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We bring this bulletin to you at a time when India has barely crawled out of the macroeconomic concerns that 

have haunted us for a long time. We hang on to a thread, but a strong one indeed, when we say that our 

inflationary pressures are behind us and the near future is all about high growth. The annual budget presented at 

the mid of the previous month projects an economic growth rate of 7.6% for 2012-13 and 8.6% for 2013-14. 

However, we are not shielded from other apprehensions. The rupee is ruling weak and the government has been 

doing only two things- borrowing and then borrowing some more. 

Fortunately, the last year with its fair share of shameful instances of policy paralysis has not changed the global 

outlook towards India as a mammoth opportunity for investment. A survey by Tata Communications in 

association with research company Vanson Bourne ranked India a close second, after China, among emerging 

market economies offering the maximum opportunity for rapid growth. If India needs to keep up the good work 

and move forward in the ‘client list’ among the investors, the golden word is ‘deregulation’. In this issue, we 

have included an interview with Dr. Subir Gokarn, Deputy Governor of the Reserve Bank of India on the state 

of the Indian economy and the challenges ahead.  

But, ‘deregulation’ is a dangerous term. Certainly, the humbuggers on Wall Street remind us that capitalists are 

not angels, and that unchecked, their waywardness can do much harm. The capitalistic notion that “free markets 

are self-regulating and the consumer’s best protection from exploitation is competition” is valuable only in an 

idealistic society. Today, capitalism in financial markets can be described by the familiar phrase “the 

privatization of profits and the socialization of losses”. Therefore, the point of financial market regulation 

should be to ensure that misbehaviour doesn’t imperil the entire system. Consequently, regulatory institutions 

need to be designed in ways that are stronger and less prone to being co-opted by the ones that they are meant to 

regulate. Another 2009, and ‘Occupy Wall Street II’ would be a worldwide uprising! This issue features an 

interview with Dr. Aswath Damodaran who speaks about the financial world and financial management. This 

issue also contains reviews on the 2010 Oscar-winning documentary ‘The Inside Job’ and the bestselling book 

‘The Intelligent Investor’ by Benjamin Graham. 

In India, while agriculture and services have continued to perform well, the same cannot be said about the 

industrial sector. A weak industrial growth has held us back though the government has been throwing money 

down the well in corporate subsidies. A revival of Indian manufacturing ought to be imminent for the elephant 

to lash out the panda in the race. The National Manufacturing Policy that envisages an increase in the share of 

manufacturing in GDP from 16% to 25% implemented efficiently would salvage the manufacturing sector in 

India, which is currently much below its potential. An interview with Mr. Manoj Patil, VP, Sundaram Clayton 

on manufacturing and the current budget is also part of this issue. 

Even in the midst of international adulation, India cannot afford to be complacent of this good fortune of 

undying investor leniency and glimpses of a future that seems to augur well now. The clock is ticking as there is 

stiff competition from China, Brazil, Russia and other Asian countries. Bolder initiatives are indispensable at the 

moment to strengthen India’s global dominance. The Finance Minister’s assertion that hard options would be 

exercised in the coming months, and Dr. Kaushik Basu’s statement that even capital account convertibility 

would be considered are just the first steps in a journey of a thousand miles. If there was a best time to act, it is 

now! We intend to place this bulletin at the forefront in economic thought in a few years. We thank everyone 

who contributed their articles to this issue. To make this bulletin more pleasurable and entertaining, we have 

included interesting facts and articles for light reading. We really enjoyed working for this issue of Athena and 

hope that you will have a great time reading it.  

  Editorial team  

Message from the Editorial Board 
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“Capitalism historically has been a very dynamic force, and behind that force is technical progress, innovation,   

new ideas, new products, new technologies, and new methods of managing teams,”     Dr. Manmohan Singh 

Since the dawn of civilization, capitalism has 

remained one of the most efficient forms of social 

organisation.  Testimonies to this effect come from 

it’s characteristic feature of efficiency in allocation 

of resources. Capitalism has been a dynamic force 

behind growth, supported by the virtues of 

entrepreneurship, “progress,” laissez faire and 

liberalization. It has resulted in tremendous growth 

and sustained and increased wealth. With the 

expansion of capitalism, competition has increased 

and promoted efficiency in the production and 

utilization of resources. It led to diversification of 

goods and greater consumer choice, not only in 

goods markets but also in financial markets. 

 

United States of America, a perfect example of a 

capitalist nation, exhibits liberal and free trade 

policies and a competitive framework for firms 

coming up in the markets. But a series of recent 

crises in the US economy calls for a revisit to 

‘sustainability of capitalism’. A study undertaken by 

Boz and Mendoza in 2010 reveals that the financial 

products as a result of the “financial innovation” 

was one of the major factors behind the U.S credit 

crisis. The subprime mortgage crisis, caused by 

unregulated expansion of credit to people in the real 

estate raised alarm for international community to 

look back what went wrong!  

 

Financial Innovation essentially includes anything 

innovative that reduces costs, risks and provides an 

enhanced service that meets participants’ demand in 

a better way. Adjusted- rate mortgages, exchange 

traded index funds, online securities trading, 

internet banking, electronic record keeping of 

securities, credit scoring are few of the innovations. 

From a myopic perspective it may seem that these 

innovations add to the welfare of the society but on 

a greater front these can lead to adverse social 

outcomes, where the successive sunk investments 

cost would outweigh the achieved reduction in the 

marginal cost. Besides, the process of duplicating 

the patent races has a net negative social-welfare 

outcome. Apart from this, the information 

generation and the related innovations are rent 

seeking in nature which has a negative social value. 

And these innovations in the long run lead to more 

transactions and churning leading to instability in 

the financial and securities markets. (Frame and 

White, 2004) 

 

The issue which needs to be addressed immediately 

is unregulated finance, (which James Crotty and 

Gerald Epstein have referred to as the result of 

“animal spirits” of financiers), which has its root in 

the same capitalist framework that promotes 

efficiency and growth. The Emerging Market 

Economies that went through liberalisation grew at 

a good pace in the initial years. With increased 

international trade and flexible exchange rates the 

global economy became much more integrated, not 

only through trade, but also through finance. But 

due to immature and imperfect institutions in the 

EME’s, the fruits of growth were cornered by a few 

people. This made the inequality indices to worsen. 

However in addition to global economic integration, 

the markets were now exposed to greater volatility 

and uncertainty. 

                                                                              

With such a rapid proliferation of financial markets 

and it’s intertwining with the commodity markets 

lead to undesirable commodity speculation which 

has been one of the worst fallouts of derivatives 

business, says Dhar (in an article in Mint). This had 

adverse consequences in terms of skyrocketing food 

prices. The planning commission report points out 

that the derivatives are like dynamite, if used 

properly in construction they can move out 

mountains, used improperly can cause tremendous 

damage. 

 

Speculation in financial markets has been a major 

worry for policymakers as well as private players. 

The volume of financial transactions has far 

exceeded the number of transactions actually 

needed to finance production taking place in the real 

sector. This is clearly a sign of increased speculative 

activity in the global financial community.  Ofek 

and Richardson (2003) document that during the 

internet bubble of the late 90’s, Internet stocks 

represented six per cent of the market capitalization 

but accounted for 20% of the publicly traded 
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volume of the U.S. stock market. Cochrane (2002) 

provides additional support for the correlation 

between bubbles and trading volume for US stocks 

during the late 90’s. This indicates that the real 

amount of goods traded is far less than that 

observed in stock market (Princeton). 

 

The major cause of concern arises when the rate of 

financial innovations starts outpacing the rate at 

which these need to be regulated!   

 

Why is it that unregulated finance bothers our 

policymakers? Money market 

acts as the first leg in 

transmitting monetary policy 

changes (according to RBI). 

Liberalisation which has resulted 

in financial innovations has 

weakened the monetary policy, 

says Prof Dilip Nachane 

(IGIDR). While Amit Bhaduri 

says it has undermined the 

importance of fiscal policy and 

left us with an inflation targeting central bank. 

 

The immediate remedy calls for a solution within 

the capitalist framework. We cannot do away with 

the good features of capitalism. We need to take a 

pause and think what actually is required to remove 

the loopholes in the system? Who should regulate 

capitalism? 

 

Regulation of excesses of capitalism is the need of 

the hour. Then, what prevents us from working 

towards regulation of markets? Amit Bhaduri points 

out that the inertia of being addicted to virtues of 

self-regulating free markets is making it difficult for 

us to deal with the unpleasant facts of capitalism. 

This is clearly discernible in “A hundred small 

steps”, a report prepared for Planning Commission 

which recommends increased liberalisation of 

Indian markets. James Crotty and Gerald Epstein in 

their paper argue that the regulatory framework 

adopted by RBI made the Indian financial system 

comparatively resilient to external shocks. However 

the report emphasises on flexible prices in financial 

markets being a shock absorber in economy. 

  

Stephany Jones talks about the urgency of the 

regulation. He says that this slowdown in economy 

may transform into a meltdown if the markets 

remain unregulated. He mentions two approaches to 

regulate financial markets. One of them aims at 

countering the boom bust nature of financial 

markets and the other calls for a comprehensive and 

regulatory mechanism so as to avoid possible 

reasons of market failure like moral hazard etc. 

 

We can very well project an example of our Reserve 

Bank of India. The stringent regulatory policies 

made our economy quite resilient to the global 

factors and this was the reason why we didn’t face 

the consequences of slowdown in 2008-9. Certain 

regulatory measures were taken aimed at deepening 

markets, improving transparency and promoting 

liquidity. Finally the question which 

needs to be answered is “who should 

regulate capitalism”? According to 

an article by K.S. Jacob in The 

Hindu, National governments should 

be the regulator. In our opinion this 

will again erode the efficiency 

aspect of capitalism. However a 

comprehensive regulatory 

framework is yet awaited. 

 

In the end, crux of the story is that we need to have 

sustainable and efficient organisation. This is 

possible only within a democratic framework where 

each individual contributes to policy. All the nations 

need to come forward, join hands and chalk out a 

plan for sustainable future development. 
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An interview with Dr. Subir Gokarn 
 

 

Even though the global economy is showing some 

signs of recovery, it still doesn’t seem that we have 

come out of the woods especially with respect to the 

situation in Europe. On the policy reform front, 

action has been subdued; investment climate still 

seems uncertain to say the least; stock markets are 

still painting an uncertain picture by being quite 

volatile; fiscal deficit has deviated from what was 

earlier forecasted and crude oil prices considered as 

India’s nightmare seems to be inching north. In an 

interview to Athena, Deputy Governor of RBI, Dr. 

Subir Gokarn talked to us about the state of the 

Indian economy, deregulation of savings account 

interest rates, problems faced by the power sector, 

FII inflows and currency volatility. Below is an 

edited transcript of the interview:  

 

How do you see the state of the Indian economy a 

year ahead? 

 

There are both global and domestic pressures that 

we are going through. There is lot of global 

uncertainty about the resolution of the European 

sovereign debt situation. The prospects for 

European growth look rather weak right now given 

the problems that they are dealing with. The US is 

showing some stronger signs of recovery but overall 

the global situation remains uncertain and perhaps 

negative. 

 

Domestically, there are pressures from inflation 

which are showing some signs of tapering down. 

There are pressures from fiscal situation which are 

also contributing to inflation and there is concern 

that the policy reform process has run out of steam 

and it is adversely impacting the investment climate.  

 

So we have to address our domestic issues very  

directly and quickly. We cannot control what  

 

 

 

 

happens outside. To the extent that the economy is  

substantially driven by domestic forces, if we are 

able to achieve some momentum on fiscal 

adjustment, on policy reform and on inflation 

management, the prospect for growth stabilising and 

going back to higher rates is reasonable. 

 

Policy paralysis and economic crisis are the buzz 

words of recent times in the media. What is your 

take on it? 

 

Policy cannot be separated from political context 

and to the extent that there are always going to be 

different impacts of specific policies on different 

group of people. It is important that people affected, 

particularly people threatened by certain policy 

measures have a voice, have an ability to influence 

the process in the certain way that does not 

compromise or threaten the situation. 

 

So, we are moving into a process, a phase of 

development where many initiatives that are needed 

are directly related to scarce goods say land, 

environmental impact or mineral rights, all of which 

impact on specific groups of people. We need a 

process to address the concerns of these impacted 

groups in a fair manner. This may cause some delay 

and some sluggishness, but doing them in an ad hoc 

way without reference to stake-holders concerns 

also carries risks. 

 

It is important to get the balance right. That is we 

can neither get stuck nor can move in a direction 

which ends up causing long term damage to various 

stake-holders. 

 

It is a difficult process and needs to be managed. I 

hope that compulsion of maintaining growth and not 
just in macro sense but in terms of improving the 

livelihood of people pushes this initiative in the 

right direction. 

Dr. Gokarn is currently  the Deputy  Governor of  RBI. Prior to his 
appointment as the Dy Governor, he was the Chief Economist of 
global rating agency Standard and Poor's (S&P) Asia-Pacific. 
Dr.Gokarn has previously held the position of Associate Professor at 
the Indira Gandhi Institute of Development Research (IGIDR) in 
Mumbai and then the Chief Economist at Industrial Finance 
Corporation of India (IFCI) 



 

Recently there was an article in ‘The Economist’ 

which mentioned about the health of the power 

generation companies which are under some 

form of financial stress. It was mentioned that 

banks in India have 7% exposure to the power 

sector especially the power generation companies 

but RBI mentioned that it is not going to affect 

the health of the banking sector. Why does it 

think so? 

 

To a large extent the stress that these companies 

face emerges from pricing. Power is a regulated 

service and the state prices it for users. If pricing is 

not correct, the generator or the provider incurs a 

loss and hence his ability to raise finances is 

constrained. In a sense the solution is very much in 

the hands of the regulatory framework. Tariffs need 

to be raised and to the extent the tariffs are raised, 

the financial viability of these companies can be 

restored quite quickly. There are no fundamental 

problems in the business.  Many states have raised 

the tariffs in the last few months because they have 

identified that if they don’t do that they run the risk 

of power companies not being able to provide the 

services. 

 

During mid December, 2011 our currency had 

depreciated to an all time low against USD. 

Fortunately, the INR/USD rate has not only 

stabilised but our currency has appreciated 

smartly from that point. To what factors due you 

attribute these developments? 

 

There are two issues here. One is when you look at 

currency markets or any financial markets, there is 

always a fundamental driver of prices: Demand-

Supply equation and this will determine whether the 

prices will be stable, rising or falling.  When the 

rupee was depreciating, essentially what it meant 

was the demand for dollars in India was higher than 

the supply of dollars. This meant that the price of 

the dollar was appreciating.  

 

On top of this, particularly in currency markets, 

there is also an element of speculative overshoot 

which is that people who believe that the price will 

continue to go down, will hold on to their supply 

and people who believe that the price will fall, 

would buy more now rather than wait for the price 

to go up. People do that in many commodities. So in 

responding to the depreciation, we did not want to 

intervene in a way which fixed the value, protect it 

or defend it because there are huge risks in doing 

that.  

 

Moreover, most of the emerging economies with 

current account deficits essentially took the same 

view; they did not intervene with an objective of 

defending a particular value. But they took 

measures to prevent this additional pressure from 

building up. So we did three kinds of things. We 

increased the limits on FII investment into debt 

instruments: Government securities as well as 

corporate bonds.  That eventually helped bring some 

money, which then helped to counter the downward 

movement of the rupee. We raised the interest 

payable on NRI deposits, which then allowed banks 

to offer higher rates to NRI’s who then brought 

more dollars into the system, so that helped to 

counter the rupee. We also reduced the flexibility of 

those with dollar holdings to take advantage of 

strong price movements. This essentially meant that 

the ability of the people to play the market was 

reduced. These factors helped in stabilizing the 

rupee. In January after the new year, investments 

started to comeback which helped the rupee to 

appreciate. This is a pattern that we saw in all of the 

EM’s (Emerging Markets) where global liquidity 

has started to flow back into EM assets, and that 

helped both the asset markets and the currency 

markets to appreciate. This is part of a large global 

pattern. 

