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From the Editor’s Desk 

 

Friends 

In true Indian style, our student body elections were full of chaos, controversies, soap-box drama and 

finally jubilation. Nothing less than a masala bollywood movie!! So now we have our IMF in place 

along with club co-ordinators and CRC. Team Infineeti congratulates all the student body holders and 

wishes them luck with handling this tough batch of ours. 

What to expect in this issue? Well, this time we get over all those foreigner dudes. Saswat explores the 

life of our very own Amartya Sen, the Pride of Bengal and yeah, expect some real life nirvana lessons 

from him. Then we have an exclusive article by Ankur in collaboration with Mr. Morrison Bonpasse 

who will let you know why we need a single global currency. Sounds strange! But does our finance 

minister care about currency? Well he has a lot on his mind with just hours to go for the Union Budget 

and Aamir will tell you what to expect this time. Moving ahead, Mohit catches the excitement and big 

bucks surrounding the IPL cricket series. And who knows, IPL may just overtake EPL in worldwide 

popularity. 

Cricket is certainly decoupled but can we say the same for Indian economy? Prashant explains the 

same using recoupling-decoupling theories which weigh the current situation of emerging markets 

with regards to the economic health of USA. Not to miss out on the fun part, Shubhojeet fun-ances 

Gulfam Bhai with consulting ideas on how to tackle competition. Will it turn out to be our batch‘s first 

live project…only time will tell! Further down the line, the sub-prime ghost is back to haunt us and 

Garimella finds out how this time India is being impacted. And finally Gaurav, our co-ordinator gives 

the stock market coverage for this month including returns that we could have earned by following the 

pick of the month from earlier issues. 

So as this trimester concludes, here‘s wishing everybody all the best for end-terms. 

Cheers! 

The Editor 
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Meet the New Co-ordinators 
 

For every bit of creation comes with huge team effort, strategy, synergy among the members 

and above all leadership. The Finance club of IIFT Kolkata, Cash-O-Nova, is proud to present 

the finance magazine Infineeti as combined effort from an enthusiastic batch of students, 

month after month. The first effort came into fruition way back in March 07. Since then with 

every issue we were exposed to a number of quality articles on different topics in the financial 

domain. Today this magazine acts as an excellent platform for all the students from both full 

time and part time batches in IIFT Kolkata, as well as in IIFT Delhi to showcase their finance 

acumen. Thus it has set the benchmark to take this legacy forward. 

We, as newly elected coordinators of Cash-O-Nova club have a goal to ensure this collaborative 

effort rides more steps of success. We have several plans of action regarding this much coveted 

glory of Infineeti and will be requiring full support from all the students. Some of our focus ar-

eas would be: 

 Creating a ‗Guest Column‘ where we will be inviting articles from the corporates. 

 There would be another space for ‗Alumni Insight‘ for topic discussions from an IIFT 

alumnus. 

 Interviewing representatives from reputed organizations on relevant financial topics and 

have an article on the same. 

 Having associations with financial institutions for every monthly issue. 

We take the opportunity to extend our gratitude to Johan, Daanish and Praveen for their excel-

lent work. Finally, we wish all the very best to our seniors, the maiden batch of IIFT Kolkata, for 

an exciting road ahead in the corporate world. 

 

Happy reading! 

Gaurav Dhanani and Diptangshu Chatterjee 

Co-ordinators, Cash-O-Nova. 
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DUDE OF THE MONTH: 

অমর্্তয কুমার : Ômorto Kumar Shen 

B ut for Fr Jesurajan, I 
wouldn‘t have read the 

paragraphs of ‗The argumen-
tative Indian‘. It changed my 
perception for the people 
around me and made me be-
lieve in the fact that Indians 
by nature are very argumen-
tative. Discussions, argu-
ments, analysis, application 
of logic, the openness to ac-
cept other people‘s opinions, 
unbiased thinking is crucial 
to the development of scien-
tific thought. The Indian tra-
dition has encouraged all 
these and I can see the naked 
drama even in my class, 
which inspired me to explore 
the books and thoughts of 
Amartya Sen! 

Amartya Kumar Sen, son of 
Amita Sen and Ashutosh 
Sen, was born on 
3rd November 1933 at 
Shantiniketan, Bengal. He 
received his initial education 
at Shantiniketan and then in 
Presidency College, Kolkata.  
Sen, who proudly wears his 
Indian citizenship on his 
sleeve, was born into a scho-
lastic tradition. His maternal 
grandfather Acharya Kshiti-
mohan Sen was a venerable 
Sanskrit scholar who assisted 
Tagore in his office work at 
Santiniketan. Sen's father, 
Ashutosh, was an agro-
scientist who headed the 
state's Public Service Com-
mission. As a 10-year-old 

boy, Sen saw -- from the 
safety of the ancestral home in 
Dhaka -- the 1943 Bengal 
famine, a man-made catastro-
phe in which five million died. 
That childhood experience 
made a difference. Sen remi-
nisced, in an interview in 
1986, of dying beggars clam-
ouring for "a few drops of rice 
starch". The experience, like 
an ulcer on the membrane of 
memory, stayed on, and per-
haps drove him on a life-long 
quest for the tools to measure 
the underlying reasons of 
food, educational and gender-
related deprivations. These 
traumatic incidents directed 
Sen to a relentless study of the 
economic mechanism under-
lying famines and poverty.   
 
Amartya Sen joined Trinity 
College, Cambridge in 1953. 
He became the youngest 
chairman of the Department 
of Economics, Jadavpur Uni-
versity, at the age of 23. From 
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1956 till 1998, he was profes-
sor of economics at various 
universities in India and 
abroad. The wonder kid of 
the '50s Presidency College 
has grown, over the decades, 
into a consummate scholar. 
His forays into philosophy 
are well known. Mind, the 
authoritative US journal of 
philosophy, has published his 
paper on rationality and jus-
tice. In Oxford, the late phi-
losopher Bimal Krishna 
Matilal was among his best 
friends. Sen still takes time 
off to brush up on his San-
skrit classics, Tagore and 
even the latest Bengali pulp 
fiction appearing in the puja 
annuals (Read: The Argu-
mentative Indian). Indeed, 
Sen has revived the fading 
tradition of the economist 
being more than a mere 
number cruncher. He be-
longs to the tradition of 
Adam Smith, Marx, Keynes 
and even Hayek. Sen's contri-
butions on 
welfare eco-
nomics and 
definition of 
poverty in re-
lation to devel-
opment have 
offered a new 
philosophy 
and an alter-
native way to 
solid economic 
development. 
He was of the 
opinion that 
the World 
Bank system 
of ranking 

countries ac-
cording to the 
GNP and sav-
ing rates was 
not enough 
and he helped 
to create the 
United Na-
tions Human 
Development 
Index which 
has now be-
come the most 
authoritative 
international 
source of wel-
fare compari-
sons between 
countries. 
Some of his 
works include 
'Choice of 
Techniques', ' 
Collective 
Choice and So-
cial Welfare', ' 
Poverty and 
Famines', ' De-
velopment as Freedom' etc. 

 
Sen is the sixth 
Indian to get the 
Nobel and the 
first Asian winner 
of the Economics 
Prize. Some of 
the honours to 
his credit are 
'Indira Gandhi 
Gold Medal 
Award' of the Asi-
atic Society 
(1994), 'Nobel 
prize for Eco-
nomics' (1998) 
for his work on 
'The poorest peo-

ple in Society', 'Eisenhower 
Medal' from USA (2000), 
'Honorary Companion of 
Honour' from UK (2000). He 
also received 'Bharat Ratna', 
the highest civilian award in 
India. He has been honoured 
with Honorary D.Litt degree 
and fellowships of a large 
number of Indian and Foreign 
universities and institutes of 
repute.  
Not given to ostentation, Sen 
is very cautious about money. 
A prudent investor, he has 
moved to Britain but has re-
tained his house in Harvard, 
which he visits every few 
weeks. At Cambridge, he uses 
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a decent 
Ford Taurus 
and keeps an 
impressive 
wine cellar. 
However, 
Sen's per-
sonal life has 
been less 
settled. He 
went 
through a 
painful di-
vorce from 
Nabanita 
Dev, his first 
wife and litterateur, to 
marry Eva Colorni, the ex-
wife of a DSE colleague. Af-
ter Eva's death, he married 
Emma Rothschild, a mem-
ber of the famous clan, who 
is known as economic histo-
rian and teaches philosophy 
at Cambridge. Now living in 
Harvard, with his third 
wife, this genius has spent a 
lifetime fighting poverty 
with analysis rather than 
activism. He was also a 
close companion of Ameri-
can philosopher Martha 
Nusbaum. He is the father 
of four cross-cultural chil-
dren, all of them carrying 
Indian names: Antara, Nan-
dana, Indrani and Kabir. 
Tell me one reason why 
shouldn‘t I call him a 
DUDE? 
 
I did not want to give any 
information about Mr. Sen 
which can be found in 
abundance over the internet 
but I wanted to share some 

knowledge and my 
rationale for term-
ing him as the 
‗Dude of the 
Month‘ as of late, I 
even grabbed my 
hands on his arti-
cle: ‘More Than 
100 Million 
Women are 
missing’.  
 
