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ECONOMIC GLOBILIZATION CATASTROPHE AND ITS UPSHOT ON INDIAN ECONOMIC MARKETS 
 

K.LOGESHWARI 

PROFESSOR 

SCHOOL OF MANAGEMENT STUDIES 

KARPAGAM UNIVERSITY 

COIMBATORE 

 

ABSTRACT 
Financial globalization is the integration of a country’s local financial system with international financial market and institution. This integration typically requires 

that government liberalize the domestic financial sector and the capital account .Financial globalization is not a new phenomenon, but today’s depth and breath 

are unprecedented .capital flows have existed for a long time .In fact, according to some measures, the extent of capital mobility and capital flows a hundred year 

ago is comparable to today’s as opined by Bordo, Eichengreen and Irwin. At the time, however, only few countries and sectors participated in financial 

globalization and capital flows particular in financial globalization and capital flow tended to flow migration and were generally directed towards supporting 

trade flow. It’s also defined as an amalgamation of domestic financial system of a particular country with the international organization as well as financial 

market .Massive growth have been noticed in global economy in the last couple of years, and in the field of technology, more precisely in transport and 

communication there was a silent revolution which  made the globalization of finance an obvious choice .The international monetary fund (IMF)and world bank 

are the two international institutions of finance which were set up to endorse world trade to keep up with the growth of Financial Globalization. 

 

KEYWORDS 
Market, globalization, integration, capital, amalgamation, monetary, international. 

 

FOREWORD 
here are different focuses that are pushing toward an increasing financial globalization. These forces are governments, borrowers, investors, and 

financial institutions. Government allow globalization by liberalizing restrictions on the domestic financial sector and capital account of the balances 

payment .There has been an gradual lifting of restrictions in developed and emerging countries during  the last 30 years .Firm and even households 

abroad and thus relaxing their financial advantages of financial constraints and smoothing consumption and investment .International investors have taken 

advantages of financial globalization to achieved across-country risk diversification. 

Financial institutions have also played an important role  in globalization .The gains in information technology have diminished the importance of geography, 

allowing international cooperation to services several market from one location .Moreover ,the increased competition in developed countries has led banks and 

other  non –bank financial firms to look for expanding their market shares into new business and market and the liberalization of the regulatory system in 

developing countries  has opened the door for international  firms to participate in local market for developing countries is the development of their financial 

system .That is more complete ,deeper ,more stable and better regulated financial development .First financial globalization implies that new sources of capital 

and more capital become available allowing countries to better smooth consumption ,deeper financial market and increasing the degree of discipline .Second 

,financial globalization lead to crises in countries with sound fundamentals. Imperfection in international financial market and external factors that determine 

capital flows make open economic more prone to crises .furthermore; countries that integrate into world financial market become exposed to corruption. 

 

IMPACT OF FINANCIAL GLOBALIZATION 
Although, there is rich history of trans-country capital movement, but the impact of financial globalization is definitely huge in the composition of natural and 

international capital market .The banking system was mostly stirred and it had to experiences dis- remediation massive improvement in global economy and 

technology, specification in the filed of transport and communications, led to the beginning that support world trade to continue the trend of financial 

globalization 

Instruments of this nature increase the probability of foreclosure. More importantly; shock waves from the US financial market have spread throughout the 

globe with many countries on the brink of recession. According to the current an available assessment of the IMF the global economy is projected to contract by 

4.3%percent in 2011.the real fact that nobody much of those MBS would return on their balance sheets, banks effectively stopped lending to each other, drying 

up liquidity substantially, both in US and in the Europe. 

 

WHAT MEASURES ARE REQUIRED? 
The US government has spent more than a trillion dollars in trying to prevent the collapse of US financial markets. US congress can provide approved the 

emergency Economic stabilization Act to give authority to the US treasury to buy troubled mortgage related securities .And if the treasury finds the right buyers 

for the banks that it partially owns, and then it could also end up making money. In Europe, the bank of England pledge direct support to the country’s major 

financial institutions. Central banks around the world (Fed, ECB, Canada, Sweden, Switzerland and China) introduced co-ordinate interest rate cuts to lower the 

cost of borrowing, with the aim of restoring confidence in the global economy. 

