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CENTRAL ASIA MEET FORMS AFGHAN GROUP 
PM says countries ‘concerned about the developments in Afghanistan’; leaders 
discuss connectivity 

 Overcoming the lack of land connectivity between India and Central Asia’s 
landlocked countries was one of the “main issues of discussion” during the first 
India-Central Asia Summit hosted by Prime Minister Narendra Modi with the 
Presidents of Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan and Uzbekistan, 
officials said on Thursday. 

 The leaders also spoke at length about concerns over Afghanistan, sharing the 
“same concerns and same objectives” in broader terms and agreed to setting up a 
Joint Working Group (JWG) of senior officials, said Reenat Sandhu, Secretary 
(West) in the Ministry of External Affairs, listing those concerns as the need for 
immediate humanitarian assistance, ensuring the formation of a truly 
representative and inclusive government, combating terrorism and drug 
trafficking, and preserving the rights of women, children and minorities. 
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 Mr. Modi tweeted that all countries at the summit were “concerned about the 
developments in Afghanistan”. “In this context, our mutual cooperation has 
become even more important for regional security and stability,” he said. 
 
MORE MEETINGS PROPOSED 

 Mr. Modi also proposed a number of high-level exchanges between the two sides, 
including biannual summits and annual meetings of the Foreign, Trade and 
Cultural Ministers and Secretaries of Security (National Security Advisers) to 
“strengthen cooperation in the areas of political and development, partnership, 
trade and connectivity, culture and tourism and security”, the officials said, adding 
that these proposals were accepted, along with a plan to build a “Central Asia 
Centre” in New Delhi. They also announced two “Joint Working Groups” on 
Afghanistan and the Chabahar port project. 

 “Further development of mutual connectivity is essential for enhanced trade and 
commerce between India and Central Asian countries in the context of their 
landlocked nature and lack of overland connectivity with India,” said the “Delhi 
Declaration” joint statement issued at the end of the 90-minute summit. 
 

AIR INDIA BACK IN TATA GROUP HANGAR 

Govt. transfers shares to Tata Sons unit Talace  

 
 The Union government on Thursday transferred its shares in Air India, along with 

control and management, to the Tata Sons subsidiary Talace, ending a 
disinvestment process that started five years ago and saw a failed attempt. The 
airline has been a public sector undertaking from 1953. 

 The transaction covers Air India, Air India Express and the government’s entire 
50% stake in a ground handling company AI SATS. 

 “We are excited to have Air India back in the Tata Group and are committed to 
making this a world-class airline. I warmly welcome all the employees of Air India 
to our Group and look forward to working together,” N. Chandrasekaran, 

chairman, Tata Sons, said. He met Prime Minister Narendra Modi.  
 

EU LAUNCHES WTO CASE AGAINST CHINA FOR 
TARGETING’ LITHUANIA 

Beijing allegedly blocked imports, launched trade sanctions 
 

 The European Union angered China on Thursday by launching a case against 
Beijing at the World Trade Organization (WTO) for targeting Lithuania over its 
stance on Taiwan. 

 The move by Brussels was a further deterioration in ties between China and the 
bloc, with a long-negotiated investment deal already on the rocks after both sides 
exchanged tit-for-tat sanctions. 
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 The latest spat is over Lithuania, one of the smallest countries in the European 
Union, which made waves in July when it allowed Taiwan to open a diplomatic 
outpost in Vilnius. 

 The move outraged Beijing, which does not recognise Taiwan as a state and 
considers the self-ruled democratic island a rebellious territory of the mainland. 

 “Launching a WTO case is not a step we take lightly,” said the EU’s trade chief 
Valdis Dombrovskis in a statement. 

 “However, after repeated failed attempts to resolve the issue bilaterally, we see no 
other way forward than to request WTO dispute settlement consultations with 
China,” he said. 

 The European Commission handles trade policy for the EU’s 27 member states and 
takes the lead on conflicts at the WTO in Geneva, even if they involve a single state. 

 By going to the WTO, the EU lent support to accusations by Lithuanian business 
leaders and officials that the row has resulted in China blocking imports from 
Lithuania and other economic restrictions. 

