
Defending the rupee
The Reserve Bank of India (RBI) late last week announced a range of measures to 
support the rupee. As a result, the currency appreciated against the dollar on 
Monday. The measures included restricting the rebooking of cancelled foreign-
exchange derivative contracts involving the rupee for both deliverable and non-
deliverable contracts. It also lowered the threshold for undertaking 
foreign-exchange transactions involving derivatives without establishing an under-
lying exposure to $5 million from $100 million across all dealers. Further, authorised 
dealers have to maintain cash with the RBI equivalent to 20 per cent of the rupee 
value for each foreign-exchange derivative contract involving the rupee with a 
notional value exceeding $2 million. Besides, the RBI decided to open a special 
window to address the foreign-exchange needs of the three public-sector oil-mar-
keting companies (OMCs). 

The expectation, of course, is that restricting trading in derivatives or increasing 
its cost will reduce speculation and take some stress off the rupee, which has been 
under pressure. However, these are at best stopgap measures and will not address 
the underlying problem. In fact, they could hurt genuine businesses that need to 
hedge foreign-exchange exposure. It has been reported that banks have made rep-
resentations in this regard. Further, removing the OMC demand may reduce press-
ure in the foreign-exchange market, but it will not reduce their requirement for 
foreign currencies in any way. The relief in the currency market, therefore, is likely 
to be short-lived. 

In fact, the RBI is intervening significantly in the currency market to support 
the rupee. The concessional swap arrangements, including for the Foreign-Cur-
rency Non-Resident (Bank) — or FCNR (B) — deposits helped accumulate foreign-
exchange reserves, which increased to a record high of $785.7 billion in the week 
ended September 4. However, it has since declined by over $51 billion (October 2). 
Part of it could be on account of revaluation, but it does indicate that the central 
bank is fairly active in the currency market. The stated policy of the RBI is that it 
does not target any level and intervenes only to contain excess volatility. However, 
it seems to be looking at the other objectives as well. 

It is worth highlighting that dealing with balance of payments (BoP) pressure is 
not the central bank’s responsibility alone. India is facing pressure on both the cur-
rent and capital accounts, and the strain predates the war in West Asia. India faced 
BoP deficits over the past two years, partly because of capital outflows. This year 
will likely show a surplus because of strong inflows under FCNR (B). Again, FCNR 
(B) flows will give only short-term relief. The RBI’s recent action suggests that it is 
not helping even to the extent many had anticipated. Continued defence would 
only raise the incremental cost of pursuing this path. The textbook response to a 
situation like this is to allow the rupee to depreciate. However, it will help funda-
mentally correct the situation if Indian exporters are able to take advantage of a 
weak currency. For that to happen, the government needs to bring in reforms, 
including on tariffs. Further, the government needs to put in place conditions to 
attract foreign direct investment. It has been reported that the government is 
reviewing the framework for the bilateral investment treaty, but little is known in 
this regard. The present situation is a good opportunity to implement trade and 
investment reforms, which will provide much-needed stability on the external front 
and support higher growth over the medium to long term.

A Nobel for shocks
This year’s Nobel Prize in economics has gone to Robert E Hall and Michael Wood-
ford, of  Stanford and Columbia Universities, respectively. They are prominent 
members of the New Keynesian field in macroeconomics, which studies how mac-
roeconomic dynamics — inflation, for example — can be understood in the real 
structure of the economy. In particular, they have contributed to the study of sta-
bilisation — how central banks and governments can respond to various economic 
fluctuations, such as business cycles and shocks. 

As with almost all recent Nobel Prizes in economics, the timing of the award is 
part of the story. The field of work for which Professors Hall and Woodford are being 
honoured emerged in the 1970s, a time when the rise in oil prices challenged econ-
omic theory, launched stagflation across the world, and caused great public discon-
tent. In recognising the impact of the work that responded to that moment of 
disorder — launching, in part, the decades of moderation that followed — the Nobel 
committee is implicitly throwing out a challenge to those who work on macroecon-
omics today. Is it possible, perhaps, that these ongoing moments of disruption — 
the return of economic nationalism, geopolitical shocks to fuel and food prices, the 
increasing concern that chokepoints could squeeze trade — might produce the next 
great advances in stabilisation theory. 

