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 About SCMHRD 

Leadership-Entrepreneurship B-School 

SCMHRD was established in 1993.  Ever since its inception, SCMHRD has strived to bring In-

dian ethos, Management concepts and technological advances together in an effort to redefine 

the management paradigm in the new age. 

 

SCMHRD has successfully pioneered the implementation of Kaizen on campus.  The practice 

helps in keeping the campus clean and gives the students a feeling of ownership, inculcating in 

them a feeling of belonging and camaraderie.  The SCMHRD culture provides the students an 

environment that allows them to think and reflect, to explore and express. 

Vision 

To become a Centre of Excellence for Global leadership and entrepreneurship, the standards 

of which others are measured by. 

Mission 

To create leaders and entrepreneurs of tomorrow, their dedication to excellence, absolute. 
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Dear Readers, 

The Indian economy is going through a rough patch once again, and shows no signs of getting better. The Rupee 

touching an all-time low, gold becoming an uncertain investment vehicle, political changes (with the approval of 

division of Andhra Pradesh) and the RBI report lowering the GDP forecast to 5.5%, being some of the reasons re-

sponsible for the negative sentiment. A year ago in our July 2012 issue, we had spoken about the rupee hitting a 

low of ` 57 (thinking that it cannot get worse than this), and about its volatility. It seems the story has continued 

this year too, and it will take quite some time for the conditions to improve. 

But there is still hope! The government has increased the bond yield, the Jet Airways-Etihad deal has been given 

the green signal, 100% FDI in telecom has been approved and the RBI has received applications for 26 bank li-

censes! This goes on to reiterate investor confidence in the future of our economy. 

Finalyst is back in a novel avatar from this academic year, and promises to offer insights on a wide range of topics, 

in addition to new segments. The cover story talks about the emergence of rupee as a currency and now what can 

be done to arrest the downfall. The winning article on the debt market is a fresh take on the yet undeveloped mar-

ket in India (which is huge overseas). 

We are sure you will enjoy ‘FinCom’: our take on the economic and financial issues in a comic strip format. Reading 

about the emergence of Philips as a company and Howard Schultz’s story of taking Starbucks to the top will offer a 

pleasing departure from the ‘heavy stuff’! The Quiz and FinWord are always present to challenge your grey cells. 

The Deal news segment (M&A/PE/VC/IPOs) talks about the acquisition of Heinz by Warren Buffett. 

We thank our readers for their support in the form of entries for article writing and we hope you continue to do so 

in the future. Suggestions for improvement are welcome! 

Happy Reading! 

Apurva Ghare & Nidhi Jain 
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“ Gold has shed its glow of a stable commodity. Currencies need to tie a 

fresh gold knot.”  

Since earlier days, gold has been a fascinating addition to the investment portfolio and is a valued asset for hedg-

ing risk. In today’s troubled economic times, people are looking for new ways to protect their investment portfolio 

against global crises. The sub-prime crises in 2008 and the resulting economic slowdown made gold an attractive 

investment proposition against the vagaries of the market. In that respect, Asian countries, led by India and China, 

have provided much of the demand for gold which led to its peaking at $ 1913.50/ ounce in August 2011. The 

graph below shows the different sources of demand of gold globally:- 

 

(Source of data: guardian.co.uk) 

Another major reason for gold’s popularity as an investment vehicle has been the perception that gold prices are 

more stable and less volatile than the prices of stocks and bonds in the securities market. Hence people tend to 

buy more gold, especially in times when there is a fall in the stock and bond prices of major corporate entities. In 

the consumer demand for gold, India commands an appreciable 28% stake and it was assumed that the country 

will always be a future source for gold purchases. 

However, in the last few years gold has lost much of its sheen and has been on a downward spiral. Accordingly, 

there should have been a corresponding increase in the demand for gold in India, where it’s lower price would 

have been attractive. However the reverse has happened and herein lies the paradox. 

Reasons for fall in price of gold 

The price of gold is determined by supply and demand. In many nations, gold is in great demand due to ornamental 

and hedging reasons. In the last few years, there has been a decrease in the supply of gold. The increasing demand 

and decreasing supply, coupled with a turbulent economic market, has led to a continuous price increase in the last 

few years. The price of gold in India peaked at ` 32900/ 10 g recently and the current price is ` 26415/ 10g (as on 

11th July 2013).  

FALL IN PRICE OF GOLD  

AND INDIA'S DEMAND PARADOX 

Romit Mookerjea 

MBA - II, NMIMS 
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The graph below shows the prices of gold in India on a day to day basis in 2013. The prices are in ` / ounce:- 

(Source of data: www.gold.org) 

However gold has started to underperform as a purchase asset due to the following reasons:- 

1. Upward Movement of the US Stock and Bond markets- Since gold cannot be invested anywhere; it is an idle 

asset which is used to hedge against the vagaries of the equity and debt markets. Thus its demand is dependent on 

the current sentiment prevailing in the market. However the US securities market has performed better than ex-

pectations; which has led to the strengthening of the dollar against other currencies. In this bullish scenario, people 

have decided to repose their faith in stocks and this has led to a fall in demand for gold. This weak demand has led 

to lowering of price. 

2. Negligible Interest Rates- Gold demand also tends to be higher in a zero or negative interest rate scenario. Cur-

rently the Federal Reserve prints dollars and uses them for cash generation 

by purchasing debt securities. Due, to the excess cash, the interest rates 

remain low. However, according to the quantitative easing policy an-

nounced by Ben Bernanke, there will be lesser printing of dollars which will 

lead to real interest rates rising in the USA. Accordingly, an investor who 

invests in India but resides in the US will be tempted to withdraw his money 

and invest in the US market. Hence these investors, who contribute to cash 

inflows for India, will now widen the current account deficit which will harm 

India’s gold imports. 

3. Emergence of Silver- There has been a revival of silver as a purchase asset in the precious metals segment. Silver 

is viewed as a more stable commodity than gold and also the cost of storing silver safely is less than the corre-

sponding cost for physical gold. This has led to a rise in the trading of gold ETFs (Exchange Traded Funds) and pref-

erence of silver over gold. Also China is leading the way in the investment of silver which sees the metal as under-

valued when compared to gold and having better accessibility.  

The graph below displays gold prices in all months of 2013. The prices are 

given in $/ounce. It can be clearly seen from the graph that prices are 

following a declining trend which reflect decreasing appetite for gold and 

which has caused economic analysts to revise their forecasts:- 

 

 

According to the World Gold Council, central bank buying of the precious metal was 11.3% of total 

gold demand in first quarter of 2013. This move of the central banks has led to investor 

confidence and expectation that the central banks believe that gold will grow in value over the 

long term. 

http://www.gold.org
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Role of Central Banks in determining gold demand 

Central Banks have played a vital role in influencing gold prices. Central banks became net buyers of gold in 2010 

for the first time since 1988 (source: World Gold Council). These banks invest in gold so as to diversify their portfo-

lio which is usually centered on major currencies and reserves. They tend to buy gold at a slow pace and avoid day 

to day market activity so as to stabilize the spot price of gold. This reduces the gold supply and, subsequently, at-

tempts to stabilize prices which have been on a downward spiral. 

