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About SCMHRD

Leadership-Entrepreneurship B-School
SCMHRD was established in 1993. Ever since its inception, SCMHRD has strived to bring Indian 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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“There can be no liberty unless there is economic liberty”


Margaret Thatcher

Dear Readers,
The Indian economy after being on ‘Auto Pilot’ mode for quite some time began to show signs of deterioration.
With the inflation rocketing every quarter and growth coming to a standstill the onus of controlling inflation
came to the then RBI governor Mr. Duvvuri Subbarao. The Government wanted growth and the RBI went on
squeezing liquidity from the system which led to an open battle between the finance minister Mr. P. Chidambaram with each one passing the buck to the other. This led to the economy to dire straits. With investor confidence shattered and foreign investors pulling out money in anticipation of the tapering of the quantitative
easing, there seemed like our economy plunged into the mess. Then came the flamboyant opening speech by
new Governor, Mr. Raghuram Rajan promising multiple reforms in the financial sector, easing of regulations and
talking about growth too and not just controlling inflation. This was the first sign the investors needed to reduce a little skeptic, the market boomed the next day and rupee started correcting itself. Since then a lot of
investment did come back to India and the situation seems to have improved partially if not completely. The
RBI with the help of Rajan can only help treat the symptoms of the disease, the disease itself remains out of
the purview of the central bank and will be have to dealt with our Government itself.
We bring for you the second issue of Finalyst (a summer internship preparation special edition) for this academic year that promises to offer insights on a wide range of topics, in addition to new segments. The cover
story talks about the changes in RBI’s Monetary Policy and its impact on the Indian economy and business sentiment. The winning article on the debt market is a fresh take on the economy of Japan and factors affecting
the growth of it.
We are sure you will enjoy ‘FinCom’: our take on the economic and financial issues in a comic strip format.
Reading about Raghuram Rajan’s story from academician to the policy maker of the 10th largest economy in
the world 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 Nokia by
Mircrosoft. As part of summer special edition, we also bring for the students of various B-schools, the concept and financial terminologies in a glance for interview and group discussion preparation.
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!

Finance Club Team, SCMHRD
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IMF Says Domestic Investors Can Curb Capital Flow
Volatility : Countries where a surge of capital inflows was offset by
domestic residents’ purchase of foreign assets fared better during the
global financial crisis as international investors pulled out, the IMF said
in a chapter of its World Economic Outlook.

Fairfax to buy Blackberry for U.S. $4.7 billions : Blackberry has accepted the offer but has a time period
till November 04, during which Fairfax will scrutinize the
fi-

nancials of BB. In the lieu of the Canadian telecom giant
opting for another buyer it will have to pay Fairfax a
breakup fee of $157 million, but the reverse is not applicable. The consortium of three investors which includes
Fairfax is offering $9 per share – which is 3.1% higher
than the company’s closing price last week.

WHAT’S HAPPENNING?
Important news of the Financial and Economical World
Another deal of TATAs: Tata Son’s is going to form two
joint ventures. One agreement is a three-way joint venture
with Malaysian budget carrier AirAsia and Telstra Tradeplace , to launch an Indian low-cost carrier. In this deal Telstra Tradeplace owns 21%, Tatas have 30% and Air Asia has
49% share. The other is with Singapore Airlines to set up a
full-service domestic carrier with an initial investment of
$100 million. Tata Sons will pump in $51 million for a 51 percent
stake and Singapore Airlines will invest $49 million for the remaining 49 percent.

Ultratech buys Gujarat unit of Jaypee cements : Jaypee Cements Corp. has sold off the Gujarat unit of its cement businesto Aditya
Birla Group Company UltraTech for Rs 3,800 crore. It will help JAL pay off
its debt by 15 percent. The acquisition of the Gujarat factories, which
have a capacity of 4.8 million tonnes, will boost UltraTech's capacity by 9
per cent and raise market share . The equity portion is a mere Rs 150
crore, which UltraTech will pay by issuing shares to JAL.
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CA Siddharth Jain,
MBA - II, FMS

Roadmap for India
IFRS coming to India.......Get Ready..!!!
“He who rejects change is the architect of decay. The only human institution which rejects progress is the cemetery.”
These famous words of Harold Wilson, a legendary scholar, a brilliant economist and a former British Prime Minister, are apt enough to demonstrate the significance of not only adopting a change…but adapting to it.
International Financial Reporting Standards, The IFRS would be mandatory for the major Indian companies from 1st
April 2014. As future professionals need to be fully aware of the changes in the accounting standards to converge
with IFRS and its implication on the financial reporting, Treasury Management, Business valuation, Commercial arrangements, Managerial compensation, MIS, Human resource and training, Mergers and acquisition.
Are you Aware..?
The International Financial Reporting Standards (IFRS) are increasingly being recognised as Global Reporting Standards. More than 130 countries including European Union, Australia, New Zealand, China and Russia currently require or permit the use of IFRS. Countries such as Canada had announced their intention to adopt IFRSs in 2011.
United States of America have taken-up convergence projects with the IASB with a view to permit filing of IFRSCompliant Financial Statements in the US Stock Exchanges without requiring the presentation of reconciliation
statement.
The Institute of Chartered Accountants of India (ICAI), being a member of the International Federation of Accountants (IFAC), considers the IFRS and tries to integrate them, to the extent possible, in the light of the laws, customs,
practices and business environment prevailing in India. The Preface to the Statements of Accounting Standards,
issued by the ICAI, categorically recognizes the same. Now, as the world globalizes, it has become imperative for
India also to make a formal strategy for convergence with IFRS with the objective to harmonize with globally accepted accounting standards.
In the present era of globalization and liberalization, the World has become an economic village. The globalization
of the business world and the attendant structures and the regulations, which support it, as well as the development of e-commerce make it imperative to have a single globally accepted financial reporting system. A number of
multinational companies are establishing their businesses in various countries with emerging economies and vice
versa. The entities in emerging economies are increasingly accessing the global markets to fulfill their capital needs
by getting their securities listed on the stock exchanges outside their country. Capital markets are, thus, becoming
integrated consistent with this World-wide trend.
The use of different accounting frameworks in different countries, which require inconsistent treatment and
presentation of the same underlying economic transactions, creates confusion for users of financial statements.
This confusion leads to inefficiency in capital markets across the world. Therefore, increasing complexity of business transactions and globalization of capital markets call for a single set of high quality accounting standards. High
standards of financial reporting underpin the trust investors place in financial and non-financial information. Thus,
the case for a single set of globally accepted accounting standards has prompted many countries to pursue convergence of national accounting standards with IFRS. The paradigm shift in the economic environment in India during
last few years has led to increasing attention being devoted to accounting standards as a means towards ensuring
potent and transparent financial reporting by any corporate.
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The benefits of the convergence with IFRS

The forces of Globalization prompt more and more countries to open their doors to foreign investment and as businesses expand across borders, the need arises to recognize the benefits of having commonly accepted and understood financial reporting standards. From the national economic view, there is a general perception that the increased comparability and transparency in financial reporting of Indian companies will:




Facilitate global investment opportunities, both inbound and outbound
Reduce barriers to entry to global capital markets
Potentially lower cost of capital, and other costs and risks associated with dual filings.