It should be noted that many of the assumptions on which Professors Woodford 
and Hall worked — or, perhaps, helped create a consensus around — are themselves 
being challenged. The notion that an independent central bank can be charged with 
stabilising the economy, and that this should be taken out of the executive’s hands, 
is a relatively recent phenomenon — and one that responds to the experience of the 
1970s and the theoretical work that grew out of it. But independence can no longer 
be taken as a given. The President of the United States (US), for example, has clearly 
sought to bring the US Federal Reserve to heel. Over in Europe, the leading leftist 
candidate for the French presidency has threatened to jail the head of its central 
bank for treason. 

Broader questions must also be asked about the very nature of “stabilisation”. 
It often presupposes that shocks are temporary, or that perturbations are part of a 
business cycle, and that some normal equilibrium can be returned to. But what if 
the shocks are not transitional? How should macroeconomic stabilisation work 
under such circumstances? The oil-price shock itself, it should be recalled, was 
never really reversed; prices settled at a new, permanently higher level. But what if 
the new normal is not a stable higher price — but erratic, with an upward trend? And 
how can theory respond to the shifts inherent in the energy transition — or the even 
greater possible impacts of the technological transition that the growth of artificial 
intelligence might bring in its wake? 

Even if these answers are not immediately available, what should be clear is that 
the age of Neo-Keynesianism, one in which technocrats could use a well-defined 
toolbox to deal with relatively predictable peaks and troughs, is past. The global 
economy is facing stresses greater than any it has seen since the Second World War; 
and macroeconomic tools and the theory that informs them have to be transformed 
to match the moment. What is important, however, is that this transformation be 
grounded in a sensible understanding of the microeconomics of production, con-
sumption, and investment. This, in the end, was what Professors Woodford and 
Hall contributed, and that insight is timeless.

Models of macro management are being tested

Govt must act to contain BoP pressure

The Supreme Court has described the Committee of 
Creditors (CoC) as the protagonist of insolvency resol-
ution under the Insolvency and Bankruptcy Code (IBC), 
2016. It decides the fate of a distressed corporate debtor 
(CD) — whether it should be rescued through a resol-
ution plan or sent into liquidation. Whichever course it 
chooses, the objective is to resolve the stress while maxi-
mising the value of the assets of the CD. 

The decision is commercial and ordinarily beyond 
judicial substitution. It is not amenable to arithmetic. A 
plan with the highest evaluation score, 
net present value, or upfront payment 
does not, by itself, determine the out-
come. The decision rests on voting 
informed by commercial wisdom.  

The IBC does not use the 
expression “commercial wisdom”. It 
is, however, now firmly embedded in 
IBC jurisprudence to describe a well-
considered decision directed towards 
the statutory objective of maximising 
the value of the CD, though the CoC 
often seeks to maximise the outcome 
for creditors. These two forms of maximisation are not 
synonymous, though they are aligned to a large extent. 

Creditors hold claims against the CD, ultimately 
linked to the value of the enterprise and its assets. If the 
CD is rescued, restored to health and made more pro-
ductive, the pool from which creditors can derive value 
increases. Maximising the value of the CD should, 
therefore, maximise the value available to creditors.  

The difference arises from the time horizon and the 
structure of the resolution plan. Creditors may remain 
economically connected with the enterprise through 
equity, continued credit, deferred or contingent con-
sideration, or other arrangements. If they retain an 
interest in the future of the CD and the enterprise 
prospers, maximising the CD’s value and maximising 
their own value move together.  

The position differs when creditors take their 
recovery upfront and walk away. They exit when the 
enterprise is at its weakest, exchanging participation in 
the future value for immediate realisation. Once they 
exit, they have little “skin in the game” in its post-resol-
ution value creation. In choosing immediate recovery, 
they may compromise the future value of the CD and 
consequently their own value.  

That distinguishes recovery and resolution.  
Recovery asks: What can be obtained from the enter-

prise in its present condition? Res-
olution asks: What can the 
enterprise become if its distress is 
addressed? They have different 
economic implications. 

Recovery focuses primarily on 
distributing the value presently 
available. Resolution plan, by 
contrast, seeks to preserve a viable 
enterprise and create conditions for 
future value. A successful resolution 
can keep productive assets in use, 
preserve relationships with 

employees, suppliers and customers, attract fresh 
capital, change management or strategy, and address 
the causes of distress. Instead of distributing existing 
value, it enables the enterprise to create more.  

This is why a resolution applicant is willing to 
invest. It sees value not merely in what remains, but 
in what can be created. Creditors should consider 
not only what they can obtain from the CD today, but 
what the enterprise can become tomorrow. If they 
remain economically connected with the enterprise, 
they can participate not only in the value preserved 
through the resolution plan but also in the additional 
value created by its revival.  

