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OUR SPONSORS
TITLE SPONSOR:

ALCHEMIST
D-Street, SRCC is honoured to have Alchemist as the Title 
Sponsor for Dravya.It is amongst the best coaching institute 
for MBA preparation in Delhi NCR. It brings two decades of 
successful experience of helping many students make it to 
some of the Top B-Schools of India and abroad.It is India’s 
only CAT Preparation Institute offering Personalized Training 
Approach with unlimited classes.It has also been conferred 
the Excellence Award for Best CAT Coaching Institute in 
Delhi. We are grateful to Alchemist for their support.

CO-TITLE SPONSOR

JAMBOREE

D-Street, SRCC is delighted to have Jamboree as the Co-Title Sponsor for Dravya. Jamboree is India’s 
leading study abroad test prep and admissions counselling institute. Jamboree has helped thousands 
of students get into their dream universities by providing the highest GMAT and GRE scores in the 
industry, as well as admission offers from the best universities worldwide.

Their rigorous GRE, GMAT, IELTS and TOEFL test prep, in-depth application guidance, and com-
prehensive interview training bring out the version of you that top universities around the world 
value the most.

FOOD PARTNER:

CORNITOS
D-Street SRCC is proud to have Cornitos as its Food part-
ner for Dravya.
Cornitos snacks, made with love and care using modern 
manufacturing practises, offer flavours and textures to suit 
India’s diverse palate. They have something for everyone 
in the neighbourhood, from the loud crunch of Cornitos 
Nachos to creamy dips!
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Being a premier institute of Commerce and Economics, 
Shri Ram College of Commerce has always strived 
for excellence both in academics and extracurricular 
activities. 

The students of the College not just stand out as intellectuals in academics, but 
also have multiple shades of uniqueness ingrained in them, exhibited by the 
active presence of different Societies. D-Street, one of the exuberant Societies 
of the College, has been working industriously in spreading awareness and 
expanding knowledge about stock markets among students across the country.

With the assistance of Dr. Santosh Kumar, Convenor of the Society, students have 
done a commendable job in enriching their experience towards financial markets 
and institutions by conducting sessions with industry leaders and organizing 
one of the biggest undergraduate stock market festivals, ‘Bullzire’. Through their 
quality publications and self-initiated measures such as D-Score and D-Screen, 
the gap between academia and industry has been substantially bridged. 

In further pursuit of their vision and to commemorate D-Street’s 10th Anniversary, 
my heartfelt complements to the team for launching the first edition of ‘Dravya’ 
- The Annual Business and Investment Journal. Being the brainchild of the 
first stock market-oriented Society in the University of Delhi, Dravya includes 
research papers, research articles, and review articles in the fields of Business, 
Investments, Financial Markets, Policy, Economics, Geopolitics, Global Economy, 
and Energy. 

I hope that the Society upholds its rich tradition of disseminating financial 
knowledge and keeps pursuing impactful scholarly endeavours.

PROF. SIMRIT KAUR

MESSAGE FROM THE 
PRINCIPAL
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Economic globalization has not only brought the 
challenges to the developing countries but also has 
brought opportunities. The emergence of stock market 
is one of most significant phenomenon in emerging 
countries and so is the case in India. 

Stock market is often characterized by the sequence of volatility causing losses 
to the extent of millions of rupees but also gains in billions of rupees. As we 
know that the skilful fishermen catch fish when the rivers are flooded and the 
flow of water is very challenging. 

It is the same situation when the stock market experiences hyperbolic twists and 
turns, it gives immense opportunity to skilled investors to make gain out of it. 
It is the skilling part that the D-Street has taken as challenge at undergraduate 
level at SRCC. It is the largest stock market-oriented society in the University of 
Delhi and functions with the aim of spreading stock market literacy. It conducts 
premium speakers’ sessions by industry leaders and also organizes the Asia’s 
largest undergraduate stock market festival, Bullzire. It brings regularly certain 
publications to provide ready to invest guidance to the students for understanding 
the dynamics of stock market. 

The D-Street has added another new wing in its drive to equip the stock market 
literacy to the undergraduate by bringing the first edition of its Annual Journal-
Dravya. It intends to publish research articles and review articles in the fields 
of investments in the financial markets. I appreciate the students of D-Street 
for taking such an initiative. I hope the students keep up with their top-notch 
research work, and make Shri Ram College of Commerce proud in every way 
possible.

Dr. SANTOSH KUMAR

MESSAGE FROM 
TEACHER IN CHARGE
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Joining D-Street was one of the finest decisions I ever made. Society promised 
to educate us on how to use theoretical parts of finance in real-world settings 
and with my persistent inquisitiveness about what the stock market is and how 
it functions, I became a part of this legacy. From online research sessions to 
working together offline for Bullzire’22, there have been lots of up and downs, 
but each down has always had some learning to it leading to even higher highs. 
It was around the same time that the opportunity to join the first-ever editorial 
board of D-Street presented itself, and I seized it.

We’ve ideated a lot of initiatives with the goal of spreading financial knowledge 
and making resources accessible to everyone. The idea of producing the best 
possible first edition of Dravya, our Annual Investment and Finance Journal, fit 
into my head right when I joined the Cabinet as the Editor-In-Chief, and it has 
been one of the major ideas that we have been working upon. The days and nights 
spent working to reach out to all individuals with a knack for finance have been 
an endless task as we didn’t wish to restrict ourselves to under/postgraduates. 
We reached out to professors, professionals in intersections of finance with other 
domains and anyone who wished to contribute to this exclusive compilation of 
all things finance, inviting them to submit their work in the form of research 
papers as well as articles and editorials. It was also an honour to interview the 
best for Dravya, helping us gain some one-to-one learnings which have been 
further shortened and written crisply for all the readers!

The effort to make the journal as flawless as possible was heightened by the 
fact that the publication of the inaugural issue of Dravya marks the culmination 
of the ten-year legacy of D-Street, SRCC. We hope you have as fulfilling an 
experience reading it as we had developing it.

- BHAVIKA GODARA

MESSAGE FROM EDITOR-IN-CHIEF
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Dravya emerged from a sincere enterprise to bridge two groups of the student 
body: first - an inquisitive breed of ingenious researchers, and second - a larger 
section divorced from assimilating meaningful research literature.

A second yet salient motivation was overcoming scant research opportunities 
and investment which is further obscured by the students’ rush for corporate 
and public careers. Aggravating this was skewed information democracy, lack 
of awareness, less open-source student research endeavours and many parallel 
streams of rational affirmations which led us to design this journal in its present 
format. 

This is the first instalment of the journal, and predecessor to the many future 
editions that would come up. The series of research papers, research articles, 
editorials and opinions, centred around a plethora of themes consequential to 
business and investments and many interdisciplinary intersections, have been 
published in a lucid yet uncompromising format. 

I greatly recognise the efforts of the new cabinet and the new Editor-in-Chief, 
who have professionally managed a transition to bring Dravya in its current 
shape and form. Equally indispensable is the multitude of submissions covering 
diverse questions - each bearing the talisman of rational cause and effect analysis. 

We hope the journal offers substantial value to its readers and continues to 
progress in its quality and form with every subsequent edition. As something I 
deeply treasure as the principal genesis of my tenure, I hope the journal finds 
favour with those it was created for.

Presenting to you the first edition of the Business and Investment Journal of 
SRCC - Dravya 1.0.

- SHANU KUMAR

MESSAGE FROM EDITOR-IN-CHIEF
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My journey at SRCC largely revolves around the word ‘D-Street’. Being a finance enthusiast 
who loves to follow up with events happening at Dalal Street, I had huge expectations from 
the society, and D-Street has stayed true to every single one of those expectations. I was more 
than surprised by the financial acumen possessed by my peers and seniors at D-Street. Not 
only it provided me with a lot of exposure in the world of finance, it also gave me tremendous 
opportunities to work with intellectuals, and to thrive as an individual. Even after my 3 years at 
the undergraduate level, I’ll always remember D-Street as vividly as I remember SRCC. MORE 
THAN A SOCIETY. ALWAYS.

At D-Street,SRCC we do what we love and we love what we do. Being in the family has been 
one of the most enriching and memorable experiences of my time at the college. For me, it has 
been a springboard of self growth and personality development. From being a junior member 
to making it to the cabinet, the journey has been a wholesome one and I will always be grate-
ful to the seniors for guiding me through thick and thin. I have made some of the best bonds 
in the society which I am going to cherish for a lifetime. It is with immense pride and pleasure 
that we, the cabinet 2022-23 present to you Dravya. I’m overjoyed to be a part of this endeav-
our and fondly hope that the golden legacy of D-Street marches on.

Demystifying my financial curiosity, D-street has been the essence of my college life ever 
since its beginning. The society as a whole offers innumerable opportunities for one’s person-
al growth. It has taught me valuable lessons and at the same time, honed my analytical and 
technical skills. From being a junior to a cabinet member, supervisee to supervisor, amateur to 
being an adept, the journey has surely been worth cherishing. To commemorate our decade 
long excellency, we, the Cabinet of 2022-23 , present to you the first edition of Dravya, an 
embodiment of perseverance, triumph and excellence.

My first two years in college life were almost synonymous with D-Street. Be it the research ses-
sions or the vibrant fest season - we’ve witnessed it all, all while having tonnes of fun. Having 
met some of the best people along the lane and having created bonds and memories that I’d 
cherish for a lifetime, D-Street has proved to be a place where I was able to explore myself 
to the fullest and push my limits. It is with great joy and immense pride that we, the Cabinet 
2022-23, present to you the first edition of Dravya. I hope you have as much pleasure reading 
it that we had in curating.

- Prem Gajare , President

- Mehak Kedia , Vice- President

- Pranav Fatehpuria, Secretary

- Subhashini.K, Secretary

MESSAGE FROM CURRENT 
CABINET
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D-Street has been a major part of my first year in college and I’ll forever be grateful to it for 
transforming me every moment to adapt to new skills or gaining knowledge. The society has 
so much to offer and one can surely learn a lot over the multiple research sessions, discussion 
and bond over teamwork. Everytime I look back, I feel grateful to be a part of this beautiful 
journey from being a Junior member to being a part of the Cabinet. D-Street, SRCC has com-
pleted 10 beautiful years. We, the cabinet 2022-23, with immense pleasure present to you, 
the First edition of Dravya, celebrating the journey of D-Street and with a vision to carry the 
legacy forward!

D-Street has undoubtedly been the highlight of my college life so far. The junior tenure was 
extremely enriching and full of new experiences. Being a cabinet member now seems like 
much more than just having a position of responsibility. It has provided me with a plethora of 
opportunities for personal growth. We have accomplished various feats, but Dravya holds a 
special place in my heart as it marks the 10-year legacy of the society. Working on Dravya’s 
design and editing, we have strived for delivering nothing less than excellence. My learning 
curve has been exponential, which when coupled with my countless memories here makes up 
for the best of times!

My interest in the stock market drew me to D Street.Since my first day at SRCC I wanted to 
become a part of D-Street. This journey has had its ups and downs, but it has provided me 
with a great opportunity to hone my skills in design, event planning, and article writing (for 
Dravya). All the learning has helped me to grow as an individual in this competitive world. As 
part of the D Street family, I now have friends with whom I can share memories forever.

- Mitul Sureka, Research Director

- Ghanisht Lakhani, PR & Tech Director

- Vasu Sarraf, PR & Tech Director

D-street, one of the most indemnifying experiences ever had, finding a new home from the 
family apart. The society has proved to be the best platform to drive my financial learnings 
providing innumerable opportunities for my personal and professional growth. I still remember 
the enthusiasm that we had the first time attending its orientation, to becoming its members 
and here I stand in the cabinet as a research director. The journey has been with a lot of ups 
and downs but the experience we cherish makes it all. Thus, here we come to glorify the 
beautiful 10 years at SRCC diving into the history of our team uprooting the very legacy we 
have followed, I take immense pride to bring forth Dravya- The Annual Magazine, D-Street, a 
crafted financial journal that will help you attain insights worth appreciating.

- Aayush Poddar, Research Director
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I never thought I’d get attached to a society so much, but D-Street has been a wonderful and 
enriching experience. It has indeed been a pleasure to be able to host Asia’s largest undergrad-
uate stock market fest - Bullzire’22, that some can only dream of. From informative research 
sessions, and hosting some of the most renowned industry experts to conducting the first-ever 
offline stock market fellowship and becoming a part of this legacy, what a journey it has been! 
And now, with immense pride, we present to you DRAVYA, the brainchild of our society, a 
research initiative to celebrate and commemorate the decade-long legacy of excellence of 
D-Street.

From virtual zoom meetings to statue lawn meetings, brainstorming and all-nighters, for me, 
D-Street, SRCC has been the pinnacle of opportunities, extensive learning and life-long mem-
ories. It has always given me a safe space to work and express my views. Every time I reflect, 
I’m happy to have shared in this unforgettable journey from a Junior Member to a Cabinet 
Member. It has been a truly remarkable and enlightening experience and I have formed some 
of the strongest ties in the society, which I will treasure forever. It is an absolute honour to be 
a part of D-Street and the team that has curated the very first edition of Dravya. I fervently 
hope that this initiative gains strength and splendour over the years and that the illustrious 
decade-long legacy of D-Street lives on. 

Being a part of D-Street has been one of the finest experiences and it  has been a torch bearer 
for my future. Contributing to the vision of this organization has helped me in learning more 
about the markets. I have built bonds with the seniors and my fellow peers over this journey 
that I’ll remember throughout. From being a junior executive member to the director of corpo-
rate communication D-Street has assisted me to develop my personality. Celebrating 10 years 
of excellence we the cabinet of 2022-23 present to you the first edition of Dravya. Looking to 
a great learning experience ahead and carrying the legacy forward.

- Ananya Saini, Corporate Communications Director

- Eshna Gupta, Corporate Communications Director

- Vivek Sah, Corporate Communications Director

My time with D-Street SRCC has been one of the most eventful parts of my experience in the 
college. From enrolling in the society out of curiosity and in the hope of learning something 
outside my comfort space to making it to the cabinet, it was a rollercoaster! The junior ten-
ure was filled with insights everywhere and making use of it while a part of the cabinet. With 
utmost pride and delight, we, the cabinet 2022-23 launch Dravya. I couldn’t be more proud 
that I got to work on this very new initiative, wishing Dravya continues to grow and thrive over 
the years!

- Shiyana Maxood, PR & Tech Director
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It has been an absolute honour to be part of D-Street. From hundreds of meetings and negoti-
ations to pulling off events from scratch, the tenure has been nothing short of a roller coaster 
ride. This society has given me so much in terms of opportunities and has nurtured and ad-
vanced my abilities. But most importantly, it has given me a family that has been nothing short 
of incredibly supportive and kind. These past 2 years have been extraordinarily rewarding for 
me and I earnestly wish the future batches a splendid and fruitful journey.

D-Street is nothing short of a family to me. It wouldn’t be an exaggeration to say that my 
college life would have been numb if it wasn’t for D-Street. I proudly affirm that my most 
precious learnings from the first two years at college came from D-Street. It has been a chal-
lenging yet uplifting journey. D-Street is a breathing legacy that has been upheld strongly by 
its carrying members for a decade. The stories, experiences and instances from my 2-years at 
D-Street are an unmatchable affair. To be a part of such a legacy has been my privilege and I 
wish that the glory continues to shine high as the baton passes on for generations to come.

I firmly believe the greatest learnings come not from books but from the people you surround 
yourself with and that’s exactly what D-street promised and delivered. The opportunity to 
explore what you love with equally passionate people is what a society is supposed to do. The 
learnings I have had from my peers and seniors, seeing them work so hard are exponential 
and I will carry them with me for the rest of my life. The members make a society - wishing 
D-Street to continue touching even greater heights in the future.

My journey with D-Street, SRCC has been a major chunk of my college life. While getting 
interviewed for the position of junior member in my first year, I had no idea that this society 
would become an indispensable part of my journey. I will forever be grateful to my seniors for 
giving me this opportunity and to my team members for making it exhilarating and enriching. I 
wish my juniors all the best in carrying forward the legacy to greater heights. 

- Mahika Bhatnagar, President

- Niket Daga , Vice- President

- Gaurav Arora ,Secretary

Surbhi Vaish, Chief Coordinator

MESSAGE FROM FORMER 
CABINET
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For me, D-Street gave me whatever I could have asked for during my college life. Be it working 
on something which I am really passionate about, making bonds that made each moment of my 
life at SRCC more fruitful and being a good mentor to my juniors. D-Street was able to imbibe in 
me the values of teamwork, coordination and having a good rapport with my colleagues. It also 
helped me to explore life beyond the formal shackles of my hectic and often monotonous college 
life. So no one from our cabinet would be surprised if someone says that we were nothing short 
of a family, where each member used to and still matters to each of us, whether it be within the 
formal workspace or during chill hangouts. I hope the future teams will also benefit from the 
immense potential and opportunities that D-Street offers them.

D-Street, for me, is more than just a college society, it’s a family, which has been encourag-
ing and kind throughout my tenure. I cannot imagine the first two years of college passing 
by without being a part of D-Street. I am grateful to find a few of my closest friends and the 
wisest learnings of my life from this family. Right from being the event head of SRMS to leading 
it as a whole, it has been nothing short of a roller coaster ride. As I bid adieu to this enthralling 
experience, I wish all the best to all the future teams and would love to see D-Street scaling 
new heights every passing year.

Be it Bullzire or any other event, everything in D-Street will be remembered all my life. Its 
essence can’t be discounted when I imagine my college life. Without it, there is a sensation 
that something is amiss. We were not only a professional body but more of a family as we 
worked together as a whole and did little and continuous additions each day to better the so-
ciety. D-Street has given me a lot, from good friends to very helpful seniors, and obviously the 
knowledge and experience. The journey with D-Street is absolutely cherished.

- Rohit M Kumar, Research Director

- Sateesh Chandra, Director of Research

- Vaibhav Kumar, PR & Tech Director

My tenure as the Deputy coordinator at D-Street is something I will always cherish, be it learn-
ing new things about the stock market or building bonds with people of the society. During 
my tenure, I developed skills like teamwork, coordination and leadership which have been 
extremely value-additive in shaping my personality. I wish all my juniors all the best and would 
love to see D-Street scaling new heights.

- Hriday Kharbanda, Deputy Coordinator
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I believe our experiences have a strong influence on our lives and shape us into who we are. 
When I think about my 2 years at D-Street, I feel extremely privileged that I was given the op-
portunity to be a part of this amazing journey. It has helped me grow individually into a better 
person, has deeply inculcated the values of teamwork and leadership in me and gave me a 
platform where I could explore the world of finance and economics in various exciting ways. 
I have made some amazing friends and beautiful memories here at D-Street and am forever 
grateful to have been a part of this legacy. I am sure D-Street will keep on touching greater 
heights and here’s to wishing the future batches loads of luck for the same.

My tenure at D-Street has been nothing short of an exhilarating experience. I couldn’t be more 
grateful for the opportunities, learnings and interactions D-Street has bestowed me with. The 
fond memories of my two years of college life trace back to D-Street and became synonymous 
with college. Thankful for the confidence, friendships and ingenuity that resonated along the 
way. I wish all its future members the very best and can’t wait to see D-Street grow exponen-
tially. 

Being a part of D-Street has been one of the best experiences of my college life. The work, 
the people, the events, everything has been nothing but amazing. From organising a massive 
event like Bullzire to leading a team of my own, D-Street has provided me with the opportuni-
ties of a lifetime. 

- Tanisha Singh, Director of PR and Tech

- Prathibha K, Director of Corporate Communications:

Ishan Dangi, Director of Corporate Communications

If I have to describe my 2 years at SRCC, it’ll definitely be my tenure at D-Street. The journey 
has been so wholesome and enriching that not only gave me an exhilarating experience but 
immense learning opportunities and bonds to cherish forever. Be it the guidance from the 
seniors or the motivation from my peers to be the best version of myself, I owe immensely to 
D-Street on all fronts. If this is not the best of experiences for one to witness in college, then 
nothing else could be! 

- Ravin Chhabra, Director of PR & Tech
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I view D-Street as an inheritance from our seniors and a responsibility to those succeeding us. 
It is refreshing to realise that a major chunk of my financial interest sprung from and flowed 
within the stream of this society. Yet it granted me greater depth and liberty to explore all I can 
be including ventures into algorithmic trading and quantitative finance. Now that my tenure 
ends, I know the ways forward are infinite and far-reaching. I wish my colleagues and juniors 
all the best in their successive endeavours.

- Suryansh Verma, Senior Executive Member

D-Street is not just a society but the aggregation of two years of my college life. From discus-
sions, tiring negotiations, and staggering calls to organizing fests, it’s been a wholesome expe-
rience of self-development and growth. It has been an exhilarating journey that gave me the 
best of friends, enriching learning experiences and a lot of beautiful memories to cherish down 
the line. I feel privileged to be a part of this legacy, and wish the only stock market-oriented 
society and its future members an exponential progress ahead!

- Simi Gupta, Corporate Communications Director
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EXERCISING DUE DILIGENCE BEFORE FUNDS 
SANCTION AND LOAN DIRECTORS TO PREVENT 

LOAN FRAUD IN INDIA

This article discusses the importance of due 
diligence in business loans and how to prevent 
loan fraud.

The Problem of Loan Frauds in 
India

Loan frauds occur when individuals or companies 
borrow money from financial institutions, either 
with the intention of not repaying or improper 
use of the sanctioned funds. This causes huge 
losses for the banks, a problem that has been 
growing in recent years. Large loans are usually 
given to existing corporate customers based 
on the existing relationship and tenure. These 
are SME/large entities that also have multiple 

he Indian banking sector continues to 
deal with challenges related to loan fraud. 

When it comes to loans, there is always a risk 
of fraud but this can be mitigated by exercising 
due diligence both, prior to fund sanction, and 
during the loan tenure.

Loan frauds are usually perpetrated by borrowers 
who misrepresent or exaggerate their financial 
status and provide fabricated documents. They 
generally provide false information about 
income, assets, liabilities, fixed expenses and 
other financial commitments. The RBI has 
mandated that banks exercise due diligence 
before sanctioning loans as well as when 
extending their duration. 

BY DEEPAK BHAWANI

T

“A thorough investigation helps identify potential red flags and issues that could lead 
to costly problems down the road.  It is essential to exercise due diligence before 

sanctioning funds. Doing so can mitigate instances of fraud from happening in India.”

( Founder & CEO, Alea Consulting)

EXPERTS SAY
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EXPERTS SAY

information about a company or individual, prior 
to entering into a contract or agreement. This is 
done to ensure that both parties are satisfied with 
the terms of the deal.  Due diligence includes 
obtaining and analyzing the company’s financial 
statements, legal documents, and open source 
records. 

A thorough investigation helps identify potential 
red flags and issues that could lead to costly 
problems down the road.  It is essential to 
exercise due diligence before sanctioning funds. 
Doing so can mitigate instances of fraud from 
happening in India.

The Process of Due Diligence
Due Diligence involves a detailed analysis of 
relevant information about a potential borrower 
to confirm their creditworthiness. The goal is 
to identify any potential risks associated with 
the people and entities behind the loan so that 
measures can be put in place to mitigate them. 

Personal guarantees, if taken, are a pledge of 
shares (which may drop in value) or properties 
(which may be sold or transferred subsequently), 
and there are no set processes for validating 
securitized personal assets. A financial 
assessment is usually based on a focused audit 
(with a limited scope and budget), or review of 
provided documents (e.g. net worth statements).

Each lending entity sets its own norms, PSU 
sector banks require the least documentation, 
while the private sector and international 
banks, being more closely regulated, have more 
intensive processes.

When a loan is stressed (pre-default), it is passed 
on to a separate division (e.g. stressed assets / 
special situations) who inherit limited data and 
inaccurate or outdated information. Since these 
show up on the books of the lending institution 
and are transferred to a cost centre, they take 
up even more management time and money – a 
cost that could have been significantly saved by 
proper due diligence and monitoring. Defaults 
are an intrinsic part of any lending institution, 
but efforts to minimize and mitigate them go 
a long way towards enabling the institution to 

banking relationships.

The DHFL scam involved Rs.34,000 crore and 
involved 17 institutions, is described as the 
largest financial fraud in India. Till May 2022, 
the Indian banking system’s total credit was 
estimated by the RBI to be worth Rs.120 lakh 
crore.

Why is loan fraud on the rise in India? There are a 
number of reasons, first being the ability to evade 
paying back the loan and also interest.  This is 
frequently attributable to limited due diligence 
prior to granting loans and also subsequently. As 
a result, fraudulent borrowers obtain loans they 
have no intention of repaying.

Some of the common methods include:

1. Forging documents: This is the most common 
form of fraud, where borrowers forge application 
documents in order to get a loan.

2. Manipulating bank statements: Borrowers 
show higher revenues and, thus, qualify for a 
more considerable loan amount.

3. Inflating project costs: Borrowers inflate the 
costs of the project in order to get a higher loan 
amount (and reduce their own investment).
4. Loan recycling: Borrowers take multiple loans 
from different Banks for the same/related project. 

5. Collusion with officials: Some borrowers 
develop a personal pecuniary relationship 
with bank officials in order to get their loans 
sanctioned.

This is a significant issue, not just for the 
banks but for the economy. It is essential that 
we prevent loan fraud from happening in the 
first place.  This is where comprehensive due 
diligence becomes mandatory. 

The Role of Due Diligence in 
Preventing Loan Fraud

Due diligence is the process of verifying 

EXPERTS SAYEXPERTS SAY
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out of the system.  This also results in lower 
interest rates.

The Challenges of Due Diligence

Financial institutions need to exercise due 
diligence to prevent any instances of loan fraud. 
After all, they do not want to be associated with 
illegal or fraudulent activities. 

There are a number of challenges that come with 
due diligence. It is not always easy to access  all 
relevant information, and it can be difficult to 
weed out false information from genuine data 
due to a lack of identifiers.

In addition, Source of Funds, Ultimate Beneficial 
Owners (UBOs), PEP links, lack of specialized 
personnel and cost of compliance are significant 
challenges faced by FIs in India. However 
reasonable precautions to prevent fraud are 
mandatory. The implications of not complying 
could be severe, not only for the financial 
institution but for the economy as a whole.

succeed, grow, and keep consumer costs and 
service charges low.

The pre-transaction due diligence process 
should include comprehensive disclosures and 
a checklist of financial and non-financial data; 
independent verification of assets; and office and 
site visits by multiple staff at the very least. The 
key is for the process to be comprehensive and 
mandatory, i.e., hope for the best but prepare 
for the worst.  Another relevant mindset towards 
loans should be Trust - but Verify!

The Benefits of Due Diligence

Additional due diligence checks at the pre-
disbursement stage, such as auditor reviews, 
a study of the borrower’s relationships with 
other parties, and analysis of unreported related 
parties, enable banks to make better-informed 
decisions.The benefits of doing due diligence 
are two-fold. Not only does it protect banks/
financial, but it also helps protect the integrity of 
he institutions from potential losses lending 
industry.  Lending responsibly ensures help to 
genuine borrowers as well as keeping bad actors 
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TOKENOMICS

the idea of Tokenomics in 1972. He believed a 
token economic model could be beneficial to 
align behaviours.
 
In well-designed tokenomics, all costs and 
benefits are internalised (no externalities) so that 
there is no way to game the ecosystem, making 
it robust.
 
Four different actors participate in all blockchain 
projects. They are the founders and the 
developers who build the project, the miners or 
validators that run the blockchain and provide 
security, the investors who provide the capital 
required to make the project and finally, the 
consumers as the ultimate users of the platform. 
Tokenomics creates a set of rules aligning all the 
actors and reinforcing the ecosystem.

okenomics is the rulebook defining a crypto 
asset1 monetary policy, from the issuance to 

the removal of tokens, if any. It uses game theory 
to design incentives to reward good actors and 
punish bad ones. Tokenomics also defines the 
role that the token plays in the ecosystem and 
how it accrues value.
 
Tokenomics are necessary because public 
blockchains are open to everyone, including 
bad actors. Tokenomics align the behaviour 
of each actor, strengthen the protocol and 
create trust ultimately. It does it with the help 
of crypto assets. An increase in good behaviour 
materialises in a rise in the value of a crypto 
asset, which encourages participants to be good 
actors. 
Harvard psychologist, B.F. Skinner first proposed 

BY CA AISHWARY

T

" Have you ever wondered, if we do not add the right pinch of salt to a burger, will it taste 
good? The answer is no. If the burger ingredients are not in the right mix, the burger will 
not taste good. Similarly, to create a valuable crypto asset we need to have the right mix 

of tokenomics. Tokenomics is the recipe to create valuable crypto assets. In a world where 
thousands of crypto assets exist, tokenomics help us read between the lines and show us the 

path to make sound investment decisions."

( Chartered Accountant )
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treasury income of Yearn Finance is used to 
buy back YFI from the open market, indirectly 
benefiting token holders. SushiSwap stakers 
earn five basis points on all trades if they stake 
their SUSHI tokens on the platform.
 
Proof-of-work blockchains like Bitcoin and 
Ethereum are also utility tokens as they are used 
to pay for the transaction fees on the networks. 
Proof-of-stake tokens like Polkadot and Cardano 
are both utility and governance tokens. Along 
with paying for transaction fees, stakers also 
vote on the future direction of the protocol.
 
Bitcoin and Ethereum successes result from the 
match between supply characteristics and the 
demand for the services.
 
The right match between use case induced crypto-
asset demand and token supply incentivise 
miners and validators to add security to the 
blockchain as they are attractively rewarded for 
the tasks they perform. In addition, users find 
the currency attractive as an investment and 
pay a fair price for the service used or rights 
granted. All these reinforce the attractiveness of 
the blockchain and the ecosystem.

Initial allocation of tokens

A blockchain project needs time and resources 
to go live. To attract early investors, developers 
and other talents, tokens are often allocated in 
advance to this group. If the project goes live and 
the value of tokens increases, they get rewarded 
for their effort.
 
The initial allocation of tokens among this 
group is an essential element for a project’s 
success. The percentage needs to be significant 
enough to motivate the contributors but not 
too big to challenge the fundamental idea of 
decentralisation.
 
The example below shows the initial token 
allocation for Uniswap protocol, UNI, a 
decentralised exchange to swap Ethereum-
based crypto assets. As we can see, the 
allocation of tokens is complex and include 

Total supply and its demand

The first key ingredient in tokenomics is the 
token supply, whether it is capped or unlimited, 
and the demand to complement such a supply. 
Bitcoin is well known for having a capped 
supply of 21 million bitcoins while Ether supply 
is unlimited. It is interesting to note that the 
two most successful blockchains measured by 
market capitalisation have different monetary 
policies.
 
Both are successful because the services they 
offer are different, and their token policy reflects 
these differences. Bitcoin is perceived as digital 
gold, a scarce resource whose issuance schedule 
is known in advance. As the demand for bitcoin 
has been ever-increasing and the supply is 
capped, the price of bitcoin has increased 
significantly.
 
Ethereum has a different use case. It is a general-
purpose blockchain designed to support many 
applications, like the famous decentralised 
applications (dapps). Ether’s (ETH) primary role 
is to pay for computation fees to the system to 
process the transaction. In that sense, ether is 
mainly a medium of exchange – while bitcoin is 
a store of value – and an unlimited money supply 
is appropriate owing to the ever-increasing uses 
and dapps being built on top of Ethereum.
br>In both cases, coin issuance follows strict and 
hard-coded rules defined by the tokenomics. 
Whether capped or unlimited, the token policies 
are disciplined and a source of trust.
 
