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%ÄÉÔÏÒȭÓ .ÏÔÅ 

Dear Readers, 
 
India witnessed an economic growth of 7.9% in the second quarter of fiscal year 
2010 and with a projected IIP growth rate at around 8% for this fiscal year; the 
present macroeconomic picture is providing opportunity for some optimism. With 

the year ending on this good note, inFINite team presents the fifth  edition of 

ÖinFINite Newsletter× to all our readers. 

 
This month witnessed a lot of activity and participation in the form of the Junior 
inFINite Team selection. We welcome aboard the junior inFINite team and wish them 
all the very best for a successful stint going ahead.  
 
Commonwealth Games will be organized in India for the first time in 2010 and 

second time in Asia (after 1998). This time our Special Feature  section deals 

with the economic implication of commonwealth games. In our Opinion  section 

we have analyzed the Copenhagen summit and climate change that has become the 
buzzword around the globe. 
  

We have also incorporated InvestorÙs Guide that would acquaint us with various 

financial instruments and help us make smart investing decisions. Our WhatÙs Hot 

section throwǎ ƭƛƎƘǘ ƻƴ LƴŘƛŀΩǎ ǘǿƻ ƳŀƧƻǊ ǎǘƻŎƪ exchanges and their recent decision 
of extending trading hours.  
 

A detailed analysis has been carried out in the ÖAnalytics× section that speaks 

about No Ka-Ching! In the Grey matter  section we have taken up the over 

capacity production problem of China. And of course, we have the monthly 

Regulation Updates .  

 
We thank the inFINite - Junior Editorial team for coming up with this edition. We 
continue to seek the feedback and valuable advice of our readers to take the finance 
Ŏƭǳō ǘƻ ƎǊŜŀǘŜǊ ƘŜƛƎƘǘǎΦ [ŜǘΩǎ Ƴake things better. 
 
 
Editorial Team  

Babin Kumar    (babin.kumar@sims.edu) 

Puja S Aroskar (puja.aroskar@sims.edu) 

Preeti Saini       (preeti.saini@sims.edu) 
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Commonwealth Games 2010-Wealth Drain event for India? 

o the Commonwealth Games - 2010 is 

knocking at our doorstep, come 3rd 

October, 2010 and all the participating 

ƴŀǘƛƻƴǎΩ ŜȅŜǎ ǿƛƭƭ ōŜ ƎƭǳŜŘ ŀǘ bŜǿ 5ŜƭƘƛΣ ǘƘŜ 

capital of India. No, we have no intentions to 

ŘƛǎŎǳǎǎ ǘƘŜ ŎƭƛŎƘŞ άLǎ LƴŘƛŀ wŜŀŘȅΚέΣ ōǳǘ ǿŜΩǊŜ 

certainly concerned about the economic factors 

involved in organizing such a huge event, only 

second to be held in India after Asian Games, 

1982.  

Commonwealth Games will be organized in 

India for the first time and second time in Asia 

(after 1998). It is a matter of pride for all of us 

that India is the third developing country to 

host the prestigious event after Malaysia (1998) 

and Jamaica (1966). The success of these games 

may also strengthen India's bid for 2016 

Summer Olympics.  

India made a last-minute offer of $7.2 million to 

the games association of the 72 Commonwealth 

members to fetch the organizing rights after 

beating Canada and is all set to organize the 

hallmark event. The estimated budget for 19th 

CWG is $1.6 billion (excluding non sports 

related infrastructure development like 

airports, roads and other structures), the most 

expensive ever, as compared to Manchester 

2002 (US $ 420 mn) & Melbourne 2006 (US $ 

1.1bn). 

Financial Insight of the Event  

The controversy surrounding these events is 

however always centered on its economic 

sense. Do these games make money for the 

host city or not? All the recent Summer Games 

with the sole exception of the 1984 Los Angeles 

(Olympics) Games have lost money. The citizens 

of Munich continue to pay a special tax to this 

day, to pay off debt incurred in 1976 for their 

Olympics expenditure.  

In its 2003 bid document, the Indian Olympic 

Association (IOA) predicted revenues of Rs. 840 

Cr. and an operating expenditure of Rs. 767 Cr. 

In August, however, came the news that the 

DŀƳŜǎ ǿƻǳƭŘ ōŜ άǊŜǾŜƴǳŜ-ƴŜǳǘǊŀƭέΦ bƻǿ the 

same expense and income estimates have 

ballooned to Rs 1, 620 Cr and Rs1, 708 Cr, 

respectively (Iǘ ŘƻŜǎƴΩǘ ŦŀŎǘƻǊ ƛƴ ǘƘŜ ƘŜŦǘȅ 

expenses on infrastructure or security, which go 

ƛƴǘƻ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ōƻƻƪǎύΦ  

S 
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The main reasons cited for the cost escalation 

were accommodation, catering, protocol and 

CGF relations, Queen's Baton Relay, rent for 

office of Organizing Committee, 

communication, image and look technology, 

risk management, insurance and technical 

conduct of sports. Out of Rs 1620 Cr, the 

government has already released Rs 591.50 Cr 

to the Organizing Committee. It is forecasted 

that revenue of Rs 1,708 Cr will be generated 

from international/domestic broadcasting, 

sponsorship, ticketing, licensed merchandise, 

donations etc.  

