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PREFACE

Global stability and prosperity go together. All the national governments, multi-lateral
institutions including UN and its functional organs like WTO, WHO, UNIDO and
Bretton Woods Institutions such as World Bank and IMF design policies and strategies
to create global environment for realizing the potential of nation states, supporting them
in their efforts in  achieving higher rate of economic growth, working out and
suggesting strategies for creation of larger and growing employment opportunities,
advising the governments on measures for promoting equitable distribution of gains
from various schemes and programs etc.

Different economic systems, cultures, dynamic geo- political forces continuously
interact with one another and shape the present and future of global economy. Since the
dawn of civilizations people have been moving across countries and continents in search
of better life. Globalisation process further accentuates and reinforces this interaction
between people, governments, markets for various goods & services and factors of
production, particularly human resources and capital. The net outcome of all this inter
play is reflected in the current global economic situation where any disturbance in one
part of the world gets transmitted to other parts and the outcome is captured in terms of
fluctuations in prices, output, income, interest rate, exchange rate etc. At the root of
Globalisation lies the Theory of Comparative Advantage propounded by British
economist David Ricardo in 1817 which suggests that “nations can gain an international
trade advantage when they focus on producing goods that produce the lowest
opportunity costs as compared to other nations.”

Globalisation has transformed the world in to one market place which inter-alia has
speeded up the world economic growth. To illustrate, since 1995, the dollar value of
world trade has nearly quadrupled, while the real volume of world trade has expanded
by 2.7 times. The crisis, in the course of achieving higher growth, also created
opportunities for bringing the big and strong economies together to tide over crisis of
different nature and magnitude., both during the expansionary and contractionary
phases. The best example is the formation of G-20, a group of nations that controls
more than 85 percent of the total world gross income and 60 percent of the world
population. John P. Kotter very aptly said that the Globalisation is going to bring us
closer and closer together across nations and technology you cannot stop...”

In the present times, any economic or political crisis is bound to have global fall out.
The recent case is of Russia - Ukraine war. After getting shattered by the pandemic and
supply chain failures and collapses, the global economy has to be ready to face yet
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another unpredictable and uncertain economic crisis, the scale and severity of which is
unknown. Russia’s decision to launch a military offensive against Ukraine sent shock
waves through the global economy. While its immediate impact has been felt in
commodity, equity and currency markets, the ripple effects are unlikely to end here.
Isolated shortages and price surges— whether of gas, wheat, or minerals — can
snowball into more severe crisis of immeasurable proportions in a world which is still
struggling to recover from the pandemic. That means an invasion could have several
effects — including slowing down of economic activity, rising prices and untold human
misery.

The impact of these unfortunate developments is already there to see and would unfold
in the comping years. On account of the sanctions imposed by the NATO countries,
headed by USA, it is felt that the impact on the some of the European countries could
be far higher than that on Russia as Europe is heavily dependent on Russian gas
supplies. Russia is a key supplier of the oil, gas and raw materials that keep the
Europe’s factories running and houses warm the inflationary impact of the Russia-
Ukraine crisis is likely to go beyond fuel prices alone as the region is also one of the
most important grain producers in the world. The global supply chain is getting now
re-circled and reshaped. Trade and service flows are forming different permutations and
combinations.

The future has further become more uncertain due to the threat of attack by China
looming large on Taiwan that meets more than 60 percent demand of the semi
conductors of the entire globe. Political and economic equations are also changing at a
very fast pace. Iran and Saudi Arabia, once rank enemies, have reconciled and come
together. China is trying to bring truce between Israel and Palestine. This proves that
political equations are changing at a terrific pace.

The present book in your hand tries to bring together the chapters written by the authors
working at different positions in various universities and colleges and shared their views
on the future ramifications of the evolving global economic and political crisis that is
threatening to engulf the entire world. We earnestly hope that the readers will find the
book absorbing, think provoking and engaging.
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EASSY ON GLOBAL ECONOMY IN CHANGING TIMES

Prof. S. C. Sharma

Senior Director ICFAI Business School, Gurugram

INTRODUCTION

The recent developments, both political and economic, particularly, after the financial
meltdown during 2007-09, have made the future uncertain and difficult for the
economies to frame appropriate counter policies. Immediately following the trade war
between China and USA and resulting sanctions on different economies trading with
China in 2017, Covid -19 engulfed the world and smashed down the economic growth

of all the economies, big or small.

Slower growth following the pandemic, reduced household income and quality of life,
resulted in inflation and consequently US had no option but to pursue tighter monetary
policy. This led US to adjust to a downward revision of their economic growth. In
another giant country, China, further lockdowns and the real estate crisis have resulted
in reduction in its growth by 3 percent, according to the National Bureau of Statistics,
China. Europe, was no less badly affected due to cutting down of natural gas supplies
by Russia, obstinate inflation and and thereby, tighter monetary policy. Global inflation,

amongst other factors, has been the consequence of Ukraine war, the world over.

The ongoing war between Ukraine and Russia, Armenia and Azerbaijan, Israel and
Syria, and China’s threats of attacking Taiwan are indeed some of the factors which are
forcing the global economies to keep their fingers crossed. The world has been facing

one shock after the other continuously.

The war between Ukraine and Russia, the first the grain bowl and the second, the largest
producer and supplier of natural gas, for more than one year now, has totally disrupted
the supply chains of large number of products including the essential commodities,
resulting into fall in international trade and civil war situations in some of the African
countries. The fall in the food grain supplies from Ukraine, led to spiralling up of their

prices. Natural gas supply from Russia to the Europe was curtailed leading to
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threatening situation of ‘black swan’, following the economic and political sanctions by

the NATO countries on Russia. Crude oil prices were also not unaffected.

The global economy has also witnessed significant changes over the past few decades,
driven by various factors such as technological advancements, globalization,
geopolitical shifts, demographic changes, and environmental challenges. These changes
have reshaped the landscape of the global economy and have had far-reaching
implications for countries, businesses, and masses around the world. In the chapters to
follow, we will examine the changes in the global economy in response to the above
mentioned changing circumstances, as well as the problems and possibilities it has

brought about, and may bring in the coming future.

The presidency of India of the G-20 nations during 2023, therefore, is going to play a
very crucial role as it covers wide range of agenda items (around 32) like climate
change, tourism, infrastructure, health etc. India has also invited nine other important
countries as guests viz., Bangladesh, Egypt, Mauritius, Netherlands, Nigeria, Oman,
Singapore, Spain and UAE. Apart from regular international organisations like UN,
IMF, World Bank, WHO, ILO and OECD, International Solar Alliance, Coalition for
Disaster Resilient Infrastructure and Asian Development Bank have also been invited.
The India invitees are Tata Group, Bajaj Finserv, RPSG group and Dalit Indian
Chamber of Commerce and Industry. The discussions and decisions in G-20 meetings,
which are going to be more than 200 and in nearly 50 cities, shall have far reaching

consequences in the time to come.

Technological Advancements, Digitalization and Consequent Challenges: One of
the most significant drivers of change in the global economy has been rapid
technological advancements and digitalization. Technological innovations have
transformed industries, disrupted traditional business models, and reshaped the world of
work and the way business is transacted. The advent of the internet and the proliferation
of mobile devices have connected people and businesses globally, creating a highly

interconnected and digitalized world. The world has truly become globalized.

Digitalization has revolutionized many aspects of the global economy, from

manufacturing and logistics to services and finance. Automation and artificial
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intelligence (AI) have increased productivity and efficiency in many industries but have
also raised concerns about job displacement and inequality. The rise of e-commerce and
digital platforms has transformed the retail and service sectors, changing consumer
behaviour and business models. Additionally, the data revolution has created new
opportunities for businesses to leverage data for decision-making, marketing, and

innovation.

However, technological advancements and digitalization have also raised challenges,
including concerns about data privacy, cybersecurity, and the digital divide between
developed and developing countries. The rapid pace of technological change has also
created uncertainties and disruptions, requiring individuals and businesses to adapt and

acquire new skills to remain competitive in the global economy.

Globalization and Trade: Globalization, the process of increased interconnectedness
and integration of economies around the world, has been another major force shaping
the global economy in changing times. Over the past few decades, the liberalization of
trade and investment, advancements in transportation and communication technologies,

and the emergence of global value chains have fuelled globalization.

Globalization has opened new opportunities for businesses to access global markets, tap
into global supply chains, and benefit from economies of scale. It has facilitated the
flow of goods, services, capital, and information across borders, leading to increased
trade and economic growth. Many developing countries have also benefited from
globalization, as it has allowed them to participate in global trade and attract foreign

investment, leading to poverty reduction and economic development.

However, globalization has also been subject to criticism and challenges. It has been
associated with job losses in some industries, wage stagnation, and growing income
inequality in certain nations. In certain regions, it has also caused environmental
degradation, worker exploitation, and social disruption. In addition, the backlash against
globalization has spurred protectionist sentiments and trade tensions between countries,
resulting in the imposition of trade barriers and threats to the multilateral trading

system.
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Geo-Political Shifts: In changing times, geopolitical upheavals have also had a
significant impact on the global economy. The global geopolitical landscape has been
characterized by power shifts, regional conflicts, and shifting alliances, all of which
have repercussions for trade, investment, and economic policy. The emergence of China
as economic power and strategic role played by economies such as India and ASEAN
countries, for instance, has moved the economic centre of gravity to Asia. These
significant changes have ramifications for global trade and investment patterns. China,
particularly, has emerged as a threat to US, becoming the world's second-largest
economy and a trade and investment leader on a worldwide scale. Its Belt and Road
Initiative, which aims to improve infrastructure and commercial ties with Asia, Europe,
Africa, and the Middle East, has important consequences for regional and global
economic integration. Geopolitical tensions and conflicts, such as the trade disputes
between the United States and China, Brexit, and the renegotiation of trade agreements,

have created uncertainties and risks for the global economy.

Challenges faced by Global Economies

The major global developments that happened over the years, due to the factors and
forces indicated above, have resulted in numerous challenges that impact countries,
businesses, and their citizens, worldwide. In this section, we will delve into the

challenges faced by the global economy in changing times and repercussions.

Economic Inequality: One of the most pressing challenges of the global economy is
rising inequalities. Despite unprecedented economic growth in some regions, many
countries still struggle with income and wealth disparities. The gap between the rich and
the poor has widened, and middle-class households are facing stagnant wages and
reduced job security. This has led to social unrest, political instability, and a sense of

disenfranchisement among marginalized communities.

The causes of economic inequality are multifaceted. Factors such as technological
automation, offshoring of jobs, and a widening skills gap have resulted in job losses and
wage stagnation for many workers, particularly those in low-skilled jobs. Moreover, tax

policies, loopholes, and corruption have contributed to wealth concentration among the
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super-rich. Additionally, disparities in education, healthcare, and social protection

systems have limited opportunities for upward mobility, further exacerbating inequality.

The consequences of economic inequality are far-reaching. It hinders inclusive
economic growth, undermines social cohesion, and erodes trust in institutions.
Inequalities in access to education and healthcare perpetuate intergenerational poverty
and limit human capital development, leading to a less skilled and less competitive
workforce. Moreover, growing income disparities can fuel populism, protectionism, and
anti-globalization sentiments, leading to trade disputes and policy uncertainties that

disrupt global trade and investment.

Environmental Sustainability: Another significant challenge facing the global
economy is environmental sustainability. The accelerating pace of climate change, loss
of biodiversity, and degradation of natural resources pose severe risks to economies,
societies, and ecosystems. Climate-related disasters, such as hurricanes, floods,
wildfires, and droughts, have become more frequent and intense, resulting in huge
economic losses, disruption of supply chains, and displacement of populations. The loss
of biodiversity and ecosystem services, such as pollination and soil fertility, undermines

food security and agricultural productivity.

The consequences of environmental degradation are not evenly distributed. Developing
countries, which often lack the resources and infrastructure to adapt to and mitigate the
impacts of climate change, are particularly vulnerable. Small island states face the
existential threat of rising sea levels, while landlocked countries are susceptible to water
scarcity and desertification. Marginalized communities, including indigenous peoples
and rural farmers, are disproportionately affected as their livelihoods and cultural

heritage are threatened.

Addressing environmental sustainability requires global cooperation and concerted
efforts. The adoption of sustainable production and consumption practices, the transition
to a low-carbon economy, and the preservation of biodiversity and ecosystems are
critical to ensure the long-term viability of the global economy. However, achieving
sustainability goals requires overcoming significant barriers, including vested interests,

short-termism, and lack of policy coordination. Moreover, the costs and benefits of
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sustainability measures are not evenly distributed, and trade-offs and compromises may

be necessary.

Technological Disruption: The rapid pace of technological change is transforming the
global economy, creating both opportunities and challenges. Technological innovations,
such as artificial intelligence, automation, and the Internet of Things, are reshaping
industries, changing business models, and disrupting labour markets. While technology
has the potential to boost productivity, improve living standards, and enhance human
well-being, it also raises concerns about job displacement, skill obsolescence, and rising

inequality.

Automation and Al are transforming the world of work, with machines increasingly
performing routine tasks and augmenting human capabilities. This has led to job losses

and wage stagnation in industries such as manufacturing, retail, and transportation.

Opportunities Present by Global Economies

The changes happening across the globe are creating number of new opportunities for
countries, businesses, and individuals to thrive in the global marketplace. In this
chapter, we will explore some of the key opportunities of the global economy in
changing times, ranging from emerging markets and digital transformation to

sustainability and inclusive growth.

Emerging markets: The rise of New Economic Powerhouses

One of the most prominent opportunities in the global economy is the rise of emerging
markets. Countries such as China, India, Brazil, and South Africa have experienced
rapid economic growth over the past few decades, and their expanding middle-class

populations present significant opportunities for businesses to tap into new markets.

Emerging markets offer numerous advantages for global businesses. They provide
access to large and growing consumer bases, offer cost-effective production and
sourcing options, and enable diversification of revenue streams. Moreover, emerging
markets are also becoming hubs of innovation, with increasing investments in research

and development, technology infrastructure, and human capital.
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For instance, China's Belt and Road Initiative (BRI), which aims to boost connectivity
and trade between Asia, Europe, and Africa, presents immense opportunities for
countries and businesses involved in this ambitious project. The BRI has the potential to
create new markets, stimulate economic growth, and foster regional cooperation,

offering significant opportunities for global economic expansion.

Similarly, India's rapidly growing economy, fuelled by its young demographic dividend
and ongoing structural reforms, presents tremendous opportunities in sectors such as e-
commerce, financial services, renewable energy, and infrastructure development. With a
population of over 1.3 billion, India offers a huge consumer base for businesses to tap

into, making it an attractive destination for global investments.

However, tapping into emerging markets also presents challenges, such as navigating
complex regulatory environments, understanding cultural differences, and managing
risks associated with political and economic volatility. Businesses need to carefully
assess the unique characteristics of each emerging market and develop tailored

strategies to leverage the opportunities while mitigating risks.

Digital Transformation: Another significant opportunity in the global economy is the
ongoing digital transformation, which is reshaping industries, business models, and
consumer behaviour. Digital technologies such as artificial intelligence, big data, cloud
computing, and the Internet of Things are disrupting traditional industries and creating

new opportunities for innovation and growth.

One of the key drivers of digital transformation is the increasing connectivity and
accessibility of the Internet, which has enabled businesses to access global markets,
collaborate across borders, and leverage digital platforms for sales, marketing, and
customer engagement. E-commerce has exploded in recent years, with online
marketplaces and platforms enabling businesses to reach consumers worldwide, without

the need for a physical presence.

Moreover, digital technologies have also enabled businesses to optimize their
operations, improve supply chain efficiency, and enhance customer experiences. For

instance, data analytics and automation can help businesses make data-driven decisions,
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streamline processes, and deliver personalized products and services to customers. This

can result in increased productivity, cost savings, and improved competitiveness.

Digital transformation is also creating opportunities in emerging fields such as Fintech,
health tech, education-tech, and aggrotech, among others. These sectors are leveraging
digital technologies to address unmet needs and disrupt traditional industries, creating
new markets and business models. For example, mobile banking and digital payments
have gained significant traction in developing countries, providing access to financial

services for the unbanked population and driving financial inclusion.

However, digital transformation also presents challenges, such as the need to adapt to
rapidly changing technologies and business models, address cybersecurity risks, and
manage the impact of automation on jobs and the workforce. Businesses need to
embrace a digital mind-set, invest in digital capabilities, and develop agile strategies to

capitalize on the opportunities.

CONCLUSION
The global economy is continuously evolving and changing in response to various
factors, such as technological advancements, geopolitical shifts, demographic changes,

and environmental challenges.

One of the notable trends in the global economy is the increasing interconnectedness
and interdependence among nations through international trade, investment, and
financial flows. Globalization has facilitated the exchange of goods, services, capital,
and information across borders, creating new opportunities for economic growth and
development. However, globalization has also brought about challenges, such as rising
inequality, social dislocation, and environmental degradation. The current era of
globalization is characterized by a growing awareness of the need for more sustainable

and inclusive economic policies that consider social and environmental considerations.

Technological advancements have been a major driver of change in the global economy.
The rapid pace of innovation has transformed industries and labour markets, leading to
significant shifts in production, consumption, and employment patterns. Automation

and digitization have the potential to disrupt traditional industries, create new business
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models, and reshape the skills required for the workforce. The adoption of artificial
intelligence, big data, and the Internet of Things has also led to the emergence of new
sectors, such as e-commerce, Fintech, and sharing economy platforms, which have

disrupted traditional business models and transformed consumer behaviour.