 

IMPACT ON INDIAN ECONOMY 
In India, the impact of the crisis has been deeper than what was estimated by our policy makers although it is less serve than in other emerging market 

economics. Impact has been restricted due to several reasons such as, 

• Indian financial sector particularly our banks have no direct exposure to attain the assets and its off balance sheet activities have been limited. The credit 

derivatives market is in a budding stage. 

• Foreign exchange reserves provide confidence in our ability to manage our balance of payments not withstanding lower export demand and dampened 

capital flows. 

• Head line inflation, has measured by the sale price index (WPI) has declined sharply. Customer price inflation too has begun to moderate. 

• India’s merchandise exports are round 23.9%-of GDP, which is relatively modest. 

Increased substantially to 3.8 per cent of GDP in 2009-2010 as compared to 0.5 per cent in 2008-2009.This led to net accretion of US$ 13.4 billion in foreign 

exchange reserves on balance of payment  basis ,as against the net outflow of US$20.1 billion in 2008-2009 .Major determinates of balances of payment such as 

external demand, international oil and commodity prices ,pattern of capital flows and the exchange rate changed significantly  during the course of the year with 

the turnaround in export and revival in capital flows, external sector concerns receded gradually in the second half  of 2009-2010 as per the latest data available, 

the highlights of balances of payment development during the first half (H1-April-september 2010) of 2010-2011 were higher trade and current account deficits 

as well as capital flows visa –visa the first half of 2009-2010 

 

 

T
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STOCK MARKET 
The economy and the stock market are closely related as the buoyancy of the economy gets reflected in the stock market. Due to the impact of  the global 

economy recession, Indian stock market crashed the high of 21,045 to a low of around 15,950 points in sensex and nifty points are high as 6338 and low is 4721 

points  . Indian stock market has stumbled down mainly because of the substitution effect of:  

1. Driving up of overseas financing for Indian banks and Indian Corporate. 

2. Constraints in raising funds in a bearish domestic capital market and 

3. Decline in the internal accruals of the corporate. 

FOREX MARKETS 

In India, the current economy crisis was largely insulated by the several of foreign institutional investment (FFI), external commercial borrowing (ECB) and trade 

credit. The two main functions of the foreign exchange market are to determine the price of the different currencies in terms of one another and to transfer 

currency risk from more risk-averse participants to those more willing to bear it. As in any market essentially the demand and supply for a particular currency at 

any specific point in time determines its prices (exchange rate) at that point .However, since the value of a country’s currency has significant bearing on its 

economy, foreign exchange markets frequency witness government intervention in one form or another, to maintain the value of a currency at or near its 

“desired “level 

MONEY MARKETS 

The money market consists of credit market, debt market and government securities market. All these market are in some or other way related to the 

soundness of banking systems as they are regulated by the reserve Bank of India. Emerging market is used to evaluate the socio economic scenario of the county 

in terms of the growth of the market and industrial development. According to the recent survey, there are around 28 emerging market in the world out of 

which India ranks in the second place.The increase in foreign investment has also cast a favorable effect on the emerging market in India. Due to the increase in 

demand well known global companies are investing in the India market. The foreign institutional investment (FII) amount has reached around US$10 billion 

mark. In case of the foreign direct investment (FDI) there has been a significant increase of around 85.1% from US$ 25.1 billion to US$ 46.5 billion. 

