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Abstract

The primary role of commercial banks in an economy is that of financial intermediation 
between lenders and borrowers and they allocate depositors and investors’ capital to 

sectors of the economy in which the risk-return profile appears to be the most attractive. 
When we consider different sources of bank funding, it becomes clear that at least 
in times of economic growth and prosperity borrowed assets become cheaper than 
equity capital and, therefore, leveraging makes the bank more cost-efficient. However, 
large-scale lending without appropriate analysis of borrowers’ risk profiles and 
without assessing a bank’s exposures can create a trouble for the bank. Any mismatch 
between the assets and liability position can create such trouble. This is why banks’ 

debt level calibration is a delicate balance between risk-taking and profitability on 
the one hand, and safety and soundness on the other. The risk management activity of 
any commercial bank is closely linked to the bank’s role as a financial intermediary. 
Banks want to minimize the risks involved in its credit giving operations by conducting 
an appropriate screening and evaluation of creditworthiness of its borrowers, and 
by (re)distributing or pooling the risks through the use of financial instruments.
American economists Ben S. Bernanke, Douglas W. Diamond and Philip H. Dybvig 
received Nobel Prize in Economics in 2022 for their contributions to the role of commercial 

banks in mitigating financial crises. Their research works, based on 1980s data, have also 
suggested that any failure or collapse in the operation of commercial banks can exacerbate 
financial crisis in an economy. The commercial banks in India play an important role in 
funding the real sector, since almost 75% to 85% of financial intermediation is serviced by 
the commercial banks in India and therefore the leveraging mechanism even under BASEL 
norms becomes an important criterion for the efficient operation of our financial sector.

Key words: Scheduled Commercial Banks (SCBs), Tier-I leverage, Total exposure, 

Systematically Important banks
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Introduction

The economic growth of a country, among different determining factors, depends to a 
great extent upon the efficient functioning of its financial sector. Within the financial 
sector, both short and long-term financial transactions are facilitated by the money market 
and the capital market respectively. The commercial banks are an integral part of the 

money market and they play a definite role in the payment mechanism of the economy 
and the aggregate money supply in the economy depends to a great extent on the credit 

giving operations of these banks. In this backdrop, we should analyze the leveraging 

mechanism of the commercial banks. In the present paper, an attempt has been made to 

show the operational part and the basic motivation of commercial banks behind pursuing 

this mechanism giving examples particularly from India. More importantly, we shall try 

to show how far the development of financial crisis in an economy can influence this 
leveraging mechanism and whether this mechanism, in turn, can intensify the financial 
crisis.

Some basic concepts

Before entering into the main discussion we must have a clear concept about the leverage 

of any commercial bank. The Basel Committee on Banking Supervision (BCBS) has 

defined the leverage or leverage ratio of any commercial bank in the following manner: 
The leverage ratio or more specifically, the Tier-I leverage ratio of any (scheduled) 
commercial bank is defined as the amount of Tier-I capital of the commercial bank as a 
proportion of its total assets or total exposure. It is important to note in this connection 

that tier-I capital of any commercial bank consists of its equity capital and the reserves 

and surplus. Therefore,

Tier-1 leverage ratio = (Tier-I capital of the commercial bank ) / (Total assets of the 

bank) = (Tier-I capital of the commercial bank) / (Total Exposure)

Tier-1 assets are ones that can be easily liquidated if a bank needs capital in the event of a 

financial crisis. So, it is basically a ratio to measure the financial health of any commercial 
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bank. The higher is the tier- 1 leverage ratio, the higher would be the likelihood of 

withstanding negative shocks by the bank to its balance sheet. The denominator in the 

leverage ratio is a bank’s total assets or total exposures, which include its consolidated 

assets, derivative exposure, and certain off-balance sheet exposures. In fact, total assets 
of any commercial bank includes Cash  and balances with the Central bank, balance with 

other banks, investment in securities, loan and advance, fixed assets and other assets.
In this total exposure, on-balance sheet exposures are generally included at their 

accounting value, although exposures arising from derivatives transactions and 

securities financing transactions (SFTs) are subject to separate treatment (in essence, 
amounts owed to a bank are excluded while any on-balance sheet collateral related to 

such transactions are included). In case of derivative transactions, the Current Exposure 

Method as suggested by BASEL-II is followed. It captures both the exposure arising 

from the underlying assets of the derivative contract and the related counterparty credit 

risk (CCR). The value of this exposure is generally equal to the sum of the replacement 

cost (the mark-to-market value of contracts with positive value) and an add-on amount 

representing the potential future exposure of the transaction. Here, the term Mark-to-

market implies an accounting practice that involves adjusting the value of an asset 

to reflect its value as determined by current market conditions. The market value is 
determined based on what a company would get for the asset if it was sold at that point 

in time. In trading and investing, certain securities, such as futures and mutual funds, are 

also marked to market to show the current market value of these investments. 

The off-balance sheet (OBS) items arise from such transactions as credit and liquidity 
commitments, guarantees and standby letters of credit issued by the commercial banks. 

In an off-balance-sheet product, the bank is obligated to provide the money to the debtor 
once the need arises. The amount that is included in the exposure measure is determined 

by multiplying the notional amount of an OBS item by the relevant credit conversion 

factor (CCF) from the Basel-II standardized approach for credit risk. The CCF is the 

ratio between the additional amount of a loan used in the future and the amount that 
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could be claimed.

For instance, if an individual is allowed to draw a credit of INR 20,000 from a bank 

of which he has already received INR 4,000 from the bank last month then he can still 

obtain INR 16,000 in the current month. If he today receives another credit of INR 

10,000, the CCF will be INR 10,000 divided by INR 16,000, which comes to 0.625.

Basel-III norms indicated a 3 per cent minimum requirement for the Tier-I leverage 

ratio for commercial banks while it left open the possibility of making the threshold 

even higher for certain systematically important financial institutions (SIFI). It is 

important to note that the SIFIs are those banking institutions whose failure is supposed 

to trigger a financial crisis in the economy. In India, the Reserve bank of India (RBI) in 
one of its announcements in January, 2022, has declared SBI, ICICI Bank and the HDFC 

Bank as the domestic SIFI in India.  

The leverage of any banking institution can also be measured by the debt-equity ratio 

and the debt-capital ratio as shown below:

Debt-equity ratio = (Total debt capital of the commercial bank) / (Total equity capital of 

the commercial bank)

Debt-capital ratio = (Total debt capital of the commercial bank) / (Tier-I & Tier-II capital 

of the commercial bank)

If the commercial bank borrows more (by issuing, say, certificate of deposits or by 
discounting the approved securities with the Central Bank or other financial institutions 
etc.) with the view to enhancing its returns, the leverage of the bank would be higher (i.e. 

debt-equity ratio will rise or Tier-1 capital leverage ratio would fall from the prescribed 

standard fixed on the basis of BASEL norms).
Here, Tier-II capital of any commercial bank consists of hybrid capital (say, the convertible 

debentures), revaluation of reserves (which are created upon the revaluation of an asset), 

subordinated debt (In the case of a default, creditors owning a subordinated debt will not 

be paid until the senior bondholders are paid in full) etc.
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Leveraging mechanism: Pros & Cons

The primary role of banks in the economy is that of financial intermediation between 
lenders and 

borrowers. The banks allocate depositors and investors’ capital to sectors of the economy 

in which the risk-return profile appears to be the most attractive. The expertise of the 
commercial banks in evaluating risk profiles and expected returns from the capital 
invested contributes to mitigating problems of inefficient capital allocation. Furthermore,  
since on the one hand, depositors often demand products and services that offer high 
levels of liquidity (such as demand deposits or short-term time deposits), and on the 

other, borrowers need stability and seek credit with longer maturities in their contracts, 

there is obviously an inherent maturity mismatch in  the asset-liability position of the 

commercial banks.

However, by building up large pools of deposits and thereby reducing the risk for swift 

movements in total deposit balances, banks can efficiently transform the maturity of 
capital (i.e. the deposit liabilities of short-run maturities can be efficiently transformed 
into assets with longer maturities) and can maintain sustainable financing along with a 
high level of liquidity. Hence, commercial banks can serve as an important facilitator for 

efficient capital allocation in every society.
The risk management activity of any commercial bank is closely linked to the bank’s role 

as a financial intermediary. Banks want to minimise the risks involved in its credit giving 
operations by conducting an appropriate screening and evaluation of creditworthiness 

of its borrowers, and by (re)distributing or pooling the risks through the use of financial 
instruments. When a bank opts for loan syndication then it implies a risk-spreading or 

risk-distributing endeavor whereas extending credit facilities to borrowers with different 
risk profiles would imply risk-pooling. However, it is often observed that the banks, 
under the pressure of market forces, extend more credit to only those sectors where there 

remain excess demands for credit. But if under some unforeseen factors those particular 

sectors suffer huge loss then the default risks are escalated magnifying the cases of non-
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performing assets with the banks. In that situation, the banks may start the process of 

deleveraging by reducing the quantum of credit and as a result several other sectors of 

the economy which are still having better prospects would suffer from the shortage of 
bank credit. It thus shows a negative externality of the bad performance of some chosen 

sectors which received greater part of bank credit.

Normally any commercial bank expects that by leveraging, the interest paid on the 

borrowed capital will be smaller than the return generated from the investment of that 

capital, thus improving the bank’s performance. If leveraging mechanism is employed 

successfully, the difference between the cost of capital and the return on capital employed 
will contribute to the principal as an economic profit. So, on the benefit side, leverage 
enables higher economic growth of any country by relocating idle or unproductive 

capital to growth prospects. Leverage is supposed to be the key element for growth of a 

banking institution as well as the economy as a whole.

Commercial banks make a profit on the interest earned on its borrowed funds through 
lending spreads (i.e. the difference in the interest rate charged on the loan amount and 
the interest rate to be paid on the borrowed amount of the bank), and on commissions 

charged for services. However, to amplify its income and capacity to lend, it can also 

choose to leverage, i.e. borrow more money on its own account (e.g. from governments 

or other financial institutions) and then lend it to other clients at a higher interest rate. 
It not only enhances profitability but also creates a source of additional volatility of 
income of the commercial banks.

Thus, excessive leverage carries a threat of the ‘amplification effect’ of the volatility of 
returns, i.e. the absolute increase in value of returns is accelerated with the leverage and 

the chances of making loss are also accelerated. When interest and principal payments 

cannot be serviced, the debt levels increase, causing the enterprise, or sometimes the 

entire economy, to fall further down the debt spiral. Leverage makes the economy more 

dependent on funding, and, therefore, more volatile and sensitive to unforeseen shocks 

in capital markets.
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When we consider different sources of bank funding, it becomes clear that at least in 
times of economic growth and prosperity borrowed assets become cheaper than equity 

capital and therefore leveraging makes the bank more cost-efficient. However, large-
scale lending without appropriate analysis of borrowers’ risk profiles and without 
assessing a bank’s exposures can create a trouble for the bank. This is why banks’ debt 

level calibration is a delicate balance between risk-taking and profitability on the one 
hand, and safety and soundness on the other.

The relationship between borrowed funds, clients’ deposits, and own funds must be 

managed in such a way that the commercial banks remain solvent at all times, and 

that a sufficient buffer is available to cover unforeseen costs or defaults. This buffer 
is, in part, determined by the bank’s level of leverage (BASEL norms also emphasize 

on this buffer). However, some critics have drawn attention to the fact that assets of 
any bank differ in their ability to absorb losses and the leverage ratio is, therefore, not 
sufficient for determining the risk assumed by the bank. The business model followed by 
a bank, i.e. the main activities of the bank, the types of assets it holds, and the level of 

operating leverage (i.e. how far the additional earning of the bank is sufficient to cover 
the additional cost of borrowing) are other important factors to be considered while 

evaluating a bank’s ability to steer clear of insolvency when markets are volatile. 

If there is a nominal fall in the underlying asset value ( say, in case of mortgage-based 

loan), this leads to  a direct increase in the loan value relative to the asset value since 

loans extended by the bank to its  client are constant and quoted in nominal terms. It also 

implies that the debt ratio is contingent upon the underlying asset values. When prices 

of the mortgaged assets fall, the borrower faces problems to service his/her debt, since 

the value that would be realised through liquidation of the assets would no longer match 

the original amount extended by the bank as a loan. The second consequence of a fall in 

asset values is a decline in the perceived financial standing of the borrower. When the 
market value of the borrower drops, creditors (viz. the banks) demand higher lending 

rates, and the indebted borrower might find it hard to deliver profits. This can quickly 
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become a downward spiral in which the anticipation of insolvency or delinquency may 

actually force that borrower out of business. The outbreak of global financial crisis 
during 2008-2009 was particularly an outcome of such excess leveraging of the banks 

in USA and Europe.

Trend of leverage ratio of commercial banks in India

The Basel Committee on Banking Supervision (BCBS) introduced a leverage ratio in 

the 2010 Basel III package of reforms. Hence, it would make sense if we review the 

trend of Tier-I leverage ratio of Indian Scheduled Commercial Banks (SCBs) during 

2011-2022 and try to establish its relationship with the credit growth of SCBs. Fig.-

1 shows that during 2011-20, credit growth rate indicated a falling trend in India but 

Fig.-2 indicates that the Tier-1 leverage ratio of SCBs had shown an increasing trend 

during that period. Lower credit growth by the SCBs would normally imply lower total 

exposure and it would obviously imply higher Tier-1 leverage ratio. But during 2020-22, 

we find a positive correlation between credit growth and the growth in leverage ratio. 
It implied that Tier-1 capital must have grown at higher pace than the total exposure in 

Indian SCBs during that period. Similarly, if we observe a falling Tier-1 leverage ratio 

with falling growth rate of credit, that situation may imply a falling market value of 

bank equities (say due to growing NPAs). The RBI report also indicated that the growth 

rate of off-balance sheet exposures of the private sector and foreign commercial banks 
decelerated during 2018-21, while those of public sector commercial banks contracted 

during 2018-20 suggesting a prudent behaviour on the part of these banks in the face of 

elevated credit risk. Though the off-balance sheet exposures of PSBs increased during 
2020-21 but the overall growth rate of off-balance sheet exposures of all SCBs declined 
during 2018-21. This can also be a viable cause behind rising Tier-I leverage ratio during 

that period.
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                                                                                  Fig.-1 Credit Growth (Y-o-Y)

                                                                                                      of SCBs in India during 2011-2022 

                                                                                                 Source: RBI Reports

Fig.-2 Tier-1 Growth Rate

(Y-o-Y) of Tier-I leverage ratio

of SCBs in India

during 2011-2022 

                                                                                                              Source: RBI Reports

Here, the growth in Tier-1 leverage ratio would not always mean lower risk for SCBs. 

If asset quality declines with the growth in bank leverage then it would obviously 

imply higher risk. However, the RBI Reports clearly indicated that during 2011-2016, 

the asset quality of SCBs declined in India. It is normally measured by the Gross Non-

Performing Assets (GNPA) of the SCBs. During this period the non-performing loan 

ratio (NP loan as % of total loan extended by the SCBs) increased from about 3.9% 

to 9%. This apart, return on assets also declined during that period. However, during 

2020-22, along with the rise in Tier-1 leverage ratio, asset quality of the banks also 

improved as reflected by falling GNPA. So, during this period rising tier-1 leverage 
was supposed to be accompanied by a falling risk of Indian SCBs. 

Fig.-3 Tier-I leverage Ratio across the

Indian SCBs during 2020-22

Source: RBI Report
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A disaggregated view of the Tier-I leverage ratio (TILR) of Indian SCBs shows that 

it was lowest in case of the Public Sector Commercial Banks (PSBs) with, however, a 

rising trend during 2020-22. The TILR of Private Sector Commercial Banks (PVBs) 

also indicated a rising trend and it was higher than that of PSBs. In case of Foreign 

Commercial banks (FBs), the TILR trend indicated almost a stagnant situation at 10.6% 

which was, however, higher than that achieved by the PVBs (Fig.-2). In 2019, RBI has 

reduced the leverage ratio from 4.5 percent to 4 percent for systemically important banks 

and 3.5 percent for other banks and it was expected that this would help the commercial 

banks to increase their exposure.

The commercial banks in India play an important role in funding  the real sector, since 

almost 75% to 85% of financial intermediation is serviced by the commercial banks in 
India, as opposed to, for example, the United States, where only a third of all financial 
intermediation is conducted by banks. In India, the commercial banks are particularly 

important for MSMEs who lack the knowledge and size to participate in capital markets, 

and therefore the debt financing of the MSMEs supported by the commercial banks has 
a strong bearing on the macroeconomic development. The funding is partly carried out 

by issuing loans or lines of credit to enterprises. This supports the notion that leveraged 

financing of businesses in India facilitates higher employment levels, contributes to 
economic activity, and improves the business competitiveness.

Leveraging mechanism and financial crisis
There remains a big debate relating to the issue of causality between leveraging mechanism 

of commercial banks and the financial crisis. In 2022, the Nobel Prize in Economics 
has been awarded to the economists, viz., Ben Bernanke, Douglas W. Diamond and 

Philip Dybvig recognizing their contributions to the research works related to the role of 

commercial banks in uplifting the financial health of an economy and why avoiding bank 
collapses is vital in this regard. Before the seminal contribution of Bernanke (Bernanke, 

1983) on this issue, there was a common perception among the economists that bank 
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failures are a consequence of economic downturn. But Bernanke, in his analysis, has 

shown that it was other way round, i.e. collapse in banking sector actually prolonged 

the economic depression of 1930s. Diamond and Dybvig (1983) also showed that 

commercial banks play a crucial role in the financial sector and with the help of a simple 
model they indicated that a bank run can lead to a suspension of convertibility and a 

damaging impact on the economy, and stressed the need for government intervention in 

the form of deposit insurance so as to reduce the intensity if this crisis.

Friedman and Schwartz (1963) emphasized the monetary impact of the bank failures. 

They were of the opinion that bank failures intensifies economic depression by (a) 
reducing the wealth of bank shareholders and (b) more importantly, by leading to a 

rapid fall in the money supply in an economy. However, Bernanke was of the opinion 

that the argument put forward by Friedman and Schwartz had a support for the monetary 

view but it was not a complete explanation of the link between the financial sector and 
aggregate output in the 1930s.

Bernanke (1983) focused on non-monetary (primarily credit-related) aspects of the 

financial sector-output link and considered the problems of debtors as well as those of 
the banking system. The disruptions of 1930-33, according to Bernanke, reduced the 

effectiveness of the financial sector as a whole in performing the intermediation services 
since intermediation between some classes of borrowers and lenders required nontrivial 

market-making and information-gathering service. With an increase in the real costs of 

intermediation, some borrowers (particularly households, farmers and small firms) found 
credit to be expensive and difficult to obtain. This credit squeeze through its negative 
impact on aggregate demand aggravated the situation of economic depression during 

1930s.

However, despite the adoption of capital adequacy norms of BASEL-1 since 1988, the 

developed world with seemingly sound banking system failed to restrict the emergence 

of financial crisis of 2007-08. With the evolution of mortgaged backed securities and the 
involvement of commercial banks in derivative market, the nexus of greedy banks and 
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rating agencies could lead to ‘housing bubble’. Alternatively speaking, lack of proper 

risk-management system and inadequate check upon the leveraging mechanism followed 

by the commercial banks can often result in a potential financial crisis to an actual crisis. 
 

Leveraging mechanism & the Policy Stance

In the recent past (2007-08), during the turbulence in financial market particularly in 
USA, the banks were accused of having taken on excessive leverage and were therefore 

subject to scrutiny. In response, and as a measure of limiting systemic risk, the Basel 

Committee of Banking Supervisors, following the G-20 request to enhance financial 
sector resilience, proposed that banks should be legally obliged to comply with a pre-

defined leverage ratio standard. Thus, as per Basel-III norm the commercial banks in 
general have to maintain a Tier-I leverage ratio of at least 3% (as we have mentioned 

earlier) as a supplementary measure to the risk-based ratio of Basel II and making it a 

Pillar I measure. With this ratio, the Basel Committee aims to constrain the build-up of 

leverage in the banking sector, and reinforce the risk-based requirements with a non-

risk-based “backstop” measure, based on gross exposure. The proposed ratio would 

also take into account the off-balance sheet items, thus aiming to embrace as many bank 
exposures as possible. While the reasoning behind this proposal is clear and just, it must 

be stated that accounting for the off-balance sheet items is no straightforward matter. 
Hence, at this point in time, implementing the measure coherently remains a challenge.

Increasingly, one of the broadly agreed policy stances among the policy makers is that the 

commercial banks should be legally obliged to comply with a pre-determined leverage 

ratio standard (as observed under BASEL norms). However, such a policy measure 

would address debt levels alone, and not the use to which the borrowed money is put. 

As long as the money is optimally allocated in economic terms, high leverage levels do 

not necessarily imply higher risk. It is only when the credibility of the borrower or the 

return of the underlying asset becomes more uncertain that high leverage will increase 

the risk profile of the bank. Disregarding this aspect would not only constitute a failure 
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in reaching the intended goal of introducing a leverage ratio, it could also impose undue 

constraints on lending and slow down the economic recovery.