Another important aspect of the changing global economy is the shifting geopolitical
landscape. Power dynamics among nations are evolving, with emerging economies
gaining prominence and challenging the dominance of established powers. Geopolitical
tensions, trade disputes, and the rise of protectionist measures have the potential to
disrupt global supply chains and hinder economic growth. Moreover, geopolitical risks,
such as political instability, terrorism, and conflicts, can have severe economic

consequences, affecting investment, trade, and tourism.

Demographic changes are also influencing the global economy. Population growth,
aging, and migration are reshaping labour markets, consumer demand, and social
welfare systems. In many developed countries, aging populations are putting pressure
on pension systems and healthcare services, while in developing countries, a growing
youth population presents both opportunities and challenges for economic development.
Migration, both voluntary and forced, can impact labour markets, consumer markets,
and social cohesion, with potential economic consequences for both sending and

receiving countries.

Environmental challenges are increasingly affecting the global economy. Climate
change, resource scarcity, and environmental degradation pose risks to businesses,
governments, and societies. The need to transition to a more sustainable and low-carbon
economy is becoming urgent, with increasing awareness of the economic, social, and
environmental costs of inaction. Businesses are facing growing pressure to adopt
sustainable practices, reduce their carbon footprint, and contribute to environmental
conservation efforts. Governments are implementing policies to promote renewable
energy, reduce greenhouse gas emissions, and protect natural resources. The global
economy is witnessing a shift towards green technologies, circular economy models,
and sustainable business practices, with potential implications for industries, jobs, and

global trade.

Prof. S. C. Sharma and Prof. Umesh Kalra 9



Global Economy in Changing Times ISBN: 978-93-93810-61-8

In response to these changing dynamics, governments, businesses, and international
organizations are implementing various strategies and policies to adapt to the evolving
global economy. These may include efforts to promote innovation, invest in education
and skills training, foster international trade and investment, strengthen institutions and
governance, and promote sustainability and inclusiveness in economic development.
There is also a growing recognition of the need for international cooperation and
coordination to address global challenges, such as climate change, trade disputes, and
financial stability. Multilateral institutions, such as the World Trade Organization, the
International Monetary Fund and the United Nations, play a crucial role in facilitating

global economic governance and fostering cooperation among nations.
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APPLICATION OF ARTIFICIAL INTELLIGENCE IN FINANCE:
OPPORTUNITIES AND CHALLENGES

'Dr. Dharmananda M, ’Dr. Lakshmi H and *Dr. Harisha B. S
! Associate Professor and > Assistant Professor, Department of Management Studies,

Nitte Meenakshi Institute of Technology, Yelahanka, Bengaluru, Karnataka, India- 64

ABSTRACT

Artificial intelligence (Al) is not a new kid on the block anymore and the field is
developing at a constantly increasing pace. In a research article revealing a new or
enhanced machine learning algorithm, a new library for one of the most well-liked
programming languages (Python/R/Julia), etc., there is pretty much some new
development every day. Many of the advancements in the past were not covered by
mainstream media. But even that is transforming quickly. Recent instances include
AlphaGo defeating the 18-time Go world champion, utilising Deep Learning to create
convincing human faces that never existed, or the proliferation of Deep Fakes, which
are pictures or movies that show individuals in circumstances that never actually
occurred. Keeping this view in mind, the researchers try to analyse application of
artificial intelligence in finance and also tries to analyse the opportunities and

challenges of artificial intelligence in finance.

Keywords: Artificial Intelligence, Finance, Opportunities, Challenges, Applications

INTRODUCTION

The financial sector is extensively regulated (and for good reason), and the institution is
required to thoroughly comprehend many of the decisions made by algorithms. Imagine
submitting a loan application and having it rejected due to a low credit score. Such a
person might then submit a claim and ask for a thorough justification of all the
circumstances surrounding the judgement. Model explainability therefore has a critical
impact on the financial sector. Despite the fact that using the most advanced neural
network architecture might be alluring and offer a few extra accuracy percentage points
(or other performance metric used for evaluation), it is frequently not the best tool for

the job and a simpler model (like logistic regression or a decision tree) is chosen in its
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place. This is so that the analyst can always explain the elements that influenced the

choice when using such models.

Researchers are working on model-agnostic techniques that allow explaining the
decisions of both relatively basic and extremely complicated models as the area of
explainable Al is expanding quickly. These methods include LIME (Local Interpretable
Model-agnostic Explanations) and SHAP, a game theory-based method. (SHapley

Additive exPlanations).

APPLICATIONS AND OPPORTUNITIES OF AI IN FINANCE
We begin by outlining some of the major fields of the financial sector where artificial
intelligence is having the most influence and adding the most value above conventional

methods.

CREDIT SCORING

Credit scoring is one of the key uses of machine learning in the finance sector. Lending
money is a business that many financial institutions, including big banks and smaller
fintech firms, are engaged in. And in order to achieve it, they must appropriately
evaluate the creditworthiness of a certain person or business. Traditionally, analysts
would conduct interviews with individuals to obtain the necessary information before
making such choices. However, compared to earlier scoring systems, artificial
intelligence enables a quicker and more precise evaluation of a potential borrower using
more sophisticated techniques. Advanced classification algorithms are then used to
arrive at the final score, which determines whether the applicant will be granted the
loan. These explanatory variables include demographic information, income, savings,

past credit history, transaction history at the same institution, and many more.

The ability for generating impartial judgements is another benefit of Al-based scoring
systems; there is no human aspect, such as the mood of the bank employee on a specific
day or other things impacting the decision. Additionally, it could help those without a
long credit history by enabling them to demonstrate their dependability and capacity to

repay the loan in any case.
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FRAUD PREVENTION

Fraud prevention is a vital area where machine learning may have a significant
influence. Any fraudulent behavior, including credit card fraud, money laundering, etc.,
is referred to as fraud. Due to the rise in e-commerce's popularity, a growth in the
volume of online transactions, and third-party integrations, the former has been

expanding tremendously in recent years.

A Nielson analysis provides some insight into the possible scope of the damage; in
2019, card-based payment systems globally suffered gross fraud losses of $28.65

billion, or 6.8 cents for every $100 of total volume.

In the past, organisations employed sets of hardcoded rules created by domain
specialists to combat fraud. The risk comes from fraudsters learning the rules and then
being able to abuse the system, though. Al-based solutions, on the other hand, may
change over time and adjust to new patterns discovered in the data, so that is not the

case.

Many machine learning algorithms are adept at detecting fraudulent transactions and
specialise in anomaly identification. A warning can be sent by such an algorithm by
filtering through tens of thousands of transaction-related information (such as the

client's location, historical behavior, spending habits).

Although many conventional machine learning methods, like logistic regression,
support vector machines, and decision trees, may currently deliver acceptable
performance, the market is continually seeking advancements. That is made feasible by
more sophisticated algorithms that are better suited for handling enormous amounts of
data. (both the number of observations and potential features). Given its capacity to
handle with unstructured data and recognise patterns without a lot of feature
engineering, Deep Neural Networks, in addition to Kaggle competition winners like

XGBoost or LightGBM, excel in fraud detection.

ALGORITHMIC TRADING
The adage "time is money" is perhaps never more true than in trading, as quicker

research leads to quicker pattern recognition, which results in better trades and
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judgements. It is already too late to take action, and the opportunity has passed by the

time a pattern is recognised and the market reacts.

That is why so much time and money are spent on algorithmic trading, which involves
sophisticated computers that make quick choices and carry out transactions on their own
based on recognised patterns. Given that they are not affected by emotions, such
algorithms are capable of outperforming human traders by a wide margin. According to
research by Mordor Intelligence, between 60 and 73% of all US equities trades were

handled by Al-supported systems in 2020.

Modern advances in machine learning and deep learning are combined in algorithmic
trading systems from a variety of disciplines. While some of these systems may
concentrate on making (quite good) predictions about asset returns, other elements may

take a more conventional approach based on econometrics and asset allocation theory.

Utilizing alternate data sources to outperform rivals is a strategy that is getting a lot of
momentum right now. The current approaches in Natural Language Processing (NLP)
enable for effective sentiment detection from sources such as news articles, Twitter,
Reddit, etc. The advancements in object recognition can aid in the analysis of satellite

photos.

Individual data science practitioners who strive to create their own trading systems,
either on their local PCs or in the cloud, are becoming more and more interested in
algorithmic trading. More and more individuals are prepared to give it a try as a result
of recent modifications in how simple it is to start trading and the expanding availability

of various brokers' APIs.

Data scientists may also take part in Numerai, a Kaggle-like data science competition
where the objective is to forecast stock market returns using the supplied (anonymized)
data and perhaps other, alternative data. The business might be characterised as an Al-
driven hedge fund that compiles the forecasts made by the participants and gives them
the opportunity to get a portion of the earnings in Numeraire, the fund's own

cryptocurrency
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ROBO-ADVISORY

More individuals are becoming interested in passive investing as a result of how
inflation is impacting our savings and the fact that it is no longer beneficial to retain the
money in a savings account. And this is precisely the situation where robo-advisors are
useful. They are wealth management services where Al compiles portfolio suggestions
based on the unique goals (short- and long-term), risk preferences, and disposable
income of the investors. Everything is taken care of for the investor; they just need to
choose the assets to invest in, buy them, and then maybe rebalance the portfolio after
some time. The investor merely needs to deposit the money each month (or automate
the transfer). All of those in order to ensure that the customer is on the best possible

path to achieve their desired goals.

The main advantages of such systems are that they are very easy to use for the
customers and do not require any financial knowledge. Naturally, the cost also plays an
important role — robo-advisors tend to be cheaper than the services of human asset

managers.

PERSONALIZED BANKING EXPERIENCE

The banking industry is attempting to use Al to give each customer a customised
banking experience. Chatbots, which are become harder to distinguish from real human
advisers, might serve as an example. They can comprehend the customer's purpose and
try to steer them in the appropriate route using cutting-edge NLP approaches. They
might assist users with changing their passwords, checking their balance, scheduling
transactions, etc. Additionally, these chatbots frequently have the ability to detect the
customer's emotions and modify their response accordingly. In order to try to address
the issue as quickly as possible and prevent additional aggravation, it would make sense
to connect the customer to a human adviser if they see that they are really furious. The
ever-increasing competencies of smart chatbots also allow for cost-saving by reducing

the workload of call centers.

But there are other personalised financial experiences besides chatbots. Numerous
organisations use the enormous amounts of data they possess to analyse the spending

habits of the public and offer specialised financial counsel that can aid in the

Prof. S. C. Sharma and Prof. Umesh Kalra 15



Global Economy in Changing Times ISBN: 978-93-93810-61-8

achievement of their objectives. These services may include suggestions for lowering
monthly spending or even helping the client see those expenses in a clear,
understandable manner, such as the three areas where you spent the most money this
month. The institutions may also inform you if there are recurrent transfers scheduled
for your account but insufficient funds are now available. All of those services are only

the top of what modern financial institutions can offer their clients.

PROCESS AUTOMATION
Finally, Al has a lot to offer in terms of automation. The efficiency of repetitive, time-
consuming operations that were previously managed by staff can be greatly improved

by using sophisticated optical character recognition (OCR).

For the KYC (Know Your Customer) procedure, many financial institutions either
utilise specialised software or develop in-house solutions. To prevent fraud, it is
common in the financial industry to demand some sort of ID. The procedure is made
incredibly simple by many neo-brokers and fintech firms; all you have to do is use your
phone to scan your ID, followed by a selfie to confirm that it matches the ID. In the
background, an Al-based solution verifies if there is a match, but at the same time
checks if the ID is not fake and if there is nothing alarming with the picture. Working
with images is where Deep Learning and architectures such as Convolutional Neural

Networks (CNNs) show very promising results.

CHALLENGES OF AI IN FINANCE
Having described the key areas in which artificial intelligence makes an impact within
the financial domain, it only makes sense to also discuss the potential challenges

connected to it.

DATA QUALITY

In the world of data science, there is a saying that goes, "Garbage in, garbage out." Even
while it applies to all data-related activity, the financial sector places a premium on it.
Even just a few incorrect observations or one day's worth of distorted data can have
devastating effects on the entire system, resulting in unsuccessful trades and financial

loss.
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Because of this, it is vital to have clean, vetted, and well-maintained data sources that
are used as inputs for machine learning models in such crucial sectors of the financial
world. And if anything, undesired happens with the data or something out of place is
introduced, there must be a way to quickly track it down within the entire pipeline,
identify the issue and fix it. Some companies base their business on that concept and

provide git-like version control for data.

BIASED DATA

The clients of financial organisations may be significantly impacted by the judgements
made by Al One's life can be drastically altered by one loan application that is denied.
Because of this, extra care must be taken to eliminate any sources of bias from the data.
Cathy O’Neil’s Weapons of Math Destruction (disclaimer: referral link) elaborates on a

few examples of bias in data and what are its tangible consequences.

DIMENSIONALITY REDUCTION
As a single transaction might involve hundreds of data points, financial firms are sitting
on data troves. This is also the reason why the sector has a very low signal-to-noise

ratio, which makes the work of data scientists both tough and fascinating.

However, when the number of characteristics skyrockets, many machine learning
approaches start to struggle. In that case, the analysts must either carry out some type of
feature selection (either based on subject-matter expertise or automatically) or attempt
to minimise the data's dimensionality. For the latter, they can use well-established
techniques like Principal Components Analysis (PCA), Linear Discriminant Analysis
(LDA) or more modern ones like t-distributed Stochastic Neighbor Embedding (t-SNE)
or Uniform Manifold Approximation and Projection (UMAP).

BLACK BOX

Data scientists are very keen to adopt the newest and best state-of-the-art approaches in
many sectors since they run a tonne of intricate computations in the background and
produce really precise forecasts. There is more to it in finance, even if it might

sometimes be a logical thing to do.
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CONCLUSION

For businesses and their clients in the banking industry, artificial intelligence may

provide a lot of value. We also discussed a few of the major obstacles that must be

overcome when putting such ideas into practice. The lists are by no means complete

because the financial and Al environments both continually alter and adjust to the

advancements achieved every day. We are on the verge of an Al-based revolution that

will have an impact on both enterprises and people, that much is certain.
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FEDREAL RATES HIKES AND IMPACT ON INDIAN ECONOMY

Dr. Sheetal Jigar Mody
Ph.D., M.Phil., MBA., M.Com., M.A. (Economics)

A Federal Reserve Bank is a regional bank of the Federal Reserve System, the central
banking system of the United States. In all there are twelve for each, Federal Reserve
Districts that were created by the Federal Reserve Act of 1913. These twelve banks are
mutually accountable for implementing the monetary policy set forth by the Federal

Open Market Committee.

The Federal Open Market Committee (FOMC) is resolutely committed to
accomplishing its statutory mandate from the Congress of promoting maximum
employment, stable prices, and moderate long-term interest rates. The Committee
pursues to enlighten its monetary policy decisions to the public as clearly as possible.
Such lucidity enables well-informed Decision making by households and businesses,
reduces economic and financial uncertainty, increases the effectiveness of monetary
policy, and enhances transparency and accountability, which are essential in a

democratic society.

Inflation, employment, and long-term interest rates waver over time in response to
economic and financial turbulences. Furthermore, monetary policy actions tend to
impact economic activity and prices with an interval. Consequently, the Committee’s
policy decisions imitate its longer-run goals, its medium-term outlook, and its
valuations of the balance of risks, comprising risks to the financial system that could

obstruct the fulfilment of the Committee’s goals.

The word monetary policy states to the actions that the Federal Reserve assumes to
influence the amount of money and credit in the U.S. economy. Changes to the amount
of money and credit affect interest rates (the cost of credit) and the performance of the
U.S. economy. To state this concept simply, if the cost of credit is reduced, more people

and firms will borrow money and the economy will heat up.

Most recently, the United States Federal Reserve, often called the Fed, and other central

banks started raising interest rates in response to soaring domestic inflation. In the US,
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low interest rates and increased government spending in response to the pandemic
resulted in a sharp demand recovery and a tightening labor market last year,
compounding the inflationary effects of supply chain disruptions. Russia’s invasion of

Ukraine further increased inflation by raising energy and food prices.

The Fed hiked interest rates in July 2022 for the fourth consecutive time. This is its
most aggressive hiking cycle since 1981, which has already pushed borrowing costs to
the highest level since 2019. Inflation eased slightly in July but the decline seems not
compelling enough for the Fed to loosen its reins. Indeed, Chairman Jerome Powell has
since pushed back against the idea that the Fed may soon pivot toward a less aggressive
policy. As such, the federal funds rate is expected to continue rising, especially with
recently released core inflation numbers. Similarly, the European Central Bank also

raised interest rates in July and September.

RISING FED RATES MEANS TO ASIAN ECONOMY

Rising interest rates shrink global liquidity, which may slow Asia’s recovery in several
ways. For businesses, a tighter credit environment results in higher borrowing costs,
reducing their profitability and investment incentives. As borrowing costs rise,
households are also less inclined to spend, especially on durable goods and houses.
Softening demand and weaker global growth pose challenges for Asian manufacturing

and exports.

Monetary tightening in the US has led to investors pulling their money out of Asian
economies, triggering currency depreciation in most of the economies. Sharp currency
depreciation generally increases inflationary pressures through higher import prices of
food and energy, worsens the current account balance, and may thus result in countries
having difficulty with paying for their essential imports or servicing external debts.
Policymakers in the region must remain cautious and vigilant, particularly where high,
or fast-increasing debt burdens are amplifying economic and financial vulnerabilities.
Economies with higher dependency on external creditors in dollar-denominated debt are

already experiencing rising servicing costs and cash shortfalls.