So it all comes 
down to this. 
Three beautiful 
and intelligent 

wives (Nabaneeta Dev, Eva 
Colorni, Emma Rothschild) 
in a single life, an exquisite 
brain to pen down gracious 
thoughts, a Noble prize and 
his association to ‗Bengal‘ 
obviously pronounces that he 
is a real life dude. If anyone 
is seriously searching for 

some ‗nirvana‘ and is con-
cerned about welfare econom-
ics, you can contact him this 
season through his assistant 
staff at Harvard. 
 
Shelley Rich 
Littauer 204 , Harvard Uni-
versity Department of Eco-
nomics. 
E-Mail: 
slrich@fas.harvard.edu 
Tel: 617-496-0084 
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SINGLE GLOBAL CURRENCY-- COMMON CENTS FOR WORLD 

“ A global economy re-

quires a global currency‖- 

Paul Volcker, former US Fed-

eral Reserve Chair. 

 

How does this sound? A sin-

gle currency for the whole 

world! Doubts had been 

raised when Euro was 

adopted by the EU countries. 

The practicality of single cur-

rency for Europe was ques-

tioned. But ‗Single Global 

Currency‘ takes the econom-

ics to a whole new level. Does 

it sound superfluous? Well, 

all I can say is that think 

about it. I have been in touch 

with Mr. Morrison Bonpasse, 

Director of Single Global 

Currency Association 

(www.singleglobalcurrency.o

rg). Single Global Currency 

Association is dedicated to 

the goal of implementing 

Global Currency for the 

world within a global mone-

tary union and managed by a 

Global Central Bank by 

2024. They want to achieve 

this goal through education 

and persuasion. This theory 

is doing rounds in USA and 

Europe but has not really 

caught up in Asian countries. 

We, the students at IIFT Kol-

kata, have taken the initiative 

to spread the word in India 

through articles in media. 

And we start it with our very 

own finance magazine, In-

fineeti. This article has been 

written with valuable inputs 

from Mr. Morrison Bonpasse 

along with quotes from his 

book Single Global Currency 

– Common Cents for the 

World 

 

With the increase in Global-

ization, foreign trade be-

tween countries is increasing 

at a phenomenal pace. This 

leads to increase in currency 

transactions across different 

countries. This transaction of 

currencies involves certain 

costs including exchange 

fees, hedging currency fluc-

tuation cost etc. These tasks 

add up to an average of about 

5% of revenue for Interna-

tional Business. This huge 

cost is an unnecessary bur-

den for conducting Interna-

tional Business. This leads us 

to an issue of implementing 

Single Global Currency 

across the world to be man-

aged by a Global Central 

Bank within a Global Mone-

tary Union or in other words, 

a "3-G" world. 

 

For approximately 2,500 

years, the world has lived with 

multiple currencies and we 

have coped with the differ-

ences in valuations of goods 

and services by different cur-

rencies, and with their unpre-

dictable fluctuations. The 

valuation discrepancies and 

the fluctuations are expensive, 
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but have been assumed to be 

a necessary part of living and 

working in an increasingly 

globalize, but still multicur-

rency world. The only way to 

eliminate those fluctuations 

over the long term is to re-

duce the number of curren-

cies to one, within a Global 

Monetary Union. While 

monetary unions have been 

tried many times, it was in 

the 20th century that their 

prospects for long term suc-

cess were assured when cen-

tral banks became an integral 

part of every monetary union 

and when member country 

currencies were replaced by 

the currency of the monetary 

union. 

 

EU LEADS THE WAY… 

Led by the example of the 

European Monetary Union, 

countries around the world 

are exploring the creation 

and expansion of monetary 

unions.  However, the largest 

benefits of monetary union 

will come only with the es-

tablishment of a Global 

Monetary Union where there 

are zero transaction costs for 

foreign exchange trading 

within the 13 member mone-

tary union, and zero fluctua-

tions of values of goods and 

services due to currency 

changes. Long dismissed as 

utopian, a Global Monetary 

Union is the inevitable con-

clusion of the ongoing trend 

toward a smaller number of 

currencies. The questions re-

maining are how long 

the implementation 

process will take and 

how much additional 

cost, risk and loss will 

be borne during that 

process? 

 

Every trading day, 

the equivalent of $2.5 trillion 

is exchanged on the foreign 

exchange markets around the 

world.  Much of that money is 

needed to enable businesses 

to conduct their operations 

for their global customers 

who use different currencies. 

This multicurrency system is 

costly in several ways, begin-

ning with transaction costs. 

Transaction costs are the fees 

charged to trade currencies, 

which go to pay the wages of 

the traders and all the corpo-

rate and informal infrastruc-

tures which support them, 

and the purchases and main-

tenance of the computers and 

all the associated costs of buy-

ing and selling complex secu-

rities. These costs are often 

invisible as they are bundled 

into transactions, and they 

must be calculated and ex-

tracted from the total costs. 

The European Council's 1990 

study, One Market, One 

Money, cited a 1988 Belgian 

experiment which involved a 

hypothetical person traveling 
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through 10 European Com-

munity countries and con-

verting all his/her cash at 

each border. Beginning with 

40,000 Belgian francs, the 

traveler ended the hypotheti-

cal journey with 21,300 Bel-

gian francs, showing a cost of 

47 percent, for an average of 

4.7 percent cost for each 

transaction. If a similar trav-

eler had traveled in 2008 

from Belgium with €40,000 

to all of the 146 other cur-

rency areas, with each charg-

ing 4.7 percent for currency 

exchanges on average, his or 

her funds would have dimin-

ished to less than €1,000 by 

the 78th currency, and 

dropped to €35.45 by the 

146th.  

 

In studies prepared during 

the run-up to the introduc-

tion of the euro, it was esti-

mated that foreign exchange 

transaction costs were ap-

proximately 0.3 percent 

(.003) of the value of the cur-

rency being traded. Applying 

that percentage to the daily 

$2.5 trillion traded, the daily 

worldwide transactions cost 

would be $7.5 billion. Using a 

260 trading day year, the an-

nual cost to the world would 

be $1.95 trillion per year. 

Since the European Commis-

sion studies were done fifteen 

years ago, the automation of 

the currency markets has 

continued and the percent-

age costs of trading have 

dropped. To be conservative 

about the current transaction 

costs, it is assumed that the 

average transaction cost is 

0.062 percent, (.00062) of 

the value of the transactions, 

and thus one-fifth of the 0.3 

percent level previously de-

termined in the 1990 Euro-

pean Commission study. This 

estimate includes the initial 

foreign exchange trading 

costs as well as all the 

charges and markups to cus-

tomers at various levels, and 

it's applied only to the total 

for "traditional" foreign ex-

change transactions, and 

does not include the dollar 

volume for derivatives or over

-the-counter transactions. At 

the 0.062 percent rate, the 

annual worldwide transaction 

costs for foreign exchange 

trading are estimated to be 

$403 billion, which are 

rounded to $400 billion here.   

 

International corporations 

make investments and sell 

products and services around 

the world and must constantly 

be on the alert for currency 

risk. They have to price their 

products and services in the 

currencies of their customers 

and always be alert that the 

exchange rates will not elimi-

nate their profits. In addition 

to paying a percentage on all 

their foreign exchange trans-

(Continued on page 11) 
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actions, international cor-

porations have to cope with 

the fluctuations of foreign 

exchange values, in two ar-

eas: reporting and world-

wide allocation of re-

sources. It's estimated that 

Nissan Motor gains about 

$440 million in profits for 

each 1 percent drop in 

value of the yen against the 

US dollar. For Toyota, the 

gain would be about $1.2 

billion. The reverse would 

also be true, but do these 

possible shifts make cents? 

Why should the fortunes of 

these companies be so sub-

ject to the whims of cur-

rency values over which the 

corporations have no con-

trol? Honda stated in its 

2004 Annual Report that it 

"generates a substantial 

portion of its revenues in 

currencies other than the 

Yen. Honda's results of op-

erations would be adversely 

affected by an appreciation 

of the Yen against other 

currencies, in particular the 

US dollar." 

One of the widest fluctua-

tions in currency values, 

the 70 percent increase of 

the yen to the US dollar be-

tween 1995 and 1998, may 

have thrown many other-

wise healthy firms into 

bankruptcy. Further, he 

surmises that the prolonged 

nature of the late 1990s--

2000s recession in Japan 

was partly caused by Japa-

nese firms investing in other 

currency areas in order to 

hedge against losses in yen 

due to currency fluctuations. 

 

RELEVANCE TO INDIA… 

Indian Currency has appreci-

ated by about 12% in the year 

2007-08. The most signifi-

cant impact of the appreciat-

ing rupee is the pressure on 

margins on Indian Exports. 