Evidence from post-resolution outcomes shows 
that companies do revive and prosper. Operations can 
improve, capacity can be better utilised, customers 

can return, fresh capital can be invested and enter-
prise value can increase. A creditor that has taken an 
upfront settlement and completely exited does not 
participate in that subsequent increase. It may, in 
effect, have left the gains from revival to the acquirer. 
This does not mean that creditors should always 
accept a lower upfront payment or always take equity. 
Nor should uncertain future returns automatically be 
preferred to certain present value. Time, risk, proba-
bility of success and certainty of payment are legit-
imate commercial considerations. But future value is 
not irrelevant because creditors have the power to 
take money out today. 

There is a legitimate institutional reason why banks 
tend to prefer cash. Cash can be booked, provided for, 
and closed. Equity requires valuation, monitoring, 
patience, and eventual monetisation. A banker who 
accepts less cash today in return for equity tomorrow 
may have to justify that decision years later if the turn-
around fails. A defensible immediate recovery can, 
therefore, appear safer than a potentially larger one in 
future. Yet the rush to realise dues upfront sits uneasily 
with the very reason financial creditors have been 
entrusted with the central role in insolvency resolution: 
Their ability to wait and realise their dues from the 
improved performance of a revived corporate debtor. 

The challenge is to make value-maximising deci-
sions defensible. CoCs could, for example, invite bids 
in both all-cash and cash-plus-upside formats and 
compare them on a properly risk-adjusted basis. Regu-
lators could provide a clear framework for valuing and 
accounting for equity or contingent consideration 
received under an approved resolution plan. A rea-
soned decision to retain an interest in future value, 
supported by due diligence and documented assump-
tions about risk and probability, should be recognised 
as legitimate commercial judgement rather than 
treated with hindsight as imprudence.  

This would distinguish between accepting uncer-
tain value because it is genuinely superior after adjust-
ing for risk, and accepting cash simply because it is 
easier to justify. The first is commercial wisdom. The 
second may be institutional risk aversion masquerad-
ing as commercial wisdom. 

A resolution plan should, therefore, be judged not 
only by what creditors receive when it is approved, but 
also by what it enables thereafter: Whether the busi-
ness survives, whether productive assets remain pro-
ductive, whether fresh investment comes in, whether 
financial and operational weaknesses are repaired, 
and whether the enterprise is capable of creating value 
beyond the point at which it entered insolvency.  

The CoC has a responsibility to exercise commer-
cial wisdom consistently with the statutory objective. 
Maximising the value of the CD should maximise the 
value available to creditors. But when creditors choose 
to exit at the point of maximum distress, they may 
maximise neither the value of the CD nor their own 
value. They may simply be maximising their haircut. 
vvvvvvvvvvvvvvvvvvvvvvvvvvvvv 
The writers are, respectively, emeritus fellow,  
Insolvency Law Academy, and an insolvency  
professional and consultant 

Are financial risks now building?
Financial crises often occur when the architecture 
designed to safeguard stability fails to keep pace 
with the changing financial system. New institu-
tions and transactions expand the perimeter of 
finance while regulation, supervision and crisis-
management arrangements adjust more slowly. 
Risks accumulate where they are poorly measured 
or understood — until a shock reveals how intercon-
nected they have become. 

This was part of the story of earlier crises. The Asian 
financial crisis exposed vulnerabilities from rapid 
cross-border flows, foreign-currency borrowing, and 
weak financial-sector oversight. A decade later, the 
global financial crisis revealed how securitisation, 
leverage and shadow banking had developed beyond 
the reach of an architecture still focused heavily on 
regulated banks. 

Could a similar gap be opening again? 
Banks today are generally more resilient 
than they were before 2008. But finance 
has moved on. Non-bank financial insti-
tutions (NBFIs) accounted for 51 per cent 
of global financial assets in 2024 and 
grew at twice the pace of banks. At the 
same time, near-record government debt 
and the growing role of NBFIs have 
changed sovereign debt markets, with 
the Bank for International Settlements 
(BIS) warning that the combination can 
heighten the risk of market dysfunction. 

Risk has migrated: Post-2008 reforms 
strengthened banks, but some risks migrated else-
where. Hedge funds can carry substantial leverage, 
investment funds face liquidity mismatches, and 
private credit has expanded rapidly. Yet banks 
remain connected through credit lines, repo, and 
derivatives. The relevant unit of analysis is increas-
ingly not the individual bank but a sovereign-bank-
NBFI-market network. 