In the past few months, when gold prices have consistently dropped, central banks have gone on a gold purchasing 

spree. According to the World Gold Council, central bank buying of the precious metal was 11.3% of total gold de-

mand in first quarter of 2013. This move of the central banks has led to 

investor confidence and expectation that the central banks believe that 

gold will grow in value over the long term. This trend has been led by the 

central banks of emerging market economies like Russia, Kazakhstan and 

Azerbaijan which had negligible or zero reserves of gold one year back.  

However central banks have also been responsible for the decline in gold 

prices. With Cyprus announcing a possibility of selling gold reserves to 

pay off debt, there has been widespread speculation that Italy, holder of 

the world’s fourth largest gold reserves, may do the same. This has possi-

bly led to a decline in gold prices. The graph shows the purchase of gold by central banks from 2008 till the first 

quarter of 2013. The unit of purchase is Thousand Tons:-  

Demand paradox of gold in India 

As per the above reasons, the demand for gold in India should have increased. Why then, is it decreasing? The an-

swer is that, a gold rush did take place in which 162 tons of gold were imported on the basis of domestic demand in 

May 2013. However India has seen the Current Account Deficit (CAD) reach record levels of 4.8% in 2012-13. The 

major cause of this current account deficit is the high volumes of oil and gold imports which are not adequately 

covered by the revenues generated from exports. As India has high energy requirements, a measure to tackle the 

CAD crisis has been to curb gold purchases which have reduced the demand. Some other factors are as follows:- 

Role of RBI 

India’s central bank, the Reserve Bank of India (RBI), has further restricted gold imports by stipulating that banks 

are not to provide any form of credit assistance to gold imports, unless it is for the purpose of making gold jewelry 

and ornaments which can be exported.  Higher gold imports led to a widening of 

the gap and rattled both the Government and the RBI. So the import duty was 

increased to 8% and jewelry stores have also stopped the sale of gold coins and 

bars. The jewelry stores have always faced situations where there is more pref-

erence for block gold rather than for gold accessories. Hence, this ensures higher 

gold supply for jewelry production and will help in reducing the monetary deficit. 

The graph shows the month-to-month import of gold in 2013 recently:- 

Hence from the graph, there has been a nearly 80% drop in gold imports from 

May to June. The imports may drop further in July to 30 tons as predicted by the 

All India Gems and Jewellery Trade Federation. Since 95% of India’s gold bullion 

is imported, it will create a shortage of supply for the gold consumer. 

Depreciation of INR: The depreciation of the Indian Rupee has also contributed to the lack of demand to gold. The 

rupee recently hit a record low of ` 61.19 against the dollar. The weakening of the rupee was fuelled by a weak 

economy and a surging US market. Also, there is an excess of rupees in the market and a scarcity of dollars which 

has hiked the value of the dollar against the rupee. As a result, imports of gold became costlier in India which also 

contributed to widening the trade deficit. The government, along with other policy making bodies, has hence 

stepped in to persuade the public to reduce their consumption of gold. 
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Company at a glance: 

 

 

 

 

Wherever encountered, the Philips brand is not something 

that a person would not instantly associate with. It is a fa-

miliar sight in millions of households and buildings through-

out the world with its instantly recognizable word mark of 

seven blue capitalized letters . 

Philips has been a global leader in domains of healthcare, 

lighting and consumer lifestyle. In 2012, Philips posted a 

growth of 12% in the healthcare segment. Lighting saw in-

crease in LED sales. It reshaped its consumer lifestyle portfolio to become leading technology company in health 

and wellbeing. Philips also increased its investment in R&D EUR 1.6 billion in 2011 to EUR 1.8 billion in 2012. 

Total sales increased from 22,579(in million Euros) in 2011 to 24,788 in 2012.EBIT, as a % of sales, increased from 

1.2 in 2011 to 4.2 in 2012 registering a significant increase. Philips believes in creating business through sustainable 

products (Energy Efficiency and Green Products) and services. 

Philips Business Sectors 

Healthcare – Philips healthcare is prepared to match the changing needs of the society with innovative solutions. 

The healthcare business is organized around four strategic business groups.  

 
 

Lighting:- Philips Lighting has manufacturing facilities in some 25 countries in all regions of the world, and sales or-

ganizations in more than 60 countries. Its innovative lighting is helping to strengthen its position in the digital mar-

ket through added investment in LED. The Light Sources & Electronics business conducts its sales and marketing 

activities through the professional, OEM and consumer channels. 

 

Categories Products 

Imaging Systems Diagnostic imaging, MRI, CT, diagnostic and interventional X-Ray. 

Patient Care and Clinical Informatics Patient monitoring systems, solutions for patients real-time information, cardiol-
ogy informatics and enterprise imaging informatics, mother and child care, thera-
peutic care. 

Home Healthcare solutions Sleep management, respiratory care and non-invasive ventilation, remote patient 
monitoring 

Customer Services Equipment services, proactive monitoring and multi-vendor services 

Categories Products 

Light Sources & Electronics LED, eco-halogen, (compact) fluorescent, high-intensity discharge and incandescent 
light sources, electronic gears 

Consumer Luminaires Functional, decorative, lifestyle, scene-setting luminaires 

Professional Lighting Solutions Road lighting,  sports lighting, office lighting, shop/hospitality lighting, industry light-
ing, Lumileds-Packaged LEDs 

Automotive Lighting Equipment, proactive monitoring and multi-vendor services 

 

 

Gerard Philips and his father Fredrick Philips started Philips 

& co. In Eindhoven, the Netherlands. Later, in 1895 Anton 

Philips strengthened the company and it emerged as a larg-

est producer of light bulbs in the world. After a couple of 

years, Philips introduced its research laboratory and since 

then Philips has placed its R&D and innovation at the core 

of its activities generating many breakthrough inventions. 

Under the vision of current CEO is Frans van Houten, Philips 

did remarkably well in 2012. 

 

Mission-Improving people’s lives through meaningful inno-

vation 
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Consumer Lifestyle:- Philip offers a broad range of products from high to low price/value quartiles, necessitating a 

diverse distribution model. The sector consists of following business areas: 

Health and Wellness, Personal Care (male grooming, skin care, beauty), Domestic appliances (coffee ,floor care, 

kitchen appliances), Lifestyle entertainment, communications, headphones and accessories. 

Sector Wise Growth 

Sustainability and Green Solutions 

Philips provides its customers in India a convenient way to recycle their unwanted, damaged Philips products by 

dropping them off at convenient locations. 27 authorised Philip service centres in 8 major cities across India act as 

collection points. Philips also offers a number of green products. 

 
* In million Euros 

Smokeless Stove, a new project of “Philanthropy by Design” program is aimed at improving the quality of many 

rural people’s lives through innovative design. There are two versions of ‘Chulla Smokeless Stove’: Sampoorna And 

Saral. A complete support package is being created which includes not just the details of the stove’s physical design 

but also marketing information for entrepreneurs and installation instructions. 