Developing countries in Asia will not be immune to spillovers from monetary

tightening in the US and other major economies, but the region is well-placed to
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weather the consequences. Over the past few decades, and especially since the Asian
Financial Crisis, most regional economies have adopted prudent macroeconomic
policies, including flexible exchange rates to deal with external shocks, active monetary
policy to contain inflation, and measured fiscal policy to keep public debts within
reasonable and sustainable levels. These measures, along with continuing efforts to

strengthen the social security system, will be critical in the months and years ahead.

Asian currencies have depreciated against the USD. The Japanese yen’s weakness (-
20% vs USD year-to-date) is brought by the Bank of Japan’s insistence that demand-led
inflation is not well anchored and hence it needs to maintain its ultra-loose monetary
policy. This contrasts sharply with other developed market central banks which are
aggressively tightening. While it has intervened in the currency market on September 22
to curb JPY’s fall, this likely helps to slow down the depreciation instead of marking a

reversal in the currency’s downward trend.

The Chinese yuan weakened past 7 yuan to one USD (-8% vs USD year-to-date) for the
first time since July 2020. This reflects the broad USD strength since the CNY’s
exchange rate against a basket of currencies remains largely stable. We have also seen
the Chinese authorities introducing measures, such as cutting foreign exchange (FX)
reserve ratio and increase risk reserve ratio for FX forward trading, to stabilize its

currency.

For the rest of Asia, the weakness of the Taiwan dollar (-11%) and Korean won (-13%)
mirrors the weakness of their equity markets and the upcoming challenge of softer
exports demand. Indonesia (-4%) and India (-6%) have been surprisingly resilient.
Indonesia (and other commodity exporters) benefitted from high commodity prices
boosting their current account surplus, as well as keeping local prices stable with
domestic supply of food and/or energy. For India, improved current account balance and
proactive central bank in raising interest rates to address in inflation have supported its
currency. It should also be noted that most Asian economies still maintain a positive
real rate differential vs. the USD. That should continue to provide some level of support

to their currencies.
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Exhibit 1: Currency deviation from 10-year average in real effective exchange

rate* terms
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THE TRIPLE THREAT OF POLICY

To contain the economic fallout of the COVID-19 pandemic, the Federal Reserve (Fed)
took a broad array of actions, including expansionary policy (slashing policy rates to
near zero) and ‘quantitative easing’ (large-scale buying of bonds and securities). The
Fed has been purchasing $120 billion ($80 billion of treasury securities and $40 billion
of mortgage-backed securities) every month since March 18, 2020, to support the US

economy.

The Fed’s triple threat of policy tightening — tapering asset purchases, raising the target
range for the federal funds rate and shrinking its balance sheet — poses downside risks to
a large number of emerging markets and developing economies (EMDE) and low-

income countries (LIC).

The tapering of the Fed’s asset-purchase program is the first significant step toward
normalising its ultra-loose monetary policy. After completing the tapering process, the
Fed would initiate policy rate hikes. After that, the Fed would begin reducing the size of

its balance sheet, a process known as quantitative tightening (QT).

The tapering process began in December 2021, with monthly asset purchases reduced

from $120 billion to $105 billion. Surprisingly, within two weeks, the Fed decided to
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double the pace of tapering in response to rising inflation and a stronger economic
recovery. On December 15, Fed Chairman Jeremy Powell announced that the Fed
would reduce monthly asset purchases by $30 billion. As a result, the Fed’s net new
bond purchases will be completely phased out in March 2022, three months ahead of the

previous schedule.

IMPACT OF FED RATE HIKE ON INDIAN ECONOMY

After a rate hike by the US Fed, the difference between interest rates in US and India
shrinks which affects the currency trade negatively. This starts a chain reaction, US rate
hike leads to increase in interest rates in India. So when the US Fed increases rates, RBI
also has to increase interest rates here in India so that the outflows of funds from the
FlIs (Foreign Institutional Investors) can be curtailed to save guard the rupee. Simply

put, the hike will widen the gap in interest rates between the two countries.

Therefore, the foreign investors will be tempted to withdraw from the Indian market and
invest in the US assets, as the Dollar and the US Treasury yield become more attractive

in the US and the Indian market begins to see capital outflow.

This makes the rupee weaker and it prompts RBI for a rate hike in India. If the rupee
falls significantly, the RBI may be forced to sell some dollars to help shore up the

domestic currency. This depletes domestic Forex reserve.

We have seen the banking industry getting benefited by the interest rates rise, as banks
re-price their loan portfolio much quicker than their deposit rates, which helps them in
increasing their net interest margin. On the other side, higher interest rates are negative
for real estate sector as the EMIs of the prospective buyer increases, which will dampen

demand.

Not all US Fed rate hikes are going to impact India directly, but in the present fragile

banking system it is important to keep tabs on the monetary policy changes.

CONCLUSION
The Fed has immense power and stimulus on financial markets than any judicial entity.

Its monetary decisions are intensely observed and often lead the way for other countries.
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BANKING 4.0: CONFRONTING CHALLENGES FOR SUSTENANCE
(A CASE STUDY OF M& A OF BANKING IN INDIA)

Ajay Kumar Varshney
Associate Professor, GNIOT Institute of Management Studies, Gr. Noida (NCR)

ABSTRACT

Mergers and Acquisitions is the only way for gaining competitive advantage
domestically and internationally and as such the whole range of industries are looking
to strategic acquisitions within India and abroad. In order to attain the economies of
scale and also to combat the unhealthy competition within the sector besides emerging
as a competitive force to reckon with in the International economy. Consolidation of
Indian banking sector through mergers and acquisitions on commercial considerations
and business strategies — is the essential pre-requisite. Today, the banking industry is
counted among the rapidly growing industries in India. It has transformed itself from a
sluggish business entity to a dynamic industry. The growth rate in this sector is
remarkable and therefore, it has become the most preferred banking destinations for
international investors. In the last two decade, there have been paradigm shift in Indian
banking industries. The Indian banking sector is growing at an astonishing pace. A
relatively new dimension in the Indian banking industry is accelerated through mergers
and acquisitions. It may enable banks to achieve world class status and throw greater

value to the stakeholders.

Keywords: Merger, Acquisition, Market Size, Banking Growth, Net worth, Capital

infusion.
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BANKING SECTOR IN INDIA

* |ncrease in working population and growing disposable income will raise the demand of

bankingand related services. Rural banking isalso expected to increase in the future.

|““°Yaﬁ°" * Mobile banking, internet banking and various extensions of facilities at the ATM
in

A stations willimprove the operational efficiency.
Services - . .

ADVANTAGE
INDIA
' Business
/Fundamentals * Healthy business fundamentals can be reflected through high interest margins.

* The industry has heathy regulatory oversight along with credible monetary policy by the
Reserve Bank of India (RBI).

(Source: Internet)

INTRODUCTION
The Reserve Bank of India stated that India's banking system is well-capitalized and is
well-regulated. The country's financial conditions are far better than those of other

nations.

The Indian banking industry has been witnessing the emergence of various new banking
models such as payment methods and small finance banks. These new features are

expected to help the industry in restructuring.

India has the most robust digital payments system in the world. The country is also the
only country that has been able to maintain its place at the fifth spot in the Faster

Payments Innovation index.

OBJECTIVES / HYPOTHESIS OF THE STUDY

The primary objectives or research questions of the paper are:

1. To find out the impact of bank mergers on the valuation.

2. To understand the market size of Indian banking sector.

3. To study the capital infusion of the banks in the pre and post stages of M&A.

4. To understand the rank and net worth of recent merger of Indian banks .
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NEED FOR THIS STUDY

From the early 1990s, the structure of the Indian banking sector has meaningfully
changed due to the deregulation and liberalization, coupled with divestment of public
sector banks, admission of foreign banks and merger of many banks in India and
globally. In the post reform period, close to 25 bank mergers took place in India. These
mergers have a significant implication on the performance and profitability in the

banking system.

Therefore, from the view point of both managerial and policy interests, it is very
important to know the impact of these merges on the efficiency levels of banks and their
temporal conduct so as to understand how the banking industry has been reacting to
these emerging challenges and which banks are performing better than others in this

period of transition.

RESEARCH METHODOLOGY

Secondary Data: E-Journals, Manuals, articles and online resources.

Market Size
The Indian banking system is composed of various public and private banks, as well as

various regional rural banks, urban cooperative banks, and rural cooperative banks.

In the financial year ended March 2018, total advances and total deposits grew at a
robust rate of 10.94 per cent and 11.66 per cent, respectively.Six public sector banks,
including Union Bank, Axis Bank, and Bank of India, were merged on April 1, 2020, in
a bid to create a larger pool of banks globally.

A merger is an arrangement where two companies combine into a single entity.A
merger is a process of two companies coming together under one ownership. It usually

occurs when a bank loses its charter.

During the 1960s, the Indian banking industry became an efficient tool for the country's
development. At the same time, it emerged as a large employer.In 1969 the Prime
Minister Indira Gandhi initiated the process of nationalization of banks. Since then a

number of mergers have taken place.
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The government of India (Gol) has announced for merging of banks in 2019, in-order to
revive them from the 6 year low economy due to sudden slowed economic growth. The
current finance minister Smt. Nirmala Sitharaman announced for merger of 10 public
sector banks into 4. After the mergers the country will have only 12 public sector
banks. The anchor banks for this merger are the Punjab National Bank, Canara Bank,
Union Bank of India and the Indian Bank. Prior to this announcement, in April 2019,

Vijaya Bank and Dena Bank (amalgamating banks) were merged into Bank of Baroda

The Banks’ merger dated April 1, 2020 has resulted in the creation of seven large PSBs
with scale and national reach, with each amalgamated entity having business of over Rs
8 lakh crore and it has helped to create banks with scale comparable to global banks and

capable of competing effectively in India and globally.

As per the mega consolidation plan, Oriental Bank of Commerce and United Bank of
India have merged into Punjab National Bank (PNB); Syndicate Bank into Canara
Bank; Andhra Bank and Corporation Bank into Union Bank of India; and Allahabad
Bank into Indian Bank.

The exercise assumes significance as it has taken place at a time when the entire country
is under the grip of COVID-19 outbreak. It has triggered 21-day lockdown to contain
the spread of the deadly virus. Experts are of the opinion that merger at this point of
time may not be remain a very smooth and seamless transition. However, heads of the
anchor banks have exuded confidence and do not find any problem as the process has

gone as per the plan with certain modification in implementation.

In addition, consolidation would also provide impetus to merged entities by increasing
their ability to support larger ticket-size lending and have competitive operations by

virtue of greater financial capacity.

Last year, Dena Bank and Vijaya Bank were merged with Bank of Baroda. Prior to this,
the government had merged five associate banks of SBI and Bharatiya Mahila Bank
with the public sector bank. These were State Bank of Patiala, State Bank of Bikaner
and Jaipur, State Bank of Mysore, State Bank of Travancore and State Bank of
Hyderabad effective April 2017.
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Amalgamation, as a branch of study, belongs to the group called M&A, which has
separate mathematics, economics, laws and its experts. Acquisition of a minority

or a majority stake or an entire entity is driven by different considerations.

The recently concluded ones were more a reform and restructure to align the larger
financial system to global experiences. The main owner of these Banks, that is the
Government of India, based on larger intellectual consultations, designed and
rolled out unification of entities, with a set of objectives. A few Banks were left
out to pursue the regional character and to test the waters as smaller entities. The

success of this ‘bimodal’ model will be research material for the future.

Looking at the last two decades of banking M&A in India, there are strong pointers
to M&A activities in banking being anchored in rescue and rehabilitation. If we go
slightly back in history from the BOB, Dena, Vijaya; and SBI associates mergers,
HDFC Bank acquired Times Bank and Centurion Bank of Punjab (which had a
triple amalgamation history of Bank of Rajasthan being taken over by Centurion
Bank which later took over Lord Krishna Bank). In these cases, inorganic
expansion of branch network, in addition to the financial status of the acquired

entity were the ground trigger conditions.

Acquisitions of Bank of Madura, Bank of Rajasthan and Sangli Bank by ICICI
Bank again were for similar considerations. Kotak Mahindra Bank acquiring ING
Vyasa Bank in 2014, had a hint of economic M&A considerations, but the
inorganic expansion combined with attractive value of the target due to financial

consideration remained the main reason.

As compared to this, acquisition of GTB by OBC and Bharat Overseas Bank by
IOB and the recent change in management of Yes Bank were all rescue acts. The
change in management at RBL where a group of entrepreneurs came in to have
management stake is an outlier of value creation through entrepreneurial
intervention. So, what are common denominator and framework to examine the
recent group of banking amalgamations along with whatever historical data that is

available?
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Nobel laureates Miller and Modigliani in 1961 propounded ‘Value creation’ as the

core of all M&A activities. Value has very wider connotations.

What are the stated objectives of the current PSU amalgamations aimed at reform
and restructure of the economy and the sector? Creating Banks of global scale and
capital, a synergistic working rather than unnecessary competition in similar areas,
Enhancement of capabilities of HR through lateral recruitment and better training,
creating project funding and corporate credit skills beyond SBI, Rapid and at scale
investment and implementation of Digitalization for customer service, better
ability to innovate products and processes and globally benchmarked risk
management and compliance practices are some of the goals that these

amalgamations aim to achieve.

If we examine the above from the framework of value creation, there are many
convergences. Value creation is based on growth, risk management, rapid
realignment of the business portfolios, properly leveraged capital structure,
performance and cost management, transparency etc. Value gains in M&A are
based on synergies, which are cost and revenue synergies, Cost and timing of the
implementation and the processes to align and eliminate the divergences between

intrinsic value and market value.

So, the integration committees formed in anchor and merging banks to align HR,
financial, compliance, IT and other areas, will probably, in time or with some
delay, complete the process. However, the aim is to get to the real value drivers as
stated above. How soon, we could get to a level where number of project appraisal
of large projects by different banks get aligned to their market share rather than 2
or 3 banks doing 95% of project appraisal.

Similarly, what is the time frame in which lateral movement of risk management
and credit specialists shall be possible? Should the book value to market value
ratios improve by 30 percent in the next two years in amalgamated Banks? What is
the current aim to invest in digital, quantitatively and qualitatively? Should we
have a separate ROI and valuation of the digital vertical pre and post

amalgamation, so that we go beyond simplistic arithmetical sums? Tough
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questions, never answered in the past, but the whole aim is to get better! Unless
managements and consultants create these matrices, the combined entities shall be

bigger ones for sure, but objectives may remain unattained.

As the disappointment over the underwhelming 5% GDP growth last quarter grows, the
second merger of public sector banks in recent times is, according to Mint, “the widest

rearrangement of the banking sector since the nationalization of 14 banks in July 1969.”

According to Business Today, these new entities will control “two-thirds of India's
banking in terms of advances and deposits are meant to create a stepping stone to India's

$5 trillion GDP target.”

India will have 6 large public sector banks with Rs 10 lakh crore-plus balance sheets,

two national banks and four regional banks.

Indian Overseas Bank, UCO Bank, Punjab and Sind Bank, and Bank of Maharashtra -
these banks have a strong regional focus and will continue to operate as separate
entities. Bank of India and Central Bank of India will also continue to operate separately
as before. For PSBs as a whole, there will be 12 public sector banks in place of 27
public sector banks in 2017. Those 12 will include State Bank of India and Bank of

Baroda. Sitharaman said such consolidation of public sector banks will give them scale.

She also claimed gross NPA level has come down heavily and that the centre is
monitoring large loans to avert frauds. She also claimed that the sanctioning and
monitoring of loans have been separated, and special agencies have been formed to

monitor loans above Rs 250 crore to avoid a Nirav Modi-like situation.

This is not the first consolidation of public sector banks - in 2018, the centre approved
the merger of Vijaya Bank and Dena Bank with Bank of Baroda that become effective
from the start of the current fiscal. That merger created a new, improved Bank of
Baroda that is the third-largest bank by loans in the country. The government claimed
no retrenchment, or layoffs, had taken place after the merger of Bank of Baroda, Dena
Bank and Vijaya Bank, and that “the staff has been redeployed and best practices in

each bank have been replicated in others.”
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In 2017, State Bank of India absorbed five of its associates - State Bank of Patiala,

State Bank of Bikaner and Jaipur, State Bank of Mysore, State Bank of Travancore and
State Bank of Hyderabad- and the Bharatiya Mahila Bank.

PROJECTIONS
The government has listed three broad gains from the consolidation. They called

it 'Unlocking potential through consolidation'. Let’s examine them briefly:

The first benefit is enhanced capacity to increase credit. The consolidated entities will
have a higher capacity to lend, but also need capacity building, especially in project
appraisal, risk management and monitoring. A bank like SBI, with its huge balance

sheet, has also found itself in trouble with similar asset quality issues as other PSBs.

The second gain the government claimed is strong national presence and global reach.
But these PSBs already control two-thirds of all banking in India. As far as global reach
goes, Indian banks have a lot to catch up. Competition from private banking institutions
is eating into the share of PSBs, thanks to better digitization, faster processing of loans,

and much better customer service.

