The way to influence individual
behaviour, then, is to provide more information. What's now called “forward guidance”. For example, RBI's
monetary policy committee recently hinted at no rate cuts in the months ahead. Woodford’s additionally
known for his work on restoring balance in an economy, after a disruptive shock. The Iran war is a good
example. It's pushed up energy prices and inflation globally, and impacted growth, and central banks
everywhere are trying to minimise these effects, with some help from Hall and Woodford’s theories.
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The Econovic TimMEs Date: 13-10-26
Individuals, Key to Making Crisis Policy

Nobel winners show how to pull right levers
ET Editorials

Central banks now have a polished playbook about how to deal with economic crises. They lower interest
rates, while governments raise budget deficits to ride out a downturn. These prescriptions have been
around since the Great Depression in the US, when John Maynard Keynes and others demonstrated
effectiveness of countercyclical government policy. But, then, the medicine stopped working. Oil shocks of
the 1970s led to stagflation as policymakers attempted pump-priming economies. Milton Friedman and
monetarists argued against abrupt changes to money supply and budget deficits, and this became dogma
for Reaganomics and Thatcherism. Robert Hall and Michael Woodward, winners of this year’s Nobel Prize
for economics, waded into this turbulent divide to show how countercyclical measures worked at the level
of the individual. And this was the missing key for policymakers.

Hall examined how consumers are affected by expectations, and Woodward used these findings to explain
how governments should go about pulling economic levers. They created a policy framework that puts the
individual in the centre. This approach has survived over a considerable period during which the frequency
of economic crises has climbed. Central banks now put as much effort into signalling their intent over
interest rates as they do in changing them to smooth business cycles. More importantly, central banks now
act in concert, which helps with managing global crises. Economic turbulence is rarely restricted within
countries at current levels of globalisation. Consensus is vital for policy response, even if the shocks
originate in political conflict.

Hall and Woodward did something more than heal a schism in macroeconomics by bridging it to
microeconomics. Micro underpinnings have made the macro stronger. The duo showed policy is better
designed from ground up. It has helped the world tackle the subprime crisis, Covid, and Ukraine and Iran
energy disruptions. Central bankers have the right response to crises. Lawmakers must find better ways to
avoid their causes.
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Warming Himalayas demand a rethink on development

The ‘cement’ is melting — retreating glaciers and thawing permafrost are
heightening disaster risks in the Indian Himalayan Region

Archana Vaidya, [ An advocate and the founder of the Forum for Environment Legal Policy
Research (FELPR) ]

For decades, the fight for sustainable, climate-resilient, hazard-
averse development in the Indian Himalayan Region (IHR) has
gone unheeded, and the region is witnessing frequent and severe
climate-induced disasters.

The catastrophic Nepal floods of August 26 are a warning that the
‘global natural commons’, stretching from the Hindu Kush and
Karakoram to the Himalayas, are in an existential crisis. The
Intergovernmental Panel on Climate Change (IPCC) and the World
Meteorological Organization (WMO) have warned that warming in
the high mountains of Asia is occurring at 0.3°C per decade, nearly
twice the global average, “leading to glacier retreat, decreasing in turn the stability of mountain slopes and
the integrity of infrastructure, threatening water security, livelihoods, ecosystems, and increasing disaster
risk.”

Reports released on March 21, 2026, by the International Centre for Integrated Mountain Development
(ICIMOD) found that ice-loss rates across the Hindu Kush Himalaya (HKH) have doubled since 2000. "We
are trying to navigate a rapidly changing future with an incomplete map," said one of the authors of the
report. Warming is not uniform across this 3,500-kilometre range. According to the Journal of Earth System
Science, the western Himalaya is warming consistently faster than the central and eastern stretches, with
night-time minimum and winter temperatures rising at the most extreme rates.

Nepal is paying the price for a crisis it did not create. As it produces roughly 0.1% of global greenhouse gas
emissions, it is right to demand compensation for loss and damage.

Rising temperatures, effect on glaciers

Rising atmospheric temperatures shift the balance between winter snow accumulation and summer melt,
causing glaciers to retreat and thin steadily. Ice that once had a thermal profile of -6°C to -20°C now has
temperatures closer to -2°C, making it far more susceptible to melting. Meltwater pools atop glaciers in
supraglacial lakes and carves vertical shafts called moulins, plunging hundreds of metres through the ice
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to the bedrock, where it forms a pressurised liquid layer between the rock and ice. This layer lubricates the
glacier, allowing it to slide downslope faster, while the resulting subglacial (between the glacier and
bedrock) and englacial (within the glacier) water channels generate mechanical forces intense enough to
fracture the ice.

In high-altitude environments such as the Himalayas, permafrost-ground or rock that remains at or below
0°C- acts as geological cement, holding steep rock walls together by filling fractures, joints and pores with
solid ice. As temperatures rise, permafrost melts into water, triggering rock avalanches, landslides and
debris flows that threaten downstream valleys.