From theoretical view point, the debt levels of the commercial banks should be balanced 

so that costs of debt and benefits arising out of such debt are in perfect equilibrium. Only 
then the leveraging mechanism cannot lead to any crisis. As easy as this may sound, it is 

virtually impossible to determine accurately the optimal level of leverage.

This apart, as some banks are highly important systemically (as we have already indicated), 

which is why there is a wide interest in society in keeping them in business or keeping 

them alive and vibrant. The intense interconnectedness among banks, and between banks 

and other economic sectors, signifies that a bank failure can cause deep repercussions 
on the overall economy, as was the case with the Lehman Brothers in 2008. As a result, 

several governments chose to inject capital into banks, guarantee banks’ deposits, or 

even take an equity stake, in order to ensure that the financial institutions remained a 
‘going concern’. For instance, the government of India, through its budgetary support, 

has infused capital amounting about Rs. 3.15 lakh crore in public sector commercial 

banks during 2011-19 and during 2020-22 this infusion of capital, particularly to weak 

public sector commercial banks, was to the tune of about Rs. 90,000 crore. Generally, 

the PSBs receive this capital support through the issue of additional Tier-1 capital, viz. 

the zero coupon bonds with longer maturity issued at a discount to their face values. 

However, according to India Ratings and Research, fair valuing of the capital infused 

by the government through non-interest bearing long-term deep discount bonds (sold 

by the commercial banks to the government) can ultimately reduce the effective Tier-I 
capital levels since the present value of these bonds would be much lower than their face 

values. However, it is to be noted that this type of budgetary support to the banks should 

be a part of the short-term crisis management policy stance so as to make the banks more 

alert and resilient to withstand future crises.

In the coming years, banks will obviously continue reducing their leverage (or alternatively 

speaking, they will try to raise the Tier-I leverage ratio), while building up their capital 
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base and improving their liquidity positions, but that is not an easy task. These issues 

will have to be addressed in the climate of a depressed economic growth and subdued 

investment climate, which will force banks to find new ways of generating adequate 
returns on assets and equity in order to keep investors within reach.

IS-BB Model

The leveraging mechanism of the commercial banks can be explained with the help of 

the following general equilibrium framework.

Goods market equilibrium: denoted by IS function

 

                                                                                    ….. (1)

Y= Aggregate output, c=MPC, Ɵ = tax rate, I  = Given aggregate private investment 

financed by reinvestment of profit, ɛ = profit expectation, I= Bond-financed investment 
of the private sector, iB= interest rate on bond issued by the private firms,   = R e a l 

value of high-powered money,          = Change in monetary base, i.e. borrowing from the 

Central Bank by the government.

Here, as i
B
 rises, I will fall and therefore other things remaining the same, aggregate 

demand for output will fall. So, there arises excess supply in the goods market and the 

producers, bothered by unsold stocks, would reduce the output. So, Y will fall. So, we 

get a negative correlation between i
B
 and Y. Hence, the IS curve, showing different 

combinations of i
B
 and Y which keep product market at equilibrium, becomes negatively 

sloped (Fig.-1).

Bond market equilibrium: denoted by BB function

                                                                  ………… (2)

Here, β=Fraction of liquidity the commercial banks decide to hold in bonds, r=Required 
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reserve ratio, (1 – r)= excess reserve ratio , ( 1 – c )= MPS ; so the left-hand side of eqn 

(2) shows the demand for bond in the market and the right-hand side shows the supply 

of bonds.

Here,          ………. (3) where i= interest on loan extended by 

banks, i
B
= interest rate on bond issued by the private firms, and hence if (i

B
 – i) > 0 then 

the banks would try to allocate more of its portfolio towards bond purchase and β will 
rise. Again, here ϒ denotes the risk appetite of the banks and therefore an increase in ϒ 
would mean an increase in β. 
Now, other things remaining unchanged, if there is an increase in Y then private savings 

will rise, and if we assume that all these savings are deposited in commercial banks then 

it would cause new deposits in banks. Then portfolio allocation of the banks towards 

bonds (i.e. banks’ investment in bonds) will rise and this will lead to excess demand for 

bonds. So, bond price (Bp) will rise, and since   , so i
B
 will fall. Thus, in bond market also 

we get a negative correlation between i
B
 and Y. Here, the BB curve, showing different 

combinations of i
B
 and Y which keep the bond market at equilibrium, also becomes 

negatively sloped(Fig.-1).

However, for having simultaneous equilibrium in both goods and bond market and for 

the stability of that equilibrium, the BB curve must be flatter than the IS curve (Fig.1).  
The combinations (i

B
 ,Y) to the right of IS function would indicate excess supply in 

goods market (ESG), and (i
B
 ,Y) combinations to the left of IS would imply excess 

demand in goods market (EDG). Similarly, (i
B
 ,Y) combinations to the right of BB 
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function would indicate excess supply in bond market (ESB), and (i
B
 ,Y) combinations 

to the left of BB would imply excess demand in bond market (EDB). Thus, any (i
B
 ,Y) 

combination situated off the general equilibrium point E would gradually converge to 
the equilibrium value(Fig.-1).  

Now, the leverage function of the banks can be stated as follows:

        ……… (4)

Here,  denotes the demand for loan financed investment by the private firms, and the 
supply of new loans that banks can make is indicated by  

Thus, other things remaining the same, an increase in Y would cause a fall in dL
B
 

indicating a negative relation between Y and dL
B
. (Fig.-1).  However, if the private 

firms become over optimistic about their return from any particular investment, then the 
demand for loan financed investment by the private firms will rise and the banks would 
be inclined to extend more credit. So, at each level of Y, the leverage function would 

shift upward (Fig.-2) , and the banks become more leveraged.

But if those investment projects do not perform well then the net worth of those firms 
will fall. In that case, incidences of NPA rise with the banks. Then the banks may offload 
their portfolio from loan finance and may even invest less in bonds (in eqn.2, β will fall). 
So, there will be excess supply bonds in the bond market, and at each level of Y, iB will 

rise causing an upward shift in the BB curve. So, given the IS function, equilibrium Y 

will fall and iB will rise. However, with a fall in Y, [ we assume that after a fall in β  and 
rise in ( 1 - β ), fall in Y in eqn 4 outweighs the rise in ( 1 - β )] the banks will tend to be 
more leveraged and the financial crisis becomes more acute (Fig.-2).  
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Conclusion

Seen from a broader economic perspective, determining the policy-mandated levels 

of leverage is a trade-off between the risk of reducing lending and investing in several 
projects, and the risk of creating an over-abundance of credit within the economy. 

When too much credit is made available, the risk for efficiency losses magnifies. 
Scarcity of credit can, however, be beneficial for allocating purposes as lenders or the 
commercial banks become particularly concerned about the risk and return on their 

investments when not all ventures can be granted credit. On the other hand, credit 

shortages can also hinder the economy from achieving its full potential. If less lending 

is granted to the private sector, risky projects with good prospects would remain 

unrealised because of the prohibitively high costs associated with venture capital 

financing. Thus, the leveraging mechanism of the commercial banks assumes a great 
importance in our present day economy both at the local and global levels which are 

characterized by increased risk and volatility in returns from assets. However, the 

prudence in risk management in the banking sector should not only be bounded by the 

legally defined norms but it should also be an integral element of banking culture in a 
growing economy like India.
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Abstract

International trade indicates the trade among different countries. For economic growth 
as well as development international trade of any economy plays a vital role. On the 

other hand, employment is another important variable in any economy. Increase in 
employment helps in improving the condition of the economy by reducing poverty. With 
the development of the technology economic growth becomes faster. In this backdrop the 
current study will focus on international trade. Employment and emerging technology in 
the economy of India. Since international trade plays a vital role in economic development 
thus some data analysis will include in respect of international trade. 

Introduction

International trade indicates the trade among different countries. For economic growth 
as well as development international trade of any economy plays a vital role. On the 

other hand, employment is another important variable in any economy. Increase in 

employment helps in improving the condition of the economy by reducing poverty. With 

the development of the technology economic growth becomes faster. 

There are two forms of trading- Import and Export. The product that is sold from one 

country to another is export and the product that is received from another country is 

called import.  Trading helps people to come across new goods and market. Almost 

every products are traded-for example food, clothes, drink, groceries -which includes 

rice, wheat-petroleum and even water is traded. According to research, most countries 

are facing continuous job shortage and unemployment problem. And since the 

unemployment is increasing and still economy grows, this phenomenon is known as 

‘Jobless Growth’. Due to high unemployment in most of the countries it has become an 

important question. Growth is designed to serve people and promote development and 

reduce poverty. Emerging technologies are those technical innovations which represent 

progressive development within a field for competitive advantage.
In this backdrop the current study will focus on international trade. Employment and 
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emerging technology in the economy of India. Since international trade plays a vital role 

in economic development thus some data analysis will include in respect of international 

trade. 

Section I: Literature Review:

Newfarmer Richard and Sztajerowska Monika in their work “Policy Priorities for 

International Trade and Jobs” explains how trade might affect job creation and wages, 
including its relation on economic growth, productivity and income distribution. It also 

describes about the effects of offshoring and trade in service as well as adjustment cost 
associated with trade.

Section II: Concepts on International Trade 

INTERNATIONAL TRADE:

Economies are linked internally through trading goods in and out. International trade 

is a process by which we exchange capital, goods and services across international 

boundaries, because there is a want of goods and services all over the world. If one 

country does not have the ability of growing cotton then it can import it from the other 

country. Hence to ease the process of trade between countries of different economic 
standards an organization was formed which is called World Trade Organization. 

Import and Export are recorded and which are generally in a county’s current account in 

the Balance of payment.

Balance of Payment is the systematic record of all economic transaction between the 

residents of one country and the residents of foreign country. Balance of Payment is a 

flow concept. There are three categories of Balance of Payment:
1) Balance of Trade: Balance of trade displays the record of exports and Imports of 

goods in a given year.

BALANCE OF TRADE = EXPORT OF GOODS -IMPORT OF GOODS
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2) Balance of Current Account: The Balance of current account includes the balance of 

trade, the balance of services, and the balance of transfers. The current account keeps 

the measure of payments made for currently produced goods and services and the trade 

flows of fund between countries. Non trade flows comprises of factor incomes like – 
wages, interest, etc. and unilateral transfers.

BALANCE OF CURRENT ACCOUNT = BALANCE OF TRADE + BALANCE 

OF INVISIBLES +BALANCE OF TRANSFERS

3) Balance of Capital Account: Balance of capital account refers to the balance of capital 

transfers- borrowing and lending from abroad and sales and purchases of assets, gold 

and foreign exchange from other countries.

INDIA’S FOREIGN TRADE POLICIES:

India’s foreign trade policy is the legal document set by the government which consists 

of rules for goods and services to be traded. These are formed by the Directorate 

General Foreign Trade, the ministry of commerce and industries regulating body for 

the promotion and organising the process of export and import. The main aim of this 

policy is to promote the country’s revenue by influencing more on exports rather than 
imports thereby leading to national development and economic growth. The Foreign 

Trade policy was formed on 1st APRIL 2015.

Some trade agreements of India are:

• Agreement on South ASEAN Free Trade Area (SAFTA)

• India – Singapore Comprehensive Economic Cooperation Agreement (CECA)

• India – South Korea Comprehensive Economic Partnership Agreement (CEPA)

• India – ASEAN Trade in Goods Agreement.

• India – Japan Comprehensive Economic Partnership Agreement.
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Section III: Data, Methodology and Analysis

In this study I have used Statistical handbook on Indian Economy from RBI and do the 

analysis by using MS excel.

Analysis 

Exports of Oil and Non-Oil

During the year of 2021-22 and 2014-15 we can observe that the export of oil products 

have increased and during the year 2015-16 and 2020-221 the export has considerably 

decreased.

And during the year 1970-71 till 1990-91 the export of oil products were not much. The 

exports started increasing after 1990-91. And the exports of non-oil products started 

increasing after 1984-85.

Export of Principal Primary commodities (OLD ITEMS)

From the year 1990-91 we can observe that the export of tea has increased and again 

in 1996-97 has decreased. The export of coffee has increased during the year 1994-
95 and decreased during the year 2000-01. Export of rice have increased during the 

year 1996-97 and again decreased during the year 2002-03. Again the export of wheat 
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has increased during the year 1987-88 and decreased during the year 1999-00. Raw 

cotton are exported highly from 2011-12 and decreased in 1993-94. Tobacco are highly 

exported from 1987-88 and decreased during 1992-93 and so on.

Export of Principal Secondary commodities (OLD ITEMS)

From the year 2005-06 we can observe that the export of plastic and linoleum has 

increased and again in 2010-11 has decreased. The export of iron and steel has increased 

during the year 2005-04 and decreased in the year 1991-92 Export of machinery and 

instrument have increased during the year 2007-2008 and again decreased during the 

year 1994-95. Again the export of Electronic goods has increased during the year 2008-

09 and decreased during the year 1997-98. Manmade staple fibre are exported highly 
from 2009-10 and decreased in 1987-92 and so on.
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Export of Principal primary commodities (NEW ITEMS)

In the year 2010-11 the export of tea has increased whereas in the year 2015-16 it 

decreased and the export of rice and coffee is almost nothing. Other cereals are mostly 
exported during the year 2011-12 and the spices are exported mainly during the year 

2018-19. Other commodities like cashew is exported mainly during the year 2015-16 

and decreased during the year 2021-22.Export of Fruits and vegetables increased during 

the year 2017-18 and again decreased in 2018-19.
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Export of Principal Secondary commodities (NEW ITEMS)

In the year 2015-16 the export of leather and leather products has increased whereas 

in the year 2021-22 it decreased and the export of ceramic products and glassware 

increased during the year 2020-21. Gems and jewelleries are mostly exported during the 

year 2010-11 and the Drugs and pharmaceuticals are exported mainly during the year 

2020-21. Other commodities like organic and inorganic products is exported mainly 

during the year 2020-21 and decreased during the year 2010-11.Export of engineering 

goods increased during the year 2021-22 and again decreased in 2009-10.

.  
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Import of Oil and Non-Oil Products

Import of oil products have increased in the year 1980-81 and decreased in the year 

1994-95. And the import of non-oil products have increased in the year 1971-72 and 

decreased during the year 2006-07.
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Import of Principal Primary Commodities (OLD ITEMS)

In the 1993-94 we can observe that the import of petroleum crude and products has 

increased and decreased during the year 2005-06. The import of Cereals increased 

during the year 1992-93.

And decreased during the year 2002-03. Import of sulphur and unroasted iron increased 

during the year 2011-12 and decreased during the year 2019-20. The import of Edible 

oil increased from 2002-03 and decreased during the year 1998-99. The import of pulses 

increased during the year 1988-89 and decreased during the year 2006-07 and so on.
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Import of Principal Secondary Commodities (OLD ITEMS)

In the year 1991-92 we can observe that the import of sulphur and unroasted iron has 

increased and decreased during the year 1998-99. The import of nonferrous metals 

increased during the year 1996-97. And decreased during the year 2001-02.Import of 

crude rubber increased during the year 2006-07 and decreased during the year 1992-

93. The import of machine tools increased from 1996-97 and decreased during the year 

2000-01. 
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Import of Principal Primary commodities (NEW ITEMS)

From the year 2016-17 we can observe that the import of raw cotton and waste has 

increased and again in 2014-15 has decreased. The import of vegetable oil has increased 

during the year 2020-21 and decreased during the year 2012-13. Import of pulses have 

increased during the year 2016-17 and again decreased during the year 2014-15. Again 

the import of Pulp and west paper has increased during the year 2021-22. Metaferrous 

ores and other minerals are imported highly from 2015-16 and decreased in 2019-20. 

Pearls and precious stones are highly imported from 2010-11 and decreased during 

2018-19.
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Import of Principal Secondary commodities (NEW ITEMS)

In the 2015-16 we can observe that the import of Textile yarn has increased and decreased 

during the year 2020-21. The import of fertilisers increased during the year 2011-12.

And decreased during the year 2016-17.Import of sulphur and unroasted iron increased 

during the year 2011-12 and decreased during the year 2019-20. The import of leather 

and leathered products increased from 2020-21 and decreased during the year 2016-17. 

The import of organic and inorganic products increased during the year 2010-11 and 

decreased during the year 2015-16.

 

CONCLUSION:

Hence we can conclude by telling that international trade helps in economic growth and 

development which includes increasing national income, employment, living standard 

and it helps the people of different country to expose to dynamic kinds of goods and 
markets all over the world. International trade helps to develop more production sector.

The larger the amount of trade the larger is the development of working sector in the 

economy.
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Introduction  

The sensational piece of news that has set social media abuzz by the end of the month of 

August is that India has surpassed Britain and is currently enjoying the status of being the 

fifth largest economy in the world. Although this was predicted by the economists at IMF 
for quite some time, the news has brought a wave of pride and hope among the Indians 

about the bright future of the economy. A sense of victory is also noticeable, considering 

Britain were former colonisers. A report published by Bloomberg 1 in August, confirmed 
that India had posted a GDP of $854.7 billion whereas UK had posted a GDP of $816 

billion in the January March quarter of 2022. India, although being marginally ahead in 

GDP value by $40 billion from the UK, has the potential to reach around $3.53 trillion 

by the end of 2022 with the UK struggling to reach $3.38 trillion. The sudden slowdown 

of UK’s economic growth can be attributed to the alarmingly high rate of inflation that 
the nation is facing. UK’s consumer prices inflation stands at 10.1%, way more than the 
predicted rate of 9.8% and the highest in around 40 years since the time of Margaret 

Thatcher (1982). Keeping in mind the current foreign exchange market, both INR and 

British Pound had fallen dangerously in value compared to the USD, which had caused a 

shrinking of the GDP of both the countries in dollar terms. Notwithstanding that, India’s 

economy has been growing in both real and nominal values at a surging rate of 5.71% 

since the last decade, whereas the UK’s has been growing at only 1.76%. Assuming 

India to continue this pace of growth, it will become a $5 trillion economy by 2026 

whereas Britain will struggle to become a $4.35 trillion economy.  The facts and figures 
do provide a positive impetus to India’s GDP growth, the real picture is actually not that 

glorious. India may have quantitatively left the economies of France and Britain behind 

but the nation is still lacking the qualitative growth that is the need of the hour.  India is 

suffering from the problem of uncontrolled population growth and the growing income 
inequality among its citizens that is a direct consequence of the said problem. It is also 

way behind UK in certain important spheres like HDI (Human Development Index), Per 

capita GDP, poverty and unemployment. Economists throughout the world have praised 
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India  for its highly successful start-up boom that has contributed 26% to GDP growth 

but have also  expressed concern about the basic foundations of the economy that need 

more attention.  

Literature Review  

Renowned economist Kaushik Basu (2007) in his paper The Pattern and Causes of 

Economic  Growth in India, provides a thorough and in-depth analysis of what gave 

the Indian economy  such a tremendous impetus to grow. Gurcharan Singh and Shikhil 

Munjal (2019) in their paper An Empirical Study of GDP of Indian Economy on 

Inflation and Population, deeply study the negative effects of high inflation coupled 
with unprecedented population growth on the overall growth of the Indian economy. 

Margaux MacDonald (2022) in his paper Financial Sector and Economic Growth in 

India, has mentioned about the sensational growth of the financial sector in India even 
after facing so many setbacks and how the financial sector has predominantly given a 
concrete shape and direction to India’s GDP growth. Carl J.  Dahlman’s paper India’s 

Knowledge Economy in the Global Context (2019) talks about how  India’s education 

sector has been profoundly instrumental in shaping its growth along with  the IT and 

the services sector, making the nation the largest manufacturer of engineers and  the 

second largest in software production. Several articles presented in newspapers like the 

Economic Times, The Hindu, The Indian Express etc. also provide a detailed analysis 

about India surpassing UK to become the fifth largest economy in the world.  

Research Methodology

All primary and secondary data for this research has been taken from the World Bank, 

The International Monetary Fund (IMF), and The UN economic survey, The Reserve 

Bank of India (RBI), The National Sample Survey Office (NSSO), Office of National 
Statistics UK, The World Inequality Report and International Labour Organisation.  
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Analysis

Inflation
For an economy, extreme levels of inflation is a big problem. As of June 2022, the 
Consumer Price Index (CPI) inflation of Britain stood at roughly 10.1%, way more than 
the initially predicted inflation of 9.8% and the highest in over 40 years since the time 
of Margaret Thatcher (1982). During the Covid-19 pandemic in 2020-21, CPI inflation 
in India rose up to 8.7% but came down to around 6.5-6.7% by December 2021 and 

was more or less hovering around 6.5-7%. The CPI inflation showed a sudden peak in 
April-May 2022 but as of July has again come down to 6-7%. For a developing country, 

an inflation rate of roughly 7% is considered as a threshold inflation rate and India is 
doing quite well in that sphere as compared to Britain. However, India’s inflation rate is 
affecting the poor of the country as necessities like rice, cereals, basic clothing etc. are 
sucking up the crunch of their meagre income.  

 

Graph from TradingEconomics.com based on data by IMF.