By helping Indian companies themselves to expand, there will also be knock-on effects such as additional revenues
for the government, allowing further investment in the infrastructure of the economy as a whole.
For individual businesses and industries, there will be increased opportunities:


To provide new and enhanced services, especially in the Business Process Outsourcing (BPO) sector and
for professional services firms



For cost savings in education and training, as professionals will only need to maintain understanding of a
single accounting regime



To conduct a comprehensive, once-only review of financial reporting and information systems processes
and controls within an organization.

There is also a resounding perception that reporting under IFRS will benefit management decision-making. The expected transparency in reported figures under IFRS will be more suitable for making strategic decisions.
Following are some of the other benefits of adopting IFRS –








Improved access to international capital markets
Lower cost of capital
Benchmarking with global peers
Enhanced brand value
Avoidance of multiple reporting
Reflecting true value of acquisitions
Transparency in reporting

In the light, ICAI has issued concept paper for convergence with IFRS in India. The paper gives guidelines for approach for achieving convergence with IFRSs, and laying down a roadmap for achieving convergence with the IFRSs
with a view to make India IFRS-compliant. ICAI is of the view that IFRSs should be adopted for the public interest
entities such as listed entities, banks and insurance entities and large-sized entities from the accounting periods
beginning on or after 1st April, 2013, which is fast approaching deadline.
And this is not an act of instinct but like all other plans, this one has been thought over for a long time before its
revelation. ICAI, being a premier accounting body in the country, took upon itself the leadership role by establishing
ASB, more than twenty five years back, to fall in line with the international and national expectations.
As the world continues to globalize, discussion on convergence of Indian GAAP with IFRS has increased significantly.
A few developments are set forth hereunder –
 Formation of IFRS Task Force by the Council of ICAI
 Recommendation of the IFRS Task Force submitted to the Council
 Full adoption of IFRS from accounting period commencing on or after 1 April 2013
 Proposed to be applicable to listed entities and public interest entities such as banks, insurance companies and large sized entities



Involvement of various regulators (MCA, RBI, IRDA, Tax authorities and SEBI)
Draft Schedule VI and Accounting Standard 1 (Exposure Draft) consistent with IFRSs

As Per the concept paper of the ICAI,
India would not adopt IFRS in the original form but would revise existing Accounting standards or issue
new accounting standard to converge with IFRS subject to differences due to existing local conditions in
7
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In the Convergence Strategy presented by Technical Directorate of ICAI on 02.02.2009 the following points were
highlighted:. ICAI has begun the process of issuing IFRS equivalent AS with following proposed changes:
1.
2.
3.
4.

Removal of alternative treatments
Additional disclosures, where required
AS number will continue but IFRS number will be given in parenthesis
IFRICs will be issued as appendices

Corporate reporting in India is directed by a number of bodies, including the accounting standard-setter (ICAI), regulators (IRDA, RBI and SEBI) as well as through legislation (Companies Act). Together with potential tax implications,
this means that IFRS adoption is not simply a matter of companies implementing IFRS instead of Indian Accounting
Standards.
In order to assist stakeholders throughout the financial reporting supply chain, and ultimately to bring momentum
to the implementation process, participants recommended:




A stronger lead from key government departments such as the Ministry of Corporate Affairs
A more coordinated approach from the varying groups of standard setters
Clear and transparent signals from regulators and standard setters as to the transition approach and date,
with a detailed and complete roadmap for conversion as soon as possible.
ICAI has constituted a Group in liaison with all the government & regulatory authorities and this group has constituted separate core groups to identify inconsistencies between IFRS and various relevant acts.

Challenges in adopting IFRSTo every proposed CHANGE, there are many Challenges posed by the Current System & Environment. IFRS are no
different. These are some of the many major challenges expected to confront this change.
 Regulatory endorsement and acceptance
 Shortage of skilled resources
 Huge cost of enhancement of IT systems
 Acceptance by tax authorities
 Managing market expectations and investor relationships
 Managing day to day business issues – MIS, tax planning, performance indicators, mergers and acquisitions,
etc.
Key Divergences
The key divergences between Indian GAAP and IFRS have arisen due to:
 Conceptual differences
 Legal and regulatory requirements
 Present economic conditions
 Level of Preparedness
8
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1) The name of the brand was modified because of a possible move out of the food vertical and also to avoid a
possible strife with ebay, because the earlier brand name ‘X’ contained ebay in it, so renamed itself in 2010 to
‘Y’. Identify this popular website ‘X’ and its new name ‘Y’.
2) First employee of the company, and 20th in all. Famous for rising the ranks from engineer to CEO in such a
short span. Who?

3) Which of these is not a brand of P & G?
a) Krack

b) Stopache

c) Breeze

d) AirWick

4) The Rate at which the domestic currency can be converted into foreign currency and vice-versa is known as the
a) Exchange rate
5)

b) IMF

c) Asian Development Bank

d) IDA

Who is the Chairman of the committee constituted by RBI to study issues and concerns in
nance Institutions (MFI) Sector?
a) YH Malegam

7)

c) Inter bank Call money rate d) Base rate

Which international monetary organization granted $110 million to help urban services in Jammu and Srinagar
on 17 May 2013
a) World bank

6)

b) MIBOR

b) Dr. KC Chakraborty

c) C. Rangrajan

the Micro Fi-

d) M. Damodaran

Accounts are allowed to be operated by cheques in respect of?
a) Both savings bank accounts and fixed deposit accounts.
b) Savings bank accounts and current accounts.
c) Both savings bank accounts and loan accounts.
d) Both savings bank accounts and cash accounts only.

8)

The company’s retail outlet entered into the Guiness World Records when it opened record 315 outlets in 10
states of India, just at one time on 1 April, 2013.
a) Reliance

9)

b) Tata

c) M&M

d) Sahara India Pariwar

Recently which among the following government has introduced ‘ShikshaSetu ‘ –a report card to access the
performance of students to teachers and guardians/parents in government schools?
a) Uttar Pradesh

b) Bihar

c) Rajasthan

d) Haryana

10) What two-phrase word is used to describe companies that do not produce any goods or services of their own
but exist for the sole purpose of owning shares in other companies …………….

