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PAll’l' I

Economic Challenges Facing the Nc\v RBI (;ovcrrro r

Mr, Sanla)' MaihoLra has recentjy taken charuc as tlrc (}ovcl-nor t)t' thc itCSCI\ c i!:ili1, t,i- l11dit1

(11131). thc apex iinancial institution rcsponsiblc i'or regulating lhc m011cLary and linancial
s)siclr~is c)f the ct)tlntl'}'. I lis appointment comes at a pivotal lnolnc Ilt in India's economic
io:i'llcy. -!-irc flat:tIn is £i:nbitiously workiIrg toward its vision of bccolning a developed countr}
b) 2G 17. !! go ii! that J;.'11'lallds consistent economic gro\\;tIl. robust £i11ancial policies. and
CSillcllCC IIl the i’acc O! gjLIt)al :'llrccrtalntlcs.

liu\vc\’cr. vl!'. .\4::iiroti-a's tenure begins alrlicist ::. c,)lnl3 ic.\ cc(-,IIC)i11ic liil-.tiscl ji-IC. LJ\,'ci- tl,,' past

four quaI'tcl's, India's G D!) growth ratc has bcc11 on a dCCli11in!?. t!-ajcclol’\ . as silt)\\ n in L llc table
below’ :
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Inflation. which had remained below the lal'gct of 4% (\\,'ithin thc RB I's tolerance band of 2-
6%). has sct:n a significant rise in recent months, as outlined below:
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1-his spike in inflation. particularly in September and October 2024. breached the upper limit
of the RBI's tolerance range. posing additiona] challcngcs for policymakers. Rising prices erode

consulncl- purchasing po\\’er and can lead to a ''cduction in dclnand. exacerbating the economic
slow-(!o\\' ll

!-}lis cltlai cir;1;icngc oi'dcccicl'ating (;1)F) gro\\;til and rising inflation presents a classic policy
dilcnrlna. olien I'cl'cl-l'cd to as 'stagflation.' ’1-o navjgate this. the RBI must strike a delicate

balance. Stratcgics to curb inflation, such as tightening monetary policy through interest rate

hikes. could potcntially danrpcn growth further. (:onvcrscly, stimulating growth might risk
driving inflation cvcn higher.

in a(ic IiI:crli !(> acic!!'cssiiItU iII!:sc illilIIe( ilate '.,-hallclrt,.cs. Mr. Malhotra must aIso Focus o:i long-

Ic:'li. s!„'.:::iLl:-ii i ;’c to:- iII s. }3u iI<ii ng a resitictit !illanci£ iI ccosystcm, pr(Imc)Ling !:nallciai inclusion.
allci ios:cl-Ing !11110vati011 ill thc banking ?ind [’,a}-incnt s)’stcnls arc critical to achieving thc

nation's dcvcloplncntal aspirations. Extcrlr£tl f'act('rs. including global oil price fluctuations.
geopolitical tensions, and shifts in inicnlatiolral trade dynamics. Further complicate this
landscapc.

Dcspitc t}rcsc clrilltcngcs. Mr. \lalhotl'a's lc:ldcl'-;hip will be pivotal in ensuring India remains

('11 tr;tek to\\ itrc! it- ;?illbitlcl'.IS 20'17 \'i';it'll. Su=ccssf-uIly navigating the present ccononlic
IIL::\„I\\ ;!:J' ','. i:::'-' :li) ill,'} a :;tI-c',:'.g !-clin(!itt:c)11 !-ol- s'.!staillcd growth itlrd stability \viII dclinc his
tenurE as LIIO (}ovc!•il (3:• o !' tIl c R lil,

Questions

Q.1. 1lvaluatc thc cff'cctivcncss oFvariotls lrronctary pojicy tools available to the Rcscrvc Bank

O t' Ind la. SIlt:h aS i11icl'':sI rate ad.justnrcIii b':. cpc:l I'li’I:'kCt opcl'ations. and credit control mcasurcs.
( T n }'TH rks)

Q.2. Atla !} /c iiic pc?ssi!)ic challclrgcs bIr. San ja\, Valhotra nright [acc as ',hc (;ovcrnor oF the

Rcscl'vc 13ank ot' India in addressing i11tlation and slowing economic growth sinrultaircously
Consider factors such as global economic trends. domestic fiscal policies: and the expectations
from stakcholdcrs like the government. businesses. and thc general public. Ilo\v might thcsc

factors conrplicatc his decision-making process? (10 Marks)
•

f).3. 1)!-oposo inncr\at ive £iiiCl {t3r\\ ;!rc!-thilr:.:i11£: lrrcaslzrcs that the Reserve }3ank of India could

itLIC);It to !i>s:cl- stlstalllab ic cct)ncI:nic gro\vt}r \\ Iq ile nranaging inflation. (1 o Marks)

PART II

Public Debt: Do not let it eclipse the fiscal deficit

(./\di In',cd 110In .iwcln tIlt. 06 Jan 2025. 07:30 AM IS’[')

ill a :0:o adclt'css tc) thc Ilatic)n soon alter the outbrcak ot'covid. Prime Minister Narcndra vlodi

cited age-old wisdon\ that adviscd against losing control of three things: firc9 debt and disease.

