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The FREEDOM Framework: Linking Multi-Alignment Diplomacy to Macroeconomic 

Resilience in India 

Dr SenthilKumar Anantharaman, PhD IIM Indore. 

Abstract 

This paper introduces the FREEDOM Framework—a strategic macroeconomic model that 

integrates India’s multi-alignment diplomacy with Milton Friedman’s monetarist principles. It 

argues that diplomatic capital, defined as the trust and credibility accumulated through diverse 

international partnerships, functions as a stabilizing economic resource. By mapping seven key 

dimensions—Foreign Exchange stability, Resource security, Export competitiveness, 

Expectations management, Deficit control, Open markets, and Monetary discipline—the 

framework demonstrates how India’s foreign policy choices directly influence macroeconomic 

outcomes such as inflation control, exchange rate stability, and growth resilience. 

Drawing on Friedman’s emphasis on expectations and credibility, the paper shows that India’s 

diplomatic engagements act as transmission channels for macroeconomic stability. Strategic 

energy diplomacy, diversified trade agreements, and multilateral credibility are shown to 

anchor inflation expectations, attract investment, and buffer external shocks. The FREEDOM 

compass metaphor positions diplomacy as a directional tool for navigating global volatility, 

reinforcing that foreign policy is not peripheral but central to economic strategy. 

Ultimately, the study offers a multidimensional lens for policymakers, suggesting that 

sustaining macroeconomic resilience in India requires not only internal discipline but also the 

strategic deployment of diplomatic capital as a modern complement to monetary policy. 

Keywords: Diplomatic Capital, FREEDOM Framework, Multi Alignment Strategy, 

Macroeconomic Resilience. 

 

1 Introduction 

In the evolving landscape of global politics and economics, India has emerged as a pivotal 

player practicing a carefully calibrated strategy of multi-alignment. Unlike the rigid Cold War 

era alignments that forced nations into binary choices of allegiance, multi-alignment today is a 

flexible, pragmatic, and dynamic positioning that enables India to draw upon diverse 

partnerships to secure its national interests. This approach is neither non-alignment in the 

classical sense nor alignment in the bloc-centric sense; rather, it is a form of strategic 

diversification, designed to maximize benefits and minimize vulnerabilities in a volatile global 

order. 

A central feature of this strategy is the cultivation and deployment of what may be termed 

diplomatic capital. Just as financial capital or human capital refers to accumulated resources 

that generate returns, diplomatic capital represents the trust, credibility, and influence a nation 

accumulates through sustained engagement with multiple stakeholders in the international 

system. India’s ability to maintain strong ties with the United States and Europe while 

simultaneously deepening its strategic partnership with Russia, expanding energy diplomacy 

with West Asia, and championing the cause of the Global South exemplifies this accumulation 
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of diplomatic capital. It is a form of currency in international relations that can be strategically 

leveraged to generate tangible economic and security outcomes. 

The macroeconomic significance of diplomatic capital, however, is often underexplored. 

Foreign policy is usually examined through the lens of security or geopolitics, while 

macroeconomics is seen as the domain of monetary, fiscal, and trade policy. Yet, in an 

increasingly interconnected world, these domains overlap in meaningful ways. India’s 

diplomatic manoeuvring has direct and indirect implications for exchange rate stability, 

inflation, foreign investment flows, and energy security—core components of macroeconomic 

health. For instance, securing long-term energy contracts with Russia or the Gulf countries 

helps insulate the economy from global oil price volatility, while trade agreements with East 

and Southeast Asia expand market access for Indian exports. Similarly, India’s visible role in 

multilateral forums enhances investor confidence, contributing to more stable capital inflows. 

Here, the insights of Milton Friedman and the monetarist school provide a useful 

interpretive framework. Friedman argued that macroeconomic stability is fundamentally tied 

to monetary discipline, credible institutions, and the careful management of expectations. 

Inflation, he emphasized, is “always and everywhere a monetary phenomenon,” but its 

management requires more than technical central banking—it requires credibility and stability 

in the broader policy environment. In India’s case, multi-alignment diplomacy can be seen as 

a complementary tool that enhances macroeconomic credibility. When foreign investors 

perceive India as a reliable and strategically autonomous actor, expectations about inflation, 

currency volatility, and fiscal slippages become more stable. Thus, diplomatic capital acts as a 

monetary stabilizer by shaping global perceptions and securing external buffers. 

To operationalize this argument, this paper proposes the FREEDOM Framework, a 

macroeconomic model that situates diplomatic capital within the monetarist tradition. 

FREEDOM emphasizes Foreign Exchange stability, Resource security, Export 

competitiveness, Expectations management, Deficit control, Open markets, and Monetary 

discipline. Each of these elements corresponds to a channel through which diplomatic capital 

influences India’s macroeconomic outcomes. For example, foreign exchange stability is 

strengthened by diversified trade partnerships; resource security is ensured through energy 

diplomacy; and inflation expectations are anchored through credible signalling in global 

forums. Collectively, these dimensions underscore how multi-alignment is not just a diplomatic 

strategy but also a macroeconomic imperative. 

This introduction therefore positions the article at the intersection of international relations and 

macroeconomics. It argues that India’s foreign policy choices, especially its practice of multi-

alignment, must be analysed not only in terms of geopolitical security but also through their 

contribution to macroeconomic stability and growth. By bringing together the notion of 

diplomatic capital and Friedman’s monetarist insights, the paper seeks to advance a holistic 

framework that captures the interdependence of external strategy and internal stability. The 

sections that follow will elaborate on this theoretical foundation, trace the channels of 

transmission, and assess the outcomes, risks, and policy implications for India’s future 

trajectory in the global economy. 