Market Reactions  

 

Although the news of hosting such events are 

ǎǳǇǇƻǎŜŘ ǘƻ ōǊƛƴƎ ƛƴ ŎƘŜŜǊ ŀƳƻƴƎ ǘƘŜ ƴŀǘƛƻƴΩǎ 

citizens but Indian stock market behaved the 

other way. The 2010 Commonwealth Games 

were awarded to Delhi on 13 November 2003, 

after markets had closed in India. The next day, 

Nifty closed 1.5% lower. The biggest losers were 

the construction related stocks which pulled 

Řƻǿƴ ǘƘŜ рл ǎǘƻŎƪǎ ǎŜƴǎƛǘƛǾŜ ƛƴŘŜȄ ŀǘ мΣрулΦ LǘΩǎ 

worth mentioning here that the Athens Stock 

ƳŀǊƪŜǘ ǊŜŀŎǘŜŘ ǾŜǊȅ ǇƻǎƛǘƛǾŜƭȅ ǘƻ ǘƘŜ ŎƛǘȅΩǎ ǿƛƴ 

of the 2004 Olympics, pushing Athens Stock 

Exchange up by 8%, led by construction and 

industrial stocks.  

The cost incurring plans  

Infrastructure   25 new flyovers, 

bypasses, broader roads, a larger metro system, 

an integrated Rail Bus Transport system, a High 

Capacity Bus system, an electric trolley bus 

system and a Light Rail Transit system are all in 

the pipeline. The transport sector has already 

ōŜŜƴ ŀǎǎƛƎƴŜŘ ǘƘŜ [ƛƻƴΩǎ ǎƘŀǊŜ ƻŦ ǘƘŜ ¢ŜƴǘƘ tƭŀƴ 

outlay, at 23.68% of Rs. 23000 Cr i.e. Rs 5000 Cr. 

Doordarshan  has been allocated a sum of 

Rs 165 Cr for establishing an infrastructure to 

provide high definition TV (HDTV) telecast of 

the Games. 

Doping  India has reinforced its commitment 

to check doping in the event and has 

contributed $20,000 (Rs 9, 40, 00) to the 

International Fund for the Elimination of Doping 

in Sports. 

Tourist Amenities  Rs 17.5 Cr has been 

sanctioned this year for refurbishing and 

providing tourist amenities at the 46 

monuments in Delhi. 

Power  Currently, Delhi produces 4,500 MW of 

electricity, which is obviously very less for such 

a big event. Therefore, the Central Government 

is in a process to increase the power production 

to 7,000 MW. As per the scheme, direct 

additional energy will be provided to Delhi from 

the nearby regions as well as some new power 

plants will also be constructed. This way, the 
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Government states that Delhi will have a 

surplus of power very shortly. 

Spending on participants  

The Government is making arrangements for 

providing free accommodation for athletes, a 

modern-comfortable Games Village, high-end 

health facilities, security, transportation etc. To 

improve the performance of the Indian 

contingent in the Commonwealth Games, 2010, 

a scheme with allocation of Rs.678.00 Cr is 

being implemented for providing training to the 

elite sportspersons in all the disciplines.  

Let the Revenue Streams Flow!  

Looking at the source of revenue generation for 

DhL ǘƻ ǊŜŎƻǾŜǊ ǘƘŜ ǘŀȄ ǇŀȅŜǊǎΩ ƳƻƴŜȅΣ ǘƘŜ ǘǿƻ 

main streams will be, spending of over two 

million foreign tourists & 3.5 million domestic 

tourists, likely to arrive in Delhi in 2010 before 

& during Commonwealth Games. TV rights 

worth Rs 240 Cr have already been sold more 

than a year ahead of the event against an 

earlier estimate of Rs 160 Cr. As per an 

estimate, the amount may mop up to Rs 460 Cr. 

According to the sponsorship plan, multiple 

partnership and sponsorship slots have been 

offered, which include Rs 100 Cr each for two 

lead sponsors & Rs 50 Cr each for 10 associate 

sponsors. Asking rates for the 12 sponsors have 

been pegged at Rs 25 Cr each.  

Holding the games in a developing nation like 

India will also be beneficial due to factors like 

low wages, improvement in employment rate, 

lower operational costs, general infrastructure 

improvements and a low opportunity cost of 

labor. Limited available seats on airlines coming 

into India, for example, could push prices 

unnaturally high leading to subsequent increase 

in the top line of these airline companies which 

will surely enhance the tax collection for the 

government for year 2010-11. All the 

transactions made by the tourists will add to 

the indirect tax collection of I-T department.  

Whether or not the 19th Commonwealth 

Games will prove to be economically fruitful for 

India? Only time can tell that but in the age of 

public-ǇǊƛǾŀǘŜ ǇŀǊǘƴŜǊǎƘƛǇǎ ŀƴŘ ǿƘŜƴ Ψ!ŀƳ 

!ŘƳƛΩ ƛǎ ŦŀŎƛƴƎ ǘƘŜ ōǊǳƴǘ ƻŦ ƛƴŦƭŀǘƛƻƴ ǘƘŜ ōƛƎ 

questions arising are: Who bears the pain of 

negative outcomes, and who enjoys the gain of 

positive ones? Whom should we blame, if the 

promised revenue by organizing committee 

does not materialize? These questions acquire 

urgency because India is looking forward to 

host even bigger events like Olympics in future 

and well organized Commonwealth games will 

act as a benchmarking event for its future 

aspirations.   