The third potential gain is the operational efficiency gains that reduce the cost of
lending. This is one area where the entire operating model has to change. PSBs still
operate in an old fashioned manner. Banking has changed significantly in the last
decade, with product-focused banks. We now have retail banks, small finance banks,
payments banks and more. Meanwhile, PSBs seem to be caught in the relatively
outmoded loop of corporate banking while private banks are exiting the space due to

asset-liability management issues.

Meanwhile, Rajkiran Rai, MD and CEO of Union Bank of India, said it was more of
learning from Bank of Baroda’s experience of merging with Vijaya Bank and Dena

Bank.

State Bank of India Chairman Rajnish Kumar said the biggest advantage is that bigger
banks have greater ability to absorb shocks, reap economies of scale as well as the

enhanced capacity to raise resources without depending on the exchequer.
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That is, of course, no guarantee of success. SBI itself is an example. As Business Today
pointed out, India’s largest bank does not figure in the top quartile in terms of
performance. An analysis in BT explained the situation like this: “Product
differentiation is completely missing and it seems the technology platform was one of
the major drivers for deciding the banking mix of banks. Do we need more clones of
each other? Experts suggest there should be a differentiation in terms of product
category, say SME or emerging corporate-focused banks or purely retail banks or large
corporate banks. Currently, there are specialised banks in the market. For instance,
HDFC Bank, Kotak Bank, etc. are emerging as retail banks. There are Bandhan Bank
and a host of small finance banks that are focused on catering to unbanked and
underserved segments of microloans. In a slowing economy where the asset quality
deterioration of PSBs has still not receded, the merger move could be

counterproductive.*

That analysis also explained that the central government, the owner of the PSBs, is
trying to improve the governance of these banks. We have witnessed in the past how
ineffectively these organizations were run. There were news reports on lending

decisions being made not on merit but based on other considerations.

According to Moody's, the govt’s measures also give rise to some execution challenges
and do not yet reflect the potential positive impact on the banks' ratings. It is worth
noting that public sector bank shares have been on a selling spree following the

government announcement to merge banks.

FINDINGS AND SUGGESTIONS

The examine disregards the impact of feasible versions in the accounting techniques
adopted by using distinctive organizations. The factors which effect the M&A
performance won't be same for all groups. The rate of acquisition for mergers isn't

always taken into consideration within the methodology.

the frenzy need to be on refining hazard control talents, company governance and
strategic enterprise planning. In quick run, effort alternatives like outsourcing, strategic

alliances, and so on, can be considered.
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Banks want to take gain of this speedy altering surroundings, in which product existence
cycles are brief. The government have to now not opt for M&As as a means of bailing
out of weaker banks. the bigger banks should no longer be merged with weaker banks,
as it will have adverse effect upon the asset first-class of the more potent banks. The
strong banks have to be merged with stronger banks to compete with foreign banks and

to go into in the global economic marketplace.

CONCLUSION

The banking industry has been experiencing most important Mergers and Acquisitions
within the current years, with a number of international gamers emerging through
successive Mergers and Acquisitions in the banking area. The cutting-edge study
indicates that the pre- and put up- Mergers and Acquisitions of decided on banks in
India don't have any extra modifications in profitability ratio; a few banks are quality at

some stage in the have a look at period.

But in destiny, there are strong projections of enhancements in profitability, however,
effects specify that mergers led to better level of price efficiencies for the merging
banks. Merger among distraught and robust banks did now not produce any extensive
performance gains to taking part banks. However, the forced merger amongst those
banks prospered in shielding the hobby of depositors of frail banks but stakeholders of

those banks have not revealed any profits from mergers.

The findings additionally establish that M&As effect at the shareholder price. The
findings assert that the structural factors along with relative sizes of merging partners,
method of financing M&As and the wide variety of bidders in M&As have the ability to

steer the realization of a M&As achievement.

The findings imply the importance of thinking about the size of a capability goal, the
method to be used in investment M&As. The findings note that the structural elements
appearing autonomously have the capacity to influence the shareholder value. This
infers that the management of banks and different groups proceeding to undertake
M&As ought to are seeking to assess and recall how these structural factors are

probable to effect on the fulfillment of the meant M&As.
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The Indian economic machine requires very large banks to absorb numerous dangers

which have seemed from operating in neighborhood and international market. The top

aspects for destiny mergers in Indian banking industry covered the demanding situations

of free convertibility and requirement of massive investment banks. Therefore, the

government and coverage makers need to be more considerate in endorsing merger as a

way to benefit economies of scale and scope.

Table:1
S.No. Anchor bank Amalgamating banks Net worth

1 Punjab National 1.Oriental Bank of Rs 17.94 lakh

Bank Commerce crore
2.United Bank of India

2 Canara Bank Syndicate Bank Rs 15.20 lakh
crore

3 Union Bank of 1.Andhra Bank Rs 14.59 lakh
India 2.Corporation Bank crore

4 Indian Bank Allahabad Bank Rs 8.08 lakh crore

5 Bank of Baroda 1.Vijaya Bank Rs 16.13 lakh

2.Dena Bank crore

(Source: Internet)

Table:2- Rank of banks after the above amalgamation:

Rank

Bank

1

State Bank of India

Punjab National Bank

Bank of Baroda

Canara Bank

Union Bank of India

Bank of India

Indian Bank

2
3
4
5
6
7
8

Central Bank of India
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9 Indian Overseas Bank
10 UCO bank

11 Bank of Maharashtra
12 Punjab and Sind Bank

Table:3- The independent PSU banks in 2019: In 2019, there are 6 Public Sector Unit
(PSU) banks that remain independent without any merger with other banks. They are

S. No Bank

1 Indian Overseas Bank (I0B)

UCO bank

Bank of Maharashtra

Bank of India

2
3
4 Punjab and Sind Bank
5
6

Central Bank of India

Table:4: Capital infusion in PSU 2019: Finance Minister Sitharaman announced capital

infusion in the Public Sector Banks(PSB) with Rs 55,250 Crore of capital in 2019.

Bank Capital Infusion
Punjab National Bank Rs 16,000 crore
Union Bank of India Rs 11,700 crore
Bank of Baroda Rs 7,000 crore
Canara bank Rs 6,500 crore
Indian Overseas Bank Rs 3,800 crore
Central Bank of India Rs 3,300 crore
Indian Bank Rs 2,500 crore
UCO Bank Rs 2,100 crore
United Bank of India Rs 1,600 crore
Punjab and Sind Bank Rs 750 crore

(Source: Internet)
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Table- 5: Earlier Initiatives: 2018:

Amalgamated
Anchor bank New Name Business Size
bank
Rs 1.03 lakh
IDFC Capital First IDFC First Bank
crore.
IDFC first bank: The non-banking financial company (NBFC) Capital First
completely merged with IDFC bank on 18th December 2018 to form the IDFC First
Bank. The announcement for the merger was made on 13th January 2018. The IDFC
First bank has a loan asset book of Rs 1.03 lakh crore. From 2010 to 2017
Name of the Banks Year of Merging
Name of the Banks got Merged
Acquired happened
State Bank of India BharatiyaMahila Bank (BMB) 2017
State Bank of India State Bank of Travancore (SBT) 2017
State Bank of India State Bank of Bikaner and Jaipur 2017
State Bank of India State Bank of Hyderabad (SBH) 2017
State Bank of India State Bank of Mysore (SBM) 2017
State Bank of India State Bank of Patiala (SBP) 2017
Kotak Mahindra Bank ING Vyasa Bank 2014
ICICI Bank Bank of Rajasthan Ltd. 2010
From 2000 to 2009
Name of the Banks got || Year of Merging
Name of the Banks Acquired
Merged happened
HDFC Bank Centurion Bank of Punjab 2008
ICICI Bank Ltd Sangli Bank 2007
Indian Overseas Bank Bharat Overseas Bank 2007
Centurion Bank of Punjab Lord Krishna Bank 2006
Federal Bank Ganesh Bank of Kurandwad 2006
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Nainital Bank Bank of Baroda 2006
IDBI Ltd United Western Bank 2006
IDBI Ltd IDBI Bank 2005
Bank of Punjab(POB) Centurion Bank 2005
Bank of Baroda South Gujarat Local Area 004
Bank
Oriental Bank of Commerce Global Trust Bank 2004
Punjab National Bank Nedungadi Bank Ltd. 2003
ICICI Bank ICICI Ltd. 2002
Bank of Baroda Benares State Bank Ltd. 2002
ICICI Bank Ltd Bank of Madura Ltd 2001
HDFC Bank Ltd. Times Bank Ltd. 2000
From 1990 to 1999
Name of the Banks Acquired || Name of the Banks got Merged Year of Merging
happened
Bank of Baroda Bareilly Corporation Bank Ltd. 1999
Union Bank of India Sikkim Bank Ltd. 1999
Oriental Bank of Commerce Bari Doab Bank Ltd. 1997
Oriental Bank of Commerce Punjab Co-operative Bank Ltd. 1996
State Bank of India Kashinath State Bank Ltd 1995
Bank of India Bank of Karad Ltd. 1994
Punjab National Bank New Bank of India 1993
Bank Of India Parur Central Bank Ltd. 1990
Central Bank Of India Purbanchal Bank Ltd. 1990
Indian Bank Bank of Thanjavur Ltd. 1990
Indian Overseas Bank Bank of Tamilnadu Ltd 1990
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Before 1990
Name of the Banks Acquired || Name of the Banks got Merged Year of Merging
happened
Allahabad Bank United Industrial Bank Limited 1989
Bank of Baroda Traders Bank Ltd 1988
Punjab National Bank Hindustan Commercial Bank Ltd 1986
State Bank of India Bank of Cochin Ltd 1985
Canara Bank Lakshmi Commercial Bank Ltd 1985
Union Bank of India Miraj State Bank Ltd 1985
State Bank of India National Bank of Lahore Ltd 1970
State Bank of India Bank of Bihar Ltd 1969
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FUTURE OF US DOLLAR AS A RESERVE CURRENCY

Dr. Rakhi Singh

Dean, School of Management SGT University, Gurugram

The ‘Exorbitant Privilege’ that the US dollar (USD) enjoyed came out of the Bretton
Woods. Along with the World Bank and the IMF, Bretton Woods heaped the privilege
of being the international reserve currency on the USD. US could issue debt, which
even foreign governments were willing to hold, thus lowering the cost dramatically. The
cost paid by the US was fixing the value of the USD to gold at USD 35 an ounce. Rest
of the world in turn fixed their currency to USD. This is the privilege that French

Finance Minster referred to in the 1960s, rather with envy.

Even this marriage between USD and gold lasted only till 1971. Since then, several
economic and political factors have come to determine the value of USD. The US
continues to merrily run up huge deficits, secure in the knowledge that this will be

financed by the rest of the world at very low cost.

USD has protected its title of the reserve currency, over last seven decades, successfully
braving several financial crises. Amidst all the economic and financial turmoil, there

was never really any challenge to USD’s dominance.

ADB has identified three main characteristics that a currency has to possess to be able

to function as the global reserve currency:

e Opportunity for wider use of the currency in the international community, which can
arise only in a rapidly growing economy with a highly liberalized trade and

investment regime

e Ease of use of the currency, necessitating highly liquid financial markets with depth

and sophistication

e Confidence in use of the currency, which can come only through a transparent
monetary policy making, a more independent legal system, and a democratic political

set-up
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Without doubt, USD possesses all the attributes mentioned above. But these are not the
only reasons for USD’s dominance. There are several economies in the world that
exhibit similar characteristics, yet it is the USD which dominates. Reason for this is the

inherent strength of the US economy and its ability to rebound after significant setbacks.

Has the situation changed in any way to suggest that the dominance of the USD maybe

nearing its end, especially in a post Covid era?

Global Growth Rates (%)

Region 2020 | 2021 (E) | 2022 (F)
World -3.4 55 4.1
[ON -3.4 5.6 3.7
China 2.2 8.0 5.1
India -71.3 8.3 8.7
Europe and Central -2.0 5.8 3.0
Asia

Source: The World Bank

Please note that even after recovering in 2021, the World is just 1.9% up over 2020.
Russia-Ukraine war is an evolving situation, which will have a significant negative
impact over European and global economies. With such a weak global economic set-up,
where even the immediate challenger to the US economic and military dominance i.e.
China, looks under siege and lot of economic uncertainty, why is it that the dominance

of USD is even coming up for discussion?

There are multiple reasons for challenge to USD’s supremacy and some of these can be
ascribed directly to the US itself. While the US economy remains the biggest and
probably the most resilient, the measures being used to support it over last two decades,
especially in the aftermath of the financial crisis and the economic disruption post-
Covid, have created situation where the economy may not continue to grow without

significant costs attached.
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DEBT-GDP RATIO

Over the decades, U.S. national debt has continuously increased as a proportion of
GDP. As can be seen in the chart below, the ratio crossed 100% in 2014 - debt became
so high that it's now greater than the annual economic output of the entire country, and
has not moved back since then. As of Jan 31, 2022, it stands at USD 30 trillion. Several
factors have contributed to this, including economic slowdowns, military campaigns
undertaken in various parts of the world, national threats like 9/11 and more recently

Covid 2019 induced spending.

National debt is calculated as the total of all outstanding government liabilities owed to
the public or intra-governmental agencies. Public, holding the largest part of the debt,
includes individuals, corporations, Federal Reserve Banks, state and local governments,
and foreign governments. Forex reserves held by foreign governments give an idea of
the US deficit financed by them — China holds reserves to the tune of over USD 3
trillion, Japan and Switzerland over USD 1 trillion each while India has over USD 0.6

trillion.

US DEBT-GDP RATIO

Year 2000 | 2005 | 2010 | 2014 | 2019 | 2020 | 2021 (E) | 2022 (E)
Ratio 55 61 90 | 101 | 109 | 134 131 131
(%)

Source: Statista, The Balance

US FED BALANCE SHEET SIZE

Another parameter to be considered alongside is the size of US Fed Balance Sheet. As a
response to the Covid shock to the economy, US Fed re-started its asset purchase
program, referred to as large-scale asset purchase (LSAP) program. It was the second
time after 2009, that the Fed initiated this purchase program. In a span of two years
ending December 2021, the Fed expanded its balance sheet by $4.62 trillion, a doubling

of the balance sheet.
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US FED BALANCE SHEET GROWTH (USD TRILLION)

Year Jan 28, | Feb 26, | Dec 29, | Dec 28, | Apr 12,
2009 2020 2020 2021 2022
Balance Sheet 1.93 4.16 7.36 8.76 8.97

Source: US Federal Reserve

For a ‘regular’ country, World Bank has identified 77% as the tipping point for the
Debt-GDP ratio. Any number bigger than this and the creditors would have to worry
about the country’s likelihood of default. World Bank also says that debt GDP above
this number would affect economic growth — the cost being 0.017% of growth for every

percentage point of debt above this level.

Both the above parameters indicate the US’s ability to borrow and expand at will,
without worrying about the deficit or the cost of financing this deficit, till the time it

does not default. This of course is on account of the USD being the reserve currency.

But an uncontrolled monetary and fiscal expansion has its costs, whether or not it is a
reserve currency. One of the effects is high inflation resulting from higher demand; this
gets aggravated if accompanied by supply shocks, which is happening right now. On top
of Covid-induced supply chain disruptions, Russia-Ukraine war has created fresh
disruptions and steep rise in prices of almost all commodities - agricultural and

industrial.

SANCTIONS AND RESTRICTIONS

Over past few decades, the US has made ‘sanctions’ a critical tool of its state policy.
Any country not aligned to its ideology and line of thinking has faced the brunt of US
sanctions. These sanctions have imposed political, social and economic restrictions on
several important states in terms of world trade and with potential to disrupt supply of

key primary products.

An example is Iran, which had sanctioned imposed against it for allegedly violating
nuclear material enrichment agreement with the US. These sanctions restricted the
supply of Iranian crude oil into global markets and at the same time restricted the

financial transactions between Iranian and other foreign banks.
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More recent example is the sanctions imposed on Russia in the wake of its conflict with
Ukraine. Besides several restrictions on trade and investment, the most important and
relevant from financial standpoint is the barring of Russia from SWIFT network. While
this may still not prevent Russia from making financial transactions, it does slow down
the speed of transactions for her. Russia is a major producer and exporter of several
primary products, which means effectively restricting transactions in all such

commodities.

Both the examples mentioned above hamper the ease of use of USD as a means of

exchange, hence encourage alternate mediums of exchange.

Russian reaction to financial and currency sanctions is more important than the
sanctions themselves, because it shows the probable direction in which the global
financial system maybe heading. Currency specific measures implemented by Russia

are listed below:

e Offer a premium fixed price for gold to domestic Russian banks who can't sell their
gold internationally due to sanctions, encouraging domestic gold flows into Bank of

Russia.

e Strengthen the Ruble internationally by insisting on energy payments in Rubles,
turning fixed price into a premium internationally as well, encouraging international

gold flows into Russia.
e Turn the Ruble into a credible gold substitute at a fixed rate.

Besides these measures, Russia has also proposed to replace dollar as the preferred
currency of exchange from its bilateral trade with major trading partners. This includes
both Russia and China. Steps have also been initiated to bring in alternative payment
and messaging mechanisms to SWIFT, Google pay, VISA, Master Card etc. Point to be
noted here is that Russia has been forced to look for alternatives after she was banned

from several of these platforms.

While this is clearly an attempt to prop up Ruble (so that it can support Russian

international financial dealings), it also creates a template for an alternate to existing
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financial architecture. Ruble is at almost the same level vis-a-vis USD as it was before

the sanctions hit it. Steep fall in between has been recouped.