9

FINALYST

SEPTEMBER 2013

INTERNSHIP PREPARATION SPECIAL
Some of the important terminologies and concepts for

preparation of summer internship

placement.
THE PRICE MECHANISM AND HOW IT WORKS

The above diagram assumes the market is in equilibrium, whereby demand equalssupply at point A (P1Q1). The
following would happen should there be an increase ordecrease in demand or supply, ceteris paribus e.g. all other
things being equal.
An increase in demand from D1to D3with supply unchanged at S1 would create a shortage in the market equivalent to Q4minus Q1(or the difference between point A and G). Suppliers knowing about the shortage and driven by
profit motive will increase prices, buyers knowing there is a shortage would be prepared to pay more for the good
or service therefore putting pressure on prices to rise. The new demand curve D3 will contract and the existing supply curve S1 will extend as prices rise, until a new equilibrium price and quantity is found by the market at point C
(P3 Q2).
A decrease in demand from D1to D2with supply unchanged at S1 would create a surplus in the market equivalent
to Q1minus Q5(or the difference between point A and D). Suppliers knowing about the surplus and driven by profit
motive will decrease prices in order to avoid rising stock levels, buyers knowing there is a surplus would be prepared to pay less for the good or service therefore putting pressure on prices to fall by negotiation. The new demand curve D2 will extend and the existing supply curve S1 will contract as prices fall, until a new equilibrium price
and quantity is found by the market at point E (P2 Q3).
An increase in supply from S1to S3with demand unchanged at D1 would create a surplus in the market equivalent
to Q4minus Q1(or the difference between point A and G). Suppliers knowing about the surplus and driven by profit
motive will decrease prices in order to avoid rising stock levels, buyers knowing there is a surplus would be prepared to pay less for the good or service therefore putting pressure on prices to fall by negotiation. The new supply
curve S3 will contract and the existing demand curve D1 will extend as prices fall, until a new equilibrium price and
quantity is found by the market at point F (P2 Q2).
A decrease in supply from S1to S2with demand unchanged at D1 would create a shortage in the market equivalent to Q1minus Q5(or the difference between point A and D). Suppliers knowing about the shortage and driven by
profit motive will increase prices, buyers knowing there is a shortage would be prepared to pay more for the good
or service therefore putting pressure on prices to rise. The new supply curveS2 will extend and the existing demand
curve D1 will contract as prices rise, until a new equilibrium price and quantity is found by the market at point B (P3
Q3).
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Over trading and over capitalization
When a company is trading at a very fast pace, it will be generating sales on credit with speed, therefore have a
large volume of trade receivables. It will also be purchasing inventories on credit at a fast pace and therefore have a
large volumes of trade payables. If the company doesn’t have enough capital (finance), it will find it difficult to continue as there are insufficient funds to meet all the costs.
Overtrading occurs when a company has inadequate finance for working capital to support its level of trading. The
company is growing rapidly and is trying to take on more business that its financial resources permit ie it is “undercapitalised”.

Overtrading may result in insolvency which means companies have severe cash flow problems. This means that a
thriving company, which may look very profitable, is failing to meets its liabilities due to cash shortages. Over capitalism is the opposite of over trading. It means a company has a large volume of inventories, trade receivables and
cash balances but very few trade payables. The funds tied up could be invested profitably.

Difference in working capital for different industries.
Interpretations of financial obligations included in the accounts
Redeemable debt: The Company will have to re-pay the debt at the redemption date or between the two redemption dates (i.e. 20X5/20X9, means debt can be redeemed any time between 20X5 and 20X9). If the company is having cash flow problems, then the users of the accounts will need to know when the debt will be repaid.
Contingent liabilities: Under IAS 37 provisions, contingent liabilities and contingent assets, contingent liabilities are
not recognized in the financial statements. Contingent liabilities are less than 50% probable but not remote. The
users of the accounts need information from the notes to make a proper assessment. Especially as the probability
figure can be manipulated.
Earn out arrangements: These arrangements occur during acquisition of another company. The parent company
agrees to pay additional money if certain events are achieved in the future (i.e. certain level of profit being
achieved by the subsidiary). Again IAS 37 will apply and it all rests on the probability of the event being achieved. If
it is less than50% then the amount will not be recognized in the financial statements, so users of the accounts will
need to find thatinformation from the notes to the accounts.
11
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Various ways of currency swap
1st Example of Currency Swap: Company A is doing business in USA and it has issued bond of $ 20 Million to bondholders that has been nominated in US $. Other company B is doing business in Europe. It has issued bond of $ 10 Million Euros. Now, both company's directors sit in one room and agreed for exchanging the
principle and interest of both bonds. Company A will get $ 10 million Euros Bonds with its interest payment
and Company B will get $ 20 million bond for exchanging his principle and interest. This is the simple example
of currency swap.
2nd Example of Currency Swap: Suppose one USA company wants to start his factory in India. For this it gets
$10 billion dollar in the form of loan from USA market and Exchanges this amount from India company B. Now
company A has Indian currency for doing business in India and company B which is Indian company has USA
currency and it can get Forex earning. It means that both are benefited with single deal of currency swap.
3rd Example of Currency Swap: Currency Swap is very useful for multinational companies who have many
branches in different countries. Suppose, A company's head office in UK and it is doing business in USA. A company has 1,00,000 pounds in bank which it got from public loan for doing business. But UK's one branch in USA
which needs 50,000 USA dollars for 2 months because we can do business in USA with dollars not with pounds.
Now, with the help of currency swap, UK company can use his 100000 pounds for covering the need of 50,000
$ of USA branch. Currency swap allows you to get any foreign currency with the exchange of own currency on
the basis of exchange rate on any future date without taking foreign exchange risk. Again same currency buy
back by currency buy back swap. Company of UK did same and with the help of Financial Intermediary, it get
50,000$ for its USA branch for 2 months.
Crucial figures at a glance


The Gross Domestic Product (GDP) in India was worth 1841.70 billion US dollars in 2012. The GDP value of
India represents 2.97 % of the world economy. GDP in India is reported by the the World Bank Group. India
GDP averaged 485.65 USD Billion from 1970 until 2012, reaching an all-time high of 1872.90 USD Billion in
December of 2011 and a record low of 63.50 USD Billion in December of 1970.