In Nepal, a shaking equivalent to a magnitude 5.2 seismic event was recorded by the United States
Geological Survey (USGS) on August 26, when a 600-metre-wide section of ice and rock broke away from
the northern flank of Langtang Himal at an elevation of 5,600 m and fell 1.2 km into the valley below.
Researchers from the British Antarctic Survey recorded unusually high ground temperatures two days
before the collapse, using sensors located 10 km from the site.

This mass of ice and rock landed in the Lhende Khola, a tributary of the Bhote Koshi river, damming it.
When the dam broke, it unleashed a flash flood of concrete-like mud and debris - "an inland tsunami”
travelling 170 km down the Bhote Koshi Valley into central Nepal. This was no isolated event. Such
collapses can happen anywhere in these mountains and warming makes them more likely.

What can be done

There is no technology to prevent such collapses. The only real option is to mitigate their impact on
downstream communities, which requires regional cooperation and a shared system for real-time data
exchange. High-altitude satellite and drone surveillance is urgently needed to detect early signs of cliff
fracturing, permafrost thaw and glacial instability. Real-time acoustic and hydrological sensors along
glacier-fed rivers could detect sudden subsurface movements or flash surges and alert downstream
communities immediately. Glacial lakes need continuous monitoring and, where feasible, engineered
drainage.

River flood zoning must account for valley slope. Steeper slopes concentrate damage vertically, requiring
infrastructure to be located much higher above the riverbed, while gentler slopes spread destruction
horizontally, demanding an entirely different zoning approach.

Hydropower policy needs to be rethought, with a firm ban on construction above a defined elevation. The
Avay Shukla Committee (Court on Its Own Motion vs State of Himachal Pradesh and Others) and the Ravi
Chopra Committee both recommended restricting major hydropower projects or subjecting construction
activities above 2,200 metres to detailed expert review.

The proposed Chenab-Beas river-linking project - an 8.7-km tunnel through the steep slopes of the Pir
Panjal Range in Lahaul and Spiti district, near Koksar village in Himachal Pradesh, at an elevation of 3,140
metres (10,300 feet) - needs serious rethinking. The rationale for diverting more water from the western
rivers of the Indus system may appear logical on paper, but the project is located in a fragile Himalayan
ecosystem, and its likely environmental impacts make it eminently avoidable.
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Every development activity in the IHR must be evaluated in light of the changing geological realities of the
Himalayas. There should be a moratorium on all development projects until each is rigorously reassessed
for its environmental impact, hazard-averseness and climate resilience.
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A & 8 AVUHE & FoheT T AT SICHN o9 g1 §H A 81 8, aa feall $Ra 3R AT |
100 9fderd eR® & Ffts G Iohet Y g5 oM X g G 5@ aer & &), 3a & St o o
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Tel H Tl Tel H AT HETAR FT 3ol FAER  SFNAR AT T g Slelles T Jghel T JAT H
o geer & & &1 3R i Toar @ @Y &d fowa ot §1 g AR A ¢u & 0 c¥agR @
3TATTT g1 T@T 81 Tolelfdeh SATERY 1 dih W 3@ IARH faq Farerd o & W @ o
qﬁéﬁ7ﬁa%@%@%,€rﬁ7@éﬁaamﬁuﬁamﬁl;’rcragaa;er%%sd&asuma
T 3ot 1 HAAT F PRrge 3meel| AT I8 o o7 @ E & 538 9 g% 91¢ 8l aTe eIty
geral # 3eieht Rufeetenet arél 1 Aee Aolal| q@ll X, Ge 3RS & 7§ aarar o w1 8 & 37
e WSl § ® & Gl g # fadi Aeg ol saer & 76 & d ue FRae &
gfa o 3ARET 97 58 e 37T ¢ & IJARST o Johe! I g Udhel HT GFADT I & STell &l Fgl
a% o Fghet & TsUlT Steieehl H gelel @1 =l gl W@ & AR Jeu-faws 7 gl &1 S Tt &
AT wisT 57 w1 1 39, Adet 7 &7 & U A S5l A HA & AU Fohet A [FFAGR Sgrm
e g, T T & R g6 d& S Thd ¢l

gieram &l 3eTsid 3R °rcsh gld 3ARST @ W 319 iR == glell a1fgq| €Tl g, Yohel AEcd H
ARG AT AT & 3HA W & J&U 3 T@T 81 37097 ST Tghol 1 Iehell BIsd 6@ @ &1 8 3
Wﬂﬁmaﬁmtﬁ;mﬁlmmgﬁﬁaﬂ%ﬁ%ﬁ%nﬁwawudu gaTs gHo il
V6T &, W 3RS Jurd & HHA 3 N IR TG g AR o ST & Jeor & w7 QU gierar
R H AT @T g1 3ARFT 39 AT 2T F J9mar f@wrer 3R wened FT w1 g1 Sk J@r g
AR & 1Y &, 3RS 3R 386 31T Hufaat & A &f 7 ARG Fufadl g sonfay &
§2T IWIEIA &, WX ¢ I 95WT alar 20 & Tl I TS Il doil o T g1 IAREr 3egar 9
A gell BT B &, R Te 39T JgT T e ol & Y&TER oAgl &1 Wl AT, faeag &1 Agrrfaa
Cer €1 3R ek 3R TXT @ AT IS oI, A gfdr A 41 g
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