Some of the inferences that can be drawn from recent developments are:

While the demise of USD as an international reserve currency may not happen yet, its
exclusive right to that title is certainly under threat. Events in Afghanistan, Europe and
South China Sea also point to a decline in the American military might and its

willingness to play the global super cop.

In the absence of a strong alternative to the US political and economic might, Gold can
regain its importance in the global financial system, even if a full-fledged gold standard

18 not foreseen.

More than one currency may be used in international trade and payments instead of
relying excessively on USD. The World is likely getting virtually divided on the basis

of currency of usage in trade and for payments.
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RUSSIA-UKRAINE WAR- IMPACT ON GLOBAL ECONOMIC ORDER

Prof. Umesh Kalra

Professor, ICFAI Business School, Gurugram

“.... Globalisation is going to bring us closer and closer together across nations and
technology you cannot stop...”

-John P. Kotter

’

“....Globalisation is very destructive to our species...’

-Varg Vikernes

The above two quotes very beautifully draw our attention to the two sides of a coin.
With globalisation, the world is becoming interconnected by trade and culture
exchange. Globalisation has transformed the world in to one market place which has
speeded up economic growth. Since 1995, the dollar value of world trade has nearly

quadrupled, while the real volume of world trade has expanded by 2.7 times.

Therefore, any economic or political crisis is bound to have global fall out. The recent
case is of Russia Ukraine war. After getting shattered by the pandemic and supply
chain, the global economy will have to be ready to face yet another unpredictable and
uncertain economic crisis, the degree of which is unknown. Russia’s decision to launch
a military offensive against Ukraine, sent shock waves through the global economy.
While its immediate impact has been felt in commodity, equity and currency markets,
the ripple effects are unlikely to end here. Isolated shortages and price surges—
whether of gas, wheat, or minerals — can snowball in a world still struggling to recover
from the pandemic. That means an invasion could have a dual effect — slowing

economic activity and raising prices.

ECONOMIC SANCTIONS AGAINST RUSSIA

NATO countries, for punishing Russia have imposed stringent restrictions on Russia’s
sovereign debt so that it cannot raise money or trade new debt in the western markets.
Germany discontinued construction of a new undersea gas pipeline from Russia. The
Russian rouble is falling continuously. Oil prices have shot up over $130 per barrel

mark for the first time since 2008 and gas prices have surged to all-time heights.
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Further, U.S.A has banned the import of Russian oil, liquefied natural gas and coal and
also new investment into Russia’s energy sector. The U.K. decided to phase out
Russian oil imports by the end of the year while the European Union has chalked out a
strategy for a new energy security proposal to diversify supply away from Russia.
Global banks are getting ready for the effects of sanctions to restrict Russia’s access to
foreign capital and limit its ability to process payments in dollars, Euros and other

currencies crucial for trade.

THE IMMEDIATE AFTER EFFECTS

The impact will be and is already there. However, the global extent of impact on
European countries could be far higher than that on Russia as Europe is heavily
dependent on Russian gas supplies. The inflationary impact of the Russia-Ukraine crisis
is likely to go beyond fuel prices as the region is also one of the most important wheat
producers in the world. Because Russia is a key supplier of the oil, gas and raw

materials that keep the Europe’s factories running and houses warm.

An underground gas storage facility in Moscow supplies nearly 40 percent of Europe’s
natural gas and 25 percent of its oil. Natural gas reserves are running low. Russia is
the world’s largest supplier of wheat and together with Ukraine, accounts for nearly a
quarter of total global exports. For some countries, the dependence is much greater.
That flow of grain makes up more than 70 percent of Egypt and Turkey’s total wheat
imports. This will put further strain on Turkey, which is already in the midst of an
economic crisis with inflation close to 50 percent and skyrocketing food, fuel and

electricity prices.

The price of mineral like palladium, used in automotive exhaust systems and mobile
phones, has been on the rise amid fears that Russia, the world’s largest exporter of the
metal, could be cut off from global markets. The price of another important Russian

export metal, nickel, has also been rising.

Ukraine, known as the “breadbasket of Europe,” sends more than 40 percent of its
wheat and corn to the Middle East or Africa, where food shortages and price increase
could result into social unrest. As an example, Lebanon, which is experiencing one of

the most serious economic crises in more than a century, gets more than half of its
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wheat from Ukraine. The latter is also the world’s largest exporter of seed oils like

sunflower and rapeseed.

USA is also confronting the highest inflation in 40 years at 7.5 percent in January, and
the Federal Reserve is expected to raise interest rates. The automobile sector is
expected to be hit hard by the war. Rise in oil prices, continued shortage of
semiconductors and chips and other rare earth metals is likely to add to the industry's
woes. Besides, Ukraine is also home to many companies which manufacture car

components for automakers.

HOW RUSSIA IS, THEREFORE, AFFECTED

Sanctions applied to Russia’s central bank have impacted the country’s more than $600
billion of foreign-currency reserves forcing it to hike its key interest rate from 9.5% to
20% and imposition of capital controls. The bank has also temporarily banned sales of
local securities by foreigners and banned payments of dividends and interest on bonds

to foreigners.

Around 15% of Russia’s exports are settled in rouble and around 55% are settled in US
dollars and 30% in other hard currencies. Therefore, restrictions on dollars settlement
may also seriously disrupt these transactions, even if Russia’s trading partners are
willing to import. Removing the country from SWIFT (Society for Worldwide
Interbank Financial Telecommunications) have posed a major challenge for the capital

movement and this would also badly affect the tourist inflow.

The U.S. issued sanctions targeting the company that built the pipeline. 66% of Russian
oil is struggling to find buyers. Enlarged sanctions could impact a wide range of
commodities as Russia is a large exporter of metals and agricultural goods. Curtailing
Russian energy supplies following the invasion of Ukraine could produce a sharp

contraction in its crude oil exports to Europe and the U.S. of 4.3 million barrels per day.

It is certain therefore, that the Russian economy is headed for a deep recession.
J.P. Morgan Research forecasts that Russia’s economy will contract by 35% quarter-
over-quarter and for the year experience a GDP contraction of at least 7%. Inflation

could end the year at around 14 percent.
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IMPACT ON USA AND EUROPE

USA has cut off access to the system of international payments known as SWIFT or
blocking companies from selling anything to Russia that contains American-made
components and that would hurt anyone who does business with Russia. This is going to
affect only the American companies and look for alternative buyers. Oil companies like
Shell and Total have joint ventures in Russia, while BP is one of the biggest foreign
investors in Russia with ties to the Russian oil company Rosneft. Airbus, the European
aviation giant, gets titanium from Russia. And European banks, particularly those in
Germany, France and Italy, have lent billions of dollars to Russian borrowers. In
nutshell, the sanctions imposed on Russia would also have ramifications on the NATO

countries.

LIKELY POLICY CHANGES

The resultant inflation means tight monetary policy that could derail the already slow
post-pandemic recovery in the global economy. Oil surge to more than $100 a barrel for
the first time since 2014 means a double-blow to the world economy by further slowing
down growth prospects and driving up inflation, a kind of spiral effect. That may
prompt the Federal Reserve and other central banks to go for tight monetary policy
resulting into: flight of capital and fall in the private investment, thereby economic

growth. That may soon snowball into world wide recession.

The following policy initiatives are also being contemplated by the NATO members to

address the shortfall arisen on account of Russian oil exports and energy:

e Agreement to collectively release an initial 60 million barrels of oil from strategic
petroleum reserves

e The International Energy Agency’s 10 Point Plan to reduce the EU’s reliance on

Russian natural gas

e Issue of European energy security policy focusing primarily on reducing

dependency on the gas markets.

e The prospects for a nuclear agreement with Iran.
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WILL THERE BE CHANGING INTERNATIONAL ECONOMIC ORDER?

The term international economic order, in the layman’s language, refers to the set of
proscribed rules, norms, and procedures that regulate the cross-border exchange of
goods, services, and capital. This is what exactly is the role of World Trade

Organisation (formerly, General Agreements on Tariff and Trade).

The global economic order, changed following the collapse of the Soviet Union in
1991. After the decades in a cold war with the Soviet Union, the US and its allies were
able to establish economic hegemony in the global order. The collapse of the Soviet
Union also strengthened the belief that economic power and strategic power were
directly linked. The best example is of China. In view of the US being the largest
export market for China and China holding the largest amount of dollar reserves in the

world, the USA will not do anything which might upset the global economic equation.

Russia is a much smaller player in terms of global GDP (its GDP levels are actually
lower than India’s) and it will probably suffer heavy economic loss for its current
decision. The damage to the world economy, either in terms of an escalation of military
conflict or the global uncertainty, inaction by the US and its allies will generate similar
actions by China against Taiwan. This has the potential of pushing deep in global

economic crisis.

The demand for oil might revive a deal to curb Iran’s nuclear program which is
estimated to have as many as 80 million barrels of oil in storage. The country has been
out of much of the world’s markets since 2018, when USA withdrew from the nuclear

accord and re imposed sanctions.

Depending on what happens, the most significant effects on the global economy may
manifest themselves only over the long run. One other result would be to push Russia
to have closer economic ties to China. The two nations recently negotiated a 30-year
contract for Russia to supply gas to China through a new pipeline. J.P. Morgan
Research projects a high risk of large energy supply disruptions, with Brent oil price to
remain elevated between $100-185 per barrel given the possibility of more severe

sanctions.
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Russia, with a view to recreate demand, may come closer to India and further closer to
China. Russia will have to ensure that China does not take a hard stand against its
moves in Ukraine. China is a major source of goods for Russia and also an important

market for its fossil fuels, both petroleum crude and coal.

The downgrading of Russia’s credit rating to "junk" status by S&P and other rating
agencies has negative implications for its financial market. Russian companies
currently have $99 billion of external bonds outstanding with another $12 billion from
Ukraine issuers. While there is some room for Russia to use its gold reserve and divert
trade to China, Russia’s financial system is set to come under enormous stress as it will
struggle to meet its financing obligations despite running a current account surplus.
Downward pressure on the rouble and capital flight have pushed the central bank of

Russia to raise rates dramatically and impose capital controls.

It seems that at present, there may not be much impact on the world economic order
except shifting of the markets and reshaping of supply chains. The share of Ukraine's
global goods imports and exports only amounts to 0.3% each, while Russia's export

share 1s 1.9% and its import share is 1.4.

European miners should see higher commodity prices due to supply dislocation from
Russia like Palladium with Russia accounting for around 45% of total global production
and prices are already more by 65%. Commodity producers in Australia, Canada, Latin
America and South Africa stand to benefit from higher commodity prices and the loss in
Russian supply to global markets while Middle East should benefit from stronger oil

prices.

HOW INDIA IS AFFECTED

In the case of India, neither exports nor imports exceed 2 percent in the total outbound
and inbound merchandise of both countries. Globally, Russia is the second largest
exporter of petroleum after the US, but its supplies to India is tiny. Just about 1 percent

of India’s fuel imports, including coal, were sourced from Russia in the past few years.

Over 70 per cent of India's crude edible oil demand is met through imports. For
sunflower oil, the share is even higher. So, the price may increase which may be more

intense due to the surge in world crude oil price. Every 10 per cent rise in crude oil
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price, may bring down around 0.2 percentage of GDP growth and widen the current

account by 0.3 per cent. This, it believes, could add to growth uncertainties. A more

aggressive monetary tightening in the advanced countries may put pressure on capital

and foreign exchange markets which may upset the budget calculation in a big way.
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1. INTRODUCTION

Coronavirus is still alive and its threat though receding is still veritable. The countries,
regions etc had been under lockdown for months together. The disruption in global and
local supply chains became inevitable because of this. Economies got destroyed and it
is expected that global growth will decelerate markedly from 5.5% in 2021 to 4.1% in
2022 and 3.2% in 2023 as pent-up demand dissipates and as fiscal and monetary support
is withdrawn across the world. As if the Coronavirus threat was not enough the world
economies were brought down to their knees by the geopolitical tensions in Europe.
The growth which started to accelerate post Coronavirus pandemic, came to a standstill.
The inflation is now the new culprit which is impacting the growth in the economies.
As we progress along the chapter we will see how the disruptions in supply chains
owing to Coronavirus and war are impacting the economies across the world? We will
also see how much the world economy is integrated with that of Russia and Ukraine and
how the disruptions thereof will impact the global economic order. The impact on food
and fuel prices, in particular, will be analyzed on inflation and global growth. After that
we will discuss the risks emanating from war. In the end we will discuss the measures
which may be taken to lessen the impact of these disruptions on global growth and

inflation.

2. IMPORTANCE OF RUSSIA AND UKRAINE IN THE WORLD ECONOMY

Russian federation and Ukraine are among the important producers of agricultural
commodities. Both of them are net exporters of a number of important commodities in
the world. Last year in 2021, either or both of the countries stood among top three
global exporters of wheat, maize, rapeseed, sunflower seeds and sunflower oil. Besides,

Russia also stood at the forefront of supplying the world with Nitrogen, Potassium and
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Phosphorus fertilizers. A number of least developed countries (LDCs) and Low
income- food deficit countries (LIFDC) rely for their consumption needs on agriculture

produce from Russia and Ukraine.

Now let us deep dive into the numbers, to understand the importance of Russia and
Ukraine in world economy. Between 2016/17 to 2020/ 21, Barley, Wheat and Maize
production by these countries were 19%, 14% and 4% of global output respectively. As
far as sunflower oil is considered, the production by both these countries was more than

50% of the global output.

Figure 1: Share in global production of selected crops
(2016/17-2020/21 Avg.)

Russian Federation W Ukraine W Others
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Source: FAQ XCBS system

Let us see the importance of both Russia and Ukraine in International trade of
agricultural commodities. Both the countries are net exporters of agricultural
commodities in a world market where the production is concentrated in a handful of
countries. In wheat and meslin (wheat and rye) sector top 7 exporters contribute close
to 80% of global exports. Among these countries Russia is the largest contributor,
shipping a total of 32.9 million tonnes of wheat in 2021 with a share of 18%. Ukraine
ranked 6“‘, in terms of wheat exports in 2021, exporting 20 million tonnes, with a share

of close to 10%.
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Figure 4: Agricultural exports of the
Russian Federation in 2021
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Figure 5: Agricultural exports of Ukraine in
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The high export concentration is also present in fertilizer sector also. Russian federation

is among the top three contributors in global fertilizer exports.

Figure 13: Top 10 exporters
of P-Fertilizer

Figure 14: Top 10 exporters
of K-Fertilizer

Figure 12: Top 10 exporters
of N-Fertilizer
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Besides agricultural commodities, important raw materials used for chip manufacturing
are also supplied by Russia and Ukraine. Russia is the biggest miner of palladium
(around 40% of global supplies). Palladium is used for memory and sensor chip along
with other rare earth metals. Ukraine is leading exporter of neon gas which is used in
semiconductor manufacturing processes. Shortage and supply chain disruption of
Palladium and Neon will adversely impact chip manufacturing industry. These chips
are used in all electronic devices like PCs, Laptops, Mobiles, Automotive components

etc.

3. RECENT TREND IN FOOD PRICES IN THE WORLD
As measured by Food Price Index of Food Agriculture Organization, since second half

of 2020, there has been an incessant increase in prices of food stuffs. In nominal terms,
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in February 2022, the food prices stood at an all time high. The prices of food stuffs in
general have increased. The cereal and vegetable oil markets where there is significant
contribution of Russia and Ukraine, the rise has been spectacular. International prices
of wheat and barley rose more than 31% in 2021 over 2020. This was the result of
strong global demand, production contraction in exporter countries and export
restrictions by countries to stave off the increasing inflation domestically. Similarly the
price of sunflower oil increased 63% in 2021 over 2020. This upward momentum

continued during the first quarter of 2022 because of geopolitical tensions in Europe.

Figure 17: International grain price indices Figure 18 :International vegetable oil prices
(2014-16=100) (USD/tonne)
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4. RECENT TREND IN FERTILIZER PRICES IN THE WORLD

The International prices of the fertilizers rose similarly throughout 2021. The prices of
Urea have increased by 2.5 times in 2021/22. There was a higher production of crops in
2021 leading to increase purchasing power with agriculturists. This led to a higher
demand of fertilizers across the globe, leading to upward revision in fertilizer prices.
On supply side there was volatility in the prices of Natural gas (a key input in

production of Nitrogen based fertilizers) which contributed to increase in prices of Urea.
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Figure 19: International urea prices (2014-2016 = 100)
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5. RECENT TREND IN FUEL PRICES IN THE WORLD

The production and trade disruptions caused by Russia and Ukraine war, has led World
Bank to forecast a 50% increase in energy prices in this year. Brent crude may average
$100 per barrel in 2022 which is 40% more than its price in 2021. In 2023 the prices

may cool down to $92 per barrel. However this still will be much higher than the 5

years average of $ 60 per barrel.

The gas prices in Europe are expected to be 2 times as high as they were in 2021.

Similarly in 2022 the coal prices will be 80% higher than that in 2021.

Figure 20: Natural gas price vs crude oil price, 2014-16 = 100
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6. RISKS OF WAR

There are many risks of war, some of which are enumerated below:

Trade Risks: Russia- As discussed earlier in the chapter, Ukraine geography plays a
key role in production and export of agricultural commodities. War has raised a
pertinent question whether the agricultural crops will be harvested and then exported.
Oil crushing operations have stopped, ports are closed, there are economic sanctions on
Russia and there is export licensing arrangement for some of the commodities. All this

could drastically impact the ability of the war torn countries to export their produce.