Ȱ3ÅÅ You in  DÅÌÈÉȣȱ 

References: economic times, business standard 

Contributed by: Sanjeev Kaushik & Arun Dalal,        

MBA Finance (2009-11), SIMS 
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Indians Optimist or Pessimist..?? 
Carbon, Climate and Copenhagen 

(Ï× ÄÏ ×Å ÌÏÏË ÁÔ ÉÔ ȣȩȩ 

Started on 9th Dec, Copenhagen accord, hosted 

by countries, which were loaded heavily against 

the developing countries, was thought to bring 

a new and the most convincing approach to the 

whole issue. But as usual the two supporting 

ǿƘŜŜƭǎ ƻŦ ŀƴȅ ƴŀǘƛƻƴ άōǳǎƛƴŜǎǎ ŀƴŘ ǇƻƭƛǘƛŎǎέ 

again came into picture. 193 nation summits, 

where developing countries were urged to 

come aboard a deal, even an imperfect one that 

can be built upon later, shows no seriousness 

on part of the US government. 

Demand of developing nations  

The Chinese sensed the truth behind the whole 

proposal and they rightly put their point that 

they have a legally binding emission cuts 

nationally. They are also willing to improve the 

national communication network to have more 

transparency. They want that countries should 

start taking steps towards implementation of 

the already proposed or said ideas, instead of 

just making more and more and implementing 

none .They want countries to avoid any kind of 

confrontation. Developing nations demanded 

that rich countries should pay, since they bear 

the most responsibility for greenhouse gases. 

.ǳǘ .ǳǎƘΩǎ ǊŜǇǳōƭƛŎŀƴ ƻǇǇƻǎŜŘ ǘƻ ǎǳŎƘ ŦǳƴŘƛƴƎ 

fearing that it would help emerging economic 

competitors-Ǉƭŀȅ ƻŦ ¦{Ωǎ ƛƴǘŜǊƴŀƭ ǇƻƭƛǘƛŎǎΦ The 

African countries, with the support of India and 

China, demanded that the rich countries should 

put down firm commitments on their emission 

targets under the Kyoto Protocol before 

proceeding with discussions on the parallel Bali 

track of discussions. 

Demand of developed countries  

Australia said the developed countries will not 

put down emission reduction targets till there is 

a legal binding in the Bali or long term co-

operative Action Track, US, EU and Japan being 

the main supporter. 

The EU has redlined two issues: First and 

foremost no emission reduction targets will be 

offered by the developed nations without a 

legal agreement in the Bali track and secondly a 

stronger MRV (monitoring, reporting and 

verification) of efforts to deal with climate 

change. 
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Internal politics of India ɀ Biggest 

hindrance to most of the vital issue  

The announcement made by the union minister 

regarding the reduction in carbon emission by 

25%, made the opposition party come in action. 

Leaders of the opposition and Rajya Sabha 

revolted with complete dissatisfaction. The 

proposal of 25% reduction in emission was put 

forth by taking into consideration the 

speculation made by the planning commission 

of India that 25% reduction in emission intensity 

would not impact GDP. But who wants to get 

convinced by the other party. But who will 

listen to whom..?? Everyone wants the weapon 

ŎŀƭƭŜŘ άǇƻǿŜǊέ ƛƴ ǘƘŜƛǊ ƘŀƴŘΦ 

Financial Aspect  

I may not be convincing enough when I say that, 

what most of us could not do at the time of 

recession can actually be done now, as the 

whole climate issue related to the emission of 

green house gases makes us an important part 

of it being an economically developing country 

and having a major share in emitting this gas in 

environment. Now, as we have already seen the 

complete political scenario of climate issue, let 

us find some opportunity associated with this 

by relating it to the economic and financial 

aspect. Why should one keep on negotiating 

and wasting other useful resources in 

something, which is difficult to achieve..??? 

²Ƙȅ ŎŀƴΩǘ we think of saving the planet, when it 

can be actually done at an affordable price..??? 

Serious study and research done on the effect 

of carbon emission reduction on the economy 

of a country show that we can achieve sharp 

cuts in emission in a very economic way. 

Financial tools of reducing carbon 

emission  

Any country burning less carbon will be able to 

make profit .Now for doing so; they have to be 

clever and creative about finding ways to do 

just that. All other countries that cannot 

succeed in doing so will have to buy permits to 

cover their emissions of carbon dioxide and 

other GHG. In this respect even conservatives 

who predict economic doom in case we try to 

fight climate change by reducing carbon 

emission, are now ready to make a great shift in 

their thought process by betraying their own 

principles. They too have now realized that the 

magic of marketplace can deal with any kind of 

problem.  

There are many reasons to shut mouth of all 

those who are pessimistic about it. For getting 

the best proof, I would like all to go back in 

somewhere around 1980s and 1990s to have a 

ƭƻƻƪ ƻƴ ŀŎƛŘ Ǌŀƛƴ ŎƻƴǘǊƻǾŜǊǎȅ ŀƴŘ ΨCap and 

ǘǊŀŘŜΩ ǎȅǎǘŜƳ ŦƻǊ ǎǳƭǇƘǳǊ ŘƛƻȄƛŘŜΦ ¢ƘŜ 

congressional budget office has estimated that 

by 2050 the emission limits in recent proposed 

legislation would reduce real GDP by between 
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1% and 3.5% from what it would otherwise 

have been. If we split the difference that says 

ǘƘŀǘ ŜƳƛǎǎƛƻƴǎ ƭƛƳƛǘǎ ǿƻǳƭŘ ǎƭƻǿ ǘƘŜ ŜŎƻƴƻƳȅΩǎ 

annual growth over the next 40 years by around 

one-twentieth of a percentage point from 

2.37% to 2.32%. But this small difference will 

hardly have any negative impact on our 

economy. 