Exporters are running short 

on margins and export units 

are shutting down at an in-

exorable pace. Reserve Bank 

of India is also having a 

tough time to control rupee 

appreciation. To regulate the 

rupee from appreciating ‗too 

much‘, the RBI has to steadily 

buy dollars. That immediately 

increases money supply; and 

an inflation-sensitive central 

bank then has to suck out the 

extra money by auctioning 

government securities (G-

secs). It also has to invest the 

dollars in US treasury bills (T-

bills). Since the interest on US 

T-bills is lower than that on 

Indian G-secs, government 

has to take a hit. 

Moving the world to a Single 

Global Currency, managed by 

a Global Central Bank within 

a Global Monetary Union will 

eliminate these costs and 

risks. While the precise design 

of the structure of the union 

and central bank await nego-

tiations among the stake-

holders at future international 

monetary conferences, it 

seems likely that the Global 

Central Bank will be similar to 

the European Central Bank 

and the central banks of other 

monetary unions. Implement-

ing the Single Global Cur-

rency will bring considerable 

benefit to almost everyone in 

the world and business can 

play a substantial role in mov-

ing the world in that direc-

tion.  The years 2024, 2034 or 

even 2044 are not so far away 

that business cannot begin 

researching, planning and or-

ganizing now. 
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A s the D-day sets in for 
the declaration of In-

dia‘s much awaited budget 
for the year 2008-2009, one 
can feel the waves of hope 
and expectation amongst the 
citizens of the biggest democ-
racy of the world. The initia-
tives taken up by The Eco-
nomic Times to voice the de-
mands of the common man 
have been widely applauded 
and this mirrors the growing 
involvement of ―Aam Aadmi‖ 
in shaping the future of the 
country. Hon‘ble finance 
minister Mr.P.Chidambaram 
has an onerous task ahead of 
chalking down a policy which 
can ensure a robust growth of 
more than 8%, check the in-
flation and see the govern-

ment walk through the next 
parliamentary elections 
scheduled to be held in the 
year 2009. 
 
FISCAL SCENARIO 
The Union budget lays down 
the guidelines and pro-
nouncements on different 
types of taxes, financial allo-
cation for various heads and 
development plan for various 
sectors. It is an important 
source of information on 
government finances. Having 
said this let‘s look into the 
current fiscal situation of the 
government.  
 
Fiscal deficit is defined as the 
difference between the gov-
ernment‘s non-borrowed re-

ceipts and the entire expendi-
ture. Government‘s non-
borrowed receipt consists of 
revenue receipts, loan repay-
ments and miscellaneous 
capital receipts from disin-
vestment proceeds. According 
to the provisions in Fiscal Re-
sponsibility and Budget Man-
agement Act 2003, the reve-
nue deficit as a ratio of GDP 
should be brought down by 
0.5 per cent every year and be 
eliminated by 2007-08. The 
fiscal deficit as a ratio of GDP 
should be reduced by 0.3 per 
cent every year and brought 
down to 3 per cent by 2008-
09. Over and above this, total 
liability of the Union Govern-
ment should not rise by more 
than 9 per cent a year. In 
2007-2008, GDP growth is 
likely to be above the budget 
estimate of 7.5%. Taking this 
into consideration the fiscal 
deficit target of 3% mandated 
for 2008-2009 is likely to be 
met in the current fiscal. 
However if we take the sixth 
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pay commission into account 
for the fiscal 2008-2009, we 
will be running short of the 
target by a few points. How-
ever India‘s fiscal turnaround 
is appreciable because all 
these years it is the revenue 
that has improved and there 
has been a very little com-
pression towards the expen-
diture side of the govern-
ment. The improved fiscal 
position will help the finance 
minister allocate funds to the 
ailing industries and boost 
investments in sectors which 
are in desperate need.  
 
Moving ahead, let‘s focus on 
the desirable aspects of the 
Union Budget 2008-2009. 
The industrial growth rate 
was pushed down to 7.6% in 
December 2007 from 13.4% 
in the corresponding month 

in 2006. This was mainly due 
to the decline in the growth 
rate of the manufacturing 
and consumer durables sec-
tor. The manufacturing sec-
tor decelerated to 8.4% from 
14.5% in the corresponding 
period of last financial year. 
Further due to the uncer-
tainty surrounding the global 
scenario the finance 
ministry has to chalk 
down a budget which 
could ensure insula-
tion from the global 
factors. The Union 
Budget should adopt 
a pro-active stance 
towards promoting 
growth and stability. 
As a direct boost to 
consumer spending, 
the budget should 
include some cut in 
indirect taxes on 

consumer goods, par-
ticularly in segments 
where the multiplier 
effects are high. The 
total tax collection has 
been around 300,000 
crore, an increase of 
about 40% from the 
previous years. There-
fore there may also be 
a case for some reduc-
tion in the direct tax 
rates, particularly since 
direct tax collections, 
for the first time, has 
crossed indirect tax 
collections. This will 
give a breather to the 
general public and will 
put some more money 
in their pocket to 
spend.  

 
The other major concern of 
the government is keeping the 
inflation under check. How-
ever the increasing prices of 
petroleum products is making 
this very difficult. The oil sec-
tor is the single largest source 
of revenue for the center and 
the states. In 2006-2007, the 

Volume 2, Issue 2 

Page 12 

The total tax collection has been 

around 300,000 crore, an increase of 

about 40% from the previous years. 

Therefore there may also be a case 

for some reduction in the direct tax 

rates, particularly since direct tax 

collections, for the first time, has 

crossed indirect tax collections.  



central exchequer collected 
Rs 93,802 crore from oil sec-
tor through various taxes and 
duties while for states col-
lected Rs 62,121 crore. In or-
der to cushion the effects of 
the increasing prices of pe-
troleum products and the in-
creasing amount of under-
recoveries of the oil compa-
nies, the government should 
reconsider the taxes and cus-
tom duties imposed upon pe-
troleum related products. 
Speculation is that the excise 
duty on petrol is to be cut ef-
fectively by around Re1/litre. 
A one rupee rate cut reduces 
under-recoveries of oil com-
panies by Rs 6650 cr. The 
present scenario requires an 
increase of Rs 7.2/litre for 
petrol, 9.94 for diesel, PDS 
kerosene by Rs 19.89 and do-
mestic LPG by Rs 331.34/
cylinder in order to offset the 
present under-recoveries of 
the oil companies. Present 
excise duty on petrol is about 
Rs 15/litre and on diesel 
about Rs 5/litre. Similarly a 
softer stance on the custom 
duties for oil products will 
give a boost to the oil compa-
nies and will absorb the risk 
of increasing inflation. 
 
The rapid growth of the In-
dian economy is increasing 
the pressure on the power 
sector. Shortage of power 
continues to be the major 
constraint on economic 
growth. The Rajiv Gandhi 
Grameen Vidyutikaran Yo-
jana (RGGVY) is a key initia-
tive providing electricity ac-

cess to all households and 
actually connecting all below 
poverty line households. 
However, the success of this 
effort depends critically upon 
a d e q u a t e 
availabil ity 
of electricity 
and actual 
e lectr i f ica-
tion of all 
households. 
According to 
the proposed 
11th five year 
plan, utility 
based gen-
e r a t i o n 
should in-
crease by 
60,000 MW 
in order to 
keep pace 
with 8-9% 
growth rate. 
The overall 
increase in 
power gen-

eration is to be 
around 78,500 MW. 
The funding required 
for generation is 
about Rs 1,060,000 
crore. Power sector 
does not have suffi-
cient funds. This is 
the biggest bottleneck 
for the given sector. 
The gap between the 
demand and the re-
sources available is 
around Rs 450,000 
crore. In order to 
raise funds the power 
ministry has pro-
posed that banks and 
power sector finan-

cial institutions should be al-
lowed to issue bonds to mobi-
lize around Rs 50,000 crore 
during the 11th five year plan. 
They have also requested that 
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power sector should 
be included in the 
priority sector lend-
ing targets of banks. 
Banks give 40% of 
their credit to the 
priority sector lend-
ing which consist of 
agriculture, SME 
and export sector. 
This will help the 
power sector to raise 
Rs 200,000 crore. In 
order to attract for-
eign capital the 
power ministry has 
proposed the finance 
ministry to give 
benefits to the power 
sector venture capi-
tal funds. Therefore 
the venture capital-
ists might see some 
tax exemptions com-
ing their way. Funds 
in the power sector are mobi-
lized through Power Finance 
Corporation and Rural Elec-
trification Corporation. Since 
they are NBFCs, they have 
restrictions in mobilization of 
funds through the ECB route. 
The power ministry might 
see some leeway in this direc-
tion as well. It is also likely 
that coal mining activity will 
be accorded infrastructure 
status, enabling it to get tax 
holiday. This would also 
benefit power projects that 
are now obtaining captive 
coal mines.  
Cost of primary education is 
going to increase in the near 
future. This will affect those 
coming from the poor house-
holds. Cost of education at 

primary level is double as 
compared to that of univer-
sity level. A lot of subsidies 
are available at the university 
level. At the university level 
where educational resources 
are much more subsidized, 
the poor people cannot reach 
up to that level since they are 
unable to overcome the ini-
tial barriers of primary edu-
cation. Therefore we might 
see some discussion related 
to this issue in the upcoming 
budget. 
The deceleration in the agri-
culture sector has become a 
cause of concern for the gov-
ernment. A debt relief pack-
age is being worked upon by 
the finance ministry. Accord-
ing to the reports, the public 

sector banks will waive off 
90% of the loans due on small 
farmers. Mid-sized and big 
farmers would be waived off 
25% of the loan amount. Agri-
culture sector is one of the 
priority sectors and the fi-
nance ministry is thinking of 
increasing the credit limit 
from Rs 225,000 crore to Rs 
250,000 crore. However the 
finance ministry is planning 
for a lower fertilizer subsidy 
in this budget. The budget al-
location for fertilizer subsidy 
is expected to be less than Rs 
45,000, applicable in 2007. 
The government sources said 
that only Rs 26,000 crores 
will be available as conces-
sions and subsidies during 
2008-09 which results in a 
huge shortfall, of almost Rs 
20,000 crores.  
Union budget 2008-2009 will 

be the groundwork for the 11th 

five year plan of the country. 