 The move on Thursday launches a 60-day window for the two sides to come to a 
solution before moving the dispute to a panel. 

 Beijing responded bitterly to the move, calling accusations of the “so-called” 
Chinese coercion “groundless and inconsistent”. 

 “The issue between China and Lithuania is a political one, not an economic one,” 
said Chinese Foreign Ministry spokesman Zhao Lijian. 
 

UNDERSTANDING THE BUDGET FORMULATION 

How does the Budget affect economy and growth? In a pandemic year, is fiscal 
policy tuned to addressing contemporary challenges of unemployment and low 
output growth rate?  
 

 The story so far: With the economy still hurting from the pandemic, the 
Budget on February 1 is likely to address concerns around growth, inflation 
and spending. The Budget, which will be tabled in Parliament by Finance 
Minister Nirmala Sitharaman, is the Government’s blueprint on expenditure, 
taxes it plans to levy, and other transactions which affect the economy and 
the lives of citizens.  
 
WHAT ARE THE MAJOR COMPONENTS OF THE BUDGET?  

 There are three major components — expenditure, receipts and deficit indicators. 
Depending on the manner in which they are defined, there can be many 
classifications and indicators of expenditure, receipts and deficits.  

 Based on their impact on assets and liabilities, total expenditure can be divided 
into capital and revenue expenditure. Capital expenditure is incurred with the 
purpose of increasing assets of a durable nature or of reducing recurring liabilities. 
Consider the expenditure incurred for constructing new schools or new hospitals. 
All these are classified as capital expenditure as they lead to creation of new assets. 
Revenue expenditure involves any expenditure that does not add to assets or 
reduce liabilities. Expenditure on the payment of wages and salaries, subsidies or 
interest payments would be typically classified as revenue expenditure.  
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 Depending on the manner in which it affects different sectors, expenditure is also 
classified into (i) general services (ii) economic services, (iii) social services and 
(iv) grants-in-aid and contribution. The sum of expenditure on economic and 
social services together form the development expenditure. Economic services 
include expenditure on transport, communication, rural development, agricultural 
and allied sectors. Expenditure on the social sector including education or health 
is categorised as social services. Again, depending on its effect on asset creation or 
liability reduction, development expenditure can be further classified as revenue 
and capital expenditure.  

 The receipts of the Government have three components — revenue receipts, non-
debt capital receipts and debt-creating capital receipts. Revenue receipts involve 
receipts that are not associated with increase in liabilities and comprise revenue 
from taxes and non-tax sources. Non-debt receipts are part of capital receipts that 
do not generate additional liabilities. Recovery of loans and proceeds from 
disinvestments would be regarded as non-debt receipts since generating revenue 
from these sources does not directly increase liabilities, or future payment 
commitments. Debt-creating capital receipts are ones that involve higher liabilities 
and future payment commitments of the Government.  

 Fiscal deficit by definition is the difference between total expenditure and the sum 
of revenue receipts and non-debt receipts. It indicates how much the Government 
is spending in net terms. Since positive fiscal deficits indicate the amount of 
expenditure over and above revenue and non-debt receipts, it needs to be financed 
by a debt-creating capital receipt. Primary deficit is the difference between fiscal 
deficit and interest payments. Revenue deficit is derived by deducting capital 
expenditure from fiscal deficits.  
WHAT ARE THE IMPLICATIONS OF THE BUDGET ON THE ECONOMY?  

 The Budget has an implication for aggregate demand of an economy. All 
Government expenditure generates aggregate demand in the economy since it 
involves purchase of private goods and services by the Government sector. All tax 
and non-tax revenue reduces net income of the private sector and thereby leads to 
reduction in private and aggregate demand. But except for exceptional 
circumstances, the GDP, revenue receipt and expenditure typically show a 
tendency to rise over time. Thus, the trend in absolute value of expenditure and 
receipts in themselves has little use for meaningful analysis of the Budget. The 
trend in expenditures and revenue is analysed either by the GDP or as growth rates 
after accounting for the inflation rate.  