GDP, Per-Capita GDP and Population  

The GDP report published by Bloomberg pertaining to January-March quarter of 2022 

posted India’s GDP at $854.7 billion and that of UK’s at $816 billion. A report by 

published by the World Bank 2 in 2021 opined that Britain’s population in 2021 was 

roughly around 67.5 million whereas that of India was around 1.45 billion. India’s GDP 
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(current prices) in 2021 was $3.18 trillion and that of Britain’s was $3.19 trillion. The 

alarming fact to look at here is that the average productivity of 1.39 billion Indians was 

roughly equal to the average productivity of 67.5 million Britons. As of August 2022, 

the Labour Participation Rate in India was roughly 47.5% whereas that of Britain was 

78.3%. 

 Graph from TradingEconomics.com based on World Labour Statistics report by ILO

 

IMF’s report in 2021 3 showed that the per-capita income of a Briton was $47,203 

while that  of an Indian was $2,283 which is even less than 5% of an average Briton’s 

income. This huge gap in per-capita income in the respective nations gives a deep insight 

of how the problem of inequality is hampering India and its overall growth. Although 

being numerically ahead of Britain, India is failing to distribute its pie equally among 

its people which has further increased the gap between the rich and the poor in the 

country. A study released by the Ministry of Finance, Government of India 4 in 2021 

showed that out of a sample of 10 randomly selected people in the 5 major metropolitan 

cities in the country, 4 of them were extremely happy with their bank accounts having 

substantial money, 3 of them were moderately happy with decent money in their bank 

accounts whereas 3 of them were struggling immensely to make even minimal ends 

meet. The most alarming fact about this conclusion is that the growing inequality in per 

capita income distribution is making the already rich people richer and the poor worse 

off in India. This study further proved the idea  that the ‘middle class’ faction of the 
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population which previously existed in the Indian society  was slowly getting eroded 

with the people either settling in the ‘upper class’ (high income) of  

The society or the ‘lower class’ (low income) factions of the society. One report published 

by  Oxfam 5, showed that the richest 1% of India hold about 42.5% of the country’s 

national  income whereas the bottom 50% which form the major chunk of the country’s 

population  hold only 2.8% of the national income. In UK however, the richest 10% hold 

around 36% of the national wealth and the 50% of the working class and the daily wage 

population holds just about 12% of the national wealth.  

Data compiled from different sources by the World Bank.

International Trade, Balance of Payments and ‘Brexit’

The two political parties of Britain, that is, the Conservative Party and the Labour Party 

hold starkly different views about the economics to run the country. Since the departure 
of David Cameron as Prime Minister, the Conservative Party have continuously failed 

to steer the economy towards the path of growth. With no public support and clinging 

desperately to the threads of power, the Party had put Theresa May and Boris Johnson 

on the Prime Minister’s seat but both of them could not hold the reins of the economy 

much strongly. The most recent blunder was Prime Minister Liz Truss, whose sudden 

tax-cut policy created havoc and forced her to resign with only 45 days in office of 
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the PM. Rishi Sunak, former Chancellor of the Exchequer and Chief Secretary To The 

Treasury, who replaced Liz Truss as PM had strongly urged in his opening address that 

he would narrow the huge trade deficit that Britain is currently standing on and will 
gradually steer the country on the path of growth. 

As of Quarter 2 of 2022 (April-June), the underlying UK current account deficit excluding  
precious metals reduced to £ 32.5 billion or 5.3% of the GDP in Quarter 2, a change of £ 

4.4 Billion from the previous quarter. UK’s balance of payments deficit hit an astonishing 
record, with the figure ballooning to £ 51.7 billion or 8.3% of the GDP posted in the 
January-March quarter of 2022. The data from The Office for National Statistics showed 
the impact of this huge deficit on the disposable income of the households which shrank 
for the longest period in record.  

Britain’s exit from the European Union, famously termed as the ‘Brexit’ which was 

passed in 2016 and was completed by 2020 is another major, if not the major, reason 

for the economic crisis that the country is facing. The most astonishing piece of news is 

that almost 51.7% of the country’s population voted for the ‘Brexit’. Since the ‘Brexit’, 

UK’s exports have fallen drastically by about 45% in January 2021 and it fell even 

further by 15% more in August 2021. The goods imports from the EU had also fell by 

30%. UK’s automotive industry, which adds around £ 15.3 billion to the country’s GDP 

had been the worst affected due to the ‘Brexit’.  

Source- Office for National Statistics, UK
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Based on data by Office for National Statistics, UK

Since the opening up of the economy in 1991, the Indian population has been attracted 

to the goods and products of the western world and the continuously rising demand for 

foreign products has always led to a huge trade deficit in the current accounts of the 
country due to the increased imports and comparatively less exports. However Prime 

Minister Modi’s ‘Atmanirbhar Bharat’ policy has provided strong impetus to Indian 

industries for competing in the world market and has helped to narrow down the huge 

gap of the country’s BoP.  

As per the RBI 6, India’s Current Account Deficit (CAD) decreased to $ 13.4 billion (1.5 
per cent of GDP) in Q4 of 2021-22 from $ 22.2 billion (2.6 per cent of GDP) in Q3 of 

2021-22.  The sequential decline in CAD in Q4 of 2021-22 was mainly on account of a 

moderation in  

Trade deficit and lower net outgo of primary income. India’s balance of payments had 
slipped into a deficit of $ 16 billion after approximately 13 quarters (since FY 2019) 
during which period it had posted a surplus of $ 0.47 billion and $ 3.4 billion in FY 2020 

and FY 2021 respectively.  

Given the nation’s more or less constant growth rate of 6-7% YoY and the industrial 

sector taking huge strides on the path of growth due to the positive impetus from the 

‘Atmanirbhar Bharat’ movement, economists are hopeful that India will be able to bring 

down the trade deficit as foreign markets push demand for Indian products.  
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Picture sourced from CNBC TV1

Picture sourced from CNBC TV18 

Poverty and Unemployment

As of July 2022, the unemployment rate of UK has fell to around 3.6% which is the 

lowest in around 50 years. India’s unemployment rate rose to 8.3% in August 2022 

but has decreased to 6.4% in October 2022. Considering the population of the nation, 

the unemployment situation is not particularly a happy one. As of UK, the situation is 

gradually spiralling out of control as CPI inflation has hit a record high and there has 
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been no change in minimum wages, resulting in widespread discontentment among the 

general public. 

Graph from TradingEconomics.com based on World Labour Statistics report by ILO

India in the past decade has done tremendously well to curb its poverty levels. In 2012, 

the  poverty level in India stood at roughly 20% of the total population, but a more recent 

report by  Bloomberg 7, showed that it has come down to roughly 8-9% of the total 

population. However India’s poverty level is still very high compared to that of Britain’s 

that stands at roughly 0.8% of the total population.  

Multi-dimensional Poverty Index (MPI) is an index that captures the percentage of 

households in a country deprived along three dimensions of well-being – monetary 

poverty, education, and basic infrastructure services – to provide a more complete 

picture of poverty. According to a report by Oxford 8 in 2018, India had reduced its 

poverty rate drastically from 55% to 28% in the last ten years. 271 million people moved 

out of poverty between 2005/06 and 2015/16. While progress has been remarkable, the 

country still had the largest number of people living in multidimensional poverty in the 

world (364 million people).  

Considering the 364 million people who were MPI poor in 2015/16, 156 million (34.5%) 

were children. The good news is that multidimensional poverty among children under 

10 had fallen the fastest. In 2005/06 there were 292 million poor children in India, so the 

latest figures represent a 47 percent decrease or a 136 million fewer children growing up 
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in multidimensional poverty. When considering the durable and lifetime consequences 

of childhood deprivation, particularly in nutrition and schooling, it’s a tremendously 

good sign for India’s future.  

  

Data sourced from World Poverty Index

Data sourced from Global MPI Report by Oxford Poverty and Human Development Initiative, 2018
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Data sourced from Global MPI Report by Oxford Poverty and Human Development Initiative, 2018

Purchasing Power Parity and Human Development Index  

Purchasing Power Parity, or PPP, simply refers to the rate at which the currency of one 

country would have to be converted into that of another country to buy the same amount 

of goods and services in each country. In 2021, the average income of an Indian stood 

at $7,341 which is around 15% of an average Briton’s income of $50,388. A survey 

conducted by UN 9 showed that among 193 countries, in terms of PPP, India stood at 

127th position and Britain stood at 27th. So, the gap between the two countries seems to 

close a bit if we consider PPP but in real value terms, it’s still quite large.  

Data sourced from World Bank statistics. All values are in USD Billion.
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 Data sourced from World Bank statistics. All values are in USD Billion.

The Human Development Index, or HDI, a composite to measure health, education and 

standard of living parameters shows India standing well below the UK. As of 2021, 

India has an HDI of 0.645 which is medium development while UK had an HDI of 0.932 

which is above the average of 0.720 signifying a better quality of life in UK. IHDI or 

the Inequality adjusted Human Development Index adjusts the Human Development 

Index (HDI) for inequality in the distribution of each dimension across the population. 

As of IHDI reports  published by the UNDP in 2021, out of 156 countries, India has a 

rank of 108 with 0.475  IHDI value whereas UK has a rank of 16 with 0.850 IHDI value. 

Economists at IMF predict that India would take at least more than a decade to catch up 

with UK’s HDI.  

Data sourced from UN Human Development Report 2020.
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Data sourced from UN Human Development Report 2015

Data sourced from The Times Of India (TOI), 2017
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Conclusion

India surpassing Britain to become the fifth largest economy in the world is no mean 
feat given  that the country was still termed a “third-world country” just a decade ago 

but the development  brings a lot of aspects to the front that need immediate attention. 

The most important issue is uncontrolled population growth. A study published by 

World Population Review 10, revealed that there is one birth in every 7 seconds in 

India and one death in every 12 seconds. The current population in India stands at 1.50 

billion and is expected to reach 2.30 billion by 2060. From 1960 to 1990 the Indian 

population had grown at a steady rate of 2.09% but the growth rate has fallen in the 

last decade. The current growth rate of population is around 0.89%. The unprecedented 

population growth is naturally accelerating the GDP of the country but on the flip side, 
each individual’s share of the nation’s “Economic Pie” is gradually diminishing. The 

existing income inequality is further fuelling the fire with the allocation of 42% of 
the nation’s income to the rich and only 10% to the poor. India’s unemployment rate 

currently stands at 6.4%, which at the periphery may seem quite natural but in reality 

is absolutely the opposite.  6.4% of 1.50 billion Indians unemployed is something too 

alarming to ignore. Comparing population statistics of Britain and India, the number of 

people who are unemployed in India is roughly equivalent to 35% of Britain’s entire 

population. Economists around the world have expressed serious concern regarding this 

and have even said that developing countries like Vietnam, Taiwan etc. who are much 

behind India may soon leave India behind because of their less population and increased 

productivity. On the other hand, the political scenario in Britain is in shambles. There is 

record high inflation, public unrest and the economic machinery of the country is getting 
jammed. The nation needs strong monetary policy changes immediately to curb the high 

inflation as well as a strong Prime Minister to hold the reins of the nation’s politics. It 
is predicted that India will become a $5 trillion economy roughly by 2026 but what use 

will that be if the average Indian doesn’t receive even a slight share of that? Numerically 

India may have left Britain and France behind as an economy but India is still behind 
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them in some of the key factors that determine economic growth. Roughly speaking, 

the foundations of the nation’s economy are not growing at the same rate as compared 

to the economy itself and its high time for the nation to work on this. The only effective 
remedy for the nation at present is to curtail population growth and simultaneously 

work towards strengthening the basic foundations of the economy, ensuring efficient 
allocation of wealth, improving the living standards of people and maintaining a steady 

and uniform growth rate. Planned and productive progress, coupled with a well-oiled 

economic machinery and efficient allocation of the national wealth among its people 
will surely catapult India to new highs in the near future. 
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Abstract

The paper traces the presence of Phillips curve in India for both short run and long run. 
Unemployment and Inflation are issues that are central to the economic life of every 
developing nation. This paper estimates the short-run and long run trade-off between 
inflation and unemployment for the Indian economy over the period 1991-2021. In 
the short run we find that the relation between inflation and unemployment is more 
or less constant over the years. However from 2005-2008 we find the inverse relation 
as suggested by Phillips holds true. On using the data from 1991-2021, we found that 
inflation has negligible effects on unemployment. We have used textual, tabular and 
graphical analysis to examine the realism of the situation. The result obtained from our 
study is indeed surprising and is contradictory to what Phillips’s theory suggests. Thus 
we can conclude that in India there may be several other factors apart from inflation 
rate which affects the rate of unemployment.

I. Introduction

The most well-known indicator of inflation is the Consumer Price Index (CPI), which 
measures the percentage change in the price of a basket of goods and services consumed 

by households.

Unemployment refers to the share of the labour force that is without work but available 

for and seeking employment. It is important for us to keep in consideration that the rate 

measures the percentage of unemployed job seekers in the labour force—the sum of 

employed and unemployed persons—and not the entire population.

It is in the motive of every government to reduce inflation as well as unemployment 
simultaneously. However as suggested by Phillips this dual problem cannot be handled 

side by side. According to him, high levels of inflation is associated with low levels 
of unemployment and low levels of inflation brings in high unemployment. Thus it is 
anticipated that both these variables would be inversely related.

In the present situation, every month there is a surge in prices ranging from fuel to 
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consumer goods. Also the pandemic has not only taken a toll on lives but has also taken 

away jobs of thousands. Unemployment is also rising at par with inflation.
The objective of the paper is to study the relationship between Inflation Rate and the rate 
of Unemployment India.

This paper seeks to explore whether the hypothesis developed by Phillips holds true in 

the case of India during the time period of 1991 to 2021.

II. Literature Survey

Jagdish Sahu (2013) in his paper named as “Inflation dynamics in India: A hybrid new 
Keynesian Phillips Curve Approach” pointed out that fuel price inflation, agricultural 
output gap, exchange rates and foreign inflation plays a major role in forming expectations 
for inflation. Their empirical study supported the significance of all such variables’ 
effect on the price level of the economy. They also suggested that smooth operation of 
supply mechanisms will maintain price stability in the long run. They have addressed 

the problem of endogeneity in expected inflation and used the generalized method of 
moment.

N. Verma; D. Singh (2016) in their paper titled “Trade-off between Inflation and 
Unemployment in the Short Run: A Case of the Indian Economy” conducted various tests 

to detect the existence of Phillips Curve in India, and satisfactorily they found an inverse 

relationship. Their paper also suggest policies for growth of GDP like better linkage of 

ministries; generation of employment, infrastructure etc. They have used OLS estimates 

and bi-variable regression analysis min formation of three models which mainly checks 

the relationship of Unemployment with Inflation using Vector Error Correction Model

Anup Sinha (2017) in his paper “Relationship between Inflation and Unemployment 
in India: Vector Error Correction Model” approached the trade-off using econometric 
analysis. They observed the variables to be stationary after first differencing and conducted 
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tests and used VECM for regression; which gave a favourable negative relationship, 

whereas in the long run both the variables moved in the same direction.

Xinhe Xia (2021) in his paper “Unemployment, Inflation and Impact on GDP in India”, 
pointed out that inflation is followed by low output adjustments and therefore fall in 
employment. The unemployed people have poor standards of living and thus fall in 

GDP. As a remedial measure, it suggests policymakers should dive their attention in 

reducing unemployment, workers wage efficiency, infrastructural development and 
growth of GDP.

III. Theoretical Background

Phillips Curve in the Short Run

The Phillips Curve, discovered by Professor A.W Phillips, establishes a relationship 

between unemployment and inflation. The relationship was based on the observations 
he made on unemployment and changes in wage levels from 1861 to 1957. He observed 

that there was a trade-off between unemployment and inflation, so that any attempt by 
governments to reduce unemployment was likely to lead to an increased inflation. This 
relationship was seen by the

Keynesians as a justification of their policies. It puts forward an empirical relationship 
between unemployment (it is treated as endogenous variables) and inflation. If there is a 
fall in unemployment, workers can haggle their wages; causing wages to rise (similarly 

a rise in labor supply will cause wages to fall). The positive relationship between 

nominal wage and inflation was modified to establish the link between inflation and 
unemployment. Low unemployment is analogous with tightness in labor markets, high 

levels of consumer income and demand. Thus, the conditions for rapid wage and price 

increases exist on both the demand side and cost side. Ergo it is associated with a rapid 
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rate of inflation. Thus, society can opt for the cost of a high unemployment rate. The short 
run Phillips Curve is downward sloping, the point which cuts the horizontal axis shows 

the rate of unemployment with price stability (called the Non-Accelerating Inflation 
Rate of Unemployment by Milton Friedman) termed as NAIRU. NAIRU shows there 

exists unemployment friction, seasonal, structural but no cyclical unemployment.

Around 1970, however, the relation between the inflation rate and the unemployment 
rate started moving in the same direction for a few countries like Malaysia, France and 

the UK. The points were scattered in a roughly symmetric cloud. There was no longer 

any visible negative relation between the unemployment rate and the inflation rate.

Formation of the cartel by oil exporting countries, OPEC, in mid-1960 to eliminate 

competition among themselves, again, led to a significant surge in crude oil price, 
fuelling huge increase in cost of production and stagflationary situation. Friedman and 
Phelps famously predicted that as inflation rates would increase, inflation expectations 
would begin to play a major role in wage negotiation. High inflation in one year 
consequently to be followed by high inflation the next year. As a result, people,when 
forming expectations, started to take into account the persistence of inflation. 

Inturn, this change in expectation formation changed the nature of the relation between 

unemployment and inflation. Later Friedman and Phelps won the Nobel Prize as their 
prediction came true. The short run Phillips Curve is represented alongside.
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Phillips Curve in the Long Run

The long run Phillips Curve is an extension of the ideas on which the short run 

Phillips Curve was formulated. It was Milton Friedman who challenged the idea of the 

inverse relationship between the rate of inflation and unemployment with his Adaptive 
Expectations theory. His theory behind the long run Phillips Curve has been briefly 
discussed below. Monetarist propositions suggest that in the short run, monetary policy 

or the quantity theory of money will have its impact on the real variables also so that by 

manipulating the quantity of money, output, employment and inflation can change. In the 
long run, money is neutral, so changes in the quantity of money will have its impact on 

the price level and the real variables would be affected only by the real factors. Thus, the 
trade-off between unemployment and inflation might exist in the short run but Friedman 
and Phelps believed that there is no reason to believe that inflation and unemployment 
are related in the long run. 

Thus as illustrated by Friedman and the Monetarist school, the long run Phillips Curve 

would be a vertical line at the corresponding Natural Rate of unemployment.
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IV. Data and Methodology

In this study we have used time series data on unemployment (in percentage) and inflation 
(in percentage) for India from the year 1991 to 2021. We have used data for the past 31 

years and the data has been sourced from World Bank Open Data.

We have segregated our paper into two parts: the Short Run analysis and the Long Run 

analysis. In the Short Run analysis we have accounted for the data for the last 16 years 

while for the Long Run analysis we have taken data for the last 31 years.

The methodology used in the analysis of the paper is textual, graphical and tabular.

As a part of our graphical analysis, we have taken the aid of scatter diagrams and line 

graphs to check the relationship between the two variables and approximately guess 

about the direction of the trend. 

The research carried out in this paper is casual and the data is secondary in nature.

V. Study of Unemployment in India

The unemployment rate in India from the years 1991-2021 has been analysed using a 

line graph as presented in the adjoining figure.
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The line diagram shows that the rate of unemployment in India has remained relatively 

stable at around 5.5% on an average with some minor fluctuations in some of the years, 
other than 2020. The after effects of the Covid-19 pandemic can be easily seen in 2020’s 
unemployment rate. In that year the rate of unemployment reached its peak with almost 

8% of the working population unemployed, the highest in the past 30 years. However the 

drastic fall of the unemployment rate again to 5.98% in 2021 suggests how efficiently 
the government has been able to tackle the post COVID crisis in India. Although 5.9% 

accounts for the second highest unemployment rate in the country since

1991, one has to keep in mind that unemployment had fallen by about 2.20% from 2020, 

the biggest fall ever recorded in the past 3 decades.

VI. Study of Inflation in India
The inflation rate in India from the years 1991-2021 has been analysed using a line 
graph as in the adjoining figure.
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The economic reforms Liberalization - Privatization - Globalization was introduced in 

the year 1991, which showed an inflow of foreign reserves and an upside down change 
in economic policy. The year 1991 shows an inflation rate of 13.67%. One of the reasons 
for such a high figure could be an increase in money supply.
We also notice a drastic fall in the inflation rate in the year 1993. A few reasons can be 
the political turmoil (demolition of Babri masjid and Bombay blasts), lack of articulation 

and evaluation of policy alternatives, slow utilization and low absorption of funds.

From the year 1999, we observe a downward trend because of many reasons possibly 

turbulence in international economic background (recession in Japan, severe financial 
crisis in Russia, unusual volatility in capital and forex markets of industrial countries) 

which decreased the inflow of capital, slowdown in GDP growth; also unfavourable 
weather in some parts of the country and slowdown in manufacture of consumer goods 

which resulted in low private consumption and thus low aggregate demand, fall in 

industrial growth. Soaring rise in inflation is noticed from 2009 to 2013. In 2007 it was 
6.37% and 2008 it was 8. 35 % which rose to 10.88% and 11.99% in 2009 and 2010.