Therefore the finance minis-

try has to be extremely cau-

tious in laying out its plan. 

The growing instability in the 

global economy and the up-

coming elections will keep the 

finance minister burning the 

midnight oil for the next few 

days. Wishing him all the very 

best for a successful budget 

plan 2008-2009!! 
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LEAGUE APART: IPL TWENTY20 SERIES 

I t was bound to happen. The 

doctor finally got a taste of 

his own medicine. What goes 

around comes around. Puz-

zled?? Well, these clichés can 

perhaps express, though only to 

a certain extent, what happened 

to our Jharkhand boy MS Dhoni 

a few days back. After having 

clobbered bowlers from all over 

the world for sixes, 20th Feb 

2008 saw Dhoni himself going 

for a six. However, the stage 

was not some low profile cricket 

ground where a charity match 

was being played wherein 

Dhoni decided to try his hands 

at off spin and got hit for a six. 

The stage was set in Hotel Hil-

ton in Mumbai and the occasion 

was the Indian Premier League 

(IPL) auction of players where 

Dhoni fetched himself a price of 

Rs 6 crore. 

HERE COMES THE MONEY… 

The scene would have been 

quite similar to what is often 

witnessed at the B-schools dur-

ing campus recruitments. Re-

cruiters lining up to take the 

best students that the B-school 

have to offer a profile and some 

students walk away with fat 

paychecks while some have to 

settle for perhaps less than 

what they thought they de-

served. The only difference was 

that the players themselves 

were not present on the scene 

and there were no case studies, 

no group discussions and no 

interviews. The table below will 

provide a snapshot of what all 

has transpired so far in the IPL. 

To put it simply, IPL is a Twen-

ty20 based cricket competition 

created by the Board of Cricket 

Control in India (BCCI). It will 

have 8 teams comprising a mix 

of local and international play-

ers fighting it out over a couple 

of month‘s time for approx. $3 

million of prize money. While 

BCCI may run around claiming 

IPL was its brainchild; the reality 

could well be that it is nothing 

but BCCI‘s response to the In-

dian Cricket League (ICL). One 

difference between IPL and ICL 

is that while IPL is ICC-

approved; ICL was not. The IPL 

is unique in the sense that the 

eight participant teams have 
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From the 11th year, team 

owners will have to pay a 

certain percentage of their 

revenue to the BCCI to get 

a life-time license. Indian 

real estate developer DLF 

Universal has secured the 

exclusive rights to the IPL 

title sponsorship worth Rs 

200 crore for 5 years.  



been offered to franchisee 

through a bidding process and 

even the players were put up on 

auction for the same. These 

franchisees are free to run their 

teams and can even bring in 

their own sponsors. Franchisees 

are even free to list their teams 

on the stock exchange, an inter-

esting concept to say the least. 

The broadcasting rights have 

been won by Sony Entertain-

ment, a division of Japan‘s Sony 

Corp and the Asia-based World 

Sports Group (WSG) for a pe-

riod of ten years, for more than 

US $1 billion. 

 

INDIAN CRICKET LEAGUE 

Last year saw Subhash Chandra 

getting frustrated by his failing 

attempts at getting the broad-

casting rights to cricket matches 

and announcing the launch of 

Indian Cricket League (ICL). It 

saw six teams slogging it out 

under lights at the Tau Devi Lal 

stadium in Panchkula in a 

Twenty20 tournament for $1 

million prize money. The league 

brought together some re-

nowned international players 

like Stuart Law, Russel Arnold, 

Shabbir Ahmed, Inzamam-ul-

Haq, Nicky Boje, Chris Harris, 

Craig McMillan, Lance Kluse-

ner, Marvan Atapattu, Brian 

Lara, Nathan Astle, Chris 

Cairns, and Andrew Hall. For-

mer greats like Dean Jones, 

Tony Greig and Kapil Dev were 

hired as board members. 

The timing of ICL couldn‘t have 

been much better. India had 

come back from what was an 

embarrassment to say the least 

at the 2007 cricket world cup 

held in the West Indies. Ber-

muda was the only team we 

managed to beat (mind you we 

did it by 250 odd runs and we 

also beat Netherlands & West 

Indies in the warm-up matches). 

There was disappointment all 

around the country and the fans 

were desperately looking for 

something new. The spark was 

provided by the Twenty 20 

World Cup in South Africa. 

Nothing of this sort had hap-

pened before and nobody was 

quite sure what to expect. No 

doubt that we Indians liked it all 

the more as we beat Pakistan in a 

see-saw final but even from a 

neutral perspective, the tourna-

ment was a huge success. The 

event single-handedly turned the 

declining fortunes of the Indian 

players and the Indian cricket. 

The time seemed right to cash in 

on the Twenty 20 craze which 

had gripped the nation. 

However, there was lot of mud-

slinging that went on between 

the ICL and the BCCI over issues 

like BCCI threatening action 
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against players who join ICL 

and BCCI‘s attempts to stop ICL 

from using stadiums to host its 

matches. It was not only BCCI 

who was in loggerheads with 

the ICL, but it even led to rifts 

between players and their re-

spective cricket boards. For ob-

vious reasons, the ICL was not 

recognized by the ICC. Shortly 

before the conclusion of its in-

augural tournament, the ICL 

announced its plans for expan-

sion, which include a fifty over 

tournament in February 2008, 

and the expansion of the ICL 

Indian Championship to eight 

teams for the second tourna-

ment, due to be held in Septem-

ber and October 2008. It also 

hinted at taking a modified ver-

sion of the game to North 

America to capitalize on the 

huge Indian Diasporas there. 

 

IPL – THE NITTY GRITTIES 

The franchisee revenue will be 

divided into two sections. The 

first is centralized revenue 

which covers the title sponsor-

ship, media (mainly TV) rights 

and official umpires‘ sponsor-

ships. The second one primarily 

deals with team naming rights, 

team shirt sponsorship and 

ticketing revenues. However, in 

spite of all this, the league will 

not be a profitable venture for 

at least the first two years. Like 

any other business, this will 

take at least three years to break 

even. While the total base price 

for auction was US$400 million, 

the auction fetched US$723.59 

million. 

The franchisee will have to bear 

the minimum cost of the players‘ 

salary that would lie anywhere 

between $3.2 million to $4 mil-

lion. Then, there are other ex-

penses like travel, accommoda-

tion, office and support staff‘s 

salaries, team management, 

coach, training and preparation, 

insurance, stadium leases and 

floodlights, marketing and pro-

motional cost. Hence, to make it 

lucrative for the franchisee, the 

IPL has granted a 10-year own-

ership initially. From the 11th 

year, team 

owners will 

have to pay a 

certain per-

centage of 

their revenue 

to the BCCI to 

get a life-time 

license. Indian 

real estate de-

veloper DLF 

Universal has 

secured the 

exclusive 

rights to the 

IPL title spon-

sorship worth 

Rs 200 crore 

for 5 years. 

Each team 

will have a 

pool of 16 

players, with a 

maximum of 8 
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foreign players and a minimum 

of 4 under-22 players. Addition-

ally, at least four players must 

be from the catchment area 

where the team is based. Then 

we have the concept of ‗Icon‘ 

players who will play only from 

their respective city‘s or state‘s 

team and will get a compensa-

tion of the order of 15% more 

than the highest bid for any 

player which their franchisee 

has made. These players are Ra-

hul Dravid, Sourav Ganguly, 

Sachin Tendulkar, Virender 

Sehwag and Yuvraj Singh. 

 

SOCCERIZATION OF CRICKET 

This sudden Twenty20 rush, be 

it in IPL or ICL or even in the 

domestic cricket of countries 

like Australia, England, South 

Africa and West Indies has 

drawn the ire of many, espe-

cially the fans of the test cricket. 

They see it as a blind rush for 

money which might end up kill-

ing the game altogether. How-

ever, the supporters claim that 

they are fostering innovation 

and are giving the specta-

tors what they want and 

what they enjoy more 

and so there‘s nothing 

wrong in that. 

