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India’s inflation based on the consumer price index quickened to 6.01% in January,

breaching the central bank’s upper tolerance limit of 6%. While the headline number

was no surprise given that the RBI had forecast the acceleration, the official data merit

scrutiny. Provisional estimates show the hinterland, with its greater proportion of the

country’s poor, bore the brunt of rising food prices with rural food price inflation

sprinting to 5.18% from December’s 3.39%. Oils and fats quickened the fastest at 18.7%.

Though the RBI had been expected to start normalising its pandemic-era policy stance

in February’s monetary policy meeting and reaffirm its resolve to contain inflation, the

central bank retained the status quo in order to support economic growth. Governor

Shaktikanta Das has defended the RBI’s projection for inflation to slow to 4.5% in FY23

by citing the base effect as the cause for higher headline inflation this fiscal, and

predicted that a similar base effect would help enable a downtrend in the coming

months. The RBI’s assumptions, however, could unravel if storm clouds on the horizon

intensify. Uncertainty over the Ukraine-Russia tensions pushed global crude prices to a

seven-year high earlier this week.

January’s inflation in transport and communications, which reflects retail fuel prices,

slowed a mite from December but was still at 9.36%. Pump prices have stayed static for

a while, a likely effect of the poll season. The Centre may soon have to allow oil

marketers to pass on the global price increase to consumers, which could spur inflation

further, or cut excise duties, resulting in lower revenue for the exchequer. Add to this

mix, the uneven economic recovery from the pandemic and the outlook gets even more

cloudy. IHS Markit’s monthly survey of purchasing managers shows that though

manufacturing output and new orders expanded last month, growth rates eased.

Uncertainty around growth prospects stemmed from concerns about inflationary

pressures. The RBI’s January survey shows households expect inflation at 10.7% a year

ahead. Though this is a comforting decline from the 12.6% seen in November, the

significant gap between the RBI’s projections and households’ views suggests

consumers’ perceptions of price gains are markedly higher and could likely constrain

their spending. This is undesirable as the NSO’s advance estimates of GDP growth for

the current fiscal show private consumption expenditure still lagging behind the pre-

pandemic level of FY20. Any worsening on this front could challenge the RBI’s objective

of holding down interest rates to support growth. With Governor Das asserting that price

stability remains the prime focus, the RBI must be ready to rapidly recalibrate its

inflation projections and shift policy stance to match its mandate, or risk hurting its

credibility.



SIGNS OF PEACE
RUSSIA’S DECISION TO PULL BACK SOME TROOPS SUGGESTS IT

SEES POTENTIAL IN PROPOSALS BY MACRON AND SCHOLZ

EDITORIAL
THE HINDU

Russia’s announcement that it is pulling back some troops from Ukraine’s borders is the

strongest signal of de-escalation from Moscow. Russia has always maintained that it had

no plans to attack Ukraine. But the massive troop mobilisation on the three flanks of

Ukraine, which included combat aircraft, warships and S400 missile defence systems,

had raised fears of war. Besides, the U.S.’s warning that a Russian invasion could come

“any day” and its decision to shut the American embassy in Kiev added to the frenzy. The

Russian approach appeared to have been rooted in building military pressure around

Ukraine to gain diplomatic leverage in talks with the West. In the last few weeks,

European leaders, Hungary’s Viktor Orbán, France’s Emmanuel Macron and Germany’s

Olaf Scholz, have visited Moscow. Of these, the diplomatic interventions by Mr. Macron,

who called for respecting Russian security concerns and sought to revive the Minsk

agreement on Ukraine’s civil strife, and Mr. Scholz, who said in Kiev that Ukraine’s entry

into NATO was “not on the agenda right now”, were significant. Their talks with Russian

President Vladimir Putin opened a diplomatic path towards de-escalation.

It is too early to say that the crisis is over. The complex issue is rooted in Russia’s security

concerns and NATO’s expansionary open-door policy with no quick solutions. But the

suggestions from the talks Russia and the West have had point to a formula for peace.

Russia’s three concerns are: one, it does not want neighbours Georgia and Ukraine to be

members of NATO. Two, it wants NATO (read the U.S.) to roll back its military presence

and drills from Eastern Europe and the Black Sea. Three, it wants the Ukraine crisis — the

civil conflict between Kiev and the Russia-backed separatists in Donbas — to be resolved

through the Minsk process. In talks with Mr. Putin, U.S. President Joe Biden has already

said the U.S. does not have any plan to deploy offensive weapons or permanent combat

troops to Ukraine and that Washington was open to reducing drills and missiles in

Eastern Europe on a reciprocal basis. Mr. Macron has taken steps to revive the Minsk II

deal to address Ukraine’s internal crisis. And then Mr. Scholz practically ruled out

Ukraine joining NATO in the “foreseeable future”. Put together, this is a comprehensive

package that could accommodate Russia’s security concerns and the West’s fears of

Russian aggression. Moscow’s decision to pull back troops partially suggests that it sees

potential in these proposals. Russia might keep some troops on the border to retain the

pressure. But the obvious next step is to take these proposals to solid agreements

through diplomacy. The West and Russia should take that road aimed at finding a

lasting solution to Europe’s most dangerous security crisis.


