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NMIMS, Mumbai for  his ar ticle “India: The       
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In this edition of we went on a journey to explains about 

Indian economy which was once known as “The        

Elephant” is struggling today from the current account 

deficit and fiscal deficit. After Mr P. Chidambaram took 

his position last year came up with measures to control 

both the untamed horses and to certain extent brought 

the inflation under control but still the grocery inflation 

especially the cereal section is still high. Thanks to the 

Food Security bill. We tried to find out the steps taken 

by RBI on the soaring inflation as well as what are the 

probable measures that needs to be taken to curb it. We 

have a plethora of articles to be read on the latest      

happenings as well whether it is Bitcoin, LIBOR etc.  
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                          LIBOR SCANDAL  

ABSTRACT: 

 If one borrows a loan or invests in some 

financial instrument, one generally asks for the 

rate of interest that is associated with it. That 

rate which one and every person looks to judge 

any investment is broadly linked to Libor Rate. 

Libor Rate decides as to what will be the     

lending 

rates or   

investment 

rates in the 

major part 

of the 

world. Even 

a small                                                                

manipula-

tion with 

this rate can 

lead to millions of dollars transactions. This is 

how the many major banks manipulated the   

Libor rate for their own benefits which rigged 

the world economy.  

 

LIBOR RATE: 

 Libor Rate also called as London Inter 

Bank Offered Rate is the benchmark rate at 

which a bank can borrow short term loans from 

other banks in London interbank market. The 

Libor rate regulates other short term lending like 

business loans, auto loans, student loan, credit 

card interest rates, mortgage loans etc. It sets the 

benchmark for the interest rates worldwide. 

 To give an overview, Libor rate is      

decided and published daily at 11:30am 

(London Time) by BBA (British Bankers’     

Association) after the data is collected by 

Thompson Reuters. The eighteen major banks 

in London submit the rates they are borrowing 

or would 

borrow 

from oth-

er banks 

and it is 

used to 

calculate 

the Libor 

rate on 

daily ba-

sis.            

According to the rates submitted, the average 

of those in the middle half are taken excluding 

the highest and the lowest quarters when the 

rates are arranged in an   order. It sets the 

benchmark for other short term lending rates. 

A lower Libor rate would lower the interest 

rates on the loans borrowed, which would be 

favorable for the corporate and personal     

borrowers for short term. It can also be derived 

that the credit quality of the bank which would 

be lending at a lower rate is good. Conversely 

a higher Libor rate would increase the interest 

payable on the loans borrowed, also it would 
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tell about the credit quality being a little weak. 

 

LIBOR SCANDAL: 

 

2005 – 2007 (Prior US Financial Crisis) 

 This was the period in which the world 

economy was going through an upswing     

growing at a healthy rate of near 5% annually. 

Markets were running smoothly at that point 

without any stress those lied ahead in the years 

to come. It is still not very clear when the    Li-

bor rate manipulation actually started. It came 

into notice with Barclays Bank                       

manipulating its Libor rate while submitting 

them to Thompson Reuters. The aim was to    

influence the final benchmark Libor. The bank 

had increased its Libor rate to benefit the      

traders inside the company and to boost their 

profits, instead of      submitting the 

rates it would pay to borrow money. 

By doing so, the actual calculated 

rate announced by BBA was higher 

than it actually should have been. 

This resulted in higher rates in the 

derivatives in the U.S.   market 

which were linked to Libor thus      

benefiting the traders. Manipulating 

the U.S. market for some personal 

benefit fell under the jurisdiction of US govern-

ment which called for investigation. Evidence 

found were email     conversations between the 

traders and the rate submitters. Barclays Bank 

was the first member bank of BBA to admit to 

have manipulated the Libor rate for their own 

benefit. 

 

2008 (During US Financial Crisis) 

During the US financial crisis, the ma-

jor banks in London tried to show that their 

credit worthiness is healthy. So they made an           

understanding among themselves and submit-

ted lower than the actual borrowing rates to be      

calculated, thus reducing the Libor rate          

published by BBA. It was done so as to put a 

false impression of the financial condition of 

the banks. It was a time when credit was hard 

to find as no-one had the financial capability to 

lend at lower interest rates. it was like telling 

the world that the banks are not facing any li-

quidity problems when the major economies of 

the world were going through huge liquidity 

crisis.  In actual, the banks were borrowing at 

much higher rates than that they mentioned.  

Reducing the Libor also re-

sulted in lower returns on     

financial instruments and low-

er interest rates, thus    affect-

ing the whole system. It re-

sulted to huge loss and    un-

due gains to many          or-

ganizations including      re-

serve banks of countries like 

Cleveland. Rate submitters 

also yielded to the requests for    submitting 

false rates forgetting all the Ethics of the busi-

ness. The lenders and investment baskets 

(Pension,    Mutual Funds, Derivatives and 

Currencies etc.) suffered as they did not get 

their share of lending profits which they would 

have got if the market had not been rigged as 
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the banks are lending out money at low interest 

rate and getting less profit. 

 

FUTURE: 

                       Strict actions like temporary     

suspension of the operating license should be 

taken against the banks who will be involved in 

this king of malpractice. Strict laws should be 

there to   punish the people who involve      

themselves in this kind of manipulative           

activities.  