I tend to agree with the 

latter camp simply be-

cause I like soccer more 

than cricket. We have 

been talking a lot about 

the commercialization of 

cricket and how big 

money has entered the 

game and all. However, I 

believe that the trend 

emerging lately is that 

the cricket is being 

―soccerized‖ more and more 

which, seeing the popularity of 

soccer around the whole wide 

world, might not be a bad thing 

to do at all. As we have in soc-

cer, we have football leagues in 

major countries like the EPL in 

England, the Spanish La Liga, 

the Italian Serie A and then we 

have inter-league competitions 

like the Champions League and 

the UEFA Cup. These club sides 

bring together players of differ-

ent nationalities to perform as a 

team. All this action is inter-

spersed with the big tourna-

ments like The Euro Cup, The 

Copa America and The World 

Cup where it‘s the pride of the 

countries which is at stake and 

the players take break from 

their club duties to try and 

bring laurels to their country. 

Cricket will do well if it tries to 

go with this ―soccer‖ format and 

the creation of IPL is a big step 

in that direction. Twenty20 for-

mat is bound to attract new fans 

to the game of cricket. The pace 

of the game will increase, the 

competition would be tougher 

and the excitement would be at 

its peak. Also, it will open up op-

tions for players who have re-

tired from their national teams 

but still have the love of cricket 

in them and want to be a part of 

the game. Imagine a team called 

Mumbai United loaded with 

names like Sachin, Ponting, Kal-

lis, Pietersen, McGrath taking on 

say Lords United having Sehwag, 

Hayden, Lara, Brett Lee and 

Herschelle Gibbs in cricket‘s 

Champions League‘s final at the 

Lord‘s. Well, on second thought, 

the Eden Garden would be a bet-

ter option. All finance freaks 

meanwhile could start working 

on valuation models to establish 

a fair price of a given player. Let 

the action begin both on the field 

and off the field. What say? 
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RECOUPLING-DECOUPLING THEORY 

R ecoupling Theory-If 
USA sneezes, the 

whole world catches 
cold.  

Think of the world economy 
as a train, with the US loco-
motive pulling other wagons 
along. When the locomotive 
slowed, so did the wagons. 
They were coupled. This is 
the leitmotif of Recoupling 
Theory--US recession will 
cause a global recession. Ac-
cording to the Recoupling 
theory, there is a high corre-
lation between the growth of 
US economy and rest of the 
world. Recoupling theory 
considers the multiple eco-
nomic relationships and 
globalization trends. Al-
though the trade among 
Asian countries has grown 
tremendously, the major 
trading partner for all major 
Asian countries is still United 
States and any recession in 

its economy will lead to re-
cession in all these countries, 
although the effect may vary. 

 

Decoupling Theory- The 
emerging world markets 
are umbilically attached 
to the US markets 

 The proponents of this the-
ory believe that because of 
the strong GDP growth of 
countries like China and In-
dia, their economies will soar 
high even if the US economy 
dips. It talks about decoup-
ling of the wagons from the 
locomotive. But how would 
the decoupled wagons move 
forward without the locomo-
tive? Consider the following 
analogy to make decoupling 
theory more comprehensive. 
Think of a series of speed-
boats (countries) tied to each 
other by a rope 
(globalisation). Each speed-

boat has its own engine and 
velocity (rate of growth), but 
can be slowed down or pulled 
along faster by the action of 
others. What matters is not 
just the velocity of each 
speedboat, but its size (its 
share of world‘s GDP).   

 

Which theory is more 
credible? 

According to Goldman Sachs, 
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According to Goldman 

Sachs, US recession can 

increase the risk of slow 

growth in the rest of the 

world. The good news for 

India is that Asian 

economies especially India 

are still ―safer than most‖ 

in a downswing of the 

global business cycle.  



US recession can increase the 
risk of slow growth in the rest 
of the world. The good news 
for India is that Asian econo-
mies especially India are still 
―safer than most‖ in a down-
swing of the global business 
cycle. While Europe may not 
be able to decouple from an 
American recession, India, 
largely driven by domestic 
growth, is expected to 
weather any such storm more 
easily than others. 

Moreover, India and China 
were once heavily dependent 
on exports to the US. But 
they have now diversified 
their trade. India‘s merchan-
dise exports are 14% of GDP, 
but the US accounts only 2% 
of this. Similarly, China‘s ex-
ports are almost 40% of its 
GDP, but the US accounts for 
only 8% of this. So a US slow-
down will adversely affect 
China and India, but will not 
open a Pandora‘s Box for 
them. 

The share of USA‘s GDP in 
world GDP has come down to 
21%. The IMF has projected 
that US growth will plummet 
down to 1.9% in 2008, and 
the world will grow at a 
buoyant 4.8%. This suggests 
that world has multiple cen-
tres of growth--several 
speedboats have now strong 
engines and depend less on 

USA. 

One might think that why did 
all emerging stock markets 
crash in January, along with 
the US financial markets? The 
answer is that US is not domi-
nating the world economy but 
global investors dictate the 
emerging-market bourses and 
withdrawal of small amount 
of money by them in January 
was enough to make the 
emerging markets bleed. 

Emerging countries may be 
less dependent on US, but 
their stock markets are more 
exposed to global funds than 
ever. Domestic investors can‘t 
move the bourses in the way 
FIIs can. However depend-
ence on FIIs is not synony-
mous with dependence on US 
stock market. Given the 
strength of markets like China 
and India, it would be difficult 
to term USA as a safe place or 
emerging markets as unsafe- 
in the case of a global reces-
sion. The day may not be far 
when global investors might 
think it more lucrative to 
withdraw money from US 
markets and invest in emerg-
ing markets. If that happens, 
the Recoupling theory will 
still hold true but countries 
like India and China will be 
the new locomotives. 
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M orning 8:55 am: ―Bhaiya 
mera bread omelette 

dena‖… ―meri ek chai!‖…
almost invariably, these dia-
logues can be heard every 
morning at one of the most 
(un)happening hunting 
grounds of IIFTians, where 
most of these future manag-
ers can be seen voraciously 
devouring their breakfast or 
merely snacking (and smok-
ing…oops!) to help pass the 
time during break. Yes my 
friends….here I take the hon-
our of introducing before you 
all one of the upcoming en-
trepreneur of Kolkata…Mr 
Gulfam. We were lucky 
enough to have a sneak peek 
of this entrepreneur‘s flour-
ishing business model 
wherein he has applied all 
the financial tools available 
anywhere…(I heard some 
people saying finance is 
tough…huh). So let us find 
out what‘s in there and how 
well our Gulfam bhai is man-
aging all his assets. 

Before we delve into it, let‘s 
follow the protocol of first 
visiting the accounting status 
of the firm and then we move 
on to its performance in the 
market. Let‘s start with the 
firm‘s balance sheet: 

The given balance sheet can 
be more lucidly explained in 
the following manner. The 
fixed assets side include the 
invaluable piece of land 
along with the jittery struc-

ture atop, along with the 
shining utensils and other 
crockery (the ‗Cleanliness 
Index‘ needs a special men-
tion as it fails to address even 
the smallest concern for the 
students….I would have in-
cluded a special report on the 
value added eateries if it was 
for a biologist report). None-
theless, I cannot afford to not 
mention the ―open-air‖ lux-
ury seating arrangement 
which is there….and trust me 
on this….it is absolutely 
―free‖. Coming on to the cur-
rent assets, the IIFTians have 
a clear edge here. With nota-
ble subprime IIFTian like 
Pradeep, Sahu…(as the top 
customers), Mr Gulfam is 
having an unique set of debt-
ors (their value dynamically 
increasing!). However, a 
word of caution for him 
would be to be prepared to 
write-off these debts as the 

bad-debts…you never know 
what‘s in store for you. 

Looking at the liability side of 
the venerable balance sheet, it 
reflects the share capital that 
Gulfam has put into his unri-
valled business model. Yes he 
is giving the ‗Roll Wale 
Bhaiya‘ all the reasons to relo-
cate his newly established 
venture. Well our man is 
bearing the liabilities for all 
his supplies of maggi packets, 
invaluable eggs, cigarettes, 
bread, butter, tea etc etc…  
okay we cannot afford to miss 
out on another significant 
component of Gulfam‘s liabili-
ties… the watchdog‘s share. Ya 
right we are in India where 
corruption rules all the way!! 

So how does our Mr Gulfam 
hedges himself against such 
subprime risks. Being a true 
IIFTian, we are never short of 
ideas for him, and one of 
them goes this way. A recent 
observation in and around 
IIFT campus would reveal 
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Now considering a 

customer base of 30% by 

the combined entities, 

JWB and IPMB, the 

market share of Mr 

Gulfam can raise up to 

70% which would make it 

the market leader, 

categorically attending to 

different customer needs. 

Hence the M&A is clearly a 

lucrative option.  

FUN-ANCE: GULFAM… CHAL CHAI LA….. 

Shubhojeet Chakravarty 
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LIABILITIES ASSETS 

                               (In Rupees)                                        (In Rupees) 

Fixed Liability: 

Share Capital 

YYY Fixed Assets: 

Land and Building 

(Ya! That tent like 

structure does comes 

under this category) 

 

XXX 

Current 

Liability: 

Suppliers (who 

bring all the 

invaluable eggs, 

maggi packets, 

cigarettes, etc.) 