The new lighting by Philips has redefined the iconic India Gate. Philips also revamped –‘The Salt Lake Stadium’, Kol-

kata by revamping the stadium lighting before IPL on April 2, 2013. Also recently, the style icon John Abraham un-

veiled ‘MPOWER’- The new male grooming range from Philips. Going by its work record, Philips has definitely been 

successful in making things better, much better.  

Sectors Green Sales as a % of total sales* Green Innovation* 

  2011 2012 2011 2012 

Healthcare 30 36 85 136 

Consumer Lifestyle 27 32 67 70 

Lighting 60 68 291 325 

Philips Group 39 45 36 38 

Indicators(in Million Euros) HealthCare Lighting Consumer Lifestyle 

  
2011 2012 2011 2012 2011 2012 

Net Sales 8852 9983 7638 8442 5615 5953 

EBIT 93 1122 -362 -6 217 593 

Operating Profits 186.19% increase 

Net Capital Expenditure 45.52 % Decrease 

 

 

 

 

138 years old BSE is Asia’s first stock exchange and 

world’s no. 1 in terms of numbers of listed companies. 
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1. Who is editor-in-chief of Newspaper Business Standard? 

A) Rahul Joshi                      B) Jaideep Bose      C)Raj ChenGappa         D) A.K Bhattacharya             

2. Which company has patented a mail system where the e-mail can be destroyed from a remote location 

or it self destructs after some time? 

A) Google          B) Yahoo                   C) AT & T           D)  IBM 

3. FICCI recently conducted its annual convention on the business of entertainment. Name the conven-

tion. 

A) Frames          B) FICCI & Media     C) MEBC           D) MedFrames 

4. Which MNC in India has made the K3G punch line “It is all about loving your parents”, as the underly-

ing theme of its new e-biz sales pitch targeted at NRIs, expats and Indians working abroad? 

A) Adidas          B)  Nike                   C) Reebok            D) Fila 

5. IMF has projected world economic growth for the current year  2013 at announced in April 2013. 

A) 3.3%          B) 3.5%                         C) 3.25%    D) 4% 

6. Who has been elected as the president of CII for the year 2013-2014 in the year April 2013? 

A) S.Gopalakrishnan         B) Azim Premji            C) Adi Godrej           D) Anand Mahindra 

7. US senate has appointed whom as the new head of the securities and exchange commission which is the 

regulatory body of wall street in April 2013. 

A) Mary Shapiro          B) Mary Jo white         C) Elisse B.            D) Gary Gensler 

8. Which Indian PSU bank has launched mobile wallet service MobiCash easy in Mumbai and Delhi re-

cently in January 2013? 

A) State Bank of India         B) Punjab National Bank          C) Dena Bank        D) Vijaya Bank 

9. Identify The Personality. 

  

 

 

 

A) Rex W. Tillerson            B) Pierre Nanterme     C) Shantanu Narayen      D) Rory Read 

10. Indian Government has recently granted Maharatna status to BHEL and GAIL. A Maharatna firm can 

take investment decision of upto …….. without going to the government.  

A) 7500 crore             B) 6000 crore                C) 5000 crore                   D) 9500 crore 
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There is hardly any need to emphasize on the role of natural gas for the developing Indian economy. It forms a 

cardinal element of the fertilizer and power industry, which constitute the backbone of the nation. Fertilizer indus-

try is responsible for sustaining the agricultural sector by ensuring high quality fertilizers at subsidized prices to the 

poor farmers of the country. Power industry is the heart and soul for both the urban and the rural entities. Apart 

from these industries, natural gas forms applications in our daily lives through CNG, LPG and piped gas. 

 Presently, the indigenous gas produced is charged at $4.2 per MMBTU. However, the recommendations of 

the Rangarajan Committee have been accepted by the Cabinet Committee of 

Economic Affairs (CCEA), which includes increase in the indigenous gas prices. 

As per the recommendations, the increased domestic natural gas prices will 

be subject to revision on quarterly basis. For the first quarter of the financial 

year 2014-15, gas prices will be $6.83 per MMBTU according to Rangarajan 

panel formula.  

 The total gas production in India for the fiscal year 2012-13 was about 

40676 Million Standard Cubic Metres (MMSCM), which was only 59% of the 

total gas consumption during the same period. The rest of the gas require-

ments were met through import of LNG (Liquefied Natural Gas) mostly from 

the Emirates of Qatar. For the current financial year, the imports are expected to rise to 50% of the total gas con-

sumption. Currently, the imported gas (in form of LNG) is priced at $14.17 per MMBTU. As a result, these imports 

will prove to be a hole in the pocket of our hard-earned foreign exchange reserves, more importantly, at a time 

when Indian economy is passing through the most sluggish growth period over the last decade. 

 Even though presently, domestically produced natural gas is charged at much low price as compared to the 

international prices, it is only available to the strategic sectors like the fertilizer industry and gas-based power 

plants. As per the government allocation, first priority is given to the Power and the Fertilizer plants and then to 

the production of LPG or cooking gas, even later come other industries and city gas including piped gas and CNG. 

As a consequence, households will be the most severely affected since they are the end users of power, piped-

gas and Compressed Natural Gas. 

The decision of price hike has  received mixed reactions. On one hand, the 

decision is considered unpopular within the Congress party itself as it may 

infuriate the masses and thus prove fatal for the upcoming Lok Sabha elec-

tions next year. Moreover, the opposition parties and even the parties in the 

alliance are condemning the decision with the viewpoint that it aims at play-

ing for the profits of Mukesh Ambani led-Reliance Industries Limited (RIL) 

rather than goodwill of the nation as a whole. While on the other hand, such 

a resolution aims at boosting the domestic gas production of India by en-

couraging investment in the exploration and production of gas. This will 

subsequently result in decrease of the imports of LNG in the long term, thereby, lowering the pressure on the 

FOREX reserves of the country. 

   

Gas Price Hike :  

Challenges Met or Created? 

 
Parth Mishra and Yashaswini Nallaparaju,  

MBA - I, SCMHRD 
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Analysing the case of RIL can give some insights over the cause and consequences of such an untimely yet, inten-

tional decision. As per the field development plan placed by Reliance for the KG basin which is a gas reservoir, they 

claimed to produce 80 Million Standard Cubic Metres per Day (MMSCMD) of gas at a budget estimate of $ 8.84 bil-

lion. However, the gas production never reached 80 MMSCMD; in fact, it was below 50 MMSCMD in 2012. As per 

the report of the financial year 2011-12, RIL had invested $5.69 billion and had recovered $5.26 billion out of it. 

Now, according to the Production Sharing Contract (PSC), government cannot claim any returns on the national 

asset (gas in this case) unless the contractor (RIL) has recovered its costs. As 

a result, the government faces a big loss over its national asset.  