1-o cushion India's economy From thc pandcmic's shock, though. govcrnmcnt spending had to
vastly exceed its inflows, taking its fiscal deficit to 9% plus or GDP in 2020-2 1 . The reversal
of'this dcbt-raising fiscal expansion sincc thcn has f’ollo\vcd a glide path with 4.5% as the fis,c's

a tIn. to be ach ic vcd b)- the next t:nitrn budget !!)r 2025-26 . As no Further tarQct for it has bccn
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set, the l"iscal Responsibility and Budget Management (F11BIVI) Act’s goal of 3% looks likely
to keep gathering dust. Signalling a shift in approach. thc last budget revealed an intent to target

the level of public debt. rather than the annual iisc, in subScqLlcnt years as a \\;a\' to 1,ccp

o\'crspcnding in check. ’1-his con I'orlns \viII-. tIle !)\'! 's pI-LIJC11t adv icc o !- 20?O. ilt it ,\ iI:i: c.~. It:ii \
does it ilnply? Ot'£icial data on the Cent it's debt burdci1. :1\ailtiblc lili cir a-scptclii!)cr. \\ ttult!
place it about hall\vay bct\vccn 55% and 60'Fu ot-Cil)1). \\’cII abc)vc thc I'’l{i3\l ask ol' „}0%,. 'l-o

Not-th !31c)ck. the appeal ol-going by this mctric lnighl bc its utility in kccping public debt within
a safety limit, onc that keeps the risk of a debt trap at bay. Now, so long as the rate of nolninal

Gl)P growth–---not adjusted for inflation, i.c.–--exceeds the rate of interest paid on debt. the

debt-to-GDP ratio \viII dcclinc (iFthcrc’s no gap bct\\’cell revenues and non-intcl-csI spc ir dinE,,).
lt’s the GbP cl'fccL: in a I'ast-£ro\vine econ(im\'. itn ;IJlrrinisl IIllit):r v\ itil :icc cbs 1:> „l-!',ri'J ItF)ic

credit can bono\\ and spcnd that much more' alth,>uni1 fiSL'ai rcslriiin1 is \till IlcCJCci Lt> brc\c111

the dclicit l-rt)in o\crdoilrg thaI Icc\\’ay. In all) cnbc. the itil;1 sllc)uld bc to rcdLICC Lilc pubiic dcbt
ratio. not just Itccp it li'oln rising. given how interest paynrcnLS at its current level cat up such a
bulk)’ chunk ol' I'unds. dcpriving thc budget of money that could be spent usct’ully. Debt that
has piled up over the years can also be inflated away by the expedient ploy ot' letting price
lcvcls soar. as in ilation reduces thc real burden oi'dcbt. 13 ut this is piaiIll\' un i'air to the ct)Ii Irlr\

1-his is also a re:IS(>n a han'k-s eye \viII al\\ :lys nt:cd to bc )tcp! c>II :::: iiscl!! Jclicit. Ii-’Lil,'I-.' c\ist
short-ItlII capaciL} colrsli'aints. a SpluI'gC t)t- iIlirr :, b -, .!ic :, IIitc :t>ui ti t)vel- llc lil 1:-,c ,',',,ii„: I, -. : i: Ici

nra!<c pt'iccs naIC up. Keynes had propos,_'d ti>;cal ST.ilnultts onI) as ii dc\'icc Lt) rcscuc t)utpul
and jobs i'ronr a dcnland slunrp (like the pandclnic-s). 1::lsc. fiscal ovcr-rcach can bc

inllationary. llad India’s recovery in demand bccn broader, a 4.5% gap may have been a big
worry For the central bank. whose job is to retain the rupce’s real value even if a fiscal pump

II-lakes rupee st,p!> ly spurt. 'l'hc trend Qf dc£icits also sho\vs \\’hicl1 \\'ily the carvc-Lip ot’ a

c,3tll- ILry's credit jIi: iS P( Jinn.

e

I':".i!: hc ii)b =sscs\ iiIC :'=!;!ti'.c , share of' thc silitc vcl'skis iIIill-kcl iii I: It: It! It>=;it:t>r .>i' III

cdu:II>in:-'- s :-cs,:llrccs. .’\ i:st:al bloat involves bc)rl-c)\\ iIrs that Inner cro\\ d t>Llt }t>ir11s to Lhc pI-iVttLC

sector. an ci’I-cct usLlali) sccn in rising bond )’iclds and capital costs. Admittedly, this has not
been the post-2020 case in India. Private invcstnlcnt has seen only a partial revival. with the

state playing the role oF big spcnder to drive GI)1) grow'th. ’l'hc idea \\'as to -crc)\\ d i11' private
players. but heR)- central outlay-s on capex no\\ scclr1 iikc Lhc irc\\' nl)rin IiI. b':t :l31- it is:.cr
growth. \vc still need a broad rcvival oi' 'ani111ai spirits.- Anti tIle iib;c;iI Jcilci,, \\ i
usc£'ul ccc)nom ic indicator that mtls1. not gct cclijl,I'= J 13)' 11 £t YellS tliI ptlbli : cic-b:,•

i i•CIIll! ! ii : I

Q.4. Kc)-ncs advocated iiscal stImulUS as a short-tcrnr tool to address dclnand slulnps.
C,'riticall) assess \\-hcthcr India's current iiscal strategy aligns with Keynesian principles or
deviates into long-tcrm llscal overrcach. (5 marks)

Q.S. Discuss the implications ol' shifting lise It! 1ItIlic) i'ocus il-tiin £!nntlal list; it! ticii.- iI tIll'$=iS
to public debt levels. 1-1o\v might this inrpt icl cct)I’„)n' lie SLabilil)- and grt)\\ T.!~. iII -. llc it>IIP !-.::1'? (5

marks)
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