The inflation rate in India was recorded at 5.79 % in July of 2013. Inflation Rate in India is reported by the
Ministry of Commerce and Industry. India Inflation Rate averaged 7.72 % from 1969 until 2013, reaching an
all-time high of 34.68 % in September of 1974 and a record low of -11.31 % in May of 1976. In India, the
wholesale price index (WPI) is the main measure of inflation. The WPI measures the price of a representative
basket of wholesale goods. In India, wholesale price index is divided into three groups: Primary Articles (20.1
% of total weight), Fuel and Power (14.9 %) and Manufactured Products (65 %). Food Articles from the Primary Articles Group account for 14.3 % of the total weight.



The benchmark interest rate in India was last recorded at 7.25 %. Interest Rate in India is reported by the
Reserve Bank of India. India Interest Rate averaged 6.58 % from 2000 until 2013, reaching an all-time high of
14.50 % in August of 2000 and a record low of 4.25 % in April of 2009. In India, interest rate decisions are taken by the Reserve Bank of India's Central Board of Directors. The official interest rate is the benchmark repurchase rate.



India's Government Bond Yield for 10 Year Notes declined 1 basis points during the last 30 days which means
it became less expensive for India to borrow money from investors. During the last 12 months, India government bond yield advanced 0.31 %. From 1994 until 2013, India Government Bond 10Y averaged 9.3 % reaching an all-time high of 14.8 % in April of 1996 and a record low of 5.0 % in October of 2003.



India recorded a Current Account deficit of 4.80 % of the country's Gross Domestic Product in 2012. Current
Account to GDP in India is reported by the Ministry of Finance, Government of India. India Current Account
to GDP averaged -1.45 % from 1980 until 2012, reaching an all-time high of 1.50 % in December of 2003 and
a record low of -4.80 % in December of 2012.



Foreign Direct Investment in India increased to 2129 USD Million in June of 2013 from 1917 USD Million in
May of 2013. Foreign Direct Investment in India is reported by the Reserve Bank of India. India Foreign Direct
Investment averaged 929.67 USD Million from 1995 until 2013, reaching an all-time high of 5670 USD Million
12
in February of 2008 and a record low of 58 USD Million in April of 2003.
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Balance of payments
It is an accounting method used by a country to track all the monetary transactions that take place between
itself and the rest of the world. These transactions are merely a method to understand the actual inflow/
outflow of the goods, services and capital between a country and the rest of the world. This account is calculated quarterly or yearly depending on the country. So, if the country’s balance of payments is positive, it receives
more foreign investments than it invests its own currency in the other countries. A negative BoP, is obviously,
the other way round.
There are three parts of Balance of Payments: the current account, the capital account and the financial account.
Since our topic deals only with the current account deficit, we are not going to delve into the capital account
and the financial account.
The current account has four subparts: goods, services, income and transfers.
The current account balance is the sum of the value of imports of goods and services plus net returns on investments abroad, minus the value of exports of goods and services, and all these elements are measured in the
domestic currency. When the current account is negative, we call it a current account deficit (CAD) and when it
is positive we call it a current account surplus.
To draw the conclusion that a negative current account balance is not favorable by a country is not much of a
rocket science, because that means the country is indebted to the rest of the world. That said, we also need to
understand that a negative current account deficit may not always be bad for a country, especially a developing
nation because it could looking to enhance its production in the short run.
Sovereign bonds:
Sovereign bonds also called government bonds are the bonds issued by the central government of a country.
These bonds are considered to be the highest quality debt instruments and the developed countries such as
USA, Japan, Germany and UK issue these sovereign bonds, however emerging markets of Asia, Africa and Eastern Europe also issue these bonds and these bonds offer very attractive yields to the investor, mostly because
of the default risk they pose including the currency fluctuation risk.
Quasi Sovereign bonds:
Certain fields in the economy such as mortgage loans and loans to small business, loans to students, loans to
agricultural sector and others are not the responsibility of the government of a country, but the government
seeks growth in these sectors since these sectors help the economy of a country to grow in general. For the
growth in such sectors, the government creates special units called the government agencies. These agencies
work solely towards a particular activity and to finance their operations they issue debt securities under the
supervision of the central government, which are called agency bonds or Quasi – government bonds.

13
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J A PA N :

Shobbit and Mohit Juneja,
MBA-II, FMS

HAS THE SUN SET YET?
Evolution of Japan:
The growth story of ‘Land of the Rising Sun’ is an epitome of how economic conditions take swings and display variegated patterns. As extraordinarily successful Japan was, the most important aspect of Japan’s story is its rise during 1950-1990 when Western economies had started to stagnate and tumble. In a very short period of time, Japan
went from being a legendary economy which redefined all the dynamics, to being penned down as a cautionary
tale.
After World War II, East Asia was the only region of the world that experienced continual substantial economic
growth and no other East Asian country enjoyed more economic success than Japan. The Japanese economic pie
grew at a phenomenal rate of ten percent per annum from the mid-1950s until the Arab oil shocks of the early 70s
due to the OPEC cartel. Many factors contributed to Japan’s economic growth viz. free trade boom across the
world, shift from dependent to less dependent industries, surplus funds for investment, trade union structure/
industrial relations, a stable political situation and low military expenses.
Issues with Japanese Economy :