 

So the stabilization/appreciation has been mainly 

due to the FII inflows? 

 

There are two aspects here. The stabilization was 

probably attributable to the measures that we took. 

But when you stabilize it, there is no pressure for it 

to move in the opposite direction. The movement 

comes from the higher supply of dollars and that is 

essentially the investment coming in. 

 

As per data from SEBI, the net FII inflows since 

November 1992 have crossed $100 bn which is 

considered a significant milestone. But it is 

generally mentioned that FII's cause lot of 

volatility in both the equity market as well as the 

foreign exchange markets. How worthwhile have 

they really been? 

 

It is very difficult to attribute any specific outcome 

purely to FII’s. There is logic and merit to get 

resources from outside the country. We are a capital 

scarce economy, we need capital inflows to 

maintain the investment levels to sustain growth and 

FII investments is a form of getting the capital into 

the country. There are clear long term benefits 

associated with it. But when they do come in, there 

are certain changes that have to happen with respect 

to both equity market and foreign exchange market. 



 

It is quite clear that if the exchange rate becomes a 

riskless proposition, that is if the country decides to 

defend or maintain a particular exchange rate, which 

some countries have done, investors will not price 

exchange rate risk into their calculations. A floating 

exchange rate increases the risk for not just 

foreigners but also Indian residents who have either 

foreign earnings or foreign costs/expenses. 

 

Instruments to hedge the foreign exchange risk has 

to be provided. We have done that as we have gone 

along; we have introduced very substantial changes 

in the forex market arrangements. We have currency 

shares and currency options which allow people to 

hedge their risk of Re-Yen, Re-Pound, Re- Euro and 

Re-USD. This is a way to hedge their risk. There are 

also OTC (over-the-counter) arrangements, which 

essentially means, businesses are being able to 

hedge their risk bilaterally with banks or other 

financial institutions who then find their own way to 

hedge that risk.  

 

The direction in which this whole regime has to 

move i.e. to reduce and try to achieve lowest 

possible cost of hedging foreign exchange risk. 

Hence the impact of exchange rate movements then 

is not very significant. 

 

However, very sharp movements are difficult to 

hedge against, and the movements we saw in 2008 

and end of 2011 probably were not adequately 

hedged by many people so there were significant 

costs, but they were events which are very difficult 

to predict and control. Sometimes one has to accept 

the impact.  Hopefully the normalisation of the 

currency, although we don’t know how that will 

happen given global uncertainties, but if capital 

inflows globally normalise or go back to the pattern 

we saw before August 2011, that should bring some 

stability to the rupee and other currencies. 

Ultimately everybody has to recognize foreign 

exchange risk and decide whether they want to 

hedge against it or not. Hedging is costly but it 

keeps you safe. It’s like insurance, everybody has to 

decide whether they would want to buy it or not. 

 

Do we see RBI issuing new banking licenses; say 

in the next 6-12 months? 

 

Well, the process is on. Some sort of time frame has 

been articulated and I suppose that the process will 

take some time and there will be some outcome. At 

the moment it is work in progress.  

Savings bank interest rate deregulation hasn’t 

lead to its increased except for a few private 

sector banks? What is the reason for this? 

 

The outcome was fairly predictable. The banks that 

have the least Current Account & Savings account 

(CASA), which is the stable and low cost source of 

funds for banks, would use this as an instrument  

to enlarge their deposit rates. For the larger banks 

which have huge advantages in terms of branch 

network the competitive pressure to raise rates and 

also to attract more deposits was not very strong.  

 

However, this is still very early in the process of 

adjustment, but it will put pressure on the larger 

banks to ensure that they do not lose out on savings 

account because some other banks would offer more 

attractive proposition. Apart from the interest rate 

there are a lot of services that savings banks account 

holders want, in terms of convenience, information 

and in terms of other transactions. Customers use 

the savings bank account as a sort of base for all 

other activities and services.  

 

If a bank can facilitate those services then it has a 

better chance of retaining customers. The overall 

impact of this may not be so much in terms of rates 

rather in terms of improvement of the overall 

quality of services and this is a very significant 

benefit. It’s not just price competition; but also non 

price competition. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

An interview with Prof. Aswath Damodaran 
 

 

Is stock market investment worth for the 

ordinary investor? Because generally many 

investors view it only in terms of price 

movements and they get carried away by market 

swings. Given the amount of fundamental 

analysis that is required which is considered very 

rigorous, shouldn’t they stick to investing only 

via mutual funds/401(k)/IRA's? 

 

Here is the simple rule that I follow. Unless you are 

bringing something unique to the investment table, 

don’t expect to walk away from it with winnings. 

That something may be superior information or 

superior analytical power, it could be a longer time 

horizon and more patience that the typical investor 

has or an intuitive story that investors are missing 

because they are too close to the action.  

If you don’t see yourself having any of the above, 

then it is best not to expend resources picking 

stocks. Find an investment mix that reflects your 

risk aversion, spread your bets (diversify), minimize 

trading and invest for the right reason, which is to 

augment your savings over time and not to get rich 

quickly. 

 

A recent study by rating agency, CRISIL has 

shown that over the last five year period, more 

than half of the large cap equity funds/diversified 

equity funds have underperformed the 

benchmark index (NIFTY 50) in India(reference 

link provided at bottom). Given such results, 

isn’t it wise for investors to stick to index based 

funds through SIP or bulk investment. 

Moreover, the management fees of index funds 

are also relatively low. Doesn’t this result in a 

way validate the EMH theory as well? 

 

I think it is a necessary condition for efficient 

markets, but not a sufficient one. If nothing else, it 

tells you how difficult it is to convert money-

making schemes that look good on paper or in back 

tests into real money on investments.  

 

Having said that, if everyone indexed, how would 

information ever get incorporated in prices and 

markets become efficient? A conundrum with 

efficient markets is they require a large segment of 

investors to be looking for inefficiencies for markets 

to become efficient. In other words, if everyone 

thought markets were efficient already, they would 

stop being efficient. 

 

Benjamin Graham had talked about the margin 

of safety principle in his book ' The Intelligent 

Investor’? How do you quantify this principle of 

investing and how different is it from intrinsic 

value estimation? 

 

See my blog post on margin of safety. Margin of 

safety is not an alternative to intrinsic value 

investing but an augmentation. Once you have 

estimated intrinsic value, the margin of safety 

determines at what price you will buy. Thus, if your 

intrinsic value is $50 and your margin of safety is 

20%, the price would have to be less than $40 for 

you to buy the stock. 

 

Has P/BV lost its importance in investment 

valuation vis-a-vis P/E? 

 

P/BV is used just as much as it was ten or thirty 

years ago and it has always had less reach than PE 

ratio. It has always been used more widely in 

sectors where book value means more, say financial 

services, and less in sectors where book value can 

be meaningless (old companies, technology 

companies).  I guess that the less you trust 

accountants, the more you will move away from 

book value based multiples. 

 

Can the EV/EBIDTA be interpreted in any other 

way other than comparing with same industry 

cross-section? 

 

 Dr. Damodaran is professor of finance at Stern School of Business, NYU. 
Before coming to Stern he also lectured in finance at the University of 
California, Berkeley. Prof. Damodaran's contributions to the field of finance 
have been recognised many times over. He has been the recipient of Giblin, 
Gluksman and Heyman fellowships, David Margolis teaching excellence 
fellowship, and the Richard L Rosenthal award for innovation in investment 
management and corporate finance. Prof Damodaran currently teaches 
corporate finance and equity instruments & markets.  

 



 

Are you asking me whether a multiple is useful only 

when used in relative valuation (when you are 

comparing across companies)? That is how it is 

usually used but it can be compared to an intrinsic 

value for that multiple as well. (I have a spreadsheet 

on my website that computes an intrinsic 

EV/EBITDA multiple for a company based on its 

fundamentals that you can compare to the actual 

EV/EBITDA). Like much of investing, the depth of 

its use will depend upon the depth of the user, i.e., 

the shallower the knowledge of the analyst, the 

shallower the use of a metric. 

 

The popular understanding of EMH is that 

markets are efficient at every point in time (let’s 

consider the semi strong form). But in your book 

you have mentioned it as 'deviations from true 

prices are random’. Is it that the general 

understanding is wrong or that you have a 

different notion about it? 

 

The popular understanding is wrong. Efficient 

markets require markets to make unbiased 

judgments of value, given the information that is 

available at the time of the assessment. Thus, 

market scan and will be wrong, though we would 

like the errors to be smaller rather than larger. 

Further, an investor looking across stocks will have 

no idea which direction the error is, i.e., whether a 

stock is being under or over valued by the market. 

 

In your investment valuation book you have used 

CAPM model for determining expected rate of 

return, which incidentally has also been used as 

discount rate for FCFE analysis. Why do we use 

the expected rate of return as the discounted 

rate? Why can’t we use the inflation rate 

instead? 

 

Would you invest in a business that I have started, if 

you expected to make just the inflation rate on the 

investment? Given that you are giving up current 

consumption and facing risk, it would make no 

sense. You would demand something for delaying 

consumption (a real interest rate) and some more for 

the risk that I am exposing you to (a risk premium). 

Is beta in this model a good proxy for risk or is it 

just a measure of volatility (variance)? 

When you invest in a stock, the risk you see is in the 

stock price volatility. Beta measures only a subset 

of overall volatility, which is the volatility that you 

cannot diversify away. The open questions are 

whether it is fair to assume that investors are 

diversified and whether the way you measure betas 

capture what you are trying to measure. 

 

What is your take on investing in Indian market 

at present? Will you bet your money? 

 

First, investing is not betting. Second, I don’t invest 

in markets but I do invest in companies. And third, 

yes, I do have some Indian companies in my 

portfolio. What do I look for? Exactly for what I 

look for in US companies, European companies or 

Latin American companies: good cash flows, 

sustainable growth, good corporate governance, 

strong barriers to entry. 

 

From Valuation perspective, how do you value 

Indian Public and Private firms given the public 

firms are run by civil servants (who are usually 

not industry professionals) whereas private firms 

are run by professional managers? 

 

Ultimately, I don’t care who runs the company but I 

do care how they run it. If civil servants run a 

business efficiently and invest wisely, I will value 

the company highly. If professional managers (or 

the family that hires them) run a business sub-

optimally, I will value the company accordingly. I 

have met civil servants in India who are brilliant 

and honest people, who I would trust running a 

complex business, and I have met professional 

managers (see reference to Vikram Pandit below) 

that could not manage a lemonade stand. 

 

 

Every time the world encounters a recession, 

some or the other reason is attributed to it. Don’t 

you think boom and bust cycles are a part of the 

business cycle theory?  I mean, can we see 

growth without the economy getting heated up 

and some bubble in some asset being formed? 

 

Booms and busts are part of the business cycle but 

they are also caused by economic factors that vary 

from cycle to cycle. So, you can have cyclical 

events and still attribute reasons to them. 

 

Some time ago, Vikram Pandit of Citi Bank had 

mentioned that ‘Banks should become banks 

again’. May be what he meant was banks should 

stick to their role of taking deposits and 

extending credit and hence serving the real 

economy. If this was followed say a decade 

earlier, would we have been in the mess that we 

are at present? 

 

Are you serious? Why would you want to listen to 

what Vikram Pandit says about how to run a bank? 

If you asked him how to ruin a bank, I am sure that 

he has the recipe. 



 

 

Has the recent financial crisis dealt a death blow 

to the world of financial engineering through 

heightened regulation? 

 

Look around you. Do you see derivatives markets 

disappearing? Or getting smaller? I don’t!  I think 

regulation creates more financial engineering as 

traders look for creative ways to get around rules. 

So, don’t worry! If your forte is mathematics and 

finance, the demand for your services will only 

increase over time, not decrease. 

 

Is this the end of capitalism as some people 

believe (Referring to the ongoing agitation 

against Wall Street)? Putting it in a different 

way, do you believe that Capitalism is 

fundamentally unsustainable since it is a system 

which requires growth for ever on a planet which 

is defined by ecological and social limits? 

 

Capitalism will die when human beings lose the 

capacity to act in their own self interest. That’s 

never going to happen. Remember that even in the 

heyday of communism in China and Russia, 

capitalism still found a way to survive in 

underground markets. 

 

A few words of wisdom to those who are seeking 

to make a career in corporate finance/Investment 

Banking/Asset Management? 

Don’t do it for the wrong reasons (and you know 

what they are). Listen to your head, but follow your 

heart. Life is too short to be spent doing something 

you don’t enjoy. 

 

http://www.crisilonline.com/Ratings/Brochureware/

News/SPIVA_release_06sep11.pdf 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

    

Crowd Funding 

It is basically the collective cooperation, attention 
and trust by people who network and pool their 
money and other resources together, usually via 
the internet, to support initiated by other people 
or organizations. The main motive behind such 
initiatives is to encourage startup companies. 
Among other areas, it is widely used in disaster 
relief, citizen journalism, and political campaigns 
and more importantly in creating free software. 
Although it has long been existing in the sphere 
of charity, it received renewed attention with the 
advent of internet which helps people across the 
globe connected and engages in investment and 
donation activities at very lost cost. One of the 
pioneers of crowd funding in the music industry 

have been the British rock group Marillion. In 
1997 American fans underwrote an entire U.S. 
tour to the tune of $60,000, with donations 
following an internet campaign – an idea 
conceived and managed by the fans before any 
involvement by the band. Crowd funding has also 
been used in film industry. The Cosmonaut is a 
good example of crowd funding in the film 
industry: its Save the Cosmonaut campaign raised 
€130,000 within only a week. Crowd funding is 
also being experimented with as a funding 
mechanism for creative work such as blogging 
and journalism, music, and independent film, and 
also for funding a startup company. One of the 
challenges of posting new ideas on crowd funding 
sites is there may be little or no intellectual 
property (IP) protection provided by the sites 
themselves. Another significant disadvantage to 
crowd funding is the possibility of getting 
ensnared in various securities laws, since 
soliciting investments from the general public is 
most often illegal unless the opportunity has been 
filed with an appropriate securities regulatory 
authority. In February 2011, a group of 
entrepreneurs banded together and formed 'The 
Startup Exemption' with the goal to lobby 
Washington, DC to update the Federal Security 
Laws and make it legal for entrepreneurs to use 
crowdfunding to raise a limited amount of early-
stage equity-based financing. Recently the US 
government has added the CROWD FUNDING 
Act as an amendment to the existing JOBs Act on 
March 22nd 2012. On April 5th 2012, president 
Obama signed the jobs act into law. 

 

http://www.crisilonline.com/Ratings/Brochureware/News/SPIVA_release_06sep11.pdf
http://www.crisilonline.com/Ratings/Brochureware/News/SPIVA_release_06sep11.pdf


 

View on Industrial outlook by Manoj Patil 
 

In the recent past we have seen a number of 

scams happening both in the government as well 

as in the corporate sector. How do you see this 

affecting the investment climate in India? 

 

Slowdown in growth in recent time is showing signs 

of bottoming. Recent revelation of various scams 

and the scale of it is overwhelming. Public 

awareness of scams is increasing and has found 

voice in civil society movements. India needs 

concerted policy measures to push growth to higher 

trajectory.  The economic growth prospects will get 

hurt owing to slower decision making on policy 

issues by governments and investment decisions by 

industry as the clouds over these scams get cleared. 