 Therefore, hike in gas price will not only enhance the cost recovery 

and profits of Reliance, but also will encourage the company and other pri-

vate players to increase their investment in exploration and production of 

natural gas, thereby increasing the overall production of gas which was ear-

lier impeded due to lower gas prices. Moreover, the proposed gas price hike 

is estimated to increase the profits of ONGC and OIL INDIA LTD. by a mam-

moth margin of 80 billion and 10 billion rupees respectively. Hence, these 

public companies will be able to provide a better share in the overall govern-

ment subsidy bill. 

 However, the increase in gas prices is feared to hinder the Power sector and the fertilizer sector badly. Natu-

ral gas is a major feedstock for the production of ammonia which is later used in the manufacturing of the fertiliz-

ers. In the production of ammonia, about 70% of the total feedstock is comprised of natural gas. So, with the in-

crease in the gas prices, the overall production costs are bound to rise. Now, fertilizer costs in India are not market 

regulated. The government is already under a huge constraint of subsidies it provides for the poor farmers of the 

country. Under the circumstances, the owners of the fertilizer plants cannot be allowed to increase the selling 

prices of their end-products and so the government is left with only two options:  

I. Adopt a differential pricing scheme of natural gas for the fertilizer industry to maintain its production costs, 

that is, gas would be available at lower costs only for the fertilizer industry. 

II. Assume a further load on the subsidy bill to maintain low selling prices of fertilizers to the farmers, so as to 

sustain the lagging agricultural sector of India. 

 

This leaves the government caught between the Devil and the Deep Blue Sea, as both options require the govern-

ment to bear the costs on itself. In either case, money will be spent from the government funds to sustain the fertil-

izer industry, since market regulation of fertilizer prices is entirely out of the scenario. 

 In 2012, about 10% of the electricity generation was done through natural gas. Natural gas being, the cleaner 

of the fuels as compared to coal and crude oil, is being encouraged for the generation of electricity. “Now with gas 

price hikes, the production cost of electricity in gas-based power plants is bound to go up. A higher gas price could 

lead to an additional burden of ` 8,300 crore on fertilizer players and ` 7,800 crore on gas-based power genera-

tors”, said Salil Garg, Director-Corporate, India Ratings. Opposition minister of the Communist Party of India 

(Marxist), Sitaram Yechury, even went on to say, “Power prices per unit would rise by ` 2 per unit based on Ranga-

rajan formula. The fertilizer prices would also increase by ` 6,000 per tonne. This would cost an additional subsidy 

burden of ` 150,000 crore for the Centre”. The figures may be inflated or underestimated as per personal require-

ments, but they certainly forecast a trend – an increase in the government subsidy bill and in higher electricity 

wages per unit of consumption 

 However, for the long term, India’s target is to increase the share of natural gas in the power generation to 

20% by 2020. To achieve this target, either India will have to increase its domestic gas production or will have to 

increase its imports of LNG. In this case, Mr. Chidambaram aptly points out, “The choice is to live without gas or to 

produce gas because the third alternative to import is simply not sustainable”.  

For the long term, India’s 

target is to increase the share 

of natural gas in the power 

generation to 20% by 2020. To 

achieve this target, either 

India will have to increase its 

domestic gas production or 

will have to increase its 

imports of LNG 
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Now, in the absence of remunerative prices, hardly any investment was made in the domestic exploration and pro-

duction which resulted in an overall decrease in the production of natural gas from about 143 MMSCMD in 2010-11 

to 111.44 MMSCMD in 2012-13, which subsequently led to a steep rise in the imports of LNG. Hence, rise in gas 

prices are seen as an encouragement for its domestic exploration and production, aimed at a long term goal to 

meet the future gas demands of India through domestic production. For the short term, the government can allow 

the power industry to raise electricity charges as a measure to meet the rise in production cost of electricity. 

 Thus, decision to hike the gas prices has mixed consequences. The Rangarajan Committee has rightly recom-

mended revising the gas prices every quarter on the basis of average of netback price of Indian gas imports and 

also the weighted average of the price at international hubs (markets). Netback price is an arrangement in which 

the price of gas at the well-head is based on that of the processed gas and then calculated backwards. The chal-

lenge lies with the decision makers to optimize gas prices so as to not only increase the profits of the exploration 

and production companies but also to lower down the pressure on the tax-payers due to subsequent hike.. 

 

1. To Misuse or embezzle funds 

5. Companies that continue to operate even though   they’re bankrupt 

6. Former CEO of Chinese e-commerce giant Alibaba 

8. Author of 'The Undercover Economist' 

9. Domestic card payment system set up by NPCI 

10. Currency of Iceland 

 
2. Person who is responsible for the administration of property owned by others 

3. Condition in which a market is considered to be overbought, overly bullish  and 

overvalued 

4. Chief Economic Advisor to government of India 

7. Epicentre of global gold bullion retail trading 
 

 

    1   2             3     

                            

                            

4               5           

    6                       

              7             

      8                     

                            

9                           

                            

        10                   

Across 

Down 

FINWORD 



FINALYST  JULY 2013 

 14 

 

“The first panacea for a mismanaged nation is inflation of the currency; the second is war. Both bring a temporary 

prosperity; both bring a permanent ruin. But both are the refuge of political and economic opportunists.” 

- Ernest Hemingway 

DOLLAR’S STORY OF DOMINANCE : 

Speaking of war, let us rewind ourselves to 1939 when the Second World War took place.  Prior to the world war, 

Gold was the standard mode of measuring the currency of a nation. Each nation had to hold enough gold to back 

its currency. Due to the global expansion that took place after the war, bank reserves did not hold enough gold to 

support growth of the world. After the World war, The United States of America became the most dominant player 

and hence U.S dollar became the dominant or reserve currency of the world. Consequently, the U.S. disconnected 

from the gold standard and began to print more paper money to finance the world's growth requirements. Owing 

to US’ economic dominance, other countries agreed to accept the dollar as legitimate tender and followed suit to 

waiver the gold standard. And that is how the dollar became the most dominant currency and almost all commodi-

ties began to be quoted internationally in U.S. dollars. This was done because the process of trade between two 

countries necessitates a currency exchange mechanism to ensure the smooth flow of transactions . 

RUPEE’S STORY FROM RICHES TO RAGS:  

Let us have a glimpse of the Currency rate of the Indian 

Rupee with respect to the dollar. About a little less than 

a century, in the year 1917, the Indian currency was 

pegged at ` 1 against $ 13. Sounds astonishing, doesn’t 

it?  However, these facts would have gone unnoticed if it 

wasn’t for the recent tumbling of the rupee which com-

pelled us to look into our history and analyze the cause 

and effects of the depreciating rupee. Let us look at the 

graph of Indian Rupee with respect to dollar.  

The rupee recently touched an all-time low of 61.21 against the dollar which created a stir in the nation. In a coun-

try like ours which is one of the fastest growing economies of the world, such events can have lasting impact on the 

overall growth picture. So let us first understand why rupee appreciates or depreciates. This phenomenon can be 

explained by the fundamental law of demand and supply. When rupee is available in abundance in the market  be-

cause of imports or other factors, its supply far exceeds its demand. This reduces the values of the rupee. In a simi-

lar manner, when its demand exceeds its supply, rupee appreciates. Simple, isn’t it? Not really. Let us see why? 