 Reduction in expenditure GDP ratio or increase in revenue receipt-GDP ratio 
indicates the Government’s policy to reduce aggregate demand and vice-versa. For 
similar reasons, reduction in fiscal deficit-GDP ratio and primary deficit-GDP ratios 
indicate Government policy of reducing demand and vice versa.  

 Since different components of expenditure and revenue can have different effects 
on income of different classes and social groups, the Budget also has implications 
for income distribution. For example, revenue expenditure such as employment 
guarantee schemes or food subsidies can directly boost the income of the poor. 
Concession in corporate tax may directly and positively affect corporate incomes. 
Though both a rise in expenditure for employment guarantee schemes or 
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reduction in the corporate tax would widen the fiscal deficit, its implications for 
income distribution would be different.  
WHAT ARE FISCAL RULES AND HOW DO THEY AFFECT POLICY? 

 Fiscal rules provide specific policy targets on the basis of which fiscal policy is 
formed. Policy targets can be met by using different policy instruments. There 
exists no unique fiscal rule that is applied to all countries. Rather, policy targets 
are sensitive to the nature of economic theory and depend on the specificity of an 
economy.  

 In India’s case, its present fiscal rule is guided by the recommendations of the N.K. 
Singh Committee Report. Allowing for some deviations under exceptional times, it 
has three policy targets — maintaining a specific level of debt-GDP ratio (stock 
target), fiscal deficit-GDP ratio (flow target) and revenue deficit-GDP ratio 
(composition target).  

 Though both expenditure and revenue receipts can potentially act as policy 
instruments to meet a specific set of fiscal rules, tax rates within the existing policy 
framework happen to be determined independent of the expenditure requirement 
of the economy. Accordingly, in the present institutional framework in India, it is 
primarily the expenditure which is adjusted to meet the fiscal rules at given tax-
ratios. Such an adjustment mechanism has at least two related, but analytically 
distinct, implications for fiscal policy. First, independent of the extent of 
expenditure needed to stimulate the economy or boost labour income, existing 
fiscal rules provide a cap on expenditure by imposing the three policy targets. 
Second, under any situation when the debt-ratio or deficit ratio is greater than the 
targeted level, expenditure is adjusted in order to meet the policy targets. By 
implication, independent of the state of the economy and the need for 
expansionary fiscal policy, existing policy targets may lead the Government to 
reduce expenditure. In the midst of the inadequacies of fiscal policy to address the 
contemporary challenges of unemployment and low output growth rate, the 
nature and objective of fiscal rules in India would have to be re-examined.  

 Zico Dasgupta is an Assistant Professor at the School of Arts and Science, Azim 
Premji University, Bengaluru  
 

THE STOCK MARKETS’ RECENT DOWNTURN 
ACROSS THE WORLD 

Are stock prices and bond yields inversely related? Why is the U.S Federal Reserve 
increasing interest rates? 
 

 The story so far: Stock markets across the world are witnessing a significant 
fall as it becomes increasingly clear that the U.S. Federal Reserve will raise 
interest rates to contain rising prices. U.S. Federal Reserve chairman Jay 
Powell on Wednesday struck a hawkish tone by stating that the American 
central bank will begin raising interest rates as soon as March this year. 
Stocks have been falling for a while now with the S&P 500 down almost 10% 
from its all-time high hit earlier this month and India’s Nifty 50 index down 
about 7% from its most recent high. Bond yields, on the other hand, have 
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risen as speculators expect central banks to reduce the liquidity support that 
they offer to bond markets. 
 
WHAT DO RISING INTEREST RATES MEAN? 

 Central banks such as the U.S. Federal Reserve, the European Central Bank, the 
Reserve Bank of India and others constantly influence interest rates by regulating 
money supply. When central banks are willing to flood the credit market with 
plenty of money, this causes the overall demand for credit instruments like bonds 
(which represent a claim over future cash flows) to rise as speculators bid up the 
price of bonds in the expectation that central banks will lap up these bonds 
eventually. The rise in the price of bonds causes their yields (or interest rates) to 
fall. In Europe, for instance, speculators were willing to pay more money than the 
future cash flows that they were entitled to receive from bonds, thus pushing 
yields into negative territory; these speculators expected the ECB to buy up these 
bonds. The U.S. Federal Reserve has also been a major determinant of interest 
rates in the American mortgage market through its bond purchase programme 
named quantitative easing. When central banks, on the other hand, contract 
money supply or slow down the pace at which they create fresh money, this can 
lead to a fall in liquidity in the credit market and consequently lead to a drop in the 
speculative demand for bonds and other credit products like short term loans. As 
a result, the prices of these instruments drop and their yields (or interest rates) 
rise. 
 