Lastly we caught a sight of fall in inflation rate in the year 2014(6.67%); the reasons 
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(as stated by Raghu Kumar in an article of Economic Times) are positive response in 

capital market to rise in SENSEX, increase in jobs through Make In India Movement 

and RBI opted not to cut repo rate to control the deflationary market, also as noted the 
WPI inflation was 0%.
Finally the jump in the inflation rate in the year 2020 from 3.73 % (2019) to 6.62% 
(2020) can be solely attributed to the COVID outbreak and closure of industries, and all 

other economic activities for several months.

VII. Short Run Trade-off between Inflation and Unemployment
Trade Off between Unemployment and Inflation in 2005 and 2021
 

Unemployment rates in India remained close to 5.5% on an average during 2005 to 

2021. However the inflation rates had fluctuated drastically during this time period. The 
effect of this fluctuating inflation rate could not be found in the unemployment data, as 
it remained more or less constant. Years of high inflation recorded approximately the 
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same rates of unemployment as compared to the years of low inflation. Thus, the inverse 
relation between the two variables as suggested by Phillips does not hold good for India 

especially during this span of time. This however implies that the rate of unemployment 

remained independent of the rates of inflation for the Indian economy.

 

From the table we can see that from 2005 to 2008, there exists an inverse relationship 

between unemployment and inflation. Although this situation was transient and could not 
be seen from 2009 onwards. Now on plotting the unemployment and inflation data for the 
respective years on the scatter plot we get a downward sloping curve. Although the curve 

is not the same as the short run Phillips Curve but however it bears some resemblance. 

We cannot find the convexity in the curve but however the downward sloping or the 
inverse trend as suggested by Phillips could be seen. Again such a relationship was 

found in 2012, 2014, 2016 and 2018 but it was not consistent and was isolated. We thus 

cannot conclude a strong presence of the Phillips relation in the short run.
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VIII. Long Run Tradeoff between Unemployment and Inflation
Trade Off between Unemployment and Inflation in 1991 and 2021
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The scatter diagram of unemployment and inflation in the long run apparently looks 
identical to that of the short run. This suggests that the rate of unemployment remained 

more or less around the 5.5% mark irrespective of the changes in the rate of inflation. 
However we find an outlier which is in the 2020 data when the unemployment rate 
skyrocketed because of the COVID-19 pandemic in the country. This somewhat vertical 

Phillips Curve falls in line with the theories suggested by Edmund Phelps and Milton 

Friedman. Such a relationship between the unemployment rate and the rate of inflation 
also reinstates the existence of Friedman’s theory of Adaptive Expectations for the 

Indian economy as well.

IX. Policy Implications

Inflation and unemployment rates are tough to tackle. In India with rapidly rising 
numbers in rates of inflation and unemployment, the Government should take immediate 
measures to control the persistent rise. Providing active skill training and 100 day wage-

jobs to reduce unemployment rates and monetary policies like Non uniform taxation 

(higher taxation for richer sections), other fiscal policies to ensure monetary stability. 
The government of India should aim at increasing productive capacity, and sufficiency 
in food items, to strengthen the base of the economy.

Generating greater revenues from export i.e. a stronger export basket will lead to better 

balance of trade.

X. Conclusion

In our study we have tried to analyse the relationship between the rate of Unemployment 

and the rate of Inflation for the Indian Economy from the year 1991-2021. It was 
anticipated that the rate of unemployment would vary inversely with the rate of inflation. 
However the scenario was quite different as we found that the rate of unemployment 
remained fairly stable for different rates of inflation. This was in contradiction to what 
Phillips had observed for the US unemployment and inflation data. However in the 
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long run the Phillips Curve remained fairly vertical, reinstating the ideas of adaptive 

expectation of Friedman and Phelps.

This inconsistency in the result might have occurred because there are a lot of educated 

unemployed in India. Thus even if there is inflation, the unemployment situation doesn’t 
change, the poverty trap strengthens, thereby aggravating the rates of unemployment.

Thus on the basis of this analysis we can conclude that the unemployment rate in India is 

not a significant factor behind the rates of inflation. This relationship is also suggestive of 
the fact that the government can very well achieve the dual objectives of lower inflation 
and lower unemployment as opposed by Phillips as long as policies are directed to 

achieve the same.
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Introduction:-

Growth may come with opportunity, but it also invariably comes with growing pains. 

This is true in the process of scaling ecommerce business, particularly when it comes 

to shipping, logistics and order fulfilment. It’s difficult to focus on marketing, product 
development and relationship building when the owner of the business is devoting all of 

his/her time to negotiating contracts or putting out fires. That is why 90% of the Fortune 
500 (an annual list of the five hundred largest US Industrial corporations, as measured 
by gross income) companies turn to 3PL providers to help. As the ecommerce market 

has grown exponentially, so too has the 3PL market, which is forecast to reach $1.75 

Trillion by the year 2026.

A 3PL (Third-Party Logistics) is a partner or a service that helps ecommerce merchants 

manage their supply chain. E.g., courier companies, transportation and logistics 

companies, freight forwarders. These include Delhivery, Ekart (service provided by 

Flipkart), Ecom Express, FedEx, XPO Logistics, etc.

Objective:-

Third Party Logistics help companies to focus on their core competencies, thus fostering 

business growth, market expansion and innovation.

Methodology:-

A 3PL is a vital link between the manufacturing operations of any firm and their 
respective customers. It’s not an exaggeration to say that excellent fulfilment is the key 
to success for ecommerce companies. This is exactly where these 3PL companies come 

in to provide that master card of excellence to open the lock of success. They provide 

various services such as:-

1. Warehousing: - Warehousing is a term that refers to the facility where goods are 

stored before being sold or delivered. Warehouses are, essentially, safe and secure storage 

solutions that allow for extra organisation and celerity. There is also warehouse software 
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like SAP Business One, that can assist with inventory and warehouse management, 

finances, item packing, shipping and receiving. The item is shipped directly from the 
warehouse to the consumer.

2. Inventory Management: - Inventory refers to the products, materials or supplies 

stored inside a warehouse, shipping or selling. Inventory is an important part of making 

sales and generating a profit and it should be managed efficiently to ensure an optimal 
supply chain.

3. Shipping and receiving:- Shippers and receivers send, accept and record the movement 

of parts, supplies, materials, equipment and stock to and from an establishment. They are 

employed by retail and wholesale establishments, manufacturing companies, and other 

commercial or industrial establishments. They perform duties like, determining method 

of shipment and prepare bills, invoices and other shipping documents, assembling 

containers and crates, packing goods to be shipped, preparing identifying information 

and shipping instructions, overseeing loading and unloading of goods from trucks, 

inspecting and verifying incoming goods against invoices or other documents, recording 

shortages and rejecting goods, and so on.

4. Picking and Packing: - ‘Pick and pack’ is a term for warehouse work that involves 

the selection of correct type and number of items from shelves and packing them for 

shipping. To succeed with the type of order fulfilment that the ecommerce businesses 
get, there is the need for a well-organised warehouse, efficiency in picking the right 
items, efficient packing systems, and talented and attentive workers.
5. Kitting and Customization: - A kitting procedure is bundling or packaging products 

or components together that are typically sold separately. It is a process where separate 

components are combined to create a single product. In modern days, customers are 

used to customizing their products according to their needs. This helps in increasing 

consumer satisfaction. Customized logistics services are tasked with providing high-

quality and efficient transportation solutions to their clientele. This is accomplished by 
creating specialized and tailor-fit logistic (precisely adapted to the needs of the parties 
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involved) packages for their needs.

6. Reverse Logistics (Returns):- Reverse logistics is a type of supply chain management 

that moves goods from customers back to the sellers or manufacturers. Once a customer 

receives a product, processes such as returns or recycling require reverse logistics.

The Third Party Logistics provide various benefits or advantages. Some of which are 
listed below:-

1. Lower cost of goods sold: The consumers do not have to buy their products at the 

retailing price. Instead they can purchase the items at the wholesale price which is much 

lesser than what the retailers charge.

2. Greater flexibility in product sourcing: Ecommerce businesses rope in products from 
different manufacturers. All these products are stored in the same warehouse, packed 
and kitted under the same name. So orders that include products from different suppliers 
can be shipped in the same box, customized according to consumers’ choices and then 

shipped together. This raises the satisfaction of the consumers as well as reduces shipping 

costs incurred by the ecom businesses.

3. Greater control over logistics: The companies can choose any order fulfilment partner 
which will provide the necessary services to the consumers, thus benefiting the company.
4. Faster order fulfilment: The ecom business firms look after the main business 
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operations, while the 3PL companies take the responsibility of shipping or delivering 

the produced goods. This makes the delivery faster.

5. Easier returns processing: The 3PL companies entrusted with the shipping of the 

products manage a return policy in case of any problems with the respective item 

(suppose, malfunctioning, item broken, incorrect item delivered, etc.).

Improved data-driven decisions are necessary for future success. Big data is going to 

play a critical role in all aspects of third-party logistics. The 2021 Logistics Industry 

Report revealed that 81% of shippers and 84% of 3PLs must use Big Data to become 

more competent with their supply chains.

Benefits and Back locks:-
However there are certain disadvantages or problems that can be caused due to irregularities 

on the part of 3PLs. Two completely different companies are working towards achieving 
a common goal, and in a scenario such as this, communication is very important. Since 

the message must travel from one company to another, complications may arise, which 

in turn could lead to misinterpretation of facts or complete miscommunication. As a 
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result, the delivery may become a failure. But these companies are nowadays working 

hard to avoid these kinds of mishaps.

The growth of Third Party Logistics business has caused many firms from different 
industries to enter this field. E.g., Ekart which was initially providing logistic services to 
Flipkart only, has now extended its services to other third party merchants or companies. 

Even Amazon is starting to do the same. In the development of new strategies, the 

newly entered firms are shown to be highly influenced by existing businesses and their 
networks. However, at a later stage these firms became focused on moving into more 
advanced and complex services (4PL services). But still most ecom firms prefer the 
‘traditional’ 3PL strategy.

Analysis:-

The results of various researches and studies about the 3PL companies revealed an 

industry which is growing rapidly. While the momentum for third party logistics use was 

strong, most managers cautioned for the use of an incremental approach to using third 

party logistics. This permits an easier transition for the using organization and leaves the 

option open to return logistics in-house if the provider is lacking. The majority of third 

party providers in this study were not interested in DoD business.

Providers indicated that the perceived difficulty of competing, administering, and 
renewing a Delivery on Demand (DoD) contract was not worth the income generated. 

This may be restricting DoDs accessibility to firms providing the best service and a 
lower cost
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Conclusion:-

Studies have identified some important issues regarding the management of the 3PL 
business strategy. One issue is about the organisation of the 3PL business and its need 

for neutrality from traditional business. Second one is about internationalisation of the 

3PL business and the need for a partly different pattern and network to manage it. And 
finally, the issue of coping with strategic alliances, mergers and acquisitions seems 
vital for understanding and developing the business.
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According to the Logistics and Transportation Review 29 (4), 355, 1993, there is 

an increasing demand for these 3PLs for reasons including outsourcing of services, 

escalating service quality requirements by customers, and new information technology. 

The strategic issues developed between the shipper and the provider make 3PLs 

more important today. To realise these strategic developments, there must be mutual 

involvement and cooperation.
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Abstract

This paper empirically investigates the correlation between Consumer Price Index and 
Salary/ Wage Increase. It further pinpoints the further changes in inflation rates, GDP, 
CPI trends, and directly comparing it with the National Floor Level Minimum Wage. 
The Consumer Price Index, or CPI, compares current prices to those that prevailed 
during the same time last year to determine how much prices have changed for a 
common basket of goods and services. According to Salary Increase Survey in India, 
organizations across industries projected a 9.9% salary increase in 2022 compared to 
9.3 in 2021. But this salary increase has not been at par with rising CPI and inflation 
rates.

Thus, to keep the living standards at par with the rising inflation and CPI increase, the 
wage/salary increase should be maintained to improve worker productivity and labour 
force participation rates.

Introduction 

The Consumer Price Index, or CPI, tracks changes in the cost of a selection of 

consumer goods and services that household’s purchase. The CPI is a numerical estimate 

created by using a sample of representative items whose prices are routinely gathered. 

The CPI measures changes in consumer price levels. The Consumer Price Index, or 

CPI, compares current prices to those that prevailed during the same time last year to 

determine how much prices have changed for a common basket of goods and services. 

The cost of a market basket in a given year divided by the cost of a market basket in the 

base year is multiplied by 100 to determine the CPI. An economic statistic termed the 

Consumer Price Index is primarily used to track inflation. It provides information about 
pricing changes in an economy to the government, companies, and people. The CPI can 

be used to control prices, deflate monetary magnitudes to reflect changes in real values, 
and index the real value of wages, salaries, and pensions. 

The Wholesale Price Index tracks changes in pricing at the producer level (WPI). 
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The WPI is unable to account for changes in service pricing, whereas the CPI can. A 

wholesale pricing index (WPI) tracks changes in the total cost of items prior to retail 

sales. This includes the costs imposed by wholesalers and manufacturers. The WPI is a 

measure of inflation that is frequently presented as a percentage change from a month 
or year ago.

 

National Minimum Wage (NMW) is the national minimum base rate (ordinary hours) 

that the Government establishes, a close examination of all economic indicators, 

submissions from interested employers, and employee representatives, and discussions 

with various industries. The National Floor Level Minimum Wage (NFLMW) in India 

is the lowest wage that can be set by a state government. This is a non-statutory action to 

guarantee an increase in minimum wages across states. In 1996, the national government 

established the NFLMW.

Literature Review  

● According to leading global professional services firm Aon’s 26th Salary Increase 
Survey in India, organizations across industries project a 9.9% salary increase in 2022, 

compared to 9.3% in 2021. 

● In contrast to the actual median salary growth of 8% (average increase of 7.4%) in 
2021, a  report by consultancy firm Willis Towers Watson projects that salaries will 
experience a  median increase of 9.3% in 2022 (average increase of 8.8%). Actual pay 

increases in 2019 (pre-covid) were 9.9%. 

Analysis 

Background 

When India gained its independence in 1947, the country’s economy was experiencing 

slow growth, extreme poverty, and a lack of resources. An average Indian made a very 
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little living. A typical Indian today makes 100 times more than his grandfather did. Does 

this imply that the average person’s standard of life has increased 100 times as well? 

One must keep in mind that the cost of products and services has increased throughout 

the economy before coming to such a judgment. 

A flight from Delhi to Mumbai cost a few hundred dollars in the 1950s, but it now costs 
thousands. Similar to other goods, wheat was priced at a few rupees, costing about 50 

rupees each kilogram. Thus, it is unclear from income whether people’s standards of 

living have improved or not. The CPI is used to track how the cost of living varies over 

time. The average Indian family must spend more on goods and services to maintain the 

same level of life as the CPI increases. Inflation is the economic word used to describe 
such a rise in product and service costs. 

Consumer Price Index 

The Consumer Price Index, or CPI as it is more frequently known, is a measure of 

retail inflation in the economy that gathers data on price changes for the majority of 
popular consumer products and services. The CPI, also known as the market basket, 

is determined by a list of commodities, such as food, housing, clothing, transportation, 

electronics, healthcare, and education. The CPI is used to determine the inflation levels 
in an economy since price data is routinely collected. This can also be used to calculate 

living expenses. This offers information on how much a consumer can spend in order to 
keep up with the price change. 

How does Consumer Price Index help? 

In order to comprehend how different commodities’ prices change and to keep an eye 
on inflation, the Reserve Bank of India and other statistical organizations study the CPI. 
The CPI is also a useful indicator for determining the true value of wages, salaries, and 

pensions as well as 

The task of gathering statistics on household purchasing habits, top products, and daily 
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expenses falls to economists. 

Who maintains Consumer Price Index in India? 

There are four consumer price index figures calculated in India, and they are as follows: 
Industrial Workers CPI (IW), Agricultural Labourers CPI (AL), Rural Labourers CPI 

(RL), and Urban Non-Manual Employees CPI (UNME). 

The CPI (UNME) data is gathered and compiled by the Ministry of Statistics and Program 

Implementation, while the Ministry of Labour’s Labour Bureau gathers the data for the 

other three variables. 

How is Consumer Price Index calculated? 

The base year, which serves as a standard, is utilized to calculate the CPI. The price 

adjustment is specific to that year. Keep in mind that the price of the market basket 
for the base year must be divided by the basket’s price for the year in question when 

calculating the CPI. Then, 100 is added to it. 

How Does CPI Relate to Wage Increases? 

By interviewing consumers to determine their average spending on particular goods and 

services during a given time period and comparing that total cost to earlier time periods, 

the Consumer Price Index (CPI) determines how much the average price is changing. 

The market basket of goods and services is the collection of products used to calculate 

the CPI.  The most frequent household purchases in the United States are generally 

included in the goods and services basket. These include things like housing costs, food 

costs, transportation costs, clothing costs, educational costs, medical costs, and more. 

Government and non-profit entities both use CPI when making decisions. It can be used 
to gauge how much a dollar of income will buy, which changes indicate whether there 

is a rise or decrease in purchasing power with the same amount of money. It can also be 

used as an economic indicator to illustrate where our prices are headed. In other words, 
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as it monitors changes in the price of goods and services for consumers objectively, it is 

a frequent method of measuring inflation. 
Some individuals also mistakenly think of the CPI as a cost-of-living index. CPI does not 

consider all of the same elements, although being relatively similar. A realistic estimate 

of the cost of living would take into account other aspects that influence a person’s 
capacity to purchase goods as well as other changes that influence the quality of life. 
Nevertheless, in many situations, including pay increases, the CPI can serve as a reliable 

substitute for changes in the cost of living. 

CPI can relate both directly and indirectly to wage increases, depending in part on your 

company policies. For example: 

• The CPI may be one indicator used to assess how much an individual’s cost of living 

has increased over a year if you normally aim to base income increases on changes in 

living costs. In this approach, when an employer adjusts compensation for the cost of 

living, the change in the CPI can be linked directly to the change in earnings. 

• The CPI can be used to compare cost discrepancies across various geographic regions.  

However, as already mentioned, it shouldn’t be the only factor. 

• Also, in wage escalation clauses, such as those frequently found in collective bargaining 

agreements, CPI may be included directly as the baseline. 

• Changes in some types of fixed income, such as Social Security income and other 
government-sponsored programs, are directly correlated with changes in the annual CPI. 

• The indirect relationship between the CPI and salary increases is that as the cost of  

commodities rises, so do the wages needed to attract new employees, whether or not 

a  company has already increased salaries for its current workforce. In other words, 

potential hires will probably be pickier about the compensation rates they accept. If the 

costs of items are rising faster than earnings, people may become more sensitive to wage 

or rise levels.
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Minimum Wages Act  

A Minimum Wages Bill was introduced in the Central Legislative Assembly to Provide 

for the fixation of minimum wages in particular Employment. Under the provisions of 
the Minimum  Wages Act, 1948, both Central and State Governments are appropriate 

Governments to fix, review  and revise the minimum wages of the workers employed 
in the scheduled employments under their  respective jurisdictions. The relevant 

Governments have also been empowered to notify any employment in the schedule 

where the number of employees is 1000 or more and fix the rates of minimum wages in 
respect of the employees employed therein. 

There are two tiers of protection for the 1948 Minimum Wages Act’s enforcement. The 

Chief Labour Commissioner officials typically secure the enforcement in the Central 
Sphere. They conduct regular inspections and in the event of detection of any case 

of non-payment or underpayment of minimum wages, they advise the employers to 

make payment of the shortfall of wages. In case of non-compliance, penal provisions 

prescribed in the Act are taken recourse to. 