The other side to note is the demand for a token. 
Token demand may be generated through the 
utility it provides or the rights it grants to the 
token owner. Some tokens are utility based that 
have a use within the ecosystem, such as LINK. 
For every request that is made of Chainlink’s 
oracle services, the price is paid in LINK. UNI 
has no utility but the token holders get a vote 
in the protocol’s governance, including control 
over its multi-billion-dollar treasury. Token 
holders may also accrue all or a part of protocol 
revenue directly or indirectly. For example, the 
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no reserves for the founder or the protocol. 
However, after the initial distribution, it found 
it difficult to attract talented strategists and 
developers with no treasury reserves and 
eventually mint new tokens to incentivise the 
development team and strategists.
 
A fair launch worked well to make bitcoin 
the most decentralised project and asset in 
history, but for a dapp like Yearn Finance 
under continuous development, some treasury 
reserves are required to ensure proper alignment 
of incentives.

Distribution of tokens

Once the allocation is decided, the distribution 
of tokens may start. We differentiate this 
between two episodes, the genesis block and 
the following ones.
 
The genesis block is the first block of a 
blockchain and plays a particular role. It makes 
the initial distribution of tokens and must make 
it so that the blockchain becomes operable. This 
means that all ecosystem participants need to 
get tokens to create an economy and start it. The 
participants are the miners, the validators that 
provide the security and the users. To take an 
analogy, the genesis block is when Monopoly 
players receive their first allocation of notes to 
start the game.
 
In the subsequent blocks, token inflation starts. 
While inflation sounds negative, it is a way to 
reward active participants and distribute further 
tokens in the economy. As the economy grows 
with the number of actors and transactions, the 
tokens must follow suit to maintain a delicate 
balance between circulating supply and 
demand.
 
For layer-1 crypto assets, the increase in token 
supply, the inflation, is distributed to miners 
and validators for each block proposed; this is 
called block rewards. In the case of bitcoin, the 
block reward is currently 6.25 BTC and halves 
every four years. By rewarding these crucial 
actors, tokenomics incentivises them to act 
honestly, create trust, and ultimately increase 

several stakeholders. The challenge is to propose 
an allocation that pleases all participants.

Figure 1: UNI token allocation

Source: Uniswap

Notice that tokens allocated at an early stage are 
often subject to a vesting period. This is another 
incentive for early participants to continue 
supporting the projects in the initial years of its 
life until it creates a sustainable ecosystem of its 
own. The vesting period applies predominantly 
to pre-mined crypto assets, i.e. crypto-assets 
issued before the project goes live.
 
Fully diluted market value and token unlocks are 
important things to watch when one is about to 
invest in a token because a massive unlock can 
dilute one’s holdings. While a predefined token 
allocation like Uniswap is common as more and 
more blockchain projects are run similar to start-
ups, there also exist projects where there is no 
team allocation.
 
Bitcoin (BTC) is emblematic of what is called a fair 
launch. In a fair launch, tokens are distributed to 
the community from day one without reserving 
any tokens for developers and seed investors. 
A fair launch ensures that everyone has equal 
access to the distribution and should prevent the 
concentration of many tokens to any particular 
individual or entity at the token’s launch. It is 
transparent as everyone gets access to tokens or 
coins based on criteria other than a public sale.
 
Yearn Finance (YFI) was also a fair launch. All 
tokens were distributed initially to stakers with 
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Value accrual is when the usage of a blockchain 
or a dapp confers some value to the token and 
benefits the investors. This relationship is not 
always direct and the mechanism by which value 
accrues plays a large part in how favourable the 
market views the token and its price.
 
For layer-1 PoW protocols, as described earlier, 
the tokens are usually utility tokens that are used 
to pay for the transaction fees. Bitcoin receives 
a premium for being a store-of-value and being 
a permissionless system to exchange value. It 
has built this narrative as the oldest and most 
decentralised blockchain with a solid monetary 
policy and proven censorship resistance.
 
PoS protocols accrue value by securing the 
network and earning validator rewards and 
transaction fees in return. They also get a 
governance vote which decides the direction 
of the protocol. This control is valuable, and 
value is accrued as the protocol increases in 
significance.
 
As far as dapps are concerned, it is worth noting 
that smart contracts can usually work perfectly 
fine even without a token. Therefore, the role 
a token plays in an ecosystem is crucial to 
understand.
 
Continuing the example of LINK, the question 
to ask is why Chainlink needs its own token to 
settle fees between a requestor of a data and 
the provider when it could be settled in ETH, 
USD or USDC? The reason it cannot be ETH is 
that since its inception, Chainlink has wanted 
to grow beyond a single blockchain, and it now 
provides oracle services on multiple blockchains 
like Polygon and Fantom, and it even seeks 
to further expand to other blockchains like 
Solana and Polkadot as well. A decentralised 
oracle cannot settle payment through wire 
transfers in USD, bringing an element of trust 
and asynchronous settlement. It cannot be a 
stablecoin like USDC or DAI, as they are also 
subject to either centralisation, or chances of 
protocol failure. 

As a result, an independent token was chosen 

the crypto asset’s value. The more valuable the 
tokens, the more incentivised are miners and 
validators, reinforcing the blockchain. As in the 
real economy, money inflation does not harm as 
long as it is proportionate to economic growth.

While bitcoin uses a Proof-of-Work (PoW) 
algorithm, other blockchains such as Polkadot 
uses a Proof-of-Stake (PoS) one. In PoS, tokens 
holders are incentivised to stake their coins to 
get a yield, which is usually higher than the 
inflation schedule. As a result, staking coins 
protect against the dilution caused by inflation. 
It also helps you accumulate more coins over 
time and add security and trust in the system, 
creating a win-win situation for the coin and the 
coin holder.
 
Early inflation is often high as the goal is 
to encourage early adopters to use a new 
blockchain. In the case of Bitcoin, the block 
reward started at 50 BTC.
 
In the last two years, we have observed the 
creation of new services based on existing 
blockchains. For instance, Decentralised 
Finance (DeFi) applications such as Uniswap 
are built mainly on top of Layer-1 solutions like 
Ethereum. As the underlying network provides 
the security of these applications, the issuance 
of DeFi tokens, for instance, incentivise other 
behaviour. Early adopters of DeFi protocols 
provide liquidity to these financial applications 
and are rewarded for that. This is called liquidity 
mining. Again, the earlier liquidity is provided, 
the higher the annual percentage yield (APY).
 
In the Polkadot ecosystem, blockchains (called 
parachains) are attached to the relay chain (the 
Polkadot chain) to benefit from its security. To 
do that, DOTs are bound, and parachains issue 
their own currencies to reward early adopters 
via an auction process.

Value accrual

The last essential ingredient of tokenomics 
covers the value accrual of a token.
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coded rules and a token to align the  behaviour of 
all actors in a way that benefits the protocol. As 
we have seen, there is not one good tokenomics 
model. There are several recipes for good 
burgers with different ingredients leading to 
various flavours. For each recipe, the right mix of 
ingredients is key. Depending on the blockchain 
services offered, tokenomics are different.
 
Four ingredients are essential. The first one is 
the total supply and demand. The number of 
tokens in circulation must fit the token demand. 
The second element is the initial allocation of 
the token. It must incentivise all participants to 
the network without harming anyone. The third 
component is subsequent token distribution. 
It has to be made dynamically and reward 
participants correctly without diluting the value 
of the ecosystem. Finally, value accrual gives 
the token value and cement its place in the 
ecosystem.

1. In this publication, we use the words crypto 
asset, token and coin indifferently. 

2. Fully diluted market value is the market 
capitalisation if all the tokens were issued. At 
the base of Bitcoin, this would be the market 
capitalisation at current price and with 21 
million bitcoins. 

to be the protocol currency for all participants. 
Node operators need to own LINK to run a node, 
and the requestor must make payments in LINK 
tokens. This is not exposed to any externalities 
and the protocol accrues value in line with 
Metcalfe’s Law. LINK exemplifies this relation 
well as its value has increased at the same time 
it has become ubiquitous throughout DeFi.
 
Similarly, Uniswap functioned perfectly fine with 
billions of dollar volumes even before its token 
launched in September 2020. UNI currently 
also does not earn any protocol fees from the 
swaps carried on the protocol. However, UNI 
is a governance token, it confers significant 
control over the protocol. Holders have the right 
to spend its multi-billion-dollar treasury and 
update the protocol, for example, collecting fees 
from trades.

Some projects also create deflationary trends 
to reduce the supply of coins from the market 
by buying back the coins in circulation from its 
earned revenues. This process is called “burning” 
and is comparable to a stock buyback. The aim 
is to reduce the circulating supply to boost the 
token’s price. YFI, ETH and BNB are deflationary 
coins that use part of their earnings to buy back 
the token from the open market.

Conclusion

Tokenomics plays a central role in the functioning 
of a blockchain or dapp. It uses a set of hard-
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DECADES OF EVIDENCE: WHAT DO WE KNOW 
ABOUT WOMEN’S AGENCY?

still a long path  ahead for the empowerment 
of women. The discrimination that women face 
starts right at birth and trails through all phases 
of life. 

This is visible in the skewed sex ratio at birth 
(SRB) estimated in NFHS-5 which records that  
only 929 females are born for 1,000 males. 
While this is an improvement from the SRB of 
914  in 2005-06, there has only been a 1.64% 
increase in the years spanning 2005-06 and 
2019-21.  There is clear indication that son-
preference is pervasive and continues to add 
to the legacy of  India’s missing women. In 

ith the release of the National Family 
Health Survey (NFHS) for 2019-21, the 

eyes are on  gender equality in India again. And 
there are many reasons to revel—a 6.1% decline 
in spousal  violence, a 12.67% increase in home 
or land ownership, and a sex ratio of 1,020 
females per  1,000 males, with the number of 
women surpassing that of men for the first time. 
But what  doesn’t escape us is that not only are 
these improvements relative to the previously 
low figures,  and still preserve poor outcomes 
for women, they also hide the negative trends 
visible for many  states in India. And decades of 
evidence on women’s agency reveal that there’s 

BY GEETIKA MALHOTRA & ASHMITA 
CHOWDHURY

W

" Discrimination against women begins at birth and continues throughout their lives. 
Everyone accepts and moves on with this fact. With the advancements that we saw, 

women gained more recognition in the field of services that they deserved; however, the 
discriminatory line remained. Girls still believe that being female is a disadvantage; it has 
improved, but not sufficiently to be considered acceptable. Why is it that, despite the fact 
that the entire world is developing at such a rapid pace, the basic lack of equality remains 

one of the most difficult battles we face? "

( Geetika Malhotra, Manager, Nikore Associates and Ashmita 
Chowdhury, Miranda House) 
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Additionally, with the closure of schools 
across India, 320 million students including 
158  million girls are at a risk of dropping 
out.3 Consultations with stakeholders by our 
team at  Nikore Associates reveal that families 
displayed a preferential treatment toward male 
family  members during the COVID-19 period 
and ensured their sons had the privilege of 
digital  devices and access to data packs even 
when facing income constraints, but did not 
extend this  toward their daughters.4 These gaps 
in higher education and skill training, and the 
risk of  reversal in improvements at the primary 
and secondary level, extend as impediments for  
women joining the workforce. 

These challenges permeate through the lives 
of working women and are evident from the  
Periodic Labour Force Survey (PLFS) 2019-20. 
A glimpse at the data from the last 5 decades  
establishes that women have been consistently 
excluded from the labour force. The Female  
Labour Force Participation Rate (FLFPR) for 
working ages 15 years and above declined from  
47% in 1987-88, reaching its nadir at 23% in 
2017-18 and has since then only recovered  
partially to 30% in 2019-20. In comparison, 
men had an LFPR of 92% in 1987-88 and 77% 
in  2019-20, exceeding the FLFPR by 45% points 
throughout the period in consideration. 
 
The data from NFHS-5 reinforces this by showing 
a decline from 25.4% to 24.6% between  2015-
16 and 2019-21 in the proportion of women 
who worked in the last 12 months and were  paid 
in cash. This was largely a consequence of the 
decline witnessed in Delhi and populous  states 
like Jharkhand, Madhya Pradesh, Rajasthan, 
Uttar Pradesh, West Bengal, and Karnataka,  
which witnessed the highest decline of 57.73%.  

As estimated by UN Women, women’s 
employment was 19% more at risk than men’s 
globally  in 2020.6 This corroborated with women 
being particularly vulnerable to pandemic-
linked  unemployment and income reductions 
that could be ascribed to the aforementioned 
gaps in  higher education and skill-training, and 
a pre-existing occupational segregation that 
restricted  women to jobs in the “feminised” 

fact, 13 states and union territories including 
Bihar, Jharkhand,  Kerala, Maharashtra, Odisha, 
Tamil Nadu, among others, have actually seen 
a decline in SRB  between 2015-16 and 2019-
21. This is observed with a parallel increase in 
sex ratio for the  total population to its highest 
of 1,020 females for 1,000 males. And while 
this spells optimism,  the low SRB is likely to 
erode this improvement in the coming years 
unless there is a concerted  effort to combat sex-
selective abortions.

Figure 1

                                                              

The number of women aged 20-24 years and 
married before 18 years of age has reduced by  
13.1% between 2015-16 and 2019-21. Despite 
this, the decrease in child marriage for girls 
has  not translated into improvements in higher 
education or workforce participation. 

A time series examination of gross enrollment 
ratio (GER) shows that there have been tangible  
gains in education for girl children—the female 
GER has been on an upward trajectory and  
rose from 61% in 1971 to 115% in 2015 at the 
primary level and 14% to 75% at the secondary  
level.1 However, these dissipate at the tertiary 
level, where the increase in female GER was  
only from 2.2% in 1971 to 29.1% in 2018. 
Further, as of 2015-16, only 3.4% of working-
age  women had received vocational training. 
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domestic work in of sacrifice paid work. As 
noted in the  Time Use Survey 2019, even pre-
COVID-19, working age women shouldered 
care  responsibilities and spent 5.6 hours on 
unpaid work in comparison to 40 minutes spent 
by men.7 This number has only increased with 
school closures, closures of childcare centres, 
increase in  elderly care, and the presence of 
husbands and male relatives for longer periods 
at home in  2020. These too form obstacles 
for women entering the labour force, be it in 
collateral  requirements for access to finance, 
restrictions on travel for work or the availability 
of adequate  care infrastructure. 

While the discrimination in the public sphere 
is more perceptible, women are exposed to  
gender-based violence within the confines of 
their homes too. The NFHS-5 data reported 
that  the percentage of women who have been 
married at any point of time in their life and  
experienced spousal violence has decreased by 
6.1% between 2015-16 and 2019-21. Despite  
this, we cannot ignore that 29.3% women still 
experience spousal violence. 

Additionally, 9  states and union territories 
actually reported an increase in spousal 
violence, with the numbers  having more 
than doubled in Karnataka. We also see a 
stagnation in the number of young  women 
having experienced sexual violence by age 18 
at 1.5% of the female population. The  NFHS-5 
estimates from 2019-21, however, conceal the 
unprecedented increase in domestic  violence 
that accompanied the pandemic. It was noted 
that twice the number of DV complaints  were 
reported to the National Commission of Women 
following the lockdown imposed in  March-June 
2020.8 

It is increasingly apparent that barriers faced 
by women are pervasive. Hence, interventions  
need to engage the Government as well as 
the private sector and be tailored to improve  
women’s agency in the household, access to jobs 
and provide the requisite skills and resources  
for entrepreneurship so that challenges faced at 
all stages of life are addressed. 

service sector (like teaching, hospitality, and 
beauty), which  were disproportionately affected 
by the physical distancing norms.  
Another roadblock in the path of a working 
women is the emerging gendered digital divide.  
The NFHS-5 establishes that although an 
increase is reported at the level of each state, 
only  54% women have a mobile phone that 
they themselves use. Additionally, only 33% 
Indian  women have ever used the internet in 
their lifetime, compared to 57.1% of Indian men. 

There  also exists a distinct rural-urban divide 
with women in rural areas being half as likely to 
have  ever used the internet as women in urban 
areas. This disparity is the highest in Andhra 
Pradesh,  Bihar, Jharkhand, Madhya Pradesh, 
Maharashtra, Telangana and West Bengal. Even 
when  women have access and are permitted to 
use mobile devices, women’s online activity is 
often  governed at the household-level by male 
relatives. This ensues with the perception of 
mobile  phone usage being a risk to women’s 
reputation before marriage, and as an interruption 
to her  caregiving responsibilities after marriage. 

The emanating digital illiteracy and unfamiliarity 
with digital platforms deters women  entrepreneurs 
from moving to online marketplaces and creates 
the inability to utilize digital  marketing. This has 
prevented women and women entrepreneurs 
from effectively leveraging  the growing digital 
economy post COVID-19, creating another 
growth trajectory that is  exclusionary toward 
women. 

Lastly, attitudes towards women remain 
entrenched in social norms and continue to 
govern  women in all realms of life. While 
78.6% women now have a bank or savings 
account that they  themselves use, a significant 
rise of 25.6% points from 2015-16, women still 
experience  inordinate mobility restrictions and 
low ownership of assets. NFHS-4 established 
that only  54% percent of women are allowed 
to go to the market alone and only 43.3% of 
women own  land or a house (alone or jointly 
with others).  

Women are also expected to prioritise 
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The private sector too must contribute to 
women’s advancement by designing policies on 
care  work, investments in care infrastructure, a 
preferential treatment toward women 
entrepreneurs,  and monitoring diversity and 
inclusion at all levels. 

Public-Private Partnership can be  considered 
to mobilise resources for supporting initiatives 
like establishing One-Stop Centres  survivors of 
violence and building care infrastructure. 

It is crucial that there is a systemic push for 
gender equality and women’s empowerment,  
moving away from the responsibility of a single 
stakeholder alone. The coordinated efforts of  all 
stakeholders hold promise to improve women’s 
agency within the household and shines a  light 
toward a trend of positive outcomes for women. 

Ever since the release of the Gender 
Budget Statement in 2005-06 for mitigating 
discrimination  against women in a holistic 
manner, the quantum of the Gender Budget has 
never crossed 5%  of total expenditure and 1% 
of GDP. A study at Oxfam India also estimated 
the requisite annual  budgetary allocation for 
prevention of Violence Against Women and 
Girls at INR 10,000 – INR 11,000 crores, to 
reach about 60% of survivors (based on pre-
COVID-19 estimates).

Yet,  allocations in 2018-19 to 2020-21 have 
been about the quarter of the required amount. It 
is,  thus, essential to enhance public investment 
for gender equality and women’s empowerment.  
Concerted efforts to bring in more women 
into the labour force, improving access to  
opportunities for entrepreneurship through 
dedicated programmes and schemes, increase  
budgetary allocations for schemes related to 
education, health and preventing violence is a  
necessity.  

Citations

1. Nakore, Mitali. “Covid Classrooms: India Could Lose Progress Made on Girls’ Education 
- Forbes India Blogs.” Forbes India, ForbesIndia, 13 July 2020, https://www.forbesindia.com/
blog/education/covid-classrooms-india-could-lose-progress-made-on-girls-education/ 
2. Nikore, Mitali. “India’s Missing Working Women: Tracing the Journey of Women’s Eco-
nomic Contribution over the Last Five Decades, and during COVID-19.” SSRN, 22 Feb. 
2021, https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3788855  
3. Nikore , Mitali. “India’s Gendered Digital Divide: How the Absence of Digital Access Is 
Leaving Women Behind.” ORF, 22 Aug. 2021, https://www.orfonline.org/expert-speak/indi-
as-gendered-digital-divide/  
4. “Bringing Women into the Workforce.” The Indian Express, 17 Aug. 2021, https://indian-
express.com/article/opinion/bringing-women-into-the-workforce-7458354/  
5. “Covid-19 and Its Economic Toll on Women: The Story behind the Numbers.” UN Wom-
en – Headquarters, 16 Sept. 2020, https://www.unwomen.org/en/news/stories/2020/9/fea-
ture-covid-19-economic-impacts-on-women  
6. Das, Ria. “Amputee Skier Wins Paralympic Gold, Says She Is ‘on Cloud Nine’.” SheThe-
People TV, SheThePeople, 15 Mar. 2018, 

EXPERTS SAY



PAGE 32

BOOK REVIEW OF CRISIS AND PREDATION

addressed in classrooms.

The reason foreign investors oppose government 
spending in India at present cannot be out of 
fear of inflation. It may be argued that inflation 
would cause the rupee’s exchange rate to the 
dollar/euro/yen to fall. This would wipe out part 
or all of the financial gains made by foreign 
investors on their Indian investments when they 
convert back to the dollar or other international 
currencies. 

But the truth is that there is no threat of demand-
pull inflation. Demand is depressed because 
people do not have money to spend, so much so 
that even though the supply of many commodities 
was disrupted or blocked during lockdowns, 
prices (even of essentials such as food) by and 
large did not rise correspondingly. Demand is 

his book offers a radical analysis of the 
Indian economy in the post-Covid situation 

in terms of its place in global finance, and the 
consequent adverse implications for democratic 
national development. And, as the veteran 
progressive economist Amiya Kumar Bagchi has 
pointed out, it can also be used as a “textbook 
on finance and development in developing 
countries”, in general.

To me, the best part of the book is its answer 
to the unanswered question: Why do foreign 
investors oppose government spending? Students 
of business and economics are not exposed to 
this question. 

The answer is interesting on analytical grounds 
and makes sense in light of the empirical 
economic realities that are not honestly 

BY PROF. AJC BOSE

This book offers a radical analysis of the Indian economy in the post-Covid situation in 
terms of its place in global finance, and the consequent adverse implications for democratic 

national development. To me, the best part of the book is its answer to the unanswered 
question: ‘Why do foreign investors oppose government spending?’

( Professor in Economics Department, SRCC )
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markets, and so foreign investors are in favour 
of income concentration as this expands the 
market for their elite or positional goods, whereas 
taxation of income is generally progressive (that 
is, it reduces inequality); and concentration of 
income in the hands of the top 5 to 10 per cent 
boosts the share market (those who hold shares, 
directly or through mutual funds, fall within the 
top 10 per cent), and thereby increases the price 
of shares owned by foreign investors.

That foreign investors are ideologically opposed 
to the public sector and government spending 
cannot also be the reason why foreign investors 
are antithetical to government expenditure. 
Whenever international capital finds any 
cherished ideological tenet to be in conflict with 
its cold hard profits, it discards the tenet without 
much ado. This is apparent during each crisis, 
such as the Great Financial Crisis of 2007-09 or 
the recent COVID-19 crisis. The world’s richest 
countries, led by the US, jack up their fiscal 
deficits dramatically—10, 15, and 20 percent of 
GDP—until the economy recovers. After it does 
recover, they go back to shamelessly preaching 
the virtues of austerity.

In light of the above, what then are the real 
reasons for foreign investors’ opposition to 
public spending? 

Four reasons can be mentioned that underscore 
the indisputable point that a regime of austerity 
in government spending can yield rich returns 
for foreign investors. 

First, when a government refuses to spend and 
revive demand, economic growth depends 
entirely on the desire of private sector investors 
to invest. In order to stimulate the private 
corporate sector to do so, rulers provide all 
sorts of inducements and subsidies at the cost 
of the people. During a crisis, the bounties get 
even more extravagant.  Such gifts to the private 
corporate sector benefit foreign investors, 
whether through their local subsidiaries, their 
ties with local firms, or their purchase of shares 
in local firms. 
Secondly, when governments are under pressure 
to reduce their fiscal deficits, they carry out 

also very depressed internationally, as reflected 
in the price of oil and other commodities, further 
depressing domestic prices.  What we are really 
witnessing is cost-push inflation: a rise in the 
cost of inputs. 

The source of this threat is not government 
spending, but government taxation—the 
decision to raise taxes steeply on petroleum 
products. This is a straightforward squeezing of 
the poor since petroleum enters indirectly into 
the production of every good. Such taxes on 
consumption take away a greater proportion of 
the income of the poor than they do of the rich. 
Unsurprisingly, foreign investors do not oppose 
such measures.

That foreign investors are worried about the size 
of the government debt cannot be the reason for 
foreign investors’ opposition to public spending. 
First, India’s government debt is overwhelmingly 
held by Indians, and hence need not be a concern 
to foreign investors. Second, if foreign investors 
are obsessed with the growth of government 
debt, it should be obvious to them that there 
are two ways to curb government borrowing: 
reduce spending or raise tax revenues. 

Indeed, India’s government spending, as a 
percentage of its GDP, is low compared to 
comparable countries. The problem then is that 
India’s tax revenues are too low, compelling the 
government to borrow. In the neoliberal period, 
income inequality in India has risen to levels not 
seen since British rule and its wealth inequalities 
are even steeper. 

Despite this, foreign investors press only for 
reducing spending. Furthermore, within tax 
revenues, there are broadly two ways to raise tax 
revenues: taxes on goods and services, which 
are paid by all, or taxes on income, which are 
paid by the better off. Foreign investors support 
taxes on goods and services, which are mostly 
paid for by the vast majority of people but are 
vehemently opposed to increasing taxes on 
the incomes of corporations and wealthier 
individuals. This is easy to understand because 
they too would have to pay taxes on income; 
much of foreign investment caters to elite 
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like India put government spending on a 
starvation diet. In this milieu, corporations of 
the developed world are even better equipped 
to raid underdeveloped countries for their 
distressed assets.

Conclusions

To conclude, India is very much gripped by 
imperialism in terms of the financial framework 
set by the world’s advanced economies led by 
the US. These handful of countries, occupying 
the summit of global finance, continue to 
exercise a terrible stranglehold on countries 
representing the vast majority of the world’s 
population, preventing them from pursuing a 
course of independent democratic broad-based 
development. 

The book is valuable in understanding why we 
are stuck with increasing poverty, real-economy 
stagnation and recession, agrarian distress, and 
loss of people’s livelihoods. Apart from opening 
the doors to understanding India’s grotesque 
disparities of income and living standards, the 
book is useful in accounting for India’s seemingly 
intractable caste system, its gender oppression, 
and the autocratic nature of the Indian state 
as well that were manifested recently in the 
response to COVID-19.

My piece of advice to economics and commerce 
students is that they should be open-minded and 
not miss out on reading this book. I have given 
here a simple taste of its argumentation mostly 
in its own words.

‘reforms’ that create opportunities for private 
profit-making, albeit at a cost to the public. 
For instance, when governments cut back on 
infrastructural investment, as well as public 
health services, education, agricultural extension 
services, and other social and economic services, 
they correspondingly expand opportunities for 
private infrastructure firms, private corporate 
health care, private schools and universities, 
corporate penetration of agriculture, and so 
on and so forth.  Public-private partnerships 
in pursuit of this aim have resulted in massive 
fiascos and scandals at a staggering lost to the 
public. 

Thirdly, under the banner of reducing the fiscal 
deficit, governments sell shares in profitable 
public sector firms or sell off the firms outright. 
Since governments are selling these assets under 
the pressure of time and budgetary targets, 
they sell them at distress prices. These create 
bonanzas for cash-rich foreign investors.

Finally, slashing government spending depresses 
domestic demand, which in turn depresses the 
prices of assets and labour power in the country. 
It may also lead to domestic firms making losses 
and defaulting on their loans. In this scenario, 
foreign investors can buy up various assets, 
including debt-stressed Indian private firms, at 
distress prices. It may be noted that in times of 
worldwide crisis, governments of the developed
world expand their spending dramatically even 
as governments of underdeveloped countries 
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INCENTIVISING GREEN INNOVATION & FDIS

and natural forests will cost the global economy 
$2.7 trillion annually by 2030. 

By putting ecology back into the economy, 
the world can build a regenerative economy, 
sustainably unlocking the full power of our rich 
natural capital. The bold climate action towards 
the net zero future is a $26 trillion opportunity 
for a sustainable, equitable future for people 
& biodiversity by 2030. Out of these, 15 key 
transitions toward a nature-positive future, across 
land & ocean use, infrastructure and energy will 
deliver $10.1 trillion in business opportunities 
and create 395 million jobs by 2030. 

lobally, businesses and governments 
are realising the need to transition to 

an economic paradigm, recognising the 
interdependence between ecology and economy. 
The 2021 Dasgupta Report on the economics of 
biodiversity reiterated that nature is a blind spot 
in economics when its value must be at the heart 
of economics. Climate change is, however, only 
half the problem. The destruction of ecosystems, 
and biodiversity loss, destroy natural barriers 
to climate threats, thus, reducing our overall 
resilience and putting global food security at 
risk. A recent report by the World Bank estimates 
that the failure to protect pollinators, fisheries 

BY RANJIT BARTHAKUR

G

" India’s steps to a green economic transition have, so far, been primarily energy-focused. 
Changing the Investment Paradigm and India’s forests and ecosystems have been seen as 
an impediment to development. India’s rich biodiversity is a natural buffer against these 

threats. India’s 2021 stimulus package is climate-friendly, with two-thirds allocated to green 
recovery and a transfer from fossil to non-fossil sources. In the northeast, with nearly a 

quarter of the nation’s carbon stock and the highest deforestation rates, these efforts are 
vital to protect the forest landscape from turning into net emitters. Investments in payment 
for ecosystem’s services through carbon markets will create new income opportunities for 

forest-fringe communities. 2022. "

( Social entrepreneur, Trustee and President of Balipara Foundation )
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an impediment to development. Emerging new 
global interest post COP 26, with numerous 
pledges to invest in forests and nature-based 
solutions as a means of combatting climate 
change means rethinking our approach 
and revisualizing forests as an investment 
opportunity. Carbon market prices are at an all-
time high, but India still lacks a formalized policy 
for capitalizing on the growing market interest 
in REDD projects. The market for nature-based 
solutions is underdeveloped, with little interest 
from Indian investors – despite global interest 
in investing in Indian terrestrial and marine 
ecosystems. 
 
With a growing global appetite for sustainable 
investment in energy and sustainable land and 
ocean use, India is rife with opportunities that 
must be leveraged effectively. Investments in 
payment for ecosystem’s services through carbon 
markets will create new income opportunities 
for forest-fringe communities. Building this 
market will require comprehensive protocols 
for nesting targets, linking private investments 
with national targets and minimising double-
counting of credits. 

Previous REDD policies were criticised for their 
limited attention to safeguarding protocols and 
internationally, REDD programmes have faced 
challenges when managing conservation needs 
against forest-fringe community needs. A policy 
which focuses on directing benefits and flows 
to communities will not only manage these 
problems but also revitalize rural economies 
with robust long-term income streams they can 
invest in their communities. 

Encouragement also needs to be given to 
businesses building environment positive and 
adaptive models that actively create future 
resilience. This can be achieved through a 
regulatory framework for an environment impact 
assessment that positively grades businesses 
creating positive impacts on the environment – 
paving the way for smoother clearances and tax 
benefits.  Sustainable funds have outperformed 
their regular counterparts, with the Nifty ESG 
Index delivering a five-year return of 10.80% 
compared to 8.99% on the Nifty 50. Greater 

India’s Opportunity

India’s steps to a green economic transition 
have, so far, been primarily energy-focused.  
India’s 2021 stimulus package is climate-
friendly, with two-thirds allocated to green 
recovery and a transfer from fossil to non-fossil 
sources. Incentives for setting up designated 
manufacturing hubs for renewable energy in 
India, providing support for renewable energy, 
and extending the timelines for renewable 
energy projects, affected by the lockdown are 
welcome. India is among the 90 countries to 
sign up for the UN’s SEEA to value nature in 
policymaking. 

An ambitious plan to invest in the country’s 
ecosystems, however, could go a long way to 
dealing with its rural employment and economic 
crisis. A rural recovery plan, for instance, to rewild 
the North-east’s forests and agricultural lands – 
4.1 million hectares – would generate earnings 
up to INR 450,544 crores annually over a 30-
year period through agroforestry produce and 
sustainable bamboo. Investing these earnings 
back in the community could deliver universal 
basic assets to over 6 million households, with 
spending on healthcare and education matching 
international OECD standards.