 

Today Indian economy demands our 

government to invest in a way that can give 

return in different ways. If government will 

spend on developing technology and other 

means of reducing carbon emission today ,then 

it will help India or any other country per se , to 

earn huge amount of profit in future by selling 

carbon credits to those countries, who are least 

bothered to take any steps now.  

Conclusion  

For over 10 days, the Copenhagen summit 

heard passionate pleas for action from many 

developing countries, especially small island 

states that will be totally decimated by climate 

change. In United Nations meetings all states 

have an equal voice but whenever negotiation 

takes place developed nations have an upper 

hand over developing nations. In Copenhagen  

United States, China, India, South Africa and 

Brazil in the periphery took the initiative to 

meet behind closed doors and decide for the 

whole world an accord that is non-binding. And 

following the end of the summit, the United 

Nations is calling for the accord, an accord that 

excluded 188 nation states, to be turned into a 

legally binding global agreement.  

The developed countries threw billions of 

dollars to save banks and for climate change aid 

they put forward US $ 30 billion over the next 

three years to aid over a hundred countries to 

deal with the impacts of climate change as well 

as mitigate. And to keep everyone in check, 

they suggested US $ 100 billion annually of 

bilateral, multilateral and private business aid, 

whatever that means, in 2020 and beyond. How 

can there be hope for our future generations in 

an environment when current major country 

leaders appear to have no conscience for the 

plight of the poor and lack the moral and ethical 

foundations to save the world from the real and 

definitive threat of climate change. 

References: economic times, www.economists.com 

Contributed by: Rashmi Jha, MBA Finance (2009-11), SIMS 
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Traditional Investments vs. Alternative Investments 

The sub-prime crisis and the crash of major 

financial institutions in the west will definitely 

impact future investments, not just in the west, 

but also everywhere in the world. The US Wall 

Street Executives are mainly responsible for 

ŘŜǾŜƭƻǇƛƴƎ ΨŦŀƴŎƛŜŘΩ Ŧinancial products which 

ultimately resulted in the worst ever financial 

crisis in the US. The global economy too got 

impacted and the recession added to woes of 

every one.  As a result of these events, it is now 

of critical importance not only for private 

investors, who consider these events a direct 

threat to their Return on Investments, but also, 

and perhaps more importantly, for FIs like 

pension funds, mutual funds etc. 

Traditional Investments includes: Stocks and 

Bonds. 

An alternative investment is an investment 

product other than traditional investments such 

as stocks, bonds or cash. This broad definition 

makes it impossible to list all alternative 

strategies, but the most important areas 

are Real estate, Private Equity, Venture Capital, 

Commodities like gold, copper, aluminum etc, 

Hedged or absolute return strategies, Wine, art 

and antiques. 

Recent return on investment  

The returns on various assets in India over last 

one year can be seen in Table 1. 

Table 1: Returns on Various Assets 

Class of Asset Returns before Tax 

Gold 35% 

G-Secs and Debt 
Mutual Funds 

5% to 9% (depending 
upon the tenure and 
type of mutual fund) 

BSE Sensex 59.6% 

Equity Funds -0.81% to 135% 
(depending upon the 
type of mutual fund) 

Source: Compiled from various sources 

On the basis of the conversions it is found that 

the index on stock has shown an increase of 

487% from 2001 to 2009, whereas the land 

prices have showed an increase of 300% 

(www.nhb.org.in) during the same period, while 

the gold prices have shown an increase of 250% 

(Gold council). 

Investment Strategies for Future   

In this backdrop, let us consider what 

investment strategies an investor can apply. 

Stocks  

The stock market is a reflection of psychology as 

well as earnings, dividends and asset value. So, 
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an investor should buy and hold for the long-

term ς wait for the value to unlock. 

Bonds / Debt Securities  

The bond yield on 10-year G-Secs is currently 

7.18% ( down from the 9.32% levels in July 2008 

implying an increase in bond prices due to the 

flight for safety from equity to debt). 

Due to the inverse relationship between bond 

prices and interest rates, the current trend of 

rising interest rates have brought down the 

prices of bonds and consequently the 

profits/gains. Thus it is advisable for investors to 

maintain/invest in lower portfolio durations to 

minimize the impact of rate increases. 

Although banks are offering high rate of interest 

on fixed deposits, debt funds are more tax-

efficient for investment since interest on fixed 

deposits are taxable at the regular rate of tax 

ranging from 10.30% to 33.0% while dividend 

on debt funds is tax-free (however, the debt 

fund would be liable to pay tax on distributed 

income ranging depending on the type of 

holder and indexation), whichever is lower (See 

Table 2). 

 

Table 3: FD or Debt Fund? (Investment of Rs. 1,00,000) 

Bank FD 
(Offering 7.50% Interest p.a.) 

Debt Fund 
(Under growth Option Held for more than 1 year 
yielding 7.18% p.a.) 