In order to have a uniform wage structure and to reduce the disparity in minimum 

wages across the country, the concept of the National Floor Level Minimum Wage was 

mooted on the basis of the recommendations of the National Commission on Rural 

Labour (NCRL) in 1991. The Act tries to stop labour exploitation or sweatshops. Out 

of the estimated 457 million workers overall, 395 million (86%) are employed in the 

unorganized/informal sector, according to the NSSO’s 61st round (2004–2005).  In 

actuality, 7% of individuals working in the organized sector have been found to be 

unorganized workers, bringing the total number of unorganized workers to 422 million 

(92%). by paying workers cheap wages despite the need for them to earn a minimum 

wage to survive. The Act also mandates that the appropriate  government (both at the 

federal and state levels) fix minimum wage rates for the jobs listed in the schedule  and 
evaluate and amend those rates at intervals of no more than five years. Keeping in view 
the recommendation of NCRL and subsequent rises in price indices, the National Floor 
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Level Minimum Wage was fixed at Rs.35/- per day in 1996. Keeping in view the rise in 
Consumer Price 

Index the Central Government raised the National Floor Level Minimum wage to 

Rs.40l- per day in 1998. Further to Rs.45l- w.e.f.01.12.1999 and Rs. 50/- per day w.e.f’ 

01.09.2002. Based on the norms suggested by the Working Group and its acceptance 

by the Central Advisory Board subsequently, in its meeting held on 1g.72.2003, the 

National Floor Level Minimum Wage was revised upwards to Rs.66l- per day with 

effect from 1.02.2004. On the basis of an increase in the Consumer Price Index, the 
Central Government further revised the National Floor Level Minimum Wages to 

Rs.137l- per day with effect from 01.07.2013. It is, however, clarified that the National 
Floor Level Minimum Wage, is a non-statutory measure to ensure upward revision of 

minimum wages in different States/UTs. Thus, the State Governments are persuaded 
to fix minimum wages such that in none of the scheduled employments, the minimum 
wage is less than the National Floor Level Minimum Wage. This method has helped 

reduce disparity among different rates of minimum wages to some extent. To sum 
up, effective  implementation of the Minimum Wages Act, 1948, including that of the 
revision of minimum  wages at the national floor level minimum wage or higher; which 
primarily falls in the State sphere,  is assiduously pursued by us through discussion, 

writing letters, personal interaction, and visits to  states, including the North-Eastern 

states. The State Governments are regularly asked to fix and revise minimum wages in 
scheduled employments to be at least at par with the National Floor Level The minimum 

wage of Rs.137l- per day as of present. What they actually do is in keeping with their 

respective paying capacity. 

Why is the NMW important? 

It serves as the minimum wage that you must give your workers. For workers who are 

under 21 years old or who are a part of a disability-supported wage system, it provides 

for different rate computations. For juniors (those under the age of 21) and apprentices 
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who are not covered by an Award, a minimum standard was also implemented this year. 

The NMW increases by the exact same amount each year that ALL Award rates increase 

by, i.e., if the NMW increases by 2.5%, then Award rates will also increase by 2.5%. 

Current NMW (1st July) 3.5%, Previous year (1st July) 3.3% 

The CPI-WPI gap, and how CPI movements impact our grocery bill  

India’s consumer price index (CPI) inflation, commonly referred to as retail inflation, 
increased to 3.99% in September from 3.28% the previous month, mostly as a result of 

increasing food prices.  It was closer than it had ever been in the previous 14 months 

to the RBI’s medium-term inflation objective of 4%. At the same time, wholesale price 
index (WPI) inflation decreased from 1.03 percent in August to 0.33 percent. WPI fell 
to its lowest level in more than three years at that time. It has frequently been argued 

that the CPI does not accurately represent what consumers in India actually pay. And 

these claims are supported by enough evidence. Here are a few case studies from various 

metro areas that were taken from a ToI report using information from the Consumer 

Affairs Ministry. 
How a movement in CPI compares to the price you pay (in different places)
• Consumers in Delhi and Chennai have been paying more for arhar than the CPI gauge 

suggests. Mumbai prices are lower than the CPI, whereas prices in Kolkata generally 

follow the inflation rate. 
• Milk is sold for less in Mumbai than the CPI indicates. In Chennai, the opposite is 

accurate. 

• In India, onion prices have always been quite unstable. 

• Delhi residents spend far less for their potatoes than the CPI number, while Mumbai 

residents pay less than the CPI for the same item. 

• Delhi residents spend far less for their potatoes than the CPI number, while Mumbai 

residents pay less than the CPI for the same item. 
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Where does inflation stand in terms of what RBI wants? 
Generally speaking, CPI inflation has stayed within the Reserve Bank of India’s 
acceptable range.  The central bank is still expecting consumer price inflation to run 
between 3.5 and 3.7% in the second half of 2019–20. The statistics for September also 

demonstrate that while wholesale prices are declining, consumer prices are rising. 

New inflation index to impact DA, 30 mn govt staff to get more pay 
Since 2001, the CPI-IW has not been updated, despite this process typically occurring 

every five years. The Union government is set to change the base year for the consumer 
price index for  industrial workers (CPI-IW), paving the way for a possible hike in the 

minimum wage of private  sector workers and the dearness allowance (DA) of government 

employees. The consumer price  index for industrial workers (CPI-IW) base year is about 

to be changed by the Union government,  opening the door for a potential increase in the 

minimum wage for employees in the private sector  and the dearness allowance (DA) 

for government workers. On October 21, Santosh Kumar Gang war, the union’s minister 

of labour and employment, is expected to release the new CPI-IW index, using 2016 as 

the base year. The new index will be released in September 2020. The CPI-IW hasn’t 

been revised since 2001 — an exercise that should usually take place every five years. 
“The government will also announce that it will revise the CPI-IW base year again in 

2021 and the work on it will begin next year,” the official said, requesting anonymity. 
The move may lead to a hike in salaries of around 30 million industrial workers and 

4.8 million central government employees.  This is because the DA – a component of 

salary that undergoes revision every six months to keep pace with the inflation rate in 
the economy — is linked to this inflation index for government employees. The Seventh 
Pay Commission had decided to choose

the CPI-IW as the index for adjusting inflation for central government employees. 
However, the hike in salary for government officials may take some time as the Centre 
had earlier this year decided to put a freeze on any hike in the DA of its employees till 
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July 2021, owing to the Covid-19 pandemic.  

The CPI IW, with the base year 2016, will give more weight to non-food items than the 

food ones compared to the 2001 index. The weight for food and beverage components 

is set to decline from 46 percent to 39 percent in the new series.  On the other hand, 

the weight for non-food items such as education, health, entertainment and recreation, 

household goods, and services, transport, and communication is slated to jump from 23 

percent in 2001 to 30 percent in 2016. As the prices of non-food items rise at a higher 

rate than  food items, the DA component of salaries of employees would see a higher 

hike if the new CPI 

IW is taken into account than the existing one. However, experts said the private sector 

workers may not see a major hike in their income due to this move. 

CPI weights do not reflect Covid-19 pandemic realities 
The Ministry of Statistics and Programme Implementation was unable to publish consumer 

price index information in April of last year. The ministry was unable to get feedback 

on changes in the price of the basket of goods since the country was on lockdown from 

the end of March to the middle of April 2020. Later, based on imputed data, it provided 

CPI for those months. The ministry has been reporting CPI data every month since 

disclosing an anomalous period in April, but the index has not been changed to reflect 
changes in consumption patterns during the pandemic. In contrast, the US government 

altered the basket of products to match the realities of the pandemic. 
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How India’s soaring inflation puts more burden on the common man’s pockets 
● Retail inflation in India surged to an eight-year high of 7.79% in April, and the Whole 
Price Index increased to 15.08%.  

● A rise in the cost of necessities like food, clothing, housing, transportation, etc. is 
referred to as inflation. 
● India’s common man will be among the worst affected by rising inflation because 
they are unable to cover all of their everyday expenses with a minimum wage’s meagre 

purchasing power. 

How important is a salary hike amidst rising inflation in India? 
The economic crisis in Sri Lanka has pushed everyone to consider the country’s rate 

of inflation and to plan for how they will cope with the sharp increase in the cost of 
everyday goods. Here are some reports that address various questions. 

India has been hit hard and clear by the shockwaves of the Sri Lankan economic crisis. 

People in India are likely planning how to lessen the effects of inflation. People have 
been forced to wander as a result of a sudden increase in the cost of LPG gas cylinders 

and gasoline. One of the primary causes of inflation in India and the rest of the world is 
COVID-19. The cost of living in India will eventually rise due to inflation. 
The Ministry of Statistics and Programme Implementation (MoSPI) reports that the 

food basket’s inflation rate has risen to 5.85 percent. The average cost of oils and fats 
increased by 16.44%, 

While the cost of vegetables increased by 6.13%, and the cost of confections and sugar 

increased by 5.41%. 

Employers need to brace themselves for appraisal requests from workers wanting to stay 

up with the soaring cost of living due to high attrition rates and the growing demand 

for good personnel.  To retain talent through rewards, organizations must consequently 

reassess their appraisal models. 
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Trends

• From this chart, we can see that CPI has increased from 163.2 in Sept 2021 to 174.3 

in August 2022.

• India’s inflation rate increased to 7% in August 2022 from 6.71% in July, exceeding 
market estimates of 6.9% for the first time in the previous four months. Food prices 
rose more quickly (7.62% vs. 6.75% in July), with meat and fish (206.4%), oils and fats 
(192.4%), spices (193.6%), vegetables (186.6%), and fruits (172.9%) registering the 

highest rises. In contrast to a slowdown in fuel and light (10.78% vs 11.8%), transportation 

and communication (5.2% vs 5.55%), and health (5.43% vs 5.45%), prices for housing 

(4.06% vs 3.9%), and education (5.51% vs 5.02%), also increased. Consumer prices 

were up 0.52% over the previous month.
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• Minimum Wages in India remained unchanged at 178 INR/Day in 2022 from 178 INR/

Day in 2021. The National Floor Level Minimum Pay (NFLMW) in India is the lowest 

wage that can be set by a state government. This is a non-statutory action to guarantee an 

increase in minimum wages across states. In 1996, the national government established 

the NFLMW.
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• On the other hand, due to increasing inflation, Consumer spending has risen in a span 
of 1 year from July 2021 to July 2022.

• But From 22624.05 INR billion in the first quarter of 2022 to 22079.81 INR billion in 
the second quarter, consumer spending in India dropped.

• We can see that even though inflation and CPI have increased substantially in the post 
covid era, the National Floor Level Minimum Wage has not seen any changes which 

raises concern about worker productivity and labour force participation rates.

Methodology

● This qualitative study is based particularly on secondary data sources which have been 
collected from the research works undertaken by different researchers in the field as 
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well as from the reports published by the Price Statistics Division (PSD) of the National 

Statistical Office (NSO), Ministry of Statistics and Programme Implementation (MoSPI).
● Specific Analysis has been done on the following indicators:
o CPI over the years.

o Trends in Salary pre-pandemic and post-pandemic.

o Relation between CPI and Salary/Wage increase.

o Trends in inflation over the years.

Conclusion

Why salary increases do not keep pace with inflation corporate budgets for compensation 
increases in 2022 are expected to lag inflation, which will surprise many CEOs given the 
severe talent shortages and long-lasting effects of The Great Resignation. The following 
are several factors that account for the difference:
• Inflation and salary increases are not the same 
While inflation and salary increases generally move in the same direction, they are driven 
by different inputs. Inflation represents changes in the cost of a market basket of goods 
(such as groceries and fuel). Wages, on the other hand, are driven by changes in supply/

demand for labour which can be caused by demographic trends, labour participation 

rates, technological advances, and growth in productivity.

• Wages are sticky

Labour economics’ fundamental tenet is that wage rises are “sticky,” meaning they often 

don’t decline until serious structural problems are present. Companies are reluctant to 

raise pay before considering the long-term effects since wages are difficult to lower if 
markets decline. Although annual bonuses and layoffs decreased total compensation 
levels, the salaries of the surviving employees did not decline (in fact, pay increase for 

many jobs due to demand for essential workers and skills). Similar to this, employers 

are taking long-term trends into account before raising pay significantly above pre-
pandemic levels across the board now that unemployment is returning to pre-pandemic 
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levels (partially offset by reduced labour participation rates). While many firms choose 
to raise pay for the most in-demand positions and workers, they also work to maintain 

steady pay levels across the board.

• Pre-pandemic salary budgets already began to reflect labour market demographic 
changes

Even before the pandemic, industrialized labour markets were experiencing a 

demographic “perfect storm,” which was diminishing the pool of available talent at both 

the top and entry levels of businesses.

• Job changes, the rise in starting salaries, and benefits do not appear in annual 
salary budgets

Increased starting salaries to entice new workers at entry levels (especially in sectors 

like healthcare, life sciences, technology, and distribution) and sizeable salary increases 

for workers who changed jobs either through promotions or by switching employers 

during The Great Resignation account for a large portion of the rise in individual pay 

levels. Additionally, the total cost of employee benefits increased significantly in 2020 
and 2021. None of them, despite reflecting actual increases in employer spending, are 
included in budgets for pay increases.

• Companies are investing in flexible employee programs and culture to supplement 
fixed pay
Leaders who have navigated through several unpredictable business cycles, including 

the Great Recession of 2008 to 2010, are aware of rising fixed expenses that could force 
them to fire valuable people when the economy is weak. These leaders strive to be ready 
and adaptable when faced with unforeseen events because they are aware of what it 

takes to survive when resources are extremely scarce. They offer more flexible bonus, 
stock, and employee benefit plans and focus on building a strong culture and positive 
employee experiences rather than increasing fixed pay costs. Budgets for compensation 
increases do not include these expenses either.

Leaders who are looking to the future are aware of the distinction between consumer 
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inflation and labour market expansion. They work to address employees’ needs and 
wants, strike a balance between immediate and long-term needs, and build outstanding 

workplaces in an ever-more complex world.

• In 2023, salaries at several Indian-based businesses are anticipated to increase by 

10%. This will occur mostly as a result of the ongoing tight labour market and growing 

inflationary fears.
• It should be highlighted that while a quarter of Indian companies (24.4%) did not alter 

their budget, nearly half (58%) had budgeted for bigger compensation increases for the 

current financial year compared to the previous year.
• The financial services, banking, technology, media, and gaming industries are anticipated 
to offer the greatest raises, which may translate into a 9.8% increase in pay.
• Only 5.4% of businesses have cut back on spending now compared to 2021–2022, 

while India continues to have the greatest compensation increases in the Asia–Pacific 
(APAC) region, at 10%.

• India has been hit hard and clear by the shockwaves of the Sri Lankan economic crisis. 

People in India are likely planning how to lessen the effects of inflation. People have 
been forced to wonder as a result of a sudden increase in the cost of LPG gas cylinders 

and gasoline. One of the primary causes of inflation in India and the rest of the world is 
COVID-19. The cost of living in India will eventually rise due to inflation.
• Thus, to keep the living standards at par with the rising inflation and CPI increase, the 
wage/salary increase should be maintained. “Increases in pay should be a welcome relief 

for workers during this uncertain time. When we consider both record-high attrition 

rates and the rising cost of people, it might become a double-edged sword for employers 

“Partner and CEO of Aon’s Human Capital Solutions in India, Nitin Sethi, stated.
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Abstract

This paper investigates the impact of artificial intelligence (AI) on international trade. The 
service trade includes the AI trade. According to many economist service trades doesn’t 
hold much impact in the long-run economy of a country. This outlook overshadows the 
advantages of the AI business. India is in the top 10 countries in the AI business, which 
is a clear result of its success. Our main motive is to get an idea of how this is helping 
India and other countries in lifting their economy.

The exponential rise in the computing power of AI has lifted AI to the forefront of 
business activities and the public policy agenda worldwide. Some renowned companies 
such as Microsoft, IBM Google, Nvidia, intel etc. have already invested in Artificial 
intelligence. It is predicted that the global AI software Market will reach $62 billion 
in 2022. According to IDC, the global AI market including hardware, software and 
services is expected to grow 19.6% year over year to $432billion in 2022.
Even India’s ecosystem is booming, with many innovative companies entering the field 
such as Bosch, Tata Elxsi, NextbillionAI,Wysa, Yellow.ai etc. The Indian Government 
raised their investments in Digital India to $477 million in 2020 to boost AI, IoT, Machine 
learning, and robotics. Finance minister Nirmala Sitharaman announced in the 2019 
Union Budget that the government will be providing industry-relevant skill training to 
10 million youth in India in areas such as AI, Big Data and Robotics. We strongly believe 
that more companies should utilise this encouragement of the government, and should 
invest more on the artificial intelligence sector which is consistently growing and will 
soon be an integral part of the world economy.  

Keywords: AI, Big data, Robotics, Service Trade

Introduction

To describe machines performing human like cognitive processes like reasoning, 
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interactions, and understanding the term AI (artificial intelligence) is used. AI looks 
increasingly likely to transform the way in which the modern society is working, but 

it remain largely uninformed. With the rise of AI on is also challenging the businesses, 

consumers and economy in a general term. The employees are showing interests in 

knowing what AI actually is and how it will affect their jobs and incomes. Governments 
around the world are spending the public funds on AI freely to acquire their favoured 

regions, including the Vector Institutes in Toronto and the Tsingha-Baidua. Many 

counties are negotiating agreements that will constrains the ability of sovereign govt to 

regulates ai, such as NAFTA and TPP-11 and also businesses are also keen to find ways 
in which they can capitalise on the opportunities formed by this power of phenomenon. 

The rapidly increasing internet and computing powers have made a large volume of data, 

which is now more available than ever before. This has boosted the AI technologies. 

Between 2010-2015 the AI patents have been on rise, at 6% average yearly growth 

which is considerably higher than other patents. 

By a report on AI of World Intellectual Property Organization (WIPO) South Korea, 

China, India haves seen a boom in AI patents between 2013-2016. China has significantly 
developed commercial AI capabilities like Baidu (a searching platform like Google), 

Alibaba (an e-commerce web portal like Amazon) and Tencent. WIPO has also showed 

a report where AI patents of Machine learning, deep learning and neural networks has 

the largest numbers I’m the patents. According to WIPO between 2000-2015 one in 

every five patents have been featured by the European countries and USA, Japan and 
China together has almost 78% of the total AI related fillings. 
AI can potentially play a significant role in the economic impact. A research of 
PricewaterouseCoopers (Pwc) estimates that global GDP may Increase up to 14% 

(approx US$15.7 trillion) by 2030 as a result of development and acceleration of AI. So 

AI can be used as the most powerful, strategic technology of the 21st century.
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Literature Review

In this part of the paper we would be reviewing literature on AI in Relation to international 

trade and economics. From the study of Meltzer (2018) we got to know that due to 

lack of global access to data there is a reduced barrier of AI in trade in areas like data 

analytics and translation services. People like Goldfard and Trefler (2018), Brynjolfsson 
Huiandliuy (2018) are some of the latest studies on machine learning of AI. 

From Goldfard and Trefler(2018) we got an idea about the internationals dimensions 
of the economics of AI.  It is solely a discussion per on policy implications on the 

international dimensions. It has explored and discussed the features of an appropriate 

model of international trade in respect to AI. The trade theory has emphasizes the role 

of scale, knowledge creation, competition as fundamental to comparative advantage. We 

address the gap in this study by testing how many economics theory of AI can be applied 

on its effects of trade.
The study of Brynjolfsson, hui and liuy (2018) had many limitations but it was the first 
imperial study of AI. We have studied The study of Brynjolfsson, hui and liuy (2018) 

and concluded that it can be improvised in these ways: 

1.  They only used a particular internet platform, Ebay. This limited the information as 

they could only operate within 27 countries not the whole world 

2. In their work they concluded that language barriers significantly hinders trade. But 
with the inauguration of neural machine, that may no longer be the case  

Review of the study of European Parliament.

From the study of, European Parliament we can get a vast idea about the economic impact 

of ai. It has described about how AI can definitely change the economic growth just by 
applying it greatly. It has somewhat warned us about the huge gap it can make between 

developed and developing countries. The study has also warned about its potential to 

increase unemployment, inequality, pushdown of wages and shrink the tax base.
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Data and Methodology

Data of the basic research articles, patents citations produced in a region, the number of 

start-ups established in a region can be used a tracking method of using AI in different 
regions.  We have collected data about the participation of different economists with 
their major AI research works namely Association for the Advancements of Artificial 
Intelligence (AAAI). In the table mentioned below we have shown the participation 

percentage of different countries in 2012 and 2017

TABLE1: Countries Participants at a major AI conference

   COUNTRIES                    2017                        2012                     CHANGE

         U.S.                              34%                        40%                            -6%

         China                            23%                        10%                            13%

         U.K.                              5 %                          5%                             0%

         Singapore                      4 %                          2%                             2%

         Japan                             4 %                          3%                             1%

         Australia                        3 %                          6%                            -3%

         Canada                           3%                        5%                            -2%

         India                               3%                           2%                             1%

         France                            2%                           4%                            -2%

         Israel                              2%                           4%                            -2%

         Italy                                2%                           2%                             0%

         Others                            10 %                        10%                            0%

Note: this is the statistics of papers presented by different countries at a major AI 
conference in 2017 and 2012

Source: PWC (2017)
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We have analysed the recent data from DIGITAL FUTURE INDEX which ranked 

countries on the basis of their investment on technologies including AI, Immersive 

Technology, Block chain and Internet of Things (IoT)

TABLE 2:

Source: https://www.romaniajournal.ro/business/which-countries-are-investing-most-in-digital-technologies/
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NOTE: This table shows the top 5 countries invested in AI, Immersive Technology, 

Block chain and Internet of Things (IoT)

 

USA has significantly invested a lot more compared to other countries. It is the leading 
country investing the most amount of money in every category worldwide. USA’s total 

investment in AI has surpassed £71 billion in total up-to-date.

In second place China has also invested a huge amount of money, more than £34 billion 

in digital technology majorly in AI and is the second most invested country 

UK ranks third worldwide and first in Europe. UK has estimate spent £10.4 billion in 
digital technology (most in AI, £1.3 billion). 