An independent regulatory body called the   

Tender Committee has been formed to regulate 

the Libor rates in future keeping accountability 

and transparency in the process. The              

responsibilities of BBA have been handed over 

to this committee. Giving such big decision 

making rights to the private banks which will 

affect the economy of the world without any 

regulation called for such kind of manipulation 

of rates. Such distortions in the market         

demonstrate a fundamental flaw in the system 

by which much of the world's lending is         

organized. Thomas Cooley of New York      

University stated that “It distorts trust in the 

marketplace if you can't trust the rates at which 

banks are lending to one another".  

 

      

 

 

 

 

Ritwik Ray 

NMIMS,Mumbai 

Sourabh  

Bhaumik 

NMIMS,Mumbai 
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 The ever globalising business operations and 

their plethora of long distance transactions are 

representative of the face of modern trade.    

Internet has been a harbinger of welcome news 

for facilitating such transactions. The costs 

linked to such transactions though are             

humongous, owing to the involvement of third 

party financial institutions that validate and 

thus reduce the risk of fraudulency. What is           

significant is that this current model is            

trust-based. The transactions have a possibility 

of reversal, and thus high trust requirements. 

Also, with transactions crossing borders more 

often 

than not, 

a                  

standard-

ised cur-

rency     

medium 

that 

brings                     

homogeneity is invariably required.  

Bitcoin, seems to be a welcome solution to the 

world. This experimental peer-to-peer         

technology has gained abundant popularity   

recently while     grabbing hold of significant 

investor base as well as the attention of major 

economists around the globe. It has resulted 

into a billion dollar market. Cryptocurrencies 

have been speculated to be the future of     

transactions. Bitcoins have managed to give 

those speculations a face worth      trusting. 

The system gives users the ability to mine, 

buy, sell or accept “Bitcoins” from around 

the globe.   

The existence of dubious analysts              

challenging the working of this system is not 

surprising. They have raised some              

significant issues and marred the potential 

showcased by bitcoins. Does Bitcoin hold a 

real future, or is it another bubble waiting to 

explode? 

Bitcoin : The technicalities 

To             

under-

stand 

Bitcoin, 

we need 

to delve 

into its        

technical-

ities. 

New bitcoins are generated via mining. The 

generation rate of bitcoins is limited, and the 

net bitcoins ever to be released have been 

capped at 21 million.  

Mining a Bitcoin: There are freewares     

available on the internet that can be        

downloaded by anyone willing to mine    

bitcoin. The software lets user allocate his 

hardware for solving complex mathematical 

       

    Bitcoin : The upcoming International Monetary system? 
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problems or facilitating the ongoing           

transactions. In return, the user is compensated 

in the form of prevalent rate of BTC(Bitcoin) 

or the transaction fee as the case may be. Thus, 

a huge pool of   bitcoin miners helps bring new 

bitcoins in  supply. 

The bitcoins may also be secured by buying 

them at the prevalent exchange rates. Mt. Gox 

is one such renowned exchange which enables    

users to trade Bitcoins in return for US Dollars, 

or vice versa. These rates are driven by the     

buyer-

seller         

specula-

tion or 

the  

demand

-supply 

of 

Bitcoins 

in the 

system. 

A bitcoin is essentially an electronic chain of 

digital signatures to which, when transferred to 

the new owner, the previous owner adds a   

coded hash to the pre-existing chain of codes. 

In order to avoid double selling of a bitcoin,                

time stamping is inculcated in the system. The 

processes of time stamping and verification of 

non-fraudulent transactions require huge    

hardware capabilities and thus the mining 

nodes are incentivised.  

Is The Bit-risk worth taking? 

There is absolutely no doubt about the huge 

promises that the Bitcoin system holds. The 

presence of huge investor base further 

strengthens this perception. But like any other 

upcoming trend, Bitcoins also have certain 

innate issues worth addressing.  

The imminent deflationary nature of the      

currency lends it lower practicability. The 

deflationary nature has its onus to the cap on 

the maximum number of bitcoins ever to be 

eleased. With expected 21 million bitcoins 

into the system and an expected steady  

 

 

 

 

 

 

 

 

 

 

 

        

demand, the exchange rate of bitcoins is 

bound to increase.  Possible hoarding of 

bitcoins as well as non possibility of           

external influence to govern circulation of 

this currency can be detrimental to its        

utility. 

 Also, what has been causing a crucial point 

of concern for the system, is its highly      

volatile nature. The good news however is 

that with wider acceptance, the system might 

tend towards stabilisation. The      immense 

variability is substantiated by the data         
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released by Mt. Gox showcasing the rapid fall 

of bitcoin value from nearly 230 in April’13 to 

close to 78 in July’13.  

The transactions offered under this system can 

be subjected to complete anonymity. While 

this might be considered as a positive aspect 

that is safeguarding the user’s interest, it lends           

vulnerability by increasing the scope of money 

laundering and illicit transactions. Recent case 

in point is the freezing of accounts of Mt. Gox 

by the US department of homeland security 

alleging money laundering on its part. Also 

exists is a portal called Silk Road, an online 

black market that only accepts bitcoin as a me-

dium of         exchange for illegal/smuggled 

items.  