WHY ARE STOCKS FALLING AS INTEREST RATES RISE? 

 Stock prices and bond yields are inversely related. As bond yields rise, stock prices 
fall; and as bond yields fall, stock prices rise. This is because, when interest rates 
(or yields) on safer investments like bonds fall for instance, more investors would 
be willing to dabble in stocks. For example, if interest rates on bonds were to drop 
from 5% to 1%, this would persuade investors requiring a minimum return on 
investment of anything between 1% to 5% to desert bonds and move into stocks 
in which they hope to make higher returns by assuming greater risk. This process 
basically leads to future cash flows from stocks being discounted at lower rates 
than before, thus causing stock prices to rise. Conversely, when interest rates rise, 
this can cause future cash flows from stocks to be discounted at higher rates, 
causing stock prices to fall as a result. So, it is possible that the recent fall in stocks 
is due to speculators pricing in higher interest rates. 
 
WHAT LIES AHEAD? 

 If central banks were to withdraw the support they have offered to credit markets 
and allow interest rates to rise, this should mean that stock prices will fall. 
However, it should be noted that markets can be overvalued or undervalued when 
compared to their fundamentals for long stretches of time. 

 Further, there are other variables such as earnings expectations that influence 
stock prices. Stocks may also consolidate at high prices for a long time until 
earnings catch up to justify the high prices. 

 So, at the end of the day, the technical forces of demand and supply may determine 
trends in stock prices in the short run. At the moment, it seems like the S&P 500 
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has found some support at the 4,300 level while the Nifty could find further 
support at 16,600. 

 Rising interest rates can also wreak havoc on the economy as there could be the 
need for widespread reallocation of goods and services across the economy to 
adjust to higher interest rates. For example, business projects that seemed to make 
sense when interest rates were low and liquidity was abundant may need to be 
abandoned in favour of other, more viable projects. 

 
INDIA’S ECONOMY AND THE CHALLENGE OF 
INFORMALITY 

 Policy efforts to formalise the economy will have limited results as the bulk of 
informal units are petty producers 

 Since 2016, the Government has made several efforts to formalise the 
economy. Currency demonetisation, introduction of the Goods and Services 
Tax (GST), digitalisation of financial transactions and enrolment of informal 
sector workers on numerous government Internet portals are all meant to 
encourage the formalisation of the economy. But why the impetus for 
formalisation? The formal sector is more productive than the informal 
sector, and formal workers have access to social security benefits. 

 The above-mentioned efforts are based on the “fiscal perspective” of formalisation. 
This perspective appears to draw from a strand of thought advanced by some 
international financial institutions such as the International Monetary Fund, which 
foregrounds the persistence of the informal sector to excessive state regulation of 
enterprises and labour which drives genuine economic activity outside the 
regulatory ambit. It underplays informality as an outcome of structural and 
historical factors of economic backwardness. Arguably, excessive regulation and 
taxation ensure the endurance of informal activities. Hence, it is believed that 
simplifying registration processes, easing rules for business conduct, and lowering 
the standards of protection of formal sector workers will bring informal 
enterprises and their workers into the fold of formality. 

 The fiscal perspective has a long lineage in India going back to tax reforms initiated 
in the mid-1980s. Early on, in an attempt to promote employment, India protected 
small enterprises engaged in labour intensive manufacturing by providing them 
with fiscal concessions and regulating large-scale industry by licensing. Questions 
of efficiency aside, such measures led to many labour-intensive industries getting 
diffused into the informal/unorganised sectors. 