Gross Interest 7,500 Gain on Redemption 7180 

Less: Income Tax @ 
33% 

2475 Long-term Capital Gain (with 
indexation of say 5%) 

2180 

Net Interest 5025 Less: Income ςtax @ 22% 
Net gain 

436 
6744 

Yield After Tax 5.025% Yield After Tax 6.74% 

Source: Compiled from various sources 

 

Therefore for an investor falling in the highest 

bracket of 33 % planning to park funds in debt 

funds, for short-term investment dividend 

option and for long-term investment growth 

option would be more tax-efficient. The 

example, however, is applicable to non-salaried 

class; the later gets exemption (up to a limit of 

Rs.1 lakh) under section 88 of IT Act on interest 

earned on bank FD. In that case yield will be 

7.5%. 

Gold  

Gold has appreciated by a whopping 35% over 

the last 1 year. In the long term, gold prices are 

expected to increase, but not at double digit 

figures year-over-year. In the past 3 months and 
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in short term, gold prices have and can still 

marginally come down respectively. So 

investors should not invest majority of their 

portfolio in precious metals like gold and silver; 

however an investment of say 5% to 10% of the 

total portfolio may provide the much needed 

diversification of investment and risk over the 

long term. Further, investors can invest in gold 

through Gold Exchange Traded Funds (ETFs) to 

avoid wealth-tax. 

Immovable Property  

Investor can invest through Real estate MF. 

aCΩǎ Ŏŀƴ ƎƛǾŜ ŀŎŎŜǎǎ ǘƻ ǘƘŜ ǇǊƻǇŜǊǘȅ ƳŀǊƪŜǘ ōȅ 

participating with a small sum of investment. 

Derivatives  

Another option is Derivatives. Investment is low 

and return is high in this segment (risk is also 

high). Current turnover of derivatives segment 

is 81574 Cr, whereas for capital market it is 

17404 cr. Once derivatives market matures, 

turnover will further increase and risk will come 

down 

Conclusion  

The Indian investment profile may not change 

drastically in future. Speculative investments, 

especially in real estate, will be put on hold for 

some time. A section of the real estate is 

already recovering; the concept of affordable 

homes, Nano apartments are catching on. 

Speculative buying in land, especially in 

congested urban centers, will start picking up; 

but will be restricted to a smaller percentage of 

affluent class who would be willing to take 

associated risks. 

Gold prices in domestic markets are integrated 

with global markets. Investments in gold are 

likely to continue in foreseeable future. Global 

economy is yet to consolidate on the recent 

gains made on the recovery path. As the US 

economy is passing through tough times, slide 

in dollar is taking place once again. If the major 

economies recover quickly in the coming 

months, there would be pressures on oil prices. 

Falling dollar value may actually abet rise in oil 

prices, going by past experience.  

Contributed by: 
Prof. D. Deshpande, Deputy Director, SIMS 

Sanjay Kumar, MBA Finance (2008-10), SIMS 
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Early Sunrise in Stock Exchanges ɀ Who Gains, Who Loses?

BSE & NSE at a Glance  

In the fast growing Indian financial market, 

there are 23 stock exchanges trading securities. 

Bombay Stock exchange that is now 

synonymous with Dalal Street is known as the 

oldest stock exchange in Asia. The ordeal of BSE 

is as eventful and intriguing as the history of 

India's securities market. It traces its history to 

the 1850s, when stockbrokers used to assemble 

under banyan trees in front of Mumbai town 

hall.  

The location of these meetings changed several 

times, as the number of brokers increased 

simultaneously. Finally in 1874, they found a 

permanent place which was named as “Dalal 

Street” ό.ǊƻƪŜǊΩǎ ǎǘǊŜŜǘύ ŀƴŘ ƛƴ мутр ƛǘ ōŜŎŀƳŜ 

an official organization known as “The Native 

Share & Stock Broker’s Association”. In 1956, 

BSE became the first stock exchange to be 

recognized by the Indian Government under the 

Securities Contracts Regulation Act, 1956. On 

August 19, 2005, the exchange turned into a 

corporate entity from an Association of Persons 

(AoP) and was renamed as Bombay Stock 

Exchange Limited. It comprises over 4,700 

listed companies, which are further classified 

into A, B, S, T and Z groups with the market 

Capitalization of USD 1.1 trillion (Aug 29, 2009).  

The Bombay Stock Exchange developed the BSE 

Sensex in 1986- an index of 30 stocks 

representing 12 major sectors, giving BSE a 

means to measure overall performance of the 

exchange. 

National Stock Exchange (NSE) is not the oldest 

but the largest and the most advanced 

exchange with 1416 companies listed and 726 

trading members. NSE was promoted by leading 

Financial Institutions such as Indian Bank or Life 

Insurance Corporation of   India and was 

incorporated in November 1992. 