 

RUPEE DEPRECIATION 

 

          An Insight on the sinking currency 

The Asian crisis witnessed the increase of current account deficit from $4.6 billion to $5.5 billion 

in 1997-98 and capital inflows decreased from $11.4 billion to $10.1 billion, declining the Balance 

of Payments (BOP) surplus and hence depreciating the rupee.  

Siddharth Jain and Venkatasubramaniam, 

Team Finance Club, Scmhrd 

http://www.investopedia.com/terms/r/reservecurrency.asp
http://www.investopedia.com/terms/g/goldstandard.asp


FINALYST  JULY 2013 

 15 

The downfall of rupee with respect to dollar can be attributed to a host of reasons. For simplicity sake, let us have a 

look at the long term and the short term factors responsible for the downfall of the rupee. 

Short Term: 

The short term factor was the announcement of gradual withdrawal of the quantitative easing policy by Ben Ber-

nanke. Since the 2008 recession, US adapted the policy of Quantitative Easing by which it engaged in bond-buying 

to enhance the liquidity and boost the growth of its economy. This made money available at lower interest rates 

and people grabbed this opportunity to borrow and invest in developing economies such as India, Thailand etc. 

However, the recent announcement by the Federal Reserve’s head, Ben Bernanke, of putting a gradual end to the 

process of Quantitative Easing has led these investors to withdraw money from their foreign investments and in-

vest indigenously. This triggered the rampant selling of debt and equity instruments in the Indian market which in 

turn flooded the money market with excess of rupee and created a strong demand for dollar. Outflows of nearly 

$5.68 billion in debt and $1.85 billion in equity from India have depreciated the rupee to the level of 60.70. 

Long Term: 

 

One of the long-term causes is India’s ever-growing and ominous Current Account Deficit (CAD). Current Account 

Deficit is the net balance of trade (i.e) revenue generated in exports minus the payments made for imports. India’s 

imports predominantly consist of crude oil and gold which contribute to around 45% of the total merchandise im-

ports. Fertilizer and coal are other commodities whose imports surged by 30% and 100% respectively, in the last 

two years. The currency exchanges triggered by these imports weakened the rupee against the dollar. In addition 

to these causes, policy paralysis of the Indian Government also acts as a major dampener of the investors’ senti-

ments. The slow decision-making and presence of internal threats such as terrorism and political unrest in certain 

states prevent FDIs, which are quite reliable and long-term foreign investments, from happening in India. These 

partly sum up the internal factors.  

Apart from this, the global shocks such as the Asian Crisis and sub-prime lending have also impacted India to a great 

extent. 

The Asian crisis witnessed the increase of current account deficit from $4.6 billion to $5.5 billion in 1997-98 and 

capital inflows decreased from $11.4 billion to $10.1 billion, declining the Balance of Payments (BOP) surplus and 

hence depreciating the rupee. The 2008 recession debilitated the capital inflow from $107 billion in 2007-2008 to 

$7.8 billion in 2008-09 and led to depreciation of rupee from Rs 39/$ to Rs 50/$. Although it appears that the 

economies impacted have gone ahead in building fences around them to protect themselves from a second attack, 

India still remains vulnerable to that risk. 
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MEASURES TO SAVE THE RUPEE !! 

Sell the Dollar: This is the last resort countries use to safeguard 

their currency and this was RBI’s final attempt to rescue rupee 

when situation went out of control and rupee touched an all-time 

high of 61.21 a dollar. Each country maintains a reserve of foreign 

exchanges to be used in times of high economic emergency. The 

fact that RBI partially released its dollar reserves proves the help-

lessness of the situation and the inability of our economy to meet 

the short term external obligations.  

 

Open the Door to Foreign Investors: Although the door to the for-

eign investors has remained open since 1991’s liberalization program, a lot of investors are still apprehensive to 

invest in our country due to government’s intransigence regarding laws and regulatory demands. But the recent 

measures that increased the FDI cap in several sectors such as telecom, petroleum & natural gas, insurance, de-

fence production, retail, civil aviation etc are a welcome measure for Foreign Direct Investment, a long-term and 

reliable investment solution for the currency issue. 

Put an end to speculative tendencies: The Reserve Bank of India banned banks from proprietary trading in domes-

tic currency futures and options, while the Securities and Exchange Board of India (Sebi) doubled the margin re-

quirement on the domestic dollar-rupee forward trade. This helped rupee to achieve marginal increase in its value. 

 

 Curbing the imports of Gold, Coal and other imports:  Our country, being the largest importer of gold, purchased 

215 tons of yellow metal during Jan-March 13 quarter even after a fall in gold imports by 5.7% when compared to 

the previous quarter. This, along with crude oil, forms a major chunk of India’s import bill. To curb this, RBI has 

raised the tax rate imposed on the import of gold from 2% during the beginning of the year to 8% now. The banks 

and other institutions have been asked to ensure that at least 20% of the gold they import are exported.  

All these slew of measures indicate that gold is the only import commodity that is currently under the survey lens 

of RBI. But there are several other factors such as import of coal, fertilizers and natural gas that do have an impact 

on worsening India’s CAD. One-third of our annual consumption of fertilizer is imported. No domestic facility for 

the generation of fertilizer has been created in the past two decades.  India, being one of the largest manufacturers 

of coal, still imports majority of its supplies. Hence restrictions on imports of these commodities too will prove 

helpful in easing the tension over rupee and strengthening India’s current account. 

 

CAP on Liquidity Adjustment Facility: The RBI has capped the total quantum of funds available under liquidity ad-

justment facility (LAF) to 0.5% (lowered from 1%) of individual bank’s net deposits and time liabilities (NDTL). The 

earlier imposed cap on overall allocation of funds at Rs 75,000 crore under LAF stands withdrawn. It has also in-

creased the requirement of minimum daily cash reserve ratio (CRR) maintenance to 99% from 70%. These are es-

sentially meant to curb the liquidity accessible to banks. 

A BLESSING IN DISGUISE ??  

Is Rupee Depreciation a blessing in disguise? Well, a few export and service-oriented companies may have enjoyed 

the fruits of the weak rupee and made their balance sheets stronger, but these are short term benefits that will 

eventually fade-out in no time. In fact, a few believe that the devaluation of our currency would lead to higher ex-

ports, but that does not give us the entire picture.  

Anoop Pujari, the Director General of Foreign Trade states ‘India’s top five exports — petroleum products, gems and 

jewellery, organic chemicals, vehicles and machinery — are so much import-dependent that the currency fluctuation 

in favor of exporters gets neutralized. In other words, exporters spend more in importing raw materials, which in 

turn erodes their profitability.’  