Japan provides a striking illustration. Decades of 
exceptionally low interest rates made the yen a global 
funding currency. Cross-border yen borrowing 
reached an estimated ¥360 trillion ($2.3 trillion) by 
March 2026, an increase of more than two-thirds 
from its level in late 2021. Yet the true scale of the 
carry trade remains uncertain because derivatives 

and off-balance-sheet positions can be difficult for 
regulators to observe. 

As the Bank of Japan normalises monetary policy, 
a rapid yen appreciation could force leveraged inves-
tors to unwind positions elsewhere. The partial 
unwinding of the yen carry trade in 2024 showed how 
quickly such pressures can spread: The effects reached 
Japanese, US, European and other Asian equity mar-
kets, cryptocurrencies and emerging-market cur-
rencies. Japan illustrates the wider problem —  
transactions have become global and interconnected 
while supervision remains predominantly national. 

Is the protective perimeter weakening? This 
comes as parts of the regulatory architecture face press-
ure. US Federal Reserve Governor Michael Barr has 
warned that recent regulatory changes have reduced 

capital requirements for large American 
banks and that divergence from interna-
tional standards could encourage a regu-
latory “race to the bottom”. US bank credit 
commitments to other financial entities 
exceeded $2.6 trillion in the second half of 
2025. Regulatory simplification extends 
elsewhere. Proposed US changes would 
substantially reduce the number of listed 
companies requiring independent auditor 
attestation of internal financial controls 
introduced after the Enron accounting 
scandal. Compliance costs are a legitimate 

concern. But companies already exempt from the 
requirement have accounted for 60-80 per cent of 
annual financial restatements in recent years. 

Technology is simultaneously extending the per-
imeter. Financial Stability Board Chair Andrew Bailey 
has warned that frontier artificial intelligence (AI) 
could expose financial institutions to simultaneous 
disruption through cyberattacks and shared technol-
ogy dependencies. Common AI models, automated 
trading, and dependence on common technology pro-
viders could create correlated behaviour or operational 
failures across otherwise unrelated institutions. 

Who can provide the new perimeter? The Inter-
national Monetary Fund (IMF) and BIS are central to 
closing these gaps — but neither can itself provide a 
global regulatory perimeter. The IMF can bring sover-
eign, macroeconomic and financial risks together 

through surveillance and financial-sector assess-
ments. The BIS and Basel Committee can develop 
common prudential standards, identify cross-border 
risks and encourage consistent supervision. But 
neither is a supranational regulator. Implementation 
and enforcement remain national. The answer must, 
therefore, be a more connected architecture, with 
national regulators following risks beyond traditional 
institutional boundaries; international standards 
limiting regulatory arbitrage; better cross-border 
information on leverage and liquidity; and IMF sur-
veillance assessing whether the pieces add up to 
system-wide resilience. The regulatory perimeter 
increasingly needs to follow the activity and the risk, 
not simply the institution undertaking it. 

India provides an instructive counterpoint. Regu-
lation and supervision have strengthened consider-
ably following earlier banking distress, and the IMF’s 
latest financial-sector assessment finds banks and 
nonbanks broadly resilient. Yet India’s financial 
system is also evolving: Nonbanks now provide nearly 
half of private-sector credit, while connections among 
banks, non-banking financial companies and markets 
have grown. The lesson from India is, therefore, 
encouraging but also relevant more widely — that 
regulatory authorities need to continually adapt the 
perimeter as financial activity, institutions and their 
interconnections change. 

The emerging-market test: This matters particu-
larly for emerging economies. Financial instability 
need not originate within them. An advanced-econ-
omy shock can arrive through portfolio outflows, cur-
rency depreciation, higher sovereign yields and 
refinancing costs. The yen carry trade demonstrates 
how leveraged positions created elsewhere can 
suddenly affect emerging-market assets. None of this 
means another financial crisis is imminent. It suggests 
something subtler: Financial transactions and risks 
may once again be expanding faster than the perimeter 
designed to oversee them. The next crisis may look 
nothing like 1997 or 2008. The more important question 
is whether the financial architecture has evolved suffi-
ciently to see it coming — and to contain it when it does. 
vvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvv 
The writer is distinguished fellow at CSEP, New Delhi, 
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The present global scenario, defined by 
increasing United States aversion to 
multilateralism and sharpening Sino-US 
competition, particularly in technology, 
has shaped a new concept in international 
relations discourse — “Workarounding”. 