 Further, they led to the formation of dense output and labour market inter-
linkages between the informal and formal sectors via sub-contracting and 
outsourcing arrangements (quite like in labour abundant Asian economies). In the 
textile industry, the rise of the power looms at the expense of composite mills in 
the organised sector and handlooms in the unorganised sector best illustrates the 
policy outcome. While such policy initiatives may have encouraged employment, 
bringing the enterprises which benefited from the policy into the tax net has been 
a challenge. The challenge is only partly administrative. Political and economic 
reasons operating at the regional/local level in a competitive electoral democracy 
are responsible for this phenomenon, too. 
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SIGN OF UNDERDEVELOPMENT 
 Undoubtedly, widening the tax net and reducing tax evasion are necessary. 

However, global evidence suggests that the view that legal and regulatory hurdles 
alone are mainly responsible for holding back formalisation does not hold much 
water. A well-regarded study, ‘Informality and Development’ 
(https://bit.ly/3KOBEVx), argues that the persistence of informality is, in fact, a 
sign of underdevelopment. Across countries, the paper finds a negative association 
between informality (as measured by the share of self-employed in total workers) 
and per capita income. The finding suggests that informality decreases with 
economic growth, albeit slowly. A similar association is also evident across major 
States in India, based on official PLFS data. Hence, the persistence of a high share 
of informal employment in total employment seems nothing but a lack of adequate 
growth or continuation of underdevelopment. 
 
TRANSFORMATION IN ASIA 

 The defining characteristic of economic development is a movement of low-
productivity informal (traditional) sector workers to the formal or modern (or 
organised) sector — known as structural transformation. East Asia witnessed 
rapid structural change in the second half of the 20th century as poor agrarian 
economies rapidly industrialised, drawing labour from traditional agriculture. 
However, in many parts of the developing world, including India, informality has 
reduced at a very sluggish pace, manifesting itself most visibly in urban squalor, 
poverty and (open and disguised) unemployment. 

 Despite witnessing rapid economic growth over the last two decades, 90% of 
workers in India have remained informally employed, producing about half of 
GDP. Combining the International Labour Organization’s widely agreed upon 
template of definitions with India’s official definition (of formal jobs as those 
providing at least one social security benefit — such as EPF), the share of formal 
workers in India stood at 9.7% (47.5 million). Official PLFS data shows that 75% 
of informal workers are self-employed and casual wage workers with average 
earnings lower than regular salaried workers. Significantly, the prevalence of 
informal employment is also widespread in the non-agriculture sector. About half 
of informal workers are engaged in non-agriculture sectors which spread across 
urban and rural areas. 
 
IT HAS MANY LAYERS 

 It needs to be appreciated that informality is now differentiated and multi-layered. 
Industries thriving without paying taxes are only the tip of the informal sector’s 
iceberg. What remains hidden are the large swathes of low productivity informal 
establishments working as household and self-employment units which represent 
“petty production”. To conflate the two distinct segments of the informal sector 
would be a serious conceptual error. Survival is perhaps the biggest challenge for 
most informal workers (and their enterprises), and precarity defines their 
existence. 

 Despite (well-intentioned) efforts at formalisation, the challenge of informality 
looms large for India. The novel coronavirus pandemic has only exacerbated this 
challenge. Research by the State Bank of India recently reported the economy 
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formalised rapidly during the pandemic year of 2020-21, with the informal 
sector’s GDP share shrinking to less than 20%, from about 50% a few years ago — 
close to the figure for developed countries. As we have argued elsewhere 
(https://bit.ly/3G6JtST), these findings of a sharp contraction of the informal 
sector during the pandemic year (2020-21) do not represent a sustained 
structural transformation of the low productive informal sector into a more 
productive formal sector. They are a temporary (and unfortunate) outcome of the 
pandemic and severe lockdowns imposed in 2020 and 2021. The informal sector 
will perforce spring back to life soon, for sheer survival, to produce whatever it 
can, using its abundant labour and meagre resources. 
 
THE NECESSARY ELEMENTS 

 Policy efforts directed at bringing in the tip of the informal sector’s iceberg into 
the fold of formality by alleviating legal and regulatory hurdles are laudable. 
However, these initiatives fail to appreciate that the bulk of the informal units and 
their workers are essentially petty producers (self-employed and casual workers) 
eking their subsistence out of minimal resources. Therefore, these attempts will 
yield limited results. The continued dominance of informality defines under-
development. Policy-induced restrictions are minor irritants, at best. The economy 
will get formalised when informal enterprises become more productive through 
greater capital investment and increased education and skills are imparted to its 
workers. A mere registration under numerous official portals will not ensure 
access to social security, considering the poor record of implementation of labour 
laws. 