Japan’s GDP Growth Rate
Source: www.multpl.com
The annual economic growth rate of Japan fell from an average of 4.1 % in the 1980s to just 1 % annually in 1990s.
This steep decline and stagnation in growth rates is also referred to as Japan’s ‘lost decade’. In 1990, Japan’s stock
exchange, Nikkei peaked at 40,000 points and has been falling since then. It lingered at only half its value two years
before and as of August 2013; it stands at a mere 14,000 points.
Economists have always been of the opinion that the role of state should be minimal in economic development. Any
interruption by state distorts market allocation of resources and as a result it hurts incentives to invest leading towards
lower economic growth.
14
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These events initially signalled a hiccup in the Japanese growth story but the Japanese model had actually begun to
crumble at its very foundation. The driver behind the scene was something very familiar, ‘the property bubble’. As
a part of Japan’s growth strategy, the government emphasised on low interest rates so that it was easy for the budding businesses to borrow money. Low interest rates give an excellent opportunity for leverage. With very low interest rates, after the initial down payment (around 20%) for a mortgage, businesses could take a loan for the rest
of the required capital and in a market of exponentially increasing property prices, can potentially earn a substantial return with a very low initial investment. When prices keep rising and banks are willing to lend, it always establishes the ground for an absolute casino owing to the favourable leverage options. But, the problem with leverage
is that it works wonderfully on the way up and just as awfully on its way down. For example, if the property values
plummet, everyone wants to sell at the same time. This causes panic amongst people and they start to sell more,
cutting the prices fiercely. The buyers tend to wait longer in a decreasing price environment and since no one prefers to catch a falling knife, this further puts downward pressure on the prices and ultimately causes deflation.
Additionally, liquidity crisis began with expansionary monetary policies initiated after 1985 Plaza accords, which
further led to appreciation of Yen with respect to US dollar. A liquidity trap, a situation described in Keynesian Economics in which injection of cash into the private banking system by a central bank fails to lower interest rates and
hence fails to stimulate economic growth, became inevitable. Consumers started to avoid investment in bonds and
parked funds in savings hoping that interest rates will rise soon.
Another crucial factor, which had a significant contribution, is the role of the state. Economists have always been
of the opinion that the role of state should be minimal in economic development. Any interruption by state distorts
market allocation of resources and as a result it hurts incentives to invest leading towards lower economic growth.
The large US debt is always a big deal, for Japan it may not be much of a concern because while nearly half of
the US debt is owned by foreign nations (notably China and Japan), Japan’s debt completely domestically
owned. This means that unlike in US, interest payments on sovereign debt are paid back into the Japanese
economy and Japan can, to all intents and purposes, make use of tax revenue to pay interest on the same.

USD, Yen & INR: The Triangle
In the last 10 months Yen declined 22% in comparison to USD owing to monetary easing. Expectations that the Federal Reserve will start tapering its bond-purchasing program reinforced the dollar and led emerging markets’ currencies plummeting. Like all the BRICS nations, Indian Rupee faced the brunt of tapering issue and has fallen by approximately 9% since May 2013. Further, massive outflow of Foreign Institutional Investors, worth $ 4.7 billion,
from the Indian bond funds has raised eyebrows in the Indian equity market and the fear of experiencing the same
ordeal is ever increasing, hence putting more pressure on declining INR. Weaker Indian currency will add to inflationary pressures, fiscal deficit and fall in capital inflows. The point is that as more the yen weakens, or the dollar
strengthens, more and more investors will pull out money from Indian markets and invest in US bonds which will
further push US interest rates. Japan, being the second largest foreign holder of US bonds (1.1 Trillion USD), is not
at all vulnerable as compared to India which has a meager holding of $58bn.
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Government measures to improve the economy:
While the US noisily carried on its never-ending argument over the debt ceiling and public expenditure seize, Japan
in recent times made some audacious moves to get over its own downturn. Abenomics is gaining popularity since
the newly elected Prime Minister Shinzo Abe expressed his commitment and determination towards economic revival of Japan. It is aimed at recuperating the lethargic economy, concluding long-standing deflation and controlling
public debt through:
(i) More aggressive monetary easing from the Bank of Japan,
(ii) More flexible fiscal policies,
(iii) Structural reforms to boost Japan's competitiveness.
Japan had made an effort earlier also to raise inflation and by late 2005, the economy had begun to recover. However, once the subprime mortgage crisis and the European sovereign debt crisis hit the global economy, all gains
were nullified. Being a highly export-oriented economy, Japan encountered a double whammy because of the crisis.
It lost markets in US and Europe, where demand had weakened. In addition, the Yen’s status of a ‘safe haven’ currency led to a strong Yen. Together both these factors resulted in a decline in real GDP growth and aggravated the
chronic price deflation that Japan is constantly struggling with.

Consumer Price Index for all items in Japan (Shaded areas include US recession)
While the quantitative easing, as announced by Abe, is a conventional alternative for the situation in which Japan
is, it is the high levels of public debt (around 300% of GDP), that complicates the economic landscape in Japan. To
put this into perspective, in USA where the debt is currently at historic highs, the Debt to GDP ratio is a little over
100%. Monetary and fiscal easing as proposed by Abe will undoubtedly add to Japan’s astronomical debt. However,
while the large US debt is always a big deal, for Japan it may not be much of a concern. This is simply because while
nearly half of the US debt is owned by foreign nations (notably China and Japan), Japan’s debt is almost completely
domestically owned. This means that unlike in US, interest payments on sovereign debt are mostly paid back into
the Japanese economy and Japan can, to all intents and purposes, make use of tax revenue to pay interest on the
same.
But for now, at least, the markets have reacted positively. The implementation of the Abenomics’ first arrow led to
a 17-month low on Japanese corporate bond risk and Japanese stocks rallied after receiving the news. In the longrun, the best-case scenario could bring sunshine with Shinzo Abe’s gamble paying off while the worst case would be
a meltdown similar to Greece, which would likely bring most of the world down with the descent of ‘The Land of
Rising Sun’.
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RBI'S MONETARY POLICY
How to bail India out?

W

hen RBI governor, D Subbarao, stepped up to deliver the quarterly review of the monetary
policy of RBI on July 30th, the entire industry and the markets looked up to him with a glint of