Effective implementation of transparent governance 

will be beneficial to India’s economic progress in 

longer term.  

 

In the post liberalization period, we have seen 

the services sector being always in the lime light, 

especially the IT service and telecom sectors, 

which were a huge success and being counted as 

the poster boys of India’s development. However 

the manufacturing sector hasn’t really lived up 

to the expectation although so much of efforts 

have been put towards it by the government. 

What do you think are the reasons behind this? 

 

India has lagged behind other developing nation as 

far as manufacturing sector is concerned. 

Considerable obstacles exist in terms of 

infrastructure, human capital and capital. Indian IT 

services sector has been able to grow and become 

world’s back office as they are not heavily 

dependent on the infrastructure for delivery and 

competitiveness. Services sector have been able to 

use the abundant skilled manpower available to 

deliver very high value to customers through 

structured skill development programs. Government 

needs to create world class infrastructure and skill 

development scheme to provide right environment 

for manufacturing sector to flourish and attain it’s 

full potential in India.  

 

Do you think this year’s budget is industry 

friendly? 

 

 

 

 

 

 

In light with the current political backdrop, the 2012 

budget has no major surprises. The Government has 

signaled some reforms, it has also raised excise and  

service taxes. Growth rate is likely to be maintained 

and it attempts to improve fiscal situation, although 

in small steps. I would like to think that the Budget 

2012 is neutral to industry. 

 

How important have Total Quality Management, 

Lean practices, six-sigma been in ensuring 

quality and are these practices followed in the 

auto/auto ancillaries sector. What have been the 

significant differences after firms started 

adapting to these practices? 

 

These practices have enabled companies to improve 

it’s quality, delivery and cost performance and 

emerge as an important hub for supply of 

components to OEM’s for domestic and export 

requirements. These practices have served Indian 

auto companies as effective strategies to improve 

their overall competitiveness and create a culture of 

continuous improvement and learning within their 

organizations. Adoption of these practices 

companywide has been single most driving forces 

for companies to improve customer satisfaction and 

employee involvement at the same time. 

 

In India the IT sector keeps mentioning about 

the lack of skill sets among fresh engineering 

graduates which makes many of them 

unemployable. Do the auto /auto ancillaries 

industry face similar challenges in terms of 

finding skilled manpower?  

 

India has large pool of working age population. 

Manufacturing industry is facing shortage of skilled 

manpower for white collar as well as blue collar 

jobs in recent times. Manufacturing sector is also 

facing challenge similar to IT sector of fresh 

engineers not being job ready as they join the 

organizations. Various companies have put internal 

training and development initiatives in place to 

prepare them to effectively perform at entry level 

jobs.  

 

In India we have only a few clusters for 

auto/auto ancilleries namely Gurgaon-Manesar 

belt, Sri Perambudur and now may be Sanand, 

Gujarat. Why does this industry cluster only in a 

few locations? 

 



 

The importance of clusters in industrial

development is a well known phenomenon. 

Industrial development happens in ‘ecosystems’ of 

inter–related companies, suppliers and service 

providers. Well developed clusters provide several 

advantages to companies and drive more 

competitive economics. Companies can achieve cost 

and productivity gains in clusters because of 

multiple reasons like increased supply chain 

responsiveness, decreased time to market, superior 

access to talent and lower logistics costs. These 

clusters develop and grow with appropriate 

government policy and concerted efforts of one or 

more large companies.  

 

What factors do you think will play an important 

role for the Industrial growth in this country for 

say the next ten years? 

Indian manufacturing has performed strongly over 

the last few years. It also has a huge potential to 

generate higher levels of employment for the 

growing working age population of India. Some of 

the important factors that can drive the growth of 

Indian manufacturing are  

 Creating world class manufacturing 

 Creating large base of skilled manpower 

 Improved governmental procedures and     

           reducing transaction time and cost 

 Improving competitiveness through lean and      

innovation across companies 

 Creating products to meet large domestic  

            demand  

 Focusing on skill & technology intensive  

            products for exports 

 

(Mr.Manoj Patil is General Manager at Sundaram- 

Clayton)

  

 

What is Purchasing Manager Index? 

 

An index started long back in 1948 by the US based 

‘Institute of Supply Management’, the Purchasing 

Managers’ Index or PMI has now become one of 

the most closely watched indicators of business 

activity across the world. 

 

Meaning 

PMI is an indicator of business activity - both in the 

manufacturing and service sectors. It is a survey 

based measure that asks the respondents about 

changes in their perception of some key- business 

variables from the month before. 

It is calculated separately for the manufacturing and 

service sectors and then a composite index is 

constructed. 

 

Calculation of PMI 

The PMI is derived from a series of qualitative 

questions. Executives from a reasonably big sample, 

running into hundreds of firms, are asked whether 

key indicators such as output, new orders, business 

expectations and employment were stronger than 

the month before and are asked to rate them. 

 

Understanding the PMI 

A figure greater than 50 indicates expansion in 

business activities. Anything below 50 shows 

contraction. Higher is the difference from this mid-

point greater is the expansion or contraction. The 

rate of expansion can also be judged by comparing 

the PMI with that of the previous month data. If the  

 

 

 

 

 

figure is higher than the previous month’s then the 

economy is spending at a faster rate. If it is lower 

than the previous month than it is growing at a 

lower rate.  

 

Implications for an Economy 
The PMI is usually released at the start of the 

month, much before most of the official data of the 

industrial output manufacturing and GDP growth 

becomes available. Hence it is considered as a good 

leading indicator of economic activity. Economists 

consider the manufacturing growth measured by 

PMI as a good indicator of industrial output for 

which official statistics are released later. Central 

banks of respective countries also use the index to 

help make decisions on interest rates. 

 

Importance for financial markets 

The PMIs also give indication of corporate earnings 

and is closely watched by the investors as well as 

the bond market. The Indices are essentially must-

have data for economic analysts, financial market 

players all over the world. A good reading enhances 

the attractiveness of an economy vis-à-vis another 

competing economy. For instance India’s 

manufacturing activities can be compared with other 

economy’s manufacturing activities as measured by 

PMI. For example India’s manufacturing PMI for 

the month of March ‘12eased to 54.7 from 56.6 a 

month before as compared to that of China’s 53.1 in 

March 2012. 

 



 

 

 

 

Four times in the past century, a large chunk of the 

industrial world has fallen into deep and long 

depressions characterized by persistent high 

unemployment: the United States in the 1930’s, 

industrialized Western Europe in the 1930’s, 

Western Europe again in the 1980’s, and Japan in 

the 1990’s. Two of these downturns – Western 

Europe in the 1980’s and Japan in the 1990’s – cast 

a long and dark shadow on future economic 

performance.  

In both cases, if either Europe or 

Japan returned – or, indeed, ever 

returns – to something like the pre-

downturn trend of economic growth, 

it took (or will take) decades. In a 

third case, Europe at the end of the 

1930’s, we do not know what would 

have happened had Europe not 

become a battlefield following Nazi 

Germany’s invasion of Poland. 

In only one instance was the long-run growth trend 

left undisturbed: US production and employment 

after World War II were not significantly affected 

by the macroeconomic impact of the Great 

Depression. Of course, in the absence of 

mobilization for WWII, it is possible and even 

likely that the Great Depression would have cast a 

shadow on post-1940 US economic growth. That is 

certainly how things looked, with high levels of 

structural unemployment and a below-trend capital 

stock, at the end of the 1930’s, before mobilization 

and the European and Pacific wars began in earnest. 

In the US, we can already see signs that the 

downturn that started in 2008 is casting its shadow 

on the future. Reputable forecasters – both private 

and public – have been revising down their 

estimates of America’s potential long-run GDP. 

For example, labor-force participation, which 

usually stops falling and starts rising after the 

business-cycle trough, has been steadily declining  

 

 

 

 

over the past two and a half years. At least some 

monetary policymakers believe that recent 

reductions in the US unemployment rate, which 

have largely resulted from falling labor-force 

participation, are just as valid a reason for shifting 

to more austere policies as reductions in 

unemployment that reflect increases in employment. 

And much the same processes and responses are at 

work – with even greater strength – in Europe. 

Most important, however, has been what looks, 

from today’s perspective, like a 

permanent collapse in the risk-

bearing capacity of the private 

marketplace, and a permanent and 

large increase in  

the perceived riskiness of financial 

assets worldwide – and of the 

businesses whose cash flows 

underpin them. Given aging 

populations in industrial countries, 

large commitments from governments to social-

insurance systems, and no clear plans for balancing 

government budgets in the long run, we would 

expect to see inflation and risk premiums – perhaps 

not substantial, but clearly visible – priced into even 

the largest and richest economies’ treasury debt. 

Sometime over the next generation, the price levels 

of the US, Japan, and Germany might rise 

substantially after some government short-sightedly 

attempts to finance some of its social-welfare 

spending by printing money. The price levels are 

unlikely to go down. Yet the desire to hold assets 

that avoid the medium-term risks associated with 

the business cycle has overwhelmed this long-run 

fundamental risk factor. 

 

But the risk that the world’s investors currently are 

trying to avoid by rushing into US, Japanese, and 

German sovereign debt is not a “fundamental” risk. 

There are no psychological preferences, natural-

resource constraints, or technological factors that 

make investing in private enterprises riskier than it 

Guest Column : The Shadow of Depression 

J. Bradford DeLong is Professor of Economics at the University 
of California at Berkeley and a research associate at the National 
Bureau for Economic Research. He was Assistant US Treasury 
Secretary during the Clinton Administration, where he was 
heavily involved in budget and trade negotiations. 

http://www.project-syndicate.org/default/library/106ed330d92ba3f86998a05853e4e698.jpg


 

was five years ago. Rather, the risk stems from 

governments’ refusal, when push comes to shove, to 

match aggregate demand to aggregate supply in 

order to prevent mass unemployment. 

 

Managing aggregate demand is governments’ job. 

While Say’s law – the view that supply creates its 

own demand – is false in theory, it is true enough in 

practice that entrepreneurs and enterprises can and 

do depend on it. 

 

If the government falls down on the job, John 

Maynard Keynes wrote 76 years ago, and “demand 

is deficient…the individual enterpriser...is operating 

with the odds loaded against him. The game of 

hazard which he plays is furnished with many 

zeros,” which represent “the increment [by which] 

the world’s wealth has fallen short of...savings,” 

owing to “the losses of those whose courage and 

initiative have not been supplemented by 

exceptional skill or unusual good fortune. But if 

effective demand is adequate, average skill and 

average good fortune will be enough.” 

 

For 62 years, from 1945-2007, with some sharp but 

temporary and regionalized interruptions, 

entrepreneurs and enterprisers could bet that the 

demand would be there if they created the supply. 

This played a significant role in setting the stage for 

the two fastest generations of global economic 

growth the world has ever seen. Now the stage has 

been emptied. (This article was first published in Project Syndicate) 

 

 

 

 

From the past  

 

 

                         Sterling Era 

 
The Reserve Bank of India held its foreign currency 

reserves in US dollars only from the beginning of 

1975, though India started diversifying its reserves 

in the late 60s itself. Earlier to this, as a member of 

the group of countries known as the ‘sterling area ‘ 

of which United Kingdom was the center country , 

India’s earning had to be kept almost entirely 

sterling. The earnings in non-sterling area 

currencies were remitted in the UK in return for  

Sterling deposits.  

 

Starting June 23rd 1972 when pound sterling was 

floated, British authorities restricted the sterling 

area to the UK, The Channel islands, the Isle of 

Man, the Republic of Ireland and Gibraltar for 

exchange control purposes. It designated persons 

residing in the countries previously known as 

sterling area (other than the above) as non-residents, 

and the existing sterling accounts of such persons as 

external accounts. Hence these measures marked the 

end of the sterling area. In the late 60s India started 

diversifying its foreign exchange reserves to spread 

the risk of losses arising from fluctuations of 

exchange value of sterling. To prevent UK’s 

balance of payments from being adversely affected 

by the liquidation of sterling holdings by these 

sterling area countries, the British government 

entered into agreements with them, from September 

25th 1968 onwards committing to maintain the 

dollar value of the bulk of their sterling reserves. 

 

The agreement with India was a period of three 

years, expiring in September 1971. It was renewed 

along with other similar agreement for a further two 

years, when a uniform reduction in minimum 

sterling proportions was also made. Thus the 

sterling guarantee agreement was continued even 

after the sterling era agreement was finally 

terminated on December 31
st
 1974. Under the 

agreement India had received compensation on two 

occasions. The process of diversification of reserves 

was accelerated thereafter. Currently, sterling forms 

only a modest proportion of total official foreign 

exchange reserves. 

                      
                                   Contributed by: A Vishnu Bharadwaj 

 

 

 

 



 

 

The future of capitalism is again a question. Will it 

survive the ongoing crisis in its current form? If not, 

will it transform itself or will government take the 

lead? 

The term “capitalism” used to mean an economic 

system in which capital was privately owned and 

traded; owners of capital got to judge how best to 

use it, and could draw on the foresight and creative 

ideas of entrepreneurs and innovative thinkers. This 

system of individual freedom and 

individual responsibility gave little 

scope for government to influence 

economic decision-making: success 

meant profits; failure meant losses. 

Corporations could exist only as 

long as free individuals willingly 

purchased their goods – and would 

go out of business quickly 

otherwise.  

Capitalism became a world-beater in the 1800’s, 

when it developed capabilities for endemic 

innovation. Societies that adopted the capitalist 

system gained unrivaled prosperity, enjoyed 

widespread job satisfaction, obtained productivity 

growth that was the marvel of the world and ended 

mass privation. 

 

Now the capitalist system has been corrupted. The 

managerial state has assumed responsibility for 

looking after everything from the incomes of the 

middle class to the profitability of large 

corporations to industrial advancement. This 

system, however, is not capitalism, but rather an 

economic order that harks back to Bismarck in the 

late nineteenth century and Mussolini in the 

twentieth: corporatism. 

 

In various ways, corporatism chokes off the 

dynamism that makes for engaging work, faster 

economic growth, and greater opportunity and  

 

inclusiveness. It maintains lethargic, wasteful, 

unproductive, and well-connected firms at the 

expense of dynamic newcomers and outsiders, and 

favors declared goals such as industrialization, 

economic development, and national greatness over 

individuals’ economic freedom and responsibility. 

Today, airlines, auto manufacturers, agricultural 

companies, media, investment banks, hedge funds, 

and much more has at some point been deemed too 

important to weather the free market 

on its own, receiving a helping hand 

from government in the name of the 

“public good.” 

 

The costs of corporatism are visible 

all around us: dysfunctional 

corporations that survive despite 

their gross inability to serve their 

customers; sclerotic economies with 

slow output growth, a dearth of engaging work, 

scant opportunities for young people; governments 

bankrupted by their efforts to palliate these 

problems; and increasing concentration of wealth in 

the hands of those connected enough to be on the 

right side of the corporatist deal. 

This shift of power from owners and innovators to 

state officials is the antithesis of capitalism. Yet this 

system’s apologists and beneficiaries have the 

temerity to blame all these failures on “reckless 

capitalism” and “lack of regulation,” which they 

argue necessitates more oversight and regulation, 

which in reality means more corporatism and state 

favoritism. 

It seems unlikely that so disastrous a system is 

sustainable. The corporatist model makes no sense 

to younger generations who grew up using the 

Internet, the world’s freest market for goods and 

ideas. The success and failure of firms on the 

internet is the best advertisement for the free 

market: social networking Web sites, for example, 

Guest Column : Blaming Capitalism for Corporatism 

1. Edmund S. Phelps (L), a Nobel laureate in 
economics, is Professor of Political Economy at 
Columbia University, and Director of its Center on 
Capitalism and Society. 