So, is it a downhill? 

Looking at the downsides of Bitcoin system, 

any investor would feel the need of careful            

consideration before investing. What cannot be 

ignored is the ease of life that this system has 

to offer. 

The relevance of transaction costs in business 

operations is second to none. What bitcoin 

does is diminishes these costs monumentally.  

This striking feature of the system has proba-

bly been one of the driving forces to the wide 

surge in   acceptance witnessed in the last few 

months.  

Also what works for the currency is its            

decentralised nature, with the value of currency 

solely being controlled by users. There has 

been a huge scepticism regarding the central-

ised   banking system around the globe.. The 

net debt for developing countries, which stands 

close to $5 trillion as per International Debt 

Statistics  report 2013, published by world 

bank,             substantiates the concerns.  

Where does Bitcoin stand then? 

With an exceptional amount of interest that 

has gone into understanding the system, 

sprouting up of strengths and weaknesses is 

not a surprise. To invest or not to invest in the 

system is then rooted in the risk taking capac-

ity of investors, as it is with any  investment. 

The system does have huge   potential, and if 

not more, it definitely lays down a strong 

foundation for future   cryptocurrencies. It 

won’t be an exaggeration if Bitcoins are re-

ferred to as “The Father of                       

Cryptocurrencies”. Investors with the      

backbone to support this system may end up 

being a part of a great legacy in the making. 

 

 

 

 

 

 

Abhinav Chauhan, Anurag Sharma  

UBS(Panjab University)  
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immediate solution. It plagues the young         

generation, thus depriving them of minimum 

food requirements and hampering complete     

development of their body. This in turn affects 

the number of  children going to schools and also 

making them stressed up and incapable enough 

to focus on their future. This further leads to 

productivity loss for a nation and  affects the   

annual GDP growth. On an average, every year 

8% to 10% of the world’s GDP is lost due to the 

problem of  malnutrition.  

Despite numerous efforts to address the issue of 

malnutrition, this problem still ranks among the 

top 5 issues plaguing the flourishing India.     

Various studies show that around 60-70% of the 

young kids in India either suffers from under   

nutrition or obesity. Although this bill will      

increase the consumption capacity of priority 

households but still have to strive hard for what 

we call a nutrient rich diet. Green revolution did 

address the issue of availability of cereals and 

satisfied the hungry nation but the nutritional  

deficiency still persists. Apart from that open 

                                 

                                 FOOD SECURITY BILL  

TIME TO SERVE THE NATION OR FILL THE VOTE BANK 

    The national food security bill is a bill 

that aims to achieve nutritional and food         

security by making food grains available at 

affordable prices to the priority households 

and thus laying a foundation for healthy   

future of India. It seems to be an excellent 

initiative by the government of India that 

will serve the nation for long in future and 

help it move ahead of others in terms of   

development with healthy population paving 

way for strong GDP growth. 

          But there are many pitfalls in the bill 

at present which make it seem a magnet to 

fill the vote bank in next year’s elections. 

This bill was a part of promise made by the    

congress government in its previous tenure 

to bring the bill within 100 days of its          

re-election but its current timing indicates 

that the bill has become a weapon to fill the 

vote 

banks again. 

   Malnutrition is a big issue not only in    

India but around the world and it requires an 
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defecation and high population density breeds 

infectious   diseases which decrease the nutrition         

absorption capacity of young children.  

    As per CRISIL’s research the bill will help by 

decreasing the expenditure on food grain by 

weaker section of the society, thus freeing up 

their resources for consumption of other goods 

and services. But this will require a proper      

implementation of this bill and this seems       

unlikely to happen. To fulfill the demand of 

huge population, the production of grains needs 

to    increase but floods and droughts in various 

areas is the roadblocks over there. Increased             

production will also require increase in storage 

reservoirs which will pose a huge expenditure 

on pocket of government, thus increasing the 

fiscal deficit. Apart from that, the distribution 

system being looked ahead serve the purpose of 

this bill is extremely flawed. Corruption in the 

issuing of ration cards will provide the benefit 

of this bill to a large chunk of rich section of the 

society,    leading to extra government expendi-

ture in form of subsidies. Another medium to 

solve this issue is the aadhar card which will 

take up few more years to reach the intended 

beneficiaries of the food security bill. Hence 

the path for proper    implementation of this 

bill has many roadblocks waiting to be         

addressed. 

Suggested Improvements for Food 

Security Bill 

 Distributing only 3-4 type of food grains will 

lead to their excess demand issue as well as 

people of all regions do not like the same 

grains whether it is wheat or rice. The        

consumption of rice is more in south while that 

of wheat is more in north. Also some other 

grains preferred in some regions are bajra, 

makka, kutu etc. So state governments can we 

involved in the bill as far as choice for         

distribution of grains is concerned. This      

localization will not only make people happy 

but also help in growth of different type of 

grains depending on requirement.            

Transportation cost can also be reduced 

through this. 

Instead of fixing the food distribution limit on 

family basis, it can be on per member basis as 

requirements of children and adults differ in 
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each family. 

