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Abstract 

The main aim of this paper is to ascertain the COVID pandemic situation through the lens of 

various emerging economies such as India and Latin America mainly. Still, it will also take 

the Russian example in the domain simultaneously so, that one can grasp the events multi-

dimensionally with one side comprising a developing country and the other a developed 

country. Hence, further, the centre stage is given to Foreign Direct Investment (FDI) and how 

it reacts differently within the developing countries itself. In the upcoming sections, I will be 

comparing India and Latin American economies. The other emphatic viewpoint is built upon 

the commodity basket of exportation and how the developed country can, Russia; having the 

same set of goods, can create buffer through excess foreign exchange reserves. On the other 

hand, the Latin American economies with the same set of oil exportation are left paralysed 

with inadequate foreign reserves. One can also put it as excessive External Commercial 

Borrowings casting a detrimental effect on the Economy. Henceforth, we will find answers to 

these questions in this research. 
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Latin American economies. 

 

 

 

  

https://burnishedlawjournal.in/


Volume 2 Issue 3 2021 2582-5534 
 

    670                                                           burnishedlawjournal.in 

 
 

Introduction 

The COVID 19 induced crisis is indeed a health crisis that has turned into a financial 

crisis by deteriorating the Economy. So, it is pertinent to understand the background of the 

previous Global Financial Crisis, which were not initiated by a pandemic. Thus, further 

research, it will help us to arrive at the solutions required in future. Henceforth, an 

explanation of what does one mean by Quantitative Easing, Fed Tapering, External 

Commercial Borrowings, etc., will be covered in the forthcoming sections. So, altogether one 

will ascertain how useful it was for one country and simultaneously detrimental to the others 

as in the case of Quantitative Easing adopted by US Federal Reserve Bank. Secondly, why 

External Commercial Borrowings should have a limitation or a cap on it to protect the 

Economy needs to be cautiously taken care of. 

In 2007, the Bank of America produced the idea of sub-prime borrowers whose main 

motive was to give loans without any principal rate to the borrowers to create a multiplier 

effect by increasing the money supply in the real estate. But this, unfortunately, did not work 

and led to an increase in the non-Performing assets. So, it is after that the rescue package in 

the form of a terminology known as Quantitative easing was put into action. This can be 

understood in clear terms as by giving the non-performing assets to the US Federal Reserve 

and taking in dollar in return will help in stimulation of the Economy. Thus, every month 

there was pumping of certain amount of dollars in the Economy in an ascending order of 40 

billion USD and 65 billion USD. But then the amount gradually started to decrease to 20 

billion USD which was indicative of Non-Performing Assets have reduced and there is no 

longer needed to pump in the dollar in the Economy (“Quantitative Easing: US 

Experience,”2015). 

The effects of this dollar reduction in a way created repercussions for the other 

countries economy. This can be understood in the Indian context. The dollar became 

expensive and foreign investors in India started to leave as the USA became more profitable 

and stronger in terms of dollar compared to the Indian currency. Thus, the crisis here 

commenced with the main idea of saving one country’s own Economy in the form of toxicity 

created by the Non-Performing Assets. But it indirectly perpetuated a drastic negative impact 

on the developing countries such as India. 
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The 1998 crisis in the context of the East Asian Tiger economies such as Malaysia, 

Indonesia, Philippines, the main reason for the collapse was a grave dependence on Foreign 

Direct Investment through full capital account convertibility was highlighted: when 

automobile sector was bankrupt. This was indirectly affecting steel and other raw materials 

which depended upon it. After that the foreign investors tended to leave the country which in 

a way made dollar more expensive (International Monetary Fund [IMF (International 

Monetary Fund)], 2000). 