2 Theoretical Foundation – The FREEDOM Framework and Friedman’s 

Macroeconomic Lens 
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The intellectual foundation of this paper lies at the intersection of international political 

economy and monetarist macroeconomics. To understand how diplomatic capital translates 

into economic stability, it is essential to draw on Milton Friedman’s core insights about 

expectations, monetary credibility, and policy discipline, while simultaneously situating them 

in the realities of India’s multi-alignment strategy. This section develops the FREEDOM 

Framework, which integrates diplomacy into macroeconomic analysis through seven 

interrelated dimensions: Foreign Exchange stability, Resource security, Export 

competitiveness, Expectations management, Deficit control, Open markets, and 

Monetary discipline. 

 

2.1 Milton Friedman’s Macroeconomic Lens 

Milton Friedman’s monetarism emphasized that economic stability and growth are 

fundamentally contingent upon the management of money supply and the credibility of 

institutions. His most famous dictum— “inflation is always and everywhere a monetary 

phenomenon”—highlighted that unchecked expansion of the money supply relative to real 

output would inevitably produce price instability. But beyond the technical mechanics of 

monetary policy, Friedman stressed the importance of expectations. Economic agents, whether 

investors or households, respond not only to present conditions but also to perceived credibility 

of government commitments. 

For instance, if a central bank signals restraint but lacks credibility, inflation expectations 

remain unanchored, undermining the efficacy of policy. Friedman therefore argued for clear 

rules, limited discretion, and predictable institutional behaviour. In many ways, credibility and 

trust in policy action resemble the concept of diplomatic capital in international relations—

both function as intangible assets that reinforce stability. 

Applying this lens to India, we see that external relationships provide buffers that enhance 

monetary stability. Long-term energy partnerships reduce imported inflation risk, diversified 

trade arrangements stabilize the rupee by broadening export earnings, and credible signalling 

in global forums anchors investor expectations. Just as Friedman viewed expectations 

management as central to macroeconomic outcomes, India’s diplomacy helps shape external 

expectations about its economic trajectory. 

2.2 Diplomatic Capital as an Economic Resource 

Diplomatic capital can be analogized to monetary reserves: both are accumulated slowly, both 

require careful stewardship, and both provide insurance in times of volatility. For example, 

India’s ability to simultaneously engage with the United States and Russia during the Ukraine 

conflict demonstrated that diplomatic capital could preserve access to critical energy resources 

while maintaining Western investment flows. This flexibility shields the macroeconomy from 

external shocks—an effect comparable to monetary stabilization through credible policy 

signalling. 

Moreover, diplomatic capital influences risk perception. International investors, sovereign 

wealth funds, and multilateral institutions make decisions not only based on technical economic 

indicators but also on geopolitical stability. When India positions itself as a credible, reliable, 

and independent actor in the global order, it reduces its country risk premium. This directly 
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lowers the cost of capital, facilitates long-term investment, and improves balance of payments 

sustainability. 

 

2.3 The FREEDOM Framework 

To operationalize this integration, the FREEDOM Framework captures seven 

macroeconomic channels through which diplomatic capital and multi-alignment shape India’s 

economic trajectory. 

F – Foreign Exchange Stability 

Diplomatic diversification strengthens the rupee by reducing dependence on any single 

trading bloc or reserve currency. For example, India’s bilateral agreements with Russia for 

rupee-Ruble trade, alongside dollar-denominated trade with the US and euro-based 

mechanisms with Europe, create a basket effect that reduces exchange rate volatility. 

Exchange rate stability is central to inflation control—a Friedmanite concern—because 

volatile exchange rates transmit directly into import prices. 

R – Resource Security 

Energy, food, and technology resources are foundational to macroeconomic stability. India’s 

diplomatic capital ensures long-term supply agreements with Gulf states, defense and energy 

ties with Russia, and technological partnerships with the US and Europe. By securing inputs 

essential for production, resource diplomacy prevents supply-side shocks that could 

otherwise fuel inflation. 

E – Export Competitiveness 

Through multi-alignment, India negotiates favourable trade access while avoiding entrapment 

in protectionist blocs. Export growth provides foreign exchange earnings, creates 

employment, and drives GDP growth. Friedman emphasized the importance of open 

competition and free markets; diplomatic capital enables India to secure such competitive 

access on favourable terms. 

E – Expectations Management 

This is perhaps the most direct link between Friedman’s macroeconomic theory and 

diplomacy. By demonstrating reliability in multilateral forums such as the G20, BRICS, and 

QUAD, India shapes external expectations about policy stability. Investors anchor inflation, 

growth, and fiscal forecasts based on perceived credibility. Diplomatic capital thus acts as an 

expectations stabilizer akin to credible monetary rules. 

D – Deficit Control 

External deficits—particularly current account deficits—are often a point of vulnerability for 

emerging markets. India’s multi-alignment ensures diversified capital inflows, concessional 

financing from development banks, and remittance stability from the diaspora. This helps 

finance deficits without excessive reliance on volatile portfolio flows, reducing 

macroeconomic fragility. 

O – Open Markets 

Friedman championed open markets as the most efficient mechanism for resource allocation. 

Diplomatic capital facilitates access to foreign markets while defending against 
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protectionism. India’s participation in plurilateral arrangements such as IPEF (Indo-Pacific 

Economic Framework) while maintaining ties with BRICS exemplifies this dual strategy. 