Despite efforts of attracting large number of 

people towards service sector, there is still a 

huge population engaged in agriculture.         

Predictions for the future show that the rate at 

which the population is increasing, the day is 

not far when we will fall short of food grains. So 

to    increase agriculture we can make this sector    

attractive enough. Interest free loans can be an 

idea for this. The loss in this case will be far less 

than the combined loss through huge amount of 

subsidies plus NPA’s. This will also help in easy 

implementation of MNREGS with people       

getting employment in agriculture sector.  Less 

of suicides will be there by farmers.  

Instead of distributing money through public    

distribution system, grains should be distributed. 

This will help in prevention of corruption to an 

extent. 

On a trial basis defining of people in various 

categories of beneficiaries, selection could be 

tried on self select basis. This will help in    

empowering the citizens of our rising nation 

with an approach towards self realization.           

Although there will be losses in this too but in 

a long run the situation can improve.  

This is not the end of suggestions, as there can 

be an endless list of these. It’s time the        

government thinks from a social benefit       

perspective rather than vote bank scenario.   

Instead of a quick implementation of a flawed 

food security bill as done by the under        

pressure government in case of lokpal bill, 

MNREGS scheme the bill requires an       
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overhaul with issues being addressed from      

diversified perspectives. Also in order to make 

this bill a huge success some other                  

programs need to be implemented focusing on 

promoting food diversity, improving health ser-

vices, incentive for farmers, sanitation and 

availability of adequate water supply etc. 

  

   

  

   

 

 

 Ambuj Jain 

IBS,Hyderabad 
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  In 1991, India was faced with severe balance 

of payment crisis. That was the time, when     

India was forced to open up the economy, and 

bring forth major economic reforms in order to 

make the economy survive. Since then the 

growth story of India has been phenomenal. 

However, there is shade under the lamp. India is 

failing miserably to restrain the fiscal deficit. It 

evidently poses a question regarding the             

financial stability of India. Sustainability of    

Indian economy is focus of this discussion. With 

a view to indicating the economic health of a    

nation, debt-GDP ratio can be used. It can be 

calculated as the sum total of internal and       

external debt burden of a nation as a percentage 

of GDP of nation (Cohen & Sachs, 1986).     

Capital employed for capacity building and    

employment generation can be considered as 

productive if the output of employed capital is 

capable enough to settle the debt burden of    

nation (Rangarajan & Srivastava, 2005). High 

value of this ratio depicts the default risk level 

of the country (Yue, 2010). If we look at      

Indian scenario, sovereign credit rating of    

India has gone up from BB+ to BBB- (Table 

1). Standalone visualization of debt-GDP ratio 

will confirm this piece of information. The           

continuing declining growth of Indian       

economy reconciled the positive effect of     

rising debt-GDP ratio. Though no effect on                   

sovereign credit rating as such, there are 

chances that Fitch will change the outlook of 

Indian economy from “stable” to “negative”. 

This may be viewed as a threatening towards 

the  government bonds of India to be stated as 

“Junk Bonds”. Considering the developing 

economies around the world, India is leading 

with the highest debt-GDP ratio. At the same 

time, India is not having adequate reserves, 

which could have helped throughout the time 

of economic    emergency. 

If we look at the interest payment as a cost of 

the debt taken, it has been gradually reducing 

over years, with the decreasing rate of          

 

Sustainability of Financial Health of India 
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debt-GDP ratio (Figure 1). Improvement in 

terms of reduction in debt burden has in turn 

improved the primary deficit scenario of India. 

Though high amount of fiscal deficit is not     

allowing primary deficit to come down,          

sequence of allied budgetary shocks can         

improve it. Nevertheless, many economists pose 

a conflicting view on this.  

Domar Sustainability Indicators: 

If prevailed interest rate surpasses GDP 

growth rate, yet by means of primary balance 

the interest burden on the accessible          

borrowings possibly will be transformed 

into an uninterrupted swelling in debt-GDP 

ratio. In this kind of a state of affairs,       

satisfactory primary surplus is essential to                 

counterbalance the fissure flanked by      

prevailed interest rate and growth rate of 

the nation and to alleviate debt-GDP ratio. 

The empirical results related to the       

aforementioned indicators of Domar model 

(Domar, 1944) are presented in Table 2. 

The  respective indicators will be discussed 

in the following sections along with their            

respective consequences on the                 
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sustainability of financial strength of India. 

 

1. Interplay of GDP and Debt Growth rates: 

The anxiety about sustainability is             

noticeably obvious from the divergence 

flanked by the GDP growth rate and that of 

debt is negative throughout the study period. 

Enduring amplification in debt levels brought 

about the observable fact of          interplay of 

debt intensification over GDP during the 

study period. The effect becomes more visi-

ble in Figure 2. Except for 2005-06 and 2006

-07, the divergences have been brought into 

being to be significantly far above the 

ground. This shows the inability of borrowed 

funds to create assets, which can in turn raise 

the economic growth rate. 

2. Constancy Stipulation: 

Throughout the observation period, GDP 

growth rate is higher than the prevailed    in-

terest rate reproducing that the frail      sus-

tainability stipulation was not fulfilled. 