In a similar context, another monetary crisis happened in 2018 when Turkey 

borrowed from the USA in dollars and had to pay back in dollars itself. And, thus this crisis 

not only perpetuated the current account deficit in Turkey but also increased its negative 

result upon the neighbouring country such as Afghanistan, Pakistan, and India because of the 

geographical proximity for the foreign investors. As reported by the Indian express that the 

rupee had been fallen by 9% in 2018, whereas it started at 63.67 to a dollar. And the foreign 

investors were selling off their shares and leaving the Indian market, respectively (“Rupee 70 

mark: Turkish crisis”, 2018). 

Further, it is an example of the paramount status that dollar as a currency enjoys 

internationally. In 2000, Ecuador did not want to get into trouble with exchange rate 

management so that is why it accepted the dollar as its legal tender and stopped issuance of 

the local currency. Here, the term legal tender means accepting a cash officially i.e., the way 

Indian rupees are the legal tender for India. And a similar set of patterns was observed in 

other smaller nations such as Marshall Islands, etc. All this really throws a light on the fact 

that if dollar suffers these smaller nations will suffer automatically but more severely as will 

be noticed ahead. 

Literature Review 

 Chakrabarty, Ray and Pal (2021) states in the Indian context of management of the 

macro-economic sphere through penetration of the economic stimulus packages in the form 

Atmanirbhar Bharat scheme to provide money in the hands of the MSMEs which are 

suffering the most due to the informal structure they operate in. Henceforth, there were 

different packages announced by the Reserve Bank of India to generate the demand in the 

Economy with early package monetary value being around 12.7 trillion Indian Rupees. And 

with further packages cumulating to 33% of the stimulus announced (Kumar, 2020). And the 
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reason behind the economic stimulation as given in the study, is government’s cautious 

approach to not increase the fiscal deficit because the government presumes that though even 

for a shorter period, there are grave chances of them landing in a turmoil state.  

The study further percolates into the state of the Economy in 2015 until 2019, to get a 

wider picture at hand. Thus, it is revealed that the Economy was already suffering due to 

demonetisation, good and services taxation in 2016 and 2017, the main obstacle here was not 

getting adequate cash in hand which was important for the functioning of the small 

businesses working capital requirements (Chakarbarty et al., 2020). However, there are other 

factors that talk about how sovereign credit ratings degradation by S & P or Moody affects 

the incoming investors, especially Foreign Portfolio Investors (Ministry of Finance 

[MOF],2021]. But we will learn about the critique to the above-casted point further in the 

research paper.  

Now, in a similar vein of Foreign Direct Investment and, its role in the COVID 19 

crisis is further understood through the study undertaken by Franz (2020) in Latin American 

economies. Here a dominant role is adopted by the Foreign Direct Investment falling under 

the domain of Capital Account. It is altogether helping ameliorate the growth rate 

‘apparently’ and not ‘actually.’ So, overall a great dependence on FDI has left the state to be 

in a danger zone because the pandemic has equally affected the advanced economies and 

crippling it down as well. Henceforth, its repercussions have caused a downward movement 

to these emerging economies .A clear evidence showcased in the study through the depiction 

of the numeric form of FDI from 2003-2014; it is less than $ 50 billion in 2003 but reached to 

$190 billion in 2013 which cast the attention to the fact of buoyancy being more than the 3 

times within a decade (Franz,2020). And accordingly, the utilisation of the money in the 

infrastructure projects i.e., the heavy sector increases the liability even more. Presumably, the 

deterrent effect of this will loom upon the local currency making it weaker in comparison to 

the Dollar thereafter. However, deviating from the capital account the focal point was shifted 

towards the current account category; comprising of goods such as oil, coal, copper, 

petroleum industry, etc. all came down crashing due to mobility and transportation stoppage 

put by the COVID pandemic. Hence, the negative position in current account as well as 

capital account paints a grim picture of the Economy. 
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Connolly, Hanson, and Bradshaw (2020) in his study on the impacts of COVID-19 

crisis on the Russian Economy points out how extreme dependence on oil and gas as main 

exporting commodities did cripple down the Economy. Hence, not only was the lockdown or 

curtailing of travelling but the fuel to the fire was oil price crash happening since March 