2. Saifedean Ammous (R) is a lecturer in 
economics at the Lebanese American University. 
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rise and fall almost instantaneously, depending on 

how well they serve their customers. 

Sites such as Friendster and MySpace sought extra 

profit by compromising the privacy of their users, 

and were instantly punished as users deserted them 

to relatively safer competitors like Facebook and 

Twitter. There was no need for government 

regulation to bring about this transition; in fact, had 

modern corporatist states attempted to do so, today 

they would be propping up MySpace with taxpayer 

dollars and campaigning on a promise to “reform” 

its privacy features. The internet, as a largely free 

marketplace for ideas, has not been kind to 

corporatism. People who grew up with its 

decentralization and free competition of 

ideas must find alien the idea of state support for 

large firms and industries. Many in the traditional 

media repeat the old line “What's good for Firm X 

is good for America,” but it is not likely to be seen 

trending on Twitter. 

The legitimacy of corporatism is eroding along with 

the fiscal health of governments that have relied on 

it. If politicians cannot repeal corporatism, it will 

bury itself in debt and default, and a capitalist 

system could re-emerge from the discredited 

corporatist rubble. Then “capitalism” would again 

carry its true meaning, rather than the one attributed 

to it by corporatists seeking to hide behind it and 

socialists wanting to vilify it. 
                  (This article was first published in Project Syndicate)

 

 

Movie: Inside Job (2010) 

 

Cast: Matt Damon, William Ackman, Daniel Alpert 

This documentary film explores how the key 

players in financial markets performed their job. 

The movie is totally different from others because 

of its exhaustive research and extensive interviews 

with key financial insiders, politicians, journalist 

and academics. The global economic crisis of 2008  

 

 

 

 

cost tens of millions of people their savings, their 

jobs and their homes. 

Tracking 

The movie begins in Iceland which brought in 

reforms like light touch regulation, privatisation of 

banks in early 2000s and how it turned out to be 

disastrous for the economy. From 2000-2007, the 

American financial industry dominated by five 

investment banks, two financial conglomerates, 

three insurance companies and three rating 

agencies.  

It shows how the real estate boom, jump in 

countrywide profits, Wall Street bonuses and raising 

limit of leverage ratio led to the collapse of the 

American economy. It basically tells how the 

securitisation food chain turns out to be a foodless 

chain for the world. Before the crisis, brokers 

regularly paid (starts from $1000 per hour) 

prostitutes to entertain the traders. Collapse was not 

only due to Lehman Brothers filing for bankruptcy, 

but it also involved key profile players in America. 

Many of the high profile players declined to be 

interviewed in the movie. 

There were a lot of reports, articles and research 

papers (Raghuram G. Rajan, Nouriel Roubini) 

warned before the crisis. Apart from business and 

government, the movie points to the discipline of 

economics and more than a few prominent 

economists who were enticed by consulting fees and 

seats on board of directors. Most academics were 

directors of company or consultants of Hedge fund. 

This crisis was not an accident; it was caused by an 

out-of-control of industry. The movie delves into 

the crisis and highlights key insights of economic 

discipline. While watching the movie, you will get 

to know a lot about key players and their job that 

resulted in the meltdown.  
(Contributed by: Lokesh Kumar, M.Sc FE) 

      Movie Review 
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“The reasonable man adapts himself to the world .The unreasonable man persists in trying to adapt the 

world to himself. Therefore all progress depends on the unreasonable man." 

                                                                                                                  ………..Bernard Shaw

This tongue-in-cheek observation of Bernard Shaw 

sets the stage where a true seeker of excellence 

would, rather risk being unpopular or being branded 

as selfish or high nosed, than compromise on his 

principles. 

 

Looking at the great personalities that have made 

history, one thing clearly stands out and that is that 

they all were characterized by virtues 

of self-respect and positive self-

esteem, which at the time may have 

appeared as arrogance, but gave them 

the “staying power” in their struggle 

for morality and “Lokasangraha” 

(Social Order). They were dreamers 

of an equitable tomorrow and every 

day was a struggle for them to steer 

their way in the midst of an ocean of 

deceit and despair.   

 

I am talking about Nelson Mandela 

and Martin Luther King Jr. and 

Shaheed Bhagat Singh and countless others who 

gave up their today for a better tomorrow. And I am 

also talking about Mahatma Gandhi who having 

been thrown out of the first-class compartment of 

that train in South Africa changed the course of 

history for India and for the World. That young 

Indian barrister bubbling with youthful idealism and 

positive Self-Esteem, with the world at his feet, so 

to say, was so shaken up by the circumstances that 

he gave up his all for “Lokasangraha”. And that is 

when the consciousness of Barrister Mohandas K 

Gandhi transcended to Mahatma Gandhi.  

Self-Esteem is one of the most misunderstood 

concepts, especially in Indian parlance, and is taken 

to be Ahankara or arrogance which, carrying an air 

of negativity makes one unpopular and often 

winning more enemies than friends. In its true 

sense, Self-Esteem is the steadfast and relentless 

pursuit of moral conduct. Self Esteem gives 

“Staying Power” to stay the course of moral conduct 

in the midst of adversity. Self 

Esteem therefore is ego moderated 

by Dharma or righteousness.  

 

Ahankara in its literal sense means 

and conveys the idea of a 

consciousness that whatever is 

being done is the outcome of the 

worth or power of the actor. That he 

is the doer and this ownership of 

the act is what is ahankara. God in 

His true state is an ecstatic song of 

harmony and oneness, while the 

language of humans driven by ego 

is that of separation, divisiveness and groups. 

Opposite of Ego is humility which is to feel oneness 

with fellow beings, to recognize that God is the doer 

of all things and we are only a tool in the hands of 

God and a small part in the symphony of the 

universe.  

 

Some of the great Indian corporate achievers of our 

times have been Russi Mody (TISCO) and Indira 

Nooyi (PEPSICO), among numerous others. A 

simple review of their lives and style would reveal 

how most were characterized by virtues of self-
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respect and positive self-esteem. They cared little 

for conventional humility and followed their dream 

of responsible corporate governance for social good 

(Lokasangraha).   

 

In fact, excessive humility or that born of a sense of 

uncertainty and weakness within, as noted by 

Bertrand Russell, suppresses self-respect. 

Producing, more often than not, "hypocrisy and 

falsification of instinct", this artificial approach 

hinders accomplishment. 

 

This art of true "enlightened action" is also the 

practical working of the Bhagavad Gita concepts of 

atmanyeva atmana thustah (2,55) and atmaratih 

(3,17), meaning respectively, "fulfilled in one's self 

by one's own self" and "delighting in oneself". This 

also is the process that generates the supreme 

reward of antahsukah, antararamah, antarjyoti 

(5,24) - inner joy, inner peace and inner light. This 

also is the Biblical concept of "the kingdom of 

God", which according to the Book (Luke: 17, 21), 

is, verily, within us all! 

 

In one's unrelenting pursuit of the chosen vision, the 

aspirant would, in his eagerness to win friends and 

influence people, also endeavor to draw the line, 

ensuring that his basic approach and values are not 

compromised, not ever becoming excessively 

pleasing or accommodative. In the same manner he 

would, while willing to spare time for the worthy, 

certainly not hobnob with all and sundry. And this 

surely will earn him the frown of being egoistic and 

put him on the defensive.  

 

A true seeker of excellence would, however, rather 

risk being unpopular or being branded as selfish or 

high nosed rather than compromise on his 

principles. This is the essence of right living and 

enlightened action, living up to your highest vision 

of yourself, no matter what the circumstances you 

might encounter.  

 

                        

 

 

 

 

Did you know? 

* The world's first futures market was Dojima in Japan where merchants used to trade Rice!!! 

 

* Hemline theory suggests that hemlines on women's dresses rise along with stock prices. In good economies, 
we get such results as miniskirts as seen in the 1960s, or in poor economic times, as shown by the 1929 Wall 
Street Crash, hems can drop almost overnight. Research has proved the same! 

 

* In 1845 during Railway Mania, The Economist changed its name to The Economist, Weekly Commercial   
Times, Bankers' Gazette, and Railway Monitor. A Political, Literary and General Newspaper 

 

* Government's view of the economy could be summed up in a few short phrases:  
“If it moves, tax it. If it keeps moving, regulate it. And if it stops moving, subsidise it”.   Ronald Reagan 

 

* The origin of our word budget is the Latin bulga, a little pouch or knapsack. The word turned up in English 
in the fifteenth century, having travelled via the French bougette, a diminutive form of bouge, “leather bag”. 

 

* Keynes built up a substantial collection of fine art by Paul Cézanne, Edgar Degas, Amedeo Modigliani, 
Georges Braque, Pablo Picasso, and Georges Seurat he also collected and protected many of Isaac Newton's 
papers.  

 

* The world's oldest share certificate was issued by the Dutch East India Company!and that was traded on 
Amsrerdam Stock Exchange the world’s oldest stock exchange. 

 

* Economist John Kenneth Galbraith is the only man to win both the Presidential Order of Freedom (USA) 
and Padma Vibhushan 

 

* “A Hobson's choice is a free choice in which only one option is offered” The phrase is said to originate with 
Thomas Hobson, a livery stable owner in Cambridge, England. To rotate the use of his horses, he offered 
customers the choice of either taking the horse in the stall nearest the door or taking none at all. 
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There are broadly three issues that a sound energy 

policy tries to. These are social, economic and 

environmental which translate into the policies of 

supply security (energy reach and sufficiency), 

market liberalization and environmental protection 

respectively. The last energy goal of environmental 

protection is becoming increasingly relevant as 

natural resources diminish and global climate 

models cite for evidence for a climate change 

exacerbated by human underpinnings. This essay 

discusses: 1. How steering the world to a renewable 

energy path can be an economic challenge using a 

case study of biomass energy generation in Alaska; 

and 2. The sometimes divergent state imperatives 

that the developing and the developed countries face 

while formulating energy policy citing UK as an 

example from the developed world and India as an 

example from the developing world.  

 

Pre-industrial CO2 concentrations rose and fell 

between190-270 parts per million (ppm) as ice 

sheets expanded and contracted. Currently these 

levels are broadly around 380 ppm. With a 

stabilization level of 550 ppm CO2-eq there would 

be a greater than 0.9 probability that global 

temperatures will rise by 1.5 °C or more and a 

greater than 0.6 probability that it will rise by 2 °C 

or more this century relative to pre-industrial levels 

(IPCC, 2007a). Global implications for such 

warming effect include 2 billion more people 

getting affected by increased water scarcity, loss of 

bio-diverse ecosystems including coral reefs, 

reduction in agricultural productivity and food 

availability in developing countries and increased 

risk of extinction for 20-30% of world’s species 

(IPCC, 2007b as cited in Scrase & MacKerron 

2009). Other effects include disintegration of 

Greenland and West Antarctica ice sheets leading to 

a more than 12 metres sea level rise having huge 

consequences for the 10% of the world’s population 

that lives less than 10 metres above sea level. Such 

destructive implications leave a huge imperative to 

act soon.  

 

Given that the energy sector is responsible for 

majority of global emissions, an essential 

imperative for mitigating such effects would be to 

convert our energy system to renewable energy 

technologies which do not degrade the environment  

 

in spite of continuous operation. This leaves 

questions on how to structure the future electricity 

system and the energy source mix and at what costs. 

Taking available technologies at their current actual 

cost would be a worst case scenario because as 

commercialisation occurs and scale of economies 

sets in, economic performance will improve. On the 

other hand the high risk element that accompanies 

technologies that mankind has yet not seen as being 

scalable would suggest using current actual costs as 

a sound basis for future considerations. Let us 

examine the case of a successful demonstration of 

biomass energy production in Alaska.  

 

Sealaska Corporation, a native Alaskan corporation 

ventured into biomass energy producing wood 

pellets locally because transporting fossil based 

energy to Alaskans inhabiting remote areas was 

significantly more expensive than providing them 

with other forms of locally produced energy. This 

resulted in an estimated 265,000 tons of CO2 

emissions reduction annually by using sustainably 

sourced and locally produced wood-pellets over oil. 

The economic benefits from biomass energy being 

cheaper translated into a savings of $16,000 in the 

first year (Maida 2007). However, such a 

commercial exercise of producing biomass energy 

using locally produced wood pellets would be 

economically viable only if the price of oil remained 

over 3$/gallon (Brackley et al. 2010). Refer below 

chart. Currently oil price is about $3.5 per gallon1.  

 

 
 

 

This commercial exercise suffers from the usual 

caveats of requiring large forestry operations 

capacity such that it meets biomass requirements on 

sustainable basis without harming ecosystem 

services. Despite this, it remains a classic case of a 
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successful demonstration in technology diffusion 

theory. Commercialization efforts to diffuse 

sustainable energy technologies (SET) have so far 

remained as the biggest challenge in the field of 

renewable energy and energy efficiency. The 

biggest challenge in steering the world by suitable 

energy policies towards renewable energy paths is 

successful commercialisation of SETs which may 

not always be a natural outcome from a successful 

market demonstration of the technology.  

 

Let us examine the case of UK. The Royal 

Commission on Environmental Pollution 

encouraged UK to cut its CO2 emissions by 60% by 

2050 from current levels which would be in line 

with the global agreement of capping CO2 

concentration in the atmosphere to about 550 ppmv. 

The Energy Review prepared for the UK Cabinet 

Office in 2002 highlights that even though the 

actual costs of achieving such a target will depend 

on the ‘…methods chosen to reduce carbon, rate of 

technical progress and being able to reduce 

emissions elsewhere’, the 

anticipated overall costs of meeting 

such a goal is likely to have a small 

impact on GDP. Even though the 

report advises the UK to prepare for 

legal uncertainties regarding 

abatement measures and supports 

putting a price on carbon emissions, 

it is cautious in its approach to take 

a unilateral decision on such an 

ambitious emissions reduction path 

in advance of international 

commitments. This seems fair for a 

nation obliged to fulfill on its state imperatives 

(Scrase & MacKerron 2009) and averse to 

compromising its international competitiveness. On 

the one hand there exists the case of the UK where 

the energy policy discourse is centered on 

international competitiveness, countries from the 

developing nations especially the resource rich ones 

suffer from huge carbon lock-in in terms of energy 

infrastructure.  

 

Let us examine the case of India which is a resource 

rich country and where the various SET 

technologies have demonstrated a relatively slow 

growth in commercialisation so far. India is the 

third largest producer of hard coal after China and 

the United States and CO2 emissions from the 

power sector represent half of total Indian 

emissions: ‘399 million tonnes of CO2 in 1999 out 

904 million tonnes of CO2 of total emissions’ 

(Audinet et al. 2002). The country relies on 

domestic hydro and coal concentrated in specific 

areas powering a centralised grid for the bulk of its 

power and given its vast coal reserves, it is likely to 

continue to rely on coal for the bulk of its additional 

generation capacity.  

 

Let us consider the state of renewable energy 

resources (barring hydro energy) in India’s power 

sector. Wind energy has the highest penetration in 

Indian market having a large manufacturing base of 

indigenous production of wind turbines and blades. 

However it is considered behind solar heating as an 

SET as it enjoys lot of fiscal benefits. Solar PV and 

solar cooker are in the path of commercialisation. 

Biomass power is at pre-commercialisation stage 

enjoying several fiscal incentives such as import 

duty concessions, excise duty exemption, tax 

holiday for ten years and so on. Emerging SETs in 

demonstration stage in India are ‘Waste to Energy’ 

and solar electricity. ‘…the experience of SETs in 

India has been a slow progress with poor market 

penetration. Some of the SETs like solar cookers 

and biomass power are trapped in the valley of 

death. These promising SETs are in 

the demonstration and pre-

commercialization phase since last 

three decades, but they could never 

take-off’ (Balachandra et al. 2010). 