Though during 2009-10, the divergence 

achieved its highest level, it came down in 

the subsequent period. It is significant to ob-

serve that government borrowings     com-

prising of undersized savings and   provi-

dent funds absorbs supplementary   finan-

cial trouble on top of the interest      ex-

penditure as investors are permitted tax dis-

count on these kinds of investments. If 

overheads were reflected on, resultant out-

lay out of borrowings would be superior, 

thus opposing accomplishment of frail            

sustainability stipulation. 

 

3. Satisfactory Primary Surplus: 

A closer look at the indicator may also 

bring forth the apprehension that the trend 

of    primary deficit is showing downward 

trend and it ended up with a marginal 50 

basis points above ground zero. In light of 

this evidence it can be apprehended that 

after being faced the global crisis, India is        

regaining its capability to meet the cost of 

debt obligations (though not fully), which 

may lead to refraining the economy from 

staying in frail fiscal sustainability stage. 

4. Debt Repayment Saddle: 

The settlement requirement to total gross 

market debt has shown a consistent drift. 

For example, during 2001-07 the ratio was 
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around 4 percent. But in the consecutive      

periods it shoot up and then gradually started 

came down to a level, where it is marginally 

below the decadal average level. It can have a 

significant impact on government receipts out 

of the capital endowed. Lowering of cost of 

borrowing as in turn raise the return of capital 

employed.  

 

The elevated fiscal deficit and jagged           

amplification in the magnitude of                 

outstanding debt burden of the state for the 

period of past decade and a half did not       

contain at all unfavorable pecuniary shock as 

it was observed in the late 1980s ensuing in a 

macroeconomic predicament. This has shown 

the means to the reinforcement of the           

observation that elevated budgetary deficits 

should not be a subject of a great deal of     

anxiety. It is squabble that budgetary deficits 

would be rising the equilibrium market price 

level only if the economy is at full                

employment or is portrayed by contribution 

tailbacks in a number of areas. Specified the 

information that there is surplus developed 

competence in conjunction with outsized food 

accumulations, hefty foreign exchange assets 

and stumpy inflation, a budgetary deficit is not 

only first-rated, but also    righteous from the 

approach of  development. 

 

 

 

 

 

 

 

 

 Avik Sinha 

IIM,Indore 

Atul Mehta 

IIM,Indore 
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India was given the moniker of “The Elephant” 

which was to rival “The Chinese Dragon.” The 

two so-called Asian giants were the biggest      

sensations around & economists claimed that 

they sought to challenge the established world 

order by offering to the world newer alternatives 

to the  existing superpower – the land of         

opportunities. But this was during the last      

decade when the  Indian GDP growth rates     

averaged a healthy 8-9 % & then like a bolt 

from the blue, the great American recession (sub

-prime crisis) happened which was followed by 

the European debacle (Euro    crisis). India was 

insulated from the repercussions to some extent 

due to the      austere nature of the common man 

of India who always makes it a point to save   

whatever little he can manage from his meagre 

income. However, today we find India          

progressing at a growth rate barely touching 5 % 

& one wonders whether the majestic elephant 

has gone into hibernation. This article attempts 

to throw light upon what went wrong in the    

Indian context providing a synopsis of the      

present scenario & towards the end seeks to find 

a mahout that can coax the elephant out of its 

slumber; leading it to a brighter tomorrow. 

The plight of the Indian economy today is not 

very pleasant; it is laden with formidable        

problems. The most striking & relevant in     

today’s context is the depreciating rupee which 

has        already crossed the psychological      

barrier of 60 to a USD. The chief cause behind 

this precipitous fall is the yawing CAD which 

is 4.8%. CAD is the balance of imports &    

exports of a country & the last time it was this 

high was in 1991 when India was forced to 

open up its economy to the world & globalize 

to receive aid from IMF. The present state of 

CAD owes its existence to external as well as 

internal factors that are discussed in the       

successive paragraphs. 

The dominant external factor affecting the 

CAD is the indication by the US Federal 

Bank’s head Ben Bernanke of gradually       

tapering the Quantitative Easing – QE. The QE 

program was introduced as a bailout package 

to make funds available to the economy at low 

interest rates by purchasing of bonds by the 

Fed Bank so as to pump in huge amounts of 

capital into the economy & set it on the growth 

trajectory once again. The announcement of 

the tapering in QE created precipitous fall in 

investor   confidence resulting into              

wide-spread panic & huge withdrawals from 

FII bonds in Indian markets were seen. All the 

corporations & economies tried to be            

risk-averse & hence the effect escalated 

(successive & similar      announcements were 

made by federal banks of UK & Australia    

recently). 

The internal results         fostering the growth 

of this undesirable CAD include rise in        

 

India: The slumbering elephant 
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imports coupled with drop in demand for        

exports to developed economies who are      

struggling themselves. The two largest imports 

to Indian economy are oil & gold. Oil            

consumption can’t be cut down but the          

consumption of gold (which is a dead            

investment as the      capital gets blocked & is 

not circulated in the economy) certainly can, 

though not in the manner GOI plans to do it.   