Price Risks: Food and Agriculture Organization estimates that shortfall in exports by
Russia and Ukraine will only be partially offset by alternative sources. High production
and input costs may refrain, other exporting countries, to fully meet up the demand.
According to an estimate, the mismatch between demand and supply may raise prices

by 8% to 22% from already elevated prices.

Logistical Risks: Ukraine’s logistical infrastructure like inland transport infrastructure,
seaports, storage and processing infrastructure may be impacted severely by the ongoing
war. Insurance costs for ships destined towards Black Sea region has increased, leading
to increase in operational costs for transporters. This could impact the final price being

paid by the importers of the commodities.

Production Risks: Production of commodities in Ukraine may be significantly limited
because of war. The farmers may not be able to attend their farmlands. Disruption in
public services may also impact the agricultural activities negatively. Both, the areas
under cultivation and yield of the crops will be impacted because of the war. Russia
may not see these kinds of disruptions but still the economic sanctions by US and
Europe may impact its ability to supply the agricultural produce. Inability to sell their
produce may prompt farmers in Russia to further cut the production of such agricultural

produce.

Humanitarian Risks: In Ukraine, the conflict will cut down the purchasing power of
the local population because of constrained agricultural production and limited

economic activity. Both, the food insecurity and malnutrition is bound to rise in

Prof. S. C. Sharma and Prof. Umesh Kalra 59



Global Economy in Changing Times ISBN: 978-93-93810-61-8

Ukraine torn with war. Neighboring countries where the refugees may move, will also
see an increase in humanitarian needs. The rise in food prices because of war, may
increase the number of undernourished people across the globe, by 8 to 13 million
people in 2022/23. A significant number of these people will be domiciled in Asia

pacific and Africa.

Energy Risks: Agriculture is an energy intensive industry in developed countries. The
rise in fuel prices will increase the cost of production for the agriculturist in these
countries. Agriculture directly uses fuel / electricity as a means of production and
indirectly uses energy through use of fertilizers which are manufactured through an

energy intensive process.

Exchange Rate Risks: The Hryvnia (Ukrainian currency), reached a record low in
March 2022 against US Dollar. This has led to increase in its export competitiveness
and restricts its ability to import. Russian Rouble has also depreciated significantly; this

should positively impact the ability of Russia to export in a competitive manner.
Growth Risks: The global GDP growth is bound to be negatively impacted by the war.

7. COMMODITY PRICE SCENARIOS

The analysis done by Bloomberg Intelligence’s Analyst has suggested various scenarios
pertaining to commodity prices. The commodities team at Bloomberg has come up with
3 scenarios: Ease, Extend and Escalate, as far as the geo political tensions are
concerned. In the easing scenario, the analysts have assumed that there will be a near
term diplomatic solution with ceasefire and reversal of Russian forces from Ukraine.
This should lead to reversal of sanctions on Russia and normalization of flows to pre
war levels. This will result in oil prices climbing down to $ 90 per barrel. However this

scenario is least likely to happen.

In Extend scenario, which has the highest probability of happening will result in
continuation of conflict and disruption of flows resulting from the status quo of
sanctions on Russian oil exports from countries like US & UK. In this scenario the

crude is expected to be at level of $ 120 per barrel.
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In case of Escalation scenario, the war is presumed to escalate with a full blown conflict
with NATO. In such a scenario, the crude is expected to reach a level of $ 160 per

barrel.

Ease Extend Escalate

Brent 0il $90 $120 $160+

WTI 0il $87 $115 $152+
European Nat. Gas €70-80 €110-130 €200-260

Global LNG (JKM & TTF) $20-25 $30-45 $60-85

ARA Coal $75 $150 $250+
European Carbon €100 €75 €50
European Steel €900 €1,000-1200 €1,500
Copper $8,500 $9,000-9,500 $11,000
Aluminum $2,300-2,700 $2,700-3,300 $4,000+
Nickel $23,000-26,000 $19,000-23,000 $14,000-17,000
Palladium $2,200 $2,500 $1,700
Wheat $900 $1,400 $1,600

Source: Bloomberg Intelligence

8. HOW WILL HIGHER COMMODITY PRICES IMPACT THE MACRO-
ECONOMY?
How the higher commodity prices will impact the economy depends partly on the
reason of the increase in prices. Higher commodity prices may be due to increase in
global demand or it could be due to decrease in supply due to adverse weather
conditions or due to geo political tensions in the commodity producing regions. There
are many avenues through which the higher commodity prices affect the economy. The
first and foremost is through inflation. The second is through changed pattern of
production.  Higher prices will lead to shifting towards cheaper substitutes of
production. This will impact the investment decisions also. The third avenue is through
change in terms of trade. Higher commodity prices lead to an income drag on

commodity users and boost the income of commodity producers.

8a. Impact on Growth:

According to a study by Bank of International Settlements (BIS), higher commodity
prices impact the growth by a meaningful margin. The effects are larger when the
increase in commodity prices is due to supply constraints. The empirical study

estimated that 10% increase in the prices of o0il because of supply constraints lowers the
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GDP of the advanced economies by around 0.5% within 2 years. However the same

increase in prices of the oil without a supply shock lowers the GDP of advanced

economies by 0.2% within 2 years.

Estimated impact of a 10% commodity price increase on growth'
Per cent Graph 3
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8b. Impact on Inflation

According to the same study by Bank of International Settlement (BIS), the commodity

price increase is also inflationary. A 10% increase in prices of oil increases the inflation

by 0.2% within one year. On the other hand, a 10% increase in agricultural

commodities increase inflation by 0.4% within one year.

Estimated impact of a 10% commadity price increase on inflation’
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8c. Impact on Financial Stability

A number of countries in Europe and Central Asia are particularly hit severely by the
ongoing war between Russia and Ukraine. The linkages between Russia / Ukraine with
other countries could be through trade, remittances, commodities etc. These linkages
are especially tightly interwoven between Eastern Europe, the South Caucasus, and
Central Asia. A significant slowdown in Russia / Ukraine will lead to disruption to
trade, financial and remittance flows, and severance of supply chains etc. There will be
a heightened risk perception by the investors. For Tajikistan and Kyrgyz republic
remittances from Russia form a significant portion of their Gross Domestic Product
(GDP). Both the depreciation in rouble and reduction in economic activity will impact
the GDP in these countries. Russia and Ukraine are also export destinations for
European and Central Asian countries. The war will impact these exports. The GDP
growth in Europe and Central Asian countries (excluding Russia and Ukraine) is

expected to fall from 7.8% in 2021 to 2.2% in 2022 (World Bank 2022b).

Other than European and Central Asian countries the exposure to Russia and Ukraine is
limited. Together Russia and Ukraine account for around 2% of world’s GDP, around
2% of global exports and 1.7% of global imports. Russian energy has not been explicitly
banned beyond US, UK and Canada. Russia is also the 6" largest provider of tourism to
the global GDP. A large decline in Russian tourists will impact the global tourism

industry.

Wild swings in commodities markets because of war and resultant supply chain
disruptions, can also lead to contagion risk where the stability of financial institutions is
at stake. The swings in the commodities markets may result in margin calls for
financial institutions, putting them at risk. Contagion is a risk where problem in one
institution pulls down other institutions also, in a snowball effect. In March 2022, the
London Metal Exchange had to suspend trading because of sudden surge in prices of

Nickel.
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9. RECOMMENDATIONS FOR MITIGATING THE IMPACT OF WAR
RELATED DISRUPTIONS
To limit the impact of war on food and agriculture sectors every effort should be made
to keep the trade open across the globe. Supply chains should be kept fully functional.
Alternative exporting countries should be found by the importing countries so that the
detrimental impact of war is limited. There should be targeted social protection
intervention for vulnerable groups. Countries, where refugees have moved to, should
also ease job restrictions for them and provide social protection interventions to
alleviate the impact of hardships of war. Export restrictions should be measure of last
resort as they add to the price volatility of essential commodities. Market transparency
and policy dialogue should be focused on to minimize the impact of disruptions in

commodity market that happened because of war.

To mitigate the impact on fuel sector, alternative sources of energy should be explored.
Renewable energy is good option in wake of supply crisis of crude and natural gas. The
renewable energy sources are good alternative but they have their own short comings.
First is that even if we start now it will take a while before the renewable energy
capacity can be installed. The plant load factor for solar energy is around 20% only.
Nuclear power plants can be a problem in terms of radiation pollution. All these issues
and some more need to be addressed before looking for renewable energy as a viable

option.

For fertilizer sector, alternative sources of fertilizers need to be explored. Organic
manures can also be looked at but they may have their own problems. Yield may not be
as high as Nitrogen and Phosphorus based fertilizers. Srilanka’s economic problems
can at least partly be attributed to their desire to go organic. Nano fertilizers can also be
used. It is essentially fertilizer in the form of a nano-particle. This has been developed

at IFFCO's Nano Biotechnology Research Centre.

10. CONCLUSION
Coronavirus pandemic was a major threat to world economies. As if it was not enough
the Geo political tensions between Russia and Ukraine brought down the economies on

their knees. It is expected that the global GDP will grow by a measly 3.2% in 2023.
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With globalization the world economy is closely integrated and an event in one part of
world has great capacity to impact the other part of the world. Russia and Ukraine are
major contributors to world economy by exporting their commodities. They have
significant contribution to exports of wheat, maize, rapeseed, sunflower seeds and
sunflower oil. Russia is also a major exporter of Nitrogen, Potassium and Phosphorus
fertilizers also. A number of least developed economies are dependent on them. Russia

and Ukraine also supply important raw material for chip manufacturing.

War has led to a significant increase in the prices of a number of agricultural
commodities like cereals and vegetable oils. The price rise problem is particularly
aggravated by strong global demand, production contraction by exporting countries and
export restrictions by some countries to fight inflation. Not only agricultural
commodities but fertilizers and fuel prices are also northward bound. All this has given

rise to trade, price, logistics, production and humanitarian risks.

During the course of the chapter, we also discussed about various scenarios pertaining
to war and the possible price impact on various commodities. Then we discussed the
impact of war on macro- economy, global growth, inflation and financial stability.
Overall, the war has resulted in significant economic costs on the world which will

continue in times to come.
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INTRODUCTION

“When the light of law fails, Judges are supposed to have some special vision like the
third eye of Shiva”
-Justice H.R. Khanna

The statement of Justice Holmes, “the actual life of the law has not been logic; it has
been experience is more relevant in the contemporary era, comparedto that of yester
years. The expanding horizons of social needs, and, the impact of other disciplines on
law, the courts and judges are more frequently called upon either to evolve remedies
against the tenacious procedures of law or administrative orders of the Executive to live
up to the expectations of people, to unearth the real meaning of Constitution and
Legislative enactments. Whenever Supreme Court, to extract the real meaning of law,
or, to fill the gaps in a statute in order to ascertain philosophical ideals of constitution,
or binding nature of the principles of international law, delivers a progressive judgment
there is “muddling all along.” Commenting on the activist role played by judges, Lord
Reid is of the opinion that “We do not believe in fairy-tales anymore,” that judges are

not making lawand only are in strict adherence to the theory of Legislative supremacy.

If one examines from the pragmatic perspective, whenever the Government, or the
Legislature derelicts its responsibility to address social concerns, especially, to
discharge its treaty obligations by way of incorporation of the principles of international
law to which it is a party, well, the judges ought to have to take an active lead role to
discharge their constitutional obligations. From a jurisprudential angle of international
law, the ample experience, reputation, impartiality and the ability for which judges of

municipal courts are known for, in imparting the principles of international law by way
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of extracting jurisprudential ideology adopted by the province of international law
through the prism of legislative and constitutional dictum of theirs not only are able to
temper principles of international law to special situations under which it has to be
applied, but also tries to accommodate the hard legal principles of it, especially, in the
field of human rights to meet exigencies, according to the changing needs of society in
the municipal sphere, so long as they are not inconsistent with law of the land.
Furthermore, in cases where in they are particularly called for to look at positive side of
the remedial mechanism already exist in international law; they are bound to interpret
the real meaning and philosophy of constitution in order to provide the much-needed
remedy to citizens at large and to address the gaps thatexist in legislation. The
progressive outlook of approach adopted by judges manya times invites criticism
especially, from the juristic sphere that judges are subtlyoverpowering the legislative or
governmental terrain. On the name of public interest, judges upset the apple cart of
constitutional scheme of demarcation of powers many a times. It is also viewed that
such temperament of principles in a particular case may not constitute as a precedent,

and not binding upon other courts subordinate.

HUMAN RIGHTS JURISPRUDENCE IN INDIA

In Sunil Batra it was observed that today human rights jurisprudence in India has a
Constitutional Status. In Kesavananda Bharati the principles of human rights, the impact
of Universal Declaration of Human Rights and the constitutional obligations under the
Indian Constitution, the implementation and enforcement had been well discussed. In
Maneka Gandhi it was held that the ‘Procedure established by law’ would mean a law
which is just and fair and not arbitrary or oppressive. Custodial death, awarding
compensation was dealt with in D.K. Basu may be usefully referred to in the context of
human rights. The directions of the apex court to the Union of India to formulate
‘Guidelines in relation to Hand Cuffing’ need specific mention and in this regard Prem
Shankar Shukla, Venkateswaran, Charles Sobraj, Citizens for Democracy can be
referred to. While in the context of legal aid Hussainara, Khatri, Sukhdas, Hoskot can be
looked into. In this regard Article 39A was also inserted to the Indian Constitution
through Constitution (42nd Amendment) Act, 1976. The object of this provision is that

no one be denied justice by reason of economic or other disabilities.16 Prior to this
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article 21 impliedly included right to free legal aid. Section 304(1) of Cr PC is also
related to this legal aid concept though it is limited to sessions cases. Legal aid and
assistance has been considered as an important issue by the judiciary in many
pronouncements which lead the legislature to the formulation of the Legal Services
Authorities Act, 1987 which was aimed to provide free and competent legal services to
the weaker sections of society to ensure that the opportunities for securing justice are
not derived to any citizen by reason of economic or other disabilities. Section 6 of the
National Legal Services Authority of India (NALSA) Act, 1987 provided for the
constitution of state legal services authority and section 12 had given the criteria for
giving the legal services. Section 304 of Cr PC deals with legal aid to the accused at
state expenses in certain cases. Section 358 of the Cr PC deals with compensation to
persons groundlessly arrested. Section 357A dealing with victim compensation scheme,
section 357B compensation to be in addition to fine under section 326 A or section
376D of Indian Penal Code, 1860 (IPC) and further section 357C dealing with treatment
of victims, also may be usefully referred to in the context of “Human Rights”. Sexual
harassment has been held to be violative of human rights in Vishakha.19 In similar way
fair trial in Zahira Habidulla H. Shaik20 and fundamental rights of under trial prisoners
in PappuYadav had been considered by the courts. Special facilities were provided to
child offenders as safeguarding measures were directed in Sheela Barse and solitary
confinement in Sunil Batra, Communal violence Compensation in the context of 315
trials and several acquittals hadbeen well discussed in Archbishop Raphael Cheenath
S.V.D. to the highest court of a country, unless and until such decisionlays down a rule

of law.

HUMAN RIGHTS IN INDIA:

The Human Rights concept is well known in India even from the ancient times,
popularly styled as “Manava Dharma”, Human values well reflected in Rig Veda, Manu
Smrithi, Kautilya’sectionArtha-Sastra and several others religious texts. The
fundamental rights and the directive principles of state policy do emphasize the “Human
Rights” in Indian Constitution. The importance of “Human Rights” had been well
recognized universally and several of the basic principles are uniform all over the world.

The different developments of the “Human Rights Regime” all over the world are very
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interesting and thought provoking. The evolution and journey thereof would be ever
living, ever growing, ever developing. The civilised world, whatever may be, the polity
of a nation has close nexus to the field of “Human Rights” and this is such a wide
branch which engulfs in itself almost all walks of human life. There are some
“Constitutional Remedies”, a “National Commission”, some “State Commissions” and
“Human Rights Courts”, despites these remedies to redress the grievances of the
affected or aggrieved parties, the onerous role to be played by the ‘“subordinate
judiciary” which will be nearer to the people cannot be ignored and if the “Magistrates”,
“Criminal Courts” exercise their powers or discharge their duties effectively in this
realm, accordingly, many such grievances can be solved at that level. The rights of
different types of prisoners, police officer’s, jail authorities, the legislations and the
rules governing them, many being observed more in breach than in compliance in actual
practice, is an important area of “Human Rights violation” where the role of
“subordinate judiciary” is very crucial. It may be in relation to prison conditions, ill
treatment, torture and inhuman acts of the jail authorities, police and article 21 violation
in particular in relation to arrest, bail, “compensatory Jurisprudence” in this arena also
may be referred to. The “Constitutional Courts” may exercise certain extraordinary
powers but in my opinion a magistrate consciously discharging his or her duties may
really do wonders in “Human Rights protection” within the parameters of law in
discharge of their duties or obligations in this regard. Making specific reference to the
third degree methods and wide spread in human torture of the suspects — criminals —
public by the “Investigating Agencies” and though the “Magistrates” may have to act
within the four corners of law, when these are brought to the notice of the courts, they
have to keep in mind that the “Human Rights” of those should be protected. The

guidelines in the landmark judgment in D.K. Basu to be kept in mind.