Around 172.06 million tons of carbon can be 
sequestered annually by minimizing natural 
habitat loss and restoring degraded forests, 
mangroves and peatlands in India. In the 
northeast, with nearly a quarter of the nation’s 
carbon stock and the highest deforestation 
rates, these efforts are vital to protect the forest 
landscape from turning into net emitters. Over 
250 million Indians, either fully or partially, 
depend on forests for their livelihoods. A full-
scale restoration plan for forests across the 
country could easily create enough jobs to 
minimise the pressure to move to urban centres 
in search of jobs.

Changing the Investment 
Paradigm

India’s forests and ecosystems have been seen as 
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Benchmark carbon plus standards need to be 
set for certifying sustainable forestry and forest 
restoration programmes, looking  beyond carbon 
standards to also create biodiversity and human 
wellbeing outcomes. Greater support needs to 
be developed for the processing and marketing 
of sustainably sourced produce, particularly 
high-value local produce such as the Lakadong 
turmeric. 

The next ten years are imperative to place 
ecology at the front and centre of the national 
and regional landscape to meet the country’s 
growing climate threats to its water and food 
systems, and to its rural communities. India’s 
rich biodiversity is a natural buffer against these 
threats. Investing in a transition to ecology in 
economy is no longer optional: it is a necessity

investor outreach and awareness is needed in 
India, to calculate the risks versus opportunities 
of sustainable land use against business-as-
usual scenarios, particularly in fragile and at-risk 
regions like the Eastern Himalayas. 

Government schemes and subsidies must be 
initiated to encourage MSMEs involved in forest 
restoration or in the restoration of degraded 
land or building sustainable supply chains in 
the agricultural and fashion industries. Land 
accelerator programmes to deliver small 
grantsfinance and technical training and support 
must be introduced and scaled up to invest in 
sub-regional priorities and needs, particularly 
in the arena of sustainable forestry and forest 
restoration. 
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   A LOOK AT THE FIELD OF E-FINANCE 

internet, web and telecommunication and the 
emergence of e-commerce have dramatically 
changed the way e-finance is envisaged. 

E-finance has tremendous potential to improve 
the quality and scope of financial services. It can 
expand the opportunities for trading and at the 
same time widen the access to financial services 
for a number of retail and commercial clients 
through more cost-effective delivery of services. 

In some developing markets, online stock trading 
is at par with the developed countries. Another 
perspective to this can be that lack of regulatory 
barriers in some countries has also made the 
services entry across the spectrum of financial 
services attractive while in other countries, the 
penetration has been limited. 

 n its simplest terms, e-finance could be defined 
as the provisions for the implementation 

or allocation of financial services and markets 
using electronic communication. Since its 
inception, e-finance has seen tremendous 
growth over the years, providing mutual benefits 
for both consumers and businesses. Access to 
online banking, investments, mortgage lending, 
insurance and stock trading are some of the 
examples of the services that have seen a massive 
shift to e-finance. 

The objective of e-finance is to fundamentally 
change the interaction mechanism between 
businesses and consumers by redefining the core 
activities of banking and non-banking institutions 
and markets. E-finance is not a new concept 
although it has significantly developed over the 
years. In early 2000, e-finance had a significant 
impact on all aspects of financial services. The 

BY AYUSH TRIPATHI
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"  Every bank now offers online banking services and more than 150 million users in India 
avail of this service. Similarly, trading systems have consolidated and started going global. In 
early 2000, e-finance had a significant impact on all aspects of financial services. E-finance 
has made significant inroads within the securities market as well where online trading has 

quickly taken large market shares. "

(Program Manager, Dialogue (Lawyer))
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systems in operation and transaction processing 
is still largely running on paper, e-finance’s 
objective is to replace the bulk of transaction 
processing with web-enabled processes. 

One of the major drivers for e-finance is its ability 
to develop financial control in the system. This 
helps in reducing waste and risk while improving 
operational efficiency. While giving some short-
term order and efficiency, it has the potential to 
allow finance to shift from a traditional control-
oriented role to a more strategic role that can 
help in conceiving and developing systems 
and processes at par with emerging business 
models. Some of the key factors that have helped 
the evolution of e-finance are technology, 
globalisation, regulations, entrepreneurship, 
capital and competition. These five factors have 
contributed tremendously to the growth of this 
sector. 

Impact of e-finance on Electronic 
Billing and Payment Services
 
One of the biggest reverberations of e-finance 
can be seen in the banking systems and how 
we perform transactions. E-finance has made 
financial tasks such as checking balances, 
paying bills, and transferring funds cost-effective 
and hassle-free. Every bank now offers online 
banking services and more than 150 million 
users in India avail of this service. 

Further, the emergence of business models of 
Prepaid Payment Instruments has paved the 
way to dramatically change the way we handle 
our money. E-finance has also given rise to 
several payment intermediaries that facilitate 
transactions. While the concept of e-finance 
remains the same, there are new systems or 
business models under the larger umbrella of 
fintech that have been developed over the years. 

Challenges

One of the major challenges in the e-finance 
sector is the security and data privacy aspects. 
Entry of non-regulated intermediaries is one of 
the challenges faced by financial regulators. 

Services offered under e-finance

There are different business models operating 
in the sector of e-finance. For example, under 
Business to Business (B2B), products such as 
corporate finance, investing, IPOs, foreign 
exchange, derivatives etc. are quite popular. 
Similarly under the Business to Consumer 
(B2C) model, services such as online trading, 
online banking, e- bill payment, e-Credit and 
e-Insurance are the kind of services offered to 
consumers. 

Under the Consumer to Consumer model 
(C2C), services such as money transfers and 
online transaction payments are available 
for customers. All these services come under 
the larger ambit of e-finance and have been 
developed over the years. E-finance has made 
significant inroads within the securities market 
as well where online trading has quickly taken 
large market shares. 

The rapid acceptance of e-finance in securities 
markets also reflects the technology-driven 
nature of these markets. The rapid spread 
suggests that the technology of e-brokerage 
is easy to introduce and market to users, and 
the consumers have it easy to use rather than 
through traditional ways. In India, during the 
last five years, the emergence of multiple stock 
trading apps is evidence of the massive boost 
in the e-finance sector and several startups 
have developed their business model based on 
e-finance or now so-called FinTech. 

Impact of e-finance on businesses

E-finance service has enabled businesses 
to reduce the cost of transactions, speedy 
document processing and access to information. 
Specifically for businesses, it has improved 
efficiency and reduced the cost of operation and 
intricate functions such as expense reporting, 
contract labour management, and time-and-
billing procedures. Further, it has also helped the 
companies to tailor their product uniquely and 
according to the needs of the consumers they 
serve. While the traditional finance department 
of an enterprise might still have some legacy 
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at a fast pace and has helped businesses and 
consumers alike. Globally, e-finance has helped 
in reducing cost and risk when it comes to cross-
border expansion. 

Similarly, trading systems have consolidated and 
started going global.  It is moving towards online 
platforms and is not tied down to any location. 
E-trading and communication networks have 
lowered the costs of trading and allowed 
better price determination. Now e-finance has 
transformed itself into financial technology,  
however, the concept remains the same as 
envisaged several decades ago that of provision 
of services through electronic communication.

Security of transactions and data privacy are 
matters of concern for regulators worldwide. The 
online nature of the services leaves the firms and 
companies susceptible to a data breach. There 
are several instances of data theft that have 
come to the fore in India and have been a matter 
of concern for the RBI. The regulators have taken 
active steps toward ensuring the security of those 
datasets, however, there have been certain gaps 
that need to be fixed in order to make the system 
robust. 

The exponential growth of e-finance has been a 
case study to follow. While it started in the early 
1990s at a very basic level, it has grown 
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AUTOCRACY OR AUTONOMY: 
WHO WON THE RACE OF 
ECONOMIC PROSPERITY? 

their populations. But is it because they are  
monarchies, or because they have adopted 
other characteristics that lead to higher 
economic  performance? Before that, what is a 
constitutional monarchy? 

A constitutional monarchy is a type of 
government in which a monarch—typically 
a king or  queen—serves as the head of state 
within the framework of a written or unwritten  
constitution. Political power is shared 
between the monarch and a constitutionally 
organised  government, such as a parliament, 
in a constitutional monarchy. Constitutional 
monarchies  are diametrically opposed to 
absolute monarchies, in which the monarch 

raveling aboard private jets and enjoying 
all the luxuries is what people envision 

when they  come across the word ‘Monarchy’. 
Thanks to the ‘Narrative Psychology’ of humans,  
monarchies are frequently assumed to be inferior 
to other forms of government, particularly  
republics, when it comes to economic matters. 
Most people believe that monarchies are  more 
likely to confiscate property, wage war, embark 
on megalomaniacal projects, increase  the 
national debt, and mismanage the economy.

But the historical record, particularly over  the 
last 100 years, is opposed to conventional 
wisdom. Many constitutional monarchies have  
provided extremely high living standards for 

BY KHUSHI YADAV
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“A constitutional monarch can lead to a better political process than an elected president  
figurehead is by providing an additional check and balance on the overall political system. 

The inherent adaptability of constitutional monarchy facilitated a surprising shift  in its 
purpose, shifting from protecting people’s rights against royal arbitrariness to  establishing 
an institutional figurehead as head of state to help constrain the unhinged and  self-dealing 

impulses of elected politicians.”

( Student at Shri Ram College of Commerce)
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The lower level of corruption in constitutional 
monarchies is also a potential reason. Polls  show 
that politicians are viewed as untrustworthy now 
more than ever. They typically make  promises 
before an election and then break them 
afterwards. In comparison to both  appointed 
and directly elected presidents, governments 
with constitutional monarchies are  more likely 
to consult their people through early elections. 
Monarchies have higher levels of  social trust, 
which is associated with lower levels of crime 
and corruption. 

High-performing  democratic political cultures, 
such as monarchies, are distinguished by 
‘legal continuity,  compromise, self-limitation, 
suspicion of radicalism, and regular, moderate 
adjustments and  policy corrections.’ According 
to Transparency International’s Corruption 
Perceptions Index,  seven of the top ten countries 
for transparency and lack of corruption have 
a King or Queen  as their Head of State. 
Denmark, New Zealand, Sweden, Norway, 
the Netherlands,  Luxembourg and Canada are 
among them. 

Heirs to the throne are raised to understand their  
position and to learn the intricacies of their 
future profession. As a result, they have more  
experience than the politicians who govern the 
country. Because the position is permanent,  
they can’t be bought, they can’t gain more power 
without a slew of rule changes in  Parliament, 
and they don’t need the money. Except for a few 
rogue leaders in the past, they  want to do their 
best for their people because no one wants to be 
remembered negatively.  Despite the military’s 
desire to fight on, Japanese Emperor Hirohito 
advocated for surrender  after WWII, saving 
thousands of lives. 

People frequently argue that the benefits of 
a constitutional monarchy can be obtained  
through the republics’ parliamentary system, 
which combines an elected head of state who  
acts as arbiter and figurehead with a prime 
minister appointed by a parliament based on  
popular vote. Germany, for example, has the 
Federal President as the head of state and the  
Chancellor as the head of the executive branch. 

wields complete  power over the government 
and the people. Along with the United Kingdom, 
Canada, Sweden  and Japan are examples of 
modern constitutional monarchies. 
It is no surprise that monarchies that have 
survived to the present day have done well  
economically. More than half (23) of the world’s 
43 monarchies are among the top 50  wealthiest 
countries. In comparison, only 27 of the 157 
republics are among the 50 richest,  accounting 
for only 18% of the total. Surprisingly, the vast 
majority of the world’s 50 countries  with the 
lowest per capita income are not monarchies 
or former monarchies. Former Bank of  England 
rate-setter Tim Besley once wrote a paper 
claiming that countries that switched from  a 
non-hereditary leader to a hereditary leader (i.e., 
a monarchy) increased the country’s  annual 
average economic growth by 1.03 per cent per 
year. 

Monarchies also do not  experience the ‘valley 
of tears,’ which is a period of stagnation 
following institutional reforms.  Five of the top 
ten countries in the World Bank’s “Ease of Doing 
Business” index are  monarchies: New Zealand, 
Denmark, Norway, the United Kingdom and 
Australia. Monarchies  have long been accused 
of concentrating wealth at the top. So, how 
do they fare in terms of  income disparity? The 
answer is, indeed, very well. Only seven of the 
113 countries with data  on income distribution 
are among the half with lower inequality, and 
only four are among the  half with higher 
inequality. In a nutshell, monarchies that have 
survived to the present day  have high per capita 
income and low levels of income inequality. 

One of the reasons for monarchies’ economic 
performance in the modern world is that  
constitutional monarchies represent a 
compromise between tradition and modernity. 
It  represents a check on politicians’ boundless 
ambition. And it functions as a mechanism for  
preserving what deserves to be preserved while 
incorporating what the circumstances  demand. 
While it is not the only form of government that 
can serve all of these functions, the  constitutional 
monarchy is a lovely solution to a wide range of 
governance issues.
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be violated or confiscated by the government, 
they are more willing to  invest in the economy, 
create more jobs, and generate other economic 
stimuli.  

In three specific cases, property rights are under 
attack. When there is a social or political  conflict 
in the country, for example. It always undermines 
property rights and has negative  economic 
consequences. The second is when politicians 
continue to hold power. They  become abusive 
as they become accustomed to being the ones 
who run the government, and  they tend to 
favour their friends — this is why term limits 
exist. The third factor is the  government’s level 
of checks and balances.

For example, a country’s Congress or judiciary  
could prevent the executive branch from 
acting arbitrarily or expropriating the assets 
of a  company or individual. Conflict and the 
number of years that politicians hold power 
must be  reduced for countries to thrive. A study 
comparing monarchies and republics between 
1900  and 2010 revealed that monarchies, on 
average, are more effective than parliamentary  
republics at minimising the abusive behaviour 
of executive branch leaders who perpetuate  
themselves in power. The monarchy’s institution 
includes the concept of dynastic succession  as 
a key component, one that has the potential to 
temper politicians’ ambitions. This is  something 
that a parliamentary republic with an elected 
head of state cannot offer. 

Democratic-constitutional monarchies are in a 
better position to address the abuses caused  by 
excessive executive tenure than non-democratic 
and absolute monarchies. The argument  here is 
that the monarchy in many countries historically 
became subservient to “clientelism,”  which 
constitutional arrangements sought to eliminate. 
In today’s world, the trend of  “sultanism” in the 
Middle East and North Africa underpins a system 
in which the king is unable  to effectively rein in 
the abuses of an entrenched executive branch. 
In that part of the world,  limited freedoms and 
the absence of democratic practices translate 

There are currently 46 parliamentary  republics 
in the world, compared to 100 presidential 
republics such as France or the United  States. 
Defenders of constitutional monarchy point out 
that the sovereign’s ability to act as  an impartial 
arbiter is far greater than that of the elected head 
of state in a parliamentary  system. 

Having a Monarch brings the people together. 
A figurehead is a person who  represents the 
people. Politicians only represent their party, not 
the entire country. As a  result, a Monarch can 
guide them through the most difficult times – 
consider George VI and  Queen Elizabeth during 
WWII. Their presence helped Londoners cope 
with the Blitz, and after  Buckingham Palace was 
bombed, they understood how the locals felt. 

Stability is synonymous  with constitutional 
monarchy. Governments come and go, and can 
even be overthrown, but  monarchy endures. The 
continuity that a Sovereign brings to their country 
ensures stability  through a single figure, who 
often has the power to intervene in a situation 
that requires it,  assisting in the running of the 
state as part of a system of checks and balances. 
Elected  presidents, they argue, are more easily 
entangled in political manoeuvring because they 
were  elected to that position, either directly or 
indirectly, whereas hereditary sovereigns lack 
the  legitimacy and constitutional mandate to do 
so. 

Another reason why the constitutional monarch 
may be better positioned than the elected  
president-figurehead is politicians’ proclivity to 
stay in power. Longevity in the executive  branch 
invariably leads to abuse of power. The longer 
the head of the executive branch,  whether a 
prime minister, president, absolute monarch or 
dictator, is in power, the more 

property rights are under attack. But why 
are property rights so important? The form of  
government has an immediate and direct impact 
on property rights protection. When  businesses 
and individuals are confident that their property 
rights, including intellectual  property, will not 
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of  conservative, liberal, and socialist ideas. Its 
inherent adaptability facilitated a surprising shift  
in its purpose, shifting from protecting people’s 
rights against royal arbitrariness to  establishing 
an institutional figurehead as head of state to 
help constrain the unhinged and  self-dealing 
impulses of elected politicians. 

Thus, it is reasonable to conclude that in the 
modern world, after centuries of defining the  
role of the sovereign in constitutional terms, and 
particularly in the case of European  democratic-
constitutional monarchies, people do better 
economically under monarchies  than under 
republics, whether democratic or not. 

into a lack of  transparency and accountability, 
which monarchies typically fail to address. 
Another way that  a constitutional monarch 
can lead to a better political process than an 
elected president  figurehead is by providing 
an additional check and balance on the overall 
political system. This  is commonly referred to as 
the countervailing power that the monarch can 
exercise, either  under a constitutional system 
or in the absolutist case, in situations where 
the branches of  government do not function 
properly. 

The constitutional monarchy is the best version 
of an ancient institution adapted to a time  
defined by nationalism, state-building, and a 
political dynamic fuelled by the interaction 
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IS CRYTO A RISK TO FINANCIAL STABILITY?

They must be careful not to overreact, especially 
when confronted with something unfamiliar,  
at the same time. We shouldn’t label novel 
strategies as “hazardous” just because they 
depart from the norm. Long-standing obstacles 
to the entrance can be overcome by innovation,  
technology, and new participants. They have 
always played a crucial role in advancing change 
and raising financial services’ resilience. 

Risks to financial stability are currently modest 
but could increase significantly if, as anticipated, 
this field keeps growing and developing at a 
rapid rate. The kind and timing of the response 
by regulatory and supervisory agencies will 
have a significant impact on how much those 
risks could increase.

The application of cryptographic innovation 
to the recording and transfer of ownership of 

ryptoassets have increased from just about 
$800 billion to $2.3 trillion now, a growth 

of around 200 per cent since 2021. From barely 
$16 billion, five years ago, they have increased.  
It goes without saying that the $2.3 trillion must 
be viewed from the perspective of the $250  
trillion global banking system. However, as 
the financial crisis has shown, problems with 
financial stability can occur even when a small 
percentage of the financial sector—in 2008, 
sub-prime was worth about $1.2 trillion—is 
responsible. 

Authorities responsible for financial stability 
must pay attention when anything in the 
financial system is expanding rapidly and in a 
mostly unregulated area. They must carefully 
consider what might occur and whether they or 
other regulatory authorities need to take action. 

BY AMAN CHANDRASHEKHAR

C

“The ecosystem for crypto-assets is currently experiencing stellar growth, volatility, and 
financial innovation. This, combined with the increasing involvement of institutional 

investors, highlights the need for a better understanding of the risks that crypto-assets may 
pose to financial stability if trends continue in this direction.”

( Student at Shri Ram College of Commerce)
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and more regard them as an alternative or 
addition to traditional investment. About half 
of current owners think they will increase their 
investments. 
While retail investing still leads this sector, 
there is evidence that institutional investor 
interest in cryptocurrencies is growing, and 
these investors are now debating whether to 
include cryptocurrencies in their portfolios. 
The emergence of more sophisticated financial 
strategies, such as derivatives and crypto futures, 
is underway. 

Investors lost more than $5 trillion during the 
dot-com disaster of the early 2000s as a result 
of a dramatic decline in stock prices, with the 
technology-focused NASDAQ losing more 
than 75% of its value. The index had a market 
capitalization of almost $3.6 trillion in the 
months prior to the crisis, following five years of 
frothy growth with an average annual growth rate 
of 42 per cent. Although there were significant 
losses for investors, in this case,  there was no 
breakdown of financial stability. 

In contrast, the global financial crisis was 
brought on by the 2008 collapse of the $1.2 
trillion subprime mortgage-backed securities 
market. In one instance, the ripple effects of 
a price collapse in a very small market were 
amplified and reverberated through a weak 
financial system, producing significant and 
long-lasting economic damage. 

Stablecoins make up a relatively modest fraction 
of crypto assets, accounting for $130 billion,  or 
slightly over 5% of the total, however, their value 
has more than doubled since 2020, when they 
made only around 2% of the total. Although 
there are some indications that wholesale 
financial market participants and major 
corporations are just starting to use them, their 
use in crypto payment systems has so far only 
been for payments within crypto marketplaces. 

However, a number of ideas, including those 
from major digital platforms, are in the works to 
improve upon current programs or create brand-
new ones to be used widely by the general 
public as payment systems. 

assets, frequently on open, public networks, 
constitutes the fundamental technology of 
cryptocurrency. The foundation of the role 
played by the financial system in holding value 
and conducting transactions is the recording 
and transfer of ownership of assets. Although it 
is not necessary, cryptography permits recording 
and transfer to happen without the need for 
the banks or custodians who have traditionally 
performed this duty. 

The term “crypto” refers to a wide range of 
advances in financial products, markets, and 
services. The underlying technology is not 
important from a regulatory or financial stability 
point of view; rather, what counts is how and 
why it is employed. In other words, rather than 
regulating technologies, we ought to govern the 
tasks they carry out. And in doing so, we must 
make sure that risks are treated consistently, 
regardless of the technology employed. 

The $2.3 trillion in crypto assets is almost entirely 
made up of unbacked assets. They can be owned 
and exchanged without the need for middlemen 
because they are essentially non-replicable 
strings of computer code. Of course, Bitcoin 
is the most well-known example, but there are 
currently up to 8,000 unbacked crypto assets in 
use. These are worthless, meaning there are no 
underlying assets or commodities. Instead, the 
value of a crypto asset is purely based on the 
price a buyer is willing to pay at any particular 
time. 

Their value is hence quite unstable. For instance, 
the price fluctuations of Bitcoin have been 
twelve times more extreme than those of the 
S&P 500. Due to this, speculative investment 
is the primary application of unbacked crypto 
assets. Some, like bitcoin, also claim to be an 
inflation hedge because of their limited issuance. 
Unbacked crypto assets were first proposed as a 
payment method as well, but because of their 
value volatility, they are typically inappropriate 
for payments, save for illegal ones. 

However, attitudes toward unbacked crypto-
assets seem to be changing; in the UK, fewer 
holders now say they view them as a gamble 
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models, including those used in banking. 
The banking system has always changed to 
keep up with technological advancement and 
competition from new companies, and it will 
need to do so going forward. (In fact, banks have 
gained recently from technology advancements 
that  have moved transactions away from cash 
and toward electronic transfer of bank deposits.)  
Authorities on financial stability do, however, 
have a justified interest in making sure that any 
transition is easy and doesn’t cause instability. 

Despite the new ways that crypto finance 
operates, with the right norms and regulations, 
risks might and should be managed in the 
crypto world in a manner similar to how they 
are managed in the world of traditional finance. 

In fact, incorporating the crypto sphere effectively 
under the regulatory framework would help 
guarantee that the application of this technology 
to finance can grow in a sustainable fashion, 
which could have very huge potential benefits. 
Also, as the chairman of the SEC has observed, 
“financial innovations throughout history do not 
flourish outside public policy frameworks”.

It takes time and attention to develop the rules 
and regulations that have an impact on such 
public policy frameworks. But one cannot 
help but notice that stablecoins have increased 
sixteen times, albeit still to a relatively tiny 
amount, in the two years it has taken to prepare 
the draught CPMI-IOSCO advice. 

Throughout history, advancements in finance 
have been fueled by innovation and technology. 
The potential of cryptocurrency technology 
is enormous. As Emerson said: “if you build a  
better mousetrap the world will beat a path to 
your door”. 

But it must actually be a better mousetrap, not 
just one that adheres to laxer criteria or none at 
all.

Large retail payment systems that can process 
millions of transactions per minute are an 
important component of the financial system’s 
basic infrastructure. Given the shift away 
from real cash in many industrialised nations, 
households and companies depend on them 
more and more. Financial stability can be put at 
risk, and significant economic harm can result 
if they are unable to operate continuously and 
effectively or if people lose faith in them. 
Not only in the last few decades but throughout 
history, technological advancements and 
innovation have been welcome and significant 
forces behind improvements in the speed,  
efficiency, and functionality of how we conduct 
business. 

The stablecoins currently in use are often 
backed by a combination of cash, short-term 
securities, and commercial. The employment 
of this backing model in systematic payments 
is inappropriate. The assets would not be able 
to fund all redemptions if investors abandoned 
these stablecoins. First off, there is a liquidity 
mismatch between the backing assets and the 
redemption profile required to function as 
a payment instrument. Secondly, stablecoin 
operators can have trouble selling the backing 
assets, especially under stressful situations.  
These supporting arrangements resemble those 
employed by money market funds, where the 
aforementioned difficulties have previously 
manifested. 

A stablecoin arrangement must be governed 
by one or more distinct legal entities that are 
responsible for the arrangement’s operation and 
risk management, according to a further crucial 
component of the CPMI-IOSCO guidance on 
governance. In order for the arrangement to 
meet this governance standard overall, it must 
be made sure that any larger interdependent 
functions within it are governed appropriately. 
On the internet, a decentralised crypto algorithm 
would obviously fall short of this need. 

Authorities in charge of financial stability are 
not obligated to protect any specific business 

    EDITORIALS : AN IMPASSIONED  RHETORIC



PAGE 49

Citations

 1) Bambrough, Billy. “Here’s What Caused Bitcoin’s ‘Extreme’ Price Plunge.” Forbes, Forbes 
Magazine, 19 Mar. 2020, https://www.forbes.com/sites/billybambrough/2020/03/19/ma-
jor-bitcoin-exchange-bitmex-has-a-serious-problem/?sh=7dad8c94f7d5
 2) “Research Note: Cryptoasset Consumer Research 2021.” FCA, 17 June 2021, https://
www.fca.org.uk/publications/research/research-note-cryptoasset-consumer-research-2021 
 3) “Prudential Treatment of Cryptoasset Exposures - Second Consultation.” The Bank for 
International Settlements, 30 June 2022, https://www.bis.org/bcbs/publ/d533.htm
 4) Previous episodes include the experience of the Community Bankers U.S.  Government 
Money Market Fund in 1994 as well as the experience of MMFs during  the crises of 2008 
and 2020. 
 5)  This is set out in greater detail in Bank of England ‘Assessing the Resilience of  Market 
Based Finance’ (2021) and FSB ‘Policy Proposals to Enhance Money Market  Fund Resil-
ience’ (2021)

    EDITORIALS : AN IMPASSIONED  RHETORIC







PAGE 52

GOVT POLICIES & MARKETS - A CROSSOVER

As Anke Hassel quotes in his book, “Public policy is a set of decisions by gov-
ernments and other political actors to influence, change, or frame a problem or 
issue that has been recognized as in the political realm by policymakers and/or 
the wider public.” 

The government’s activities affect the entire country, having a significant influ-
ence on the business environment. The government market, consisting of the 
public sector, is controlled by the appropriate government at that level, be it the 
national, state, local or provisional government.

However, the subsequent after-effects of any government policy tend to intervene 
in the marketplace. A change in the environment calls for a quick response from 
the governing authorities. On the same lines, a new initiative by the government 
can make the economy highly reactive. This can be understood simply when we 
look at the situations put forth during the coronavirus pandemic. There wasn’t 
a single aspect of the economy unaffected, and conclusively every move by the 
government affected the economy.

The reforms which the government came up with, to protect its citizens from the 
uncontrollable pandemic, employing trial and error reforms, ultimately helped 
the economy to where it is today.

We cannot ignore the policies the government introduces, whether we choose 
to agree on its efficiency or not. It’s that part of our life that’s bound to override 
whatever we choose to do. Hence, we need to start looking at the possible ways 
to understand what the government’s trying to do, and use it to our advantage, or 
at least hope it doesn’t deteriorate us in its job. We must take time to understand 
and get working on it. 

This section will take you through the topics to give you an insight into how the 
government has come through so far throughout the globe and the way it per-
forms these schemes.

LITERATURE REVIEW :
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CORE COMPONENTS OF GLOBAL 
FINANCIAL SYSTEMS

lower insider fraud. That is not all though.
Investment in higher-return initiatives is 
encouraged when equity, bond, and derivative 
markets make it possible to diversify risk that 
may otherwise be avoided. Additionally, when 
financial institutions reduce transaction costs, 
commerce and specialization are facilitated 
which are the fundamental prerequisites for 
technological progress.

Moreover, the financial institutions must exercise 
good corporate governance over the businesses 
they finance, else managers will find it simpler 
to pursue initiatives that benefit them personally 
rather than the businesses and the economy. 

The amount and variety of evidence supporting 
the financial system’s influence over economic 
development are substantial. Nevertheless, 
evaluating financial systems has certain 

       nderstanding of the financial systems 
begins with the financial entities that create 

them. Financial institutions like banks, insurance 
companies, and financial markets, such as stock 
exchanges, bond markets, and derivative markets, 
form a part of financial systems significantly 
impacting economic growth, poverty reduction, 
and economic stability. For instance, screening 
of borrowers by banks to determine which 
businesses have the best potential is a crucial 
step that aids in resource allocation, increases 
economic opportunities, and promotes growth. 
Another critical stage in promoting economic 
development is when banks and securities 
markets mobilize household money to invest in 
potential enterprises.

Financial organizations that closely watch 
their investments and evaluate managerial 
performance increase business productivity and 

BY VASU SARRAF

U

GOVT POLICIES & MARKETS - A CROSSOVER

" Understanding of the financial systems begins with the financial entities that create 
them. Financial institutions like banks, insurance companies, and financial markets, such 

as stock exchanges, bond markets, and derivative markets, form a part of financial systems 
significantly impacting economic growth, poverty reduction, and economic stability."

( Student at Shri Ram College of Commerce)
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as part of the Copenhagen Consensus Project, 
did lists of the “ten great global challenges” 
compiled by the top economists in the world 
contain financial problems. 

Finance contributes to economic progress and 
the eradication of poverty when it is functioning 
properly and acting quietly in the background. 
However, when things go wrong, the financial 
system’s inefficiency can hinder growth, 
increase the number of people living in poverty, 
and undermine entire countries.

Financial crises affect everyone, not just those 
who access financial systems or work in the 
banking industry. The ability of governments 
to support important social goals, such as the 
funding of infrastructure, education, and health 
programmes, may be undermined when they 
undertake expensive bailouts of failing financial 
companies. As a result, failing financial systems 
can also serve as the catalyst for protracted 
economic crises, as starkly demonstrated by 
recent events.

The key objectives for improving the 
functionality are raising awareness, fostering 
debate, and developing a better understanding 
of measures to improve the functionality of 
financial systems. This part presents a review of 
the literature on the connections between the 
development of the financial sector, economic 
growth, and poverty reduction in order to clarify 
the meaning of financial development and frame 
the discussion.

Financial Development

Financial development can be defined as an 
improvement in the quality of five key financial 
functions :(a) producing and processing 
information about potential investments and (b) 
monitoring people and businesses and exercising 
corporate governance after (c) facilitating the 
trading, diversification, and management of 
risk; (d) mobilising and pooling savings; and (e) 
facilitation of the exchange of goods, services, 
and money. 

drawbacks. There are no effective cross-country 
or cross-time metrics of how they (a) improve 
company information and, consequently, the 
effectiveness of resource allocation; b) exercise 
good corporate governance over the businesses 
they direct those resources toward; c) manage, 
pool, and diversify risk; d) mobilize savers’ 
assets so that they can be used to fund the most 
promising

economic ventures, and e) ease commerce. 
Instead, as a substitute for financial development, 
researchers have mostly concentrated on the 
growth of the banking sector. However, quality, 
efficiency, or stability cannot be gauged by size. 
Additionally, the banking industry is just one 
component of the financial systems.