Imposing an     additional 8 % import duty can 

do little to  reduce consumption of gold as the 

reviews have shown. Instead they can give rise 

to   illegal smuggling further empowering the   

underworld. The need of the hour is to restore 

investor confidence in market. One fine way can 

be introduction of Inflation Indexed bonds.        

Lessons need to be learnt as to why they failed 

the last time they were introduced &               

rectification of these can offer viable              

alternative to gold as a sound investment        

option. Another option can be introduction of a 

sovereign debt fund which promises huge       

inflows of capital, but necessitates                   

deliberation as the timing is crucial in the      

matter. 

All these efforts may fall flat if India doesn’t 

overcome its policy stalemate, more so because 

of the approaching elections. The recent         

economic reforms introduced by the government 

(like       increasing the FDI cap) were cherished 

(RBI     responded by slashing CRR) but were 

found to be woefully inadequate. It’s time for 

reforms 2.0 & expecting RBI to further reduce 

its rates without implementing reforms is     

wishful thinking because RBI has its hands tied 

by soaring inflation. Some of the steps that can 

be taken are: 

 Policy paralysis should be         

eradicated 

 Bottlenecks like the huge piling up 

of applications at MoEF & FIPB 

should be eliminated 

 Government intervention should      

reduce (over-regulation by DGCA) 

& market forces should be allowed 

to play a larger role 

 Bureaucracy should be down-sized 

& made lean, mean & more        

efficient.   Allied ministries should 

be merged into a single entity. 

 HDI should be targeted, attention 

should be paid that intended           

beneficiaries are the actual             

beneficiaries of welfare schemes.   

Making PDS leakage free might be 

a better option than to extend the 

food security bill that has been 

passed as an ordinance (act of     

desperation). 

 Inefficient government entities like 

Coal India, NHAI & loss-making 

PSU units need a revamp. 

 FDI regime should be reviewed &   

unnecessary caps should be done 

away with. 

 Improving the bank penetration 

which presently is abysmally low 

especially in rural regions to make 

credit      available to the common 

man (UID scheme & India Post 



 20 

agreeing to act as a bank for direct 

benefits transfer scheme are         

commendable         achievements). 

Issue of newer bank licences is a 

praise-worthy step but the authorities 

need to tread with caution.          

So we see why the elephant has put on weight & 

is engrossed in a deep slumber, here’s an effort 

to identify the mahout that can nullify the       

digression that the economy has undergone. 

Every country needs one sunshine sector that 

can outperform others & propel the country to 

the status of a developed economy. For China, it 

was the manufacturing sector but the one that 

stands out for India is the services sector. A few 

of the several reasons corroborating the fact are 

listed below: 

 India has achieved worldwide     

credibility in the service sector as is 

evident from the turnover,           

clientele & orders of its IT & BPO 

industries. 

 The sector is a huge revenue    

churner & brings in tons of          

foreign exchange. 

 Is an employment intensive         

sector. 

 Start-ups are mushrooming         

everywhere & more entrepreneurs 

are succeeding because of their    

enterprising spirit. 

 Staggering growth potential. 

 

This doesn’t mean that the other two sectors are 

to be neglected. It’s just that more efforts should 

be focused towards the services sector where 

we already have achieved world-class         

proficiency & competence. Skill development 

of the vast human resource should be            

accomplished & impetus needs to be provided 

to the services sector in terms of                  

encouragement of exports. Besides, the feuds 

between the industrial bodies (the infamous 

NASSCOM &iSpirt chapter) should be solved 

at the possible earliest. If these steps are       

undertaken, the services sector has a fair 

chance of becoming the outstanding              

performer for the Indian Economy. 

No solution can be a panacea to India’s     

problems but a combination of the above   

mentioned solutions can be a great step ahead. 

Slowly but surely we will get there. But if we 

play to our strengths, we may be able to       

become eponymous to our national animal 

sooner than later. And once we have achieved 

that, let’s not be content by just being one of 

the Asian tigers but lead the world from the 

front & be crowned the king of the jungle. 

 

Jeenoy Pandya 

NMIMS,Mumbai 
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A weak currency is the sign of a weak      

economy, and a weak economy leads to a 

weak nation. – Ross Perot 

The depreciating rupee is a burning issue with 

the industry and media alike clamoring for     

reforms. Some of the biggest reasons for their 

concerns are: 

Firstly the imports will get costlier thereby    

widening the Current Account Deficit. The cost-

ly imports will provide an upward push to the 

already raging inflation. Fuel, consumer goods 

will get costlier consequently raising the retail 

and wholesale inflation.  

Secondly, the FIIs have started to exit the      

capital markets big time. The government needs 

to act before the capital flows slow down or 

even worse, reverse. India will have to delve 

into its FOREX reserves to counter the capital 

outflows which will further put pressure on the 

rupee. 

The table  shows that from January 2013 to 

May 2013 the FII’s were net buyers, but as the 

news of tapering of QE3 came in June, the 

FII’s     became net sellers in the period (data 

till 12th July) both in the equity as well as the 

debt     market. 