The secondary nature of 

environmental and social concerns 

and competition with other matured 

technologies inter alia are the 

various reasons behind such a slow 

rate of market penetration of SETs 

in India. These bottlenecks in a 

more speedy advancement of these 

technologies in the back drop of electricity access 

issues3 and a natural competitive advantage in the 

face of being resource rich give the state a carbon 

lock-in with a potential of the point of no return. 

 

This essay uses the examples of UK and India as 

broadly illustrative of divergent issues a state may 

be faced with while formulating energy policy 

roadmaps to address social and economic objectives 

in the face of environmental implications. On the 

one hand, developing countries struggle to strike a 

balance between economic growth, inclusion and 

sustainable development and often are too 

constrained to take bold steps towards a renewable 

energy path. On the other hand, the developed 

countries in many instances may individually have 

huge scope for policy led market based intervention 

mechanisms to cut emissions and yet provide 

energy at reasonable cost. In the absence of a global 

body dedicated for chartering energy roadmaps for 

different countries, it will take the developed world  



 

to really agree to avoid reaching such a zero sum 

game. 

 

 

 

References  
Audinet, P., Verneyre, F. & Agency, I.E., 2002. Electricity in India: 
providing power for the millions, International Energy Agency.  
Balachandra, P., Kristle Nathan, H.S. & Reddy, B.S., 2010. 
Commercialization of sustainable energy technologies. Renewable 
Energy, 35(8), pp.1842-1851.  
Brackley, A.M. et al., 2010. Developing estimates of potential 

demand for renewable wood energy products in Alaska, DIANE 
Publishing.  
Maida, C.A. ed., 2007. Sustainability And Communities of Place 
illustrated ed., Berghahn Books.  

Scrase, D.I. & MacKerron, P.G. eds., 2009. Energy for the Future: A 

New Agenda, Palgrave Macmillan. 

1 http://205.254.135.7/dnav/pet/pet_pri_gnd_dcus_nus_w.htm (last 

referenced on 07/02/2012) 

2 In 1998 coal accounted for 73% electricity generation by fuel mix 

(Audinet et al. 2002). 

3  69% of the 112 million households living in rural zones do not 

have electricity access (1991 census), 

 

 

‘ARTHIKI’-2012 Annual Fest of MSE 
 

  

ARTHIKI is one of the many traditions of Madras 

School of Economics. It is the annual economics 

fest of our college. The word ARTHIKI comes from 

the Sanskrit word “Artha” which means “money”.  

It is organized by the students of our college under 

the supportive guidance of our respected Director 

and faculties. It is organized with the aim of 

enhancing the thinking horizon and application of 

theoretical aspects. 

 

 
                                                            (Contd. on page 26)

Richa Goyal 

An M.Sc Economics  from MSE (2006-08 ). Presently she is pursuing M.Sc in Environmental Change & 
Management from University of Oxford. Prior to that she has worked for HP Analytics. Her area of interest 
includes Climate Change , Green Corporate Social Responsiblity  & Energy Policy. 



 

 

Growth; that is the academic definition of 

capitalism, according to Nobel laureate Amartya 

Sen. Capitalism is meant to be, and is, an economy 

based on market transactions, private ownership and 

profit seeking motivation. The question that I would 

like to pose is, can there indeed be euthanasia of 

capitalism, an explosion or a new era of 

development? 

 

I think the time is right to raise this question.  In 

fact, as rightly pointed out by Nobel laureate Joseph 

Stiglitz says “(the occupy Wall Street) protests have 

brought (the issue of) systems failure to the fore.” 

Going back to the eighteenth century we find that 

Marx had argued that capitalism would succeed in 

its initial stages quite well in promoting growth by 

means of capital investment in new technology and 

improved means of production. Everyone would 

prosper. However, as 

capitalism developed he argued 

that capitalists would 

appropriate to themselves more 

and more of profits and/or 

income so that laborers would 

have increasingly less of it. 

Over time, Marx had claimed 

that initially capitalistic 

economies would undergo ever 

more vicious cyclical savings 

from boom to bust. These cycles and the ongoing 

process of capitalism would, in turn result in ever 

richer capabilities and ever poorer working classes, 

until, finally at some point, laborers would protest.” 

                                        The ongoing protest in US, 

occupy Wall Street, indeed seems to be a protest in 

support of social democracy. The protests have 

spread like wild fire around the world. The protests 

are against social and economic inequality, high 

unemployment, greed, as well as corruption and 

excessive influence of corporations-particular from 

the financial service sector-on government. The 

protest slogan “we are the 99%,” refers to the 

growing income and wealth inequality in the US 

between the wealthiest 1% and rest of the 

population. The fact is that the main problem with 

capitalism still remains: inequality. Some primary 

causes contributing to the creation and persistence 

of wealth inequality include, but are not limited to 

such things like financial resources, money  

 

 

 

allocation, higher net rate of return to assets owned 

by the rich, higher rate of savings (and hence asset 

accumulation by the wealthy), lower credit costs 

and credit constraints for the wealthy, inflation, tax 

policy.  In fact, Obama in a recent state of union 

speech said that it was because of loop holes and 

shelters in the tax code, a quarter of all millionaires 

pay lower tax rates than millions of middle class 

households.”  Another comment was “millions of 

Americans who work hard and play by the rules 

every day deserve a government and a financial 

system that do the same. It’s time to apply the same 

rules from top to bottom, no bail outs, and no cop 

outs. An America built to last insists on 

responsibility from everybody”.  However, one 

must keep in mind that it is, after all, election time 

in US, and that speeches alone would not make a 

difference. 

                                     

On India, prominent economist 

Usha Patnaik says “neo liberal 

policies fine tuned to global 

capitalist accumulation are to 

blame”. Nobel laureate Sen, on 

the other hand, says “health 

care and environment are 

victims of narrowly defined 

capitalism.” After 

liberalization, India has 

progressed more than anticipated. Even in this 

depreciating global scenario India’s GDP growth 

rate is predicted at 7%. However, the question 

remains whether the whole of India is indeed 

growing or only a part of the population is 

progressing with the onset of economic growth. In 

fact, when we examine the widespread inequality in 

India, one study by World Bank indicates that one 

in nine people in the world live in an Indian village, 

with spotty access to basic services. The 

government task force National Commission for 

Enterprises in the Unorganized Sector estimates that 

57% of Indians still depend on agriculture and 92% 

of the Indian labor force works in the informal 

sector, mostly in unregistered small scale 

enterprises. 

 

Despite progress in reducing poverty, India’s 

Planning Commission estimates that about 240 

million people still live below the poverty line. A 

recent report by the World Bank estimates that an 

additional 300 million people live in low income 
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groups just above the poverty line. And the Asian 

Development Bank estimates that 70% of rural 

households do not have a basic savings account. A 

United Nations (UN) study has ranked India at 134 

out of 187 countries in terms of human development 

index even though it observed that life expectancy 

at birth in the country has increased by 10.1 percent 

a year over the last two decades. India’s shame is 

that 4 in 10 kids are malnourished. Furthermore, 

India’s shift to capitalism also includes an erosion 

of entitlements. The shifting of natural resources 

such as land, mineral, wealth, water bodies and 

forests that were historically used as community 

commons to private title holdings is often achieved 

at artificially low prices, using coercive methods 

and sub-optimal compensation packages, 

disproportionately affecting those at the lowest end 

of the economic and social spectrum. 

Environmental performance index 2012, a study by 

Yale and Columbia university shows India has the 

most toxic air, both in terms of the ecosystem 

effects of water resources and the human health 

effects of water quality. 

 

The fact of the matter remains that addressing 

growth in human development index would be real 

growth. If capitalism succeeds in addressing 

inequality then there could yet be a new era of 

development or else simply an euthanasia of 

capitalism. 
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The heart of the 2 day fest was its events. We 
had a wide range of application based, mind 
grilling and entertaining creative events 
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called for coming up with new solutions for 
crises in current scenario, Ad –Mads (creative 
advertisements), Mock Stock(simulated stock 
market game), Debate and Paper 
Presentation. 

 

We are extremely grateful to our sponsors 
who were inseparable partners in making this 
event a success saga. Our lead sponsor was 
Indian Overseas Bank. 
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To lead a “good life”, it is imperative that one 

makes sound choices. Be it making choices 

regarding which job to join, who to vote for in a 

democracy, which school to send one’s children to, 

what to believe in, whom to believe etc, making 

choices is a part and parcel of our lives. This article 

attempts to illustrate how being educated and aware 

can help one make better choices than one would 

otherwise. Though this article has been written 

without any immediate references, some of the ideas 

presented may have been influenced by the 

literature I have read as a student of economics. One 

influence that I realise there is, is that of Dr. 

Amartya Sen. His views on certain topics have been 

really helpful for me to form a perspective on the 

issue of development in general and education 

specifically. 

 

Making correct choices doesn’t always require one 

to be aware and educated. For example, given the 

price, the basic microeconomic decision of how 

much to consume of a good doesn’t require one to 

be educated or aware. In fact, here one may expect 

the poorest people, who are generally comparatively 

less educated and less aware of the broad national 

affairs compared to the rich, to make choices 

sounder than the rich people make because they 

generally value their money comparatively more 

than the rich. But these examples where education 

and awareness don’t affect one’s ability to make the 

correct choices are rare and hard to find. More often 

than not there is, according to me, a very direct 

relationship between education and awareness on 

one hand, and the ability to make correct choices on 

the other. 

 

Education has at least two kinds of functions. One, 

it enhances the economic productivity of an 

individual. In other words, it adds to human capital. 

For example, an engineer (or just a 12th pass out for 

that matter) on an average is economically more 

productive than an uneducated person. Higher 

productivity means higher wages, which means 

higher income and wealth. This function of 

education is given huge importance throughout the 

world and rightly so. Clearly, higher income means 

an expanded choice set. In other words, there are 

more choices to make. For example, the choice of a  

 

 

good school education for one’s children may be 

created which might not have been possible with a 

lower income. When there are more choices to 

make, welfare of a rational individual can only 

increase. The choice perceived to be “right” earlier 

but which was not affordable will eventually 

become affordable with a higher income and 

therefore will now be made instead of the “non-

right” but the affordable choice that was being made 

earlier. To make the point in simpler words, 

education enables a person to produce goods of 

higher value than he would otherwise. Therefore, he 

can now get more in return for these goods (or 

services) than he would get in exchange of the 

bundle of goods he was producing earlier. This 

leads to an increase in his income, which in turn lets 

him make choices which were unaffordable earlier. 

The point to be noted here is that enhancing one’s 

ability to make good choices doesn’t only require 

that the person should be acquainted with the pros 

and cons of each of the choices that are available to 

him. It also requires that more choices are actually 

created for the person. This calls for better 

infrastructure in the form of health and education 

services, sanitation, a peaceful society free from the 

menaces of crime, terrorism and insurgency etc. 

 

But not all choices can be measured with the scale 

of the “affordable” and the “unaffordable”. Choices 

like who to vote for in a democracy pertain to the 

second function of education. The second function 

of education is indirect, and perhaps more important 

as compared to the first one. It converges with 

awareness to a large extent. An example can 

illustrate this function very well. A person 

acquainted with his rights and duties and the basic 

legal system of the country is in a better position to 

fight against injustice than a person who is unaware 

about these issues. (This is true for various reasons - 

one of them being to know in the first place that 

what has been done is against the rule of law!) To 

take another example, the decision of who to vote 

for depends on the benefits a person expects to 

receive from a particular candidate or a political 

party. I would say that education helps one to make 

a better choice here because it gives an individual a 

broader perspective of the benefits he/she can 

receive. To make my point clearer, I will take the 

example of global warming. A person will not 
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bother at all about what the candidate he votes for 

will do regarding global warming if he doesn’t even 

know what global warming is. But if you acquaint 

him with the concept, he may well give high priority 

to the policy of the candidates regarding carbon 

emissions in the country, and thus make a different 

choice (and now “right” according to him) than he 

was making earlier. This second function can also 

play an important role in solving problems like 

discrimination towards women, communalism, 

corruption, mass morbidity and mortality etc which 

might not go away with a mere increase in income. 

In essence, it can be said that this function of 

education ensures that people avail of the benefits of 

the infrastructure provided by the state in the form 

of better health and services, good law and order 

etc. 

 

For a democracy like India, the above mentioned 

second function of education is very important. 

Everything in India is ultimately in the hands of the 

people. We might blame the politicians for issues 

like the Hindutva movement, 

minority appeasement, caste-

based reservations etc, but 

ultimately politicians get votes 

for what they speak. It is 

therefore essential for the people 

to be aware and educated so that 

their criteria for giving a vote to 

a particular candidate changes 

(this point is illustrated above 

with reference to the example of 

global warming).  

 

We also have to realise that democracy is more than 

ballot papers and stamps. The importance of public 

discussion can’t be neglected. Amartya Sen makes 

this point very well in his book “an argumentative 

Indian”. He says that public reasoning plays an 

important role in a democracy. People exchange 

ideas and in the process form new ideas and 

perceptions, which in turn enables the efficient 

functioning of the democracy. I think that education 

and awareness, by broadening a person’s horizon, 

bring into the public discussion issues which might 

not otherwise come. Discussions on these issues 

helps people form their perspectives on them and 

these perspectives (reflected in votes) then influence 

the policy of the state on these issues. 

 

Importance of education is sometimes neglected 

because sometimes increases in economic 

productivity result from other means. The above 

mentioned second function then remains neglected. 

One example is the middle-east. Economic 

prosperity has been achieved in some parts of the 

middle-east due to the vast oil reserves that exist 

there. But these regions remain backward in many 

ways. This is to a large extent due to the neglect of 

education. While the work of the first function 

mentioned above is fulfilled by the oil reserves, the 

second function is left unfulfilled. It is important to 

realise that unlike the first function of education, the 

second function of education can’t be performed by 

anything else and therefore, education should be 

stressed upon even if the country is otherwise rich. 

 

To conclude, I will say that although education and 

awareness are essential for individuals to make 

better and correct choices, it doesn’t mean that some 

other educated and aware person or group should 

make all their choices for them (this is often the 

argument justifying totalitarian regimes). The 

element of individuality can’t be ignored. Only 

when awareness is coupled with 

individuality can optimum 

choices result. In other words, 

education and awareness can 

only play an enabling role. 

Ultimately the individual has to 

make his/her own choices. The 

purpose of education and 

awareness is only to let him have 

more choices to choose from and 

give him a proper perspective of 

each of them.  
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Globalization today: A Debate  

In the 21
st
 Century, it is widely perceived that no 

country can remain aloof from globalization if it 

desires to promote economic growth by enhancing 

productivity and raise living standards of its 

citizens. 

 

Globalization brings new ideas and policies for 

improving working conditions. It is especially true 

for developing, underdeveloped and landlocked 

countries like Nepal. The policy of globalization 

will provide opportunities of trade and exchange of 

knowledge, ideas with neighboring countries and 

benefit through economic prosperity.  

 

The supporters of globalization propose that the 

low-wage countries would specialize in labour-

intensive goods like carpets or garments, and the 

high-wage countries would focus on production that 

requires less workers relative to more capital 

intensive industries, viz., computers or automobiles. 

The specialization allows firms in the respective 

countries to benefit from the economies of scale. In 

addition, globalization, allows firms to disaggregate 

production processes through investment and 

technology transfers through subcontracting to 

various locations around the world, to minimize the 

production cost. 