In addition to this, a lot of foreign investors are renegotiating the terms of contracts with Indian Exporters in view 

of the recent Rupee Depreciation. All said and done, for an import-driven country like India, it is always indispensi-

ble to hold tight the reins of its currency to avoid unexpected and detrimental repercussions. 
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India, once considered as the next big player in the world economic scene has started to lose its sheen due to myr-

iad of problems. India needs some serious introspection and efforts if it wants to maintain its ‘Emerging Country’ 

tag. With falling rupee, widening fiscal and current account deficits and incessant struggle to meet its GDP growth 

targets, India is staring down the barrel. Indian leader must take an innovative approach towards removing each 

and every financial constraint from the system and should support alternative financing methods which can replace 

traditional credit. In terms of Banking, India is lagging behind as India does not have many bank big banks, so any 

big Government or corporate project requires approval and financing from many institutions which results in a con-

siderable delay as the process is large and cumbersome. Hence India needs to think of alternative means of getting 

money. One way of getting this huge amount of money is ‘Debt market’ as it can fund very big projects with quite 

ease as compared to traditional Indian banking practices.  

 ‘Debt Market or Bond market’ is the market where fixed income securities of various types and features are 

issued and traded. Debt Markets are therefore, markets for fixed 

income securities issued by Central and State Governments, Mu-

nicipal Corporations, Govt. bodies and commercial entities like 

Financial Institutions, Banks, Public Sector Units, Public Ltd. com-

panies and also structured finance instruments. The different 

types of fixed income securities include government securities, 

corporate bonds, commercial paper, treasury bills, strips etc.  

 A sufficiently liquid corporate debt market supplements/

aids the traditional banking system as banking can’t take this huge 

responsibility alone without failure because main source of fund-

ing for these banks and institutions are foreign capital inflow 

which can take the reverse route without any prior notice. As 

Asian countries are having one of the highest savings rate in the 

world we do not need to depend upon these financial institutions 

for lending or financing business activities if there is a robust system in place for corporate lending through public. 

This idea has been reinforced with each and every downturn in modern financial history, from 1930’s to 2009. 

Throughout the 1930s over 9,000 banks failed. Bank deposits were uninsured and thus as banks failed resulting in 

people simply losing their savings. Unsure of the economic situation and concerned for their own survival, surviving 

banks stopped being willing to create new loans. This exacerbated the situation leading to less and less expendi-

tures. The importance of other methods were felt but the real impetus came after the 1997 financial crisis, many 

countries including Korea, Malaysia, Singapore and Hong Kong, started developing their corporate debt market af-

ter that and world started taking a different look at the ways of financing.  

 

 Susheel Kumar Jindal ,  

MBA - I, NMIMS  

NEED FOR EMERGENCE OF A 
STRONGER DEBT MARKET IN INDIA  

Asian countries are having one of the highest savings rate in the world we do not need to 

depend upon these financial institutions for lending or financing business activities if there 

is a robust system in place for corporate lending through public.  
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In general, having a developed debt market provides following benefits to the economy and the country. 

Efficient mobilization and allocation of resources in an economy.  

Better corporate governance.  

Less risk compared to the equity markets, encouraging low-risk investments. This leads to inflow of funds in 

the economy.  

Will provide the large funding needed for corporate as well as government projects.  

Market liquidity can be maintained according to long as well as short term objectives.  

Market dependency upon selected few decreases and more stability can be incorporated in the system.  

 

Current financial system of India is too paltry to cater to the needs of any real economic activity. A com-

parison of the asset size of the top ten corporate and that of the top ten banks (as shown in Figure 1 be-

low reveals that banks in India are unable to meet the scale or sophistication of the needs of corporate 

India.  

 

 

Panel A : Assets of top 10 corporate (2011) Panel B : Capital funds and exposure limits of top 10 banks (2011) 

It also indicates that India will need to look at different ways of raising money as Indian economy will require hu-

mongous funding to meet its Infrastructure and business expansion demands. 

 

A look at the current state and potential of Indian debt market  

In India, the proportion of bank loans to GDP is approximately 36%, while that of corporate debt to GDP is only 4% 

or so. In contrast, corporate bond outstanding is 70% of GDP in USA, 147% in Germany, 41% in Japan, & 49% in 

South Korea. The size of the Indian corporate debt market is very small in comparison to both developed markets, 

as well as some of the major emerging market economies. For a sample of eight Indian corporates that featured in 

Forbes 2000, corporate bonds account for only 21% of total long term financ-

ing. In contrast, corporate bonds account for nearly 80% of total long term 

debt financing by corporate in the four developed economies of USA, Ger-

many, Japan and South Korea1. In these countries, the share of corporate 

bonds is close to 87% for corporate graded above BBB and 66% for the rest. 

Corresponding figures in major emerging economies such as South Africa, Bra-

zil, China and Singapore, are 57% and 33% for corporates rated above BBB and 

those rated at BBB or below respectively.  

Drawing on the cross sectional experience of G7 countries since the 1970s, it is 

estimated that the overall capitalization of the Indian debt market (including 

public-sector debt) could grow nearly four-fold over the next decade. This 

would bring it from roughly USD 400 billion, or around 45% of GDP, in 2006, to 

USD 1.5 trillion, or about 55% of GDP, by 2016. This growth, if not crowded out 

by public sector debt, could result in increased access to debt markets for In-

dian corporate.  

 

Development of the domestic 

corporate debt market in India is 

constrained by a number of 

factors, low issuance leading to 

illiquidity in the secondary market, 

narrow investor base, high costs of 

issuance, lack of transparency in 

trades and so on. The market 

suffers from deficiencies in 

products, participants and 

institutional framework.  
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Generally in well-developed financial systems, debt market is at least 3-4 times that of equity markets. India can 

also achieve that state with proper implementation of strategic decision. Debt market too has certain minor prob-

lems of its own for investors as listed below:-  

Default risk  

Interest rate risk  

Counter party risk  

But chances of occurrence of these events are highly unlikely.  

 

Challenges in the Indian market  

Small and medium-size enterprises are unable to access the debt markets. Furthermore, trading is confined to a 

few securities, with the top five to ten traded issues accounting for the bulk of total turnover. The secondary mar-

ket is also minuscule, accounting for only 0.03% of the total trading.   

 

Development of the domestic corporate debt market in India is constrained by a number of factors, low issuance 

leading to illiquidity in the secondary market, narrow investor base, high costs of issuance, lack of transparency in 

trades and so on. The market suffers from deficiencies in products, participants and institutional framework.  