Thirdly, Companies with foreign debt will 

come under increased stress as the rolling over 

of debts will get costlier. Corporate profit   

margins may thus fall further. Due to this new 

foreign companies will shy away from        

investing in      India.  

On the other hand even if depreciating rupee 

helps exports, the decrease in the overall        

demand from foreign markets is not boosting 

it. According to Prasad Koparkar, Senior     

Director, CRISIL Research, “Demand growth 

Depreciating Rupee 

Boon or Bane 
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and competitiveness, rather than currency        

movements, are more critical to determining 

growth and profitability. Our view is              

corroborated by the modest performance of   

export    oriented industries in 2012-13, a year in 

which the rupee depreciated by 14 per cent 

against the dollar on a year-on-year basis. 

Around 180 listed export-oriented companies 

reported a marginal 1-2 per cent growth in reve-

nues in dollar terms and 60-bps rise in EBITDA 

margins in 2012-13, despite a weak               

currency”. 

So it is necessary for India to wake up quickly 

and take some immediate steps to curb the rupee 

depreciation. 

The question that follows is why is this happen-

ing?  

The fear of the US Federal Reserve (Fed)      

tapering its quantitative easing III (QE) has 

spread across all asset classes resulting in an 

appreciating dollar. This leads to another    

question, Why is Indian Currency (Rupee) so 

vulnerable to US Federal Reserve QE program? 

There are 3 main factors responsible for this: 

   1. Strong correlation with the dollar index. 

Post-independence India required huge          

investments in infrastructure. But 200 years of 

colonial rule had resulted in a capital deficiency 

which led to India having to depend on external 

borrowings from IMF and the World Bank. This 

led to constant devaluation of the Rupee the 

most prominent milestones on this road    being 

1966 and 1991. Moreover India is an     import 

oriented economy forcing us to pay in dollars; 

hence the strong dependence on Dollar. 

2. High Ratio of Foreign Institutional Inves-

tors Inflows 

India being a developing economy attracts a 

lot of Hot Money (short term foreign inflows) 

as foreign investors expect higher returns on 

their investments as compared to developed       

economies. According to Nomura Global      

Markets Research the ratio of FII to Total     

Market Cap is 16.4 %. As can be seen, our 

capital markets are flooded with foreign      

capital  making it susceptible to                  

fluctuations whenever they    withdraw capital 

from our     economy. 

 

 

3. Weak Balance of Payment Positions 

India imports more than it exports as a result 

of which trade balance always shows a deficit 

which reflects in its Current account deficit 

(CAD) figures which fell to record 4.8% of 

GDP for the 2012-13 fiscal. This weak balance 

of payments leads to ever persistent demand 

for Dollar which puts depreciatory pressure on     

Rupee on account of payments for petroleum 

products, gold, etc. 

The depreciation of the local currency is a 
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trend that has been seen across all emerging 

markets. Indonesia, Thailand and Brazil have all 

been hit with the same bug hence it comes as no 

surprise that India is also among the affected. 

Moreover Foreign Institutional Investors (FIIs) 

have  withdrawn from the bond markets of these 

countries in the past few weeks. A risk-off      

approach has been seen globally which has led 

to redemptions from global exchange-traded 

funds (ETFs). Consequently, the sustained     

selling by FIIs in the Indian equity market has 

added to the rupee’s troubles. As per SEBI data, 

during June 2013 itself, foreign                      

institutional investors (FIIs) have pulled out Rs 

24,163 crore ($4.2 billion) from the Indian    

markets. 

Actions Taken by Government, SEBI and RBI 

to Halt this Rupee Slide 

The Oil companies are the largest dollar buyers 

in the domestic market with nearly $7 billion 

purchase per month. They buy Dollar from     

domestic market by seeking competitive quotes 

from multiple public, private and foreign        

institutions thereby adding to the volatility of 

the market. So RBI has asked these oil         

companies to buy more of the currency from 

single public/private banks/institutions and     

reduce the volatility of the rupee. 

The Government has increased the import duty 

on gold from 4% to 8% in the last six months to 

discourage gold imports which accounts for   

significant part of CAD (Current Account     

Deficit) resulting in decline in Gold imports   

during June 2013 to 28 tonnes, down from 162 

tonnes in May 2013. The RBI imposed that all 

gold imports intended for domestic             

consumption and made through either        

nominated agencies or directly, would have to 

be through 100% cash margins. 

Over and above these steps, we need to keep 

the growth story of India intact which has    

attracted a lot of investors to us so far. India 

still requires a lot of capital in priority sectors 

such as infrastructure which has suffered a lot 

due to policy paralysis. Hence it is imperative 

for the Indian government to concentrate on 

arresting this slide as quickly as possible. 

 

Piyush Jain, Rohan Jain 

 

NMIMS Mumbai 
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“When I was born, 1$ was Re 1; 

when I reached 42nd year of my 

life, 1$ became Rs 42; and now 

that I am 60, 1$ reached Rs 60.” 

 

Stated my Professor, as he briefed about the 

current economic crisis, (which is pinching    

motorcycle rider to educatees heading overseas 

for higher studies). Although all the students 

started laughing, he had that serious look on 

his face. Does that inscribed meaning in his 

expression convey that he is worried about the 

depreciation? Or is he worried that RUPEE 

will overtake him and reach 100 first!! 