 

Either way, firms gain from their competitive 

advantage to exploit the global marketing 

opportunities. This process of globalization applies 

tremendous pressure for change not only in the 

traditional form of economic activities but on day to 

day activities within the society this stimulates 

overall transformation of economic activities across 

the board.  

 

However the critics of globalization opine that, in 

the short run it appears to be achievable but in the 

long run it may create pressure on developing and 

under developed nations including Nepal. They 

argue that due to open market policy, businesses are 

not only driven by local demand and supply but also 

by international ones as well. This has a cascading 

effect; many underdeveloped and developing 

nations like Nepal are totally or partially dependent 

on import led growth. 

 

 

 

 

Globalization in Nepal 
Globalization was the buzzword during Nepal’s 

initiation of economic reforms in the early 1990s. 

Nepal adopted globalization, in the hope that, it 

would attract investments for development and at 

the same time open newer markets for domestic 

goods. 

 

It has been nearly two decades since the country 

adopted the liberalized regime in the external trade 

by dismantling tariffs and non-tariff barriers, at the 

same time initiating the domestic currency to be 

fully convertible. Moreover, to usher development, 

several sectors were opened up for Foreign Direct 

Investment (FDI) and technology transfer.  

 

Initially Nepal experienced substantial benefits in 

term of economic prosperity on embracing 

globalization and the free trade policy. On the other 

hand the country’s traditional business practices 

began to disappear. 

 

Nepalese government focused on prioritizing 

competitiveness and expertise with products such as 

carpet, pashmina, handicraft, herbal products and 

tourism (especially mountaineering and eco-

tourism): the areas in which Nepal had strong 

competitive advantage over other countries in South 

Asia.  

 

Initially phase, there was widespread enthusiasm 

towards the benefits of globalization. However, 

eventually, businesses in Nepal began to realize 

their limitations. They commenced to perceive the 

challenges associated with global competition. 

Consequently, Nepalese, companies suffered major 

adversities when they slowly but surely lost the 

market share to the multinational companies. The 

attractive and modern mass produced goods could 

not compete with the unrefined and sometimes 

crude domestic goods. 

 

Was Globalization expedited in Nepal? 

Many experts believed that being a developing 

country Nepal was not ready for globalization. This 

argument was widely held throughout the 1990’s. 

Nepal had a closed economy, business was never 

encouraged to be competitive in the global market 

and most of the Nepalese enterprises had limited 

capacities, operating with low levels of technology.  
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They were not efficient and competitive as well. 

These factors added to the woes when Nepal 

embraced Globalization resulting in businesses 

unable to adapt to such open market policies. 

 

Trend and Scenario  

In the second decade of the new millennium Nepal’s 

foray into the path of globalization, the country 

experienced impressive economic growth rates of 

around 5 per cent, with significant changes in the 

domestic production structure, and transformation in 

the direction and pattern of external trade; 

the manufacturing sector dominated the 

export trade. 

 But, the economic growth did not last 

long as the rate has plummeted, hovering 

around 2-3 per cent since 2001. During 

the same period, the export and import 

trade at current value for each surged 

almost by ten times, but the export-import 

ratio, which was about 40 per cent in 

2002-03, has dropped by more than half 

to 16 per cent in 2009-10, allowing only 

about one-fifth of the total imports 

through export earnings. 

 

 As a consequence, the trade imbalance appears to 

be alarming. The current account deficit balance has 

ballooned to over Rs. 300 billion in 2010 from Rs. 

15 billion in the early 1990s,. Although these 

realities do not reflect the overall implications of 

globalization on the Nepalese economy, it’s time to 

reckon whether the benefits commensurate to the 

reforms Nepal adopted.  

 

As a part of the product market integration, Nepal 

reduced the pre-reform un-weighted average tariff 

rates of about 40 per cent to barely 14 per cent in 

2002, by that, product goods almost bound 99 per 

cent of its tariff lines. Nepal consented to reduce the 

un-weighted average bound rate of tariff for 

agriculture and non-agriculture imports to 42 per 

cent and 23 per cent respectively. Unfortunately the 

outcomes of these policy measures are 

disappointing. The export and import values as per 

cent of GDP (at producer’s price) has moved in the 

opposite direction in recent years. While the export 

as per cent of GDP has reduced from 10 per cent in 

2003-04 to 5.2 per cent in 2009-10, the import have 

risen from 25.4 per cent to 32 per cent during the 

same period, aggravating the trade deficit as ratio to 

GDP: the deficit ratio increased from 15.3 per cent 

to almost 27 per cent in the review period. Nepal 

needs to enhance its performance in the export 

sector. 

The performance of Foreign Direct Investment 

(FDI), which was quite erratic until 2007, 

demonstrated signs of improvement: the FDI flow 

doubled to Rs. 2,852 million between 2008 and 

2010. Still, the flow of FDI in Nepal seems meager. 

First, the investment flow is not yet encouraging 

despite it opened 70 out of 160 sub-sectors for 

foreigners, in addition permission was granted for 

FDI in manufacturing sectors. Secondly, the total 

FDI is relatively insufficient in comparison to other 

less developed countries (LDCs). However, 

globalization has contributed immensely 

to workers’ remittances (by intra-border 

employment opportunities), indicating a 

massive growth, particularly since 2003. 

The income from remittance increased 

from Rs. 58 billion in 2003-04 to a 

staggering Rs. 232 billion in 2009-10, 

which is approximately 20 per cent of 

the GDP that year.   

 

The emerging challenges  

The trend and scenario shows that 

Nepal’s integration to globalization has 

significantly boosted external trade rather than 

attracting than inward investments. Nepal is yet to 

enjoy the fruits of export-led growth like the 

emerging market economies in the East and South-

east Asia, including neighboring countries like India 

and Bangladesh. 

 

The business houses of Nepal today are still 

grappling with the hurdle of following traditions 

and applying outdated technology. Similarly, the 

laws of the land have not been amended to suit the 

requirements of globalization. The companies in 

Nepal compete in a global environment without 

facilities and infrastructure enjoyed by leading 

global players (such as cheap credit and subsidiary, 

efficient technology, efficient communication and 

information access etc.) 

 

In these situations, it is obvious that Nepal has 

fewer opportunities to compete in the global market. 

Nevertheless, globalization still offers a myriad of 

scope for export promotion. In the long term, Nepal 

could bring progress with its natural resources 

(hydro-electricity and herbs) and tourism sector 

development and take advantage from inter-border 

market competition. 

 

 

  



 

Conclusion:  

Nepal stands as one of the most under-developed 

countries in the world despite having adopted 

economic reforms. It is imperative that Nepal calls 

upon their bureaucrats, think tank organizations and 

policy makers to strategize on the long term 

prospects that Nepal has to offer. Today, Nepal 

continues to depend totally on foreign exchange 

earnings via large remittances from non-residents in 

other countries. Finally, Nepal needs to introspect to 

be able to highlight itself in a positive light to the 

World at large.
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   How does Wall Street work? 

Once upon a time, in a village, a man appeared and announced to the villagers that he would buy 
monkeys for $10 each. The villagers, seeing that there were many monkeys around, went out to the 
forest and started catching them. The man bought thousands at $10 and, as supply started to 
diminish, the villagers stopped their effort. He further announced that he would now buy at $20 for a 
monkey. This renewed the efforts of the villagers and they started catching monkeys again. Soon the 
supply diminished even further and people started going back to their farms. The offer increased to 
$25 each, and the supply of monkeys became so small that it was an effort to even find a monkey, let 
alone catch it! The man now announced that he would buy monkeys at $50! However, since he had 
to go to the city on some business, his assistant would now buy on behalf of him. In the absence of 
the man, the assistant told the villagers. 'Look at all these monkeys in the big cage that the man has 
collected. I will sell them to you at $35, and when the man returns from the city, you can sell them to 
him for $50 each. The villagers rounded up all their savings and bought all the monkeys. They never 
saw the man nor does his assistant again, only monkey everywhere! Now you have a better 
understanding of how Wall Street works. 

 

What did the  communist revolutionary Che Guevara have  in common with the most eloquent 
defender of the free market system, Milton Friedman?  
  

Both of them had a condition called "amusia". People with this condition  cannot recognize musical 
tones so  they cannot  learn or even  enjoy music. Freud also was an "amusic" Che , Freud  and 
Friedman are the most famous "amusics" in history. Of course, that these three had amusia also 
shows that the condition can go hand-in-hand with intellectual brilliance. 
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According to the World Bank, India ranks 2
nd

 in the 

world for children suffering from malnutrition. A 

staggering 47% of children show signs of 

malnutrition in our country. Malnutrition is more 

common in India than in Sub-Saharan Africa. One 

in every 3 malnourished children in the world lives 

in India. Surprisingly we have the highest child 

development programs yet progress on malnutrition 

is limited. Recently prime minister of India, Dr. 

Manmohan Singh termed this situation as a 

“National Shame”. Thus, in an attempt to catch 

China in terms of economic growth we have fallen 

behind the poorest nations of the world in 

eradicating our children’ hunger.  

 

It is a common notion that 

economic growth and 

malnutrition show a negative 

correlation. Economic growth 

definitely leads to an increase 

in income of the country and 

rise in investment in public 

programs such as Integrated 

Child Development Services 

Schemes. But the good 

economic progress of the 

country does not seem to be improving the situation 

at all. Everyone acknowledges the fact that 1990’s 

was a historic decade in India and the GDP per 

capita nearly doubled from US $1380 in 1990 to US 

$2420 in 2000, during this period. But the benefit of 

this economic growth doesn’t seem to have 

provided much relief to the booming underbelly of 

the youngest occupants of the country. Haryana is 

one state which provides subtle evidence against 

any positive correlation between economic growth 

and reduction in child malnutrition. It is one of the 

most economically developed regions in South Asia 

with a per capita income as high as Rs 67,891. Their 

agricultural and manufacturing industries have 

experienced sustained growth since 1970. Yet 

41.9% of children under 3 years of age in Haryana 

were clinically underweight in 2005-06 as compared 

with 34.4 % in 1998-99. It is also revealed that 

today 69.7% of pregnant women in the 15-49 years 

age group in Haryana are anemic compared with 

55.7% seven years ago. Haryana has elegant cities 

like Chandigarh & Gurgaon, but right on the  

 

outskirts of these cities we find the most severe 

cases of under nutrition. 

 

On the other hand, there exists an inverse 

relationship between under nutrition & socio-

economic development. Under nutrition is more 

prevalent in rural areas mainly due to low socio- 

economic status. For example in 2005, 40% of 

women in rural areas and 36% of women in urban 

areas were found to have mild anemia. People who 

have low socio-economic status are relatively more 

likely to be undernourished. Further to illustrate; 

Kerala has the highest literacy rate (93.91%) in 

India and also to its credit it has the highest female 

literacy of 87.7%. A woman from 

Kerala enjoys high social status 

which is unattainable by the 

women folks in other parts of the 

country. These positive socio-

economic factors have lowered the 

child malnutrition in this state to 

only 27%.  

Comparing this with the state of 

Madhya Pradesh, we find that it has 

the highest incidence of child 

malnutrition which is 55%. Female 

literacy in this state is only 50.28%. 

 

Under nourishment includes both protein energy 

malnutrition & micro nutrient deficiencies. This has 

major impact on children’s survival, growth and 

development. Child malnutrition is responsible for 

22% of India’s burden of diseases. Children 

contribute 35% of the whole population in India. 

Thus out of a population of 1.21 billion, a major 

chunk is bound to be unhealthy. Our ambitious plan 

to become the economic super power by 2050 will 

be poised unless we give special attention towards 

improving the health condition of our people, 

especially the children.  

 

A number of countries round the world have 

succeeded in significantly reducing child 

malnutrition. Vietnam for instance used its carefully 

designed child health and family planning 

programs, immunization programs and other 

primary health care services. China has made 

complementary interventions to address other 
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determinants of child malnutrition such as water and 

sanitation along with its nutrition programs; and 

focused on education and high economic growth 

which has given overwhelming results in a short 

time period. We can certainly take cues from these 

programs in order to capitalise on our economic 

growth and yet being able to eradicate malnutrition. 

We can broadly divide our strategies to combat 

child malnutrition into long-term and short term 

solutions. The short term solutions mainly focus on 

targeted interventions to alleviate child malnutrition. 

These include Integrated Child Development 

Schemes (ICDS), Mid-day Meal schemes, National 

Children’s fund, National Family Health Mission 

etc. The ICDS national development program is one 

of the largest in the world. All these programs and 

schemes lack efficiency and need to widen their 

impact and coverage. The challenge is to bridge the 

gap between policy intentions of the government 

and their implementations. Though most of us 

believe that with Green revolution, various farmer 

support policies, hybrid seeds etc we have come a 

long way and become self sufficient in feeding our 

population. But we have failed to direct these to the 

population who need it the most. Thus there should 

be redesigning of nutrition and health policies and 

programs by drawing on science and technology for 

nutritional improvement, strengthening the 

implementation, and increasing the coverage of the 

programs. Mothers  should be taught about how to 

supplement the diet of a child such as rice/chapatti 

and pulses with mashed, locally-grown green leafy 

vegetables etc and continuing breast feeding as long 

as possible. Home food gardens should also be 

encouraged to reduce high malnutrition. Special 

focus should be put on girl child and children 

belonging to SC/ST and backward classes as they 

are more at risk of malnutrition 

 

Conclusion 

Much has been discussed in the public domain 

about the role of high economic growth in 

combating our socio economic problems. What is 

missing from all these discussions is that of 

understanding the ground level problems faced by 

the marginalized section of our society which has 

little to do with the so called ‘economic growth’.  It 

is imperative on the part of the policy makers to 

visit the places where malnutrition is eminent, so as 

to get a better insight into their problems, so that the 

solutions that they come up with in future will better 

cater to the existing scenario. We cannot afford to 

wait anymore given that the situation is precarious 

and worsening day by day. The need of the hour is 

to set a clear goal (the goal of bringing down the 

malnutrition figure) and come up with solutions 

beyond the budgetary allocation and other financial 

programs which will address these problems. Of 

course it doesn’t mean that having more money, vis 

a vis the economic growth, will not play any role. 
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Did you know? 

 

* BSE- GREEN INDEX 
The country's premier stock exchange Bombay 
Stock Exchange  in Feb 2012 launched 'BSE-
Greenex', the first environmental friendly equity 
index, which will enable investors take more 
informed decisions in the green theme of India. 
BSE in association with gTrade (supported by 
GIZ promoted by Germany, Observer Research 
Foundation and IIM Ahmedabad) has constructed 
BSE-Greenex, designed specifically to promote 
green investing, with emphasis on financial 
performance and long-term viability of 
companies. 

 
It is based upon purely quantitative and objective 
performance signals to assess carbon 
performance. It includes top 20 companies based 
on Green House Gas Numbers, Free Float Market 
capitalization and turnover. These companies 
include Tata Steel, SBI, L&T, ICICI Bank, Tata 
Motors, Sun Pharmaceuticals, NTPC, Dr Reddy's 
Labs, HDFC, Bharat Heavy Electricals, GAIL, 
Hindustan Unilever, Cipla,Sterlite Industries, Tata 
Power, Ambuja Cements, Lupin, DLF, 
Glaxosmithkline and Reliance Infrastructure. 
 

* Through E-Commerce, The Tirupati Temple 
Trust, Andhra Pradesh trust earned a whopping 
Rs 133 cr from the auction of hair, offered by 
devotees, for the financial year 2010-11. 
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For in the future nature of things, if rightly consider, every green tree is far more glorious, than if it were made 

of gold and silver. 

~Martin Luther King~ 

 

Everything we eat, drink, see, feel, hear and breathe 

is polluted. In fact it is very natural and normal to 

have pollution when we are involved in any 

production activity but the normality becomes 

abnormality when the threshold level crosses. 