M – Monetary Discipline 

Finally, diplomatic credibility reinforces the Reserve Bank of India’s monetary stance. For 

example, stable external partnerships reduce the need for ad hoc currency interventions, 

allowing the RBI to focus on rule-based inflation targeting. A stable global perception of 

India enhances monetary credibility, making anti-inflationary policy more effective. This 

shown in the below Figure 1 

 

Figure 1 

 

2.4 FREEDOM with Friedman 

The FREEDOM framework thus embodies Friedman’s key insight: credibility and expectations 

matter as much as policy mechanics. Diplomatic capital serves as a credibility multiplier, 

amplifying the effectiveness of monetary and fiscal policy. Unlike Keynesian or structuralist 

perspectives that emphasize domestic fiscal expansion or industrial policy, the FREEDOM 

framework stresses that external diplomatic credibility and internal monetary discipline are 

complementary forces that jointly stabilize the macroeconomy. 

For India, this integration highlights a dual lesson: (1) macroeconomic policy cannot be 

isolated from foreign policy; and (2) diplomatic capital is not merely symbolic but functions 

as an economic resource with measurable outcomes. In this sense, multi-alignment is more than 

strategy—it is an economic stabilizer embedded in global trust networks. 

2.3 The FREEDOM Framework 

To conceptualize this relationship, we propose the FREEDOM Framework, which integrates 

Friedman’s monetarist principles with India’s strategic multi-alignment: 
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FREEDOM Pillar 
Explanation (Economic 

Channel) 
Diplomatic Capital Link 

F – Foreign Exchange 

Stability 

Stable currency through 

balanced trade flows 

Diversified trade agreements, reduced 

dependence on one bloc 

R – Resource Security 
Stable access to energy, 

minerals, food 

Strategic ties with West Asia, Africa, 

Russia 

E – Export 

Competitiveness 

Markets and access for Indian 

goods/services 

Bilateral/multilateral trade 

frameworks 

E – Expectations 

Management 

Anchoring inflation and 

investor expectations 

Credibility via global forums (G20, 

BRICS, QUAD) 

D – Deficit Control 
Fiscal prudence supported by 

stable external flows 

Strategic capital inflows, concessional 

financing 

O – Open Markets 
Promoting competition and 

efficiency 

Trade liberalization and digital 

economy diplomacy 

M – Monetary 

Discipline 

Rule-based and credible 

monetary policy 

Signalling policy independence and 

autonomy 

Together, these seven dimensions form a holistic macroeconomic framework where foreign 

policy is not external to economics but central to stabilizing it. 

 

2.4 Visual Metaphor – FREEDOM as a Compass 

 FREEDOM is a compass for India’s macroeconomic navigation 

• Each letter of FREEDOM represents a direction (North = Foreign Exchange, East = 

Export Competitiveness, South = Resource Security, West = Deficit Control, Center = 

Monetary Discipline, etc.). 

• Without the compass, India drifts between unpredictable currents of global politics. 

• With the compass, India charts a stable path, aligning diplomacy with monetary and 

fiscal stability. 

This compass metaphor highlights how each element of FREEDOM provides direction and 

balance. Expectations management is depicted as the circle around the compass, reminding us 

that credibility underpins every macroeconomic decision. This is shown in Figure 2 
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                                                                 Figure 2 

 

2.5 Why FREEDOM Matters 

Unlike abstract models of foreign policy, FREEDOM provides a structured macroeconomic 

framework. It does three things: 

1. Bridges Theory and Policy – Links Friedman’s monetarist insights with India’s real-

world diplomatic strategies. 

2. Captures Interdependence – Shows how diplomatic capital is not a soft variable but 

a hard macroeconomic stabilizer. 

3. Provides Policy Roadmap – Suggests measurable targets for each pillar (e.g., maintain 

forex reserves > 10 months imports, diversify energy imports, sustain inflation 

expectations within RBI band). 

Thus, FREEDOM becomes both an analytical lens and a practical policy compass. 

 

3: Transmission Channels of Diplomatic Capital into Macroeconomic Stability 

The relationship between foreign policy and macroeconomics is often treated as indirect or 

incidental. Yet, in India’s case, the deliberate pursuit of multi-alignment has forged direct 

pathways through which diplomatic capital stabilizes and strengthens the macroeconomic 

environment. These pathways—or transmission channels—connect international partnerships 

to internal macroeconomic variables such as exchange rates, inflation, fiscal balances, and 

growth. Within the FREEDOM Framework, six critical channels can be mapped: 

 

3.1 Foreign Exchange Stability through Strategic Partnerships 
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One of the most immediate transmission channels of diplomatic capital is its impact on foreign 

exchange stability. India’s external sector is sensitive to fluctuations in the current account 

and capital flows. Sudden capital outflows or surges in import bills (particularly for energy) 

place pressure on the rupee, leading to volatility in exchange rates. 

Here, diplomatic capital plays a stabilizing role in three ways: 

1. Diversified Trade Relations – India’s engagement with multiple trade partners reduces 

dependency on any single bloc. For example, while exports to the United States and 

Europe remain vital, partnerships with ASEAN, Africa, and the Middle East cushion 

against demand shocks. 

2. Currency Arrangements – Bilateral agreements with Russia (rouble-rupee 

settlements) and UAE (dirham-rupee transactions) provide alternatives to dollar-

dominated trade, reducing exposure to dollar volatility. 

3. Investor Confidence – Diplomatic credibility signals macroeconomic reliability to 

foreign institutional investors (FIIs). This perception encourages capital inflows that 

stabilize the balance of payments. 