Hence to develop a robust system, we will have to overcome these challenges and then only we will be able to re-

duce our dependence upon Banks as well as upon other financial institutions and foreign currency inflows. So if 

India wants to be again seen as the potential investing haven, then it will have to relook at the way corporate debt 

is financed. I believe that if we can achieve our target of setting a bigger and robust debt market then our system 

will become more stable and our vulnerability to foreign capital inflow/outflow will reduce. Consequently, it is im-

perative for India to consider this path for moving towards growth and achieve its GDP targets.  
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‘Dream more than others 

think Practical’’ 

‘Risk more than others 

think Safe’ 

‘Care more than others 

think wise’ 

‘Expect more than others 

think possible’ 

HOWARD SCHULTZ 

CEO (STARBUCKS) 

PERSONALITY PROFILE 

Even after repeated engagements, when the owners refused to budge, he quit the company and started his own 

coffee venture named “II GIORNALE”. It was so successful that ironically he bought Starbucks itself for $3.8 mil-

lion. Schultz renamed the combined venture to “STARBUCKS” and aggressively expanded its reach in United 

States, the main goal being “To serve a great cup of coffee.”  managed to build the image of company around this 

principle.  

The company today has 18000 stores across 62 countries, serving 15 million people a week and new outlets open-

ing at a very fast pace. The company’s stock price is at an all time high and the market capitalization is close to 43 

billion dollars. Schultz's keen insight in real estate and his hard-line focus on growth drove him to expand the com-

pany rapidly.  He is a person with vast experience as  Entrepreneur, Executive, Business Leader and an Innovator in 

the consumer sector. Mr. Schultz was named one of the top 25 Managers of the Year by Business Week magazine, 

and was named in the 2004 “Time 100”, and he also figured in the Time magazine's list of the most influential peo-

ple of the 20th Century. Mr. Schultz also believes in technology. Visualizing the changing trends in consumer behav-

ior, bulk of Starbuck’s innovation over the next years will be technology focused With more than 3 million payments 

done by mobiles per week the belief is that in future, they can come up with a Starbucks mobile app through which 

customers can directly place their order before coming to the café thereby reducing the waiting time for coffee. 

Schultz along with Dan Levitan, a former managing director at Schroder Wertheim & Co. started a VC firm 

“MAVERON” in January 1998. It has its offices in Seattle and San Francisco and the company has funded many fa-

mous brands like eBay, Drugstore.com, Pinkberry, Potbelly Sandwich Works, Cranium and Shutterfly. This year the 

firm has made an announcement of doubling their seed investments in view of making at least 12 seed investments 

per year. These investments will primarily focus on Consumer, Education and Health sector.  

Howard Schultz is one of the few persons who have transformed 

his business from nothing to a billion dollar industry. Born to an 

ex-USA army trooper he did his graduation from Canaries High 

School. He belonged to a very poor family and was the first per-

son from his family to go to college – “Northern Michigan Uni-

versity”.  He started his career as a salesperson in Xerox Corpora-

tion and in 1979, became the general manager of Swedish coffee 

maker, Hammarplast.  In 1981, during a visit to New York, he 

checked into a popular coffee bean store called “Starbucks”. Al-

most instantly, he fell in love with the business; got attracted 

towards care that the Starbucks owners put into choosing and 

roasting the coffee beans. He  was also impressed with the own-

ers' dedication to educate people about the wonders of coffee 

connoisseurship. Schultz then tried to persuade Starbucks’ own-

ers to hire him and a year later he was recruited as the Director 

of Marketing at Starbucks. One fine day, Schultz observed coffee 

bars on the streets of Italy which not just served coffee but also 

functioned as meeting joints for people. He was so inspired by 

this concept, that on returning back to New York, he asked his 

managers to open coffee shops on the same line. But they re-

fused to accept it.  
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The investments done in the past few years include companies like Everlane, CircleUp, Julep and CourseHero. 

Schultz is the man who likes to look beyond profits in a business. He instills a sense of humanity and demonstrates 

respect and dignity. This can be very easily seen through the two landmark programs that he has created - some-

thing which was never done before during those times. First, Starbucks offered comprehensive health coverage for 

eligible full and part time workers, among the first in retail industry. Second, Starbucks offered equity in the com-

pany in the form of stock options, called Bean Stock. Today it forms the foundations of Starbucks culture. These 

early investments in people have ensured that today Starbucks has built a profitable business with a soul. 

According to Howard Schultz, success never means standing still and at the same time failures should never make 

innovations adverse. It is the concept that all innovators large or small should follow. Schultz himself has never 

stopped pushing the innovation edges. Much innovation in his company Starbucks over the next few years will be 

focused on health and wellness products. His secret of success lies around four principles: "Don't be threatened 

by people smarter than you. Compromise anything but not your core values. Seek to renew yourself even when 

you are hitting home runs. And everything matters."  

 

1. India has third largest coal reserve in the world yet imported 135 million tons in 2012-

13. 

2. A bill can be folded forward and back 4000 times before it reaches end of its lifetime. 

3.  Plastic money or credit cards were not always made of plastic. There have been credit 

token made from metal, celluloid, fiber and paper cards. 

WISDOM FROM THE PAST 

“””THE STOCK MARKET IS FILLED WITH INDIVIDUALS WHO KNOW THE 

PRICE OF EVERYTHING BUT THE VALUE OF NOTHING” 

- Philip Fisher 

THE FOUR MOST DANGEROUS WORDS IN INVESTING ARE, ‘  

“THIS TIME ITS DIFFERENT” 

- Sir John Templeton 
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Significant M&A of year 2013 

With the slowdown in economy, the number of M&A deals taking place across the globe has reduced by a substan-

tial amount.  

On the global front uncertainty is high, from turbulence in the Japanese economy where a new administration is 

trying to shake off years of stagnation and the slowdown of growth in China to the depreciating currencies of Brazil, 

India and Australia. Add to this the political protests of Brazil and Middle East and the upcoming elections in India 

and Australia which have slowed down deal activity in these regions. 

But some bold investors are turning risk into opportunity and there were a number of big M&A deals which took 

place in the year 2013. 

One of the biggest deals that took place was the acquisition of Heinz by Warren Buffet’s Berkshire Hathaway and 

3G capital. 

3G began its pursuit of Heinz in mid-December, 2012. Paulo Lemann, the chief of 3G invited Heinz Chief Execu-

tive William Johnson to a three-hour dinner in Naples, Fla., where the CEO was spending his Christmas vacation. It 

was 3G which later called Mr. Buffer over the deal.  

The deal happened by both Berkshire and 3G putting in $4 billion each in 

common equity and an additional $8 billion of preferred stock by Berk-

shire. The deal finally happened for $72.50 per share in cash or $28 bil-

lion. Per share price represents a 20% premium to Heinz’s closing share 

price on February 13, 2013. 

Heinz shareholders overwhelmingly backed the acquisition. The com-

pany's shareholders voted on the deal and ninety-five percent of them 

approved the takeover.  

Will 2013 be the year when the M&A markets go back into growth after 5 

years of decline? The results have not yet been seen but one continues to 

believe that M&A markets are growing in strength and will continue to 

recover in the rest of the year, despite the sea of economic and political 

troubles currently confronting investors. 