YYY Gas Cylinder and 

Stove 

XXX 

Corrupt 

Liability: 

The Policemen‘s 

share 

YYYYYYY Utensils and 

Accessories 

XXX 

  Luxury Seating 

Arrangement (Oh 

yes! Under the Sun.) 

XXX 

  Current Assets: 

Debtors (All 

‗subprime‘ IIFTians) 

 

X*#%&!+XX

XXXX 

(dynamically 

increasing) 

  Inventory 

(Eggs, Bread, 

Cigarettes, Biscuits, 

LPG, Maggi, Chewing 

gum, chocolates, etc.) 

XXX 

 



that the competition is in-
creasing and Mr Gulfam is 
losing out on his market 
share to the other entrants 
like the ―juice waale 
bhaiya‖…I‘ll call him JWB for 
easier reference, and the 
―Indian peanut masala 
bhaiya‖….call him IPMB for 
reasons mentioned before, 
and ofcourse the biggest 
threat is from Mr Unknown 
chai wala, as both of them 
are into the same domain 
and have a direct impact on 
each other‘s sales. So what 
could be the solution to this 
problem? Did somebody say 
horizontal integration? Yes it 
is. We propose that Mr Gul-
fam follows the route of 
merger and acquisition and 

acquire some of the firms 
from other businesses like 
JWB and IPMB. 

Now the problem boils down 
to identifying the right M&A 
target and also deciding on 
the approach for raising 
money for the same i.e. 
through equity shares or 
debt. Let us first do a valua-
tion of the firm JWB. The 
major assets for JWB are its 
―mobile 4-wheeler 
shop‖….call it a ‗thela‘, the 
inventory in the form of 
‗oranges‘ and ‗mousambis‘ 
and ofcourse the goodwill 
which he has generated out 
of his unique line of busi-
ness. All these taken into 
consideration along with the 
huge cash flows which JWB 

is generating out of heavy 
juice demand throughout the 
year, makes it a very lucrative 
target. So our calculation 

places its shares 
at Rs ZZ per 
share, which is 
quite reasonable. 
On the other 
hand, IPMB is 
also into a unique 
business of pro-
viding 
―Jhalmuri‖…(for 
those who are not 
well versed with 
the Bengali delica-
cies, this is puffed 
rice mixed with 
myriad of spices, 
seriously good 
stuff for tempo-
rarily burning the 
upper crest of 
your tongue) and 
‗peanut masala 
mix‖ to the cus-
tomers. At an av-
erage per day sale 
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With notable subprime 

IIFTian like Pradeep, 

Sahu…(as the top 

customers), Mr Gulfam 

is having an unique set of 

debtors (their value 

dynamically increasing!). 

However, a word of 

caution for him would be 

to be prepared to write-

off these debts as the bad

-debts…you never know 

what‘s in store for you.  



of Rs KK, the average sales 
generated throughout the 
year is quite high. However 
this firm is into a highly cycli-
cal industry since the de-
mands fluctuate rapidly, the 
sales dropping sharply in the 
summers and especially dur-
ing the lunch hours, while the 
same shoots up rapidly dur-
ing the evening time. So us-
ing NPV method, the valua-
tion of IPMB gives a value 
close to Rs MM per share. 

Now considering a customer 
base of 30% by the combined 
entities, JWB and IPMB, the 
market share of Mr Gulfam 
can raise up to 70% which 
would make it the market 
leader, categorically attend-
ing to different customer 
needs. Hence the M&A is 
clearly a lucrative option. So 
let us evaluate the possibili-
ties in favour of a merger or 
an acquisition of these firms 
by Mr Gulfam. The acquisi-
tion route would be viable in 
case JWB and IPMB would 
have their consent on the 
same. Any attempt to forcibly 
acquiring these might result 
in hostility and smaller firms 
resorting to strategies like 
‗poison pill‘ (wherein the firm 
deliberately issues rights 
shares to its shareholders in 
order to raise the acquisition 
value) or ‗pacman de-
fense‘ (smaller firm acquiring 
the bigger using the help of a 
third firm). Just imagine Gul-
fam going away like Ravi 
Shastri returning to pavilion 
after 5 consecutive 

ducks!...So the merger route 
would be a better and healthy 
option. Since these firms are 
into totally different business 
lines as compared to Gulfam, 
it would lead to a 
―Conglomerate Merger‖ (Yes! 
they are the conglomerates in 
their own way). 

Occurrence of such mergers 
may raise concerns in the 
―antitrust‖ circles, so we can 
always use Herfindahl Index 
to measure its impact and 
take some decision. Referring 
to the market shares, as 
shown above, the Herfindahl 
Index before merger would 
be = (40)2+ (15)2+ (15)2+ 
(30)2 = 2950. And after the 
merger the index would be = 
(70)2 + (30)2 = 5800, which 
is still high and shows high 
concentration but neverthe-
less, everything is possible in 
Kolkata where ―money talks‖. 

Now the final problem is to 
plan out the financing 
method. We have 3 options 
to choose from: cash, lever-
aged buyout and hybrid. In 
our opinion, a combination 
of cash and shares would 
have been ideal, but chances 
are slim that Mr Gulfam 
would be able to make a kill-
ing by launching his IPO dur-
ing current times when mar-
kets are amidst fears of a 
global slowdown. So the pre-
ferred route will be the hy-
brid option wherein the 
merger can be financed by a 
combination of cash and debt 
(raised from the nearby BPO 
employees who have great 

faith in Mr Gulfam. They 
seem to gobble up anything 
given to them by him). 

However, some people extend 

their thinking beyond the gen-

eral level. So does Mr Gulfam. 

He would defy all odds during 

the Kolkata bandhs and would 

make it a point to open his 

shop in the evening while on 

normal sunny days he prefers 

to stay back at his home…part 

of his strategy…keep guess-

ing!! So it might be possible 

that he would not like our 

plan of expansion. But never 

mind, we can always arrange 

for a B-plan contest across all 

B-schools, have a brainstorm-

ing session with this great en-

trepreneur regarding all the 

ideas and implement the best 

one….and yes the winner will 

get a bumper prize of ―a pack 

of Chota Goldflake‖ and ―2 

chota chai‖…to be collected 

from his shop. So let‘s keep 

our fingers crossed and wait 

for the day when India would 

see another name getting 

added to its list of ―Best En-

trepreneurs‖…attente 

heureuse!!! 
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T he US real estate indus-

try had a boom between 

2001 and 2005 as property 

prices reached historic highs 

on account of low interest 

rates, price-to-rent ratios and 

other factors. When property 

prices began to fall due to 

saturation or lack of demand, 

the owners had to face mort-

gage loan which was higher 

compared to property value. 

The collapse of the US mar-

ket had a direct impact on 

housing values, mortgage in-

dustry, real estate compa-

nies, hedge funds etc. (A 

hedge fund is an investment 

fund charging a performance 

fee and typically open to only 

a limited range of investors; 

unlike mutual funds and 

pension funds, hedge funds 

are not usually regulated by 

Securities Exchange Com-

mission.) 

 

IMPACT ON INDIA & ITS 

SECTORS  

India in particular had very 

little exposure to mortgage 

securities. Even if there is a 

global credit crunch, there is 

fair amount of liquidity in 

the domestic economy. A re-

cession in the US will have 

only a mild effect on South 

Asia because the US‘ share in 

the subcontinent‘s trade has 

been declining. China has 

replaced the US as India‘s 

largest supplier of imports. 

Sri Lanka is shifting its gar-

ment exports to 

Europe. Analysis 

by Hong Kong 

Shanghai Bank es-

timates that a one 

percentage point 

drop in US eco-

nomic growth will 

translate to a 0.2 

percentage fall in 

India‘s growth.  So 

even in the worst 

case of a major re-

cession in the US 

(a 5 percentage 

point drop in GDP 

growth, say), the 

effect on India will 

be of the order of one percent-

age point which, from a base 

of 8 percent growth, is not 

devastating.  Finally, reces-

sion in the US may slow the 

increase in oil and other com-

modity prices, which would 

have a favorable effect on 

South Asian countries, all of 

Volume 2, Issue 2 

Page 25 

SUB-PRIME CRISIS: IMPACT ON INDIA 

A recession in the US will 
have only a mild effect on 
South Asia because the US‘ 
share in the subcontinent‘s 
trade has been declining. 
China has replaced the US 
as India‘s largest supplier 
of imports. Analysis by 
Hong Kong Shanghai Bank 
estimates that a one 
percentage point drop in 
US economic growth will 
translate to a 0.2 
percentage fall in India‘s 
growth.  

Garimella Sandilya 



whom are net importers. 

This does not mean that 

South Asian countries can 

relax.  The macroeconomic 

problems, some of them face, 

are serious.  But they are due 

to the huge terms of trade 

shock and certain domestic 

circumstances, and not the 

US sub-prime crisis.  Never-

theless, they should be ad-

dressed if South Asia is to 

sustain its economic growth 

for the coming decades. 