This article measures the following four aspects 
of financial institutions and markets in order to 
compare them to other financial systems: 
(a) size (financial depth), 
(b) access (the extent to which people can and 
do use these institutions and markets), 
(c) efficiency (the effectiveness of these 
institutions and markets in providing financial 
services), and 
(d) stability of these institutions and markets 
(stability). 
A 4x2 matrix of financial system characteristics 
is produced as a result of measuring these traits 
independently for financial institutions and 
financial markets (including equities and bond 
markets). 

The Importance of Financial 
Systems to Development

In order to develop, finance is essential. For 
experts in financial development, this can seem 
clear. For bank depositors who recently had 
their whole life savings destroyed by a financial 
catastrophe, it might also seem clear. However, 
financial crises eventually fade from memory.

And the justification for finance could seem 
less clear when compared to other vital 
considerations like health, the environment, and 
so forth. Indeed, neither in 2004 nor in 2008, 
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resources. Alongside, by combining the savings 
of the society, financial systems allow to exploit 
the scarce resources to get the best output.

The  4x2 measurement  
framework

Four aspects of the financial systems are depth, 
access, efficiency, and stability. Here, the 
emphasis is on describing financial systems 
using empirical data. 

First aspect: Financial depth
Measuring the size of financial institutions or 
markets in relation to the size of the economy is
the most popular method for describing financial 
systems. “Financial depth” is a widely used 
yet analytically flawed indicator of how well 
financial systems operate. Financial depth can 
be measured through various measures, some of 
them are as follows:

In the empirical research on financial 

Financial development and economic growth
The financial system has an impact growth 
mostly through influencing how society 
allocates its savings, rather than by influencing 
the total rate of savings. The moment financial 
systems are effective in locating and investing in 
the companies with the most potential, not only 
those businesses with the strongest political ties, 
which enhance capital allocation and promote 
economic development. These financial 
structures encourage the introduction of fresh, 
upcoming businesses and force the departure of 
less effective businesses.

Additionally, these financial systems increase 
economic potential so that credit may be 
distributed, and hence, the opportunity is more
losely associated with potential than established 
riches the project’s contribution to society. 
Furthermore, well-functioning financial markets 
and institutions decrease waste and fraud by 
strengthening the governance of businesses, and 
increasing the effective management of limited 

GOVT POLICIES & MARKETS - A CROSSOVER



PAGE 56

of such services. To put it another way, having a 
bank account is convenient, but it’s also critical 
to have a competitive interest rate, dependable 
payment options, etc.

A financial system that works properly, provides 
savings, payments, and risk-management 
solutions to as many participants as feasible is a 
better determinant of the financial accessibility 
of such institutions.

Third aspect: Financial efficiency

A financial sector has to be efficient in order 
to function effectively. It should use the least 
expensive method available to carry out 
its intermediary duties. If intermediation is 
expensive, the greater expenses could be borne 
by individuals, businesses, and governments. 
Indicators like the ratio of overhead expenses to 
total assets, net interest margin, lending-deposits 
spread, noninterest income to total revenue, 
and cost-to-income ratio are examples of (in)
efficiency measurements for institutions.

For financial markets, efficiency measures are 
less focused on direct measurements of costs 
of the transactions and more on the  measure 
of  transactions, etc. A fundamental measure 
of the efficiency of a stock exchange is its 
turnover rate, the ratio of the turnover rate to 
the stock exchange’s capitalization. The logic 
behind using these variables is that the higher 
the sales (higher liquidity), the more efficient 
the market. The most commonly used variable 
in fixed income markets is bid-ask spread 
tightness (lower spreads are reported in the 
US and Western European markets, while 
higher spreads are reported in Vietnam, Peru, 
Qatar, the Dominican Republic, and Pakistan). 
) and trading volume. ratio (although the latter 
measure often suffers from incomplete data).

Fourth aspect: Financial stability

Last, but not least the degree of financial stability 
is an important feature of the financial sector. 
There is a vast literature specifically on measuring 
systemic risk. Because of the importance of 

development, the variable for financial 
institutions that have drawn the most interest is 
private credit, which is defined as credit from 
deposit money banks to the private sector, 
expressed as a percentage of GDP. 

Total banking assets to GDP is an alternative to 
private credit that is also included in the Global 
Financial Development Database. This variable 
also covers credit to government and bank assets 
other than credit, in comparison to private credit. 
It is conceivably a more thorough measure of 
size, but it is only accessible for a smaller number 
of nations and hasn’t been used as frequently in 
the financial development literature.

Stock markets and bond markets are the two 
primary financial market categories for which 
reliable global data can be gathered (both 
sovereign and corporate). The most popular 
method used in the literature to estimate stock 
market size is stock market capitalization to 
GDP. The ratio of the outstanding volume of debt 
instruments (private and public) to GDP is the 
most often used proxy for measuring the size of 
the bond markets.

Second aspect: Financial access 

Finance, however, is also about how easy it is for 
people and businesses in an economy to obtain 
financial services. Finance is not simply about the 
number of financial institutions and securities. 
Economic development is actually substantially 
correlated with measures of financial access, 
a link distinct from the correlation between 
financial depth and economic development. 

Finance significantly lessens inequality, notably 
through indirect labor market processes, in 
addition to the direct advantages of improved 
access to financial services. Financial access, 
specifically, accelerates economic growth, 
heightens competitiveness, and increases labor 
demand—and it typically favors individuals at 
the lower end of the income distribution more 
than those at the higher end. It is crucial to stress 
that the problem is not just people’s access to 
financial services of any kind, but also the caliber 
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Conclusion

Financial systems cannot be judged merely 
on a single element such as financial depth or 
financial stability because this would miss out 
on essential financial system charateristics. Only 
concentrating on financial institutions or banks 
would leave out crucial elements of financial 
systems.

Financial systems differ among many nations 
throughout the world in terms of size, efficiency, 
and financial market stability, thus in order to 
gain a broad picture, we must understand all of 
the measurements as well as economic policies.

Market liquidity has a significant impact on 
global financial systems. As a result, anytime 
there is a money constraint in the market, 
financial markets such as stock markets become 
unstable, affecting the country’s financial 
system. A lack of funds i.e. Money Crunch also 
contributes to an economic slowdown. As a 
result, all of these factors must be considered 
when assessing global financial systems.

financial stability for broader macroeconomic 
stability, the topic is sometimes treated as separate 
from the other three dimensions. But financial 
stability is an important feature of financial 
systems, and it is closely interlinked with the 
broader process of financial development. To 
illustrate this, imagine a country where banks’ 
lending standards become very loose, with banks 
providing loans left and right, without proper 
risk management and loan monitoring. On the 
surface, one could observe the rapid growth 
as a sign of deepening and increased access to 
finance. Also on the surface, the financial sector 
can seem efficient, for some period of time: 
without the loan approval process, such banks 
would be able to lower their costs, at least until 
the loans turned bad. And this is the problem, of 
course: the system would be unstable and likely 
would end in a crisis.

Throughout the world in terms of size, efficiency, 
and financial market stability, thus in order to 
gain a broad picture, we must understand all of 
the measurements as well as economic policies
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PRODUCTION SHARING IN EAST ASIA: 
SLICING THE VALUE CHAIN

and faster integration of “geographically 
dispersed production processes” (Athukorala, 
2013).

Second, a rapid, global trend of liberalization 
has  opened up economies and facilitated ease 
of trade. Finally, technological innovation in  
production technology has allowed industries 
to split (or slice up) the value chain into portable  
components that can be transported at low costs. 

This allows developed economies to export  finer 
sub-parts and standardized components into 
developing countries (that are labour intensive) 

lobal production sharing is not an entirely 
new phenomenon, although it was primarily  

developed in the 1960s and was prevalent in a 
singular industry: electronics. Since a restricted  
beginning, it has found growing significance in 
sectors such as automobiles, office equipment,  
cameras, televisions, watches, etc. 

This multi-staged, “specialization of production” 
type of  process has been bolstered by three 
reinforcing developments. First, advancements 
in transport,  cross-border coordination, and 
developments in information communication 
technologies  (ICT) have enabled more efficient 

BY RIDDHIMA R. VIDAYA
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" Global production sharing (or international product fragmentation) – “the breakup 
of the production  process into vertically separated stages, with each country 

specialising in a particular stage of the  production sequence” (Athukorala, 2013) – 
has replaced the prevailing standard system of labour intensive exports. East Asia’s 
(ASEAN) degree of dependence on this new form of international  specialization 
has been significantly higher than that of North America and Europe. This opens 

up  opportunities for developing economies to grab a slice of a larger value chain, 
depending on their  comparative advantage. The article analyses this East Asian 

experience with context to India and  outlines the critical need for the country to 
integrate domestic manufacturing into production networks  globally. "
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partnering with liberal trade  partners through 
RTAs can be advantageous for exporters, 
consumers, and other pro-trade  forces in an 
economy. Consequently, this strengthens political 
and cultural support for further  liberalization. 
It is not difficult to find evidence for joining 
RTAs, even just for defensive  reasons. Product 
fragmentation remains a major contributor 
to ASEAN’s export dynamism (in  2007-08, 
network exports accounted for two-thirds of total 
manufacturing exports in ASEAN)  (Athukorala, 
2013), and the world market shares of ASEAN 
countries in total network exports  have grown 
faster than the regional average. This increasing 
importance of East Asian  countries in global 
production networks has not been a result of an 
economic miracle.  ASEAN’s establishment in 
1967 paved the way for easier access to trade 
links (Obashi &  Fukunari, 2017), expanded the 
number of trading partners, and jumpstarted 
industrial activities  (as in the case of China). 

Despite a broader dominance, shares of 
East Asian developing countries in the trade 
of  manufactured goods and PCA exports 
remain highly disproportionate and uneven. 
Specifically,  India has failed to cash in on a 
global trade transformation and lags behind its 
ASEAN  counterparts in export performance. 
India’s share in the world manufacturing exports 
witnessed  only a meagre increase of 1% 
between 1990-01 and 2010-11. 

To paint a starker picture, over  the same period, 
China’s share increased dramatically from 
2.5% to 15.3% (Athukorala, 2013).  Peculiarly, 
even though East Asia has relied heavily on 
component trade for trade expansion,  this is 
hardly the case with India. Network product 
exports from India constituted only 24.3%  of 
total Indian manufacturing exports in 2010-11. 
This does not align with larger East Asian  trends; 
on average, network exports have accounted for 
over 50% of total manufacturing  exports from 
all East Asian countries, with the exception of 
Indonesia.  

Although the reasons for India’s inability to ramp 
up its component trade are multi fold, empirical 
data available for network products composition 

for final assembly. Not only does this reduce the 
overall cost of the product, but all  parties in the 
transaction benefit. 

This goes beyond a reduction in the cost of 
production and  faster market penetration 
of products. It enables a change in country 
perception, with nations  positioning themselves 
as investment destinations, attracting a higher 
number of Multinational  Enterprises (MNE), and 
intensifying export-oriented FDI.

Developing countries have  capitalized off an 
ever-growing PCA (parts, components, and 
accessories) trade. The share of  developing 
economies in global PCA exports witnessed a 
rise of 17% (World Bank, 2003) between 1981 
and 2000. Countries like China, Japan, and 
South Africa (Ng & Yeats, 1999) have slowly 
become important cogs in the global production 
system, with China being branded  as the 
“global factory” and the prime destination for 
the assembly of electrical goods.  

However, production sharing is not confined to 
just conventional means of maximising  domestic 
comparative advantage. There has been an 
increased governmental focus on ramping  up 
regional integration efforts, beyond just altering 
trade and FDI policies. It’s hardly a surprise  
that Japan was one of the biggest proponents 
of the ASEAN Free Trade Area (AFTA) and the  
ASEAN Investment Area (AIA), both established 
with the purpose of morphing East Asia into a 
systemically efficient production base and an 
attractive investment destination.

While  Regional Trade Agreements (RTAs) like 
ASEAN and their supposed benefits and harms 
are  subject to division in opinion, there is some 
agreement that not participating in any of the 
RTAs  leads to adverse trade movements, resulting 
in trade and investment diversion effects. In an  
increasingly interconnected global market, it is 
imperative that low-income countries establish  
linkages with higher-income regional and global 
partners. 

Liberalization through regionalism  is inherently 
a product of regionalism through liberalization; 
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has proven to be somewhat  enlightening. 
Within global production sharing, machinery, 
and transport equipment (SITC 7;  includes 
semiconductors, sound recording equipment, 
electrical machinery, etc.) is a crucial  commodity 
group for most East Asian economies, occupying 
the lion’s share of total network  exports. For 
India, this product group still only occupies 
26% of total Indian network exports.  It is not 
all dire; India has achieved significant strides 
in transport equipment exports, with  multiple 
automakers and auto-part suppliers utilising 
the Indian market as an export platform.  For 
example, Toyota Kirloskar Auto Parts is a joint 
venture between Toyota and Kirloskar  Systems, 
a domestic manufacturer employing hundreds 
(Athukorala, 2019). It has been a  critical supplier 
for Toyota, exporting gearboxes to assembly 
markets like Argentina, Thailand,  and South 
Africa (Miglani, 2019). Contrastingly, there are 
minimal production linkages in  industries like 
electronics and electrical products. 

Restricted movement of goods, supply chain and 
liquidity constraints, inconducive government 
policies, and lagging R&D are some of the  
factors that have contributed to India becoming 
a mammoth in software but barely occupying  
any share in hardware. Popular (and inadequate) 
justifications for India’s minimal growth in  this 
product group centre around MNEs’ “attachments 
to existing production bases”  (Athukorala, 
2013). Despite this attachment, Cambodia and 
Vietnam have been able to  establish production 
linkages in the past few years. 

More so, China’s global appeal as a premier  
assembly destination has not hollowed out 
other East Asian production bases. In fact, there 
has  been a close complementarity between 
Chinese and other East Asian markets, primarily  
because the rapid expansion of assembly lines 
in China has caused a surge in demand for parts  
and components produced in other East Asian 
countries.  

India can no longer rely on lacklustre reasons 
for explaining its lack of efficient  capitalization. 
Its minor position within a dynamic league of 
East Asian players taking rapid  advantage of 

the global production network undermines 
its potential. India’s export  performance post 
the LPG (Liberalization, Privatization, and 
Globalization) reforms has been  dominated by 
standard resource and labour-intensive products 
(SITC 6 and SITC 8; includes  clothing, footwear, 
etc.). 

While there is scope for expansion within this 
product class (in terms  of a greater share in 
production networks), these goods occupy a 
relatively insignificant and  diminishing share in 
the current world manufacturing trade. 

Even within a heavily (unskilled)  labour-
intensive category, there exist issues. There is a 
lack of adequate transport and power  facilities, 
factors which are instrumental for a thriving 
manufacturing sector. This inadequacy  has 
caused a sharp decline in bottom-line growth. 
India’s overall business climate relative to  the 
dynamic export-oriented countries of East Asia 
is poor, reflected in a rank of 116 in the  Ease 
of Doing Business Index (2021). It’s imperative 
for the State to invest heavily in power  and 
infrastructure-oriented policies and ease up 
on labour rigidities, slashing restrictive labour  
clauses.

The medium-skilled labour force has also 
not witnessed sufficient expansion. This is  
detrimental to India’s prospects of becoming 
a more prominent assembly player. Assembly  
processes within production networks require 
a higher degree of medium-level supervisory  
manpower than traditional labour-intensive 
production. 

Either India needs to undertake  massive 
upgradations in its skill development programs, 
or it can say goodbye to catching up  to its East 
Asian neighbours. Geo-politically, India needs to 
position itself to fill the  manufacturing gap that 
the US-China Trade War has created. Changing 
trade patterns means  displaced opportunities 
that India can take advantage of. Improvement 
in business policies,  lower land acquisition 
costs, and labour efficacy can potentially put 
India ahead of the curve,  capitalizing on the 
fallout of this conflict.  
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An optimal  base needs to be insulated from 
labour distortions, staggered power supply, 
shipping delays,  and political upheavals. 
This is especially critical in the face of tense 
regional competition and  a subjective and 
biased selection process of production bases 
by MNEs. India must focus on  facilitating the 
prerequisites required when MNEs decide to set

Ultimately, India has monetary, physical, and 
labour resources at its disposal. It’s not  just 
enough to market these attributes as a way 
of incentivizing foreign investment. Giving  
subsidies and incentives and inefficiently 
setting up Special Economic Zones (SEZs) is 
not the  same as investment promotion which 
emphasizes the country’s economic base. 
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MACROECONOMICS OF EMERGING MARKETS 
AND DEVELOPING COUNTRIES

performance, and structure of a country’s 
economy. It includes fiscal and monetary 
measures, from inflation targeting schemes to 
interest on reserves. To address the concept of 
macroeconomics, it is essential to lay down its 
three crucial components: National Output, 
Unemployment, and Inflation. Emerging 
markets and developing countries tend to work 
cautiously due to their status and stature in 
the global world order. They are markets with 
certain features of a “developed market” but are 
not fully developed. 

However, they do have the ability to cater to 
their needs and the needs of the evolving 
dynamism of trade and commerce. However, 
the very definition of “developing countries” is 
under scrutiny, and there is much obfuscation 

he covid-19 pandemic wave brought 
a tumultuous time for many countries, 

and even worse for emerging economies. The 
emerging markets and developing countries 
were slowly and steadily building themselves in 
the dynamics of world trade and commerce.

Covid almost crippled their economies and the 
policies that were effective in pre-covid times 
were no longer effective. The pre and post-
covid times experienced remarkable changes 
in terms of macroeconomic policies in these 
emerging markets and developing countries. 
This embarked on an alternative approach and 
policy-making in many emerging economies.
 
Macroeconomics is, by and large, a branch 
of economics that deals with the behaviour, 

BY ANANYA SAINI
( Student at Shri Ram College of Commerce)

T

The macroeconomics of emerging markets and developing countries have many 
intricacies due to their complexity and non-conformity to western ideas. All these 

spheres of a country are interconnected, forming a mechanism that encapsulates the 
whole idea of the macroeconomics of these emerging markets and developing countries. 

However, the very definition of “developing countries” is under scrutiny, and there is 
much obfuscation regarding these developed and developing countries’ statuses.
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trajectory” they imbibed from the “developed 
nations.” 

This trajectory did help the developed nations, 
but not very substantially, and it is important to 
note that even in the emerging economies, this 
idea of an industrial developmental trajectory 
did not benefit them. If at all, those emerging 
economies had to change their corporate-
oriented policies to more social sector policies. 
An article by the IMF explained how these 
economies targeted the corporate sector to 
support the public sector.
Another issue that should be considered is 
the elevated debt crises in corporate regimes 
where insolvent companies enter emerging 
markets with the hopes of elevating themselves. 
Furthermore, in a situation like a pandemic, 
this insolvent corporate entity is nothing but a 
liability to the government. 

Even after all this, many countries could keep 
themselves afloat and take bold measures, both 
fiscal and monetary, to tackle those precarious 
times. To further understand this, we must 
acknowledge that emerging countries have 
no uniformity or similarity. These emerging 
economies differ in stature and status, enabling 
or limiting them to work accordingly. 

For example, countries like China and the UAE 
could tackle this as they had enough capital 
generation and resources to recover hastily. The 
credibility of central banks in some of these 
countries allowed them to cut policy rates and 
circulate enough money into the economy to 
deploy bold monetary measures. 

Countries like the Philippines and Poland, 
which had enough fiscal buffer and support, 
steered themselves through fiscal reformation 
and spending. At the same time, countries on 
the lower end of the list of emerging economies 
suffered severely and were utterly impeded.

However, due to the characteristic features of 
dynamism and non-uniformity of the emerging 
markets of these developing countries, they 
could revive themselves partially, if not wholly. 
These divergent recoveries in these developing 

regarding these developed and developing 
countries’ statuses. In recent news, there has 
been much elaboration about the Big Emerging 
Economies, the reason being the change in their 
policies and the way they implemented them. 
This was possible due to the non-linear and 
dynamic nature of emerging markets in their 
mode of development and expansion. 

There were extraordinary measures taken in both 
fiscal and monetary policies. It is not to deny that 
governments of these developing countries tend 
to have an industrial outlook of development, but 
this was true in Pre-covid times. Since emerging 
markets have the characteristic feature of being 
transitional markets, it allows them to bend 
themselves according to the evolving nature of 
global trade and commerce. 

However, it is essential to make ourselves 
cognizant of the troubling waves that were 
caused in these developing nations’ political, 
social, and economic spheres. All these spheres 
of a country are interconnected, forming a 
mechanism that encapsulates the whole idea of 
the macroeconomics of these emerging markets 
and developing countries. 

In pre-covid times, these emerging nations had 
more outward-looking foreign policies, trade, 
and commerce. This has drastically changed 
since the onset of the pandemic. As soon as 
the pandemic hit the world, the whole globe 
was circumscribed, resulting in the economy’s 
shrinking and the beginning of a dire political 
environment. 

The covid-19 pandemic affected developing 
or emerging nations more dramatically than 
developed countries, as it crippled their 
economies and made them realize their 
inefficiency in inoculating their respective 
populations even after being “industrialized.”

 This pandemic, in a way, changed the way these 
developing nations were pursuing development 
as they rolled back into their cocoons and started 
focusing more on public health and resources. 
If we look at the trajectory of these countries, 
we would be able to figure out the “corporate 
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Emerging markets must reclaim their fame 
by having excellent macroeconomic policies 
after any financial or epidemic crisis. The 
divergent recovery speeds of emerging nations 
are widening the gap between developed 
and developing countries, which has to be 
controlled. 

A resilient macroeconomic situation in emerging 
nations will not just help those nations but 
could also set a course for the whole globe. 
A sturdily emerging market universe will be 
instrumental in maintaining global stability 
with the expanding systemic relevance of 
global trade and commerce. National output, 
unemployment, and inflation are always a 
problem for these economies, but with accurate 
measures, these emerging economies can come 
up with targeted solutions. 

Although a report by McKinsey and Co. did say 
that “post-covid 19 countries have realized the 
importance of geopolitics and how it affects 
their economies.”, this shows the certainty of 
the countries working together and resolving 
their bilateral issues through negotiations and 
cooperation. Several countries in the South-
Asian region have been doing so to create a 
beneficial economic environment for emerging 
nations to prosper.

The macroeconomics of emerging markets and 
developing countries have many intricacies 
due to their complexity and non-conformity 
to western ideas. However, they will, without 
a doubt, impact the reformation of economic 
models around the globe. 

countries depict the difference in their economic 
and political might. It is also a testimony to 
the unpredictable nature of these emerging 
economies and the defying force of these 
developing nations against western conformity. 

The reason for clinging to a timeline-based 
approach for this article was to get an idea about 
the nature of developing economies and how 
their emerging markets create robust momentum 
for the deployment of bold monetary and fiscal 
policies. 

It is certain that there are huge imbalances in 
the macroeconomics of these emerging nations. 
However, they do have the ability to churn out 
forward and solution-oriented policies in the 
coming years. It is also time to rebuild stronger 
economies than developing markets had before 
the epidemic by improving and equalizing 
access to health care and education and 
reinforcing essential infrastructure. 

COVID-19 has claimed more lives in nations 
with weakened healthcare institutions and 
social protection systems. The pandemic 
has given a sense of responsibility that these 
emerging economies have to build resilient 
macroeconomic policies, including rebuilding 
external reserves, creating enough fiscal 
buffers, and restoring financial regulations to 
ensure a protected economic environment. The 
governments of these emerging economies need 
to strike a balance between fiscal consolidation 
and government expenditure on social safety. 
Not to negate the importance of rapid economic 
growth, but we must understand that at what 
cost are we heralding such economic progress 
where the masses are excluded? 
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THE SRI LANKAN CRISIS: IMPEDIMENTS ON THE 
ROAD TO RECOVERY

defaulted on its $51 billion foreign debt in May 
2022 for the first time. 

According to UN Data, inflation hit a record 
high of 54.6% in July’22, while food inflation 
rose to 81%. With negligible exports, Sri Lanka 
has been accumulating debt with 36.4% of its 
debt being in International Sovereign bonds, 
Asian Development Bank (ADB) accounting for 
14.6%, Japan 10.9% and China 10.8%. 

While Sri Lanka is fixating all of their hopes on 
a hefty IMF bailout package yet to be approved 
and received, India has also provided bilateral 
assistance to its troubled neighbor. Govt. of 

nown as the Wonder of Asia and acclaimed 
in the entire world for boasting its seven 

world heritage sites, Sri Lanka is on the 
brink of ruin and is currently facing its worst 
social, economic, and political crisis since its 
independence in 1948. 

With the government leaders fleeing the country 
and resigning overseas,rapidly declining 
exports and tourism, rampant shortage of basic 
amenities triggering increase in prices have 
sparked countrywide protests especially from 
tens of thousands of furious Sri Lankans facing 
serious challenges. A drop of 70% in the foreign 
exchange reserves of the country, the country 

BY TANISHA SINGH
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"  For a very long time, Sri Lanka’s export has been dominated by crops such as tea, coffee 
and rubber. This economic and political meltdown of Sri Lanka is not a surprise. This 

coupled with the Covid-19 pandemic ravaged the tourism industry of Sri Lanka. They were 
responsible for centralization of power politically which has led to the severe weakening of 
critical institutions such as the Central Bank of Sri Lanka. While Sri Lanka is fixating all of 
their hopes on a hefty IMF bailout package yet to be approved and received, India has also 
provided bilateral assistance to its troubled neighbor. Now, the “snowballing economic and 
debt crisis” was deepened by the government decision to go “all organic” by banning the 

import of chemical fertilizers in April 2021."
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to attract tourism rather than strengthening 
foreign trade. As a result, its foerign reserves 
have stooped to $250 million from $7.6 billion 
in 2019 along with the government turning 
to foreign lenders such as China. Now, the 
country’s imports are valued at $3 billion, much 
more than its exports. 

The government also introduced several ill-timed 
tax cuts in 2019 to shore up political support.  
Value added tax rates were cut from 15% to 8%, 
whereas the government reduced the corporate 
tax rates from 28% to 24%. This move reduced 
government corporate tax revenue and thus 
benefited the big corporations and influential 
families in Sri Lanka making the government 
lose more than $1.4 billion a year.

Then in 2019, the Easter Bombings, which was 
a series of bomb blasts in hotels and churches in 
Columbo led to an 80% decline in tourist arrivals. 
This coupled with the Covid-19 pandemic 
ravaged the tourism industry of Sri Lanka. Being 
a country heavily relying on tourism, Sri Lanka 
was heavily affected when the world came 
to a standstill in 2020 not to forget the flashy 
infrastructure projects also had no use. 

Now, the “snowballing economic and debt crisis” 
was deepened by the government decision to go 
“all organic” by banning the import of chemical 
fertilizers in April 2021. For a very long time, 
Sri Lanka’s export has been dominated by crops 
such as tea, coffee and rubber. But this move 
devastated the exports of these crops. By the 
time the government realized the gravity of its 
actions and lifted the ban in November 2021, 
the earnings from agriculture had declined 
significantly.  

Human rights of Sri Lankans in 
peril

The country’s economic crisis topped off with 
a political crisis has been driving millions of 
people into poverty out of their population of 
22 million. Their rights to health, education 
and an adequate standard of living have been 
jeopardized and their daily activities have been 

India has extended a provided food, health 
and energy security package as well as foreign 
reserves support amounting to more than US$ 
3.5 billion. 

Was this failure anticipated?

This economic and political meltdown of 
Sri Lanka is not a surprise. Years of political 
mismanagement, exorbitant tax cuts facilitating 
corruption along with the several external shocks 
including the Covid-19 pandemic exacerbated 
by everything that could go wrong (budget 
and current account deficits, hyperinflation, 
devalued currency and huge sovereign debt), 
the country finds itself struggling to make ends 
meet. 

According to the Central bank of Sri Lanka 
governor, Nandalal Weerasinghe, inflation in 
Sri Lanka will peak at about 70% in September 
2022 before it’s expected to moderate post this 
period. Also, the Sri Lankan Government has 
been running large fiscal deposits for about 8% - 
9% for long periods leading to the accumulation 
of a large public debt. 

With prices of basic amenities soaring due to 
imports and the surge in cost of fuel by 40% within 
a week, the country is eligible for an “extended 
fund facility” from the IMF of $3 billion of over 
three years . This would be the country’s 17th 
IMF program. The new elected president, Ranil 
Wickremesinghe has said the country can start 
printing currency but that would only lead to an 
increase in the inflation rate.

The Rajapaksa government, a family dynasty 
which dominated Sri Lanka from the past two 
decades has had a major impact in the decline 
of the country’s economy. They were responsible 
for centralization of power politically which has 
led to the severe weakening of critical institutions 
such as the Central Bank of Sri Lanka. 

They led the country to take on hefty loans without 
focusing on the refinancing mechanism. Post the 
end of the Civil war in 2009, the government 
focused on starting flashy infrastructure projects 
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have said that without sufficient debt reductions, 
the government would have to restructure its
domestic debt leading to a severe banking crisis 
throwing the country into deeper turmoil. 
Along with debt restructuring the country would 
have to follow a multi year repayment structure 
otherwise the burden of repayment would boil 
down onto the shoulders of already suffering 
citizens. 

The country should focus on the economic 
needs of its citizens and help bring it back 
on track. As even suggested by the IMF, fiscal 
consolidation and strengthening of the tax rate 
should be given its due importance along with 
strong focus on the government spending side 
so as to garner public support. 

Learning from this horrific crisis, the government 
has an opportunity to build reforms and lead the 
country in ways that have eluded it for so long. 
Tighter fiscal rules, strong independence of the 
central bank to reduce dominance of monetary 
policy all the while revamping the fiscal policy, 
more robust rules to ensure more “flashy” 
projects which are corrupt and debt fuelled do 
not reoccur and boost the foreign trade so that 
the inward looking and uncompetitive dometic 
trade stance can be avoided. 

Along with this, ensuring that most of the 
government spending is for its citizens by 
targeting the social areas such as areas of 
healthcare, education and security. There is a 
pressing need for the country to act urgently 
to reverse this tide that is driving millions into 
poverty,  

reduced to waiting in long queues to get access 
to basic amenities. With rampant fuel shortages, 
soldiers have been appointed at gas stations ro 
calm down customers, who spend hours of their 
days in lines in the scorching heat to fill up fuel 
in their tanks. 

They are facing desperate food insecurity 
and have been forced to cut back and restrict 
themselves to eating only two meals a day. With 
frequent power cuts, sometimes for more than 
10 hours a day, the entire country is plunging 
into darkness day by day, metaphorically and 
literally. According to the United Nations 
estimates, nearly 5.7 million people need 
humanitarian assistance. 

The government was previously supplying 
medicines which are now available in scarce 
quantities, making the citizens struggle to 
buy them. Hospitals have stopped providing 
facilities for surgical procedures due to the 
shortages of basic medical supplies. Schools had 
to be closed for a month, however they were 
reopened on July 25. Although many lessons 
are being provided online, plenty of kids have 
been dropping out as the families cannot afford 
internet access for their children. People have 
started fleeing the country as a result of pent up 
frustrations and hopes of finding a better and 
respectable shelter elsewhere. Various people 
have taken onto the streets to protest against the 
government for letting its citizens go through 
such acute hardships. 