Milton Friedman emphasized that currency stability is less about active manipulation and more 

about credible expectations of discipline. By signalling geopolitical balance and autonomy, 

India reassures investors that it will avoid disruptive policy swings. Thus, diplomatic capital 

directly anchors the rupee through credibility and diversification. 

 

3.2 Resource Security as a Hedge against Inflationary Pressures 

Inflation in India is often driven by supply-side shocks, particularly in food and energy. 

Friedman’s monetarism interprets inflation as a monetary phenomenon, but also acknowledges 

the importance of expectations. Diplomatic capital ensures resource security, which in turn 

manages inflation expectations. 

• Energy Diplomacy – Long-term contracts with Gulf states and Russia provide India 

with discounted oil and gas, reducing exposure to Brent crude price swings. The ability 

to secure supplies despite Western sanctions on Russia reflects India’s diplomatic 

balancing act. 

• Agricultural Imports – India’s engagement with Ukraine, Kazakhstan, and Africa 

ensures wheat, edible oil, and fertilizer security. These reduce domestic bottlenecks and 

curb food inflation. 

• Technology Transfers – Strategic partnerships (e.g., with Israel in irrigation or Japan 

in logistics) enhance productivity, easing structural supply pressures. 

Thus, resource security achieved through diplomacy lowers cost-push inflation risks, which 

helps the Reserve Bank of India (RBI) maintain monetary stability without excessively 

tightening policy. 

3.3 Export Competitiveness and Market Access 
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India’s exports of services (IT, business process outsourcing, pharmaceuticals) and goods 

(engineering, textiles, chemicals) rely heavily on access to foreign markets. Diplomatic capital 

functions as a bridge that ensures preferential trade agreements, smoother logistics, and 

reduced non-tariff barriers. 

• US and EU Market Access – Multi-alignment allows India to maintain technology and 

services exports to advanced economies while avoiding punitive sanctions from 

geopolitical rivalries. 

• South-South Cooperation – Partnerships within BRICS, IBSA, and the African Union 

open new avenues for Indian firms. Diplomatic goodwill often translates into 

favourable regulatory treatment for Indian companies. 

• Supply Chain Integration – Through Quad and Indo-Pacific engagements, India is 

positioning itself as a “China+1” alternative in global value chains, thereby attracting 

export-oriented investments. 

Friedman argued that open trade enhances efficiency and consumer welfare, provided monetary 

stability is preserved. By leveraging diplomatic goodwill, India ensures smoother entry into 

markets, which in turn supports its current account balance and stabilizes growth. 

3.4 Expectations Management through Credibility Signalling 

Perhaps the most subtle yet powerful channel is expectations management. Friedman 

emphasized that inflation is as much about anticipated money supply growth as it is about actual 

growth. In today’s interconnected world, global perceptions matter as much as domestic 

fundamentals. 

• Global Forums – India’s leadership at G20, BRICS, and COP summits demonstrates 

credibility and policy consistency, shaping investor and market expectations. 

• Narrative Diplomacy – India frames itself as the “voice of the Global South,” thereby 

gaining moral legitimacy that attracts long-term partnerships and concessional 

financing. 

• Geopolitical Balancing – The ability to maintain ties with Washington, Moscow, and 

Beijing simultaneously signals strategic autonomy, reducing fears of policy capture or 

sanctions risk. 

This credibility tempers inflation expectations, stabilizes foreign capital flows, and reduces 

speculative pressures on the rupee. In effect, diplomatic capital substitutes for monetary capital 

in shaping expectations. 

3.5 Deficit Control and External Financing 

India’s twin deficits—fiscal and current account—pose persistent macroeconomic challenges. 

Diplomatic capital directly contributes to deficit management by: 

• Securing Cheaper Credit Lines – Japan’s Official Development Assistance (ODA) 

and multilateral bank lending (e.g., AIIB, NDB) come with concessional terms due to 

India’s diplomatic weight. 
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• Foreign Direct Investment (FDI) – Partnerships with Gulf sovereign wealth funds, 

Singaporean funds, and Western private equity channel steady capital inflows. 

• Remittances and Diaspora Bonds – Diplomatic ties with Gulf nations safeguard the 

welfare of millions of Indian workers abroad, ensuring a stable remittance pipeline that 

supports the current account. 

Friedman noted that deficits are unsustainable when financed by inflationary money creation. 

Diplomatic capital provides non-inflationary external financing, reducing reliance on monetary 

expansion and maintaining stability. 

3.6 Open Markets and Strategic Liberalization 

Finally, diplomatic capital facilitates open market access for both imports and investments. 

This is particularly evident in: 

• Technology and Défense Imports – India’s ability to procure from both the US and 

Russia simultaneously ensures competitive pricing and avoids dependence on a single 

supplier. 

• Green Finance – Climate diplomacy positions India as a recipient of global green 

finance, helping fund renewable transitions without destabilizing fiscal balances. 

• Digital Economy – Cooperation with the EU on data standards and with the US on AI 

and semiconductor ecosystems enhances competitiveness while securing global 

integration. 

This controlled openness avoids the pitfalls of premature liberalization while ensuring strategic 

benefits. 