Israel ranks fourth for AI and Immersive Tech (I.e. virtual reality) globally, and fifth for 
IoT tech (technology that connects to the internet). Switzerland ranks fourth for DLT 

(i.e. Blockchain) and fifth for Immersive Tech.
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Analysis

In this part of the paper we can conclude that USA and China are heading to be absolute 

super powers in the AI business. India might be lagging behind from them in the AI 

business but we have been seeing a rapid increase in the service trade sector.

● Artificial Intelligence is one of the many emerging and enabling technologies that have 
abroad implications across all aspects of society by reshaping the economy, national 

security and international trade.  

● AI is projected to add estimated $14 trillion to global economy by 2030. The global 
AI market is projected to grow from an estimated $1five7 billion in 2020 to an estimated 
$300 billion in 2024 , with a CAGR  of 17.1 percent 

● AI software which is 80 of the current AI revenue which is estimated to have the 
slowest growth which is five years. it is said that AI hardware projects are to grow by 43 
percent by CAGR in five years which is driven largely by the AI chips(fastest growing 
component). .

We can also get an indication about the economic future of AI from the investments 

made by different public companies .Table 3 shows 12 largest companies worldwide 
who has invested in AI among which 7 of the 12 companies have highly invested in 

AI like Microsoft, Amazon, Apple, Facebook, 3 of them are from finance where AI is 
rapidly rising and one has substantial pharmaceutical presence where AI will soon be 

developed. Table 3 is important for the international trade of AI as two of the largest 

companies; Tencent and Alibaba are now AI intensive firms.

TABLE 3: World’s largest Public Companies and AI Exposure

 COMPANY                          MARKET VALUE                        AI EXPOSURE 

      Apple                                        $754                                                  HIGH 

      Alibaba                                     $269                                                  HIGH

      Amazon                                    $423                                                  HIGH 
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      Tencent Holdings                     $272                                                  HIGH   

      Alphabet                                   $579                                                  HIGH 

      Microsoft                                  $509                                                  HIGH 

      Facebook                                  $411                                                  HIGH

      Berkshire Hathaway                 $411                                               RISING

      Johnson and Johnson                $338                                               RISING 

      JPMorgan Chase                       $314                                               RISING 

      Wells fargo                                $279                                               RISING 

      ExxonMobil                              $340                                                  LOW 
 

Sources: Goldfard and Trefler (2018)

Funding and Investments of Countries in AI

CHINA 

China has always had high ambitions for becoming the superpower of the world in AI 

and it has already at a high position in AI research table.  Moreover the State Council of 

the People’s Republic of China has declared to become$10billion AI global leaders by 

2030. The high population among which approximately 750 million internet users have 

benefited China to get a huge supply of digital data and brought a huge benefit to the 
country. The country has also published a huge number of research papers. According to 

a PwC survey, over 47% of CEOs in China surveyed reported that there are some forms 

of AI initiatives currently in place in their organizations, compared with 42% globally. 

On the other side, 39% of executives said they have plans to introduce AI initiatives in 

their organization in the next three years, 4% higher than their global counterparts. 
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USA 

USA is also becoming a AI superpower as the country has already being benefited 
by $10 billion in venture capital channelling in the direction of AI. Due to the recent 

activities in the country like reducing funds in AI, acceleration in education cost and strict 

immigration restriction has led to a decline and unclear future of AI.  U.S. has continued 

to climb, jumping from 48% in 2018 to 72% in 2019. According to the report, 54% 

of respondents reported that AI helped their team in optimizing systems and lessening 

costs. On the other side, 28% of businesses that are aware of AI but not using it cited 

budget constraints as the primary reason, followed by lack of technical expertise (36%), 

unproven ROI (30%), and lack of C-suite or Board buy-in (16%).  

CANADA 

In March 2017, he Canadian government declared a commitment to make the country 

a $125 million investment in AI research. The government plays an important role in 

investing the AI projects 

INDIA 

India is a fast-growing and developing nation, going through a lot of transformation in 

its digital space. The impact of technology like artificial intelligence (AI) in the country 
can be measured from the influence of digital technologies on the economic elements 
and GDP which is 8 percent. The percentage is expected to increase to 60 percent in the 

next two years. However, any budget allocation has not been provided by the Indian 

administration yet the country is determined to lead the AI race by embracing a number 

of AI initiatives. According to a joint survey conducted by NASSCOM and EY, around 

60% of the corporate leaders in India realized the growing importance of AI and the 

need to adopt it. Although 70% of enterprises that have deployed AI are said to have 

achieved measurable benefits, the AI adoption rate is still low in the country. Only 25% 
of the Indian enterprises have deployed AI solutions, while a majority of business leaders 
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believed that AI will disrupt their businesses within the next three years.

 

From table 4 we can also consider the export and import of service goods (the invisible 

trade) then we get an estimate of balance of invisible trade of India during the concerned 

period.

Table 4 shows that the deficit in India’s Balance of Trade (BoT) increased gradually over 
the last 7 decades
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TABLE 4 - Visible and Invisible Trade of India and Current Account Balance during 

1951-2021 (Value in Rs. Crore)

Source: Economic Survey, Govt. of India

As we can clearly observe from the Table 4 that India already has been excelling in 

the invisible trade sector, and from there we can conclude AI in a large scale would be 

profitable for India.  Even though the Indian government raised their investments in 
Digital India to $477millions in 2020 to boost AI, IoT, machine learning and robotics 

but still nowhere near the other governments   those who are leading in AI. For example 

Canada, USA, China. 
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CONCLUSION

On the basis of our study we can conclude that AI is boosting the economy of some of the 

world powers like USA and China. In the case of India, we are in the competition but there 

is a plenty of room for improvement. We have seen that over decades that trade (export) 

through agriculture and industry has fallen gradually. On the other hand service trade 

has risen to a great extent. Through our study we have seen that service trade is playing a 

great role in minimizing the negative value of Balance of Trade. The rise of AI decision-

making, in everything from cars to media to business processes, challenges regulatory 

capacity. Governments must regulate AI in order to further traditional regulatory goals, 

such as consumer protection, privacy, and law enforcement. Governments can, however, 

craft or enforce AI rules that disfavour foreign enterprises. The regulation of AI should 

not be used to create yet another behind-the-border trade barrier.

Throughout the world, many countries have a diplomatic stand on AI and its role in 

boosting the economy.  Some of the countries have a stand that though AI is all about 

service trade and there is no materialistic exchange thus, even though it is boosting the 

economy instantly over a short period of time, it is not beneficial for long run. 
Thus the Indian Government should focus more on AI, keeping an eye on all the pros it 

is providing to our economy.
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Behavioural Economics: A Fairly Recent 
Development that has become a

Little Too Overrated
-By Reneeka Chatterjee

Student, Sem I,  Dept. of Economics,
Gokhale Institute of Politics and Economics, Pune

Behavioural Economics theoretically deals with the impact that psychological, cognitive, 

emotional, cultural and social factors can have on the economic decisions that are taken 

by rational agents. Behavioural Economics combines elements of economics with 

psychology and neuroscience to understand how and why rational agents behave the 

way they do. As opposed to Neo-Classical Economics, Behavioural Economics carries 

forward the thought that consumers are not absolutely rational and their economic 

decisions are affected by various factors and externalities. Behavioural Economics also 

studies how agents should act and the consequences of not acting the way they should.

Behavioural Economics rests on the concept of bounded rationality which implies that 

no individual is completely rational while making economic decisions. Their rationality 

is limited by their understanding of the decision problem, their cognitive limitations, the 

time available, and the structures of the environment. While making a decision, a rational 

agent first chooses a reference point and then compares outcomes to the reference point 
in order to classify them into gains and losses. Loss aversion explains how individuals 

attempt to avoid losses more than seek equivalent gains. Rational agents are unable to 

foresee the future which explains their cognitive limitations and consequently, their poor 

judgment.
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Consumers are assumed to be “rational” agents however, it is quite obvious that 

irrationality helps shape consumer behaviour, and the study of Behavioural Economics 

helps predict trends in irrationality. Marketers apply principles of Behavioural Economics 

to nudge prospective buyers towards their products, to improve their market research, 

and to analyse their marketing mix. The Nudge Theory was popularised by Richard 

Thaler and Cass Sunstein in 2008. They defined their concept as the following: “A nudge, 
as we will use the term, is any aspect of the choice architecture that alters people’s 

behaviour in a predictable way without forbidding any options or significantly changing 
their economic incentives”.

Nudges are not mandates because they influence consumer behaviour without coercion. 
This gives rise to the concept of libertarian paternalism. For instance, in my college 

campus, the academic block where the lectures are conducted is closer to the library 

compared to the canteen. In fact, the canteen is located outside the campus and demands 

a slightly longer walk. This creates an environment that nudges the students to spend 

time during recess reading books in the library rather than idly relaxing or socialising in 

the canteen.

Advertisers, while conducting research on how to improve their advertisements, often 

find themselves in a dilemma. Successful marketing involves extensive research 
centred on a set of marketing tools, namely product, price, place, and promotion, to 

realise marketing objectives. In more ways than one, Behavioural Economics guides 

marketers into tricking or manipulating consumers. The following are two marketing 

strategies that are the most commonly implemented. Firstly, payments, like all losses, 

are inherently painful. A consumer, in almost every purchasing decision, has the option 

and the willingness to save their money for a later date. Thus, delaying the payment, 

even by small periods, can lessen the pain of having to part with one’s money. The time 

value of money makes future payments less costly than current payments which is why 
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consumers are more willing to pay in the future for an item purchased in the present.

Secondly, consumers should not be overwhelmed with too many choices. Choice 

overload causes choice fatigue which may incentivise a consumer to depart without 

purchasing any item. Reducing the number of choices not only helps a consumer reach 

a particular decision with ease but also maximises the utility derived from his choice. 

Choice fatigue is extremely human to experience and, as mentioned previously, even 

marketers experience the same while exploring more creative ways of promoting their 

products.

Decisions are made by rational agents through an approach called heuristics. A heuristic 

technique is an approach to problem solving that employs knowledge from past 

experiences to make a decision using a calculated guess. For a decision to be made, 

there needs to be a minimum of two options. Behavioural Economics then employs 

search heuristics to explain how people evaluate their options and come to a decision. 

While heuristics aid decision-making, people are often affected by numerous biases and 

fallacies. Loss aversion is one such bias that acts as a negative catalyst in the process of 

decision-making.

The Sunk-Cost Fallacy is a phenomenon in business decision-making whereby a person 

is reluctant to abandon a particular course of action because they have heavily invested 

in it although it is clear that abandonment would be more beneficial. For instance, at my 
college canteen, they sell sandwiches. The other day, I decided to deviate from my usual 

choice of a cheese sandwich and ordered a grilled garlic cheese sandwich.

I expected to have a light, garlic butter seasoned sandwich with melted cheese however 

what I received was a gnarly, lumpy sandwich with chunks of whole garlic. Having paid 

a cent rupees for it, I continued to gobble it down when I recollected learning about the 

concept of sunk costs. Despite being a dedicated Economics student, I decided to finish 
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the whole sandwich and not throw it away. I could have invested in something better 

with the same money. Here, the concept of opportunity cost steps in.

Most students are fascinated with Behavioural Economics. It is a brilliant way to learn 

at the intersection of economics and psychology, and ask how both fields of study might 
become better. Behavioural Economics is neither wrong nor dangerous but is most likely 

to be misused, given the very real biases and heuristics that all of us are susceptible to 

and use. While the field of Behavioural Economics and the power of nudges cannot be 
undermined, one must be cautioned of the limitations of Behavioural Economics. There 

lies the worry if the field has become a little too overrated.

 

 

BEHAVIOURAL ECONOMICS VERSUS  NEO-CLASSICAL ECONOMICS EXPLAINED
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EXCESSIVE DEPENDENCE ON NUDGES EXPLAINED

 

FALLACIES: LOSS AVERSION EXPLAINED
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Cryptocurrency Usage
in India

-By Gahana Mukherjee
Student, Sem V,  Dept. of Economics,

Bijoy Krishna Girls’ College, Howrah

Introduction 

In this era of Web3.0, individuals have more methods of payments available to them than 

they have money! But, according to Reserve Bank of India (RBI), this is not at all funny. 

As the number of  cryptocurrency users in India is rising rampantly, RBI fears not only the 

increasing rate of illegal  activities such as illegal transactions or money laundering, but 

even fears the ultimate threat: the collapse  of the Indian monetary system. Interestingly, 

the solution to overcome this problem and to save the Indian monetary system from the 

claws of foreign cryptocurrencies is to generate yet another method of payment, which 

is Central Bank Digital Currency (CBDC). This article deals with some basic properties 

of these digital currencies and explains briefly how the Indian monetary system feels 
threatened by them. 

What is cryptocurrency? 

Cryptocurrency is a digital mode of exchange. With the help of some cryptocurrency 

exchange applications (apps) the wealth of a person is transformed into some encrypted 

digital codes and these codes are used for transactions. Unlike any other digital payment 

options in India such as UPI (Unified Payments Interface), Unstructured Supplementary 
Service Data (USSD), Internet Banking, Banking cards or Aadhaar Enabled Payment 

System (AEPS), cryptocurrency does not have any authentic intermediary like a bank. 

The transactions made with cryptocurrency, therefore, take place in the incognito mode 

i.e. no third party can know who is paying what amount to whom or for what purpose, 
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neither can anyone  impose any restrictions upon it - not even the Government. Like 

Mr. India, any user can become invisible!  But unfortunately, the common users of 

cryptocurrency are not here for any heroic deeds. Rather, this magical power is misused 

for performing illegal transactions. 

Is this a real currency? 

Despite its name, cryptocurrency does not follow the main three qualities of a proper 

currency. 

1. No authorized issuer: There is no person who will take the responsibility of paying 

the final amount of any cryptocurrency. The coins issued by Government of India or 
the banknotes issued by RBI are always guaranteed by the Central Government. By not 

having any issuer, cryptocurrency fails to become a legal tender. 

2. No intrinsic value: There is no base by which the value of any cryptocurrency can be 

evaluated. So the value keeps fluctuating due to unprecedented events.  
3. No store of value: Many people consider the demand for cryptocurrencies to be a 

speculative demand for money. Investing in any cryptocurrency involves high risk and 

thus, it cannot be used as a store of value.  

Then why are people using cryptocurrencies?  

An investigation by Presthus and O’Malley reveals that users are motivated to adopt 

various cryptocurrencies such as Bitcoin because of their own technological curiosity 

rather than for its need. But the more recent studies speak otherwise. A large number 

of wealthy Indians are observed to have bought properties in Dubai under the veil 

of cryptocurrencies and are thus gaining expertise in tax evasion. How did they get 

observed? Can the invisibility be decrypted? No. But the veil works best when both the 

buyer and the seller seek anonymity. The real estate market of Dubai, of course, is not an 

illegal market. So, the sellers do not feel the need to hide anything. They require identity-

proofs of the buyers for the registration of the property being sold. These proofs can well 
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be found out by the Indian Income Tax Department if Dubai Government cooperates. 

Thus, there is risk both in terms of money and in terms of anonymity.  Still, those risks 

are not enough to restrain the high tide of cryptocurrency users in India. A survey of the 

number of downloads of the cryptocurrency exchange apps reveals the huge user base.  

Source: Comscore

Cryptocurrency: Not a currency, but a social movement 

Nassim Nicholas Taleb writes on Times Magazine that Bitcoin (the most used 

cryptocurrency) works against an Orwellian future. Indeed, no one wants to be spied 

all the time. Thus, the decentralized system of the blockchain technology that is used 

in the cryptos, which bypasses all controls of the financial  system is wanted by many 
individuals and institutions so that they can protect their privacy and thus,  project the 

potential of a social movement. In the blockchain system, nothing can be traced or 

confiscated by the governments (if the regulatory pitfalls of foreign trade are taken care 
of). But who created this new technology? 

The mysterious villain (or hero..?) 
It is one of the most unnerving mysteries in the technological world. No one knows who 

invented the famous blockchain system. The developer calls himself (or herself? Or 

themselves? Who knows?) Satoshi Nakamoto. Previously, there was a double-spending 

problem in case of using electronic money without any reliable intermediary. Since 

the e-money is just some combinations of codes, those could easily be replicated and 
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thus, could create false money. This problem was solved by Satoshi Nakamoto, a name 

which belongs to no one. Some can blame Nakamoto for inventing something which 

contributes so much in illegal activities. But Nakamoto invented a step for a better 

world, since the use of blockchain system is not limited only to e-currencies but is also 

being used in medical sciences.  

How does cryptocurrency threaten the Indian monetary system? 

The most used cryptocurrencies are owned by the Advanced Economies (AEs) like 

United States and are priced in terms of dollars. Therefore, more use of these currencies 

would add to the growth of those countries. Gradually, they will have so much power 

that they will be able to control the susceptible emerging markets like Indian market, 

by replacing them with their own. RBI launched a pilot CBDC (Central Bank Digital 

Currency) project on November 1, 2022, and plans to launch the final project very soon, 
as a means to find the solution to the threat. The aim of CBDC is to replace private 
cryptocurrencies by meeting the need of users for digital currencies.

Conclusion  

The concept of cryptocurrency is a complex one. It is found that even the users are not 

always aware of the science behind the system and are thus regularly becoming subject 

to theft and suffering great losses.  Even experts argue over the uses and threats of 
cryptocurrencies. It is known that a developing country like India lacks the technological 

power to control the digital currencies as the AEs can. Thus, great importance should be 

given to the digital skill development of the youth of India by introducing more courses 

related to digital currencies which will be affordable to the students. 
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The Problem at Hand 

To say that the Aarey Metro Project has been a controversial undertaking, would be 

an understatement. It is an ambitious project which would put a metro car shed in the 

heart of ‘Lungs of Mumbai’ or the Aarey forest has been enshrouded in a fierce legal 
battle. Environmentalists state that the project would really hamper the ecosystem and 

would upset the extremely fragile flora and fauna. Many in Mumbai want to preserve the 
greenery which they feel makes life worth living in the concrete jungle around it but the 

Mumbai Metro Rail Corporation Limited (MMRCL) remains adamant that the project 

should go ahead. The proposed car depot will have an administrative building, operation 

control, inspection and maintenance workshops and stabling lines for parking of trains, 

according to the MMRCL. 

With an increase in the population of the metropolis and a surge in the ownership of 

private vehicles which made Mumbai the most vehicle dense city in India1 the metro 

rail is a step in the right direction. A further increase in private vehicles will lead to more 

128



congestion and a higher risk of mishaps and while the emergence of ride-sharing apps 

have been able to reduce and restrict more private vehicles on the road, a more feasible 

solution is needed. But what would be the externalities of such a project?

The Economic Consequences

It is evidently common sense that without the metro car shed the metro rail cannot run, 

and with a running metro a need to employ more people would arise - whether it be 

as a worker in building the metro shed or as a worker who is employed in the direct 

running of the metro as a cashier at the counter, as a janitor, as a metro operator and such 

other jobs. There would also be a need for the demand of technically skilled workers 

to operate behind the scenes making sure that the entire process runs efficiently with 
minimal delays. It is safe to assume there would be a net increase in jobs something 

which the city should welcome considering it houses the biggest slum settlement in the 

world. Not to mention, that it would also cater to the creation of an unorganized market 

for knick-knacks around the stations as is common for most metro railway lines in India.

Such a big investment in public infrastructure should in theory reduce the demand for 

private modes of transportation in the long run as affordable public transport alternatives 
should disincentivize private vehicle journeys. The MMRCL has estimated that there 

would be a 45.6% reduction in vehicle trips per day from 2021 to 20412 which would 

lead to an increase in average daily money savings which is illustrated in the chart below.
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“On account of reduction in approx. 4.5 lakhs vehicles on road per day, there will be 

saving of approx. 2.5 lakhs litres of fuel per day i.e., about Rs. 550 cr. per year.” - 

MMRCL

India had imported 84% of its crude oil during 2020-21 to meet its energy security needs 

and needs to lessen

its reliance on oil imports - specifically the over reliance on the Persian Gulf3, taking 
cars off the road should lessen the burden ever so slightly and in the long run save 
precious foreign exchange.

The Mumbai Metro Line 3 was expected to cost around INR 23,136 crore of which 

57.2% would be facilitated by loan assistance worth Rs.13, 235 Crore4 from the Japan 

International Co-Operation Agency

(JICA) but the cost has been escalated by over Rs 10,000 crores due to an increase in 

land acquisition costs5 as well as terrain differences among other things.

The Environmental Consequences

2702 trees would need to be cut in the ecologically sensitive Aarey Colony for building 

the metro car shed, but the MMRCL claims that 63,952 kg of CO2 is sequestrated by 

2702 trees in a year which the metro should be able to offset in 197 trips6. According 
to the same, if each tree is given an average lifespan of 20 years, then it would take 

the metro 3948 trips to offset the lifetime sequestration of the trees7. But that isn’t the 
complete story, a metro rail would demand electricity to run and here is where the issue 

lies – a significant majority of electricity generated from India is from Fossil Fuels 
which would lead to more CO2 generation as a big chunk of it is emitted at the Coal-

Powered Plants themselves.