 

Ideally, only the companies 

belonging to the US real es-

tate sector or sub-prime 

mortgage industry should 

have been affected. But, the 

stock markets all over the 

world, right from New York 

to Tokyo, were sliding and it 

was reported in media that 

the reason for the ‗meltdown‘ 

is US sub-prime mortgage 

crisis. A fall in the indices 

cannot be linked to one fac-

tor especially if that is exter-

nal. It would be an oversim-

plification of matters if the 

fall in the stock market in In-

dia is linked only to sub-

prime mortgage crisis in the 

US. It is quite clear from the 

above that US sub-prime 

mortgage crisis has nothing 

to do with Indian stock mar-

kets. 

 

 

THE WOUNDED LOT 

 

1. India and a big spender? I 

doubt how we can even scale 

up to the western people 

spending. Though we may 

not like it our markets, eve-

rywhere are tightly tied to 

the western markets. To talk 

about even our IT, just real-

ize how much the IT market 

is dependent on exports and 

how much on domestic mar-

kets. And consumerism-wise 

we don‘t even come any-

where close to US. Just see 

how much a nation of 220 

million spends and how 

much a nation of 1 billion 

spends. Just concentrating on 

the metros for spending might 

send the wrong signals. 

Manufacturing increasing in 
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Many experts think this 

is not the end of 

subprime crisis and they 

are not sure of its impact 

on the Indian economy. 

All they say is ‗wait and 

watch‘. Due to US 

slowdown, capital inflow 

will be affected. The fact 

is that capital inflow is 

too high to control.  



India is a joke. Just read the 

papers and see that the worst 

affected area because of ru-

pee appreciation is textile. 

We may not be seeing the im-

mediate effects on the stock 

markets but if this SPC is go-

ing to stay it will surely show. 

2. SPC had triggered a risk 

re-pricing and the Fed cut 

was to tackle the same and to 

bring liquidity into the sys-

tem. However, with major 

inflows into the system, the 

rupee will appreciate further 

putting further pressure on 

the margin of India IT/

export oriented companies. 

The thing that keeps India 

worried though, about self-

consumerism is that it is 

spearheaded by the IT folks. 

If they stop spending, we 

might have to take a double 

look on the Indian consum-

erism story. 

3. Also, the stock market 

going up is not based on leth-

argy, but based on FDI in-

flows-who find India an at-

tractive place to invest, given 

the low rates of return in US. 

But we need to be careful not 

to let our stock markets in-

flate and become a bubble 

that would burst soon. 

Many leading companies, par-

ticularly IT, BPO and exports, 

have flourished on the back of 

a robust US economy. They 

have contributed a lion‘s 

share to India‘s foreign ex-

change reserves. Any slow-

down could mean a reduction 

in profitability in these sec-

tors, which in turn can lead to 

companies closing down and 

unemployment. This could 

lead to a slowdown in the In-

dian economy as well. Many 

experts think this is not the 

end of subprime crisis and 

they are not sure of its impact 

on the Indian economy. All 

they say is ‗wait and watch‘. 

Due to US slowdown, capital 

inflow will be affected. The 

fact is that capital inflow is 

too high to control. There is a 

concern for exporters who are 

suffering huge losses and con-

strained to stop export of their 

product only because rupee is 

becoming stronger and 

stronger compared to dollar. 

In fact due to subprime crisis 

and subsequent Federal Rate 

cut in US, there has been un-

precedented growth in capital 

inflows into the country and 
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There are two dominant 

ways in which any 

economy bust is held 

responsible to, firstly, 

either the economy itself 

and secondly, it can be 

the external factors 

which may cause any 

capitalist economy to 

shiver during trying 

times. 



our foreign reserve is ap-

proaching $300 billion. Im-

ports are growing but exports 

are showing dismal growth 

because of strong rupee and 

weak dollar. RBI and govern-

ment have failed to minimize 

the difficulties that exporters 

are facing. Indian Economy 

is thinking of 10 percent GDP 

growth in near future but 

fails to understand or do not 

like to understand who the 

real beneficiaries of such 

growth in GDP will be. The 

bitter truth is that 90 percent 

of GDP growth is meant for 

hardly 10 percent of popula-

tion. 

 

 MINSKY‘S "FINANCIAL IN-

STABILITY HYPOTHESIS" 

There are two dominant ways 

in which any economy bust is 

held responsible to, firstly, 

either the economy itself and 

secondly, it can be the exter-

nal factors which may cause 

any capitalist economy to 

shiver during trying times. 

 

DOES THE CURRENT FI-

NANCIAL CRISIS SUPPORT 

THE ECONOMICS OF 

HYMAN MINSKY? 

Minsky supported the former 

argument i.e. even in the ab-

sence of such shocks, the 

capitalistic economy has an 

inherent tendency to develop 

instability, which culminates 

in severe economic crises. 

The key mechanism that 

pushes the economy towards 

a crisis is the accumulation 

of debt. As per Minsky, over 

a protracted period of good 

times, capitalist economies 

tend to move from a financial 

structure dominated by 

hedge finance units (who 

have the lowest probability to 

default) to a structure in 

which there is large weight to 

units engaged in speculative 

and Ponzi finance (where the 

probability to default is 

maximum). 

Another aspect of the Finan-

cial Instability Hypothesis 

(FIH) is that, during good 

times, banks and other inter-

mediaries strive to innovate 

with regard to the assets they 

acquire and the liabilities they 

market. The chase for making 

more profits causes players in 

financial markets to place 

their money in various invest-

ments that have very little 

substance — such as subprime

-mortgage-backed securities. 

What makes these invest-

ments attractive is sophisti-

cated packaging and the rela-

tively high rate of return. But, 

once economic conditions 

change, the true state of many 

borrowers comes to the sur-

face and leads to a crisis. 

Lenders curtail their supply of 

funds and borrowers are 

pushed to bankruptcy, for 

they cannot renew their bor-

rowing to pay debts — a finan-

cial crisis emerges. According 

to Minsky's story, then, as 

time goes by, both borrowers 

and lenders tend to become 

reckless, which ultimately 

leads to a financial crisis.  

 

DOES THE CURRENT FI-

NANCIAL CRISIS VINDI-

CATE THE ECONOMICS OF 

HYMAN MINSKY? 

Most of the economists con-

tradict Minsky‘s FIH saying 

that loaned real savings are 

the key for economic expan-

sion. It is real savings that 

fund the production of tools 

and machinery, which in turn 

permits the expansion of final 
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As per Minsky, over a 

protracted period of 

good times, capitalist 

economies tend to move 

from a financial 

structure dominated by 

hedge finance units (who 

have the lowest 

probability to default) to 

a structure in which 

there is large weight to 

units engaged in 

speculative and Ponzi 

finance (where the 

probability to default is 

maximum). 



goods and services. This in-

crease permits a further in-

crease in savings that can 

now support the build up of a 

more sophisticated produc-

tion structure. 

 

Trouble erupts, however, 

when real savings do not 

back up lending. Lending 

that is not backed up by real 

savings emerges when a 

lender creates fictitious 

claims on final consumer 

goods and lends these claims 

out. Now, the borrower who 

holds the empty money, so to 

speak, exchanges it for final 

consumer goods. Note that 

the borrower takes from the 

pool of real savings without 

any additional real savings 

having taken place, all other 

things being equal. The 

genuine wealth producers 

who have contributed to the 

pool of final consumer goods 

— the pool of real saving — 

discover that the money in 

their possession will get 

them fewer final goods. The 

reason for that is that the 

borrower has consumed 

some of the final goods. 

What we have here is the di-

version of real wealth (final 

consumer goods) from 

wealth-generating activities 

towards the holders of new 

money, which emerged "out 

of thin air." As the pace of 

unbacked credit expands, 

relative to the supply of real 

savings, less becomes avail-

able to genuine wealth gen-

erators, all other things being 

equal. Consequently, with less 

real savings, less real wealth 

can now be generated. 

(Remember that real savings 

are required to support the 

life and well-being of indi-

viduals who are engaged in 

the various stages of produc-

tion.) In the extreme case, if 

everybody were to just con-

sume without making any 

contribution to the pool of 

real saving, then eventually no 

one would be able to consume 

anything.  In a free market if a 

particular bank engages in an 

unbacked expansion of credit 

this bank runs the risk of be-

ing "caught." Consequently, 

the threat of bankruptcy is 

likely to deter banks from 
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Trouble erupts, however, 

when real savings do not 

back up lending. Lending 

that is not backed up by 

real savings emerges when 

a lender creates fictitious 

claims on final consumer 

goods and lends these 

claims out. Now, the 

borrower who holds the 

empty money, so to speak, 

exchanges it for final 

consumer goods. Note that 

the borrower takes from 

the pool of real savings 

without any additional real 

savings having taken place, 

all other things being equal.  



pursuing the expansion of 

unbacked credit. 