 
SEEDS OF SUSPICION 

 U.S.-Russia ties began to weaken during the second term of the Barack Obama 
administration 

 As Russia stands poised on the edge of a military invasion of Ukraine and tensions 
are at an all-time high between Moscow and the West, it is evident that the seeds 
of deep-rooted suspicion between the U.S. and Russia were sown during the 
second term of the Barack Obama administration. As the U.S. correspondent for 
this newspaper during 2010-15, it was obvious to me that what could loosely be 
described as ‘Cold War 2.0’ was gaining traction during those years, and the 
interregnum of the Trump years thereafter did little to mitigate the bilateral 
malaise. 

 Mr. Obama began, as most idealistic leaders do, with good intentions, to bring 
about a “reset” in relations with Russia. At the time, Vladimir Putin had stepped 
back from the Russian presidency to the role of Prime Minister, ceding the top post 
to Dmitri Medvedev. Yet within the politics of Washington’s beltway, it was hardly 
a secret that Mr. Medvedev was considered Robin to Mr. Putin’s Batman. 
Nevertheless, Mr. Obama and Mr. Medvedev, it was clear, shared a decent amount 
of personal chemistry and that allowed them to earnestly embark on tackling some 
of the big bilateral policy issues of the day. In early 2010, they signed the New 
START Treaty, which restricted both nations to 1,550 deployed strategic nuclear 
warheads, nearly two-thirds less than what the original START treaty permitted. 
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Russia entered the World Trade Organization in 2012. However, by that time, Mr. 
Putin had re-entered the presidency and then the troubles began again. 

 The irony was that it was not bilateral issues as such that generated the most 
tension. Rather, Russian involvement – or lack thereof – in third countries such as 
Libya and Syria had a destabilising effect on what little ‘reset momentum’ had been 
carefully built so far. In Libya, Russia along with China allowed the passage of a UN 
resolution in 2011 setting up a no-fly zone, an action that did not win support of 
the U.S., U.K., France, and others, which continued air operations in the country. In 
Syria, while civil war escalated around 2012, it was again Moscow and Beijing that 
blocked numerous UN resolutions critical of Bashar al Assad, even as the U.S. and 
Western European powers chose to recognise the Syrian opposition’s National 
Coalition. Petty bickering over specific individuals then muddied the bilateral 
waters further, including the cases of Sergei Magnitsky, a Russian lawyer who died 
in prison in 2009 after accusing certain Russian authorities of corruption and after 
whom the U.S. Congress named a sanctions law that it passed in 2012; and of 
Edward Snowden, the former NSA contractor who revealed the depth and breadth 
of U.S. intelligence agencies’ surveillance of domestic and foreign targets, and then 
fled to Russia evading Espionage Act charges in the U.S. 

 The last straw came in 2014, when Mr. Putin annexed Crimea in Ukraine – yet the 
Obama administration’s response was timid. It included a bevy of sanctions in 
coordination with the European Union and an attempt to strengthen NATO’s 
eastern flank, the European Reassurance Initiative. In part Mr. Obama faced 
domestic political constraints in terms of not being able to embark on any military 
adventurism to contain Russian territorial aggression. However, more pertinent 
was the fact that Mr. Obama likely believed that rather than fomenting Cold War 
2.0, Russian actions only represented the weak ambition of a “regional power” – 
an assessment that subsequent developments have shown to be poorly made. 

 Thus, by the time intelligence reports of interference in U.S. elections, including 
those linking Russian groups to Democratic Party server hacking and targeted 
undermining of the Hillary Clinton campaign, began to surface in early 2016, it was 
too late for a hard push back. This legacy of tepid response will perhaps continue 
to shape the decisions of U.S. President Joe Biden as he manoeuvres to answer Mr. 
Putin’s challenge. 

 
 
 

 