Table 1: Transmission Channels of Diplomatic Capital (FREEDOM in Action) 

FREEDOM Pillar 
Transmission 

Channel 

Macroeconomic 

Effect 
Example 

Foreign Exchange 
Diversified trade & 

currency swaps 
Rupee stability 

Rupee-dirham trade 

with UAE 

Resource Security 
Energy & food 

contracts 

Lower inflation 

volatility 

Oil imports from 

Russia at discount 

Export 

Competitiveness 

Market access via 

diplomacy 

Current account 

stability 

India-US IT services 

exports 

Expectations 

Management 

Global credibility 

signals 

Anchored inflation 

expectations 
G20 leadership 

Deficit Control 
External financing via 

diplomacy 
Reduced fiscal pressure 

Japanese ODA for 

metro projects 
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FREEDOM Pillar 
Transmission 

Channel 

Macroeconomic 

Effect 
Example 

Open Markets Strategic liberalization Investment inflows 
Green finance from 

EU 

Monetary Discipline 
Reinforced by 

credibility 

Stable inflation & 

growth 

RBI policy + global 

perception 

 

Metaphor: The Irrigation Network 

Diplomatic capital functions like an irrigation system in a vast agricultural field. Water 

(resources, capital, credibility) flows through different channels—some carrying immediate 

supply (energy security), others building long-term fertility (export competitiveness, 

expectations management). The FREEDOM framework is the map of these irrigation lines, 

ensuring that every corner of the macroeconomic field receives nourishment. Just as a well-

designed irrigation system prevents drought or flooding, diplomatic capital channels prevent 

crises of inflation, currency collapse, or capital flight. This can shown in Figure 3 

 

Figure 3 

4 Transmission Channels of Diplomatic Capital 

Milton Friedman’s monetarist framework stresses the importance of the transmission 

mechanism—the process through which changes in monetary variables (such as money 

supply) affect real economic outcomes like growth, inflation, and employment. By analogy, 

India’s diplomatic capital functions as a currency, and its impact on the economy depends 

on how effectively it is transmitted through different international and domestic channels. 

Within the FREEDOM framework, four critical pathways stand out: trade & FTAs, energy 

diplomacy, services exports, and multilateral credibility. 

4.1 Trade and Free Trade Agreements (FTAs) 
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Trade diplomacy is the most visible channel where India’s multi-alignment strategy translates 

into tangible macroeconomic outcomes. Bilateral and regional trade agreements not only open 

markets but also affect export competitiveness, current account balance, and the rupee’s 

stability. 

For example, India’s decision to stay out of the Regional Comprehensive Economic Partnership 

(RCEP) in 2020 was controversial, but strategically it avoided potential trade deficits with East 

Asian manufacturing giants. Instead, India focused on mini-lateral trade pacts with the UAE, 

Australia, and the EU. These diversified trade partnerships reduce dependency on a single bloc 

and enhance resilience against trade wars. 

From a monetarist perspective, such agreements indirectly stabilize the money supply by 

ensuring foreign exchange inflows through exports, which buffer the Reserve Bank of India’s 

(RBI) currency interventions. Stable trade inflows allow monetary policy to focus on inflation 

without being derailed by sudden forex shortages. 

Table 1: Selected FTAs and Impact on Trade Balance (Illustrative) 

Partner/FTA 
Year 

Initiated 
Focus Sectors 

Impact on Trade 

Balance 

Diplomatic 

Capital Role 

India–UAE CEPA 2022 
Gems, textiles, 

food 

Boosted non-oil 

exports by 16% in 

first year 

Strengthened Gulf 

ties 

India–Australia 

ECTA 
2022 

Pharma, IT, 

education 

Opened services and 

student mobility 

Deepened Quad 

cooperation 

India–EU (under 

negotiation) 
Ongoing 

Automobiles, 

green tech 

Potentially reduces 

tariffs, green 

transition 

Positions India as 

EU partner 

RCEP (India opted 

out) 
2020 

Manufacturing, 

agriculture 

Avoided possible 

deficit surge 

Asserted 

sovereignty 

 

 

4.2 Energy Diplomacy: Oil, Gas, and Renewables 

Energy security is India’s Achilles heel in macroeconomic management. Since oil imports 

constitute nearly 85% of India’s crude consumption, global price shocks directly affect 

inflation, current account deficit, and fiscal burden. 

India’s diplomatic capital has been instrumental in moderating these risks. Despite geopolitical 

tensions, India continued to import discounted crude from Russia post-2022 while 

simultaneously deepening ties with Middle Eastern suppliers like Saudi Arabia and the UAE. 

Parallelly, India’s leadership in the International Solar Alliance (ISA) reflects its diplomatic 

push into renewables, which reduces long-term dependence on fossil imports. 
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Through Friedman’s monetarist lens, energy diplomacy stabilizes the “supply side of 

money”—lower import bills mean fewer rupees chasing scarce dollars, which prevents 

currency depreciation and inflationary spirals. In turn, the RBI can maintain monetary 

discipline without resorting to harsh liquidity tightening. 

 

Table 2: India’s Energy Imports and Diplomatic Diversification 

Energy Source 
Key Diplomatic 

Partners 

Share in Imports 

(2023 est.) 
Diplomatic Leverage 

Crude Oil 
Russia, Saudi 

Arabia, Iraq 
~85% of consumption 

Discounted imports & 

stable supplies 

Natural Gas (LNG) Qatar, Australia, US ~45% of LNG imports Flexible contracts 

Coal Indonesia, Australia 
~20% of thermal 

needs 

Strategic reserves 

management 

Renewables (solar, 

wind) 
EU, ISA members 

Growing 15% 

annually 
Tech transfer & financing 

This diversification reflects how diplomatic capital substitutes financial capital by securing 

favourable energy contracts and reducing exposure to global price shocks. 