hope. The question everyone had in the back of their minds was – Would RBI focus on decreasing the lending rates,
or in other words, consider increasing the liquidity in the markets so as to fund the capital requirements of the Indian market and if not, then how long would the liquidity tightening measures be in effect?
The important question is why does India need these liquidity tightening measures and are these measures the
ultimate solution to all woes that have been hampering Indian economy since the last year or so?
The explanation is simple- Every economy suffers from the problem of the “impossible trinity” which includes
maintaining - (i) A stable exchange rate for the country’s currency. (ii) A stable inflow of capital into the country’s
markets. (iii) Monetary independence.
Unfortunately, India has been underperforming in all the 3 aspects. The current account deficit for India is at an
alarming 4.8 % of GDP. The exchange rate of INR to the US dollar is above the comfort zone of 65 rupees for the
North Block as well as the RBI and inflation has been a cause of concern for the Centre. The economy is stuck in a
quagmire of low growth, persistent inflation, a wide current account deficit and rapidly weakening currency but
policy measures to tackle one of these will likely worsen the others.
So what are the various steps the finance ministry and the RBI have taken to rein in the problems that our economy faces? In a chronological order, the government, to deal with an ever-increasing current account deficit, recently increased the import duty on one of the costliest imports i.e. gold. However we must remember that the imports
of crude oil and coal are as decisive as that of the gold which India cannot do away with. A possible solution would
rather be to export services as much as the imports of these necessities. Moreover despite having the third largest
coal reserves in the world, India imported 135 million tons of coal in 2012-13. India also imports one-third of its
fertilizer requirement which is provided to the farmers at subsidized rates impacting the current account deficit as
well as the fiscal deficit for the government. India also imports steel owing to the mining restrictions put in place by
the government which increases the cost of industrial development in India and puts the Indian companies in a
tough spot. So, then, what is the feasible solution to the widening current account deficit? Is it enough to simply
increase the import duty on the heavily imported items and expect the demand to subside? No, it clearly is not so.
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The simple rationale behind this is that it is very difficult to roll back the import controls once the situation improves, for example, the maze of controls that choked the Indian economy before the economic reforms had just
begun as a corrective measure in the 1950s. The only feasible solution in front of our economy is to learn to be selfdependent and focus on increasing the productivity of the existing industries so as to compete efficiently with the
imported goods and provide a better quality products and service to the consumers as compared to the imported
ones.
In order to rein in the devil of inflation and a depreciating rupee, the RBI , a few weeks back, increased the Marginal
Standing Facility rate and the Bank rate ,each, by 200 basis points to 10.25 % and hence simply squeezed the money out of the Indian markets thereby reducing the liquidity in the market. Not only this but it also reduced the
funds available under its repo window to 0.5% of the banks’ deposits that is to roughly around 750 billion rupees.
The rationale behind this action of the RBI was simple- the lesser the rupee in the market, the more its value and
hence the lesser the depreciation of the rupee as against the dollar. However the trend in the market has clearly
indicated that the age old tactic has not been working any more, or at least not this time as the rupee still trades at
above 65 rupees against a US dollar. The problem with this defensive approach is that tightening liquidity curbs
growth. It increases the cost of capital and affects capital markets as many would prefer to invest in risk free fixed
deposits offering high interest rates as compared to the high risk markets. As Mr. Kaushik Basu stated in "India's
demographic dividend” , 50% of the Indian population is less than 25 years of age and hence 1.5 crore jobs to be
created every year for next 20 years, that comes to 20 crore jobs in next 30 yrs which is extremely difficult to
achieve with the economy stagnating due to high interest rates. It is time we realize that inflation was not a reason
of high liquidity but was due to inherent structural and technical problems like lack of storage, middlemen, etc.
Hence a suggested measure to counter it would be to reduce the lending rate and allow the markets to have
enough capital to grow which in turn would develop a market that produces as well as consumes and hence would
augur well for the Indian economy.
Other important issue is the dependence of the Indian markets on the foreign investments. Owing to the high cost
of capital in India, the Indian companies chose to borrow from outside India at cheaper rates but the recent depreciation in rupee has put them in a tighter spot than ever before. Apart from this, the magnitude of Foreign Institutional Investments in the Indian markets is quite large. As of March 16, 2012, FIIs had assets under custody of more
than 10 trillion (over $200 billion), representing 17% of the capitalization of Indian securities markets, or as much as
40% of the free-float on the Indian exchanges. It shows the skepticism of the retail Indian investor towards the Indian capital markets and explains the unavailability of cheaper capital.
According to a recent survey, an average investor invests not more than a mere 3 % of his total savings into the equities. It is time that the importance of national retail investors is understood and these investors are encouraged
to invest more in our markets so as to fuel the growth of our markets and industries at a cheaper cost and allowing
our markets and companies to be independent of the foreign funds. This would also reduce the volatility of our
markets with respect to the global economy and hence provide a buffer for our economy where our economy can
continue its growth despite of unfriendly conditions in the global economy.
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The other move the government has taken is to increase the FDI cap in certain sectors in order to increase the flow
of foreign capital into India as a step to reduce the CAD. However, ironically, in spite of this there has been no inflow of foreign capital into India owing to ambiguous taxation policies and at times restrictive trade policies. The
cases of Vodafone and Walmart are excellent example of the same. Moreover the Finance Minister has indicated
that the government is contemplating the issuance of NRI bonds in order to fund the CAD. In the past, this tactic
has done wonders for India and has bailed it out on several occasions but owing to the regulations that have
changed over the time, it appears difficult for India to rely on the NRI bonds for this particular time.
However with Mr. Raghuram Rajan, well known for his practicality, taking over the reins of Reserve Bank of India,
the textbook approach adopted by the RBI over the past few years may be done away with and the positive reaction of the Indian equity markets to his appointment indicate the hopes the Indian economy associates with him. It
appears that both, the finance minister and the new RBI Governor, will have a very tough time ahead of them walking the talk. Most of the current efforts are rightly made in the direction of funding the CAD but it must also be understood that the Indian economy and markets would expect policy responses over the medium term and the long
term as well. The medium-term strategy should rather focus on the overall growth of the market fuelled by lower
bank rates and increased productivity and consumption, and if possible, an increase in exports so as to reverse the
trend of CAD. However the key lies in economic self-dependence and the earlier we achieve it, the faster we would
catapult to the status of an economic superpower.

Parth Bhatt (SBM, NMIMS, MUMBAI)
Kaushik Gattamneni (SBM, NMIMS, MUMBAI)
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PERSONALITY PROFILE-

RAGHURAM RAJAN
“We will cross whatever bridges
we have to cross when we have
to cross them”