It trades Wholesale Debt Market (WDM), 

Capital Market (CM), and Futures & Options 

(F&O) Market.NSE took the Indian Capital 

Market to the next level with the introduction 

of Internet trading, Exchange traded funds 

(ETFs), Stock and Currency Derivatives, the first 

Volatility index-India VIX & Interest rate Futures 

CLICK & MOUSE @ 9-The rationale 

behind the move  

The recent move of opening the bell at 9:00am 

from 4th January 2010 initiated under the aegis 
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of market watchdog Securities and Exchange 

board of India (SEBI) has become the subject of 

ŘŜōŀǘŜ ƛƴ ŜǾŜǊȅ ƴƻƻƪ ŀƴŘ ŎǊŀƴƴȅ ƻŦ ǘƘŜ LƴŘƛŀΩǎ 

capital market. A plethora of reasons have been 

cited by the two major stock exchanges of India 

for undertaking such a step. The first and 

foremost is boosting up of the trade volumes. It 

is assumed that doing so would lure investors to 

invest in the Indian market who currently trade 

in SGX (Singapore Stock exchange) Nifty. 

{ŜŎƻƴŘƭȅΣ ǘƘŜ ŜȄǘŜƴǎƛƻƴ ǿƛƭƭ ŦŀŎƛƭƛǘŀǘŜ CLLΩ{ 

(foreign Institutional investors) to trade more as 

it will suit their timings. The other reason is that 

NSE and BSE are profit-making organizations 

and their primary objective is to maximize 

shareholder value. SEBI also felt that the 

extension of trading hours would allow 

domestic market participants to take advantage 

of global information flows. 

WHERE DOES THE PROBLEM LIE?   

Lack of adequate infrastructure- a glitch:  

Firstly, Banking and depository infrastructures 

will have to gear up and start functioning at 

8:30 am as brokers will to arrange for margin 

funds by 8:45 am. Secondly, not all banks have 

RTGS (Real time gross settlement) facility that 

allows immediate transfer of funds from one 

bank account to another account, in this case 

ŦǊƻƳ ǘƘŜ /ƭƛŜƴǘΩǎ ŀκŎ ǘƻ ōǊƻƪŜǊΩǎ ŀκŎΦ 9ǎǇŜŎƛŀƭƭȅ 

small investors  who maintain their accounts in 

cooperative banks not in private banks like their 

counterparts in metros.    

Tremendous escalation in volumes -a myth: 

 Extension of trading hours will not result in 

drastic increase in volumes as Singapore Stock 

exchange will still open ahead of the Indian 

markets despite the advanced timings a 

ά¢ǊŀŘƛƴƎ ǾƻƭǳƳŜǎ Ƴŀȅ Ǝƻ ōȅ ŀōƻǳǘ млς15% as a 

coƴǎŜǉǳŜƴŎŜ ƻŦ ǘƘŜ ŜȄǘŜƴŘŜŘ ƘƻǳǊǎέ ǎŀȅǎ 

Dinesh Thakkar, CMD of Angel Broking. 

Arbitrage deals between Singapore and India 

will continue since the former will still have a 

lead time. 

Managing time-a herculean task 

Stock brokers will have to pull up their socks 

and work for longer hours as they will be asked 
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to report at least an hour before and check 

bank accounts, client accounts, margins, news 

analysis and research etc. It would be an uphill 

task especially for brokers working in metros as 

they will have to commute long distances. 

Impact on stakeholders  

Brokerages:Longer trading hours will  dig up a 

hole in the pockets of the the broking firms 

without increasing their revenues as growth will 

not be proportionate to the increase in trading 

hours.Overhead costs like electricity,telephone 

charges,stationery etc. will also shoot up. 

Management will have to incur additional cost 

with respect to higher salaries paid to the 

employees for working D cope up and absorb 

the increased expenses but smaller broking 

firms might have to bear the consequences. 

 Investors:Day traders would benefit more as 

compared to the retail investors. Day traders 

operate on very small margins and seek 

arbritrage opportunities.Those on arbritrage 

desks   may trade more just because thay are in 

front of the terminals through out the day 

whereas retail investors will not carry more 

transactions just because of the extension. 

According to some analysts , the move benefits 

the larger players such as foreign institutional 

investors (FIIs) especially the London-based as 

they can hedge risks best as they have better 

global information in hand. 

Banks: Market intermediaries such as banks will 

have to align their timings with extended 

trading time of the stock market as early 

opening of markets will require clients to bring 

in additional capital for margining purposes. 

Employees: Employees of broking firms and 

financial intermediaries will have to keep their 

personal lives in the backburner and put in 

extra efforts to meet the increased demands.    

Conclusion  

It is the cooperative endeavor of the stock 

exchanges and financial intermediaries that will 

make this move a win-win situation for all the 

stakeholders of the Indian capital market. 

Infrastructural and operational issues will have 

to be dealt with prudence and circumspection. 

Source: economic times, NSE and BSE websites 

Contributed by: Priyanka Rajdev, MBA Finance (2009-11), SIMS 
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No Ka-Ching! - Addressing the spiral prices led by supply constraints 

The goals under the monetary policy are 

moderate long term interest rates and stable 

prices. It focuses primarily on two things: core 

inflation and the difference between actual and 

potential (full employment) economic output. 

All frills! 

Can the monetary policy benefit 

food price inflation?  

No. I strongly believe that such an action shall 

only address 2nd-round effects of food price 

shock. Along the forces of demand and supply, 

food prices are affected by complex factors 

such as government intervention, trade policies, 

short term market fragmentation, manipulation 

through collective but tactic action of market 

intermediaries, and high sensitivity of 

consumers to various types of shocks. So to 

know the role of monetary policy to curb 

inflation it is important to understand these 

factors.  