4.3 Services Exports: The Invisible Engine 

Unlike manufacturing-heavy economies, India’s global leverage stems from services exports, 

particularly IT, financial services, and digital consulting. In 2023–24, India’s services exports 

reached $340 billion, exceeding merchandise exports. This “invisible surplus” cushions the 

trade deficit created by heavy oil imports. 

Diplomatic capital—particularly with the US, EU, and emerging economies—ensures market 

access for Indian IT firms, smoother visa policies for skilled workers, and recognition of data 

governance standards. Friedman emphasized that expectations and credibility drive market 

behaviour: India’s diplomatic positioning reassures investors and clients that Indian services 

are reliable, scalable, and geopolitically neutral. 

This channel highlights the Expectations Management (E) and Open Markets (O) 

components of the FREEDOM framework, as diplomatic credibility sustains India’s soft power 

in global markets as shown in Figure 4 Below 
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                                                                     Figure 4 

4.4 Multilateralism and Credibility 

Diplomatic capital is not only bilateral but also multilateral. Platforms like the G20 presidency 

(2023), BRICS expansion, and Quad cooperation have allowed India to project itself as a 

balancing power. 

In Friedman’s macroeconomic view, credibility is akin to an anchor for inflation 

expectations. Similarly, diplomatic credibility acts as an anchor for international capital 

markets and trade partners. When India is seen as a stable, rules-based democracy, foreign 

investors trust its policies, leading to stable capital inflows and lower risk premiums. 

This aligns with the Expectations Management (E) pillar in FREEDOM: just as central banks 

anchor inflationary expectations, diplomacy anchors geopolitical expectations. 

Table 3: Diplomatic Capital in Multilateral Forums 

Forum India’s Role Economic Leverage 

G20 (2023 

presidency) 

Agenda on Global South, digital 

finance 

Enhanced credibility for 

investment 

BRICS+ Expanded ties with oil producers Alternative financial channels 

Quad Maritime security, tech partnerships Diversification of supply chains 

SCO Central Asian connectivity Energy corridor negotiations 

 

4.5 Synthesis: Diplomatic Capital as Transmission Mechanism 
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Bringing these four channels together, India’s multi-alignment strategy resembles Friedman’s 

“long and variable lags” of monetary policy: the effect of diplomatic capital is neither 

immediate nor uniform, but over time it stabilizes inflation, cushions shocks, and enhances 

growth potential. 

• Trade diplomacy secures export revenues and buffers the rupee. 

• Energy diplomacy mitigates inflationary oil shocks. 

• Services diplomacy generates sustained forex inflows. 

• Multilateral diplomacy anchors credibility and investor expectations. 

5 Macroeconomic Outcomes of Diplomatic Capital 

The deployment of diplomatic capital through India’s multi-alignment has measurable 

implications across the four pillars of macroeconomic management: inflation, economic 

growth, exchange rate stability, and employment generation. From a Friedman-inspired 

perspective, the effectiveness of diplomatic capital lies not in fiscal redistribution or state 

intervention, but in its ability to stabilize expectations, regulate money flows, and ensure 

monetary discipline in the face of global volatility. 

5.1. Inflation: Diplomatic Capital as an Anchor 

For Friedman, “inflation is always and everywhere a monetary phenomenon,” arising when 

money supply grows faster than real output. In India’s context, external shocks—particularly 

energy imports—pose persistent inflationary risks. Diplomatic capital mitigates these risks 

through three channels: 

1. Energy Diplomacy: 

By maintaining ties with Russia (for discounted crude), the U.S. (for LNG 

investments), and Middle Eastern suppliers, India smoothens import prices. This 

reduces imported inflation and stabilizes the money supply–output balance. 

2. Credibility in Monetary Policy: 

Diplomatic capital enhances investor trust in India’s ability to manage its 

macroeconomic commitments, enabling the Reserve Bank of India (RBI) to anchor 

inflation expectations more effectively. 

3. Diversification of Supply Chains: 

Multi-alignment ensures India is not hostage to a single supplier or bloc, limiting cost-

push inflationary spirals. 

Table 2: Diplomatic Capital & Inflation Management 

Channel of Diplomatic 

Capital 
Effect on Inflation Friedman’s Interpretation 

Energy import 

diversification 
Reduces cost-push inflation Protects monetary stability 
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Channel of Diplomatic 

Capital 
Effect on Inflation Friedman’s Interpretation 

Stable foreign exchange 

inflows 

Mitigates rupee depreciation 

pass-through 

Maintains money supply 

equilibrium 

Policy credibility & 

reputation 
Anchors expectations Reduces inflation inertia 

5.2 Economic Growth: Diplomatic Capital as a Growth Multiplier 

While Friedman was sceptical of government-driven growth, he acknowledged the role of 

stable macro conditions in enabling private sector expansion. Diplomatic capital contributes 

by: 

• Trade & Market Access: Free trade agreements with the UAE, Australia, and 

negotiations with the EU create new export opportunities, expanding real output 

without destabilizing monetary aggregates. 

• Technology & Investment Flows: Partnerships with the U.S., Japan, and South Korea 

bring advanced technologies and FDI inflows, which augment productivity. 

• Services Diplomacy: Expansion of IT services, fintech, and digital trade increases 

India’s share in the global knowledge economy. 

Here, growth is not an outcome of fiscal spending but of diplomatic credibility, open 

markets, and stable monetary fundamentals—consistent with Friedman’s view that growth 

arises when entrepreneurs operate in a predictable environment. 