RULE OF LAW - REGIONAL AND INTERNATIONAL

Rule of Law is the basis for the governance of thesociety. “Whenever we talk of
upholding Rule of Law, we visualize a system of justice which accepts and respects the
basic rights of theindividuals' Human Rights; including civil, political, economic, social

and cultural, are inherent in human nature without which people cannotthink of living as
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human beings. This is because liberty as a concept occupies a pivotal place in a

democracy.

Judiciary enables the individuals to enjoy the human rights guaranteed by the law. The
court upholds the supremacy of the rule of law. The International Bill of Rights
embodies the machinery of justice. Article 8 of the Universal Declaration of Human
Rights, 1948 states that everyone has the right to an effective remedy that is enforceable
by the competent national tribunal in the event of violation of the fundamental rights
granted by the constitution or by law. It has been further strengthened by the
International Covenant of Civil and Political Rights 1966. Article 14(1) of the
Convention against Torture and other Cruel, Inhuman or Degrading Treatment or
Punishment, 1948 states that the State shall ensure, in its legal system, that the victim of
torture obtains redress and has an enforceable right to fair and adequate compensation
including the means for rehabilitation as fully as possible. The Declaration of Basic
Principles of Justice for Victims of Crimes and abuse of Power, 1985 provides that the
judicial and administrative mechanisms should be established and strengthened to

enable victims to obtain redress through fair, inexpensive and accessible procedures.

The Declaration on the Protection of All Persons from Enforced disappearance, 1992,
stipulates under Article 9(1) that the right to a prompt and effective judicial remedy is a
measure for preventing the act of enforced disappearance, which has been caused by an
agent of State. Again, in the year 1998 Principle 32(1) of the Body of Principles for the
Protection of All Persons under Any Form of Detention or Imprisonment provides that
every detained person or his Counsel shall be entitled to take proceedings according to
domestic law before a Court or any other authority to challenge the legality of the
detention in order to obtain his release without delay. The European Convention on
Human Rights, 1950 states that the arrested person shall have the right to a fair and
public hearing before a competent court or tribunal under Article 6(1). The convention

also makes the European people aware of the rights and liberty of the arrested person.

The American Convention on Human Rights, 1969 provides under Article 8 that every

person has the right to fair hearing with due guarantees and within a reasonable time by
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a competent, independent and impartial tribunal established by law. The convention also

provides that every person has the right to be compensated in accordance with the law.

The African Charter on Human and People's Rights, 1981 states that every detained
person shall have the right to be tried within a reasonable time by an impartial tribunal.
The Charter makes the African people aware of the rule of law for the protection of

human rights.

The Economic and Social Council has recommended to the United Nations the
establishment of proper mechanism to curtail serious oppressions of individuals. The
Council further stressed on the development of international means of recourse and
redress for victims of human rights violations where national channels may be
inadequate.16 The World Conference on Human Rights, Vienna, 1993 has reaffirmed
that the administration of justice, including lawenforcement and prosecuting agencies,

should be strengthened.

RULE OF LAW IN INDIA

India is a welfare state and is viewed as a preserver of natural rights of her citizens. Th
ese rights belong equally to all governed under the Rule of Law. Rights to life, liberty
and dignity are inherent in human nature. Th e basic human rights are enforceable rights
in every civilized and welfare state, because it is futile to talk about a right without a
remedy. In India, the constitution ensures the right to life and liberty to every person as
a fundamental right. "The activist approach of the Supreme Court not only added to the
list of Human Rights guaranteed under the Constitution, but also expanded the
jurisdiction of the Court to grant monetary relief on their infraction. Article 253 of the
Constitution empowers the Parliament to make law for implementing international
treaties, agreements orconventions. The Courts in the Common Wealth Countries
interpret their constitutions by relying on the Charter of the United Nations and other
international human rights instruments. The Supreme Court has observed in many cases
that right to live under Article 21 including those which make life meaningful, and that
personal liberty means something more than animal existence. There are different cases
decided by the Supreme Court for the protection of human rights. These cases make the

general people aware of their human rights. During the post constitutional era, there has
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been considerable development of Human Rights and their remedies through the
creative and enlightened interpretation of the constitution by the judiciary. As a result of
judicial activism adopted by the Supreme Court, especially in ManekaGandhi and
subsequent decisions in Hussainara Khatoon vs State of Bihar and Sunil Batras case, a
number of urienumerated rights have been accorded constitutional status being implict
in the right to life and personal liberty. “It has become an accepted principle that when
fundamental rights vital for the maintenance of Human Rightsm are at stake, the
functional realism, and not the facial cosmetics, must be the diagnostic tool, for
constitutional law must seek the substanceand not the form™. “A parallel constitutional
remedy has developed for redressal of violation of Human Rights through monetary

compensation which is different from the ordinary civil remedy for damages”.

The courts of India have interpreted the text of the constitution liberally by using
international documents and human rights treaties. In Keshavananda Bharti vs State of
Kerala, Chief Justice Sikri has observed that the court must interpret article 51 of the
constitution in the light of the Charter of the U.N., the Universal Declaration of Human

Rights, and other international human rights documents.

In the Constitution of India the preaimbie sets out the principle of Rule of Law which
lays down the objectives of social, economic and political justice, equality of status and
opportunity, and fraternity and dignity of the individuals. Part 111 of the Constitution
which enshrines fundamental rights to the citizens of India areenforceable under Article
32 and 226 of the Constitution. The rule of law depends on the provisions of adequate
safeguard against abuse of power by the executive as well as safeguard for maintaining
law and order for social and economic conditions of life in the society. It ensures that

every man is bound by the ordinary laws of the land.

MAJOR CONTRIBUTION OF THE JUDICIARY

Article 32(2} of the Constitution provides that the Supreme Court shall have the power
to issue directives or writs in the nature of habeas corpus, mandamus, prohibition, quo
warranto and certiorari for the enforcement of any of the fundamental rights. Article
226(1) of the Constitution confers similar power on the High Courts to issue directions

or orders or writs for the enforcement of any of the fundamental rights and for any other
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purpose. The judiciary acts as the final interpreter, protector, guardian and guarantor of

the fundamental rights of every citizen.

The Supreme court has laid down the need for just, fair, reasonable procedure and
adequate safeguards against the encroachment by the State on personal liberty of
citizens, free legal aid to the poor and speedy trial in several decided cases. The role of
judiciary has widened with the corresponding shift in the attitude of modern science of
law from the analytical to functional. The court stands between the individuals and the
State. It protects the human rights of the individual from any unjustified interference.
For the existing judicial process Public Interest Litigation is a new approach. The
traditional rule of locus standi has been liberalized by the Supreme Court while
invoking Article 32 of the Constitution. Writ of Habeas Corpus may be filed by a person
other than the victim. However, the petitioner shall not be a complete stranger. Even the
court has relaxed the traditional rule of locus standi which allowed exclusively the
aggrieved person who had suffered a specific injury. The Supreme Court has even taken
cognizance of letters from individuals complaining of the infraction of fundamental

rights and has treated such letters as writ petitions.

Bandhua Mukti Morcha Justice Bhagawati has said that when a member of the public
acting bonafide moves the court for enforcement of a fundamental right on behalf of a
person or class of persons who on account of poverty or disability or socially or
economically disadvantaged position cannot approach the court for relief may movethe
court even by just writing a letter. In S.P. Gupta vs Union of India the Supreme Court
has held that any public-spirited individual can move the court in casewhere the victim
requires to seek judicial redress. The judiciary has granted relief to prisoners, women,
bonded labourers and workers and has passed verdicts for protection of environment,
among others. The development of human rights promotion and protection has also
been evolved by the judicial verdict that has facilitated the public interest. The High
Court also entertains public interest litigation under Article 226 of the Constitution

which can be regarded as a strategic arm of the legal aid movement.

Public Interest Litigation is intended to bring justice to the poor masses who constitute

the low visibility area of humanity. The State or public litigation machinery should be
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as much interested in ensuring basic human rights, constitutional as well as legal, to
those who are in a socially and economically disadvantaged position, as the petitioner

who brings the public interest litigation before the court.

Thus the legal aid movement and public interest litigation seek to bring justice, feeling
of humanity and awareness to the poor and ignorant mass of India about their human
rights. The major contribution made by our Apex Court in safeguarding human rights of

persons in the police lock-up are highlighted in the following cases:

In Rubhubir Sing vs state of Haryana , theft had been committed in some officers’
houses. Some suspects had been picked up by the police. Suspects were tortured and
one of them died. Trial Court convicted the Sub-Inspector of Police for life

imprisonment and the Supreme Court confirmed the decision of the trial court.
CONCLUSION

Apart from the above, many a times a judge himself bewilders when, where and how to
draw a line in addressing the question before him either to expand the law or to leave it
to parliament. Whatever it may be the view, progressive tendencies of judiciary should
not destabilize the division of powers that are equally distributed between Executive,
Legislature and Judiciary. In the words of Lord Hoffmann, it is inevitable that the courts
themselves often have to decidem the limits of their own decision-making power.
Further on the independence of judiciary, he is of the view, when a judiciary decides an
issue in a liberal fashion by interpreting the principles of law, the courts should exercise
its free will to address a question before them than that of the Executive and
Legislature. However, at the same time, since the Legislatures are being the elected

bodies, larger issues beyond the realm of legal province needs to be left to it to legislate.

In resolving this issue, he identifies two issues. One is the principle that the
independence of the courts is necessary for a proper decision of disputed legalrights or
claims of violation of human rights. The other is that majority approval is necessary for
a proper decision on policy or the allocation of resources. By adhering to these
principles, if a court renders its opinion, it is needless to debate whether a decision is
within the jurisdictional competence of the judiciary oroverstepped into the paragons of
the Legislature or Executive. Largely, a court will not show its deference to the other

branches of the State.
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The topic being a vast one and due to time constraint I just touched the areas of some
importance in this context without elaboration for your appreciation and you may
bestow your attention while discharging your duties in the light of the same.
Substantive, procedural law, governing human rights, directly or indirectly, precedents
governing the field, solitary confinement, hand cuffing, bar fetters, under trial prisoners,
child trafficking, women trafficking, economic offences, sexual offences, hard prison
labour, prison victims, discretion in punishments, compensation — in relation to missing
kith and kin custodial violence by law enforcing authorities, illegal arrests, custodial
deaths, death and police atrocities, death and jail authorities, sexual offences, right to
legal aid, plea bargaining, fair trial and speedy trial, right to bail, right to against torture,
right against self-incrimination, right to life and liberty, double jeopardy etc are core
areas where the role of lower judiciary could be decisive in protection of human rights.
Suffice to conclude by just emphasizing that the law if carefully examined empowers to
safeguard and protect “Human Rights” and many “Magistrates”, Presumably one is
afraid, at least in certain cases to face the criticism of ‘judicial activism’ or exceeding
the powers. Be it a “Magistrate” or “Chief Justice of India”, just remember while
discharging the duties, you are independent more so in discharge of judicial duties.
Maintain your judicial independence subject to the limitations of administrative control
of the higher ups. This is in the interest of the Institutional Independence in the context

of protection of valuable “Human Rights” of the “public” at large.
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ABSTRACT

Inflation is a rise in the average cost of goods and services over time. The Bureau of
Labor Statistics, which gathers information to calculate the Consumer Price Index,
measures it. (CPI). The CPI measures the cost of items like petrol, food, clothes, and
vehicles over time to determine how much the price of consumer goods and services has
changed overall. The cost of living as determined by the CPI increased by 7% in
2021.That indicates a 7% annual rise in costs overall. The CPI measured increase in
living expenses for the year ending in June 2022 was 9.1%. For instance, a vehicle that
cost $20,000 in 2020 would now cost around $21,720. Demand and supply are
significant factors in inflation. Prices often increase when either supply or demand for
an item or service changes. The pricing of commodities and labor, taxes on income and
goods, and the accessibility of loans are just a few of the many factors that influence
supply and demand on a national and worldwide level. Keeping this view in mind, the

researchers try to analyse the effects of inflation on investments

Keywords: Investment, Inflation, Effects, Behaviour, Interest rate

INTRODUCTION

When the amount of money in circulation rises compared to the level of economic
production, inflation results. Because there are more funds pursuing comparatively
fewer things, prices tend to increase. This phenomenon is also known as the fall in the
buying power of each unit of currency. Investors should endeavour to purchase
investment products with returns that are at least as high as inflation while keeping this
concept in mind. For instance, if inflation was 5% and ABC stock returned 4%, the real
return on investment would be -1% (5% - 4%). Except that they typically increase in
value less over time, liquid assets are affected by inflation in the same ways as other

asset types. As a result, liquid assets are often more susceptible to the damaging effects
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of inflation. In terms of the overall economy, people and corporations often keep fewer

liquid assets when inflation is greater.
EFFECTS OF INFLATION ON INVESTMENTS

Indicators of Rising Inflation

The three main factors that might cause an increase in inflation, or "reflation," are as
follows. Interest rates and other monetary policies of the Federal Reserve (Fed). The
Fed is now attempting to reduce inflation by boosting interest rates. Due to greater loan
costs brought on by higher interest rates, firms may borrow less money and invest less.
As a result, they may halt employing, which might lead to a reduction in consumer
demand as income declines. prices for energy, particularly oil. Since oil is necessary for
both the production and transportation of products, economic activity and oil demand
are tightly intertwined. Oil prices have increased during the past year as a result of
tighter supply as a result of Russia's invasion of Ukraine, a recovery in economic
activity, and rising demand. Future price increases in oil are anticipated to be restrained
by a rebound in producer output as a result of rising demand. Reducing reliance on
imported products and services through regionalization. The migration of manufacturing
to other countries during the past ten years has centred on finding the manufacturer with
the lowest cost. The cost of manufacturing, including the cost of commodities and labor,
is anticipated to increase when manufacturers move back to the United States, leading to

inflation.

Rising inflation will have an impact on all asset classes' future returns. Investors should
think about how their investing strategy may be affected, advises Haworth. When
inflation is on the rise, assets with fixed, long-term cash flows often perform badly
because their future cash flows' buying power depreciates over time. On the other hand,
commodities and investments with flexible cash flows—Iike rental income from real

estate—generally fare better when inflation increases.
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U.S. Consumer Price Index (CPl) Weights

Food and beverages
15%

Housing ex-energy
37%

Education and
comm unication

6%

Apparel
3%

Other goods and
services

3%

“ As of 30 September 2022 SOURCE: Bureau of Labor Statistics”

Effect of Inflation on Fixed Income Investments

Investors often purchase fixed income instruments like treasuries, CDs, corporate or
municipal bonds because they seek a steady income stream from interest payments. The
buying power of interest payments, however, decreases when inflation rises since the
interest rate on the majority of fixed income assets stays the same until maturity. As a

result, bond prices often decline in response to rising inflation.

The fact that most bonds have set interest or coupon payments is one factor. Rising
inflation reduces the bond's future (fixed) coupon income's buying power, which lowers
the bond's future fixed cash flows' current value. Given the cumulative effect of
decreasing buying power for cash flows received in the far future, accelerating inflation
is much more harmful to longer-term bonds. When inflation is on the rise, riskier high
yield bonds have a wider cushion than their investment grade counterparts since they

often offer higher incomes.
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Effect of Inflation on Stocks

The U.S. Bank Asset Management Group's study shows that equities have outperformed
the inflation rate over the past 30 years. Theoretically, a company's earnings and sales
should grow at a rate corresponding to inflation. As a result, the value of your stock
should increase in line with the overall increase in the cost of consumer and producer
items. In the past 30 years, there has been a weak correlation between growing inflation

and U.S. stock prices rising somewhat.

Mid-sized businesses have historically had a greater association with inflation than
smaller businesses, while larger businesses often have a stronger relationship than larger
businesses. Prices of foreign equities in mature economies often declined when inflation
increased, while prices of stocks in emerging nations showed an even greater inverse
link. Larger U.S. firm equities "may offer some benefit in environments with modestly
rising inflation," according to Haworth. However, in situations with higher rates of

inflation, they are not the best investment strategy.

Effect of Inflation on Real Assets
According to research done by the U.S. Bank Asset Management Group, real assets like

commodities and real estate often have a positive link with inflation.

Historically, investing in commodities has been a safe strategy to prepare for increasing
inflation. The price of goods and services, many of which directly involve commodities,
as well as closely connected things, are used to calculate inflation. Oil and other energy-
related commodities are particularly strongly correlated with inflation. When inflation

picks up speed, industrial and precious metal prices also frequently increase.

However, Haworth points out that commodities have significant disadvantages. "They
have historically underperformed stocks and bonds over longer time periods, tend to be
more volatile than other asset classes, and do not produce any income." When it comes
to real estate, property owners frequently raise rent payments in response to rising

product and service costs, which can result in increased earnings and investor payouts.
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Inflation’s influence on select asset classes: 1992-2022

Asset class Relationship Index
Stocks e U.S. large-cap stocks e Positive e S5P 500 Index
e Developed foreign stocks e Positive e MSCI EAFE GR USD
e Emerging market stocks e Positive e MSCI EM GR USD
Bonds ® Investment grade bonds e Negative e Bloomberg Barclays Aggregate
Bond Index
e Treasury inflation-protected| e Positive ® Bloomberg Barclays U.S.
(TIPS) Treasury Inflation-Linked
Bond Index
Real assets | e Real estate stocks e Positive e Dow Jones US Select REIT
Total Return
e Commodities ® Strong Positive | ® S&P GSCI Commodity Index

SOURCE: US. Bank Waalth Managsment, Morningstar, Bloomberg
Asest dlasces rapresented by indices identified in the table below. See disclosure sstion for mare detailed descriptions.