The CPI inflation which accords high weightage 

to food products is already over 20% as the 

weakest monsoon rains in 37yrs has caused a 

sharp drop in kharif output and WPI inflation is 

restrained below 2%. Alarm bells have set off. A 

weak base and sharp rise in food prices will 

push the WPI inflation above the RBI tolerance 

levels of 5% before 2009 end and cross 7% 

around March 2010. 

Should RBI start raising interest to 

control inflationary pressures?  

Macroeconomic scenario, not food inflation will 

necessitate interest rate hike. The pressure on 

domestic inflation from a supply shock cannot 

be addressed directly by monetary tightening. 

But the supply side-shock, if strong, persistent 

and supported by easy monetary conditions, 

can translate into second round effects on 

general inflation. This has been previously 

observed in the case of supply shock from oil 

and commodities. 

Food Inflation & General Inflation  

In the case of food items, the price pressure has 

been strong and persistent. Food prices, which 

have been over their long-term trend since 

2007, have risen sharply in the last few months. 

This has generated expectations that they can 

pressurize wages and feed into general 

inflation, particularly in ǘƻŘŀȅΩǎ ǎcenario when 

demand is picking up and monetary conditions 

are easy. But the link between food inflation 

and general inflation would be quite weak in 

India as wages are not indexed to inflation for a 
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large part of the population. So, high food 

inflation alone cannot be a major threat to 

overall inflation and, thus, trigger a reversal in 

monetary policy. I would like to reiterate that 

monetary tightening cannot bring down food 

prices but can, at best, be effective in 

addressing the second-round effects of food 

price shock. The long term solution to curbing 

inflation in agricultural commodities lies in 

raising agricultural productivity. In the short 

run, the focus should be on shoring up supply 

through imports, curbing speculation and 

providing safety net to the poor.  

While food inflation may not be a strong 

enough reason for the RBI to raise interest 

rates, the emerging macro-economic scenario 

will soon necessitate a withdrawal from the 

easy monetary stance.  The second quarter GDP 

growth of 7.9% surpassed all expectations. Till 

the first quarter of this year, the government 

was the key generator of demand in the 

economy. It still continues to be so, but now 

private consumption demand is also 

complementing it. 

Growth Vs Inflation  

Additionally, the growth in investment demand 

has started picking up. Raw material prices 

too have rallied from the lows reached during 

the worst phase of the global financial crisis. 

These factors indicate that general inflationary 

pressures are likely to emerge going ahead. The 

balance is beginning to tilt from growth 

concerns towards inflation worries. A rate hike 

will definitely curb overall demand but will help 

in anchoring inflationary expectations. I expect 

a gradual withdrawal of liquidity accompanied 

by a mild rate hike in the coming policy. But 

food price inflation would be a minor 

contributor to this decision.  

 

Source: Business Standard 

Contributed by: Saumya Mishra, MBA Finance (2009-11), SIMS              
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Too Much of Vitamin C (China)

On 27th Nov 2009, the Shanghai Composite 

Index lost 2.36% and the Shenzhen Composite 

Index fell 2.91%. Investors in China were dealing 

with their own set of anxieties, not because of 

the Dubai crisis but because of excess liquidity, 

industrial overcapacity and constant fear of 

ΨŀǎǎŜǘ ōǳōōƭŜΩ ōǳǊǎǘƛƴƎ ǘƘǳǎ ǳƴƭŜŀǎƘƛƴƎ ƘƛƎƘ 

level of uncertainty. 

/ƘƛƴŀΩǎ ǇǊƻōƭŜƳ ƻŦ ƻǾŜǊŎŀǇŀŎƛǘȅ Ƙŀǎ ōŜŜƴ 

growing. Overcapacity in the steel sector has 

amounted to 

100 to 200 

million tonnes 

at the end of 

2008 and 

capacity for 

2009 is still 

climbing. In steel, the idle capacity of China is 

equivalent to size of steel capacity for Japan 

and South Korea taken together.  In cement, 

/ƘƛƴŀΩǎ ƛŘƭŜ ŎŀǇŀŎƛǘȅ όŀǊƻǳƴŘ оплƳǘύ ƛǎ ƳƻǊŜ 

than the combined consumption in India, the 

US and Japan.  China has raced ahead even in 

the production of vitamin C, much more than 

what the world requires.  The total production 

of vitamin C is more than 80 metric tonnes. By 

the end of 2010 the production capacity will 

reach 180,000 tonnes and in 2012 it will reach 

200,000 tonnes. The present global capacity of 

the vitamin C is 150,000 tonnes.  

How did the overcapacity take 

place? 

Lǘ ǘƻƻƪ ǇƭŀŎŜ ǿƛǘƘ ǘƘŜ /Ƙƛƴŀ ƎƻǾŜǊƴƳŜƴǘΩǎ п 

trillion Yuan ($585 billion) stimulus package. 

¢Ƙƛǎ ǎǘƛƳǳƭǳǎ ƭŜŘ ǘƻ ōŀƴƪΩǎ ƭŜƴŘƛƴƎ ƛƴ ŜȄŎŜǎǎ ŀƴŘ 

a surge in the capital expenditure by more than 

30%.   /ƘƛƴŀΩǎ ƭŜƴŘƛƴƎ ǎǳǊƎŜ ǘƘƛǎ ȅŜŀǊ ŦƻŎǳǎŜŘ 

mainly on expanding production at state-owned 

enterprises.  