eet the man of the hour, the Saviour, Financial Prophet, the Youngest RBI Governor – Mr. RAGHURAM GOVINDA
RAJAN
Raghuram Rajan was born in 1963 in Bhopal to a Tamil Indian Foreign Service officer. His childhood was spent in
different countries like Sri Lanka, Indonesia and Belgium. He graduated from the Indian Institute of Technology,
Delhi with a bachelor's degree in electrical engineering, after which he acquired a Post Graduate Diploma in Business Administration from the Indian Institute of Management Ahmedabad in 1987. Rajan was a gold medallist at
both IIT Delhi and IIM Ahmedabad. He later received PhD in Management from MIT in 1991 for his thesis titled
"Essays on Banking".
From there, he went on to join the Booth School of Business at the University of Chicago as a professor. His work in
Chicago earned him the prestigious Fischer Black Prize for being one of the best academic under 40 in the field of
financial economics. In 2003, he served as the Economic Counsellor and Director of Research at the International
Monetary Fund (IMF). He was the youngest to become the chief economist at the IMF. He is also a visiting professor for the Federal Reserve Board and the World Bank.
Dr. Rajan’s research interests are in banking, corporate finance, and economic development, especially the role
finance plays in it. He wrote Fault Lines: How Hidden Fractures Still Threaten the World Economy, for which he was
awarded the Financial Times-Goldman Sachs prize for best business book in 2010. Rajan is today credited world
over for predicting the 2008 financial crisis early in 2005.
India has been looking forward to respected former IMF chief economist, Mr. Rajan to rescue it from slow growth,
high inflation and a weakened currency. He has been governor of Reserve Bank of India for less than a month but
already he has been hailed as a rock star in local media. He has unveiled plans to liberalise the country's banking
sector by allowing them to open up branches without seeking prior approval from the central bank, and intends to
help free up more cash for banks to lend to the productive sectors of the economy. On his very first day in the
office, the market gave a very positive response as SENSEX rose by around 500 pts.
The tasks which lay ahead of him are not easy. On top of that, the market conditions or systems in India are quite
different from US. He will have to first deal with India’s worst economic crisis after 1991. The GDP growth fell to
4.4% last quarter and rupee crashed below 68 per dollar. The CAD is widening and Indian banking system is reeling.
And since it is believed that he has been closer to Indian policymaking than many in West, the expectations from
him are high. In 2007-08 he led a team that pushed for liberalization of the financial sector. In 2008-12 he was the
informal adviser to Manmohan Singh, the prime minister, sending him notes on the global crisis.
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By raising the LAF rates, he has proved that his first priority will be to control inflation which is what the central
bank of any country should do. He gave a strong message to the Indian government that he is ready to walk alone if
the government does not support him in fighting inflation.
Very few people doubt Mr. Raghuram Rajan’s Brilliance but there are some who questions his credentials. He is an
Indian by birth but is star economist based at Chicago. He is not a specialist in monetary policies. His writing revolves around free market persuasion, mixed with skepticism about how rational investors are and worries about
the unintended consequences of regulation. In 2005, during a stint as the IMF’s chief economist, Mr Rajan gave a
gloomy talk to the world’s central bankers at their annual gathering at Jackson Hole, Wyoming.
India is lucky to have him as RBI Governor at this point of time. For him, it is going to be an extraordinarily challenging balancing act managing the economics, which is terribly complex, mixed with politics too. But Mr. Rajan likes
these sorts of challenges, and the sense that he is on the front line when India needs help is especially powerful for
him.
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Which Indian bank is promoted by 20th Century Finance Corporation and Keppel Tatlee Bank of Singapore?
Worst investments claimed by Warren Buffet
First name of one of the person who founded the famous Wall Street Journal
Country with fastest GDP growth in 2011
Place where the paper of Indian Rupee is manufactured in India
First bank to issue a credit card.

Down
2.
4.
5.

Rembrandt Market is which country's foreign market
In which country's coins you can found the following lines imprinted, 'This is the root of all evils' ?
The Union Bank of India would like to use an account of SBI in Citibank of New York in dollars. For
Union Bank of India it is a ------------ account?
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The last month saw a mammoth of deals taking place in the international scenario. One such deal was the NokiaMicrosoft deal. Nokia shareholders will be one big happy bunch. Not only has the Finnish handset maker succeeded
in offloading its handset business, an asset its shareholders were assigning very little value to until recently, but it
also pocketed a hefty windfall in its deal with Microsoft. In an agreement announced recently, Nokia has agreed to
sell its handset business to Microsoft for a total of $5 billion in cash. To further sweeten the deal, Nokia’s lucrative
patent portfolio isn’t a part of this transaction. Instead, Nokia will grant Microsoft access to its patents for 10 years
for another $2.2 billion in cash. Now,that’s what we call an overvalued deal, isn’t it?
However, after signing a pact to sell its handset business to Microsoft, Finnish phone giant Nokia cannot use the
'Nokia' brand for use in connection with mobile device sales nor use the brand on its own mobile devices for a specific period. Moreover, since the patent arrangement is non-exclusive, Nokia is free to add other patent licensees in
this period as well. Nokia will seek its shareholders’ approval on November 19 this year to $7.2 billion deal to sell
devices and services business to US software giant Microsoft. If shareholders of Nokia disapprove the deal, then
Nokia will have to pay about $51 million as damages to Microsoft. However, it is hard to imagine an adverse scenario considering the amount of value this unlocks for Nokia’s shareholders. Before the deal was announced, Nokia
was trading at a market capitalization of about $14.7 billion. It is estimated that the Nokia’s non-handset divisions,
including cash, accounted for about 75% of its $18 billion fair value before the deal. However the handset division
has been underperforming due to some stiff competition from the Android market and a slow and painful transition to Windows Phone. This caused the markets to value the business at only a little over $1 billion.

Considering that the patent business, which is part of the company’s handset division, is healthy and has been consistently generating cash flows of around Euro 500 million annually, the handset business (excluding licensing revenues) was being valued negatively. Both the sale of the handset business and the patent licensing deal together
with the recent acquisition of Siemens’ stake in NSNshould therefore provide huge value to Nokia’s shareholders.The Nokia patent business hoards a large value to its shareholders. As a result of the high R&D spend Nokia incurred over the last decade, Nokia has a very strong patent portfolio comprised of close to 16,000 issued patents
and 4,500 pending patent applications in the U.S. Outside the U.S., the company has over 20,000 patents (both issued and pending combined) with a majority of them being in Europe. Even in terms of quality, Nokia’s patents
stand out.
What makes Nokia’s patent strength even more intimidating is that Nokia and Qualcomm entered into a 15-year
patent licensing agreement in 2008, which basically gave Nokia access to all of Qualcomm’s patents for use in its
mobile phones.
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This essentially gives Nokia unrivalled access to more
than 30% of the essential LTE patents – a position of
strength that will not only insulate Microsoft from litigation in the ongoing patent war, but also give Nokia
enough ammunition (with its 19% LTE patent share) to
go after other hardware makers and generate cash
through licensing deals. In fact, now that Nokia will
have no phones to sell, it faces less danger of being
countersued and will therefore have greater bargaining
power in setting patent licensing terms. The transaction
is expected to close in the first quarter of 2014, subject
to approval by Nokia shareholders, regulatory approvals and other customary closing conditions.
In the third largest M&A deal to ever take place, Verizon recently announced its decision to acquire 45% of
the telecom giant Vodafone’s shares in the US market
for an approximate 130b$. The deal, in which Verizon
will buy Vodafone's 45 percent stake in Verizon Wireless, is the defining event in the careers of Vittorio Colao and Lowell McAdam, the chief executives of Vodafone and
Verizon, respectively. They had succeeded in rebuilding relations between the two sides, long strained by clashes
about the Wireless dividend and who would eventually seize full ownership. Under the terms, Vodafone will get
$58.9 billion in cash, $60.2 billion in Verizon stock, and an additional $11 billion from smaller transactions in a deal
that is due to close in the first quarter of next year.
Barclays and Bank of America Merrill Lynch acted as financial advisors to Verizon, and will also underwrite the $61
billion in financing for the bid alongside JPMorgan and Morgan Stanley. Goldman Sachs and UBS advised Vodafone.
Verizon was eager to take full control of the wireless unit this year after having weighed options including a full
merger of the two companies. Vodafone plans to use proceeds from the sale to start a new 6 billion-pound ($9.3
billion) network-investment program, called Project Spring, over the next three fiscal years. Vodafone also will return $84 billion to shareholders, including $23.9 billion in cash and the remainder in Verizon’s stock. Verizon, meanwhile, expects the buyout to boost the company’s earnings per share by about 10 percent as soon as it closes. The
acquisition is expected to be closed in the first quarter of 2014.
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TRANSITION IN POLICY
MUCH NEEDED CATALYST
FINANCE CLUB

