Home (/)

News (/news)

Opinion (/sections/opinion)
World (/world)

(/)

Editorial (/editorial)

Sports (/sports)

News Features (/features)
Montage (/montage)

Impact (/sections/impact)

Business (/business)

Spectrum (/sections/spectrum)
Junior (/junior)

Youth (/youth-observer)

Jobs (http://www.observerjobs.lk)
Education (http://www.observereducation.lk)
Epaper (http://epaper.sundayobserver.lk/)
Marriage Proposals (/marriage-proposal)

Follow Us:

Sunday, 14 Aug 2022

(https://www.facebook.com/sundayobserver.lk/)

(https://twitter.com/observerlk)

(https://www.youtube.com/channel/UCoEZZJfqiZoii0jbUTFUSBA)
Home (/)

(https://bit.ly/EricRajapakseOpticians)

(http://adserver.adstudio.cloud/www/delivery/cl.php?bannerid=244&zoneid=169&sig=94f80a597a7fe133150ba74f8fbaa00def76c2beaa8ef0e5db5bc05fbf4870b7&dest=https%3A%2F%2Fwww.homelands.lk%2F%3Futm_source%3Dadstudio%26utm_medium%3Dbanner%26utm_campaign%3Daugust_2022)

Youth Observer

(/youth-observer)

(http://epaper.sundayobserver.lk/)

Marriage Proposals (/marriage-proposals)
Classifieds (/classifieds)
Obituaries (/obituaries)
Government Gazette (http://archives.dailynews.lk/2001/pix/gov_gazette.html)
Media Library (http://archives.sundayobserver.lk/images/extra/LHMediaLibrary.pdf)
School Cricketer (http://www.schoolcricketer.lk/)

(https://adstudio.cloud)

(http://www.observerjobs.lk)

Local

Foreign

Categories

Prefect of Games (http://www.observerjobs.lk/jd31927/prefect-of-games)

Aug 24, 2022

View (http://www.observerjobs.lk/jd31927/prefect-of-games)

Medical Delegate (http://www.observerjobs.lk/jd31912/medical-delegate)

Aug 28, 2022

View (http://www.observerjobs.lk/jd31912/medical-delegate)

Receptionist (http://www.observerjobs.lk/jd31907/receptionist)

Aug 28, 2022

View (http://www.observerjobs.lk/jd31907/receptionist)

Sales Executive (http://www.observerjobs.lk/jd31914/sales-executive)

Aug 28, 2022

Copyright © 2022 Observer JOBS™ (http://www.observerjobs.lk). All rights reserved.

DAA
16 Aug

03:08 PM dfgn

test event 1
16 Aug

11:08 PM test

Stagflation - Risks and policy responses
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BY BINURA SENEVIRATNE (/AUTHORS/BINURA-SENEVIRATNE)
Business (/business)
14 August, 2022

The world economy is showing signs of a serious slowdown due to overlapping crises including the Russia-Ukraine War, the Covid-19 pandemic, China’s real estate crisis and the global tightening of monetary policy. In June,
the World Bank revised the 2022 growth prediction downward to 2.9% from its January forecast of 4.1%.
The slowdown has come along with a decade-high bout of inflation worldwide with the global median Consumer Price Inflation (CPI) inflation rising to around 7.8% on a year-on-year (YoY) basis, the highest since 2008,
according to April 2022 data. The emergence of a low-growth international environment together with a significant rise in inflation has raised concerns of stagflation; a period of low growth combined with high inflation.
The effects
A global stagflationary environment could further weaken global economic growth while increasing inflation. To combat inflation, many central banks including the US Federal Reserve, the Bank of England and the European
Central Bank have resorted to monetary tightening measures. The rise in global interest rates as a direct attempt to anchor inflation expectations will further subdue economic growth thereby increasing borrowing costs
globally. This results in a downward economic cycle as rising borrowing costs will reflect in lower investments. The effects for developing countries could be more pronounced as inflation will hit the poorest and the
marginalised the most. Weak global growth will decrease export income in these markets while higher global commodity prices will increase import expenditure leading to macroeconomic imbalances.
Risks for Sri Lanka
A global stagflationary environment can worsen Sri Lanka’s current economic crisis restricting growth and increasing inflation. Higher global borrowing costs will be detrimental to Sri Lanka’s future growth when the country
resumes international borrowing once an IMF agreement is in place. The rise in commodity prices could further increase the country’s worsening food insecurity, with the World Food Programme reporting that 25% of the
population is food insecure.
Higher commodity costs will also increase import expenditure while lower global demand could reduce export revenue thus expanding the current account deficit. However, if global inflation is transient, the effects on the
current account would be ambiguous. The global economic downturn will spark lower demand for commodities such as oil which could lower import expenditure but also reduce the demand for Sri Lankan exports.
Due to rising inflation and lower growth, the Sri Lankan economy is approaching stagflation. Growth expectations for the country have nosedived after the sovereign default with the economy projected to decline by -7.8% in
2022 and -3.7% in 2023 according to the World Bank. The combination of a myopic “organic” agricultural policy, the inflation pass through from the depreciation of the Sri Lankan Rupee by 80%, an expansionary monetary
policy and global market conditions have resulted in inflation surging to 59% in June (YOY) (Figure 2).
The tightening global economic conditions along with domestic supply-side factors such as shortages in food and fuel will continue to drive inflation in the country. Increased policy rates to combat inflation will result in lower
investments. These factors, combined with political instability, lower than expected remittances, and lower productivity due to acute shortages of essential items will further constrict the Sri Lankan economy, pushing it into
stagflation.
Policy options

Sri Lankan policymakers are constrained within this economic environment. The country will need to impose austerity measures to receive
an extended fund facility from the IMF.