The reform-lit road to recovery?
With Sri Lanka currently negotiating debt 
restructuring with its major creditors, Economists 
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PUBLIC FINANCE STRUCTURE

the short term. Over time, cash transfers, since 
they have a good effect on the human capital 
of underprivileged families, especially if they 
are targeted at the poor, they can both enhance 
growth and improve distributional results. 
Spending on healthcare and education services 
increases equality of opportunity, enhances 
growth (via the human capital channel), and 
improves life quality for those who need it most. 

Additionally, social spending offers a risk-
mitigation tool: vulnerable population groups 
will be at least partially shielded from the 
national or local shocks to the macroeconomic, 
financial, social, and environmental systems. 

ublic finance refers to the administration of 
a nation’s income, outlays, and debt load 

by various governmental entities. It merely deals 
with and is concerned with the government’s 
budgetary income and outlays, and is crucial to 
the distribution, development, and stabilisation 
of the state’s supply as well as the allocation of 
resources.

The distribution of income and economic growth 
are both impacted by public expenditure policies 
in the short and long-term, making it a crucial 
instrument for fostering inclusive growth. Social 
spending, for instance, ensures a basic standard 
of living and expands access to essential public 
services. Public investment on cash transfers 
directly lowers income poverty and inequality in 

BY MEHAK KEDIA
( Student at Shri Ram College of Commerce)

P

 Governments’ most effective tool for achieving their goals of social welfare and economic 
progress is public spending. Public spending decisions are influenced by factors that are 
unique to each nation, including the nation’s choices for the function of the government, 

its degree of development, its available fiscal space, and its capacity to levy taxes.Given the 
significant infrastructure and public service gaps in emerging nations, expanding the reach of 

social safety nets and enhancing access to essential public services should take precedence
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monitor the strengthening and expansion of the 
economy. The basis for economic growth is the 
stabilisation of the economy. The economy is 
destined to collapse without management. To 
produce a macroeconomic environment that 
is stabilised, a balance between government 
budgets, domestic trade, financial activities, 
global trade, and governing institutions is 
needed. It is necessary to regulate the market 
to maintain stable interest rates, business 
cycles, and demand levels in the economy in 
order to maintain continued macroeconomic 
stabilisation and the highest possible degree of 
economic efficiency.

Public spending can effectively encourage 
inclusive growth. Through productivity and the 
accumulation of factors, public spending can 
help society create chances. Additionally, it is 
essential to make certain that people are capable 
of seizing the opportunities brought about by 
growth dynamics.

The COVID-19 situation has refocused attention 
even more on public investment as a tool for 
equitable growth. The last ten years have set 
industrialised economies and developing 
nations to work for finding solutions to the 
economic problems of poor productivity growth 
and rising inequality. The widespread pandemic 
has in many ways emphasised the need of public 
spending. To save lives and develop vaccinations, 
spending on health and emergency services has 
been adequately accounted for in the short term. 

There have also been numerous countercyclical 
stimulus packages aimed at workers and 
businesses. Long-standing issues with the 
capability and quality of the healthcare system 
as well as social security programmes aimed 
at the unemployed have also come to light. 
Additionally, it has revealed and emphasised the 
distributional impacts of the digital divide, which 
is characterised by unequal or constrained access 
to fundamental services like remote learning, 
teleworking, telemedicine, and E-government 
services, across countries and within countries.

Public Infrastructure investment is crucial 
because it boosts long-term economic growth 
and overall production, which in turn leads 
to increased employment while getting 
better enhancing quality of life and lowering 
poverty. Additionally, spending on specific 
kinds of infrastructure, like water and sewage 
systems, raises living conditions in a number 
of ways immediately. The results of government 
intervention and action in the economy are 
classified into further three categories: 

Economic Efficiency

Economists judge a variety of resources 
according to economic efficiency. Typically, 
a broad formula of ratios and the results they 
produce can be used to measure efficiency. The 
difference between technical efficiency and 
economic efficiency is the relationship of values 
individuals place on things. Technical efficiency 
values might vary widely from person to person. 
The goal of economic efficiency is to maximise 
value while eliminating waste. Technical 
effectiveness aims to maximise value whilst 
also making the minimum number of sacrifices 
necessary to produce the best initiative.

Income Distribution

When a country’s wealth and income are 
calculated after being split by its entire 
population, the result is known as the distribution 
of income. A number of statistical investigations 
can be used to assess the overall distribution. 
Income and wealth are two different things. 
The total value of a population’s material goods 
and financial resources is its wealth. Income is 
the precise monetary value of a population’s 
net consumption over a chosen time period. 
A country’s wealth and income data can be 
a useful tool for finding answers to a range of 
political, social, and economic concerns.

Macroeconomic Stabilisation

The process of macroeconomic stabilisation 
involves creating monetary and fiscal policies 
as well as rules and regulations in order to 
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revenues are given back to the households 
as income. In a similar way, because all 
businesses in the public sector are owned by the 
government, all profits generated by them go to 
the government as public revenue. 

The public sector can generate profit by selling 
goods and services to its customers, just like 
businesses in the private sector can. These 
businesses’ profits are referred to as surplus. 
Furthermore, governments in some nations are 
the only producers of important commodities 
like steel and oil, which frequently produce a 
sizable excess. These businesses’ profits can be 
used to fund governmental expenses.

(b) National Debt: The government may also 
borrow money from its own people, other 
nations, or international organisations. This is 
known as Public Debt (or national debt). The 
debt itself is a source of public revenue at the 
time of borrowing, and payments for these debts, 
including interest payments, are included in the 
definition of public expenditure. However, these 
loans will eventually be repaid with interest 
using money from public revenue. 

(c) Fees: The government charges people and 
organisations fees for a variety of reasons. For 
instance, obtaining a fishing licence may be 
necessary in many nations in order to enjoy the 
privilege of fishing. A manufacturer might need 
to get a production licence from the government 
before it can start producing some products. 
These fees frequently yield a substantial surplus 
because the amounts demanded are not always 
in line with the costs incurred by the government. 
These fees’ surplus serves as a source of revenue.

(d) Taxes: Taxes are a legally mandated 
contribution for all economic participants. 
Some taxes are based on an individual’s 
income, while others are based on the worth of 
the person’s assets or the cost of the products 
and services they have purchased. The largest 
source of public funding is taxes. Taxes do not 
directly benefit those who pay them, in contrast 
to other sources of funding for the government, 
which frequently include a trade-off known as 
a quid pro quo. In order to ensure transparency 

Components of Public Finance
 

1.Public Expenditure
 
Public expenditure, or government spending of 
money, is the first component of public finance. 
The expense of keeping the government in 
operation makes up a relatively tiny amount of 
public spending. The majority of public spending 
goes into public-sector initiatives intended 
to address market failings, such as public 
education, national military, infrastructure, 
healthcare, emergency services, and so on. 
In the latter meaning, we say that public 
expenditure exemplifies governmental economic 
interference. The tiers of government in charge 
of the expenditures can help classify public 
spending into Central Government Expenditures 
and Local Government Expenditures. Central 
Government Expenditures are those made by 
the national government, also referred to as the 
central government. This area of governmental 
spending is frequently the largest and consists 
of national infrastructure development and 
national defence. 

However, local entities, such as municipal or 
state governments, can achieve some areas of 
government spending more effectively. These 
municipal, or local, governments’ financial 
outlays are referred to as Local Government 
Expenditures. Spending categories for local 
governments include parks, emergency services, 
and education.

2. Public Revenue

The Government’s Income, or Public Revenue, 
is the next component of public finance. The 
surplus in the public sector, public debt, fees, 
and taxes make up the bulk of the government’s 
income. Donations, money printing, and fines 
are additional sources of public funding. Let’s 
look at the four primary sources of governmental 
revenue:

(a) Surplus of the Public Sector: Private sector 
businesses are held by people residing in 
households, and a portion of the companies’ 

GOVT POLICIES & MARKETS - A CROSSOVER



PAGE 71

about taxation and spending on the general 
population. In simple words, a document 
that contains projections on the government’s 
economic operations over a fiscal year is the 
public budget. The public revenue amounts 
listed in the budget are only forecasts; the real 
values may be very different from those listed. 

However, to calculate an appropriate level 
of public spending for the fiscal year, the 
predicted revenue statistics are considered. The 
government should strive to have a balanced 
budget on average over a lengthy period of time, 
similar to the example of personal finance.
 
The public budget is divided into four stages: 
proposal, approval, execution, and audit. This is 
known as the budget cycle. Let’s look at each 
stage of the budget cycle separately:

(a) Proposal: Since the budget is created during 
this first stage of the cycle and presented for 
approval, it is often referred to as the “preparation 
and submission” stage.

(b) Approval: The projected budget is presented 
to the legislative body, which is made up of 
elected representatives, for approval during 
this stage. The budget plan is sent back to the 
executive body that drafted it for approval if 
the legislative body thinks that revisions are 
necessary at this point.

(c) Execution: The budget cycle’s execution 
stage starts at the beginning of the fiscal year. 
The public budget’s approved funds are given to 
the appropriate agencies, typically in quarterly 
instalments. To make sure that the apportioned 
money is solely applied to the permitted 
purposes, a thorough record of all expenditures 
must be preserved.

Audit:  Examining the expenses from the previous 
fiscal year is the last stage of the budget cycle. 
At the end of each fiscal year, the government 
divisions that had received funds which were 
approved during the year must report to an 
accounting office the final accounts of all 
expenditures made with the apportioned funds.

and promote social equality, the lack of a quid 
pro quo in taxation is mandated by law in many 
nations.

Let’s consider the various tax divisions. Based on 
their basis, taxes can be split. According to how 
the tax responsibilities are dispersed, income tax 
is divided. A tax system known as proportional 
tax demands the same percentage of income 
from each person. Progressive tax, on the other 
hand, levies a higher percentage of income for 
people with higher incomes. Comparatively 
speaking, poorer people have significantly 
lower levels of disposable income since they 
spend a much bigger percentage of their income 
on necessities like food and rent. Progressive 
taxation is based on the notion that those with 
higher discretionary earnings are able to afford 
higher tax rates. 

Since it is thought to be more egalitarian, 
progressive taxation is used for income tax 
in many countries today. The government 
establishes a number of tax brackets based 
on ranges of income levels, with each bracket 
paying a different tax rate, in order to determine 
an individual’s tax rate. Higher income earners 
who are also in bigger tax categories pay a higher 
percentage of their income in taxes.

According to who is ultimately responsible for 
paying the taxes, taxes are further classified into 
direct and indirect taxes. Individuals who are 
subject to direct taxes pay such taxes directly 
to the government. Since these taxes are paid 
straight to the government and are not passed 
on to other people, they are examples of direct 
taxes. Indirect taxes, on the other hand, are 
levied on products and services and are paid for 
by customers. Indirect taxes include things like 
import charges and tariffs since the end users 
who buy the goods must pay the taxes that are 
initially levied on the importer.

3.Public Budget

The public budget, which is the government’s 
financial plan, is the last component of 
public finance. The public budget assists the 
government in making wise financial decisions 

GOVT POLICIES & MARKETS - A CROSSOVER



PAGE 72

ONE BELT ONE ROAD INITIATIVE(OBOR): 
IS IT WORTH BLAMING?

The emphasis should be on effectively targeting 
the benefits through means-testing and 
guaranteeing the sustainability of the pension 
system in advanced economies where tax and 
debt burdens are already high. 

Given the significant infrastructure and public 
service gaps in emerging nations, expanding 
the reach of social safety nets and enhancing 
access to essential public services should 
take precedence. To maintain budgetary 
sustainability, equal attention should be placed 
on eliminating wasteful spending (such as 
universal subsidies) and enhancing revenue 
mobilisation.

Governments’ most effective tool for achieving 
their goals of social welfare and economic 
progress is public spending. In light of the 
widespread and extensive rollout of spending 
measures to scale up health capacity, safeguard 
the people, and support companies, the 
worldwide COVID-19 pandemic catastrophe 
has further established the crucial role of public 
expenditure. 

Public spending decisions are influenced 
by factors that are unique to each nation, 
including nation’s choices for the function of 
the government, its degree of development, its 
available fiscal space, and its capacity to levy 
taxes. 
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ONE BELT ONE ROAD INITIATIVE(OBOR): 
IS IT WORTH BLAMING?

Through this, the US bolstered its military 
presence in the region, which put undue 
pressure on governments of the Asia Pacific to 
increase military spending, resulting in a smaller 
percentage of the budget being spent in other 
key areas. 

This also heightened tensions over maritime 
territories in the region and thus this strategy 
as a “mistake” is not confined to the field of 
foreign policy but significantly impacted the 
peoples of the region. A greater role was also 
assigned to the private sector in this project, as 
contractors of projects for “development,” in 
which consultations with local groups did not 
occur, proving ineffective in reducing poverty 
and inequality. Despite these immediate 
concerns about the Pivot of Asia, Biden is set 
to worsen the already concerning conditions of 
the Asia Pacific with this strategy. Additionally, 

esides developing the economies of the 
countries along the Belt and Road, the 

initiative intends to promote regional economic 
cooperation, strengthen the exchange of ideas, 
and stimulate world peace and development. 
But, other countries strongly believe that BRI 
could be a Trojan horse for China-led regional 
development and military expansion and there is 
no underlying vision to create vast infrastructure 
to break the bottleneck in Asia connectivity and 
bring common welfare.
 
However, this review article brings in the 
arguments in support of OBOR and presents an 
analysis of this unpopular idealogy. 

As part of the Pivot to Asia strategy, the USA under 
Obama Administration tried to “rebalance” 
economic, diplomatic, and military resources 
from other states to the Asia-Pacific region. 

BY JATIN GULATI

" One Belt, One Road” (OBOR) strategy is an initiative to jointly construct the Silk Road Economic 
Belt, which will link China to Europe through Central and Western Asia, as well as the Maritime Silk 

Road, which will connect China to Southeast Asian countries, Africa, and Europe. "

(Student at Shri Ram College of Commerce)
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was declared evil as a debt creator but then I 
would like to remind you that no country was 
ever coerced to take the option, with a gun on 
their head, it was their CHOICE. And, why are 
we focussing on money given and not money 
utilisation in this case? Also, is it so wrong to be 
a lender of last resort for the helpless country in 
the face of humanity?

Let’s just state a positive instance under OBOR, 
the ongoing implementation or construction 
of BRI projects like the Kaliwa Dam in the 
Philippines and pipelines like the Subic-Cargo 
Rail Project etc. have enormous internal demand 
that could generate self-sustaining payments 
to Chinese loans. And, if similar connectivity 
programs are implemented at the global level, 
then the 30 days to ship goods from China to 
Central Europe can cut transit time in half but 
costs much more but each day’s delay in getting 
an item from the factory gate to the consumer is 
estimated to reduce trade by one per cent. 

Now, let’s state some examples-
China invested $14 billion in Eastern Africa 
Kenya’s Standard Gauge Railway (SGR) which 
is a 485km single-track railroad and has largely 
improved the state of infrastructure in the 
country. 

Under, the initiative, China invested in a project 
in Pakistan - the Nehru Tim Jielu Mu Hydropower 
Station. This hydropower station is Pakistan’s 
largest hydropower project, which can generate 
a capacity of 5.15 billion kilowatt-hours, thus 
assisting in the nation’s economic development. 
Kazakhstan is a landlocked country in Central 
Asia, and its winters are very cold, making it 
impossible to grow vegetables.

One Belt One Road connects Kazakhstan and 
the northwestern Chinese Xinjiang Uygur 
Autonomous Region and promotes cross-border 
trade of vegetables thus providing Kazakhstan’s 
people with their basic needs. And, the total 
trade between Xinjiang and Kazakhstan is more 
than $11 billion annually, a figure that composes 
40 per cent of China-Kazakhstan trade in total. 

Although Brunei has abundant oil and gas 

some experts worry that the pivot seriously 
undermines transatlantic relations, leaving the 
Middle East in shambles, and puts China in a 
dangerous position. 

Thus, we can clearly conclude that Pivot of 
Asia lacked an implementation strategy and 
contained many fallacies. Are Americans now 
blaming China for OBOR because they could 
not implement a “pivot to Asia,” which was 
similar to BRI, and why did the strategy by the US 
not draw any scepticism and why only China’s 
OBOR the only evil here? 

Now, let’s delve into the hypocritical attitude of 
some countries towards OBOR. The Malaysian 
PM campaigned against overpriced BRI 
initiatives and cancelled $22 billion worth of 
BRI projects, although later announced full 
support for the initiative in 2019 and the use 
of China’s technology in renewable energy and 
automation, in line with the country’s Industry 
4.0 masterplan. The government is also hoping 
to attract investments into the manufacturing 
sector and open the Chinese market to halal and 
agricultural produce and fund economically 
viable and socioenvironmental sustainable 
projects. Now, the question arises, why are the 
countries wanting to take the help of China, also 
blame for the debt creation policy?

Several countries in Central, Eastern and Western 
Europe have accepted BRI financing, their leaders 
invite Chinese investment to potentially improve 
the quality of competitive construction bids from 
European and U.S. firms. As a consequence, if 
regional cooperation is given to China, rather 
than criticism, it will have a positive effect on 
the welfare of a large number of poor people 
and economies worldwide. At, the same time, it 
will help avoid the middle-income trap (i.e. it is 
an economic development situation in which a 
country that attains a certain income gets stuck 
at that level) which has plagued close to 90 per 
cent of middle-income countries since 1960. 

Also, if we talk about the story of Sri Lanka 
where China gave a loan to them for 
constructing the Hambantota Port and after the 
failure of repayment of the loan amount, China 
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The people were asked about their views on 
the Belt and Road Initiative (BRI). According to 
almost one-third of respondents, the BRI would 
improve relations between ASEAN and China 
and promote economic growth in the region. 
According to 35% of respondents, the initiative 
will provide the needed infrastructure funding 
for countries in the region. The majority of 
respondents, nearly 50%, believe that the 
initiative forges closer ties between China and 
ASEAN, while 16% argue that the initiative would 
have no major impact on local communities.
 
The above reasons clearly demonstrate that the 
BRI proposal is not without merit and, if fully 
supported, has the potential to effect change. 
Because changes do not happen overnight, but 
require a revolution.

resources, it lacks the necessary materials for 
the construction of pipelines. Liaoning province 
located in China provides $2.123 million in 
financing loans to Huludao City Steel Pipe 
Industrial Co., Ltd. and produces 100,000 tons 
of oil and gas pipelines annually. This investment 
not only generates $100 million but also offers 
more than 300 job opportunities.

Are not these examples enough to justify 
that the One Belt One Road Initiative can 
be revolutionary in terms of the impact it can 
create, and let’s not judge China on the basis of 
the inherent image we have in mind? To support 
the argument further, a survey was conducted by 
the ASEAN Studies in January,2019

where Southeast Asian personalities expressed
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Money and health affect every single human being. And when we talk about 
money, the word finance isn’t far behind.  

The definition of ‘finance’ is way different from what it was 20 years ago. Its 
importance has spiralled, not only among big corporations and businesses, but it 
has seeped into our personal lives as well.

The way finance has transformed in the past decades, with the onset of the digital 
revolution, E-banking and remote transactions eliminating the need to hold 
currency, is astounding. With inflation, IPOs, and exchange rate in the news for 
quite some time now, their importance is a testimony to the large influence the field 
of finance has. 

Procuring money and putting it to the right use. Sounds familiar? Well, that’s how 
deep-rooted finance is in our lives. Investing in cash-generating assets can be one 
of the major ‘right uses’ we talk about. Alongside the traditional investment outlays, 
there are new emerging asset classes offering varied levels of safety and returns. 
Also, there are different theories assigning different weights to parameters while 
making investment decisions, which have been widely supported and opposed 
through historic and statistical data.

“Finance without strategy is just numbers, and strategy without finance is just 
dreaming” – was rightly said by E.Faber.Danone, and today, corporations spend 
billions just to get their finances right. Financial structure of an organisation has a 
lot to do with its long term prospects, and firms look for opportunities  to optimise 
their structure, and bankruptcy can be a blessing in disguise in such a case.

We will also discuss the inter-related nature of economics and finance, and how 
economic data largely affects business decisions. Overall, this section will be a 
detailed overview into the world of finance, D-Street SRCC’s forte.

LITERATURE REVIEW :

FINANCE CONSTRUED



PAGE 78

A NON-RANDOM WALK THROUGH D-STREET

A Random Walk Down Wall Street’ , the term 
still proves to be a controversial matter due to 
its complex and versatile nature. The theory 
claims that the variables impacting the stock 
prices are random and uncorrelated to the 
past events, implying the pointlessness of price 
forecasting. The proponents of the hypothesis 
consider forecasting closing prices of a day to 
be as random as flipping a coin.
 
The theory is further complemented with 
the Market Efficiency hypothesis, coined by 
Samuelson  and Fama in 1990. Market efficiency 
theory is a financial theory that delineates that 
the price of financial instruments reflects all 
available information in the market. When a 
buyer purchases a stock based on information 
that is also available to the seller, the market is 
considered to be efficient since everyone has 
access to the information but still choose to act 

tock prices are the most sensitive price 
figures , recording fluctuations with passage 

of each second. But have you ever wondered 
the rationale behind these fluctuations? Today, 
stock trading and rational price predictions 
are soaring in popularity due to the various 
tools and techniques provided by the experts. 
Yet there is still a major section of people who 
rebuke such facts and believe price fluctuations 
to be a random phenomenon and a mere fluke. 
Surprisingly, such people are not incorrect in their 
conclusions and are backed by well researched 
theories. One such theory is the random walk 
hypothesis.
 
The Random Walk Theory states that there 
is no reliable orderly pattern in stock prices 
movements and all the fluctuations are on 
account random events independent of past. 
Popularised by Burton Milkier in his book , ‘ 

BY PRANAV FATEHPURIA

S

FINANCE CONSTRUED

“Everyone wants to sell and everyone wants to acquire a stock, at least at a certain price, 
on every stock exchange. In contrast to the buyer, who believes he is about to make good 
money, the seller believes she is getting out just in time.  According to the efficient market 

theory, the market doesn’t actually represent a stock’s flawless valuation in a miraculous way. 
It displays the widespread agreement over how real individual investors actually value the 

stock. It represents everyone’s combined hopes and anxieties. ”

( Student at Shri Ram College of Commerce)
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returns over the market. 
 
Albeit both the theories are based on different 
assumptions , yet both of them draw similar 
conclusion that an investor would not 
consistently find undervalued stock and all the 
fundamental and technical tools are irrelevant 
due to the erratic and uncertain movement of 
stock prices.
 
Such conclusions have severe implications for 
investors as well as valuators since it becomes 
impossible for them to consistently beat the 
market over a long period through their analysis 
and valuation. 
 
IMPLICATIONS OF EFFICIENT MARKET 
THEORY
 
Since there is no scope of technical and 
fundamental analysis, investors have to make 
investment and trading decisions based on 
mere speculation, implying greater risks of 
investment. Consequently, equity research and 
valuation becomes highly costly due to its futile 
nature.
 
In an efficient market, a strategy of randomly 
diversifying across stocks or indexing to the 
market is superior to any other strategy targeting 
specific stocks or sector. Thus there is no value 
addition to an investor if he takes assistance from 
portfolio managers and investment strategists.
 
Minimised trading is more profitable than 
frequent trading due to random and unpredictable 
movements of prices that exuberates the risk of 
loss making trades.
 
These implications conclusively deter the 
investor to consistently make more than market 
returns and in turn promote passive investment 
, i.e investment in index funds. These funds 
represent the cumulative situation in the market 
taking into account all the random fluctuations 
in  various stock prices. A decrease in price 
of one stock is off-set by increase in price of 
another, giving a passive and stable return to the 
investors. This can primarily be the reason for 
the huge popularity of index funds like Nifty 50, 

in their own best interests.
 
Information being universally available, makes 
it impossible for the investors to earn consistent 
returns which are above the average returns 
of the market. This highlights the facts that all 
known information about the securities is already 
factored into the prices of those securities and 
no level of fundamental or technical analysis 
can earn an investor above average returns.
Simply put, you will never find a parking space 
that is vacant, has ample space and is shady at 
the same time. The reason is that had such space 
existed, it would have already be taken. Similarly 
in a stock market ,you cannot consistently find 
an overvalued or undervalued stock and the 
current price would be its true and fair value, 
factoring in all the available information and 
sentiments.
 
Forms of market:
Consequently, efficient market hypothesis gives 
rise to 3 forms of market, each representing 
different levels of efficiency in the market:- 
 
Strong Form-  It is a form explicitly mentioned 
by the theory, in which prices of stock factor in 
both public and private information. This implies 
that an investor will not be able to consistently 
beat the market as all such information would 
have already been taken into account.
 
Semi-Strong Form- In a Semi-Strong form 
market, the current prices represent all publicly 
available information including historical 
information of price and volume. It dismisses 
both fundamental and technical analysis since 
any information harnessed from such techniques 
will be already available to other investors. 
The only way investors can get an edge over 
others is through private information, which is 
unavailable to majority of other investors.
 
Weak Form- In this form of market, the current 
price of the securities reflect only their historical 
prices. Thus, investors can earn normal returns by 
analysing past trends and fluctuations. Though 
technical and fundamental analysis would not 
be able to empower an investor to consistently 
beat a market, yet there is some room for excess 
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Critics of Random Walk Theory
 
Though relating to real life scenarios, the facts 
of random walk theory seem accurate and 
correct , various methods and statistical tools 
which are regularly used by the traders , prove 
to be reasonably accurate in predicting the price 
trends. Backtesting such methods have proven 
the covenants of random hypothesis incorrect 
and irrational. Let us walk through some of the 
methods that help determine the price trend in 
the market.
 
1)  Short term Momentum -  Random walk 
theory supports the notion that the stock market 
has no memory and the way the stock market 
behaved in the past is insignificant to determine 
the future behaviour. However, studies have 
proven that short-run serial correlation are non-
zero and existence of multiple successive moves 
in the same direction reject the hypothesis 
of ‘random walks’. Such momentum can be 
predicted by recognised price patterns such 
as ‘ head and shoulder’ , ‘double bottoms’ , 
‘Bullish Engulfing’ etc. Another reason of price 
predictability in these short term momentums, 
as explained by various psychologists is the 
‘bandwagon effect’ . This effect describes the fact 
that the individuals are drawn into market when 
they see rising prices. As a result, a rise in prices 
can be predicted in short-term momentums.
 
2) Seasonal and Day-of-the-Week 
Patterns -  Number of past price trends and 
trading volumes have proved that a fair estimate 
of prices could be made based on the current 
season or Day of the week. For example - Prices 
are usually low on Monday while they tend to 
be comparatively higher on Fridays. Similarly, 
Stock market prices tend to be on an uptrend 
during festive season like Diwali and hence the 
occurrence of random walks are minimised.
 
3) Predictable Patterns Based on 
Valuation parameters -  Research has also 
found that despite the covenants of Efficient 
Market Theory claim the non-occurrence 
of undervalued stocks , valuation multiples 
like P/E ratio, Price to Book Value Ratio , EV/
EBITDA  etc, provide a fair estimation of the 

Sensex and S&P 500.  
 
However, such implications often make one 
ponder on the relevance and significance of 
individual stocks. Can an investor really not beat 
the market ? Or can one not infer the rationale 
behind the movements in stock prices? The 
answers to such questions can be conjured by 
simply analysing the portfolios of famous and 
successful investors like Rakesh Jhunjhunwala 
,Warren Buffett, Radhakishan Damani. These 
investors have been successful in consistently 
beating the market and thus challenging the 
proponents of both the theories. Such success 
could be due to the fact that these men have 
the ability to conjure the information before it is 
publicly available to the market and thus invest 
accordingly to earn above market returns. Or 
another reason could be that they have been 
able to consistently find undervalued stocks, 
discrediting the facts of Random walk theory.
 
Looking down into the history of the stock 
market, various events have questioned the 
rationale behind the relevance of both theories.  
These events relate to asset bubbles, where the 
prices of assets are inflated beyond their fair and 
true value. The famous dot com bubble where 
the prices of tech-companies fell 76.81% from 
2000 to 2002. A similar incident happened in 
US financial crisis 2008 that wiped a sum of $3 
trillion from Wall Street. 

Did the stock prices reflect the true value before 
the burst of such bubbles? Or did firms like 
Lehman Brothers made rational assessments 
about mortgage backed securities in their 
portfolio before the financial crisis? Clearly, 
the prices of securities in both the scenarios 
were exaggerated and reflected ‘ Irrational 
Exuberance’ opposed to true information as 
proposed by Efficient Market Hypothesis. Such 
events stretch the credibility of the EMH beyond 
the breaking point. Thus, investors cannot rely on 
the mere facts of the theory as many cases stand 
as a testimony to the fact that the asset prices 
do not reflect all the available information and 
are often misleading, guided by the sentiments 
of the market. 
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defy the proponents of Random Hypothesis. 
As long as there are markets, there will always 
be room for mistakes since it is impractical to 
assume that all market participants are rational. 

As a consequence, predictable patterns can 
appear over time. Similarly it is unrealistic to 
conclude that markets are efficient and the 
tenets of Efficient Market Hypothesis are true. 

Though both the theories are as convincing as 
they sound, one can always take a ‘Non Random 
Walk’ through its investment journey to develop 
a rationale behind his investment.

price of a security. Companies having a low 
PE ratio are expected to have a prospective 
increase in their prices as they are considered 
undervalued. Similarly companies having a 
PEG(Price/Earnings to Growth) ratio less than 1 
are also considered undervalued and a rise in 
their price can be ascertained. Similarly stock 
prices can also be predicted to a reasonable 
extent by analysing interest rate patterns as well 
as inflation statistics. 
 
CONCLUSION
 
Thus, the current valuation and trading 
techniques practised by the market participants 
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A SYSTEMATIC REVIEW: 
THE IMPACT OF THE STOCK MARKET ON HEALTH 

OUTCOMES

the overall impact of the financial markets’ on 
health, has scarcely been studied. However, the 
existing literature (e.g., Ratcliffe & Taylor 2015; 
Engelberg & Parsons 2016; Barnes 2021) has  
revealed that the stock markets have several 
detrimental effects on people’s mental and 
physical health. Thus, it  is now more important 
than ever to investigate the relationship between 
the stock market and health outcomes. 

Furthermore, analysing the impact of the stock 
market on health outcomes is crucial to the 
development  of health tools and regulations 
that will benefit those who are both casually 
and professionally involved with  the stock 
market, particularly during periods of significant 
financial turmoil like pandemics. In light 

everal economies around the world have 
experienced deadly virus outbreaks in recent 

decades, which have  resulted in significant 
human casualties. These include Severe Acute 
Respiratory Syndrome (SARS) in 2003,  Dengue 
Fever and Avian Flu in 2006, Swine Flu in 
2009, Cholera in 2010, Middle East Respiratory 
Syndrome  (MERS) in 2013, Ebola and Measles 
in 2014, Zika in 2016, and COVID-19 in 2019. 
Notably, in the future, the  Monkeypox virus, 
a zoonotic disease that has infected over 50 
nations as of July 20221, may be added to this  
list. 

Economists have always been primarily 
concerned with the effects of health crises on the 
economy and  financial markets; the opposite, 
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" Economists have always been primarily concerned with the effects of health crises on the 
economy and financial markets; the opposite, the overall impact of the financial markets’ on 
health, has scarcely been studied. However, the existing literature has revealed that the stock 

markets have several detrimental effects on people’s mental and physical health. Thus, it is 
now more important than ever to investigate the relationship between the stock market and 

health outcomes. "
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and mental health problems. Cotti et al. (2015) 
further explain that large, negative monthly 
Dow Jones Industrial Average returns, decreases 
in the level of the Dow Jones Industrial  Average, 
and stock market crashes are widely associated 
with worsening self-reported mental health 
and more  cigarette smoking, binge drinking, 
and fatal car accidents involving alcohol in 
the United States. In addition,  Yin et al. (2016) 
claim due to extreme stock market volatility 
and investment failure in China during 2007-
08,  investors easily lost control and committed 
suicide, leading to an increase in suicide rates. 
Thus, it can be  inferred that the greater the 
volatility of the stock market, the higher the 
suicide rate. 