 

So while Minsky's story accu-

rately describes the present 

financial-market turmoil, it 

does not provide any satis-

factory explanation based on 

previously established and 

identified phenomena. It ar-

bitrarily puts the blame for 

instability on the capitalistic 

economy without even mak-

ing the slightest attempt to 

establish a logical verification 

for this claim. We have seen, 

however, that it is the exis-

tence of the central bank that 

lays the foundation for finan-

cial instability. This means 

that, contrary to Minsky and 

the other post-Keynesians, 

the source for current finan-

cial turmoil is likely to be the 

central bank, i.e., the Federal 

Reserve's monetary policies. 

 

LOOSE POLICIES OF FED-

ERAL RESERVE 

It is the loose monetary pol-

icy of the Fed between De-

cember 2000 and June 2004 

that laid the foundation for 

the emergence of various non 

productive activities, or bub-

ble activities. (The federal 

funds rate target was lowered 

from 6.5% to 1%.) It is this 

loose monetary stance that 

gave rise to various bubble 

activities. Between June 

2004 and September 2007, 

the Fed reversed its stance by 

raising the federal funds rate 

from 1% to 5.25%. Once the 

Fed embarked on a tighter 

stance, this undermined vari-

ous non productive activities 

that had emerged on the 

back of the previous loose 

monetary stance. In short, 

bubble activities came under 

pressure. 

 

CONCLUSION 

We have just seen that sub-

prime crisis has played havoc 

in world‘s leading economies 

like US. India too has a sub-

prime market that is growing 

at 25-30%. The success of 

early entrants like Citi Finan-

cial and GE Money has en-

couraged several other play-

ers like HSBC (Pragati Fi-

nance), Standard Chartered 

(Prime Finance), to enter into 

this market. Therefore it is 

imperative to take lessons 

from this debacle, to ensure 

smooth and hassle-free ex-

pansion of this market. It is 

important, however, that we 

learn the right lessons and not 

allow these events to lead us 

to wrong conclusions. If we 

stay on the current growth 

trajectory, there is bound to 

be much more expansion in 

credit to riskier segments. RBI 

needs to take action to ensure 

that lending practices are 

properly documented, super-

vised and not lost in competi-

tive pressure; credit agencies 

need to be more pro-active 

and securitization itself 

should be encouraged, but 

with carefully crafted guide-

lines. Our country has wit-

nessed so many small banks 

going bankrupt or forced to 

merge with other big banks. It 

is also true that many more 

big banks will also have to 

shut their doors if they resort 

to unbridled lending without 

ensuring recovery of the 

same. Manipulation of figures 

may not save them for longer 

period. Banks are to be ex-

posed and SPC, harder and 

harsher than that of USA, will 

precipitate sooner or later.  
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RBI needs to take action 
to ensure that lending 
practices are properly 
documented, supervised 
and not lost in 
competitive pressure; 
credit agencies need to 
be more pro-active and 
securitization itself 
should be encouraged, 
but with carefully crafted 
guidelines. Our country 
has witnessed so many 
small banks going 
bankrupt or forced to 
merge with other big 
banks. 



F ebruary 2008 saw huge 
volatility in the stock ex-

changes both in Sensex and 
Nifty. After a bloodbath in 
January, no one expected 
February to be a blockbuster 
month. The only hope that 
investors had was not huge 
gains but a stable market. 
And I would say that expec-
tations were met. In Febru-
ary, most of the Asian mar-
kets were up and Indian mar-
kets were following the Inter-
national markets cues. Both 
Nifty and Sensex managed to 
cross the psychological resis-
tance barriers of 5400 and 
18500 respectively, though 
now it is back to sub-18000. 
The question that comes to 
everybody‘s mind is that 
now, should we book some 
profits and unwind positions 
or this mild rally will con-

tinue further? 
 
Global Factor:  
The fact remains that we are 
still closely aligned with the 
global markets. The US mar-
kets coming under pressure 
will definitely have an impact 
on the Indian Markets. In-
spite of the news that US fac-
tories report a rise in orders 
for coming months, US mar-
kets cashed in profits and are 
currently trading in negative. 
  
Union Budget uncertain-
ties:  
With the Budget around the 
corner, investors would want 
to wait and trade cautiously, 
and till then also hope that 
the global picture improves. 
There were some statements 
which indicate that budget 
may benefit the banking sec-

tor. Finance Minister said the 
UPA Government was 
―concerned‖ that a large sec-
tion of the people are not a 
part of the financial system. 
Over 50% of the people in the 
country have no bank ac-
counts and do not deposit 
money or borrow from the 
banks. He plans to take meas-
ures which would help multi-
plying the reach of banks. The 
UPA Government also hinted 
that by the next fiscal year, 
skill development plan is to 
extend training facilities to 10 
mn people a month, up from 
2.5 mn a year at present.  
 
Poor Volumes:  
The markets are still trading 
at lower volumes, which are 
not even 60% of the old vol-
umes. Traders and retail in-
vestors still seem to be cau-
tious and are waiting for mar-
kets to be more stable.  
 
Liquidity Factor:   
Most of the refunds from pri-
mary markets would have 
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TAKING STOCK 

Gaurav Dhanani 



happened by now especially 
for Reliance Power IPO and 
liquidity crunch, which was 
thought to be one reason for 
thin volumes, should not be a 
negative factor anymore. The 
foreign exchange market is 
stricken with a severe dollar 
shortage. This has been 
caused by a mismatch in de-
mand-supply conditions. 
However, the scarcity of dol-
lar funds in the domestic for-
eign exchange market has 
caused near-term forward 
contracts up to three months 
to trade at a discount. There 
have been huge outflows on 
account of foreign institu-

tional investors (FIIs) and oil 
companies. Thus, banks have 
been forced to enter into buy
-sell swaps in the overnight 
swap market and the market 
is appearing to be skewed, as 
most participants will be on 
the same side of trading. 
From the demand side, there 
has been a heavy purchase of 
dollars by foreign institu-
tional investors, ploughing 
back the refunds from the 
Reliance Power public offer. 
 
Traders pointed out that sev-
eral FIIs had entered into sell
-buy swaps during the Reli-
ance Power public offer. 

Typically, these players used 
to sell dollars in the spot cur-
rency market in order to gen-
erate rupee funds, which they 
used to pay for the IPO sub-
scription. Once they received 
the refunds, they entered into 
reverse contracts. Thus, this 
generated immense demand 
for the dollar in the spot mar-
ket. 
 
On the other hand, exporters 
are choosing to stay away 
from the forex market by 
holding on to their dollars be-
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Stock Recommended 

Buying Price 

CMP Returns 

Absolute 

(%) 

Call 

Recommended 

Month 

RPL 112 165 47.3 Long Buy July 07 

Hanung Toys 

and Textiles 

156 233 49.4 Short-
Medium Term 

Buy 

Oct 07 

NTPC 168 202 21 Long Buy July 07 

 

Traders pointed out that 

several FIIs had entered 

into sell-buy swaps 

during the Reliance 

Power public offer. 

Typically, these players 

used to sell dollars in the 

spot currency market in 

order to generate rupee 

funds, which they used to 

pay for the IPO 

subscription. Once they 

received the refunds, 

they entered into reverse 

contracts. 



cause premia on near-term 
forward contracts have 
turned negative over the past 
few days. Exporters have 
been the most-affected com-
munity due to the rise in the 
rupee levels against the 
greenback. It may be men-
tioned that the Indian rupee 
has appreciated by more than 
11% in a single calendar year, 
from 44.25 levels in January 
2007 to 39.30 levels in early 
2008. Following the series of 
rate cuts affected by the Fed-
eral Reserve and the antici-
pated recession in the US 
economy, it is expected that 
foreign fund inflows into 
emerging economies are 
likely to be robust in the near 

future.  
 
Over the past years, budget 
has been losing its impor-
tance as a major event that 
tends to have an impact on 
the markets in the long-run. 
Major reforms have been un-
dertaken in the past budgets 
and since last few years, re-
forms tend to come through-
out the year rather than be-
ing punched up in one 
budget. The global factors 
have been so far nullifying 
the initiation of pre-budget 
rally. 
 
One major factor is that this 
year the government will be 
presenting its final budget as 

elections are due next year. So 
we expect a normal budget, 
rather than a radical one. 
Therefore, this year, the im-
pact on market should be less 
compared to earlier years, 
when reformist budgets were 
presented. It is also in news 
that the Centre‘s major focus 
is on agricultural growth and 
rural infrastructure develop-
ment. So market players are 
less confident of a pre-budget 
rally owing to lack of major 
expectations for the capital 
market and uncertain global 
markets. 
There have also been cases 
where the post-budget market 
run-up is contrary to the 
budget day movement. The 
last day of this month will 
show whats up in store in the 
Pandora’ Suitcase’. 
We have been giving picks of 

the month in all the issues. At 

this juncture I would like to 

take stock of the recommen-

dations that have been given 

during the year in this column 

earlier which have brought 

positive results. 
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Pick of the Month  CMP Expected Price Period 

IFCI 62 95 Medium Term( 4-6 months) 

SKF India 350 550 Long Term (10-12 months) 

Jindal Poly Films 205 280 Long Term (10-12 months) 

Blue Dart  580 850 Long Term (10-12 months) 
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