It means that several of the world’s 
middle powers, particularly those with 
interest in technology development, are 
cooperating with one another in “prag-
matic, flexible and interest-based mini-
laterals” that do not involve working with 
the two great powers — the US and 
China; in putting together their cooper-
ation arrangements, they are working 

around the two technology giants. 
The editors tell us that agreements 

involving workarounding cooperation 
have increased since 2015, and that in 
the first six months of 2025, more such 
agreements were signed than in all of 
2024. In the period, 1991 to 2025, India 
led with 69 agreements, followed by Sin-
gapore (52), Japan (48), United Kingdom  
(48), France (38), Australia (36) and South 
Korea (29). These agreements have 
covered sectors like defence, digital 
innovation, and infrastructure. 

The great advantage of such cooper-
ation is that by pooling technological, 
human and financial resources, the coun-
tries concerned can develop and regulate 
critical technologies without having to 
depend on the two advanced powers. 
They can thus retain their autonomy in 
decision-making and shape approaches 
to regulatory issues without the influence 
of the major states.  

Thus, despite opposition from the US 
and its European partners, both the 

United Arab Emirates and Saudi Arabia 
have refused to choose between the US 
and China; they and other Gulf Cooper-
ation Council (GCC) members exert their 
own global clout through several Cs: 
crude, capital, commerce, collaboration, 
climate,  and, above all, compromise.  

Co-editor Laura Mahrenbach has dis-
cussed technology cooperation among 
the 10 members of the “Digital Nations” 
grouping, which includes Estonia, Israel, 
and South Korea, as a successful example 
of workarounding. Since 2014, this group-
ing has pursued 88 technology partner-
ships in cybersecurity, energy, health, 
space and digital trade. 

This book is a significant contribution 
to the international relations discourse by 
focusing attention on the important tech-
nology cooperation initiatives being 
undertaken by middle powers in different 
parts of the world, without the direct 
involvement of the two major powers. 
But, despite this brave effort, it must still 
be asked: Is this technology-related coop-

eration really outside the 
influence of the tech leaders? 

Dr Mahrenbach has herself 
raised doubts in this regard by 
pointing out that Estonia, a 
member of “Digital Nations”, 
has also joined the US-spon-
sored 3SI, a network of public 
and private technology 
entities and an investment 
fund, SSIIF, to compete with 
China’s Digital Silk Road 
investments in the region. Its 
charter calls for “boosting 
economic development, 
strengthening the cohesion of 
the European Union and 
enriching the transatlantic 
ties”. Clearly, the US is not 
being excluded from this  
so-called workarounding. 

In fact, given the very close and diverse 
ties that middle powers in Europe and 
Northeast Asia have with the US, these 
states just cannot develop technology-

related products and regula-
tions that would be outside 
American scrutiny and control. 
This is particularly true of tech 
giants — Israel and Taiwan — 
which are totally dependent on 
the US for their security.  

Israeli scholars Daniel 
Cohen and Amir Yosef Elalouf 
have discussed in the book the 
“Crystal ball platform”, a 
threat intelligence platform to 
deter cybercriminals, as a 
middle power collaboration. 
However, they accept that this 
initiative has been developed 
by the UAE and Israeli 
cybersecurity organisations in 
association with Microsoft! In 
a related article on Israel’s tech 
role in West Asia, Daniel 
Sidiqie admits that, while 
Israel’s sole cooperation with 
Arab states at present is with 

the UAE, it is hoping to build closer rela-
tions with other GCC states on the basis 
of technology cooperation, buttressed by 
shared concerns relating to Iran! Surpris-
ingly, the author also includes the I2U2 

initiative as an example of middle power 
cooperation, even though it includes the 
US as a major partner. 

Again, in his article on development 
of semiconductors by middle powers, 
the Taiwanese writer, Hon-min Yau, says 
that US competition with China is now 
“a more security-driven calculation”, 
and that the US’ principal concern is not 
just dealing with trade imbalance but 
“containing China’s tech rise”. Hence, 
the US may be expected to scrutinise the 
middle powers’ chip exports, particu-
larly AI chips and trade in semiconduc-
tors. The author concludes that chip 
supply from middle powers will need to 
be primarily directed towards US AI 
giants, with middle power production 
complementing US tech development. 

While the editors insist that worka-
rounding is “a new form of statecraft”, 
given the paucity of convincing support-
ive evidence, this reviewer is not per-
suaded that middle powers have 
embarked on cooperation amongst them-
selves that is independent of big power 
influence and involvement. 
vvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvvv 
The reviewer is a former diplomat

Middle powers’ unconvincing new statecraft
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Maximising value, 
not the haircut 

illustration: binay sinha

Creditors must look beyond immediate recovery to the 
future value a resolution plan can create 
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