(i) The Impact of the Stock Market on 
Mental Health  
There is an indirect relationship between daily 
stock market returns and hospital admissions for 
psychological  conditions such as anxiety, panic 
disorder, or depression (Engelberg & Parsons, 
2016). Although some studies  (e.g. Frijters et 
al., 2015) have shown that increases in stock 
markets improve life satisfaction and mental  
health, the majority of studies have shown that 
decreases in stock markets have the opposite 
effect (Gili et al.,  2013; McInerney et al., 2013; 
Schwandt, 2014; Cotti et al., 2015; Lin et al., 
2015).

Ratcliffe & Taylor (2015) present evidence 
that annual changes in the price index are 
associated with better  mental well-being 
while greater uncertainty, proxied by volatility 
in the price index, is associated with poorer  
mental well-being—even after controlling for 
macroeconomic conditions. 

In contrast, Qin et al. (2019) suggest that in a 
volatile stock market, exposure to stock (defined 
as the  condition of being exposed to both stock 
and stock-related issues) may trigger heightened 
anxiety even when  the market is rising, departing 
from prior theories and findings that focus on 
the detrimental effects that a stock  market crash 
imposes on mental health (i.e., a bull market). 
It is crucial to note that this anxiety can also 
result  in physical conditions (discussed below), 

of this, the  leading aim of this article is to 
compile scholarly work on the impact of the 
stock markets on health outcomes  under one 
umbrella, fielding four principal inquiries: 
RQ1: How does the stock market impact people’s 
overall health? 

RQ2: How does the stock market impact traders’ 
health? 

RQ3: What are the literature gaps and future 
research opportunities regarding the effects of 
the stocker market on health? 

RQ4: What are the recommendations to 
counteract the harmful effects of stock markets 
on health? 

II. Review methodology  

In the aforementioned context, this study employs 
a systematic literature review methodology as 
a reliable,  replicable, and bias-free method 
of creating an objective body of knowledge 
(Tranfield et al., 2003). A  comprehensive 
analysis of twenty-six studies on the theories, 
influences, and movements of the stock market  
was conducted in order to identify literature 
gaps and potential areas for future health-related 
research on the  subject. 

III. The Impact of the Stock market 
on General Health  

Deaton (2012) provides evidence demonstrating 
that during financial crises, stock markets have 
the greatest  impact on the well-being of those 
who are least likely to own stocks. In contrast, 
McInerney et al. (2013) have  discovered that 
the financial crashes’ impacts are limited to 
stockholders with sizable asset holdings.  

Overall, findings from Tang (2018) indicate that 
making stressful and frequent decisions causes 
low stock and  index happiness. Investors, 
who are behaviourally controlled by money 
in the stock market experience high  levels of 
stress, perceive an external locus of control 
and turn into slaves to money, which can have 
several  detrimental effects, including physical 
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Nimgade, 2005). 

For some professional traders, trading stocks is 
a form of self-employment. Self-employment 
generally  increases job satisfaction and life 
satisfaction, but even though people do not 
see it as mentally taxing, it may  result in more 
mental health issues (Pernilla, 2008). Results 
from Saoji et al. (2019) indicate that Indian 
traders  are not immune to financial stress, with 
78.9% reporting high work-related stress, 7.7% 
reporting moderate  work-related stress and 
13.4% reporting low work-related stress. 

In volatile and unpredictable markets, traders 
frequently fail to consider the risk management 
component,  resulting in capital loss and, in 
extreme cases, suicide. Livingston (2009) asserts 
that the link between trading  risk, financial debt, 
and stock market collapse is close to suicide. 
Cotti et al. (2015) corroborate that the stock  
market crashes are associated with deteriorating 
self-reported mental health and rising risky 
health behaviours.  

Cox et al. (2019) further argue, “Compulsive 
gambling or addiction to trading is prevalent 
among some  traders, strongly correlated with 
speculative trading behaviour. This addiction 
is beyond factors like  overconfidence, risk 
tolerance, financial literacy and trading 
experience. The profession of financial traders  
involves careful handling of risk management.” 

In addition, there is a significant inverse 
relationship between high-frequency heart rate 
variability (HF HRV)  and market volatility, as 
well as a positive relationship between HF HRV 
and trader experience (Fenton O’Creevy et al., 
2012). Fenton-O’Creevy et al. (2012) further 
confirm that both single-day market falls and  
frequent daily market drops are associated with 
more neurotic disorder doctor visits. 

V. Literature Gaps & Agenda for 
Future Research 

Although substantial contributions have been 
made to the field of emerging research on the 
relationship  between health and the stock market 

such as heart disease, ulcers, decreased fertility, 
accelerated ageing,  and even premature death.
 
(ii) The Impact of the Stock Market on 
Physical Health 
Ma et al. (2010) speculate that both rising 
and falling of the stock markets may represent 
substantial  emotional, psychological, and 
physical stress that may adversely affect 
cardiovascular health. The authors  analysed data 
with over-dispersed generalised linear Poisson 
models and observed a U-shaped relationship  
between the Index change and coronary heart 
disease (CHD) deaths in China. The final results 
suggested that  CHD deaths fluctuated with daily 
stock changes in Shanghai, indicating that stock 
volatility may adversely  affect cardiovascular 
health. Utilising population-based aggregate 
data in Taiwan, Chen et al. (2012) further  show 
that both a low stock index level and a daily 
fall in the stock index are associated with greater 
incidences  of stroke. The level effect was found 
to be significant for both genders (male and 
female) in the 45-64 or 65 ≥  age groups. 

Evidence from the United States, further cited 
in Barnes (2021), suggests that daily individual 
patient  records for every organ transplant-
capable hospital in the United States from 
1987 to 2018 indicate a negative  relationship 
between stock market returns and deaths. Stress-
related deaths, such as heart attacks and strokes,  
are most pronounced during stock market 
fluctuations. Market shifts also affect the 
availability of organ  transplants, potentially 
creating life-altering consequences for organ 
waitlist patients.

IV. The Impact of the Stock Market 
on Trader’s Health  

Stock market traders who are more actively 
involved professionally are also particularly 
vulnerable to the  health effects of the financial 
market and the resulting financial stress. They 
are also more susceptible to “burn out” because 
they require a high degree of concentration and 
focus to continuously watch multiple screens 
for  trading opportunities and take quick action 
to explore them regularly (Oberlechner & 
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Therefore, future research on the impact of the  
stock market on health should also consider 
child health and well-being. 

VI. Recommendations
 
As discussed above, an increase in stress levels 
is the stock market’s most serious health effect. 
Individuals who are financially stressed are 
also more likely to engage in unhealthy coping 
behaviours such as binge eating,  drinking, and 
smoking (Cotti et al., 2015). More stress and, in 
some cases, even death could result from this.  
Reeves et al. (2012) persuasively contend that 
increased anticipatory policy intervention is 
necessary to reduce  the suicide/homicide rates 
in light of the rise in suicides associated with the 
severe financial crisis.  
In contrast, Fry & Farrell (2022) revealed that 
unexpected stock market changes in returns 
represent an  exogenous shock to people that 
may causally affect driving behaviour. Giulietti, 
Tonin & Vlassopoulos (2020) further show that 
one standard deviation in daily stock market 
returns is associated with a 0.6% increase in fatal 
car accidents. This is significant for stakeholders 
in road safety as well as for health promotion 
and policy.  

Finally, emphasising the promotion of physical 
exercise, Qin et al. (2019) revealed that physical 
exercise  helped attenuate the detrimental 
impact of exposure to a stock on mental well-
being.  

in recent years, the literature’s convergence has 
still revealed significant knowledge gaps in the 
area. These gaps give future theory development 
and research momentum on the effects  of the 
stock market on health. 

Future studies should concentrate on the stock 
market volatility’s impact on trader personalities 
and its  effects on traders’ personal and 
professional. In addition, there is relatively little 
research on female traders  compared to male 
traders, who have been the subject of numerous 
studies. Male and female traders exhibit  different 
trading behaviours, with female traders using 
more stop losses than male traders and male 
traders  making larger deposits. 

Female traders are also generally less active and 
more disciplined traders2. In this  context, it 
is important to understand the gender-specific 
differences in the stock market’s impacts on 
health.  Notably, several studies on economic 
recessions examine aspects such as involuntary 
job loss. However, there  is scarce literature 
that investigates the effects of stock market 
fluctuations on population health outcomes. 

Despite the fact that many studies have focused 
on the effect of the stock market on adult health, 
it is worth  noting that several health effects 
also extend to children. For example, when 
estimating the relationship  between stock 
market prices and child health outcomes using 
survey data from 2004 to 2012, Cotti & Simon  
(2017) discovered that child health declines as 
stock prices rise. 

FINANCE CONSTRUED

Citations

 1) Barnes, S. (2021, September 1). Killing in the stock market: Evidence from organ 
donations. Killing in the  Stock Market: Evidence from Organ Donations - ScienceDi-
rect; www.sciencedirect.com.  https://www.sciencedirect.com/science/article/abs/pii/
S2214635021001076 
 2) Chen, C.C., Chen, C. S., Liu, T.C., & Lin, Y.T. (2012, August 14). Stock or stroke? Stock 
market movement  and stroke incidence in Taiwan - PMC. PubMed Central (PMC); www.
ncbi.nlm.nih.gov.  https://www.ncbi.nlm.nih.gov/pmc/articles/PMC7126471/ 
 3) Cotti, C., R. A. Dunn, and N. Tefft (2015). The Dow is killing me: Risky health behaviors 
and the stock market. Health Economics 24 (7), 803–821. 
 

FINANCE CONSTRUED



PAGE 86

REDEFINING THE CREDIT INDUSTRY WITH CLOS

Lehman Brothers. Mention of historical instances 
is relevant only if the present tries to learn from 
the mistakes and tread on the improvement 
path. Regulators worldwide worked and made 
stringent regulations to prevent and manage 
financial disasters. For more than a decade the 
financial markets have been strengthened by 
such strict and controlled measures. 

But have we really learnt from one of the root 
causes of the GFC or are we again sowing similar 
seeds, opening doors for another catastrophe? 
The CLOs (Collateralized Loan Obligations) 
or the twin of CDOs as market pundits may 
refer them, Simply put, a CLO is a portfolio 
of primarily leveraged loans that have been 
securitized and is managed as a fund. 

In most cases, the assets are senior secured 
loans, which have payment priority over other 

he global financial crisis, between mid-2007 
and early 2009, was a period of significant 

stress in global financial markets and banking 
systems that shook the global economies and 
investors. $9 Trillion eroded from the balance 
sheets of Americans alone, and unemployment 
rates doubled in 10 months with people standing 
homeless on the streets of the largest economy 
in the world. 

Indian markets were nowhere shielded from the 
GFC, and Sensex nearly halved in a few months, 
eroding billions from the pockets of the equity 
investors. The cause and learnings of the crisis, 
the fall of the housing market and the synthetic 
instruments behind the scene, Collateralized 
Debt Obligations or CDOs as we all know them 
were stopped from usage and restrictions were 
imposed on big banks and NBFCs so that we can 
avoid a “Too big to Fail” as in case of AIG or 
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" The momentum behind CLOs is anticipated to continue into 2022, with Morgan Stan-
ley estimating US$160 billion in fresh CLO issuance this year. If reached, 2022 will be the 
second-highest year on record for annual CLO issuance. Rising inflation and the Federal 

Reserve’s planned interest rate hike in March are expected to fuel demand for CLO assets, 
as the leveraged loans purchased by CLOs have floating rates that rise in tandem with rising 

interest rates."

( Student at Shri Ram College of Commerce)
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vehicles outperformed similar-sounding CDOs 
during the financial crisis, which was frequently 
filled with fraudulently underwritten subprime 
mortgages.

According to Moody’s, no AAA or AA-rated CLO 
has lost principal thus far, with only 0.1% of 
single-A tranches, 3% of BBB tranches, and 6% 
of all BB-rated tranches experiencing losses. For 
instance, 43% of CDO tranches originally rated 
AAA experienced losses, rising to nearly 63% 
for tranches originally rated BB. However, while 
few market observers predict the same level of 
disaster at the end of the current credit cycle, 
losses might still be significant, as leveraged 
loan investors’ protections have been eroded.

The momentum behind CLOs is anticipated 
to continue into 2022, with Morgan Stanley 
estimating US$160 billion in fresh CLO issuance 
this year. If reached, 2022 will be the second-
highest year on record for annual CLO issuance. 
Rising inflation and the Federal Reserve’s 
planned interest rate hike in March are expected 
to fuel demand for CLO assets, as the leveraged 
loans purchased by CLOs have floating rates 
that rise in tandem with rising interest rates. 

CLO techniques expanding into new areas such 
as project financing and real estate could also 
stimulate activity. CLOs have typically been 
rare in investing outside of the leveraged loan 
area, but with the passage of the US $1.2 trillion 
infrastructure bill at the end of 2021, managers 
have found chances to diversify into project and 
infrastructure loans.

The move from the LIBOR interest rate 
benchmark to the new SOFR metre in the US 
could put a damper on otherwise optimistic 
forecasts for CLO activity in the coming months. 
LIBOR was phased out for new deals beginning 
in 2022, while CLOs and leveraged loan issuers 
were able to price deals off the rate until the 
end of 2021 and will be able to do so until the 
end of 2023. The difficulty for CLOs is that, 
now that the benchmark has shifted to SOFR, 
CLO asset pools may end up with loans that 
use various benchmarks. This is problematic for 
investors because it makes protecting their CLO 
investments from changes in interest rates and 

claims in the event of insolvency. Each CLO is 
composed of a series of interest-paying bond 
tranches and a limited amount of equity. The 
money is used to purchase a portfolio of collateral 
(assets), which is then actively managed over a 
fixed investment period and under a set of rules. 
Any difference in value between the assets and 
liabilities reflects equity interest in the CLO, 
which serves as the first-loss position. Typically, 
the equity tranche is held by a combination of 
the manager and third-party investors. Debt 
tranches are often assigned ratings ranging from 
AAA to BB. These ratings are determined by the 
composition of the underlying collateral as well 
as the amount of subordination by which each 
tranche is supported.

Bank loans, the underlying collateral of the 
CLO market, have expanded to more than 
$1.2 trillion and continue to be an essential 
source of funding for US firms to fund their 
operations. CLO vehicles currently own around 
60% of the $1.2 trillion bank loan market, with 
the remainder owned by mutual funds and 
institutional institutions.

Much of the growth in the CLO market may be 
ascribed to an ever-expanding investor base 
comprised of large banks, both domestic and 
foreign, insurance firms, and asset managers 
attracted to CLOs due to their diversification 
benefits, outstanding historical performance, 
and appealing relative value. 

It has been more than ten years since the 
financial crisis, and corporate and securitized 
debt levels have risen rapidly since then, raising 
concerns about the financial system’s potential 
vulnerabilities. To be true, leveraged lending 
terms have become more aggressive, and many 
of those loans roughly 60%, are being packaged 
into these CLOs. 

These are then purchased, in large part, by 
foreign investors, eerily similar to the pre-2008 
CDO machine, the end of which resulted in 
tens of billions of dollars in losses across the 
financial system. However, one of the reasons 
that a number of banks, insurance companies, 
and other investors have been comfortable 
increasing their holdings in CLOs is that these 
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expected to resume where it left off in 2021. 

With the CDO market expected to pick up and 
grow unconditionally moving ahead, especially 
in the west, there are rising concerns among 
economists and financial market participants 
that it might have the potential to turn into the 
CDOs of 2008 and similar consequences may 
follow. But the well-developed and controlled 
market practices this time pose an optimistic 
market ahead.

loan prices more difficult.

The CLO market is still adjusting to the 
new benchmark, but as more SOFR-linked 
transactions are completed, CLO managers 
may seek to limit risk by dividing assets into old 
LIBOR and new SOFR buckets. As more SOFR 
deals enter the market in 2022 and the SOFR 
transition period concludes, CLO activity is 
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BANKRUPTCY: 
A WAY TO RESTRUCTURE A CORPORATION?

the company is competent to file a bankruptcy 
petition. This paper looked at how businesses can 
use company’s laws to help them survive these 
trying times and restructure the corporation.
The two fundamental options for businesses 
that find themselves in a precarious financial 
situation where bankruptcy is their best—or 
only—option: Chapter 7 bankruptcy or Chapter 
11 bankruptcy can be filled. Individuals can also 
access both. Here is how these two bankruptcies 
work:

U.S Bankruptcy Code: Chapter 7

Chapter 7 bankruptcy is commonly known as 
“liquidity bankruptcy” because at this position 
the company is at its dead end and has to sell its 
assets to pay the creditor. So, for this purpose, 
a trustee will be chosen by the court ensuring 

here’s a bias to see bankruptcy from a 
negative angle; the general perception 

of bankruptcy is that it signals the end of a 
company’s existence. Bankruptcy professionals 
understand that bankruptcy rules offer more 
than just a way to liquidate a business. Modern 
bankruptcy laws place a strong emphasis on 
restoring businesses that have failed or lost the 
ability to pay their obligations. Any business that 
passes the two criteria for insolvency outlined 
in the Bankruptcy Law may submit a petition for 
bankruptcy. 

The two criterias are:
The debtor is unable to pay its debts when they 
are due.
The debtor’s assets are insufficient to cover the 
debts.

When both these criterias are satisfied, then 

BY VIVEK SAH
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“The two fundamental options for businesses that find themselves in a precarious financial 
situation where bankruptcy is their best—or only—option: Chapter 7 bankruptcy or Chapter 
11 bankruptcy can be filled. Under Chapter 7 company is at its dead end and has to sell its 
assets to pay the creditor. And Chapter 11 allows a firm to restructure its debts and emerge 

as a viable enterprise. ”

( Student at Shri Ram College of Commerce)
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continue its operation rather than disposing of 
everything to pay creditors. If everything goes 
well and the company successfully completes 
its chapter 11 bankruptcy then the organization 
can continue its business and if not then the 
company has to file for chapter 7 and go out of 
business. But the question here is what exactly 
is restructuring? and why do they restructure 
after bankruptcy? How can a close-to-extension 
company survive? 

So, basically, every company has an 
organizational structure created to define 
how the organization operates to achieve its 
objective. Depending on the type of business an 
organization can be set up into departments with 
a specific function, such as placing accountants 
in the finance department, marketers in the 
marketing department, and salesmen in the 
sales department. However, in the restructuring 
phase, a company generally modifies the original 
structure in order to improve its efficiency. 

Reorganization or surface-level adjustments 
like addition, division, transfer, or dissolution 
of an entire business unit is also considered 
to be a part of restructuring even though they 
don’t necessarily affect the underlying structure.  
For example, In a back-to-front culture, IBM 
reorganized its business so that departments 
like technology would create goods that the 
front-end marketing team would then offer to 
customers. The company’s prior culture was 
reversed, and the restructuring was seen as a 
success. Most Chapter 11 restructuring consists 
of putting an end to debt obligations that hinder 
growth, ending unprofitable contracts, or selling 
unproductive assets. After that, we know what 
restructuring is. The next question is why do 
companies restructure after bankruptcy?

So, a very simplified answer to this can be that 
the company is allowed to take certain actions 
which they wouldn’t have been able to take 
legally like stopping or altering debts or rejecting 
unprofitable contracts. We can understand this 
more deeply with the help of an iconic case 
study of GM Motors which is also known as the 
quickest bankruptcy reorganization.
Case study of GM Motors:

that creditors are paid back as per the absolute 
priority guidelines. Now, this brings the question 
of what are “absolute priority” guidelines. Let’s 
understand this with the help of an example:  
As we know not all debts are managed equally. 
The least risky debts are paid first because they 
are generally backed with a  particular asset or 
some other collateral. And when all the secured 
debts are paid off, any remaining fund is then 
used to disperse the unsecured creditors or 
debts. This prioritization of paying off secured 
debts and then the unsecured ones is known as 
an absolute priority. 

Bankruptcy or liquidation is not just limited to 
companies but also to small firms or an individual 
as well. These all entities can file for Chapter 7 
bankruptcy. However, the law brings a second 
chance to the people, with which we come to 
the concept of Chapter 11 bankruptcy. But the 
opportunity of chapter 11 can be benefited only 
by those who agree to return at least a portion of 
their obligations over a three to five- years period 
while being closely monitored by the court. So, 
now diving deep into the concept of Chapter 11 
bankruptcy we would be understanding it from 
a corporate perspective as it is very complex 
and businesses are more likely to use it rather 
than individuals.

U.S Bankruptcy Code: Chapter 11

Chapter 11 bankruptcy is commonly referred to as 
“reorganization” or “rehabilitation” bankruptcy 
because this allows a firm to restructure its debts 
and emerge as a viable enterprise. In order to 
do this, an organization has to submit a petition 
to the bankruptcy court in order to begin its 
Chapter 11 proceedings. The petition can be 
filed unwillingly by the creditors seeking their 
payments or willingly by the debtors. Whatever 
the case may be the debtor will carry on with 
its ordinary business along with some new 
steps to stabilize its finances. The steps could 
be reducing the spending, selling off assets, 
and trying to restructure its debts with creditors. 
Similar, to chapter 7 bankruptcy we would 
need a trustee to be nominated in chapter 11 as 
well. However, here the trustee would manage 
the debtor’s assets and allow the business to 
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on July 10, 2009, a new firm that was primarily 
controlled by the U.S. Treasury emerged from 
bankruptcy protection. On April 2015, GM 
returned to court before the original bankruptcy 
Judge Robert Gerber and made a claim that 
the firm should be protected from ongoing 
class action lawsuits involving automobiles 
manufactured before its bankruptcy that had 
been recalled for a number of issues. Due to 
Judge Gerber’s decision in GM’s :favor, the 
business was protected from claims totaling 
billions of dollars, most of which were connected 
to defective ignition switches that were to blame 
for accidents and fatalities. And this is how the 
company got itself revived within a short span.

Conclusion

A company that is about to go out of business may 
decide to file for Chapter 11 bankruptcy instead 
of liquidation. It offers a second opportunity. 
However, how a company manages its crucial 
restructuring time will determine the outcome 
of a Chapter 11 bankruptcy. A debtor must have 
the resources to execute significant upheaval 
in addition to making deliberate, fundamental 
changes to the firm. Therefore, a company may 
opt for bankruptcy as a way of restructuring, but 
the success of it would depend on overcoming 
previous inconsistencies. And definitely a 
corporate can restructure itself by a way of 
bankruptcy.

On June 1, 2009, the company declared 
bankruptcy under Chapter 11. The US and 
Canadian governments each contributed $30 
billion to the company’s operations while it 
was in Chapter 11. Former AT&T CEO Edward 
Whitacre was also appointed as the chairman 
of the board, and he was in-charge of the 
company’s restructuring. 

The court was asked to approve a plan to 
establish a new company owned 60% by the US 
government, 12% by the Canadian government, 
17.5% by the United Automobile Workers union, 
and 10% by G.M. bondholders. According 
to court documents, they had no other viable 
options, and if the application was denied, the 
company would be forced to close its doors. 

The American government supported GM’s 
automobile warranties throughout the Chapter 
11 process. There were 750 projected objections 
to the restructuring plan that was submitted to the 
bankruptcy court on June 30. They transferred 
ownership of their Saturn brand to Penske 
Automotive Group and sold their Hummer 
brand to Chinese heavy machinery manufacturer 
Sichuan Tengzhong Heavy Industrial Machinery 
Co. 

Such changes granted permission by the court 
to borrow $33.3 billion from the governments 
of the United States, Canada, and Ontario. Early 
in 2010, the new GM firm launched its IPO, and 
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SCRUTINISING AIF’S POTENTIAL 
AS AN INVESTMENT VEHICLE

these funds as well provide targeted concessions 
to promote early stage start-ups2. However, this 
was formalised in 2012 when the Securities and 
Exchange Board of India (SEBI) introduced the 
SEBI (Alternative Investment Funds) Regulations, 
2012. SEBI defines AIFs as “any fund established 
or incorporated in India which is a privately 
pooled investment vehicle which collects funds 
from sophisticated investors, whether Indian or 
foreign, for investing it in accordance with a 
defined investment policy for the benefit of its 
investors.”3

As of 2022, there are over 900 AIFs (Alternative 
Investment Funds) registered with SEBI. AIFs can 
be registered under 3 categories as per SEBI rules 
on the basis of where the money is invested4. 
They are detailed as follows:

nvestments in alternative assets was a trend that 
began in the mid 1800s1 when the wealthy or 

high net worth individuals (HNIs) sought a way 
to grow their wealth outside the banking system. 
During the 20th century, alternative investments 
became more prominent. It was the time after 
the world wars when countries were rebuilding 
from scratch. Venture capitalists were a turning 
point for the blossoming of entrepreneurial spirit 
and technological development. Soon enough, 
more opportunities surfaced in the business 
world. The 1908s saw the birth and growth of 
private equity and hedge funds but was restricted 
to only a small percentage of the population due 
to the high investment required.

India saw a surge in venture capital around the 
2000s which prompted the government and 
regulatory authorities to lay out guidelines for 

BY MAHIKA BHATNAGAR
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" AIFs rapid growth has been furthered by proactive regulatory reforms and demand for 
innovative investment opportunities. They are therefore in a position to apply complex strat-
egies and provide the highest range of risk-reward options to investors as compared to PMS 

and mutual funds."

( Student at Shri Ram College of Commerce)
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diversification. AIFs allow investors to hedge 
against the unsystematic risks of the market. 
The asset classes available for investment are 
more and their performance is uncorrelated to 
the stock market. Hence, portfolio managers are 
able to exercise greater flexibility while building 
the portfolio. AIFs are not dependent on share 
price fluctuations or the daily ups and downs 
of the market, which protects investors from 
volatility and stabilises the portfolio. Lastly, the 
returns provided by AIFs are very attractive.

In spite of these advantages, there is a major 
drawback to AIFs that cannot be ignored and 
that is liquidity. As per SEBI guidelines, the 
minimum investment limit in AIFs for investors 
is Rs. 1 crore and for directors, staff and fund 
managers is Rs. 25 lakh. This limits the overall 
market size of investors. Moreover, the number 
of investors is capped at 1000 for each scheme 
and at 49 for angel funds, with a minimum 
lock-in period of 3 years. Therefore, exiting the 
investment and finding a new buyer can take 
longer than usual.

In spite of this snag, the assets under management 
(AUM) of AIFs has grown 7 times in the last 5 
years in terms of commitments raised5 and is 
poised to grow at 20% CAGR in the next 10 
years. The growth of AIFs is attributed to the 
growth in the number of wealthy or affluent 
individuals in India and across the world. The 
demand of the affluent to diversify and search for 
innovative avenues and less fragmented markets 
of conventional investments has propped up the 
AIF industry. 

Growth of AIFs

AIFs have seen tremendous growth in India 
since 2012. The following table shows the funds 
raised (in Rs. crore) under the 3 categories of 
AIFs. As of June 2022, Category I stands at Rs. 
32,413 crore, Category II at Rs. 240,311 crore 
and Category III at Rs, 66,264 crore. Category 
II makes up 80% of the total AUM of the Indian 
AIF industry.

Category I:
These funds invest in small start-ups and SMEs 
that have high growth potential. They include:
Venture Capital Funds - These funds aid start-
ups with attractive prospects and generally 
adopt high risk measures to generate returns for 
investors
Angel Funds - Angel Investors are similar to 
Venture Capitalists, however, angel investors 
invest their own money whereas Venture 
Capitalists belong to a firm.
Infrastructure Funds - They directly or indirectly 
invest in the construction of public assets such 
as railways, ports, etc
Social Venture Funds - These invest in socially 
oriented companies that directly impact and 
improve lives

Category II:
The following funds fall under category II of 
AIFs:
Private Equity Funds - These invest in the shares 
of unlisted private companies. They generally 
provide a high rate of return.
Debt Funds - They invest in debt securities of 
listed or unlisted companies. They include fixed 
income investments, which are preferred by 
conservative investors.
Funds for Distressed Assets - These invest in 
companies that are financially distressed and 
are unable to fulfil their financial obligations 

Category III:
Category 3 AIFs employ complex trading 
strategies and invest in securities of listed and 
unlisted companies:
Hedge Funds - These funds pool investments 
from high net worth individuals and invest in 
domestic as well as international markets. Their 
trading strategies have often been termed as 
aggressive with potential for high returns
Private Investment in Public Equity Fund (PIPE) - 
Under this, institutions or HNIs directly purchase 
the securities of a public company. This allows 
the company to raise funds easily in a short span 
of time.

Why AIFs?

The primary advantage of investing in AIFs is 
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PMS emerged in India in 1993, almost 20 years 
before AIFs. As of July 2022, the AUM of PMS 
stands at Rs. 25,40,000 crore7. PMS employs 
aggressive and differentiated investment 
strategies as it has minimal regulatory hurdles 
which attracts sophisticated investors. They 
also allow customisation in equities to cater to 
individual requirements. Investors have a larger 
range of risk-reward options available to them. 
The downside is that the minimum investment 
required for PMS is Rs. 50 lakh which drives 
away most retail investors. Furthermore, they do 
not offer tax benefits that mutual funds offer.

AIFs provide the most flexibility among the 3 
investment vehicles as investment in unlisted 
securities and the use of leveraging and shorting 
is permitted. AIFs are therefore in a position 
to apply complex strategies and provide the 
highest range of risk-reward options to investors 
as compared to PMS and mutual funds. They 
are, however, out of the reach of most retail 
investors due to the minimum investment limit 
of Rs. 1 crore.

The below table shows a comparison of the 
AUM (in Rs. crore) of each of the investment 
vehicles from 2013 to 2022.

Fig. 3

Mutual Fund remains the top choice of investors 
due to the large number of risk-averse retail 
participants in the market, while PMS and AIFs 
are poised to catch up, if not surpass it by late 
2030s. 

Fig. 1
Funds raised show a 10 year CAGR of 94%, 86% 
and 84% for Categories I, II and III respectively. 
The breakup under Category I can be seen 
below.

                                   Fig. 2

AIFs vs PMS vs MF

AIFs, PMS (Portfolio Management Services) 
and MF (Mutual Funds) are all investment 
vehicles that either invest in equity or debt or a 
combination of both. 

Mutual Funds are the most popular investment 
vehicles among investors. They were established 
in 1963 in India as compared to AIFs which 
were formalised in 2012. As of July 2022, the 
MF industry’s assets stood at approximately Rs. 
37,70,000 crore6. They are easy to invest in and 
generally have low initial requirements, which 
makes them extremely popular among retail 
investors. 

Additionally, investors have the option of 
choosing a Systematic Investment Plan (SIP), 
Systematic Withdrawal Plan (SWP), etc and can 
be customised according to individual needs. 
However, mutual funds do not employ high 
risk-return strategies and therefore limit their 
potential. This drives away HNI investors who 
look for higher returns from aggressive trading 
strategies. 

FINANCE CONSTRUED



PAGE 95

rapid growth has been furthered by proactive 
regulatory reforms and demand for innovative 
investment opportunities. The future of AIFs in 
India is bright as there is an opportunity for the 
market to mature and venture into areas such as 
agriculture, collectibles, etc. 

This can further be complemented by blockchain 
technology which will enable smart contracts 
for justifying ownership. Given stock market 
fluctuations, there is a need for fixed income 
alternative securities for conservative investors 
which will further fuel the growth of AIFs in 
India. 