 

The race for the century 

We have witnessed many races for 100 recently. 

Few achieved it and others are still on the move. 

The most memorable and indeed outstanding 

was Indian Cricket icon Sachin Tendulkar’s 

100th international century. We saw Ashley 

Cole     captaining for England in recognition of 

reaching 100 caps and then Diego Forlan as he 

became the first player to make 100                

international  appearances for Uruguay. 

The race for 100 continues in different and       

diverse scenarios. But all the Indians will be    

focussing on only one thing. Who will win the 

race for hitting the century mark, Rupee or      

Petrol? Both mean a lot to the people and more 

significantly for the Government. Things have 

changed to such an extent that these two         

factors have become a touchstone in the     

coming Parliamentary elections. 

All around 2011, rupee wavered in the         

Rs.44-45 to the dollar range. And so the           

depreciation to Rs. 50 in 2012 and to 60 in 

2013 was indeed abrupt. The major criticism 

stressed in the media is the period of growing 

dubiousness in the world       economy which 

saw a shift to the dollar as a safe haven. The 

dollar, which was prognosticated to weaken 

because of economic context in the US, is 

gaining its strength back. On this account, the 

rupee and other currencies are set to suffer. 

 

In the view of the Corporates 

N. Chandrasekaran, CEO & MD, TCS          

expressed his concern for the volatility in    

RUPEE and urged that there is a necessity for 

intervention to strengthen rupee. Whatever 

happening to the rupee is not a domestic     

phenomenon, but is on a broader ground of the 

emerging markets. He expressed his concern 

AS THE NOOSE TIGHTEN UP 
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that decisions adopted by the companies will 

depend a lot on the dollar and the Federal       

Reserve Bank. 

But, Anand Tandon, CEO of JRG Securities   

expressed a different opinion. Rupee fall will 

help economy to find a better equilibrium. Now 

that the rupee has depreciated to a larger        

magnitude, export demand would pick up with a 

lag and imports would get difficult to come 

through. He further added that profitability of 

some sectors may actually improve subsequent 

to rupee depreciation. 

 

Off on the Wrong Foot 

Rupee has descended to its lowest point ever 

and is persisting for quite some time. The      

external account deficits are really rising and 

therefore the scepticism here is, ‘is it a           

temporary condition due to FII decision to   

withdraw money?’ At the moment India has 

very large current account deficit and an         

extremely enormous trade deficit, which are   

rising rapidly in the last two years. The first 

among the causes is large gold imports. Though 

the government has adopted measures to 

staunch the gold imports, the delay in the                      

announcement has no justification. The price 

of the oil (according to the Government) also 

adds to the mounting    deficits, but in reality it 

is due to the  mismanagement of the oil     

economy. So finally, the domestic              

mismanagement is reflecting in the sliding   

rupee. 

The turn to the dollar was particularly sharp 

after the Federal Reserve announced the 

launch of its ‘Operation Twist’ in September 

2011, to purchase $400 billion of bonds with 

maturities of 6 to 30 years and to sell bonds 

with maturities less than 3 years. Thus,         

extending the average maturity of Fed's own 

portfolio. As a result, dollar got fortified and 

decline of rupee began on the other hand      

tardily. 

 

Every Cloud Has a Silver Lining 

India has become a more attractive destination 

amid the sharp depreciation. With the rupee 

becoming cheap compared to the US dollar, 

the tourists are pouring into and report says 

there is 15 % enhance in foreign bookings as 

equated to previous year. The beach             

destinations of Goa and Kerala are once again 

becoming favourite spots and the Government 

needs to launch                                               

focussed advertising and promotion overdrive, 

to bring in more capital to the country. 

Again, there are certain people who are         

revelling on the depreciation phenomenon- the 

exporters.  They would find the dollar value of 

their exports falling with possible positive    
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effects on demand curve. And those locked into        

long-term contracts denominated in dollars 

would witness their rupee revenues and profits 

soaring up. The exporters of IT and IT-enabled 

services can take       maximum advantage over 

the situation. 

The best thing we can do at this stage is to cut 

back on non-essential imports. The most          

significant among them is the gold. As John 

Maynard Keynes described India as “the sink of 

precious metals”, it is still an unwarranted truth 

that precious metals are always attracted         

towards our country. We have a very significant 

trade deficit in gold at the moment and this gap 

has to be narrowed. To achieve that, still       

massive increase in the import duty on gold 

should be implemented. And even the import 

duties on other non-essential items should be 

enhanced such as Italian marbles, luxury cars, 

imported glasses for construction purpose and 

lot more.  

 

Epilogue 

These manoeuvres made as part of progress     

towards the goal may not get India back to yet 

another 8% growth rate. But they might just 

keep Indian economy proceed along for some 

couple of years. Even though we expect a    

miracle to happen, it actually lies in the hands 

of the  politicians. When the dust settles down, 

the expectation is that Indian politicians will       

eventually be more serious in fighting the 

grafts and enacting the reforms. 

                              

     Sharon Prasad 

Indian Institute of Manage-

ment Tiruchirappalli  