H

as the Messiah finally arrived to save the slumping Indian market? Have the markets completely revived? Has India recovered from the verbal damage of Ben Bernanke’s statement that inflicted terrible
pain on India by weakening its currency to record limits?
Every person on the D-Street has been searching for answers of the above questions.

It was time when rupee was tumbling. The fall started in mid-June and since then rupee has been having a topsyturvy ride jeopardizing the $ 1.84 trillion Indian market. Our former RBI Governor D.Subbarao tried to pied-pipe the
untamable falling market in vain and finally realized that the markets did not dance to his tunes. Just a slight hint
from Ben Bernanke about the tapering of quantitative easing resulted in the FII’s pulling out $8 billion from the Indian market. The market started correcting itself to accommodate for the $10 Billion per month crunch in liquidity
that the Federal Reserve intended to bring about. Such was the sorry state of affairs of the Indian markets which
called for a Dark Knight in Shining Armour to come to its rescue. And there emerged the Messiah, Raghuram Govinda Rajan. With his reforms-sword, Rajan pulled back almost one-fourth of the foreign currency that was lost in
the debacle and restored the pre-fall value of Indian Rupee against the American Dollar.
MEASURES:
So what is the spell that Rajan cast to fight Bernanke’s measure and bring the investments back to India?
Here are the list of measures that were announced since Rajan took charge as RBI Governor on September 4th
2013.
1.

Rajan has provided a special window to swap Foreign Currency Non-Resident (FCNR) deposits with RBI at an
interest rate of 3.5%. This provides a hedge to the banks against the risk of volatility of the Indian Rupee at a
fixed rate of 3.5%. This measure is expected to encourage banks to invite more foreign currency through the
FCNR deposits. The added advantage is that the amount deposited in these accounts are exempted from the
CRR and SLR requirements of a bank.

2.

In a bid to increase inflow of foreign capital, the Reserve Bank of India permitted banks to borrrow from
overseas market up to 100% of their unimpaired Tier I capital as at the close of the previous quarter, with an
upper limit of $10 million. The previous limit was 50%, excluding borrowings for financing of export credit in
foreign currency and capital instruments. Banks are given the option to swap such borrowing with RBI at a
concessional rate of 1 percentage point below the swap rate prevailing in the market.

3.

RBI allowed lenders to open branches, including in big cities, without its permission provided they fulfil certain conditions. With the objective of further liberalising and rationalising the branch authorisation policy,
the general permission to domestic scheduled commercial banks (other than RRBs) is that they are now allowed to open branches in Tier 1 centres. However, the automatic permission is subject to certain conditions
including at least 25 per cent of the total number of branches opened during the financial year must be
opened in unbanked rural (Tier 5 and Tier 6) centres. Unbanked centres refer to locations that do not have a
brick and mortar structure of any scheduled commercial bank for customer based banking transactions.
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6.

In what would give retail investors a cover against prevailing high inflation, the government and the RBI have
decided to offer about Rs.5,000-Rs.10,000 crore worth of securities linked to consumer-price-indexed inflation, starting November. This series of securities is likely to be sold as savings certificates through banks and
post offices and not through open-market auctions as has been the case with the ongoing series linked to
WPI inflation.

7.

Private foreign banks have been encouraged to open fully-owned subsidiaries in India. This gives them autonomy and in turn facilitates the inflow of foreign capital into India.

Apart from the above mentioned steps, there are general policies such as opening up the FDI route for investments
in India. The oil companies were provided a special window to borrow dollars directly from RBI than from the global
currency market to fund their imports. This measure eased the pressure on the Indian Rupee in the currency market.
In the recent quarterly monetary policy review of RBI held on 20th September 2013, measures have been taken to
ease inflation by curbing liquidity in the market which includes the raising of Repo Rate by 25 basis points to 7.5%.
Counter-measures have been taken to promote growth such as reducing the Marginal Standing Facility rate to 9.5%
from 10.25%. The minimum daily maintenance of the cash reserve ratio (CRR) has been reduced from 99% of the
requirement to 95% effective from the fortnight beginning September 21, 2013, while keeping the CRR unchanged
at 4%.
THE AFTER-EFFECTS:
Indian markets gave a warm welcome to Rajan and accepted his reforms with applause. The Raghuram-Rajan-effect
sent sensex soaring 412 points to a three-week high of 18,979.76 soon after his introductory speech. Rajan’s plans
were aimed at strengthening the monetary policy framework and liberalizing the markets as well as curbs on investment and position-taking. Rajan’s measures were followed by FII inflows of about Rs 11,043 crore (USD 1.73
billion) during September 2-20, while there was a pull-out of Rs 985 crore (USD 159 million) from the debt market,
still leaving behind a net inflows of Rs 1,0058 crore (USD 1.56 billion), according to the Sebi data. The inflows follow
a net withdrawal of nearly Rs 16,000 crore (about USD 2.5 billion) from the domestic capital markets in August
2013. The local currency, which had been sliding since the announcement of Ben Bernanke, zoomed to around
Rs.61 from an all-time low of Rs.68.83/USD.
The news of Ben Bernanke about the nontapering of quantitative easing sent the
Indian markets high again as the Sensex
surged by around 384 points. However, the
recent policy measure of raising the repo
rate by 25 basis points spoiled the upbeat
sentiments of the market players and sent
the sensex down by about 595 points.
It has always been the investors’ insanity to
react as soon as possible to any potential
threat to one’s investments, that has been
driving the Sensex. Though Sensex responded negatively to the latest quarterly
policy review of RBI, we hope that
Raghuram Rajan’s measures will help India
in the long run and somehow break the
vicious cycle involving inflation-growthliquidity.
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FinCom
Learning financial and economic fundas in a pictorial way
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