Future

PMS and AIFs have a large scope for growth 
given their minimum investment limits of Rs. 50 
lakh and Rs. 1 crore respectively due to increase 
in the number of wealthy investors looking 
for higher returns. Researchers say that the 
combined AUM of PMS and AIFs is projected 
to reach Rs. 50 lakh crore8. The AIF industry is 
projected to reach Rs. 30 lakh crore by 2031.

India’s GDP growth will attract more foreign and 
domestic capital to stock markets and AIFs. AIFs 
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 GAUGING THE VERACITY OF 
ECONOMIC INDICATORS

which are often used as economic barometers 
that gel together and drive the overall 
performance of the economic system. Many of 
these indicators are interconnected with each 
other. Let’s say, inflation data may affect the 
Consumer confidence index.

The 3 Main types of Indicators:

An economic indicator is a broad term, and 
includes a variety of indicators, segregated as 
leading, coincident and lagging indicators.

Leading indicators are used to forecast future 
developments in economic parameters, and 
the data involved usually precedes economic 
movements and trends. The risk of inaccuracy 
involved in making predictions relying on such 
data is huge, considering that it is subject to 

eeping into consideration the ongoing data 
revolution, businesses and other economic 

entities have been largely successful in keeping 
an account of the ongoing factors that affect 
their working and prospects. The impact of 
representative economic data can be huge. 
A single statement like “Goldman Sachs cuts 
economic growth forecast” can get the Dow 
bleeding, wiping out millions in investor wealth.
Pieces of economic data, released by the 
government or other non-profit institutions 
are called economic indicators, and are 
paradigmatically used by analysts to judge the 
current state of the economy or the concerned 
market, and make predictions and investment 
decisions.

Apart from GDP, there are loads of other 
indicators, both at the micro and micro level, 

BY PREM GAJARE

K

" The economic data largely determines the way entities function, the flow of funds, and 
how investors make decisions. Quantifying qualitative aspects with utmost accuracy sounds 
like a herculean task, but barring statistical discrepancies, it is qualitative aspects which hold 
utmost importance. While economic indicators might not be the best representatives of real-

ity, they are the closest to taking a shot at the future. "

( Student at Shri Ram College of Commerce)
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perfectly represent real-world business 
situations?

Assuming the statistical shortcomings of 
economic indicators to be Nil, economic 
indicators are an agglomeration of multiple 
factors that affect the economic parameter, 
which might not be the case in real-world 
situations. For eg., CPI/PPI is a key economic 
indicator representing the price level on a 
macroeconomic level, but if we breakdown the 
commodities that constitute the CPI/PPI, we find 
that these indices are constructed to be inclusive 
of all the commodities that a consumer MIGHT 
buy, and (unfortunately) in reality, without the 
loss of generality, no consumer would purchase 
all the goods listed under the basket of goods 
under the CPI.
 
2) Can broad economic indicators be 
a complete and sufficient measure of 
the overall changes in the underlying 
parameter?
 
Sharing the same fundamental flaws of statistics, 
economic Indicators don’t account for qualitative 
changes, which would mean an increase in 
prices would account for high inflation numbers 
on the analyst’s screen, even if the rise in prices 
implies a better quality of products produced 
and demanded.

Also, plain data in ABSOLUTE terms isn’t 
representative of the economic situation in 
the context of the analysis being carried out. 
Relative data in-line with economic forecasts 
are more useful when analyzing a particular 
trend or indicator change. For eg., a 6% growth 
in GDP might sound appealing when viewed in 
isolation, but in actual terms, it might mean that 
the economy has underperformed, if the global 
economy has grown by a much greater multiple 
( as we saw during FY 2021-22).

3) Is the reliability and relevance of 
economic indicators a subjective 
phenomenon?

The relevance of the collected data depends 
on the organization’s specific needs and goals. 

‘n’ number of interpretations, and the dynamic 
nature of economies and economic systems 
that apply in individual markets as well as 
economies.
On similar lines, the other types of indicators are 
coincident and lagging indicators. Coincident 
indicators show data in line with the occurrence 
of the event to which the data pertains. This 
real-time data is often used by analysts to judge 
the current market conditions. As the name 
suggests, Lagging indicators are observed after 
an economic event occurs. These include CPI 
data, interest rates, and unemployment rates.

We will come back to analysing some specific 
leading indicators later in this article.

Over the years, how data is looked at by 
corporations has changed. Especially the data 
which directly affects the organization has been 
particularly looked at and followed by analysts. 
This economic data itself, forms the basis of Big 
Data and extensive data visualization processes 
carried out by large organizations. Not just 
mainstream indicators, but many other pieces 
of statistical data may have a key role in policy 
formation, with the degree of impact depending 
on the type of economic entity under concern. 
For example, exchange rate trends might affect 
export-supported businesses more than domestic 
ones.

Corporations can streamline and alter their 
activities keeping in mind the overall economic 
situation, thus forecasting trade cycles and 
increasing their efficiency of resource allocation. 
After all, no economic entity is completely 
resistant to business cycles.

The role and importance of such data can be 
emphasized by the expenditure incurred by the 
government to acquire the data. The Federal 
government spent a whopping $ 13 billion to 
carry out the 2010 census, which amounts to 
$17.66 billion at 2022 price levels.

So, there are 3 questions that are to be answered 
in this context.

1) Do the underlying economic metrics 
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than some commonly used economic metrics 
like GDP and Inflation.

One such metric is the Confidence Index. Many 
nations have numerous ways to measure the 
business confidence index; for instance,
ICAEW in England
DFS in the USA
ZEW Institute 
Erste Bank in Europe 
These institutions construct the confidence index 
of investors from Eastern Europe; The European 
Commission has the manufacturing confidence 
indicator and the index of confidence in 
commercial operations.

 Out of these, the most widely followed 
indicators are BCI (Business Confidence Index) 
and CCI (Consumer Confidence Index).

Another key economic indicator is the Building 
Permits Report, which measures current demand 
in the real estate market and forecasts future 
developments in the construction industry.

Building permits are an important indicator 
for predicting future housing starts. Stronger 
than predicted values are generally supportive 
(bullish) for the USD, and weaker than predicted 
values   are generally negative (bearish) for the 
USD.

When corporations invest in new constructions, 
it is usually a sign that the economy is heading 
towards recovery, or showing strong signs of 
growth. Meanwhile, weak construction activity 
may spell trouble for the economy.

Stock market

People say that large decreases in stock prices 
are reflective of a future slowdown, as the 
wealth effect comes into play. Stock prices 
reflect expectations for profitability, and since 
profitability is directly linked to economic 
activity, fluctuations in stock prices are thought 
to determine the direction of the economy.
The price of a single stock is largely based on 
investors’ expectations of what will happen in 
the coming months and quarters. Overall, the 

GDP numbers might not be the best thing to 
refer to in case an organization wants to forecast 
the growth of a particular sector.

Not just for economic indicators, but the 
characteristics and relevance of any statistical 
indicator or index largely depend on the way or 
methodology is used to construct it. For eg, from 
a broader viewpoint, the NIFTY index represents 
Indian equity markets, by measuring the growth 
of 50 stocks which are the ‘representatives’ of 
different sectors. But if we delve deeper into 
it, the 50 underlying stocks have changed over 
the years, and the respective weights have 
also changed. That was how the NIFTY index 
was supposed to represent Indian markets, by 
including the best stocks from each sector in the 
index. Well, it makes sense to an extent, but it 
isn’t entirely relevant to judge an entire market 
(with 5000+ stocks listed on both the major 
bourses), based on the stock prices of the best-
performing companies. In fact, only a quarter of 
the 50 companies that kicked off the index in 
1996 are still included in the index in 2022.

Real-world scenario 

Even after such shortcomings, these indicators 
are the closest to real-world situations, given 
the economic constraints in which the data is 
collected. The mainstream economic indicators 
influence business confidence, thus playing a 
part in determining other factors, like the interest 
rates, the inflow and outflow of investments in 
the economy, and the amount of savings.

The indicators include GDP, inflation, and 
unemployment data. Another benefit of such 
indicators is that they are published according 
to a release schedule, thus allowing businesses 
to periodically revamp their strategies and 
plans. The early “warning signs” among them 
are particularly significant since they anticipate 
events that may affect the economy.

The following are some such indicators, which 
indirectly imply economic growth and hence, 
are leading indicators. The (comparatively) 
narrow nature of these indicators can make 
them slightly more accurate and un-ambiguous 
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stakeholders react to an economic event. 
Quantifying qualitative aspects with utmost 
accuracy sounds like a herculean task, but 
barring statistical discrepancies, it is qualitative 
aspects which matter the most(Happiness Index, 
Ease of Doing Business Index). 

While economic indicators might not be the best 
representatives of reality, they are the closest we 
can get to, hypothetically, ‘predicting’ the future.

S&P 500 is similarly priced.

Conclusion

As we have seen, the economic data largely 
determines the way entities function, the flow 
of funds, and how investors make decisions. 
With advancements in data collection methods 
and easy accessibility of data, new economic 
metrics are being developed to serve particular 
purposes, and to measure how different 
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It’s true that everything boils down to the numbers, but what if you were to look 
beyond these numbers? There lies a whole new world, from where do learn so 
much  more than what a few digits can express. Such a thought brings behavorial 
finance to the picture. 

Behavioral finance, a subfield of behavioral economics, contends that 
psychological influences and biases influence investors’ and financial practitioners’ 
financial decisions. This way we understand beyond our number crunching 
capacity, what could possibly affect our investment decisions are our psychological 
behavior and biases. A human can undeniably act irrationally or just based on their 
likes and dislikes being the complex organism that they are.

In the stock market, where everything is basically numbers, what consequently 
makes the investor make the decision to invest in a stock is their personal choice 
and psychological behavior. Henceforth, it is necessary we understand that the way 
we proceed with any decision, how it takes input from our behavior as a person. 
The influence of biases plays a strong role as an aspect of behavorial finance, an 
unreasonable bias-ness towards something can make the investor desire more of it, 
regardless of its stance in the market. 

Many economists have taken attempts to understand human behavior and what 
triggers these irrational investments, uncontrolled spending, and what factors 
constitute this uncontainable psychological behavior. These can be understood 
once an individual makes an effort to take a look at what controls and triggers such 
actions of theirs. People need to be educated about these so that they don’t end up 
negatively influencing themselves in ways they didn’t intend to. As irrational and 
illogical humans can be, it is undeniable that they’re ultimately what makes and 
brakes themselves, and so to be informed about it wouldn’t hurt one. Keep reading 
as we make it simple for you and present you with a few topics under behavorial 
finance.

LITERATURE REVIEW :
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CONSUMERISM IN PERSONAL FINANCE 

The primary mechanism behind consumerism 
is the pursuit of profit in a capitalist system.  
One of capitalism’s greatest strengths is that 
the push from competition among businesses 
forces businesses to develop, and many of 
these inventions eventually lead to productivity 
increases that satisfy consumers. 

In addition, the society in which we live 
encourages fast-paced and unsatisfactory 
choices.  According to research, impulsive 
buyers think without reflection and give 
little thought to the effects of their decisions. 
Therefore, it is possible to view impulsivity as a 
trait of the consumerist culture.
 

What is personal finance?
 
Personal finance is about achieving individual 
financial objectives, such as having enough 
money to cover immediate expenses, making 

century ago, philosopher Hannah Arendt 
forewarned us about how people could 

utilize  the development of technology to 
consume the world: “That consumption is no 
longer  restricted to the necessities but, on the 
contrary, mainly concentrates on the superfluities 
of  life.” We are currently living in the mass 
consumption period that Ardent foresaw. So, 
what is consumerism, when did it start, and what 
factors contributed to its growth? 

Consumerism is consuming more than one’s 
necessities. It is a sociological and economic 
notion that goes hand in hand with the never-
ending cycle of the acquisition of goods and 
services. After the Second World War, the idea 
of consumerism emerged, and it subsequently 
gained momentum with the advent of the 
Industrial Revolution. It defines the result 
of paralleling happiness with materialistic 
consumption and wealvth. 

BY ESHNA GUPTA

A

" Consumerism is a sociological and economic phenomena which goes along the perpetual 
cycle of the acquisition of goods and services. After the Second World War, the idea of 

consumerism emerged, and it subsequently gained drastic momentum thanks to the advent 
of the Industrial Revolution. "

( Student at Shri Ram College of Commerce )
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spent on wants, it is not taken into account for 
long-term financial requirements like education 
and retirement planning.  Long-term financial 
demands cannot be met by achieving savings 
and investment objectives.

Strategies to Reduce the Impact 

From the perspective of managing personal 
finances, financial literacy can be used to 
balance consumerism and put it into perspective. 
Unfortunately, the system does not provide 
enough personal finance education to improve 
financial literacy.

The three key principles that can be applied 
are prioritization, assessment, and restraint. 
Prioritization entails assessing your financial 
situation, identifying your income sources, 
and ensuring that your attention remains on 
those activities. Assessment is a crucial ability 
that prevents professionals from overstretching 
themselves.  

Ambitious people are always thinking of new 
methods to succeed, whether it be through a  
side business or a potential investment. While 
there are appropriate times and places to take a 
chance, managing your finances like a company 
requires that you take a step back and objectively 
weigh the advantages and disadvantages of any 
potential new endeavour. 

The final essential trait of effective corporate 
management that must be applied to personal 
money is restraint. Financial advisors frequently 
meet with prosperous individuals who, despite 
their success, still find a way to spend more 
money than they bring in. If you spend  $275,000 
a year, your $250,000 income won’t buy you 
much. To increase your net worth,  you must 
learn to delay purchasing non-wealth-building 
assets until after you have reached your monthly 
savings or debt repayment targets. 

Another approach is to practice moderation, 
which is a state that falls between insufficient and 
excessive. A sensible approach should be taken 
when allocating a portion of personal income 

retirement plans, or setting aside money for 
your child’s college tuition. It all depends on 
your income, spending, saving, investing, 
and personal protection (insurance and estate 
planning).
 
According to economic theory, personal finance 
is the application of financial principles,  
management of resources, consumer education, 
sociology, and psychology of decision-making 
to study how people, families, and households 
accumulate, develop, and distribute financial 
resources to meet their present and future 
needs. The practice of managing money to 
attain personal financial fulfilment is known as 
personal financial planning.
 

Impacts of Consumerism on 
Personal Finance
 
People may be driven to purchase any good if they 
feel the need to show greater consumption than 
the average of the income group they belong to, 
or if they wish to stand out from other members 
of their income group but do not identify with 
those who spend the most on consumption. 
Consumerism is seen as contributing to several 
social ills. 

The following issues are among those raised here: 
first, the substitution of the value of materialism 
for traditional kinship and religious values. 
Second is income, wealth, and  power inequality; 
third, there is a new form of poverty known 
as “awed consumer poverty.” Consumerism 
may cause some people to develop the habit 
of going over their budget. The entire cost of 
consumption exceeds personal income. If the 
situation persists, one could get caught in a debt 
cycle. The condition of being dependent on debt 
for consumption is known  as the debt trap.

For people who started with a lot of personal 
assets, the debt trap could gradually eat 
away at those assets in severe circumstances. 
Income allocation only focuses on short-term 
consumption based on both necessities and 
wants in personal finance, which has been tainted 
by unchecked consumerism. When money is 

WORKING BEYOND NUMBERS



PAGE 104

Conclusion 

Consumerism that is caused by internal and 
external factors has negative impacts on the 
condition of personal finance. We need to make 
a fundamental transformation to protect and 
conserve resources for future generations. 

Additionally, institutions need to make significant 
changes, and most importantly, educating 
people about this unsustainable consumption 
would be a powerful tool to combat this global 
issue.

for consumption, avoiding both excessive and 
insufficient spending. Personal income should 
never outpace personal expenditures. 

Various other practical concepts can be adopted 
to reduce the detrimental effects of consumption 
on personal finances. The following is a list of 
the particular ideas: the order of consumption, 
separating needs from wants, leading a modest 
lifestyle, the prohibition of living a lavish and 
unnecessary lifestyle, avoiding debt, and setting 
spending priorities. 
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COMMITMENT EFFECT, CONFIRMATION BIAS
 AND MARKET MANIPULATION

But, while studying about this bias, are investors 
the only group of people who are subject to 
it? What about the people who are indirectly 
involved with investors’ decision making? Say 
for example, Board officials, auditors, analysts, 
etc all play a major role in preparing and 
verifying the financial statements of a company. 
If they too face confirmation bias, the effect 
of the bias keeps on compounding until the 
data reaches the hands of the end users - i.e. 
individual investors. 

Say for example, the Board, while forecasting 
growth of the company, is being excessively 
optimistic and projects a growth rate higher than 
the actual rate expected. This information, when 
processed by analysts, would again lead to the 
formation of inaccurate and over optimistic 
advice for the public.

The public, if without carrying out due diligence, 
invests in the company believing the projections 

iases exist in nearly all realms of the 
modern world. Be it either for personal 

or for professional decisions, our biases affect 
partially, if not fully, our instincts to decide and 
act. One such classic example of bias that is 
largely prevalent everywhere is “confirmation 
bias”. Confirmation bias is the tendency to search 
for, interpret, favour, and recall information in a 
way that confirms or supports one’s prior beliefs 
or values.

This bias can interestingly be observed in 
financial markets. Individual investors, though 
presented with information and are well updated 
with data and news, still fall victim to this bias 
willingly or unwillingly. 

While the explicit effects of the bias on an 
investor’s decision cannot be studied precisely, 
research has brought into light some findings 
through experiments and simulations. 

BY SUBHASHINI KARTHIKAYEN

B

“The biases that creep into the minds of investors, when aggregated, end up manipu-
lating the market, be it on a small or on a large scale. Factors like herd mentality and 

irrational decision making serve as a challenge for the market to accurately reflect 
the true prices.”
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that supports what we already believe in and 
ignore that information which contradicts 
our beliefs. In fact, The BeFi Barometer study, 
conducted by Cerulli Associates in 2021, found 
that advisors saw confirmation bias as one of 
the top behavioural biases affecting their clients’ 
investment decisions. If an investor is highly 
biased about a particular company’s or a sector’s 
stock, then he/she would tend to make buying 
decisions based on incomplete information.

They’d look only for news pieces and opinions 
that support their stance and ignore others even 
though there’s enough information available to 
prove the stance wrong. This bias tends to make 
investors narrow-minded and do not allow 
them to get exposed to a variety of viewpoints - 
something that is absolutely essential for rational 
decision making.

A classic example of how biases affected stock 
markets in the past is the DotCom bubble 
of the late 1990s. Even though many of the 
internet companies did not have fundamentally 
sound business models, many people bought 
the stocks of such companies just because 
everyone else was also buying them. People 
blindfoldedly bought the stocks based on 
analysts’ recommendations, or in other words, 
herded with analysts’ recommendations. This 
can be explained using a phenomenon called 
the “bandwagon effect”, in which people copy 
others’ behaviour just because they are doing it, 
without having any reason to support their own 
action.

If people see everyone buying the stock of one 
company, and if you, as an analyst, recommend 
selling the stock, it is perceived to be going 
against the crowd which is  emotionally or 
psychologically painful. This is because going 
against the crowd (or non-conformity) typically 
triggers fear in people immediately.

The question that now arises is - Is there anything 
that can be done by anyone to prevent investors 
falling into the trap of these behavioral biases?

The answer is, it depends. There is no concrete 
one-size-fits-all solution that’d steer investors’ 

of the analysts, would end up demanding more 
of the stock. This in turn fuels the market and 
causes prices to rise. 

This example proves how a chain of biased 
behaviour ends up in manipulating the market. 
Now while biases do indeed exist at every level, 
we shift our focus only on individual investors, 
who are prone to experience this bias the most 
amongst the other players in the financial market. 
Let us begin with understanding the commitment 
effect, which would then build a base to 
understand confirmation bias in investment 
decision making. 

Commitment effect, also known as escalation 
of commitment, is a behaviour pattern in which 
humans tend to behave in the way they already 
did in the past, and refuse to deviate from that 
even though it’d lead to better results. In other 
words, people tend to stick on to their old 
decisions. In a bid to constantly act as ‘rational’ 
decision makers, humans sometimes tend to 
make irrational decisions within a sphere where 
there is limited availability of information. 

Say, if an investor has bought the shares of X 
Ltd five times in the past whenever the market 
had been bearish, and has booked a profit at the 
time when the markets rose a few days after that. 
Now he/she will tend to believe that on the sixth 
time too, the same trade setup would give him/
her a profit. Now if this inner motivation is paid 
heed to, pushing aside all other relevant news 
about the company and the market, there is no 
surety of succeeding in the trade just because of 
the previous successes observed. 

In such a case, the investment decision so taken 
is based merely on one’s sentiments and not on 
accurate and reliable news. If actions of this sort 
are done by a number of investors, there shall 
not be a true and correct reflection of prices on 
the market. These actions merely serve as noise 
and don’t allow prices to truly reflect the impact 
that it had on the company or on the stock.

Confirmation bias is yet another factor that 
meddles with the minds of investors. As already 
noted, the bias is the tendency to seek information 
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Factors like herd mentality and irrational 
decision making serve as a challenge for the 
market to accurately reflect the true prices. The 
markets are ideally thought of to be a platform 
where price movements truly capture the effect 
of news and changes. But when biases creep in, 
the entire market has to suffer from the effects of 
such manipulation.

What serves as an ‘instinct’ to the first investor, 
the second and so on to a number of investors 
ends up in meddling with the market’s pricing 
mechanism.

In conclusion confirmation bias can never be 
eliminated. It can only be minimized upto a 
certain extent. Consciously taking into account 
varied viewpoints and being able to accept 
a variety of opinions can help an investor in 
making an informed decision. 

thoughts towards the path of rationality. What 
can be done utmost is to keep asking oneself 
what the goal of their investment is and how 
they plan to construct their portfolio and ensure 
proper diversification. Instead of acting merely 
upon instincts, any investment decision should 
be well thought of, and should pragmatically 
fit into one’s portfolio as per one’s individual 
investment goals. At the end of the day, what 
proves to be useful is a well-balanced and 
diversified portfolio and not a portfolio consisting 
of stocks that the investor has bought out of 
prejudiced notions. 

It is also pertinent to note that no bias can be 
completely eliminated. Biases occur in our 
brain’s thought making process, and the least 
one can do is to try to think in a more structured 
way instead of falling prey to already existing 
beliefs.

How does this manipulate the 
market?

The biases that creep into the minds of investors, 
when aggregated, end up manipulating the 
market, be it on a small or on a large scale. 
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EVERYTHING YOU NEED TO KNOW ABOUT 
FINANCIAL NEEDS ANALYSIS

conducted by the individual to build a financial 
plan accommodating all the important financial 
aspects of that individual. This further needs 
to be run by a financial advisor who will then 
proceed to suggest and advise wise options that 
have been laid out in front of the individual 
based on their financial position. As a result, 
they have a better notion of what has to be done 
to achieve these very particular goals.

Understanding  FNA

This brings up the question, what exactly is a 
financial needs analysis? It assesses your present 
and prospective financial status by considering 
assets like existing money and offset against 
liabilities like debt and dependents. As you 
create a financial needs analysis, you get a 
broad understanding of your financial overview 
in the short and long-run. 

any a time people want to get a clear and 
precise idea about their financial position 

so that they can ideate and direct towards the 
goals they wish to achieve and commitments 
they’re bound to complete. No individual makes 
any investments or expenses without taking 
into account their obligations, but for one who 
wishes to establish the right goals based on their 
priority, they need to have a clear-cut idea about 
their current financial position so that they can 
continue with their financial planning. 

While an ambiguous idea of the same helps 
to accommodate a decent life in the present; 
one where you consider all your wealth and 
obligations so that you can plan your future 
investments and other expenses that can be 
made within your financial capacity, for this you 
would likely need a financial planner. 

This brings the need for a financial needs 
analysis (commonly referred to as FNA) to be 

BY FATHIMA SHIYANA MAXOOD  
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Financial planning, as long and tiresome as it sounds, can’t be denied how well it helps 
you plan your expenses and investments, and the first step to which is, conducting a 

financial needs analysis.
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also turn out to be burdensome as it needs to 
be made sure that the data collected is accurate 
and that they’re no vague assumptions that 
are being made. Along with these difficulties, 
preparing the financial needs analysis will help 
you understand the necessary steps to boost 
your financial needs. 

When accounting for assets and costs, ensure 
that everything is noted and combine it all to 
balance them out. Make certain that you do 
not disregard any since they are all hold some 
relevance. It is important to include all of them in 
order to obtain a financial requirements analysis 
that will assist you in developing a strategy in 
the hope that it will work out. Next, it’s also 
necessary to be clear in establishing your goals, 
also make sure that it is realistic. 

Prioritize and plan out what is important and can 
not be excused compared to those that just sound 
good to be added to the list of goals. A financial 
needs analysis focuses on how to organize 
your expenditures to meet your requirements 
and goals. This is why it’s not expected to cut 
down to how much you spend on occasional 
entertainment expenses, it will teach you how to 
make those expenses taking into account your 
ultimate goals and commitments. Once you 
approach a financial advisor with an adequately 
perfect financial needs analysis in your hands, 
let him make informed suggestions on how you 
should go on about your goals!

Why you should consider 
conducting it

It is also important to understand that conducting 
a financial needs analysis is not a one-time thing. 
Your financial stance changes over time even in 
the short run. Thus, it is advisable to conduct 
a financial needs analysis often, to moderate, 
adjust your goals and plans to accommodate 
your current financial position based on your 
needs and goals. This should be done because 
if any major unforeseen expenses or increase 
in wealth takes place over the time period after 
conducting the last financial needs analysis, it 

Once we look beyond the numbers, financial 
needs analysis helps one to understand their 
current financial standing and help plan their 
needs in the future accordingly. A financial needs 
analysis can be made by yourself online, or you 
may consult any financial advisor or certified 
financial planner to help to make one. When 
you know how much you bring in compared to 
how much you spend, you can plan your savings 
and spending according to your overall financial 
objectives, which is exactly what a financial 
needs analysis helps you with. As it quotes,

“A good financial plan starts with a financial 
needs analysis”.

This is why understanding your needs and 
financial capabilities are essential to the success 
of any financial plan. However, you are unlikely 
to have enough money to cover all your wants. 
A financial plan is all about striking a balance 
between your requirements and wants and 
giving priority to what’s most crucial. There are 
a few necessary things one will need to make a 
financial needs analysis, which can be listed as 
follows :

• Your income and expenses 
• Your wealth, in terms of assets and liabilities
• All other instruments and benefits that you 

own relating to finance
• Personal goals that you’re aiming to achieve
• Personal health and other details.

This information is detrimental to conducting 
a fair and discrete financial needs analysis. As 
these vary from person to person, there can be 
no ‘one’ financial needs analysis for all, it is 
different for every individual. In a way, it can 
be said that everyone has their own unique 
analysis.

The process of conducting FNA

As simple as it sounds while conducting a 
financial needs analysis, great care needs to be 
taken, to get a practical and resourceful overview. 
Gathering all the necessary information can 
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• Investing and allocating for any sort of 
emergency that may arise in the course of 
life,

• Understanding your Life Insurance and other 
insurance scheme requirements,

• Safety precautions against any permanent or 
temporary income disabilities that may arise,

• Precautions against any health issues that 
may arise within your family.

Bottomline

As you think along these lines, you can create a 
financial needs analysis that will help you live 
a financially stable life. Although finishing a 
financial needs analysis might seem like a lot 
of work, it is an excellent idea, as it aids you 
by throwing light on your financial stance. It 
outlines the steps you must take to guarantee 
that, in the event of an emergency, you and 
your family will have enough money to live 
comfortably in retirement. 

Creating a financial needs analysis is only one 
side of the coin; the other half is using the results 
of a financial needs analysis to make practical 
use. This again depends on the individual, 
their financial situation, and the person who is 
advising them. 

could hike up our financial position and help us 
add more goals, or even cut down the existing 
on a priority basis if we happen to be unable to 
accommodate them all. It also highly depends 
on the time horizon which an individual uses 
to formulate the plan. While a short run is fairly 
simple to conduct as it considers a few years to 
go, a long-term financial needs analysis might 
be far more comprehensive and detailed as it 
involves major details like retirement planning 
and so on. In the case of a long-term financial 
needs analysis, the household must conduct such 
analysis often to update their goals accordingly 
as it would help them keep their financial life on 
track. It is suggested at least once a year in order 
to have a plan that will work out efficiently.

What it helps you with?

A financial needs analysis takes into account 
your assets and income against your debts and 
other obligations. The main goal is to understand 
your entire financial situation and how you can 
eventually achieve your financial goals. It forms 
the basis for sound financial, retirement, and 
estate planning. Once it is made, it helps one 
decide on the following aspects:

• To what extent you should be saving so 
that after retirement, you can avoid drastic 
changes in your lifestyle,
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Under this section we’ll elaborate on various topics that come under technologi-
cal advancements, everything from fintech to cashback model and from to EVs to 
metaverse. Technology has significantly impacted financial services during the last 
few years. 

To keep ahead of the competition, businesses are forced to abandon their tradition-
al financial procedures and adopt creative, flexible strategies.In the years following 
2010, the financial services sector’s growing technology had an impact on nearly 
all business areas. Unsteady techniques are no longer used, procedures are now 
more clear, transactions are secured with precision, and customers are given a lot 
of product and service customising options. Technologies are causing disruptions in 
the official and informal economies, and changing how workers engage with them 
in cities all over the world. 

The disruptive effects of technologies are complicated; they can be both positive 
and harmful at the same time, varing based on a wide range of contextual factors.
Every industry and business sector faces issues as a result of digital transformation. 
The advent of fintech (financial technology) initiatives, which are acknowledged as 
some of the most significant breakthroughs in the financial industry, have also been 
clearly sparked by the development of digital transformation. Due in part to the 
sharing economy, rules, and information technology, these projects are progressing 
quickly. Fintech research is still in its early stages, though. Fintech provides a range 
of services, including e-aggregators, e-trading, e-insurance, funding, payment (in-
cluding electronic wallets), and cryptocurrencies like Bitcoin. 

We’ll look back on our recent digital interactions in the same manner as we do on 
our carbon emissions by the year 2027. Our attention will be on the human expe-
rience in the future. It will not be a technological but a cultural paradigm change 
that ushers in the metaverse. Our ability to express our emotions through the use of 
tools like virtual and augmented reality and brain-computer interfaces will have an 
impact on the metaverse. There will be a need for new hardware, platforms, disci-
plines, and senses, people must keep themselves posted of the same. This section 
talks about various topics that comes under virtual world, where safety is the most 
valuable commodity which makes us rethink social contracts that we’re consider-
ing.
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E-MONEY AND ITS IMPACT ON THE 
WORLD FINANCIAL MARKET

E-money, or electronically transferred money, 
is the newest tool in the payment system. 
E-money, which is a more complicated and 
precise phrase, is difficult to define in a way 
that is relatively static. According to regulatory 
guidelines, money is presented as a claim on 
the issuer, supported by a monetary value, and 
provided in exchange for funds that are at least 
as valuable as the monetary value issued and 
accepted as payment.

 The European Central Bank, the major monetary 
authority of the European Union, defines 
e-money as an electronic store of monetary 
value on a technical device that may be widely 
used for making payments to entities other than 
the e-money issuer. The transition to electronic 
money hasn’t been smooth; rather, it’s involved a 
variety of electronic payment options, including 

echnology aids in the creation of an 
electronic payment system, a novel method 

of processing payments. It is obvious that the 
development of the electronic payment system 
is closely tied to the advancement of information 
technology and the emergence of global 
economic characteristics.