A study by The Energy and Resources Institute (TERI) states “metro system generates 

more carbon dioxide

(CO2) emissions/passenger kilometres (PKM) as compared to a Bus Rapid Transit 
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(BRT) system”8, which in theory would compel an argument in favour of a robust bus 

system but such an argument would fail to consider the trade-offs. A metro will always 
prove to be a more rapid mode of transport and the Mumbai Metro Line 3 is going to run 

underground which would preserve everything above ground while also provide a more 

convenient and hassle-free experience.

The significant reduction in the levels of noise pollution and an improvement in air 
quality as more people get accustomed to the metro route and start favouring it to private 

transport make a compelling point in favour of the construction of the metro shed.

Conclusion

The economic and environmental benefits far outweigh the costs of building the car 
shed. The sad reality is that the city of Mumbai was built without appropriate planning 

and has expanded in all directions forcing all infrastructural plans and public facilities 

to be either extremely crammed or unconventional. The prices of the tickets should be 

reflective of the biological loss as there needs to be a concentrated effort to replace it.
The metro is a great initiative which will induce more business investments and over the 

span of the next 20 years should be able to offset the loss of biodiversity in the Aarey 
Colony as well as bring the people of

Mumbai closer together.
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Overview of Regional Trade Agreements
and Trade Policies and its Impact

on Indian Economy
-By Sneha Mondal 

Student, Sem III,  Dept. of Economics,
Bijoy Krishna Girls’ College, Howrah

Introduction:

Regional Trade Agreement actually referred to a treaty that is signed between two or 

more countries for the encouragement of the free movements of goods and services 

among the member countries. There are some internal rules of this agreement for the 

member countries which they have to follow among themselves. For dealing with the 

non-member country, this agreement also have some external rules which they have to 

follow. 

VARIOUS TRADE POLICIES RELATED TO REGIONAL TRADE 

AGREEMENTS:

In total there are main five types of trade policies related to Regional Trade Agreements. 
These are:

1) Preferential Trade Areas 

2) Free Trade Areas

3) Customs Union 

4) Common Market 

5) Economic Integration 

A brief discussion of different types of trade policies are given below: 
1) Preferential Trade Areas: A trading alliance that gives preferential entrance of some 

determined goods among the participating countries are known as Preferential Trade 
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Areas. This preferential entrance is mainly shown by reducing tariffs to certain levels 
without completely abolishing them. 

2) Free Trade Area: When a group of countries abolishes all kinds of tariff and non-
tariff barriers among themselves, then that area is considered as Free Trade Area. But 
the countries of this agreement have no common trade policies with the non-member 

countries. The largest free trade area of the world is Regional Comprehensive Economic 

Partnership (RCEP) which includes 10 ASEAN (Associations of Southeast Asian 

Nations) countries, China, Japan, South Korea and also Australia and New Zealand.

3) Custom Unions: When a group of countries puts in an application one general 

methodology, order and custom duties for almost all of their imports, exports and 

transferable goods, then that group of countries form the Custom Unions. Countries of 

custom union generally share common trade and competition policies. The European 

Union (EU) is the largest custom union in the world in terms of the economic output of 

its members.

4) Common Market: When several countries create a group with an aim of adopting 

a common external tariff, then it is called as Common Market. A common market is 
nothing but an extension of custom union with an additional feature of free movement 

of labor and capital among the member countries. This agreement focuses on extending 

better economic advantages to all its member-countries. Economic union (EU) is also 

the largest common market in the world. 

5) Economic Union: Group of countries having both custom union and common market 

together with financial matters create an Economic Union. This agreement allows free 
movement of goods, services, money and factors of production over borders. It aims at 

abolishing internal trade barriers and establishing more political and cultural ties among 

the member countries. It also aims for economic betterment of the member-countries. 

IMPACT OF DIFFERENT TRADE POLICIES ON INDIAN ECONOMY:

Indian economy enjoys mainly two types of regional trade agreements (RTAs), namely: 
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Preferential Trade Agreements (PTAs) and Free Trade Agreements (FTAs). Presently, 

India has 6 limited coverage of Preferential Trade Agreements (PTAs) in addition with 

11 Free Trade Agreements (FTAs) with other countries. The list of different FTAs and 
PTAs are given below: 

List of Preferential Trade Agreements (PTAs): 
1. Asia Pacific Trade Agreement (APTA): Bangladesh, China, India, Lao PDR, 

Republic of Korea and Sri Lanka are the current members of APTA. The main objective 

of APTA is to flourish and expand trade among the developing member countries and 
also to intensify international economic cooperation. 

2. Global System of Trade Preferences (GSTP): This agreement consists of 42 

countries where it includes 7 least developed countries (LDCs). The members are Algeria, 

Argentina, Bangladesh, Benin, Bolivia, Brazil, Cameroon, Chile, Cuba, Ecuador, Egypt, 

Ghana, Guinea, Guyana, India, Indonesia, Iran, Iraq, Libya, Malaysia, MERCOSUR, 

Mexico, Morocco, Mozambique, Myanmar, Nicaragua, Nigeria, North Korea, Pakistan, 

Peru, Philippines, Singapore, South Korea, Sri Lanka, Sudan, Thailand, Tanzania, 

Trinidad and Tobago, Tunisia, Venezuela, Vietnam and Zimbabwe. It aims at enhancing 

trade and economic growth among its members.

3. SAARC Preferential Trading Agreement (SAPTA): This agreement aims at the 

promotion and increment of mutual trade and economic cooperation by decreasing trade 

barriers among the members. It intensifies foreign investment among SAARC nations.  
4. India Afghanistan PTA: This agreement mainly aims at the expansion of domestic 

markets between India and Afghanistan with a process of economic integration and also 

to boost their economic developments.  

5. India – MERCOSUR PTA: This agreement is not so important because trade between 

India and MERCOSUR countries is very low and limited to some products.  

6. India – Chile PTA: The relationship of India and Chile are very good. Both the 

countries have a larger framework of relationship, mutual understanding, cooperation 
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and many more.  

List of Free Trade Agreements (FTAs): 
1. Indian – Sri Lanka Free Trade Agreement (FTA): This agreement is the first FTA 
signed by India with any other country. After signing of this agreement with Sri Lanka, 

India’s export has increased 10 times in 2005 in comparison with the year 2000 and 

reached USD 566 million. Not only that India’s export has increased 6 times from 2005 

and reached USD 3640 million in 2012.   

2. Agreement of South Asian Free Trade Area (SAPTA): This agreement has increased 

bilateral trade between India and SAPTA countries from USD 6.8 billion (1.6 %) in 

2005-06 to USD 28.5 billion (2.5%) in 2018-19.  

3. India – Nepal Treaty of Trade 

4. India – Bhutan Agreement on Trade, Commerce and Transit 

5. India – Thailand FTA – Early Harvest Scheme (EHS) 
6. India – Singapore Comprehensive Economic Cooperation Agreement (CECA): 
Singapore provides for India’s 22.13% of the total trade with ASEAN countries, with a 

total FDI of 16% received in 2015.   

7. India – ASEAN FTA: Through this India’s export has increased from USD 23 billion 

in 2010 to USD 36 billion in 2018. On the other hand, India’s import has increased from 

USD 30 billion in 2010 to USD 57 billion in 2018.    

8. India – South Korea Comprehensive Economic Partnership agreement (CEPA): 
This agreement has increased trade in both the countries from USD 12 billion in 2009 to 

USD 21.5 billion in 2018. 

9. India – Japan CEPA: The growth of this agreement between India and Japan in the 

year of implementation had first increased but decreased after year 2011-12. Export of 
India in 2011 was USD 6.4 billion which has decreased in 2019 and the amount was 4.5 

billion. Whereas India’s import has constantly increased from USD 11.96 billion in 2011 

to USD 12.43 billion in 2019.     

10. India – Malaysia CEPA 
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11. India – Mauritius Comprehensive Economic Cooperation and Partnership 

Agreement (CECPA)
                                                                           

Conclusion

From the above discussion it can be concluded that Regional Trade Agreements (RTAs) 

pave the way for its member countries to get involved more effectively in the multilateral 
process of economic change, by giving them with chances to analyse with the economic 

change at a smaller scale and magnitude within the region. Thus, the current aim of regional 

integration by India and other countries need to be sighted against this understanding 

that Regional Trade Agreements (RTAs) are structural blocks to the multilateral trading 

system. 
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COVID 19: “A disease for POOR people?”
The Colombian Case Study

-By Souradeep Dhar and Trishita Ghosh 
Students, Sem V,  Dept. of Economics,

Scottish Church College, Kolkata

Colombia, a country known for its aromatic coffee, superior quality emeralds and exotic 
fruits: but coming to its economic structure; it is one of the largest economies of Latin 

America in the last few decades. It’s one of main exporting commodities is Petroleum 

and has the fastest growing information technology industry in the world, and has the 

longest fiber optic network in Latin America. Colombia also has one of the largest 
shipbuilding industries in the world outside Asia. 

But this doesn’t summarize the actual economic situation of Colombia. The problem 

of income inequality for long has been the center of concern for the policymakers of 

Colombia. Many accuse the Colombian government of pursuing a “pro-rich” model 

when it comes to the economy, according to the Transnational Institute (TNI). Among 

these policies is an unregulated taxation system in which the wealthiest 20% contribute 

little in terms of tax revenue, despite receiving 55% of the country’s income in 2018. In 

addition, the government invested in international and private corporations as well as 

encouraging domestic export and international fair-trade agreements, leaving small-scale 

farmers vulnerable to price fluctuations and unable to compete with large agricultural 
operations.

For a detailed view on inequality we have analysed the data of factors like GINI 

Coefficient; Unemployment; Poverty; GDP Growth; Infant Mortality Rate for the pre-
pandemic and post-pandemic era which supposedly affect inequality, although their 
magnitude varies.
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The next section gives you a detailed view on the above mentioned factors:

Trends in income inequality - GINI COEFFICIENT

   

 

Source:Self Computed 

Graph of GINI Index  from 2016-2020

Colombia’s high levels of income inequality are a core constraint to economic growth 

and social progress. The country has one of the highest levels of income inequality in 

the world, the second highest among 18 countries in Latin America and the Caribbean 

(LAC), and the highest among all OECD countries. Inequality in access to good jobs 

further amplifies these gaps, making Colombia among the countries where inequalities are 
the most persistent across generations. Longstanding inequality across regions overlaps 

with the large gaps in welfare between Afro-descendants and indigenous Colombians 

and the rest of the population.

The pre-existing inequalities started to widen from the year 2020 itself as the pandemic 

wreaked havoc in the country. Just like all many other countries, the Colombian 

Government also imposed severe restrictions on economic activities. As suggested by 
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the data, the Gini Index for Colombia took a leap from 51.3% in 2019 to 54.2% in 2020, 

a leap of almost 3%, and the longest in the past five years. The COVID-19 pandemic and 
the associated lockdown has thus further amplified the disparities and threatens to have 
prolonged negative effects in the post COVID era. Current tax and transfer policies at 
best have only a modest positive impact on these imbalances, so there is clearly ample 

potential to improve the redistributive role of fiscal policy in Colombia. Policy reforms 
across many areas could help to chart a more equitable future for the country. 

Analysis of the POVERTY situation

 

Source:Self Computed 

Graph of Poverty Rate from 2016-2020 

Despite various factors contributing to poverty, Colombia made significant improvements 
through other measures in the past two decades. According to the World Bank, Colombia 

worked on a debt management system, invested in the domestic market and improved 

policy coordination between various financial institutions in the country. The government 
also worked on better welfare programs, such as improving education outcomes as well 

as restoring land rights taken away during the conflict. The result of these efforts is 
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steady economic growth and a long-term trend of declining inequality and poverty.

However the COVID-19 pandemic disrupted this progress. Despite its economic 

growth, with Colombia being the fourth-largest economy in Latin America as of 2021, 

the COVID-19 pandemic exacerbated poverty in Colombia where the poverty rate in 

2020 was 10.8%. Poverty escalated exponentially during the pandemic with figures 
almost twice that of the previous years. The rising trend of the poverty rate during the 

COVID-19 also exemplifies the reasons behind the broadening income inequalities in 
Colombia. With almost 10.8% of the population living in poverty as of 2020 compared 

to 5.3% in 2019 it is quite evident that the pandemic took a toll on the low income 

groups pushing them down the poverty line.                                                                                              

With long-term policies toward declining poverty and improving the standard of living, 

there is hope for better living conditions in Colombia in the near future.

Synopsis of UNEMPLOYMENT situation 

 

Source:Self Computed 

Graph of unemployment rates from 2016-2021

Colombia experienced an upward trend in unemployment from 2016 with unemployment 

rising steadily from 8.7% to 15% in 2020. This steady increase in the rate of unemployment 
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can be stated as one of the many reasons for rising inequalities in the country. 

The year 2020, saw the closure of economic activities which led to closure of many 

budding and infant businesses leading to laying off thousands of workers. This is 
considered as one of the prime reasons for a drastic jump in unemployment rate in 2020. 

But in the year 2021 the rate falls down by 0.67% to 14.33% which can be primarily 

due to two reasons- firstly opening up of industries with the reduction in COVID-19 
cases and secondly due to some effective monetary and fiscal policies. The increasing 
unemployment is one of the many factors that affects the rising inequalities in Colombia. 
Losing jobs, and increasing poverty caused the poor to become poorer.

Earning quality in Colombia is lower than in any OECD country, reflecting both 
considerably lower average earnings and significantly higher levels of earnings 
inequality. Labor market insecurity is twice the OECD average, because of the near-

absence of unemployment and social assistance benefits to alleviate financial hurdles 
during unemployment. Moreover, the high percentage of informal workers has bleak or 

no access to social security benefits. Given such low levels of social protection, many 
workers may need to accept very low quality jobs when better jobs are not available. 

This leads to a loss in standard of living and thus increases inequality at a much faster 

rate.

Overview of INFANT MORTALITY RATE 

Colombia has a stable and attractive healthcare system; as a large percentage of 

population almost 95% of them are insured under the General Social Security Health 

System (GSSHS). About 6% of GDP is contributed in healthcare; and public spending 

in healthcare is about 63%, the remaining 37% by the private sector. The high  public 

expenditure on healthcare  justifies the lowering of infant mortality rates over years. 
Rising inequality, unemployment shows one of  the big economic instabilities; but 

Colombia has shown a steady growth in terms of HDI (0.767) and its capital Bogota DC 
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has attained highest HDI as recorded to be 0.813.

Source:Self Computed 

Graph of infant mortality rates from 2016-2020 

The pace of GDP GROWTH  

 

Source:Self Computed 

Graph of GDP growth rates from 2016-2021 
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Colombia’s economy has recovered astoundingly well from the COVID-19 crisis at 

least from the growth point of view. Strong fiscal and monetary policy support have 
staved off  a stronger contraction of incomes. Solid macroeconomic policy frameworks 
are braced for a continuous recovery of domestic demand, although the sustainability of 

fiscal accounts will require further action. From a far eyed view, however, both growth 
and social inclusion are trapped by bleak structural policy settings that preclude more 

than half of income earners from formal jobs and social protection, while preventing 

firms from growing and becoming more productive. Solving this vicious circle through 
ambitious reforms would allow a significant leap forward for material well-being in 
Colombia.

Growth has taken a significant leap from the year 2020 to 2021, the post COVID-19  
period but we could hardly see any changes in the inequality indices in the post pandemic 

era. The reasons are high levels of inflation with the maximum share of the GDP growth 
accruing to the richer section of the society. Thus Colombia’s GDP growth cannot be 

considered as a true reflection of the disease which is eating up the country. 

Conclusion

Colombia was reeling with all sorts of problems when the COVID-19 crisis plunged 

Colombia into recession in 2020 and exacerbated existing labor market weaknesses. 

Around 2.5 million jobs were lost in that year. The unemployment rate increased by 50 

percent in 2020, reaching 15 percent, with large increases in urban areas and among 

women, the youth, the self-employed, and workers in small firms. Inactivity increased, 
as 2.5 million jobs were lost over the year. 

The post COVID study of the Colombian economy shows the dire situation of the 

people. Ever since 2021 the poverty rates and the rates of unemployment accelerated 

dramatically. High poverty and unemployment in the year 2020 further increased the 
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pre-existing income inequalities prevailing in the country. Although Colombia attained 

an exponential growth rate in GDP post COVID, the rising Gini Coefficient suggests that 
it is only the richer section who benefits from this growth. However the declining Infant 
Mortality Rate shows the efforts of the Government in reviving the economy. Again due 
to recent global economic trends and the Russia-Ukraine war, Colombia joins a host of 

Latin American countries grappling with rising inflation. The country experienced the 
highest rate of inflation in 21 years in April and food prices. The Russia-Ukraine war has 
disrupted the trade of wheat and fertilizer, which has contributed to food prices rising 

by 26%.

In June 2022, Colombia elected President Gustavo Petro, its first leftist leader, who 
promised to tackle inequality and poverty in the country. His plans include the 

improvement of social programs, such as increasing access to higher education, 

revamping the health care system and more. Petro’s focus on Colombia’s socioeconomic 

inequalities has the potential for a path toward poverty reduction. However, with long-

term agendas of reducing inequalities and better economic policies, there is hope for 

better living conditions in Colombia in the near future. 
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Effect of COVID-19  on
Indian Economy

-By Baisakhi Ghosh
Students, Sem I,  Dept. of Economics,

The Heritage College, Kolkata

This article is on the economic impact of the Covid-19 pandemic in India. The Indian 

Economy was marketed by a slowdown of economic growth and record increases in 

unemployment and poverty.

When in March-2020 pandemic hit India for the first time India didn’t have the capacity 
of dealing a new crisis.

Covid-19 pandemic was a huge deal for everyone. It took literally a lot of time to 

understand what is going through the whole world. It was totally a new circumstance 

for everyone. We were scared just about our regular life. The lower middle class and 

labour class were tensed about their regular their regular ration supply. Financially a 

huge amount of Indian locality is below poverty line. Apparently many people of India 

just earns the expenses only for the present day. So, an instant declaration of 3 months 

long pandemic made people think about their economic position.
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CHANGE IN GDP GROWTH IN INDIA:

First, we would like to show the overview of Indian economy through last decade. After 

achieving unprecedented growth of over 9% for three successive years between 2005-

2006 and 2007-08 and recovering swiftly from the global financial crisis of 2008-09, 
the Indian Economy has been going through challenging times that culminated in lower 

than 5% growth of GDP at factor cost at constant prices for two consecutive years, i.e., 

2012-13 and 2013-14.

The slowdown is broadly in sync with trends in other emerging economies. India’s 

growth declined from average of 8.3% per annum during 2004-05 to 2011-12 to an 

average of 4.6% in 2012-13. In this period it went from 6.8% to 4.9%. Gradually around 

2016-17 growth was 9.4%, the economy has recorded a low growth of 4.5% in part of 

2019-20.

The GDP growth had crashed 23.9% in response to the centre’s no notice lockdown. 

India’s GDP shrank 7.3% in 2020-21. This was the worst performance of the Indian 

economy in any year since independence. As of now, India’s GDP growth rate is likely 

to be below 10 per cent.

The economic impact of the COVID-19 pandemic in India is largely disruptive. The 

growth of the economy has slowed down due to shutdown of different productions 
channels. Reverse migration of workforce and consequent shortage of labour, resulted 

in further deceleration of economic growth. While COVID 19 pandemic has thrown 

several challenges on Indian economy, agriculture sector has shown resilience through 

the crisis.
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EFFECT ON AGRICULTURAL ECONOMY:

Third advance estimate of food grain production for 2019-20 indicates record production 

of 295.67 MT. With many States receiving normal rainfall in South West monsoon, 

kharif food grain production is projected to be 144.52 MT in 2020-21.

The restrictions imposed during the initial phase of pandemic have adversely impacted the 

agriculture supply chain, which was further accentuated due to the depleted workforce. 

It exposed the vulnerability of the Indian agriculture, more specifically the perishable 
agriculture sector, and further emphasized on the need for creating an ecosystem for 

decentralized agro food market coupled with digital connect to agriculture more resilient. 

Given these facts, it is imperative to support agriculture as it can help to stabilize the 

overall Indian economy.

EFFECT ON EMPLOYMENT AND LOSES:

In India Unemployment rose from 6.7% on 15 March to 26% on 19 April and then 
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back down to pre- lockdown levels by mid-June. During the lockdown, an estimated 

140 million (140 million) people lost employment while salaries were cut for many 

others. More than 45% of households across the nation have reported an income drop as 

compared to the previous year. The Indian economy was expected to lose over ₹32,000 
crore (US$4.0 billion) every day during the first 21-days of complete lockdown, which 
was declared following the corona virus outbreak.

Under complete lockdown, less than a quarter of India’s $2.8 trillion economic movement 

was functional. Up to 53% of businesses in the country were projected to be significantly 
affected. Supply chain have been put under stress with the lockdown restrictions in 
place; initially, there was a lack of clarity in streamlining what an “essential” is and what 

is not. Those in the informal sectors and daily wage groups have been at the most risk.