5.3 Exchange Rate Stability: Diplomatic Capital as Soft Currency 

Friedman emphasized the self-regulating nature of floating exchange rates but highlighted the 

importance of reserves and credibility. India’s multi-alignment sustains exchange rate stability 

through: 

• Diversified Forex Earnings: Services exports ($350+ billion annually), remittances 

($120 billion), and FDI inflows diversify sources of foreign exchange. 

• Reduced Vulnerability to Sanctions/Shocks: Ties with multiple blocs insulate India 

from overreliance on any one currency regime. 

• Strategic Reserves: Accumulated reserves act as a Friedman-style “monetary shock 

absorber.” 

5.4. Employment: Diplomacy-Driven Labor Markets 

Friedman’s belief in the natural rate of unemployment suggests that while governments 

cannot permanently push employment below its natural rate without triggering inflation, policy 

credibility can help reduce cyclical fluctuations. Diplomatic capital influences employment by: 

• Export-Driven Jobs: FTAs and service agreements generate demand for Indian labor 

in IT, textiles, and pharma. 
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• Energy Security: Stable energy supplies prevent inflationary shocks that erode real 

wages. 

• Global Skill Diplomacy: Agreements with countries like Japan and Germany enable 

mobility of skilled workers, reducing domestic unemployment pressure. 

Thus, diplomatic capital indirectly stabilizes employment through macro stability, not through 

distortionary subsidies or fiscal stimulus—again echoing Friedman’s monetarist caution. 

5.5. Comparative Outcomes: India vs. Emerging Economies 

India’s outcomes differ from peers like Turkey, Brazil, or South Africa, where geopolitical 

entanglements and fiscal slippage have led to higher inflation volatility and exchange rate 

crises. India’s use of diplomatic credibility as monetary credibility positions it closer to East 

Asian economies that successfully leveraged diplomacy for export-led growth. 

 Table 3: Diplomatic Capital Outcomes in Comparative Perspective 

Indicator (2020–24) India Brazil Turkey South Korea 

Average Inflation (%) ~5.5 ~8.0 ~45 ~3.0 

Forex Reserves ($ bn) ~640 ~350 ~80 ~420 

Export Growth (%) +12 +6 +4 +10 

Services Export Share (%) 42 15 10 35 

India’s relative macroeconomic resilience suggests that diplomatic capital plays a stabilizing 

role akin to Friedman’s emphasis on steady money growth rules. 

5.6. Friedman’s Lens: The Centrality of Expectations 

For Friedman, expectations drive the efficacy of monetary policy. Diplomatic capital enhances 

India’s credibility in global markets, strengthening the expectations channel by: 

• Making investors believe in long-term rupee stability. 

• Convincing domestic businesses to invest despite global headwinds. 

• Signalling commitment to open markets and fiscal prudence. 

This credibility effect is perhaps the most valuable macroeconomic dividend of diplomatic 

capital—aligning perfectly with Friedman’s monetarist worldview. 

6 Policy Implications 

The macroeconomic analysis of India’s multi-alignment strategy through the FREEDOM 

framework highlights not only opportunities but also a series of risks and trade-offs. 

Policymakers must balance short-term gains in diplomatic capital with long-term 

macroeconomic stability, ensuring that credibility—central to Friedman’s monetarism—is not 

eroded. This section discusses key policy implications across fiscal, monetary, and diplomatic 

domains. 
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6.1. Managing Energy Vulnerability 

India’s heavy dependence on imported crude oil and liquefied natural gas creates structural 

inflationary risks. While diplomatic relations with Russia, the Gulf states, and the United States 

have enabled access to discounted energy supplies, over-reliance on political goodwill exposes 

India to supply shocks and geopolitical bargaining. Policy should therefore emphasize: 

• Diversification of energy partners (beyond OPEC+ and Russia) to avoid 

overdependence. 

• Accelerated domestic transition to renewables, reducing the import bill over the 

medium term. 

• Strategic petroleum reserves expansion as a macro-stabilization instrument, 

insulating the economy from sudden oil price spikes. 

From Friedman’s perspective, preventing oil shocks from translating into persistent inflation 

requires credible monetary restraint: the Reserve Bank of India (RBI) must sterilize excess 

liquidity even if short-term growth slows. 

6.2. Fiscal Prudence and Deficit Discipline 

A core insight from monetarism is that fiscal indiscipline fuels inflationary pressures that 

cannot be contained by monetary policy alone. India’s multi-alignment generates significant 

inflows of capital and concessional financing (e.g., infrastructure loans from Japan, UAE 

sovereign funds, and FDI from the US). Yet, easy access to external financing may create a 

moral hazard, tempting the government to delay fiscal consolidation. Policy measures should 

include: 

• Anchoring the fiscal deficit below 4.5% of GDP by 2025–26, aligning with FRBM 

targets. 

• Ring-fencing external borrowing to productive capital expenditure rather than 

subsidies. 

• Enhancing fiscal transparency, ensuring that diplomatic capital does not mask 

unsustainable liabilities. 

In the FREEDOM framework, this reinforces the D (Deficit Control) and M (Monetary 

Discipline) dimensions, directly linked to Friedman’s insistence on long-term monetary 

credibility. 

6.3. Exchange Rate Management and External Credibility 

India’s rupee faces pressures from capital outflows during global uncertainty and from import-

driven current account deficits. Diplomatic capital helps secure stable forex reserves, but over-

reliance on bilateral swap lines or concessional credit carries risks if global sentiment turns 

adverse. Policy should prioritize: 

• Exchange rate flexibility to absorb external shocks while avoiding excessive 

intervention. 