2020, with the clashing views between Russia and Saudi Arabia in the OPEC (Organization 

of the Petroleum Exporting Countries) on the production increase. Thus, all this was due to 

Russia stubborn stance with the simple reasoning of not giving space to US Shale producers 

(Chakravarty, 2020). But, here in this paper we will not barge on that perspective. So, 

however what one notices is that the Russian Economy has enough international reserves 

which are more than gross external debt. And thus, can easily finance the deficit. Hence, a 

cushioning or counter effect can be provided by Russia but is absent in the case of Latin 

American Economies. 

Method 

This research is conducted in an epistemological context to understand How Foreign 

Direct Investment or Foreign Portfolio Investors are causing more damaging impacts on 

developing countries such as Latin America compared to developed nations such as Russia. 

This research is qualitative in nature with emphasis on theoretical and terminology 

implications in. The quantitative aspects covered in this paper are taken from the Indian 

Economic Survey of 2020-21, Reserve Bank of India Press Releases, and secondary sources 

such as newspaper articles and reports. 

Discussion 

The above study done could not draw parallel. Hence, through the Indian example 

here can help us understand the situation better. This will altogether provide a linkage and a 

bridge between the developing countries such as Latin American economies while opening 

the Economy for the FDIs. The terminology of the Full Capital Account Convertibility as 

recommended by the Tarapore Committee in 1997.There are certain pre-requisites to be taken 

care of to take such a step and should not be an impulsive decision which would in a way 

create volatility in the later stage. So, the pre-conditions are RBI (Reserve Bank of India) 

Forex Reserve should be there to be able to sustain the six months importation where in this 

condition is meted out in India’s case as 480 or 510 billion dollars (approx.) are there to 
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suffice; whereas there are other points of fiscal deficit control to 3.5% of the GDP and 

inflation bracket as well (Kohli, 2019). 

In the case of recent Indian economic survey there is a claim of returning to V-shaped 

economic recovery which implies that downturn did not cause any lasting damage to the 

Economy. And, in accordance to the theory as represented by the survey is that the increase 

in government expenditure has led to increase in consumption and in a way upping the ante 

of growth in that respect (MOF,2021). Now, on a contradictory note the FDIs (Foreign Direct 

Investment) in India had increased from 44 billion dollars to 49 billion dollars in 2021.So, 

can one say that India suffered equally as Latin American companies did; well, the answer is 

India did suffer if one looks back to the FDI inflows in 2018 of 62 billion dollars. But India 

has a cushion and protection in the ample amount of Forex reserves through which it can 

cover 18 months of imports (MOF, 2021). And, which unfortunately is lacked by Latin 

American economies. Henceforth, the cap on FDI is the need of the hour and there should be 

a deviation from the strategy of sole dependence on FDIs from abroad. However, there is a 

critique on the part of the Indian government. Actual spending as mentioned above has 

decreased and not increased as inferred from the Comptroller and Auditor General Report 

i.e., just by 86,300 crores rupees, which is not accommodating as presumed to be in this very 

case. (Ghosh, 2021).  

 

Recommendation and Conclusion 

 One such example of South-South Cooperation was the pact between Iran 

and India in 2018 of the acceptability of rupee as a currency in buying crude 

oil. And no other transaction to be made in any other currency denomination 

other than the Indian rupee. Henceforth, this could create an advantageous 

position for Iran as well as India where Iran in return through the Indian rupee 

would be able to buy wheat, medicine, etc. in accordance with its own 

requirements (Dasgupta & Bhardwaj, 2018). And this in a way could eradicate 

the sole dominance of the dollar in the whole transaction but was not fruitful. 
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 But, the above examples of control, as recommended by the Tarapore 

Committee seeing the Indian context when applied to the Latin American 

economies, can help reduce the immense reliance on FDIs. 

 The other way is to diversify the exportation basket, not just relying on oil and 

petroleum therein, respectively. 
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