Indicators also confirm the rise in the 

overcapacity like the Credit to GDP ratio at 

140% (much higher than other developing 

countries). It can grow to a level of 200% almost 

to the pre-crisis levels in United States (2008) or 

Japan (1991). The GFCF (gross fixed capital 

ŦƻǊƳŀǘƛƻƴύ ŀŎŎƻǳƴǘŜŘ ŦƻǊ тл҈ /ƘƛƴŀΩǎ ƎǊƻǿǘƘ ƛƴ 

нллуΣ ŀǊƻǳƴŘ фл҈ ƛƴ /ƘƛƴŀΩǎ Iм нллф ƎǊƻǿǘh 

but could reach 50% of GDP this year. The 

efficiency of capital spending measured by ICOR 

(incremental capital-output ratio) rose from 3 in 

мффлΩǎ ǘƻ п ŘǳǊƛƴƎ нллм-2008 to 7 this year. 

Credit growth confirms the same. From 2000-

2008 it took an average of $1.5 of credit to 
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generate $1 of GDP in China. In H1 2009 it 

reached to $7 of credit to $1 of GDP growth.  In 

the US in 2008 it took $4 of credit to generate 

$1 of GDP growth.   The figures do ring a bell.  

Why is this overcapacity a problem?  

The Chinese stimulus package started pouring 

credit into increasingly questionable projects. 

More than 140 billion Yuan was invested in the 

steel industry in the first half of the year when 

the global demand may decline by 14.9 percent 

in 2009.  It started adding excess capacity by 

building new plants when the global demand 

was yet to recover from the financial crisis. This 

increases the risk of trade frictions as producers 

offload their surplus production overseas at cut-

rate prices. So the Chinese exports can start 

pushing down prices for manufactured goods 

worldwide while pushing up raw material prices 

because of continuing investment. It can 

already be felt in the form of growing trade 

tensions. The overcapacity can create problems 

within China itself. Companies in industries with 

overcapacity will struggle to pay credit, 

increasing the risk of a surge in non-performing 

loans and inefficient investments. Lower profits 

would mean lesser cash to invest in research 

and development. Forced cut costs can also 

contribute to slower wage growth and less 

consumption.   

Corrective Measures  

LǘΩǎ ƴƻǘ ǘƘŀǘ /Ƙina has turned a blind eye 

towards its overcapacity problem.  China is now 

taking measures by letting its undervalued Yuan 

gradually appreciate. It also proposes lowering 

subsidies for Chinese manufacturers to which 

they have become addicted to.  Interest rates 

should be increased to reduce easy credit to 

reflect the real cost of capital. Resource and 

environmental charges should be increased for 

the industries to prevent environmental 

problems. Lƴ {ŜǇǘŜƳōŜǊΣ /ƘƛƴŀΩǎ {ǘŀǘŜ /ƻǳƴŎƛƭ 

approved plans to curb expansion in industries 

including steel, cement, glass, coke, wind 

turbines and shipbuilding. China must shift to a 

consumption related growth instead of focusing 

on investment and export related growth.  

Consumption should be encouraged and savings 

should be reduced.   For this national income 

must be redistributed from firms to households. 

State owned enterprises should let out 

dividends so that the government can spend on 

social security, health care and education. 

Beijing has to now tread the fine path between 

continuing its easy monetary policy so as to 

ǇǊƻǘŜŎǘ ƛƴǾŜǎǘƻǊΩǎ ƛƴǘŜǊŜǎǘǎ ŀƴŘ ǘŀƪƛƴƎ ǘƻǳƎƘ 

measures to curb the continuing overcapacity 

problem. 

Source: www.chinaeconomicreview.com, livemint, bloomberg 

Contributed by: Anita Mishra, MBA Finance (2009-11), SIMS              

http://www.chinaeconomicreview.com/
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SEBI UPDATES 

 The Securities and Exchange Board of India 

(SEBI) asked Mutual Fund houses to launch 

any additional plans under existing schemes 

as separate schemes. These are for 

additional plans that have substantially 

different characteristics from that of the 

main scheme.  

Impact: This step will help reduce the 

ambiguity in various plans of the mutual 

fund schemes.   

 {9.LΩǎ mutual funds committee has 

recommended that investments of more 

than 91 days maturity be marked-to-

market. The move will ensure that their net 

asset values (NAVs) are close to the 

realizable value.  

Impact: The new method of valuation will 

closely align fund NAVs with what they can 

get in the market for the underlying assets. 

This will also remove subjectivity and 

manipulation in NAVs by funds.  

OTHER UPDATES 

 RBI has reintroduced the price ceiling on 

overseas borrowings or the maximum rate 

at which Indian corporate can raise foreign 

funds. It has also decided to disallow 

buyback of foreign currency convertible 

bonds with effect from January 2010. 

Impact: The move will have an impact on 

the credit market as well affect the 

expansion plans of Indian companies.  

 Conversion of warrants issued to foreign 

investors into underlying shares may not 

require the clearance of the Foreign 

Investment Promotion Board in sectors that 

do not have limits on foreign direct 

investment. However an amendment would 

be required in the FEMA regulations for this 

to come into effect.  

Impact: This will remove unnecessary 

hurdle in the way of incoming foreign 

investment in the country. 

 

Contributed by: Knowledge Series Team, inFINite, SIMS              

 

Do send in your views and feedback to shweta.sehgal@sims.edu or infinite@sims.edu 
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