• Prudent reserve accumulation to maintain investor confidence. 
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• Credible communication from the RBI, reinforcing expectations management—

critical to the FREEDOM pillar E (Expectations Management). 

Friedman consistently argued that expectations anchor inflation and exchange rate stability; 

thus, transparent communication is as important as intervention. 

6.4. Institutionalizing Multi-Alignment 

A potential challenge lies in institutional overreach: India’s foreign policy apparatus may 

struggle to balance numerous partnerships simultaneously. Diplomatic capital risks dilution if 

perceived as opportunistic rather than principled. Hence, India should: 

• Develop a rules-based diplomatic engagement framework, linking economic 

priorities with strategic partnerships. 

• Strengthen inter-ministerial coordination between the Ministry of External Affairs, 

Ministry of Finance, and RBI. 

• Institutionalize credibility by aligning foreign commitments with domestic 

macroeconomic reforms. 

This ensures that the FREEDOM framework is not a one-off strategy but a sustained policy 

mechanism. 

6.5 Guarding Against “Soft Dependence” 

While multi-alignment diversifies India’s partnerships, it may inadvertently create new forms 

of dependence—on Middle Eastern sovereign wealth funds for infrastructure, on Russian 

hydrocarbons for energy, or on US technology and markets for services exports. The policy 

response lies in fostering strategic autonomy, where diplomatic capital complements, rather 

than substitutes, domestic reform. In Friedman’s terms, external credibility cannot substitute 

for internal monetary discipline. 

 

6.6 Leveraging Diplomatic Capital for Domestic Reform 

Finally, diplomatic capital should not be viewed solely as an external insurance mechanism. 

Instead, it must catalyse internal reforms: 

• Improving ease of doing business to attract and retain FDI. 

• Deepening capital markets to reduce reliance on external debt. 

• Reinforcing institutional independence of the RBI and fiscal councils, enhancing 

long-term credibility. 

This closes the loop between international diplomacy and domestic macroeconomic 

management, anchoring both in Friedman’s central tenet: sustainable growth flows from stable 

and predictable policy frameworks. 
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Summary Table – Policy Implications within FREEDOM 

FREEDOM Pillar Policy Priority Risk if Neglected 

F – Foreign Exchange 

Stability 

Maintain reserve adequacy, 

exchange flexibility 
Volatile rupee, capital flight 

R – Resource Security 
Diversify energy suppliers, build 

reserves 

Oil shocks, imported 

inflation 

E – Export 

Competitiveness 

Strengthen FTAs, upgrade supply 

chains 

Trade deficits, lost market 

share 

E – Expectations Mgmt. RBI transparency, fiscal credibility 
Inflationary spirals, 

investor distrust 

D – Deficit Control Fiscal consolidation, cap subsidies 
Structural inflation, 

crowding out 

O – Open Markets Balanced FDI liberalization 
Dependence on volatile 

flows 

M – Monetary Discipline Tight liquidity, inflation targeting Credibility loss, stagflation 

 

7: Conclusion 

India’s pursuit of multi-alignment demonstrates that foreign policy can no longer be understood 

purely through the prism of geopolitics; it is equally a form of macroeconomic strategy. By 

systematically investing in “diplomatic capital,” India has created a portfolio of relationships 

that function like a diversified reserve asset, shielding the economy from shocks and enhancing 

long-term credibility. This shift mirrors Milton Friedman’s monetarist insight that stability and 

credibility are themselves economic resources — intangible yet decisive in shaping 

expectations, trade flows, and investment outcomes. 

The FREEDOM framework developed in this study provides an integrated analytical tool to 

evaluate how diplomatic capital transmits into the economy. Each pillar — Foreign Exchange 

Stability, Resource Security, Export Competitiveness, Expectations Management, Deficit 

Control, Open Markets, and Monetary Discipline — captures a distinct channel through 

which international partnerships reinforce macroeconomic stability. Together, these elements 

underscore that foreign relations are not peripheral to economic growth but central to its 

architecture. 

A powerful metaphor emerged when envisioning the FREEDOM compass: India’s diplomatic 

engagements act as the directional bearings of an economic journey. Like a compass that 

steadies a traveller through uncertain terrain, multi-alignment points the Indian economy 

toward stability amid volatile global currents. When oil prices rise, energy diplomacy tilts the 

compass back toward balance. When global demand softens, services exports provide a 
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recalibration. Each directional adjustment, guided by diplomatic capital, sustains the 

economy’s path. 

Policy implications are twofold. First, sustaining this model requires maintaining credibility in 

both foreign and economic policy. Just as Friedman warned against the destabilizing effects of 

inflationary financing, India must avoid the temptation of over-leveraging diplomatic capital 

without commensurate domestic discipline. Second, diplomatic capital should not be seen 

merely as a defensive hedge but as an active growth driver — expanding trade agreements, 

securing supply chains, and shaping multilateral norms. 

Ultimately, India’s multi-alignment strategy represents a new frontier in macroeconomic 

thought. Where Friedman emphasized the centrality of money in economic stability, India 

demonstrates that in a globalized era, credibility, trust, and strategic partnerships are 

extensions of that same stabilizing force. In this sense, diplomatic capital is not separate from 

money but its modern complement: a non-monetary asset that ensures monetary and 

macroeconomic discipline can endure in an uncertain world. 

The FREEDOM framework thus offers scholars and policymakers a way to see diplomacy not 

as a soft art but as a hard instrument of economic resilience. For India, this alignment of 

geopolitics and macroeconomics is not only a strategy — it is the foundation of its ascent as a 

stable, credible, and influential power in the 21st century 
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