 

TABLE 1: QUARTERLY ESTIMATES OF EXPENDITURE OF GDP AT MARKET PRICES (Rs. Crore) 

S. no Industry 2008-2009 2009-2010 

  Q1 Q2 Q3 Q4 Q1 Q2 Q3 

1 Private final consumption 640588 635771 712521 666654 651167 671041 737013 

 Expenditure -61.45 -60.14 -61.46 -55.26 -58.89 -59.43 -60.01 

2 Government final consumption 109412 97746 158446 146522 120618 124054 142205 

 Expenditure -10.49 -9.25 -13.67 -12.15 -10.91 -10.99 -11.58 

3 Gross fixed capital formation 340421 368983 368009 393747 354595 396011 400706 

 Expenditure -32.65 -34.9 -31.74 -32.64 -32.07 -35.07 -32.63 

4 Change in stock 14573 14821 14837 15581 15032 8097 8696 

 Expenditure -1.4 -1.4 -1.28 -1.29 -1.36 -0.72 -0.71 

5 Valuables 11506 15095 17763 14309 13626 11618 11657 

 Expenditure -1.1 -1.43 -1.53 -1.19    

6 Exports of goods and services 279297 288863    265107 261662  235184  239340 252435 

 Expenditure -26.79 -27.33 -22.87 -21.69 -21.27 -21.2 -20.55 

7 Less: Imports of goods and services 334024 381617 349232 304329 304509 341377 315413 

 Expenditure -32.04 -36.1 -30.12 -25.53 -27.54 -30.23 -25.68 

8 Discrepancies -19245 17454 -28152 12274 19928 20398 -9099 

 Expenditure (-1.85) -1.65 (-2.43) -1.02 -1.8 -1.81 (-0.74) 
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Source: Central Statistical Organization 

Note: figurers in brackets show rates of the quarterly GDP at market prices. 

Q1, Q2, Q3, & Q4 DENOTES PERIODS APRIL- JUNE, JULY – SEPT., OCT- DEC. & JAN- MARCH RESPECTIVELY 

During 2008-2009 the point of change is 14,587 takes in first quarter, in second quarter of 2008-2009 the point of change  1,02,183 is been increased due the 

import of goods and services is been increased, in third quarter of 2008-2009 the point has been decreased the reason is increase in government consumption 

and the decreases in export and import of goods and services and fourth quarter of 2008-2009 the point s of change taken places is increased of goods and 

services and in fourth quarter of 2008-2009 the points of change taken places is increased due to the imports of goods and services and in the year 2009-2010 

(April to December 2010),points is been in increasing trend because of the changes in discrepancies. 

BALANCE OF PAYMENTS 

Balance of payment (BOP) comprises current account, capital account, errors and omissions and changes in foreign exchange reserves. Under current account of 

the Bop, transactions are classified into merchandise (exports and imports) and invisibles. Invisible transactions are further classified into three categories, 

namely 

• Services –travel, transportation, insurance, government not included elsewhere (GNIE) and miscellaneous (such as, communication, construction, financial, 

software, news agency, royalties, management and business services), 

• Income, and 

• Transfers (grants, gifts, remittances, etc.) which do not have any quid pro quo.     
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TABLE 2: BALANCE OF PAYMENTS 

S.no & Item  2005-06 2006-07 2007-08 2008-09PR 2009-10 2009-10 H1 2010-11H1 

1 2 3 4 5 6 7(April-sep.09)pr 8 (april-sep.2010)p 

1) Current account               

1.exports 1,05,152 1,28,888 1,66,162 1,89,001 1,82,235 82,569 1,10,518 

2.imports 1,57,056 1,90,670 2,57,629 3,08,521 3,00,609 1,38,419 1,77,457 

3.trade balance -51,904 -61,782 -91,467 -119,520 -118,374 -55,850 -66,939 

4.invisibles(net) 42,002 52,217 75,731 91,605 79,991 42,511 39,058 

a)nonfactorservice 23,170 29,469 38,853s 53,916 35,726 19,098 19,510 

b)income -5,855 -7,331 -5068 -7,110 -8,040 -3,279 -6,509 

c)transfers 24,687 30,079 41,945 44,798 52,305 26,692 26,057 

5.goods and services balance -28,734 -32,313 -52,614 -65,604 -82,648 -36,752 -47,429 