 

One of the most common and dangerous form of 

pollution today affecting India is Air pollution. 

Delhi the heart of our country is the most polluted 

metro city in the world, and the credit for this 

should go to vehicular and other forms of outdoor 

pollution. 

 

We are all aware of the vehicular pollution and the 

pollution from factories and so we concentrate a lot 

on controlling and abatement activities for the 

outdoor pollution, but in that process we tend to 

overlook the impact of Indoor air pollution. 

It is said that the true India resides in its villages 

which would account for 70% of its total 

population. This means that till day about 70% of 

our people are still cook in chulhas burning coal, 

timber or cow dung cakes.  

 

Indoor air pollutants associated with combustion of 

solid fuels in households of developing countries 

are now recognized as a major source of health risks 

to the exposed populations. Use of open fires with 

simple solid fuels, biomass, or coal for cooking and 

heating exposes an estimated 2 billion people 

worldwide to concentrations of particulate matter 

and gases that are 10 to 20 times higher than health 

guidelines for typical urban outdoor concentrations. 

 The Classic “Energy Ladder” 

 
This ladder describes transitions in fuel use at 

different levels of economic development 

  

(Adapted from Holdren and Smith, 2000). 

According to a study done by WHO, on India. 

Indoor air pollution (IAP), resulting from chulhas 

burning wood, coal and animal dung as fuel, is 

claiming a shocking 500,000 lives in India every 

year, most of whom are women and children. India 

accounts for 80% of the 600,000 premature deaths 

that occur in south-east Asia annually due to 

exposure to IAP. Nearly 70% of rural households in 

India don't even have ventilation. 

 

WHO estimated that 80% of the expenditure of a 

rural household in India can go into health services.  

A simple mechanism promoting smokeless chulhas 

and improving ventilation can reduce the incidents 

of IAP deaths by half, which is the goal by 2015. 

 

 
 

 

Some of the earliest studies to determine levels of 

indoor air pollutants associated with biomass 

combustion and their effects on health were carried 

out in the early 1980s (Smith et al 1983). Initial 

studies determined levels of total suspended 

particulates and exposures for cooks during cooking 

periods. 
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Policy action to be taken by the government: 

Due to the potentially large impacts of IAP on 

health and mortality, the governments, non-

governmental organizations, and many international 

organizations have begun to devise strategies for 

reducing indoor air pollution for individuals at the 

bottom rungs of the energy ladder. 

 One method has been to subsidize cleaner fuel 

technologies. For example, to encourage the use of 

kerosene rather than traditional biomass fuels, 

countries such as Indonesia and Ecuador had 

policies to subsidize kerosene for cooking for the 

poor (Barnes and Helpern, 2000). However, this 

strategy is often not entirely feasible, and can be 

very costly.  

 Even with subsidies, Kerosene and LPG/Gas are 

often too expensive for poor households, and they 

may have the additional difficulty of being difficult 

to transfer to rural areas that often lack roads.  

 According to the 2001 Indian Census, 72.3% of 

households in India—and 90% of the population in 

poorer, rural regions—use traditional fuels. In 

response to perceived health threats from the 

traditional fuels, both the Indian government and 

many non-governmental organizations (NGOs) have 

implemented clean stove programs. During the 

1980s and 1990s, the government of India alone 

subsidized and distributed 32 million improved 

stoves. However, there is little evidence on whether 

the stoves improve health, and if effective, how the 

stoves compare with other possible health 

interventions. 

  Promotion and subsidization of “improved 

cooking stoves.” Improved cooking stoves attempt 

to use traditional fuels in a more efficient manner 

and, therefore, do not impose a large cost on poor 

households. Often including a chimney, they are 

designed to remove harmful pollutants from the 

kitchen. 

 Another type of strategy has been to educate 

households to increase ventilation within the 

household. Several studies have stated that the 

kitchen location, ventilation, and permeability of 

roofs and walls significantly affect smoke exposure 

(Dasgupta, et al., 2004a, 2004b). 

  The Deepam scheme differs from the central 

governments LPG subsidy in several respects. First, 

it is a one-off subsidy, covering the connection fee 

rather than the fuel purchase. Second, it is a targeted 

subsidy scheme for which only BPL households are 

eligible. Third, the program especially concentrates 

on rural areas, with the majority of recipients 

selected from these areas. Last, it is implemented 

through women self-help groups which have helped 

their members to overcome the upfront cost barrier  

 

of LPG uptake by providing credit for the purchase 

of LPG stoves and accessories (amounting to some 

Rs 1,000). 

  A review of the Deepam scheme conducted in 

2001–02 (Rajakutty and others 2002) for the 

previous ESMAP study found that the Deepam 

Scheme had successfully facilitated the uptake of 

LPG by the rural poor in Andhra Pradesh, with 1.7 

million connections released by February 2002. 

However, the review also found that biomass 

remained the main cooking fuel for most Deepam 

beneficiaries, and especially for the cash-strapped 

rural households that could not easily afford the 

relatively high cost of LPG refills. While in 

principle microcredit schemes may help with LPG 

purchase, and while self-help groups are ideally 

suited for micro credits, the groups under the 

Deepam scheme did not consider this a priority (this 

is consistent with the general observation that 

microcredit schemes are most effective when used 

for production rather than consumption). 

 

Conclusion: 

The above discussion shows that, for a developing 

country like India it is like suicide to reduce its 

production capacity or stop production at all. 

Pollution is inevitable, without pollution there can 

be no production and development possible. But our 

challenge lies in how we minimize the emission per 

unit. Corruption and implementation problems and 

lack of public awareness are major reasons that pro 

poor programs fail in our country. Thus it is very 

important for the government to take control of the 

situation now before it is too late. 
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Neo-classical economics or rather neoclassical 

synthesis which seems to dominate the mainstream 

economics assumes that households are rational, 

markets are always efficient and bubbles cannot 

occur. But reality seems to tell us otherwise. 

Bubbles have always been a part of capitalist 

economies (which some say is an inevitable peril of 

the structure) and its contagion effects seem to 

increasingly impact the entire global economy. 

Whether it be the South Sea bubble in England in 

the 17 century, the US stock market bubble in the 

30’s or the Japanese real estate and stock market 

bubble of the 80’s, or the dot come bubble in 2000, 

or the more recent real estate and leverage bubble of 

2008, they highlight that the 

causes may vary, the epicenter of 

the bubbles may vary, but once it 

bursts, which is inevitable, the 

one true constant with every 

bubble is its devastating impact 

on the economy.  

So the question naturally arises 

as to whether governments and 

the monetary authorities across the world should 

take pre-emptive action and respond to asset price 

changes, or follow a mop-up strategy after a bubble 

has burst; what are the implications of pursuing 

either route; whether the models currently employed 

need some tweaking of their predictive and 

forecasting power or whether there are lessons from 

past that need to be looked at.  

The dominant view held before the crisis was that 

monetary policy had one target i.e. inflation and one 

instrument i.e. policy rate. The implicit assumption 

was that stable inflation would deliver stable output 

gap, financial stability and hence economic stability. 

So, central banks across the world started pursuing 

“flexible-inflation targeting”, and it was highly 

instrumental in bringing down inflation world-wide, 

especially in emerging economies. But the crisis 

happened anyway. Therefore the question is 

whether the concept was fundamentally inapplicable 

or the implementation was not adequate. The major 

problem with bubbles is identification, in advance, 

or even ex-post. Whether the rising prices are due to 

fundamental (technology enhancement, increase in 

income) or non-fundamental (herd behavior, 

hoarding, excessive optimism, short-termism, lax 

regulation and supervision) factors is even harder to 

make out. Hence policymakers are hesitant to take 

pre-emptive action, because if they do respond to 

abnormal price increases where fundamentals are 

the source, by increasing interest rates, this would 

unnecessarily punish an economy which seems to 

have been doing its job well i.e. growing robustly. 

On the other hand, once the prices collapse after the 

bubble bursts, then the central 

bank has to invariably step in. 

This would lead to repeated 

occurrence of bubbles because 

we never rectified the causes that 

have led to the bubble in the first 

place. But some might counter 

this by saying that its 

identification is close to 

impossible. Agreed, the price 

misalignments are difficult to measure, but so are 

central banks forecasts of inflation and output gap. 

Some believe that using Tobin tax on speculative 

transactions will restrict them, but in today’s 

globalised world this strategy is questionable 

because if one country imposes such stringent 

restrictions, financial institutions might flee abroad 

in search of better profit opportunities. Hence the 

veritable conundrum still looms large. 

Need to overhaul the existing models 

In the aftermath of the 2008 crisis there has been 

much debate about whether to blame the financial 

markets (which failed to allocate capital well and 

misaligned risk); or the regulators (who failed to 

stop the market’s misbehavior); or economists and 

their models. Flawed monetary and regulatory 

policies were guided by economists’ models, and 

the dominant models failed to predict the crisis and 
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said that such crisis could not or would not happen. 

The two widely accredited models used in 

mainstream economics today- ISLM and DSGE 

have come under scrutiny. In Hicks’s critique of 

ISLM he mentions that he derived ISLM by using 

the Walrasian assumption: if n-1 markets are in 

equilibrium then the nth market must also be in 

equilibrium, i.e. if goods and money market are in 

equilibrium you can ignore the credit/loanable funds 

market, and conclude that system as a whole is in 

equilibrium. In normal times money and credit are 

highly correlated but crisis are not normal times and 

the relationship between money and credit 

remarkable is that central banks had models in 

which banking did not play an important role. In the 

standard model, credit markets are assumed away 

and this is where the epicentre of the bubble lay. To 

quote Noble laureate Joseph Stiglitz “...what is 

especially remarkable is that central banks had 

models in which banking did not play an important 

role.” 

 A look back 

 A comparison of the policies followed in Japan, 

Norway and the US brings out the following 

commonalities: 

 -The financial liberalization preceded the bubble. 

 -The buildup of bubbles went undetected. 

 -The governments had to respond by infusing large 

quantum of funds into the economy. 

 The difference lay in the response followed in each 

case. In the wake of the Japanese real estate and 

stock market bubble(mid 80’s) Japanese monetary 

authorities responded by increasing interest rates. 

This caused the stock market to collapse. The 

Japanese government did not provide any 

substantial funds in the hope that with the 

resumption of economic growth, the economy 

would recover automatically. However, the 

economy continued to stagnate and the government 

took remedial action by injecting substantial public 

funds into the banking system. In the case of The 

Norwegian banking crisis (1985-86), however, 

unlike the Japanese scenario, the Norwegian 

Government and central bank responded by 

transmitting funds to the banking sector. The 

government’s prompt response resulted in the 

recession to be relatively short lived and much less 

pronounced. More recently the repeal of the famous 

‘Glass-Steagall Act’ in the US further liberalized 

the economy. This was followed by the bursting of 

the sub-prime credit bubble which brought down the 

real estate sector and along with it the mighty ‘too-

big-to-fail’ banks. Since US is the world’s largest 

economy the tremors traversed far and wide and 

engulfed the entire global economy. Here again the 

US government had to bailout with trillions of 

dollars of tax payers’ money for revival of 

confidence in the economy A caveat that we’ll need 

to acknowledge here is that there is no one unique 

mix of policy responses to remedy the challenges 

posed by crisis that can be applied to all. We need to 

develop a country-specific solution and keep in 

mind that historical responses should not merely be 

blindly aped because the world changes every 

minute and new developments say (since the 80’s) 

like digital revolution, rise of Asian economies(esp 

China), etc change our perception of the world. 

Way forward  

Until recently it was believed that financial system 

as a whole is self-correcting and the monetary 

authorities had mastered the management of 

business cycle. We now know that we need a robust 

system of regulation and supervision that will 

recognize and prevent financial excesses, before 

they lead to crisis while at the same time 

maintaining an environment conducive to financial 

innovation and reasonable risk taking. Monetary 

policy cannot be a primary instrument for 

systematic risk management because it has its own 

macroeconomic goals on which it needs to focus 

and it is too blunt an instrument for dealing with 

systematic risk. At the same time we should not rule 

out the possibility that situations could emerge in 

which monetary policy should play a role in 

curtailing risk taking behavior. The era of centrally- 

controlled economies has been buried safely in 

history and the option of a totally deregulated 

capitalistic structure has resulted in repeated 

instances of bubbles and consequent misery. The 

possible answer could be a prudentially regulated 

regime which could define the boundaries within 



 

which innovation and reasonable risk taking could 

flourish. 
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                   Adios Amigos 

 

Some good times some bad times 

 

Somehow I made it through 

 

The ride would have been lot less fun 

 

If not for friends like you 

 

Time for a new start and an old one to end 

 

No regrets, just fine memories 

 

I look back with a smile: I’ll miss you,  

 

Goodbye my friends 

 

And as I bid adieu 

 

I wish only the very best for you. 

 
                       Contributed by Deepak Kumar, M.Sc AE 

 

  Divya Midha 

  She is pursuing M.Sc General Economics at MSE. She can be reached at divya@mse.ac.in 

        New Year wishes by Economists 

 Adam Smith: May the New Year gives 

greater scope for the division of labor and may 

you enjoy the benefits thereof 

 

Ricardo: May your comparative advantage 

be richly nurtured in the New Year 

 

Malthus:  Wishing you greater moral restraint 

in 2012! 

 

Marx:  May you be left with more of your 

surplus value in the New Year! 

 

Pareto:  Wish you a more efficient and optimal 

new year 

 

Marshall: Wish you a happy business of life in 

the New Year 

 

Keynes: wish you a healthy propensity to 

consume in the New Year 

 

Joan Robinson:  May the New Year be one of 

golden age growth path for you 

 

Samuelson: May the New Year satisfy all your 

revealed preferences 

 

Amartya Sen:  May the   New Year be one of 

secure entitlements and expanded capabilities. 

Ronald Coase: Wishing you a transaction cost 

free New Year 
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  ‘Never make forecasts, especially about the future’ 

                                                                               -Anonymous 

From the equity market valuation methods post the 

great depression, the CAPM model, the mean-

variance portfolio theory, the MM hypothesis of 

capital structure irrelevancy to the efficient market 

hypothesis, the world of financial market analysis 

has seen itself being engineered and reengineered to 

decode the hitherto myths and to proclaim to the 

world that uncertainty has been either modelled or 

eliminated. But no sooner than later, froth builds, 

investors get hysterical, bubbles get formed and 

then there is a fatal crash. All the 

self proclaimed intellectuals, 

who are bruised and battered 

start looking naïve and helpless. 

Folks are back to their drawing 

rooms trying to figure out what 

was wrong about their analysis. 

But amid this chaos and morass 

one theory has stood the test of 

time: The theory of value 

investing as explained by 

Benjamin graham in his 

magnum opus “The Intelligent 

Investor”.  Graham’s most 

successful student on Wall 

Street, Warren Buffett, who later 

became his co-worker, went on 

to say that this was the best book 

on investing ever written. I 

intend to convince you folks, 

why he said so. 

 

What makes this book stand out from the rest of the 

philosophies of investing   is the approach to stock 

picking (many of the other methods are prima facie 

faulty because they treat a very subtle art that is 

punctuated by irrational behaviour as a well defined 

science). Generally, the attitude towards investing is 

based on future prospects, recent flashy earnings, 

the pulse of the economy …    it goes on. What 

Graham preached was simple and intuitive. His 

approach later popularized as “value investing” was 

based on financial soundness, valuations and a 

decent track record of profitability. Through this 

book, Graham tries to explain the psychological and 

the analytical aspects that go into stock market 

investing and the importance of stoicism so that we 

are not trapped by  

 

market gyrations. Treating stocks as not just price 

movements   but the ownership interest in a 

particular venture and hence the importance of 

tracking its results, reading annual reports and 

acting as a responsible share holder is what Graham 

emphasized.  