 

 

 

 

 

 

 

 

M&A scenario on Indian front: 

India Inc's mergers and acquisitions deal value dropped by 39 per cent to $13.92 billion through 256 transactions 

compared to that in the same period last year.  From $29.88 billion in the first half of 2011, it declined to $22.79 

billion in H1 2012, dipping further to $13.92 billion in the first half of 2013.  

http://topics.wsj.com/person/J/William-Johnson/761
http://economictimes.indiatimes.com/topic/mergers%20and%20acquisitions
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Heard of bitcoin? Chances are that you probably don't know what it is and  whether  it  exists or not! But even 

more realistic is the possibility that this could be Dollar of the future! 

 Now, what is Bitcoin and why is it such a big deal?  

Bitcoin is an experimental, decentralized digital currency that enables instant payments to anyone, anywhere in 

the world. Interestingly, unlike fiat currency which derives value from government regulation or law, bitcoin de-

rives value from computer processing power and that is what is the most appealing feature about it.Rather than 

getting g manipulated by a system which is often tainted by human greed and corruption, this currency derives its 

value from mathematics, processing power of computers and highly complex encryption protocols. . 

How to use bitcoins? 

As a user one has to simply install a bitcoin wallet on his computer 

or mobile phone. The encrypted key is then held by the owner of 

the wallet and this ensures the security of the Bitcoins contained 

in the wallet. This leads to generation of an address of the wallet 

which he can share with his contacts to enable transactions.   This 

entire process is very much similar to how email works. To start 

using bitcoins one does not need to know the technical details.  

Just get some bitcoins and keep them safe. 

Generation of bitcoins or bitcoin mining: 

 Bitcoin, the brainchild of Japanese IT whiz Satoshi Nakamoto, is 

generated by the following 'process': Complex cryptographic puz-

zles are randomly generated by a pre-defined computer program 

at a fixed rate, and transmitted to a network of  Bitcoin 'miners'.  

Using open-source software and insanely high speed processors, miners crunch data to solve these puzzles. The 

program has been preset to generate puzzles till 2140, after which it will stop  generating after producing 21 mil-

lion bitcoins. The number of new bitcoins generated is halved every four years until 2140 ,  when this number is 

rounded  to zero. At that time, no more bitcoins will be added and to accommodate the limit, each bitcoin is subdi-

vided down to eight decimal places forming smaller units called satoshis, which will number 100 million per bit-

coin. Since the puzzles are insanely complex and require ultrafast processors, mining is the sole purview of IT pro-

fessionals. Even the rich  can mine bitcoins and then trade them online.   

 

IS BITCOIN THE CURRENCY OF THE 

FUTURE? 
S Abhishek, MBA - I, SCMHRD 

Edited by Alok Birla, Team Finance Club 

Bitcoin solves many problems which have plagued paper money since centuries. They can't be created 

by banks, individuals (counterfeiting) or governments (printing). They are a form of 'virtual gold', made 

for the internet era.  
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As of July 2013, 1 bitcoin equals a whopping 90 Dollars! Pricing, as stated by general economics is always driven by 

demand which has been steadily rising for bitcoin due to the following factors: 

1. General perception that the world economic system is inherently unstable and headed for a collapse leaving all 

paper money, well, just that- paper! 

2. For the Users who want to remain anonymous, digital domain offers secrecy: Illegal arms traders, drug dealers 

and the likes of speculators and millennial who feel the Internet will soon take over the real world. 

4. Advantage of bitcoin are  that there are no financial institutions to mediate between buyers and sellers and  ab-

sence of regulation by banks and governments, whose 'bad' financial sense is being seen as the main factor for the 

collapse of world markets. 

5. Since the currency is electronically encrypted, it is  impossible to counterfeit and extremely fast to transfer 

through internet. 

Bitcoin is quickly gaining acceptance across the world as more and more online retailers start accepting digital 

money. Wikileaks and other major organizations across the US and Europe have started accepting Bitcoin as pay-

ment and certain companies in the US have also started paying their employees as a certain percentage of their 

salaries in bitcoins. As online commerce increases exponentially and the world shifts online, bitcoins are truly going 

to become the most common and the most preferred choice of currency. 

Though introduced only in late 2009, bitcoins have quickly gained traction and the bitcoin economy is now worth 

more than 1.1 billion dollars. There are around 11.5 million bitcoins in circulation worldwide and more than 70,000 

trades happening through it daily. It is estimated that investors trading in bitcoins generate an average daily profit 

of around $681,000 which is increasing steadily. 

The growing clout of bitcoins can be seen through some of the recent developments around the world. Argentina, 

where inflation has been increasing at highly unsustainable levels mak-

ing life increasingly tough for the middle class,  there has been a 30-

40% surge in the value of bitcoins. The growth of bitcoins in Argentina 

has zoomed with bitcoin downloads rising exponentially. In an econ-

omy where the people are slowly but surely losing faith in governmen-

tal economic measures, bitcoin is being dangled as a safe haven. A 

similar effect can also be seen in neighboring Uruguay where again 

inflation is on the rise and paper money is seen losing value. 

Another example is Kenya, where already mobile SIM card powered M

-pesa (digital currency) is popular. But for the huge number of Kenyans 

who work abroad, remitting money back home is an onerous, time-

consuming and costly affair. bitcoin, with little to no extra charge and 

extremely fast transfer is again the saviour here with more Kenyans 

looking to take advantage of it. 

Icelandic currency expert Sveinn Valfells has an important  suggestion for the Icelandic government, that Iceland 

should adopt bitcoins as the national currency so that people can bear with the brutal economic climate destroying 

Europe. Iceland is facing double-digit inflation, today, when the Cyprus banking system collapsed earlier this year, 

people who had invested in bitcoins became instant millionaires as the value of bitcoins surged to $265! bitcoin is 

also seen as a threat to Gold, which till now didn't have a proper competitor  except the paper money. Bitcoin mim-

ics Gold in the sense that it has limited supply but while more gold  can be found, bitcoins has a predefined limit, 

hence enhancing its value over the long term. Also, unlike Gold  bitcoins are hard to steal and don't require armed 

men or vaults to guard them,. Lastly , digital currency is least likely to be manipulated by the government and finan-

cial institutions since bitcoins don't have any central authority controlling them.  

Just like Google was not the first 

search engine, BitTorrent was not the 

first file-sharing service and Facebook 

was not the first social networking 

site, it may be that Bitcoin will be a 

pioneer in the field of virtual 

currencies, but will be overshadowed 

by an easier-to-use rival.  
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Bitcoin does have its shortcomings, among which is its price volatility, inspired by its limited supply and investor 

speculation. But in an increasingly uncertain world, where fiat currencies are increasingly becoming volatile and the 

governments and premier financial institutions are no longer be trusted to do the 'right' thing, Bitcoins are becom-

ing an increasingly attractive option.  

There will be a lot of reluctance as of now to accept Bitcoins  in the form of currency because of the complexity of 

the software required to generate and use it. Also currently, its value remains to be very volatile. Just like Google 

was not the first search engine, BitTorrent was not the first file-sharing service and Facebook was not the first social 

networking site, it may be that Bitcoin will be a pioneer in the field of virtual currencies, but will be overshadowed 

by an easier-to-use rival. 

 

Learning financial and economic fundas in a pictorial way 
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