6.current account balance -9,902 -9,565 -15,737 -27,915 -38,383 -13,339 -27,881 

2)Capital Account               

1. Capital Account Balance 25,470 45,203 1,06,585 6,768 53,397 22,964 36,661 

a)External Assistance(net) 1,702 1,775 2,114 2,114 2,893 1,023 2,993 

b)Exteranl Borrowings(net) 2,508 16,103 22,609 7,862 2,808 728 5,974 

c)Short termDebit 3,669 6,612 15,930 -1,985 7,558 -49 6,749 

d)banking capital (net) 1,373 1,913 11,759 -3,246 2,084 1,045 834 

Nonresidencial deposit(net) 2,789 4,321 179 4,290 2,924 2,865 2,163 

e)Foreign investment(net) 15,528 14,753 43,326 5,758 51,167 30,275 29,137 

    A)FDI(net) 3,034 7,693 15,893 19,816 18,771 12,330 5,340 

    B)Portfolio(net) 12,494 7,693 15,893 19,816 18,771 12,330 5,340 

f)other flows(net)a 660 4,047 10,847 -4,090 -13,113 -10,058 -9,026 

3)Errors and omission -516 968 1,316 1,067 -1,573 -92 -1,750 

4)Over allbalance (b) 15,052 36,606 92,164 -20,080 13,441 9,533 7,030 

5)Reserves(increase(-)/decrease(+)) (-)15,052 (-)36,606 (-)92,164 20,080 (-)13,441 (-)9,533 (-)7,030 

Source Reserve bank of India (RBI)    

Pr-Partially Revised  

P-Preliminary 

Includes among others delayed export receipts and rupee dept service & Overall balance includes total current account balance, capital account balance and 

errors and omissions. 

Balance of payments developments during 2009-10 indicate that despite lower also sharp increase in capital flows, which led to accretion in foreign exchange 

reserves. The current account deficit of 2.8 per cent of the gross domestic product (GDP) in 2009-10 vis-à-vis 2.3 per cent in 2008-09, however remained well 

within manageable limits. The net capital flows  

IMPORT SERVICES-CRITICAL ASPECTS 

The export in April December 2010 up 29.5 percent import up 19 percent. There are predictions of international economists that the usage of services in labor 

market, could have unintended side effect within the services sectors. The import services industries are those market sectors that offer transport, 

telecommunication, and solutions to finance, insurance coverage aw well as assistance, which is important to world trade. Portable, global business, there are a 

few places you can go on the internet to learn about import and export opportunities with reflecting sharper in the import in relation to exports. 

TAXATION 

The economic slowdown has rigorously scratched the center’s tax collections with indirect taxes demeanor the impact .The tax –GDP ratio registered a steady 

increases from 8.97 percent to 12.56 percent between 2000-2001 and 2009-2010 as show in the figure .But this has reversed as the tax-GDP ratio has fallen to 

10.57% during current fiscal year mainly on account of reduction in customs and excise tax due to effect of economic showdown. 
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Source: Economic survey, Government of India 

CONCLUSION 
Financial Globalization while allowing Institution to get benefit from the global capital market. As a global economy goes through a recession, there will be a 

negative impact on employment growth, redistribution and inequality reduction .Increase in standard of living risks remain higher especially in emerging and 

development countries Government should use policy tools to ensure that the low –income households do not disproportional bear the costs of economic 

slowdowns. The effects on financial crisis on the labour market and distribution tend to persist well into the period of economic recovery, therefore it important 

that the government put in place appropriate social safety nets to help lower income households through the recovery period. In the face of these challenges, 

we have to remain devoted to providing opportunities for women and men to obtain upright and dynamic work in conditions of liberty, security, and human 

seemliness, its important for emerging and developing economics have benefits from financial globalization so the solution to the current crisis is not shut doors 

for foreign capital, especially not as regards long term foreign investment. Such inflow of capital leads to productivity growth and transfer of technology, which is 

crucial for better labour market outcomes and economic development. 
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