 

The thread that links all the chapters in this book is 

the importance of valuations that Graham cements 

in our cerebrum through infinite examples (when 

you buy a stock, you pay X 

times its last reported earnings 

(popularly called as PE multiple) 

and Y times its book value 

(Price to Book ratio)). It is very 

important to figure out how 

much you can pay for a stock in 

terms of its PE and PB 

multiples. Graham   intends to 

teach us how to protect our 

principle and to obtain 

satisfactory results based on the 

time and effort that we can put 

in. What needs to be appreciated 

about this genius is his 

forthrightness in trying to 

convince us why we can’t beat 

“Mr Market”(the broader index 

say BSE-SENSEX or S&P 

NIFTY) and that’s the reason 

why we should temper our 

expectations and   keep our 

emotions in control. 

  

Graham moves on to differentiate between 

investment and speculation by explaining how badly 

speculators have bruised themselves and why 

careful selection of stocks and bonds based on 

strong fundamentals is paramount. Graham 

classifies investors as defensive or enterprising 

based on the time and effort that they can spare to 

analyze stocks and bonds rather than the general 

notion of classification as risk loving and risk averse 

individuals. The approach that the defensive 

investor should follow is   lucidly laid out as having 

a portfolio comprising of high grade bonds, a small 

percentage in gold, and stocks that are prominent. 

Luckily these days the defensive investors can 

breathe a sigh of relief, thanks to the countless   

Book Review: The Intelligent Investor by Benjamin Graham  



 

mutual funds that offer SIP’s, pension funds and the 

wealth management firms who can take your 

headache by demanding fees that are reasonable. 

 

 For the enterprising investor to even have a fair 

chance to perform better than the defensive investor, 

he has to invest considerable time and effort. The 

enterprising investor has to find bargain issues, 

know when it is right to sell based on valuations and 

leverage special situations. He has to stay focused 

and keep himself informed with the stock market 

happenings. 

 

 Post this comes the most important part which I   

consider as the core of the bible. Ideas for stock 

picking: ratios, diluted earnings, convertible bonds, 

dividends, the tricks that accountants play, pro-

forma earnings, and management’s transparency. 

All these complexities are explained with keeping 

the layman’s interests in mind. By the time you 

digest this core, you become immune to Mr Markets 

temptations of future prospects and get convinced 

about staying away from buying the garish high 

multiple future prospects. When you go through all 

this, you just can’t stop wondering that this 

intellectual was born to explain a generation of 

investors the principles of value investing, the way 

Sachin was born to play the cover drive or Lara his 

patented back lift.  

 

Graham concludes by explaining the margin of 

safety which revolves around the difference in the 

yield of the stock vis-à-vis the discount rate. The 

possibility of investors going wrong and hence 

safeguarding our investment through the margin of 

safety concept was an eye opener. Throughout the 

book, technological changes have been cited as an 

important factor in valuations. 

 

The commentary by Jason Zweig at the end of each 

chapter needs quite appreciation. Pledged shares, 

dotcom bubbles, convertibles, swindling through 

IPO’s, camouflaging of important data in balance 

sheet and many such crikey and important issues 

have been well documented.  The commentary on 

chapter 17 about  overpriced giants(lucent),empire 

building conglomerate, IPO over pricing and  ‘a  cat 

buying a tiger’ merger are well explained(merger of 

tiny  AOL  with the  giant  time Warner  which was 

later accepted by Time Warner chief Jeff Bewkes  

as the biggest mistake in corporate history).All this 

happened  in the name of future prospects. Mr 

Buffett’s lecture at the end, in which he empirically 

explains the success of different manifestations of 

his Guru’s approach, is the icing on the cake.  

 

 It is unfortunate that many finance students even in 

top B-schools are not aware of this book especially 

at a time when it is considered that it is needed the 

most. Folks talk about applied quantitative finance, 

betas, algorithmic trading and stochastic finance, 

but when you ask them about valuations and 

interpreting annual reports, most of them fumble. 

No wonder we see such irrational behaviour on our 

bourses and sound bites on Business news channels 

that are devoid from fundamentals so often. In this 

aspect, the US is no better. Nor has the world learnt 

much from its past mistakes. This book is 

philosophical, extremely intelligent, insightful and 

unexpectedly poetic. The importance of believing in 

a better tomorrow and not predicting the happenings 

of tomorrow is explained with poetic brilliance. 

There’s one thing this book does, either it can make 

you a serious investor or make you stay away from 

the stock markets due to its demands both in terms 

of time and effort. I don’t want to get too far but 

will share a thought: If you haven’t read this book, 

don’t invest in equity markets on your own.  
(Contributed by: Lionel Pinto, M.Sc FE) 

 
Other recommended material on value investing 
 

Benjamin Graham & David L. Dodd, Security Analysis (sixth edition) 
Benjamin Graham: The Interpretation of Financial Statements 
Warren Buffett’s letters to shareholders 
                   :http://www.berkshirehathaway.com/letters/letters.html 
Sanjay Bakshi’s Website(Prof, MDI):          
                 http://www.sanjaybakshi.net/Sanjay_Bakshi/Welcome.html  

 

 

  

Did you know? 

 

*The Bombay Stock Exchange is the oldest 
exchange in Asia. It traces its history to the 1850s, 
when four Gujarati and one Parsi stockbroker 
would gather under banyan trees in front of 
Mumbai's Town Hall. The group later moved to 
Dalal Street 

 

*Financial times (UK) first used the salmon  pink 
color  paper as a self advertising feature that made 
the newspaper stand out from others , especially 
its main rival the Financial news. Many financial 
newspapers later copied it 

 

*Chindia is a blended word referring two fastest 
growing economies in Asia- China and India 
together. The credit of coining the now popular 
term goes to Indian Member of Parliament 
Jairam Ramesh. 

http://www.berkshirehathaway.com/letters/letters.html
http://www.sanjaybakshi.net/Sanjay_Bakshi/Welcome.html


 

Highlights of Budget 2012 
Indian Parliament recently came up with its 81

st
 

Union budget (if we are to include all interim and 

special budgets of Independent India.) For Mr. 

Pranab Mukherjee, Finance Minister, however, it 

was the seventh one being presented under his 

auspices on 16
th

 March, 2012. Below are some 

highlights of the aforementioned budget: 

 

 Fiscal deficit has been targeted at 5.1 per 

cent of GDP for FY-13. For the fiscal year 

ending this March the fiscal deficit is 

expected to exceed by more than a 

percentage point against the targeted 4.6 per 

cent of GDP. 

 Expected expenditure for 2012-13 is 

budgeted at Rs 14,90,925 crore Rupees out 

of which planned expenditure for 2012-13 is 

Rs 5,21,025 crore. 

 Expected Revenue: The Net Tax to Centre 

is estimated at Rs 7,71,071 crore while the 

Non-tax Revenue Receipts is estimated at Rs 

1,64,614 crore. 

 Income tax exemption limit has been raised 

to Rs 2 Lakh. 

 High oil prices have swelled the subsidy 

burden to around 2.5 per cent of GDP for 

FY-12, forcing Pranab da to fix a target of 

less than 2 per cent for fiscal year FY13. The 

oil subsidy is estimated at Rs 43,580 crore 

for FY'13, which is, of course, lower that the 

Rs 68,481 crore oil subsidy in fiscal year 

2012-13. 

 Service Tax has been raised from 10 per 

cent to 12 per cent. FM expects an additional 

revenue of Rs18,660 crore from this. 

 Basic Excise duty has been hiked to 12 per 

cent from 10 per cent. 

 Expenditure on Education has been raised 

by 21.6% to nearly Rs 25,555 crore. 

 Expenditure on Health has been increased 

marginally to 2.31 per cent for 2012-13 from 

2.15 per cent of GDP. However the health 

care remains outside the ambit of service 

tax. 

 Security Transaction Tax (STT) on 

delivery transaction has been reduced by 

20% to 0.1 per cent. (STT refers to the tax 

levied on the selling and buying of securities 

in the capital market.) 

 Disinvestment in Union budget targets Rs 

300 billion worth of stakes in FY-13. 

However, India raised just Rs 139 billion in 

the current  

 

fiscal year from stake sales, far below its 

budget target of Rs 300 billion. 

 Costly Cycle for Aam Admi: This calls for 

a hike in customs duty on bicycles from 10 

to 30 per cent. 

 Infrastructure: Limit of infrastructure bond 

has doubled to Rs 60,000 Crores. Moreover, 

the government plans to spend Rs 50 lakh 

crores on infrastructural development in the 

12th plan. 

 Paisa Feko Tamasa Dekho:  The Budget 

has introduced ‘Rajeev Gandhi Equity 

Scheme’ which allows for income tax 

deduction of 50 per cent (with lock-in of 3 

years) to new retail investors having an 

income up to Rs 10 lakh p.a. The maximum 

permissible amount of investment is Rs 

50,000. This move is the first ever tax 

benefit for direct investments in stocks. The 

initiative should bring more long term retail 

investors into the capital market.  

 Home Sweet Home: The Budget opens up 

External Commercial Borrowings (ECBs) 

for low-cost affordable housing projects. 

 MGNREGS: Allocation for the 

government’s flagship scheme MGNREGS 

have been dropped by 17.5 per cent to nearly 

Rs 33,000 crores. 

 Towards Aadhaar: The aggregate 

enrolment for Aadhaar touched 20 crores. 

The target now is to add 40 crores in FY13 

as the budgetary allocation for it amounts to 

nearly Rs 1758 crores for FY13. While the 

Home Ministry had raised doubts over the 

authenticity of data collected by UIDAI, the 

Planning Commission pitched for the project 

arguing that it was required for inclusive 

development. The parliamentary  standing 

committee headed by Yashwant Sinha  

had declined the proposal of giving 

constitutional status for "UIDAI-Aadhaar" 

 Relief for Airlines: The budget raised ECBs 

to $ 1bn coupled with exemption of custom 

duty on aircraft parts. Direct import of 

Aviation Turbine Fuel (ATF) permitted for 

Indian Carriers as actual users. It is expected 

to help the debt-ridden sector. 

 Cess on Domestic Crude oil has been 

raised to Rs 4500 from Rs 2500 per ton.  

 Non- farm sector: The government 

announced launching of Rs 2,242 cr of 

projects with World Bank assistance to 

improve productivity in the dairy sector. 
                                                            Compiled by Shubham & Rohit



 

Actuaries on the big screen 
 

An Actuary is a risk expert who meticulously uses 

his mathematical and statistical skills coupled with 

fair knowledge of economics in analyzing the future 

with the predicament of the past. They work for a 

variety of organizations including  insurance 

companies, consulting firms, government 

departments, universities, banks, investment firms, 

large corporations and public accounting firms to… 

major motion pictures. I came across this interesting 

fact while browsing one day.   

Actuaries aren't just in the business world; they're 

on the silver screen. From film noir to modern 

comedies, actuaries are finding their place in a 

variety of roles. The following are just a few 

examples of where you can find actuaries on the big 

screen. 

 Double Indemnity 

Double Indemnity (1944) was possibly the first film 

to feature an actuary. The plot revolves around a 

murderer who seeks to gain advantage from a rather 

peculiar insurance policy. An insurance investigator 

played by Edward G. Robinson 

knows the actuarial statistics and 

becomes suspicious.  

 Are You With It? 

Are You With It?(1948) is a musical 

comedy featuring Donald O'Connor 

as an actuary who is forced to join a 

carnival after misplacing a decimal 

point on a statistical table.  

 The Apartment 

The Apartment (1960) starring Jack Lemmon and 

Shirley Mac Laine: "In 1957 we had an employee 

here, name of Fowler. He was very popular too. 

Turned out he was running a bookie joint in the 

actuarial department. Tying up our switchboard 

using our IBM machines to figure the odds. So the 

day before the Kentucky Derby, I called in the vice 

squad and we raided the 13th floor."  

 Sweet Charity 

Sweet Charity (1969) is a film that documents the 

romantic life of an actuary, played by John 

McMartin, with Shirley MacLaine as his love 

interest. 

 Billion Dollar Bubble 

Billion Dollar Bubble (1976) tells the Equity 

Funding scandal in the form of a movie starring 

James Woods in the role of an actuary. 

 Tron 

Tron (1982) featured an actuarial program  

 

 

 

named Ram as one of the supporting cast of 

characters that was doomed to a fairly early demise 

in the film.  

 Class Action 

Class Action (1991) featured Gene Hackman and 

Mary Elizabeth Mastrantonio as father and daughter  

lawyers on opposite sides of a massive class action 

law suit with actuarial analysis playing a key role in 

the outcome.  

 Groundhog Day 

Groundhog Day (1993) the anti-hero Phil Connors 

(Bill Murray) repeatedly crosses the path of an 

annoying insurance salesman, Ned "Needlenose" 

Ryerson. At one point, Ned exclaims, "I got friends 

who live and die by the actuarial tables!"  

 Escape Clause 

Escape Clause (1996) Andrew McCarthy plays 

Richard Ramsay in an actuarial thriller.  

 Fight Club 

In Fight Club (1999) Edward Norton plays the 

character Jack, who briefly describes in a scene 

aboard an airplane, that his job 

entails the assessment of risk 

associated with car accidents for an 

insurance company. Even though not 

explicitly stated, he performs the job 

of an actuary. 

 Thirteen Conversations 

About One Thing 

Thirteen Conversations About One 

Thing(2001) starring Matthew McConaughey 

featured the lives of a lawyer, an actuary, a 

housecleaner, a professor and the people around 

them that intersect as they ponder order and 

happiness in the face of life's cold unpredictability.  

 About Schmidt 

About Schmidt (2002) Jack Nicholson played an 

actuary in the hit movie. The movie mostly covers 

Schmidt's retirement from an insurance company. 

He does not want to retire and spends his free time 

still working on actuarial calculations.  

 Along Came Polly 

Along Came Polly (2004) Reuben Feffer (Ben 

Stiller) is portrayed as nervous and extremely  

risk-averse; he even uses actuarial models to 

calculate the probability of relationships with 

women going well. Some film critics describe 

Feffer as an actuary. 
(Courtesy- www.riskisopportunity.net) 
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                                                       Key Indicators  

Current Account Deficit(Q3,FY2012) 4.3% of GDP 

Fiscal Deficit for FY-12 5.8% of GDP(expected) 

IIP ( Jan 2012, YoY basis) 6.8% 

Inflation rate(WPI)( Feb 2012,YOY basis)  6.95% 

US unemployment rate (March,2012) 8.2% 

Exchange Rate  Rs51.54/ USD 

CRR  4.75% 

Base Rate 10.00% - 10.75% 

Govt. Bond Yield (91 day Treasury Bills) 8.7712% 

Deposit Rate 8.5% - 9.25% 

Repo Rate 8.5% 

Reverse Repo  7.5% 

Forex Reserves (as on 23.03.2012) $295.140(bn) 

Brent Crude $120.02/brl 

Gold (1 Year change, Latest price/10gm.) 33.26%, 28,596 

Sensex (One Year Return) -10.70% 

Nifty (One Year Return) -9.70% 

Real GDP growth ( Q3,FY2012, YoY basis) 6.1% 

 

Sources: All the above numbers are based on the data available on 11th April 2012 unless otherwise mentioned. 

Sources : RBI, BSE,NSE, MOSPI, Office of Economic Advisor, moneycontrol.com, ET Wealth,bls.gov. The data is for 

India, unless otherwise mentioned. 
Compiled by Gunjeet Singh & Vishal Kumar 
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