These measures will include tax reforms to increase government revenue, curtailing non-essential government spending and reducing subsidies. While a fiscal stimulus package is out of the equation, the country needs to
target the most vulnerable groups in providing emergency subsidies, as rising inflation and job losses have led to lower standards of living, especially among the vulnerable segments of the population.
Due to financing constraints, Sri Lanka will have to look for further bilateral and multilateral aid in securing funding for short term, targeted “in-kind” transfers such as food stamps. It is also imperative to have a bridge financing
arrangement, to import essential commodities like fuel, so that supply shortages reduce. This should help in keeping productivity intact and inflationary pressure in check.
Monetary tightening should also continue. The CBSL hiked interest rates by 700 basis points in April this year. Interest rates were increased by another 100 basis points in July to control the rising inflation (Figure 3).
Monetary policy decisions need to be communicated very clearly so that there is a stronger anchoring of inflation expectations. Anchored inflation expectations would limit a wage-price spiral to control inflationary pressure so
that production costs do not rise further.
Due to a global economic downturn, rising commodity prices and high rates of borrowing, Sri Lanka can expect a challenging external sector environment next year. Policymakers will need to understand these global
challenges and make pragmatic economic decisions to minimise further damage to the economy.
The writer is a Research Officer working on macroeconomic policy, poverty and social welfare research at the Institute of Policy Studies.
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FOREIGN JOB VACANCY
Urgent Vacancy in Bermuda for a "PLUMBER" (/2022/08/15/business/urgent-vacancy-bermuda-plumber)

KC PLUMBING LTD. 4 Waller's Point Road Southside St. David's DD 03 BermudaRequires a PLUMBERFor industrial, commercial and...

KBSL Information Technologies appoints new CEO (/2022/08/14/business/kbsl-information-technologies-appoints-new-ceo)

KBSL Information Technologies Limited has appointed Ehantha Sirisena as its Chief Executive Officer from August 1.He brings...

Citrus Hotels launch free shuttle service (/2022/08/14/business/citrus-hotels-launch-free-shuttle-service)

Citrus Leisure’s properties, Citrus Waskaduwa and Citrus Hikkaduwa, recently launched a special free shuttle service for...

SLTTC offers Hertfordshire University BEng (Hons) Degree (/2022/08/14/business/slttc-offers-hertfordshire-university-beng-hons-degree)

The SLT Training Centre (SLTTC), the education arm of SLT-Mobitel, now offers students the opportunity to create technology...

Sunshine Holdings records 59% top-line growth (/2022/08/14/business/sunshine-holdings-records-59-top-line-growth)

Diversified Sri Lankan conglomerate Sunshine Holdings PLC continued to demonstrate resilience amid the prevailing macro-...

JAT Holdings posts highest-ever revenue for Q1 2023 (/2022/08/14/business/jat-holdings-posts-highest-ever-revenue-q1-2023)

JAT Holdings PLC has achieved its highest-ever first-quarter revenuein FY 2022/23. The Group has also performed...

SLT Group posts stable revenue growth in H1 2022 (/2022/08/14/business/slt-group-posts-stable-revenue-growth-h1-2022)

Sri Lanka Telecom Group (SLT Group) posted stable growth for the first half of 2022, with revenues increased by 6% to Rs 52....

Speakers’ Triangle event in Colombo this month (/2022/08/14/business/speakers%E2%80%99-triangle-event-colombo-month)
Self-discovery and professional mastery combined for next level growth

Three transformational master trainers come together for a life changing experience transforming and growing individuals,...

Dialog Enterprise launches ZWOD solution (/2022/08/14/business/dialog-enterprise-launches-zwod-solution)

Dialog Enterprise, the corporate ICT solutions arm of Dialog Axiata PLC, recorded the launch of its flagship Digital...

CPCEC second biannual progress report
Colombo Port City duty-free regulations await Cabinet approval (/2022/08/14/business/colombo-port-city-duty-free-regulations-await-cabinet-approval)

This report covers the activities of the Colombo Port City project from January to June 2022, shared by the Colombo Port...

Everyone knows HR (/2022/08/14/business/everyone-knows-hr)

Ideal First Choice opens auto parts branch in Kurunegala (/2022/08/14/business/ideal-first-choice-opens-auto-parts-branch-kurunegala)

Ideal First Choice, the multi-brand total aftercare arm of the Ideal Group, expanded its branch network by opening service...

People’s Leasing relocates Kiribathgoda branch (/2022/08/14/business/people%E2%80%99s-leasing-relocates-kiribathgoda-branch)

Kiribathgoda Branch of People’s Leasing and Finance PLC (PLC) was relocated to Makola Road, Kiribathgoda, recently. The new...

Envisioning the future of Sri Lanka with ultra-fast fibre and 5G (/2022/08/14/business/envisioning-future-sri-lanka-ultra-fast-fibre-and-5g)
SLT-Mobitel technology chiefs discuss evolving trends

The SLT-Mobitel brand has reinforced its leadership as a true digital enabler further emphasizing its promise of enriching...

Stagflation - Risks and policy responses (/2022/08/14/business/stagflation-risks-and-policy-responses)

The world economy is showing signs of a serious slowdown due to overlapping crises including the Russia-Ukraine War, the...

How to prepare for a telephone interview (/2022/08/14/business/how-prepare-telephone-interview)

In the article last week, we discussed the advantages and disadvantages of telephone employment interviews. As discussed, at...

Voluntary pension scheme for plantation employees (/2022/08/14/business/voluntary-pension-scheme-plantation-employees)

A pension provides you with financial security when you retire, as well as benefits for your family and loved ones...