You may be able to protect your money against inflation by diversifying your portfolio
and including exposure to real assets and U.S. equities. Diversification and asset

allocation, however, do not provide loss prevention or return assurance.

Take Treasury inflation-protected securities as an example. (TIPS). The CPI is used to
alter the rate of return on TIPS, which are government-issued securities in the United
States. Compared to other bond and asset classes, this may lead to a performance that is

a little more dependable. However, TIPS income and returns are often not very high.

CONCLUSION

Inflation is an economy-wide, sustained trend of increasing prices from one year to the
next. The rate of inflation is a crucial economic term because it illustrates the rate at
which an investment loses real value over time as well as the decline in expenditure or
buying power. Additionally, inflation provides investors with the precise percentage

return that their assets must yield in order to preserve their quality of life.
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THE CHANGING TIDES OF GLOBAL ECONOMY

Prof. Umesh Kalra

Professor of Economics ICFAI Business School, Gurugram

After going through the previous pages of the book, it is evident that global economy is
on the move, but for the time being, with the slow pace. This shows that an
interdependent and integrated world economy has its own advantages and also certain
negative outcomes. The growth and boom in the major economies lifts the spirit of the
entire globe. The opposite is also true. The globe, is still not out of the after effects of
the pandemic and is now facing more acute uncertain future, augmented by Russia’s
invasion of Ukraine and the end of war is still not in sight.. As if this was not enough,
there is Israeli attack on Iraq, Iran, Syria, conflict between Aijerbaijan and Armenia,
warnings issued time and again by USA to Iran and by China to Taiwan. All these
factors are pushing the entire world into political and economic crisis and thus, making

the future entirely uncertain and difficult for the policy makers.

Due to the supply chain disruptions, there has been higher-than-expected inflation,
especially in the United States and major European economies, leading to  tightening
of global financial conditions. China’seconomic slowdown has been worse than
anticipated due to COVID-19 outbreaks, lockdowns and downward swings in the real
estate sector which constitutes more than 15% of its GDP, have further deepened the
crisis. According to the World Economic Outlook, the global GDP may slow down to
3.2 percent during 2023 and 2.9 percent next year.The world’s three largest

economies—the United States, China and the Euro area, are the worst sufferers.

Though the financial sector, of course, is now relatively regulated but has passesd
through series of crisis including, liquidity crisis in the South East Asian nations in the
early ninteties, resulting into the formation of G-20 group, which was followed by the
global financial bubble burst of 2007-09 and chain of bank failures in US in March,
2023. Economists and policy makers have forecasted that the global economy would
encounter wide spread recession in the coming months. The result is heightened level of

the uncertainly, around the world..
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Therefore, the use of Artificial Intelligence (AI) becomes the need of the day to put a
stopper or at least, reduce the severity of the recurrences of bank failures and
consequent turmoil in financial markets and finally, the real economy. As the first
chapter of the book suggests, the institutions are required to thoroughly comprehend the
implications ofmany of the decisions made by algorithms. Researchers are working on
model-agnostic techniques that allow explaining the decisions of both relatively basic

and extremely complicated models.

The area of explainable Al is expanding quickly. These methods include LIME (Local
Interpretable Model-agnostic Explanations) and SHAP, a game theory-based method.
(Shapley Additive explanations). These are being applied in credit scoring, fraud
prevention (not to forget that the NPAs to the tune of Rs 5 lakh crore in some of the
Indian banks were largely due to major frauds only). Algorithmic Trading,. The adage
"time is money" is perhaps never more true than in trading, as quicker research leads to
quicker pattern recognition, that results in better transactions and judgements).
Generally, it is already too late to take action, and the opportunity has passed by the

time a pattern is recognized and the market reacts, as rightly said by the author.

Then, Robo Advisory is of significant use as more and more individuals fall in the
category of passive investors who enter the equity market to protect their savings from
the inflation. It helps the customers is to achieve their desired goals. Having described
the key areas in which Artificial Intelligence makes an impact within the financial
domain, there are also certain challenges connected to it like data quality, biased data
etc. It is for certain that the Artificial Intelligence is going to play a pivotal role in

promoting the financial health in the globe.

With a view to control the soaring inflation, as a result of the after effects of pandemic
and Russia — Ukraine war, the Fed (Federal Reserve, USA) and other central banks
around the world, started raising interest rates. This resulted in a sharp check of
demand recovery and a tightening of labor market in 2022, compounding the
inflationary effects due to supply chain disruptions. Russia’s invasion of Ukraine
further increased inflation by raising energy and food prices. The enhanced interest

rates led to the flight of capital from many developing and emerging economies to USA
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as a consequence of which, their currencies depreciated. The impact of these

developments on the Indian economy has been explained in the second chapter.

The Fed hiked interest rates in July, 2022, for the fourth consecutive time. This is its
most aggressive hiking cycle since 1981, which has already pushed borrowing costs to
the highest level. Inflation eased slightly in July but the decline seems not compelling
enough for the Fed to loosen its reins. After a rate hike by the Fed, the difference
between interest rates in US and India shrinks which affects the currency trade
negatively. This starts a chain reaction as US rate hike leads to increase in interest rates
in India. So when the US Fed increases rates, RBI also has to increase interest rates so
that the outflows of funds by the FIIs (Foreign Institutional Investors) can be contained
to safe guard the rupee. Simply put, the hike will widen the gap in interest rates between
the two countries. It is rightly said that the foreign investors will be tempted to withdraw
from the Indian market and invest in the US assets, as the Dollar and the US Treasury
yield become more attractive in the US and the Indian market begins to see capital

outflow.

There is no gainsaying the fact that if the financial system of a country and the world
over, is well oiled and free from any danger, proper governance and central agencies
supervision helps in sustaining the economic growth and boosting consumer’s as well
as investor’s confidence. Economic growth is the resultant effect of confidence in the
economy. This is what has been explained in the third chapter which has taken up to
study Indian banking industry and the challenges faced by it. The government, with a
view to strengthen the capital base of the banking industry, went for massive mergers

of many banks.

Now the number of nationalized banks stands to 12 down from 27 in 2017. It was felt
that the consolidation would provide impetus to merged entities by increasing their
ability to support larger ticket-size lending and would result in helping banks to
undertake competitive operations by virtue of greater financial capacity. In 2022, Dena
Bank and Vijaya Bank were merged with Bank of Baroda. Prior to this, the government

had merged five associate banks of SBI and Bharatiya Mahila Bank with the public
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sector banks. These were State Bank of Patiala, State Bank of Bikaner and Jaipur, State

Bank of Mysore, State Bank of Travancore and State Bank of Hyderabad .

The recently concluded mergers were more a part of ongoing reforms and
restructuring program to align the larger financial system to global experiences.
The main owner of these Banks is the Government of India and based its
decisions following larger consultations, designed and rolled out unification of
entities, with a set of pre-determined objectives. A few Banks have been left out
from this exercise to enable them to pursue the regional goals and protect their
character and to test the waters as smaller entities. The success of this ‘bimodal’

model will be a research material for the future.

Creating banks of global scale and capital, a synergistic working rather than
unnecessary competition in similar areas are, therefore, some of the initiatives
taken by the Government of India. According to Business Today, these new entities
now control “two-thirds of India's banking in terms of advances and deposits that are
meant to act as a stepping stone to India's $5 trillion GDP target.”  The main
objective of the government is 'Unlocking potential through consolidation' and achieve
enhanced capacity to increase credit, to gain the strong national presence and global

reach and to gain the operational efficiency by reducing the cost of lending.

Following the Russia-Ukraine war and subsequent sanctions imposed on Russia, by the
NATO countries, led by USA, there has been total supply chain disruptions affecting
the entire world. Due to the doing away with the SWIFT(Society for Worldwide
Interbank Financial Telecommunication) facility for Russia, the countries are now being
forced to think about some alternatives. India has not stopped importing crude oil from
Russia and worked out an alternative form for making payments in terms of rupees.
India has also entered into an agreement with many countries to trade in currencies
other than dollar. This step has irked US who has maintained dollar’s supremacy as the
reserve currency right after the second world war. The author of the fourth chapter has
tried to explain the future of dollar as the reserve currency. The author is of the view

that Russian reaction to financial and currency sanctions is more important than the
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sanctions themselves, because it shows the probable direction in which the global

financial system may be heading in the near future.

It says that Russia has proposed to replace dollar as the preferred currency of exchange
for its bilateral trade with major trading partners. This includes both Russia and China.
Steps have also been initiated to bring in alternative payment and messaging
mechanisms to SWIFT, Google Pay, VISA, Master Card etc. Point to be noted here is
that Russia has been forced to look for alternatives after it has been banned from
several of these platforms. The author concludes by saying that while the demise of US
dollar as an international reserve currency may not happen soon , its exclusive right to
that title is certainly under threat. Events in Afghanistan, Europe and South China Sea
also point to a decline in the American military might and its willingness to play the
global super cop. In the absence of a strong alternative to the US political and
economic might, Gold can regain its importance in the global financial system, even if a
full-fledged gold standard is not foreseen. More than one currency may be used in
international trade and payments instead of relying excessively on US dollar. The world
is likely to virtually get divided on the basis of currency usage in trade and for

payments in the time to come.

The fifth chapter very effectively tries to bring out the impact of global developments
on sectors like food, fertilizer, fuel and automobile sector. Russia and Ukraine are
among the important producers of agricultural commodities. Both of them are net
exporters of a number of important commodities in the world. Between 2016-17 to
2020- 21, barley, wheat and mOlaize production by these countries were 19%, 14% and
4% of global output respectively. As far as sunflower oil is considered, the production

by both these countries was more than 50% of the global output.

According to the author, there has been an incessant increase in prices of food products
since second half of 2020 as per Food Price Index of Food Agriculture Organization.
The cereal and vegetable oil markets where there is a significant contribution by Russia
and Ukraine, the rise in prices has been spectacular. International prices of wheat and
barley rose by more than 31% in 2021 over 2020. This was the result of strong global

demand, production contraction in exporting countries and export restrictions by
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countries to stave off the increasing inflation domestically. Similarly, the price of
sunflower oil increased by 63% in 2021 over 2020. This upward momentum continued

during the first quarter of 2022 further because of geopolitical tensions in Europe.

The same is true with fuel. The production and trade disruptions caused by Russia and
Ukraine war, has led World Bank to forecast a 50% increase in energy prices during
this year. In 2023, the prices may cool down to $92 per barrel. However, this still will
be much higher than the 5 years average of $ 60 per barrel. The gas prices in Europe are

expected to be 2 times as high as they were in 2021.

Besides agricultural commodities, important raw materials used for chip manufacturing
are also supplied by Russia and Ukraine. Russia is the biggest miner of palladium
(around 40% of global supplies). Palladium is used for memory and sensor chip along
with other rare earth metals. Ukraine is a leading exporter of neon gas which is used in
semiconductor manufacturing processes. Shortage and supply chain disruption of
palladium and neon will adversely impact chip manufacturing industry. These chips are
used in all electronic devices like PCs, laptops, mobiles, automotive components
etc.The consequence has been the fall in the economic growth, as informed by the

World Economic Outlook mentioned above.

The resultant inflation the world over, has also impacted the investment due to the
hiking of interest rates by the countries. This is one of the major causes for the
impending recession in the world. The authors of the chapter “Impact of inflation on
investment” have tried to analyse these relationships effectively. Investors often
purchase fixed income instruments like treasuries, certificate of deposits, corporate or
municipal bonds because they seek a steady income stream from interest payments. The
buying power of interest payments, however, decreases on account of inflation since
the interest rate on the majority of fixed income assets stays the same until maturity. As
a result, bond prices often decline. Rising inflation reduces the bond's future (fixed)
coupon income's buying power, which lowers the bond's future fixed cash flows' current

value. This discourages the consumers to save more and the investors to borrow.

The authors say that according to research done by the U.S. Bank Asset Management

Group, real assets like commodities and real estate often have a positive link with
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inflation. They conclude by saying thatInflation is an economy-wide, sustained trend of
increasing prices from one year to the next. The rate of inflation is a crucial economic
term because it illustrates the rate at which an investment loses real value over time as
well as the decline in expenditure or buying power. Additionally, inflation provides
investors with the precise percentage return that their assets must yield in order to

preserve their quality of life.

The last chapter brings out the likely impact of ongoing war between Russia and
Ukraine on the world economic order. It says that the impact will be and is already
there. However, the extent of global impact on European countries could be far higher
than that on Russia as Europe is heavily dependent on Russian gas supplies. The
inflationary impact of the Russia-Ukraine crisis is likely to go beyond fuel prices as the
region is also one of the most important wheat producers in the world. Because Russia
is a key supplier of the oil, gas and raw materials that keep the Europe’s factories

running and houses warm.

An underground gas storage facility in Moscow supplies nearly 40 percent of Europe’s
natural gas and 25 percent of its oil. Natural gas reserves are running low. Russia is the
world’s largest supplier of wheat and together with Ukraine, accounts for nearly a
quarter of total global exports. For some countries, the dependence is much greater.
That flow of grain makes up more than 70 percent of Egypt and Turkey’s total wheat
imports. This will put further strain on Turkey, which is already in the midst of an
economic crisis with inflation close to 50 percent and skyrocketing food, fuel and
electricity prices.The price of mineral like palladium, used in automotive exhaust
systems and mobile phones, has been on the rise amid fears that Russia, the world’s
largest exporter of the metal, could be cut off from global markets. The price of another

important Russian export metal, nickel, has also been rising.

The author is of the view that at present, there may not be much impact on the world
economic order except shifting of the markets and reshaping of supply chains. The share
of Ukraine's global goods imports and exports only amounts to 0.3% each, while
Russia's export share is 1.9% and its import share is 1.4%. European miners should see

higher commodity prices due to supply dislocation from Russia like Palladium with
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Russia accounting for around 45% of total global production and prices are already
higher by 65%. Commodity producers in Australia, Canada, Latin America and South
Africa stand to benefit from higher commodity prices and the loss in Russian supply to

global markets while Middle East should benefit from stronger oil prices.

So far as India is concerned, neither exports nor imports exceed 2 percent in the total
outbound and inbound merchandise. Globally, Russia is the second largest exporter of
petroleum after the US, but its supplies to India is tiny; just about 1 percent of India’s

fuel imports, including coal.

According to a view given by Mr Amit Kapoor in Economic Times, upheavals in
modern global history have often been succeeded by promising periods of reinvention
and revival. The pandemic has proved that the world can unite behind a global threat
and work together for solutions to combat them. He is of the opinion that a looming
threat that could become the defining challenge of the new decade is climate change.
While it is relatively easy to galvanise into action against a virus that had visible fatal
consequences, the shift to sustainable production techniques requires stronger political
willpower. But a failure to do so will have graver repercussions than the pandemic. And

like economic inequality, it will have implications that are far-reaching and menacing.

The world has pinned in great hopes in the presidency of G-20 by India in which the
climate change has been assigned top priority. The group is also confident that there
may be a solution to the ongoing conflict between Russia and Ukraine which may help
in restoring global peace. This might reduce the tension and prolong the longevity of

existing world economic order, with all its limitations and weaknesses.
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ABOUT THE BOOK

As we are aware, 1997 was a period of financial crisis that gripped much of east and south east Asia furing the late 1990s
which led to the birth of G-20 nations or Group of 20 nations which control 85% of global GDP. Later the financial burst of
2007-09 happened which shook the entire financial world once again. This was followed by trade war between China and
USA in 2019 and now Russia- Ukraine war going on for the last more than one year with no end in sight. All these events
have resulted into the supply chain disruptions of many items like foodgrains, natural gas, essential raw materials, crude oil
etc. With a view to contain the inflation as a consequence, major part of the world adopted tight monetary policies. The
removal of Russa from the SWIFT arrangement of international payments following the sanctions by the NATO, further
complicated the matters for global supply chains. The European Union, USA, Great Britain, China is facing the threat of
recession. The ongoing war between Ukraine and Russia, Armenia and Azerbaijan, Israel and Syria, and China’s threats of
attacking Taiwan are indeed some of the factors which are forcing the global economies to keep their fingers crossed. The
world has been facing one shock after the other continuously.

The present global developments prompted us to seek the views of the learned people from the academesia as to which way
the world is heading for. Their impact on the supply chains of goods, investment and financial services have been duly
considered by the authors of different chapters of the book. We hope and feel confident that the readers would certainly find
each of them absorbing and thought provoking. We will be very happy to receive any suggestion required for the
improvement of the book so that it serves the purpose for which it has been edited. Happy reading...

IL\‘EMPYREAL |“ “‘ ”
9 "789393"810618

PUBLISHING HOUSE

India | UAE | Nigeria | Uzbekistan | Montenegro | Iraq | Egypt | Thailand | Uganda | Philippines | Indonesia
www.empyrealpublishinghouse.com


http://www.empyrealpublishinghouse.com/

	Introduction
	Challenges faced by Global Economies
	Opportunities Present by Global Economies

	Conclusion
	REFERENCES
	Banking 4.0: Confronting challenges for sustenance
	(A Case study of M& A of Banking in India)
	Ajay Kumar Varshney
	Associate Professor, GNIOT Institute of Management Studies, Gr. Noida (NCR)
	Abstract
	Mergers and Acquisitions is the only way for gaining competitive advantage domestically and internationally and as such the whole range of industries are looking to strategic acquisitions within India and abroad. In order to attain the economies of sc...
	Keywords: Merger, Acquisition, Market Size, Banking Growth, Net worth, Capital infusion.
	Banking Sector in India