DIGITALIZATION AND BANKING HABIT:

Banking is an important part of our regular life and a basic economical tool. Every 

day transaction are being done via online nowadays. From a basic shopping to bank 

transactions everything is being done by gpay or paytm etc. Before Covid-19 digital 

banking system wasn’t this much popular and during to this method there is reduction of 

black money. In the lockdown period apparently most of the ways of making black money 

stopped. Because having food everyday was a difficult thing apparently. It developed a 
lot of economical states.
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ECONOMICAL RECOVERY IN INDIA AFTER COVID-19:
Grappling with the agonising human effects of Covid-19 together with mounting inflation 
and wavering geopolitical scenario, there is a palpable positive sentiment across sectors 

in India to go full- throttle on the recovery process to sustain the economic growth of 

the country.

Notably, the recent RBI data shows that Indian companies’ direct overseas investment 

increased 8.5 per cent YoY to $3.34 billion in March 2022. In fact, even at the height of 

the coronavirus pandemic last year, Indian companies had invested $3.1 billion in their 

overseas fully-owned subsidiaries and joint ventures.

Private equity capital flows to India reached a record $27.6 billion in the first six months 
of the year, nearly equalising the $29 billion outflow in portfolio investments and 
establishing that the country’s appeal as a growth engine in the long term is unabated 

150



despite near-term disruptions caused by a surge in dollar-denominated assets.

Most importantly, the job market is also optimistic. Reportedly, in Q3 (July-September) 

2022, 63 per cent of companies are planning to employ more people. Significantly, in 
the Asia-Pacific region, with 51 per cent hiring, India reported the highest recruitment, 
according to a survey.

Moreover, India recorded its second-highest monthly gross GST revenues in June at ₹ 
1,44,616 crore, 56 per cent more than a year ago. The Finance Ministry said that coupled 

with economic recovery, anti-evasion activities, especially action against fake billers, 

have been contributing to the enhanced GST.

Conclusion:

Covid-19 was a nightmare for the whole world. It destroyed many things and made us 

learn about it as well. The whole world as well as INDIA is trying to get recovered from 

it. It’s almost there. Let’s hope for a better world soon.
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“Rising Income Inequality in a
Post-Pandemic World of Crashing 

Economies and its Remedies”
-By Ritobroto Chanda

Students, Sem IV,  Dept. of Economics,
Ramakrishna Mission Vidyamandira, Belur

Let’s be honest and discuss like an economist, shall we! Inequality is almost like a 

necessary, to drive the ‘wheels’ of the ‘economy’, just like potential difference’s relation 
to current, and there are even proven studies and hypothesis like Kuznets’ Inverted-U 

Hypothesis, but when due to uncertain external factors, expected outcomes change and 

when things go out of hand, inequality needs to be dealt deeply, and with the onset of 

Covid-19, things have taken that dangerous turn.

Yes, inequality is essential, but does that mean that the people at the bottom of the 

spectrum are to be left to suffer? Absolutely not. Yes rewarding success is important to 
incentivize future innovations and development, but that does not imply that the bottom 

sections of the society are to suffer. They must be respected and their rights to live life 
with dignity as a human being must be looked after by other human beings as well. Thus 

the issue of inequality becomes an issue of proper balance.

Is earning more money than others a crime? Is being rewarded for something great only 

one did which others didn’t a crime? Firstly, one must stop stigmatizing wealth creation, 

which is not a problem, one who takes a major chunk of risk, who can manage his funds 

intelligently and foresee wisely the next days, will succeed in this regard, as evident 

from the case that most of the World top 100 richest people, were from very humble 

backgrounds, and many do not even have formal college degrees. We also see, without 
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naming, when two brothers get almost equal share of wealth after the demise of their 

rich parent, one becomes bankrupt, other becomes the richest in the country, so wealthy 

individuals possess skills worthy to have the major chunk, incentives for sacrifice and 
risk and development and thus stigmatization of wealth creators is not deserved and it 

is one of the reasons why often HNI, the wealth creators of Developing countries leave 

their homeland, often dis-balancing Kuznets’ theory.

Our concern is not why the rich got richer, but on how we can make the lives of the 

bottom layer of this spectrum, even better, and take the countries to the extreme positive 

X-axis of Kuznets’ curve and not halt at the maxima.

Since the earliest findings of human civilization, existence of inequalities has been 
evident. If we move to our 1800s, i.e. from when formally recorded studies of economics 

start, we observe, that the percentage of human population living below their means has 

reduced drastically, over the last two centuries, which implies that as the rich got richer, 

the poor too, but at different rates, and that has led to an ever-widening gap of income 
inequality.

Let’s straight jump into Covid-19 pandemic’s contribution in this regard. With the strict 

health guidelines imposed, almost entire world went into a lockdown, and the known 

economics of human changed in a brief period. When the world economy started to 

recover back, the scenario had changed, inequality was at peak, with ever high inflation 
rates and global economic leaders crashing. Before recommending or finding remedies, 
we shall take a look at what caused this!

There are various causes for this devastating state of the economy, and one of the main 

contributors can be regarded to the fact that with the onset of Covid-19, employment 

of skilled and unskilled people were hit differently. People with low-levels of skills or 
unskilled labours, such as janitors, waiters, etc., whose main roles involved very little 
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intellectual involvement, and more of physical involvement, who in turn had one of the 

lowest paid, almost instantaneously got affected as they lost jobs, and being in unorganized 
sectors mainly, very few social and job security measures were available to them. Thus 

to smoothen consumption, they even used up all their meagre lifetime savings too and 

were left to suffer. But on the other hand, the skilled employed people, who shifted to 
WFH, mainly intellectual class of job-holders, even with lower salaries, managed lower 

living expenses, used a portion of savings initially, and later some increased savings, 

through pandemic and didn’t spend and were on savings spree, bringing down economy, 

but to spend later after lifting of restrictions, causing inflation. So, one had no income 
and zero savings, other had increase in savings, with decrease in demand. This was one 

cause of the widening divide.

Secondly, business owners, in general, a few did extremely well, rest suffered. Not all 
business were pandemic proof, and we saw that, as most business shut down, with zero 

to negative profits arising due to certain fixed costs and compensations. But on the 
other hand, those in the Pharmaceutical sector, Energy sector, Food sector, Connectivity 

sector, Real estate sector flourished massively and their wealth grew with their ever 
increasing stock price, as investors started to shift to pandemic-proof stocks for smoother 

and higher returns for unforeseen times. These sectors created new fortunate. These 

visionaries, whose prior prediction of future’s need saved many jobs as they could work 

from home, got vaccine, thus got heavily rewarded, others suffered. And this too led to 
widening the gap.

Now the main issue of inflation like situation, almost all the Government’s politically 
motivated solution to any economic issue, Printing Money. Just like always, to maintain 

stability and favour amongst people, generous welfare schemes were arranged for 

by the government, often by injecting the economy with newly printed money. Even 

experienced countries like USA, UK, and Germany went the same way. Friedman’s 
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studies on relation of printing money and associated inflation was paid no heed to and 
post-pandemic, we get what was well-deserved, a huge slap of inflation. The money 
provided to the poor, spent it on the essentials, thus again the money flow towards the 
rich, and they got even richer. Short term worries, could have saved long-term woes, but 

no care to Sir Friedman’s studies.

Also in addition were the improper timings of implementation and retrieval of the 

Demand generating policies. During pandemic, tax was lowered, so that disposable 

income rises, also interest rates were low

t due to wrong timing, the economy got over-boosted. Salaried people, with higher savings 

and massive loans at cheap rates, went out of big ticket purchases post-pandemic, and 

all at a time, thus demand much greater than supply, shooting up the prices. And supply? 

Why they couldn’t recover, partly due to heavier taxes imposed on business during 

Covid-19, Russia-Ukraine war, Sanctions, Brexit, all affecting the supply chain and 
rising production cost and very little fund available to invest with rise in contractionary 

measures. Also shift in consumer preferences were observed pre and post pandemic and 

they require time to adjust, and in this battle, prices went sky up and production dropping 

simultaneously, leading to stagflation like scenario globally. Meaning the bottom half 
people, with no job, and thus no incentive of loans, fell even backwards pushing the gap 

even wider.

All of these aforementioned factors, hand-in-hand, together brought forth this worst 

case scenario, of crashed economies with high inflation and rising inequality. Economies 
where comparatively,

Governments went for very tight welfare scheme by printing lesser money, have been 

doing much better compared to other countries. And a problem, which has arose mainly 

due to human mismanagement, shall be solved by us too. So what shall be possible 

remedies?
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One, we can increase the Interest rates, but being enough careful, that this shall not further 

contract production, i.e. the supply side, and we must properly arrange for incentivizing 

them from Government Spending, not printed money. Higher interest rate shall bring 

down demand, thus cool down the economy, also this shall boost increased investment 

from households, which could be used for creating supplies for the changed demand 

pattern.

Secondly, Central banks, shall issue bonds, and reduce the liquidity of money in the 

market, and thus by reducing the supply of money in the market, inflation shall get 
cooled, although growth may further get impended, and that too shall be counter-

incentivized by issuing schemes that favours more and more investment from the large 

financial institutions, which folded back their operations during pandemic and invested 
in specific sectors to profit off more.

And thirdly, and this is the most important, the Government of countries must arrange 

for free online courses, MOOCs, training workshops etc. to re-skill the under-skilled 

workers. Post the pandemic, the workplace has changed. Many have shifted to work from 

home. Consumer’s preference patterns have changed. Some prefer to have restaurant 

food delivered to home, thus waiters need to re-skill to delivery guys. Similarly, certain 

jobs are being seen as just simply not needed, and certain departments are seeing shortage 

of labour, and this gap must be fulfilled by these people, just by properly re-skilling. The 
pandemic has shown a path to the economy of the future, and as per my understanding of 

economics, bringing back the economy on its normal track, shall re-enforce its journey 

along Kuznets’ curve and these grave but temporary problems shall get resolved in very 

near future.
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Impact of Russia-Ukraine War on
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Introduction:- 

Russia is the world’s third-largest oil producer, the second-largest natural gas producer 

and among the top five global producers of steel, Nickel and aluminium, so any significant 
reduction in energy supplies and metal shipments is highly likely to lead to soaring global 

prices for these commodities. For this day, on the day of invasion, the global financial 
market fell sharply, and the prices of above-mentioned commodities, especially grains 

surged. As a services economy, the UK imports few raw materials but a higher number of 

manufactured goods from them which have become more expensive due to the increased 

cost of primary inputs. The Russia- Ukraine conflict has triggered disturbances in the 
financial market and drastically increased uncertainty about the recovery of the global 
economy. This war has caused major disruptions in global supply chains and economic 

activity. The World Bank has estimated that the war will cause global income to drop by 

0.7%, hitting low-income countries hard in particular. Despite the UK’s relative strength 

in terms of energy and food security and also limited links to supply chain involving 

Ukraine, global inflationary pressure due to war will contribute to substantial rise in 
domestic prices. This upward pressure will only add to the existing effects of both Brexit( 
which has caused reduction in overall UK trade by increasing cross- border supply 

frictions and labor shortages) and the Covid-19 pandemic on the UK economy. Despite 

having little apparent strength, the war could have significant effects on UK trade like 
rising prices that exacerbate the cost of living crisis, the effects of UK and international 
sanctions against Russia, the impact of war on Europe on the UK’s Indo-Pacific tilt on 
its wider foreign policy. UK imports comparatively little energy, food and raw materials 
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from Ukraine, domestic prices for many products are set according to global conditions 

which means that the cost of energy and food have risen significantly as a result of the 
conflict, even though the UK does not depend directly on many supply chains from 
Ukraine. The UK’s supply chain issues arose from global shortages of materials, staff 
shortages and transport delays which were occurring at the same time as sharp spikes 

in demand, particularly for consumer goods and construction materials. The conflict 
in Ukraine has added to food supply chain pressures, particularly in relation to rising 

costs for fertilizers, animal feed and energy. The UK Government expects further food 

price increase due to trade disruptions and fertilizers supply issues. Farmers in the UK 

have concerns about the input costs, particularly fertilizers and animal feeds, as well 

as energy costs. Sanctions on Russia are already starting to worsen an acute cost of 

living crisis in the UK. Although limited dependence on Russian imports, surging global 

prices are expected to erode the living standards even further. Olly Bartrum, a senior 

economist at the Institute for Government (IfG), said that disruptions in the global metal 

markets will affect many key UK sectors like automotive, smartphones and aerospace. 
According to the Office for National Statistics, the UK’s debt interest bills have already 
hit their highest level in January 2022. The UK imported no fuel from Russia in June 

2022 for the first time on record, according to official figures. It has pledged to phase out 
Russian oil imports by the end of the year 2022 and gas imports as soon as possible. The 

effects of Brexit on labor markets including added paperwork and border frictions for 
imports, have left the UK vulnerable to pre-existing supply-side issues. The domestic 

labor market has also been baffled due to large changes in supply and demand from the 
pandemic or Brexit. The UK began the year 2022 with a record of 1.3 million vacancies 

and an increasingly tight labor market.

Objective:- 

The objective of this paper is to find out the impact and vulnerability of the war between 
Russia and Ukraine on the UK economy with the help of data collected. 
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Data Source:- 

The UK ranks far below other European countries in terms of reliance on gas imports 

from Russia. Just 3% of the UK’s gas imports comes from Russia. A Russian embargo 

would not turn off the taps for UK households, however such an event could have a 
knock-on effect for availability of gas from the UK’s main supplier, Norway. 

Fig1:- UK gas imports by source,2021 

 

Source:- HM Government(undated), ‘UK Trade Info’ 

Fig2:- UK oil imports by source, 2021

Source:- HM Government(undated), ‘UK Trade Info’ 
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Fig3:- GDP impact of Russia cutting gas supplies to Europe

 

Source:- Di Bella, et al. (2002), ‘Natural Gas in Europe: The Potential Impact of Disruptions to Supply’, 

International Monetary Fund, July 2022 

Although Russia and Ukraine together represent one-quarter of global wheat exports 

and about 15% of corn and fertilizer exports, it does not affect the food security of the 
UK as it stands in a relatively strong position. However, the UK’s comparatively strong 

position does not immune it to inflationary pressure caused by reduced global supply. 
Since the UK is fully integrated into global markets for both energy and food, British 

households face higher prices for both commodities. The higher price of wheat alone is 

up by more than 50%as of 7 March 2022 which could add more than one percentage point 

to UK inflation. On the other hand, higher global market prices benefit the UK energy 
industry overall as some UK-based energy firms have posted large profits in 2022 but 
this secure energy supply does not necessarily mean cheap energy for UK consumers. 

Due to the UK energy price cap and increased demand, the most expected impact will 

be on consumer prices in late 2022 or early 2023. The price cap could even exceed 

4000 pounds a year for an average domestic consumer- taking a significant proportion 
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of most UK household’s disposable income. The price of wheat which was a major 

Ukrainian export has risen 40% since the start of the war. Areas which were having cost-

push inflation have had a knock-on effect on UK prices. France and Southern Europe 
from which the UK imports much of its food was under pressure from global price rise. 

The UK’s financial links to Russia poses moral and political problems but they do not 
constitute a major part of British trade and inward investment as in 2020, it received 681 

million pounds FDI from Russia which was less than 0.1% of the total UK inward FDI 

stock and a small sum compared to the 11.2 billion pounds of British FDI in Russia. 

Global oil prices have increased by 11% and the UK wholesale gas prices have increased 

by 40% since the invasion. In March, the UK consumer confidence fell to its lowest level 
since November 2020. Energy prices were increasing before the war in Ukraine but as 

a net importer, the UK is exposed to volatility in the price of gas. Energy input costs for 

farms increased by 34% between January and April 2022. Also the price of farm fuel 

cost increased by 30% over the same time.

Fig 4:- 

 

Source:- Refnitiv Eikon, KPMG Analysis, 7 March 2022 
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According to the Centre for Economic and Business Research (CEBR), the average UK 

household will experience a 2553 pounds drop in income in 2022 half of which is due 

to the results of the war. It also estimated that living standards in the UK will drop at the 

worst rate since records began in the mid-1950s. CEBR stated worryingly that the cost 

of living will stay above seven percent till the beginning of 2023, resulting in the UK 

economy posting zero growth over the whole of 2023. The invasion of Ukraine will lead 

to a noticeable increase in the cost of living in the UK as depicted in the figure below. 

Fig 5:- Impact of the invasion on inflation 
 

Source:- CEBR

As a services economy, the UK imports few raw materials but a huge number of 

manufactured goods, which have now become more expensive due to the increased 

cost of input prices. The effects of Brexit on labor markets have left the UK vulnerable 
to rising inflation. The war had just added extra pressure to the pre-existing supply side 
issues. Due to all of these factors the UK has the highest rate of inflation in the G7 as 
depicted in the figure below.
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Fig 6:- Inflation rate among G7 members 
 

Source:- Institute of Chartered Accountants in England and Wales (2022), ‘Chart of the week: Inflation 

around the world’, 26 May 2022

Russia’s war with Ukraine will deal a blow of 90 billion pounds to the UK economy 

driven by a worsening cost of living crunch sending the British consumers into retreat. A 

ratcheting up in the cost of living will deliver a 2550 pounds to each household in Britain. 

A combination of rampant inflation and steep tax hikes has caused the households to 
face a once-in-e-a-generation hit to their standard of living. The households’ budgets 

had pulled back their consumer spending which generated around 60% of output in the 

UK are now squeezed causing a shave over two percentage points off economic growth 
in 2022. In 2021 the cost of gas was 40p per therm which has now become 8 pounds per 

therm due to US and European countries mulling banning imports of Russian energy. 

Despite limitations over trade, some parts of the UK economy are well reliant on Russia. 

According to UN Comtrade data, the UK gets almost 20% of their vegetables from 

Russia. Fuel imports from Russia fell by 499 million pounds or 100% compared with 

the average for the previous 12 months to February. Exports of most goods to Russia 

had decreased substantially by June 2022 overall by 70%or 168 million pounds, with 

machinery and transport equipment sales slashed by 91.3% or 118 million pounds.
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Fig 7:- How much UK trade is affected by the war?

Source:- UN Comtrade

Conclusion:- 

In the long run, Russia’s invasion of Ukraine would likely encourage a recent trend towards 

de-globalization, with supply chains becoming increasingly fractured and politicized. 

Countries like the UK, who rely on imports of energy, food and manufactured goods, are 

becoming keen to establish diverse and trusted supply chains with like-minded partners. 

This is basically a part of insurance policy against geopolitical risks such as the war in 

Ukraine but also partly as a response to domestic political demands. 

A more substantial impact is to come from the introduction of new sanctions like:-

 ● Direct effect on investment and business activity in the UK through legal restrictions
 ● Indirectly affect trade and investment through the perception that the UK is no longer 
open to business in certain sectors or with certain kinds of companies and individuals 

● Affect future business activity through setting a precedent of applying sanctions against 
unsavoury regimes

Due to the war, British major companies like Marks & Spencer’s and Vodafone, have 

shut down their operations in Russia or cut ties with partners in the country, largely 
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as result of consumer pressure and public relations concerns, rather than the legal 

requirement of international sanctions. Also the British economy is forecasted to slow to 

a standstill in 2023 as it suffers more than any other major industrial countries due to war. 
According to the Paris-based think tank the Organisation for Economic Co-Operation 

and Development(OECD), the UK is expected to grow by 3.6% in 2022 before posting 

zero growth in 2023 with an average expected inflation of 8.8% in 2022 and fall only 
slightly to 7.4% in 2023. The think tank’s chief economist said that the UK was being hit 

by a combination of factors, including higher interest rates, higher taxes, etc.

Reduced trade and more expensive energy. The invasion of Ukraine has further raised 

the prospects of stagflation which is going to affect the UK economy in particular, 
worsening the squeeze on household incomes. However the conflict has led experts to 
warn Brits will absorb one of the harshest blows to their finances in peacetime. 
The Government of the UK has published a Government Food Strategy for England on 

13 June 2022 in response to the invasion of Ukraine which includes following outlined 

actions to be taken 

● setting up a package on fertilizers to help the farmers manage their increased input 
costs 

● Future work with industry on barriers to farmers taking up risk management and other 
farming insurance products 

● Access to more diverse supply chains where there were shortages of ingredients and 
helping businesses to manage vegetable oil substitutions 

● strengthening the resilience of domestic supply chain
It is expected that there will be a considerable jump in the prices the UK citizens pay at 

the supermarket and petrol pump. If gas and electricity prices stay at the current levels, 

the Resolution Foundation predicts that the energy price cap in next winter would be 

almost 1000 pounds higher than the elevated level set to be introduced in April (1971 

pounds). The CEBR has predicted that inflation will now peak at 8.7% next quarter and 

165



then stray twice as high as expected until the second half of 2023 which means that 

suppose a shopping basket which cost 20 pounds a year ago will now cost almost 22 

pounds in the next few months. If their forecasts materialize then a large portion of the 

UK’s stock of debt would rise in line with the retail price index which means that the 

government’s debt interest bill will swell which was already at its highest level ever in 

January 2022. Hence as said by Yale Self-indulgent, chief economist at KPMG UK, the 

ongoing squeeze on household finances continued to weigh on growth and likely to have 
caused the UK economy to enter a technical recession from the third quarter of 2022.
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