The procedure does not follow a linear or 
consistent set of steps. Electronic system features 
vary based on a number of variables, such as 
a country’s level of development, its openness 
to foreign markets, its capacity to integrate 
various commodity and financial markets, and 
its capacity to take on new challenges. Many 
nations still struggle to accept new banking 
methods, such as electronic banking, despite the 
evident change in traditional banking.

BY GHANISHT LAKHANI 
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For instance, the first computer hit the market in 1975, but it wasn’t until 16 years later 
that its widespread use was documented. It is impossible to anticipate the size of each stage 

in the development of e-money but its life cycle began. It is expected to develop into a 
highly practical payment method, which will impact each nation’s monetary policy due to 

its extensive use. 
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Additionally, monetary policy has to provide a 
set of tools that can govern the expanding usage 
of e-money and incorporate this emerging trend 
into key areas of interest.

The following are the key areas where the 
impact of the development of electronic money 
on monetary policy can be anticipated:
’s globalisation, record the biggest number of 
transactions. E-money is now primarily used 
for minor payments between merchants or 
online transactions. The two most common 
applications of e-money actually correspond 
to these two categories: software and hardware 
e-money. 

Hardware electronic money is card-based and 
primarily used by merchants. Most frequently, 
it is used for minor payments. It can be broken 
down into categories based on their usages, such 
as e-money cards for parking or transportation, 
their location (only in university areas or sports 
facilities), or the technology they employ (those 
that can be passed through a reader or those 
that are readable without contact).

Dumont, Mondex, Proton, and others are some 
popular e-money cards. This e-money card’s 
lack of a sizable balance and the lack of owner 
information is one of its benefits.

While the funds are stored on the server, 
electronic E-money offers many benefits with 
the newly created financial landscape, including 
an ability that allows one to move money at 
the speed of light; better recordkeeping and 
accountability; international money transfers; 
the capacity to transport significant amounts of 
money without any physical strain, etc. 
But every benefit has a corresponding drawback. 
These consist of:
1. New digital types of money laundering and 
cybercrime; 
2. Users must have a minimum degree of 
education and expertise, particularly when using 
more complex electronic transfer methods;more 
complex electronic transfer methods;
3. Money is transferred over a telecommunications 
network and the internet. This kind of e-money 
is kept on the central server at the e-money 

cryptocurrencies and virtual currencies. The 
latter, as opposed to the former, are supported by 
fiat currencies that are issued by governments.
 
Considering the unique characteristics of 
e-money, the transaction process differs from 
that of other payment instruments.

E-money offers many benefits with the newly 
created financial landscape, including an ability 
that allows one to move money at the speed of 
light; better recordkeeping and accountability; 
international money transfers; the capacity to 
transport significant amounts of money without 
any physical strain, etc. 

But every benefit has a corresponding drawback. 
These consist of:
1. Some-money products, such as cryptocurrency, 
are intimately associated with crime; and
2. Transferring electronic money requires both 
hardware and software, etc.

The invention of the vehicle resulted in the 
extinction of the horse and buggy. Coins and 
banknotes won’t endure the advent of digital 
money either. The benefits of the more recent 
technologies vastly outweigh the drawbacks. 
The change will be worthwhile.

The developed nations, which have contributed 
the most to the financial system For instance, the 
first computer hit the market in 1975, but it wasn’t 
until 16 years later that its widespread use was 
documented. It is impossible to anticipate the 
size of each stage in the development of e-money 
but its life cycle began. This means that we can 
anticipate a time of widespread and extensive 
use of e-money in the future with a substantial 
impact on monetary policy. It is expected to 
develop into a highly practical payment method, 
which will impact each nation’s monetary policy. 
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will impact each nation’s monetary policy. 

Additionally, monetary policy has to provide a 
set of tools that can govern the expanding usage 
of e-money and incorporate this emerging trend 
into key areas of interest.

The following are the key areas where the 
impact of the development of electronic money 
on monetary policy can be anticipated:

(a) Decrease in the control of the central 
bank over money supply: Depending on how 
much e-money replaces physical money in 
circulation, the central bank’s ability to control 
the money supply may be reduced. The amount 
of money in circulation is a component of 
monetary aggregates, and if it falls as a result 
of greater adoption of e-money, it will make it 
more difficult to assess monetary aggregates and 
regulate the money supply by the central bank.

(b) Increase in the velocity of money: Through 
monetary aggregates, which allow the central 
bank to regulate the money supply, it is possible 
to observe the impact of e-money on monetary 
policy. The influence should be observed in 
the future using monetary aggregate indicators 
like money velocity. The use of e-money makes 
transactions substantially less expensive, 
allowing for a rise in both the volume and 
speed of money transactions. In general, it will 
be helpful, but only insofar as the central bank 
is able to monitor or quantify the monetary 
aggregates.

(c) Volatility of exchange rates: The change of the 
monetary multiplier is an important indicator. 
This indicator shows the share of currency in 
the money supply. As a result of e-money, the 
currency decreases, producing effects on the 
multiplier.  

(d) Reduction in the need for physical money: 
The emergence of e-money reduces the need 
for real money. Such usage of currency lessens 
the need to print money, which has a beneficial 
influence on central banks’ revenues. This is 
because, since printing costs have decreased, 
the central bank is now free to spend the funds 

issuer, not on the card’s chip or the computer. It 
is also referred to as Software e-money or server-
based e-money. For example- DigiCash, PayPal, 
etc. The money is transferred using an online 
account, and the payment is made using an 
online payment method (bank deposit accounts 
are not included). The user has access to his 
or her account via email, internet explorer, or 
mobile device. For example, the money from the 
card is transferred to the PayPal account. There 
is no access to the financial data of the user. 
An advantage of using PayPal is that the user 
gets bonuses or points, lower provisions, etc.  
This provides financial safety to the users and 
additional benefits of using e-money.
 

Influence of e-money on the 
monetary policy

E-money can take the place of physical cash. 
However, this type of influence on monetary 
policy is not noticeable at this stage of e-money 
development. The balance sheets and monetary 
aggregates of the central bank include the 
currency in circulation. The low amount of 
e-money in use is evidence supporting the 
common perception that it has a minimal, 
negligible impact on the economy. 

Any innovation has a life cycle of its own. 
Each innovation follows a unique path from 
conception to market exit. The phase of rapid 
market development and expansion occurs after 
the first and second phases of their life cycles, 
the cycle is completed in the last phase when 
the innovation departs the market when interest 
in it starts to decline. For instance, the first 
computer hit the market in 1975, but it wasn’t 
until 16 years later that its widespread use was 
documented.

 It is impossible to anticipate the size of each 
stage in the development of e-money but its life 
cycle began. This means that we can anticipate 
a time of widespread and extensive use of 
e-money in the future with a substantial impact 
on monetary policy. It is expected to develop 
into a highly practical payment method, which 
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On the contrary, the ability of money to replace 
existing money in circulation makes it possible 
to see how it affects monetary policy. E-money 
has had little impact on monetary policy thus far 
due to its limited use, but this does not guarantee 
that it will continue to be the case in the future. 
We can anticipate that e-money will eventually 
be acknowledged as a normal payment tool, 
keeping in mind that every innovation takes 
time to become widely adopted in the market.

The extent to which it replaces the existing 
currency will determine how much of an 
impact it will have on the economy as a whole. 
This means that both developed and emerging 
nations must keep an eye on how e-money is 
evolving in the market and how businesses and 
consumers are adopting it. 

There will be a need to introduce systems that 
are compatible with e-money, once this is 
accomplished, we may anticipate that e-money 
transactions will be commonplace in the future. 
Just like thirty years ago, we could not have 
imagined that the world would open up in front 
of us with the simple click of a fsds mouse, at 
this point we can’t picture how the world will 
change in the future with the introduction of 
E-money.

 

in other ways.

(e) Preference for strong currencies: E-money 
is portable and affordable, making it useful 
for international transactions on a large scale. 
It is expected that e-money users will favour 
transactions in the strongest currency since 
they are attracted to cheaper foreign currency 
transactions. Users from the nation with the 
weaker currency will therefore prefer to transfer 
their money in a higher currency through PayPal 
and other services. In this manner, dollarization 
or euroization will be a mouse-clickable subject. 
However, this circumstance may make it more 
difficult for the central bank to maintain control 
over the process of currency exchange between 
nations.

Conclusion:

The progressive replacement of the conventional 
payment mechanism with an electronic 
payment system is an excellent illustration of 
transformation on its way. E-money, one of the 
newest payment methods, is steadily making 
its way to widespread use. The start of this 
road is currently seen in industrialised nations, 
where technical advancement, education, and 
knowledge are at their peak. The problems with 
electronic banking in developing nations will call 
for new e-money legislation to be implemented.
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METAVERSE AND ITS IMPACT ON THE 
EXISTING FINANCIAL MECHANISM 

The future part of the course is dependent on 
changes we see in the regulatory landscape and 
the evolution of Web3 infrastructures related to 
security, privacy and other such considerations. 
This notwithstanding, the concept of the 
Metaverse is poised to change the financial 
system overall. An online presence is imperative 
to the growth of any business - however, 
impediments like geographical boundaries, 
regulatory structures, grass-root reach etc - will 
need to be worked out along with the tech 
ecosystem.

A short revisit

Let’s step back a bit and review what we understand 
about the Metaverse. What started as offline games 

ith the recent launch of Union Bank of 
India’s Metaverse lounge, Uni-Verse, 

it has become quite evident that Banking 
institutions are cosying up to the idea of a 
presence in the virtual world. The bank’s 
Metaverse Virtual Lounge aims to deliver a 
unique banking experience for Union Bank’s 
customers anytime, anywhere, free-to-roam 
kind of experience for customers to get better 
informed about the various services the bank 
offers. However, eventually, it should be able 
to deliver all services from the metaverse itself 
just like it would in the real world. So while 
currently the customer just has access to product 
information in the form of videos or text, in the 
future, one might be able to open an account in 
the bank, take out a loan and more.

BY LOKESH RAO

W

( Co-founder and CEO, Trace Network Labs ) 

" The Union Bank of India’s Metaverse Virtual Lounge aims to deliver a unique banking 
experience for its customers anytime, anywhere, free-to-roam kind of experience so that 
they are better informed about the various services the bank offers. Almost 90% believe 

that future digital financial platforms must provide unique experiences for customers and 
that the banks in the Metaverse economy are well positioned to meet the growing need for 

a digitally active and immersive ecosystem. "

REVERBERATION OF TECH ADVANCEMENTS



PAGE 118

operations where the customer and banker 
can have conversations and reintroduce 
dialogues that have gone missing. Reimagine 
the interaction with life-like, realistic avatars of 
the banker and customer interacting with each 
other on the virtual plane. 

Customer Service Interactions

The days of standing in queues at the bank 
are long gone. People necessarily use plastic 
cards to make transactions happen or withdraw 
money. But the need for knowledge, information 
and education remains. People want to be 
made aware of what they have signed up for in 
a financial institution. One can do that online 
or over an IVR kind of telephonic interaction. 
Now turn this around into an AI avatar sitting 
at the desk in the Metaverse who is answering 
every query of the human’s avatar - precise, 
human-like, as many times and at whatever 
time of the day one wants. There can be a 
million customers logged in to find out about 
some service they want - maybe just to know 
why a check bounced, how much loan they can 
take out, or even change their KYC information. 
The AI customer service executive is there for 
everyone. 

Marketing, Advertising and the 
works

When you look at the virtual space as huge and 
expansive as a Metaverse, the prospects of being 
able to reach out with your information, story 
or narrative are enormous. While the vacant 
plots of land and real estate in the metaverse 
will open multiple opportunities to advertise 
and market your wares, what is going to change 
is how the user gets involved in the activity and 
how personalized it can become.

What if an ad can be created with the customer’s 
avatar as the protagonist? Or the person’s 
loan restructuring plan can be visualized with 
interactive graphics? Or the home loan the 
person is seeking can include a walkthrough in 
the actual property that the person is asking for a 
loan for? This will be a mind-blowing experience 

with elaborate graphics, designs and world-like 
sets, the reach of the internet changed the way we 
played games. Now, you can be anywhere in the 
world, choose an avatar of your liking and play the 
game as laid out in the gameplay. With the inclusion 
of AR and VR techs, this is now slowly becoming 
immersive, real-world and more ‘experiential’ - akin 
to what we get to see in the movie “Ready Player 
One”. 

It is this - ‘experience’ - that the Metaverse aims to bring 
to anything online. With the convergence of virtually 
enhanced physical reality, this collective virtual space 
will create exceptional, memorable, immersive and 
engaging user experiences online. Most of the Metaverse 
today is based on gaming and that is exactly what the 
blockchain-based metaverses have done - gamified the 
whole experience using cryptocurrency Non-Fungible 
tokens (NFT) technologies to add value to products and 

services-based businesses. 

Banks, Finance and the   
Metaverse 

Before we walk into the whole gamut of finance 
in the metaverse, it is important to understand 
what will change with banking if the power of 
the metaverse is put to use. All you have to do is 
recast the following in any financial business in 
the real world.

Introducing Humanity into 
Operations

All Banks today have gone digital and in doing 
so, while they may have become functionally 
correct, they are emotionally not connected to 
the customer. With over half the population of 
earth mostly transacting online, the human touch 
is gradually getting lost. Many GenZ will never 
even get to see a physical bank, how would the 
banking system of yore - the ability to connect 
with people - be brought back? A bank may push 
any kind of advertisement about their business 
with humans and their emotions, unless there 
is a physical interaction, the connection cannot 
be made. 

The Metaverse is a step in this direction where 
the banks can reintroduce humanity into their 
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Independent Virtual Spaces - A metaverse has 
to be a virtual place where multiple entities can 
co-exist, interact, act and work independently 
without any limitations or like closed circuit 
ecosystems. 

Portability - This means having the ability to 
move items, values and one’s own digital identity 
around multiple Metaverse and not get limited 
into a closed system. The portability of the 
human and his belongings, including money, in 
the virtual space, is going to boost the adoption 
even higher. 

Goods & Property - Metaverses must-have 
elements of properties that can be owned. So be 
it a good, real estate, virtual land, tokens - the 
metaverse must allow this. This is the monetary 
influence that will push financial institutions to 
not only create methods for customers to earn 
money or credits but also provide a protective 
cover for high-risk transactions. 

Way Forward

The Metaverse is coming with a huge influence 
and change on the financial sector that transforms 
the way the monetary system engages and 
interacts with its legacy and new-gen customers. 
We will see innovations in products and service 
designs and overall customer engagement 
processes.  

The Metaverse economy in the future will 
innovate to facilitate payments, investment, 
insurance, and loans for the digital public at 
large. 

In a report published by Accenture - Technology 
Vision survey for 2022 - it was noted that 67% 
of global banking executives believe that a 
presence in the metaverse will have a positive 
impact on their companies with transformational 
technology. Almost 90% believe that future 
digital financial platforms must provide unique 
experiences for customers and that the banks in 
the Metaverse economy are well positioned to 
meet the growing need for a digitally active and 
immersive ecosystem.

and probably a quick sale as well. 

New Payment Mechanisms

A financial institution usually deals in Fiat 
currencies and usually in the sovereign 
currency of their home country or their country 
of operations. A multinational institution in 
the metaverse cpay you legally in a sovereign 
currency of your choice. Imagine being offered 
to pick thcurrency of your choice - US Dollar, 
Australian Dollar, the UK Sterling or Euro, or 
a blockchain-based CBDC issued by a central 
bank via a connected Web3 digital wallet. This 
will be path-breaking and truly liberating. 

 

New Types of Collaterals

The burgeoning metaverse economy with 
virtual digital assets, non-fungible tokens, and 
virtual real estate is now being seen as a serious 
item of value by many banking and financial 
institutions.A bank already lends and insures 
digital assets - there will be a time when such 
metaverse assets will also be considered a new 
type of collateral to issue a loan against. Even 
the KYC-related documents and other details 
can be shared as NFTs in future to simplify the 
documentation requirements for banking needs.

A bank already lends and insures digital assets - 
there will be a time when such metaverse assets 
will also be considered a new type of collateral 
to issue a loan against. Even the KYC-related 
documents and other details can be shared as 
NFTs in future to simplify the documentation 
requirements for banking needs.

What is needed to achieve this?

Metaverse Population - There is no business 
without actual people who are virtual residents 
in the metaverse. A business like a bank needs a 
circle of clients and only when there is enough 
population in the metaverse, will we see a 
major shift happening. Trace is working towards 
building this population via its BUDDY life-like 
Avatar initiative. 
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CASHBACK AND ITS STRUCTURE: ANOTHER 
FINANCIAL PYRAMID OR EFFECTIVE FINANCE 

INSTRUMENT?

of repeat purchases and make customers more 
likely to buy again. 

Cashback is a promotional vehicle in the industry 
of e-commerce. Cashback platforms allow 
customers to make online purchases from their 
favourite brands and then get cash back in the 
form of points or vouchers. This is advantageous 
over discounts because there is no brand loyalty 
involved. Customers are allowed to experiment 
with new brands, which means they can be 
more adventurous with their purchases.

The Cashback platforms display countless offers 
and discounts on various brands in order to 

ashback is not new to most of those who 
use UPI to make payments, but the volume 

of cashback that one receives is ranging between 
Rs.5-50 on GooglePay. While other apps like 
Paytm only offer coupons and vouchers. Instead 
Cashback in its true essence is a marketing 
strategy that offers customers money back when 
they make purchases on a website. The cashback 
structure is very simple and straightforward: 
you get money back in your account when you 
buy something with cash. It’s like getting paid 
for shopping! So when one earns money for 
shopping on sites, the hesitation to spend such 
money received on future purchases dissipates. 
These incentives help to increase the number 

BY BHAVIKA GODARA

C

( Student at Shri Ram College of Commerce)

" There must be a concrete understanding of how customer segmentation is done and how 
it can be improved by managers of online cashback websites. This way managers can pro-
vide a more tailored experience for each segment in order to increase the company’s ROI 

and customer satisfaction levels. "
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retailer pays back to you is part of your purchase 
price. 

Why is it gaining such popularity?

Cashback can be advantageous over discounts 
and vouchers since it doesn’t require you to follow 
any process or meet any minimum conditions 
for availing of such discounts. Additionally, the 
time spent searching for coupons gets reduced. 
Also, account for the fact that the time gap in 
the processing of such cashback is very less, 
leading to instant satisfaction for the customer 
that he has received a portion of his money 
spent back in his pocket, which can be used for 
future purchases.

The consistency between online wallets and 
physical wallets is also very important for 
consumers because it provides them with an 
easy way to track their transactions.

Cashback is becoming more prevalent these 
days, as evidenced by the increasing number of 
companies in the market who are adopting it. 
This is due to its capability of converting traffic 
into sales. It is due to the shopping behaviour 
that the consumers have adopted, in order to 
grab the best deals, they first find the cheapest 
and most efficient product at that price, and 
check the same for any offers on the Cashback 
platforms. 

Cashback situation in the US: The most famous 
platform used in the US is Ebates.com. Ebates, 
the leading cashback site in the U.S.

with 12 million registered users, has reimbursed 
over 85 million dollars to its members since 
1998. Cashback has the ability to offer constant 
and secure discounts. From a merchant’s 
perspective,  cashback practices are simple but 
efficient. As companies struggle to reach desired 
consumer segments, they are turning to outside 
marketing solutions. 

Let’s talk about vouchers for instance. According 
to NCH Marketing Services, coupon redemption 
rates in the US in 2012 were only 3.5%. 

attract customers to purchase from them instead 
of the stores themselves. They provide an 
incentive for people to continue shopping online 
rather than going out into the world and buying 
items themselves. Cashkaro and Paisawaps are 
two such sites that offer cashback on various 
products and services. 

Is cashback another financial pyramid?  
But now there must be a question in your head, 
Is this just another financial pyramid? And the 
answer is a huge NO. 

Pyramid schemes are illegal whereas cashback 
is legal because it’s not a financial pyramid. 
The cashback offered by the platforms is not a 
pyramid scheme as it does not offer any kind 
of investment but only provides discounts on 
products and services. The risk that pyramid 
schemes hold is not present here.

It works on an entirely different concept 
i.e. it usually operates with the help of 
affiliates. It can also be used as a catalyst for 
collaborationbetween merchants and affiliates, 
who benefit from increased sales volume. 

In addition to this, for the first time, there has been 
an interface for the interaction of merchants and 
consumers. It’s an essential tool that merchants 
can use to increase their sales and reduce their 
costs. It also has a minimal risk factor as there 
are no investments involved and the customer 
does not have to pay anything upfront in order 
to receive the cashback.

Cashback is a type of incentive that rewards 
consumers for spending money. Unlike other 
loyalty schemes, it is a straight refund that does 
not necessitate the use of extra applications 
or a separate card. Cashback is a great way to 
increase customer loyalty, as it makes them feel 
like they are getting something back.

 It also allows consumers to check out new 
brands, which can be beneficial for the company. 
It is a form of rebate that gives the consumer an 
illusion of extra money, which they are likely 
to spend. The cashback may be in the form of 
a percentage or a fixed sum. The money the 
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- loyalty status; and
- location.
However, these sites have not always been 
successful in their ability to incentivise different 
customer groups. This can be due to the lack 
of understanding of customer behaviour or 
preferences.

There must be a concrete understanding of how 
customer segmentation is done and how it can 
be improved by managers of online cashback 
websites. This way managers can provide a more 
tailored experience for each segment in order 
to increase the company’s ROI and customer 
satisfaction levels.

By carefully analyzing the different consumer 
segments of the site, managers will know how to 
interact with different customers with different 
characteristics in order to strengthen their loyalty 
and contribute to their brand in the evolving 
field.

Conclusion:

The Generation Z is an example of a generation 
that has grown up with cashback as a part of 
their daily life. They are constantly searching 
for new discounts, promotions, and cash-back 
deals on their favourite brands.

The main advantage of cashback is that it can 
be used in an unlimited number of ways to 
reach your target audience. It can be used as a 
marketing strategy to increase the lifetime value 
of your customer by rewarding them for their 
loyalty or it can be an affiliate marketing strategy 
to increase sales of your product. 

However, you should consider the following 
before using cash back as a marketing strategy: 
cashback is not a guaranteed revenue stream 
since customers spend their cash on different 
products. To establish a proper ROI assessment, 
the organisation must learn how much 
customers spend overall during their time with 
your company rather than just on one single 
product. As a result, it is possible to infer that 
cashback and its structure is not merely another 
financial pyramid, but rather an effective finance 
instrument.

This low number highlights concerns about 
the inefficiencies of traditional mass media 
advertising. A cashback site with huge loyal 
user base offers an efficient solution for targeted 
advertising.

Customer interaction and 
engagement:

The consumers register with the Cashback 
platforms to avail the offers and receive 
cashback. Whereas not all registered customers 
are equally involved. Their role within the social 
network is key to understanding their purchasing 
behaviour, site activity, and loyalty.

Social network analysis provides insight into the 
relationships between users and the complex 
structure of business organizations and markets; 
and allows analysis and quantification of these 
interactions. Customers who are more connected 
to their social networks make more transactions 
that require payment. These customers generate 
more cashback, making a brand more profitable. 
Customers can join this network on their own or 
upon another’s referral. 

They receive cashback for their own transactions 
along with network cashback for their referee’s 
click and visits up to the second level. Social 
network levels reflect the degree of relationship 
between referrers and their recipients. Those 
on level 1 became a part on the basis of the 
referrer’s recommendations. Second-level 
referees followed the recommendations of 
first-level users. Firms may benefit from it and 
increase interaction with consumers who opt to 
buy and transact with the items they offer.

Customer Segmentation:

Since we have already discussed how all 
consumers don’t react in the same way to the 
offers, hence it can be concluded that there 
are various consumer segments based on the 
following parameters:

- frequency of purchase;
- the amount spent;
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THE METEORIC RISE OF FINTECH IN INDIA

Indian consumers, the Fintech adoption 
rate among the Indian population was 87% 
compared to the global average of just 64%. This 
is helping establish India’s image as a favoured 
destination for the setting up of digital financial 
services companies and attract venture capital 
for taking benefit of this marvellous market 
growth opportunity.

What is FinTech?

Fintech is the modern betrothal of the financial 
and information technology industries. It is 
associated with the application of technology 
and modern IT infrastructure for automating and 
smoothening access to financial services, at any 

intech has exploded in India and brought 
India to the forefront of this revolutionary 

technology, where the country is among the 
leading nations be it in terms of the number of 
users, market size, or technological innovation. 
As of 2022, India had 4820+ fintech startups, 
out of which 17 were unicorns, and had raised 
close to $6 billion in funding in 2022 alone.

 This frenzied pace of progress sure piques the 
curiosity of every person who comes across these 
awe-inspiring headlines. The fintech industry in 
India alone is expected to grow at 25% in 2022 
and reach a market size of $150 billion by 2025.

 Also to corroborate the inherently progressive 
nature and the search for convenience among 

BY KESHAV KHEMKA

F

( Student at Shri Ram College of Commerece)

" India had 4820+ fintech startups, out of which 17 were unicorns, and had raised close 
to $6 billion in funding in 2022 alone.  Fintech 1.0 involved the establishment of a global 
financial infrastructure that would facilitate international banking transactions, between 

people from across the globe. Fintech 2.0 was a major improvement in regular depositors’ 
banking experience, with the ATM being invented. Fintech 3.0 brought with it the promise 
of trustworthy, convenient & efficient financial services at the fingertips of the common " 

man.

REVERBERATION OF TECH ADVANCEMENTS



PAGE 126

so that they could serve a large customer base 
satisfactorily. The existent system of branches for 
even small purposes like knowing one’s bank 
account balance made the system unfit in the 
booming era of banked individuals & businesses. 
This led to the coming about of digitalization 
& automatic teller machines, for catering to the 
customers in a more time-efficient manner.

Fintech 2.0 was a major improvement in 
regular depositors’ banking experience, with 
the ATM being invented. The customers could 
withdraw money, check their account balances 
at automatic kiosks without having to visit the 
branch, and stand in queues for long hours, just 
to know their bank balances. The banking sector 
witnessed other advancements as well, like the 
first attempt at offering digital banking services, 
the launch of cards, and the transition from 
analogue records to digital ones, on mainframe 
computers. Digitalization was not just confined 
to the banking sector, it also spread to other 
financial services sub-sector like stock markets 
& international money transfers infrastructure. 

During this period, the  first digital stock exchange 
in the world, NASDAQ, was established. This 
particular stock exchange provided facilities 
for online trading of securities & installed 
automated trading systems, supported by its 
digital trade & volume reporting systems. 
SWIFT(Society for Worldwide Interbank 
Financial Telecommunications), also came 
into being, which made international transfer 
systems, even more, simpler and much more 
robust, efficient & error-free. Today SWIFT 
boasts of serving 11000 institutions in around 
200 countries, processing on an average 35 
million transactions per day. 

Against the backdrop of this digital banking 
experience’s emergence, the Dotcom bubble 
had also been building, many digital banks came 
into being and the stock market went all insane 
at the word “dotcom.” Banks were funding and 
retail investors were showering loads of money 
on any company that had something to do with 
the internet or had the suffix of “dotcom.”

time of the day, from anywhere in the world. 

Fintech’s progress over time can be divided into 
4 main eras of development named Fintech 1.0, 
Fintech 2.0, Fintech 3.0, and Fintech 3.5. All 
these eras of innovation have been driven by an 
underlying unsatiated need, and are testimony 
to the ingenuity of humans & their ability to 
solve even the most complex problem. 

Need & the Eras of Fintech 
Innovation (Past):

As the human race expanded and formed 
settlements on different continents, they began 
trading with each other and currency notes 
were the major exchange medium for them. 
But the geographical divide made it difficult 
for the exchange of consideration. Even if they 
figured out the transferring mechanism & could 
arrange the requisite currency of exchange, the 
time taken to actually send the amount was very 
long, thus rendering it to be of no use in times of 
emergency and for the conduct of trade.

To overcome this problem, fintech came into 
being. Fintech 1.0 involved the establishment 
of a global financial infrastructure that would 
facilitate international banking transactions, 
between people from across the globe. The two 
major developments in this phase were the laying 
down of transatlantic cable & the establishment 
of Fedwire(similar to the Indian Real-time Gross 
settlement system). The systems though may 
seem primitive, compared to today’s standard, 
as they used morse code, were nevertheless the 
forerunners for more advanced technologies to 
come.

As international trade started increasing and 
people around the globe became wealthy, there 
arose a large demand for banking services. Banks 
are the centre of finance in any country’s trade 
& commerce sector. They take cash deposits 
and lend them at higher rates than those given 
at deposits to help the population finance their 
purchases or needs. However, this sudden 
large influx of banked people meant that the 
banks needed to adopt more efficient systems 
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successor of the earlier eras of fintech evolution, 
but connotes a parallel development of fintech 
in emerging economies. Countries in the western 
hemisphere rode the waves of the fintech 
revolution on the back of extensive physical 
banking infrastructure and the existential 
rigidities of the financial system. But emerging 
countries like China & India had the freedom to 
build from the ground up. They did not have pre-
existing widely accessed banking infrastructure 
but were laying the foundation stones of the 
financial sector in their developmental years. 
And this allowed the emerging countries to 
directly adopt systems that were cutting-edge 
and customised to the local needs.

The Present & The Future:

Fintech has a wide connotation and has been 
used for the fusion of various categories of 
the financial services industry like insurance, 
payment processing, banking, investing, and 
the application of technology in them. These 
segments through providing different kinds of 
utilitarian services have the common technology 
denominator, which to a large extent has 
increased the delivery efficiency and customer 
experience. 

Technology in the banking segment has been a 
big boon for extending the objective of universal 
financial inclusion. With the help of fintech, not 
only have the countries been able to onboard 
previously unbanked individuals and businesses, 
but also greatly improved the experience of the 
existing users.

Talking specifically about India, the Fintech 
boom here has been unmatched by what 
has been witnessed anywhere in the world. 
Companies like Paytm, PhonePe, Amazon Pay 
and Google Pay are being backed by trillion-
dollar valuation companies. This shows how 
promising the market here in India is. 

However, it is not just the potential that the 
market holds, it is also the proven track record of 
growth on the back of a high consumer adoption 
rate, greater access through increased number 
of mobile phone users, cheap data availability 

Eventually, as investor interest waned and the 
overvaluation of these companies seemed to 
find no merit, the bubble burst and the stock 
market fell by 75% in the turmoil of 2 years that 
followed. This was not just the only speculative 
bubble that arose during the period of Fintech 
2.0, the Global Financial Crisis(GFC) followed 
which brought an end to this particular period of 
fintech innovation.

The outcome of these upheavals in the financial 
markets during the 1990s & the 2000s was the 
uprooting of the trust reposed in banks and huge 
unemployment among highly-skilled financial 
professionals. This led to stricter disclosure 
norms for banks and a hawk-eyed view of the 
financial sector. 

Moreover, the steps taken by governments 
around the world to kickstart the economy 
resulted in ample incentive for setting up new 
companies to usher into the era of responsible 
financing & reliable technological innovation. A 
large number of highly skilled but unemployed 
individuals indulged themselves in starting new-
age fintech companies. 

Incidentally, this was also the period when 
portable mobile phones became prevalent. 
Apple launched its first-ever iPhone on June 
2007. People could access the internet in the 
most convenient form for any purpose including 
for financial services. This resulted in the coming 
about of Fintech 3.0.

Fintech 3.0 brought with it the promise of 
trustworthy, convenient & efficient financial 
services at the fingertips of the common man. 
Innovation took off and the startup age was 
ushered into. Stripe one of the biggest fintech 
companies in the USA was launched in 2009. 
Square(founded by Jack Dorsey), another 
successful fintech company was founded in 
2009. Investors slowly over time developed the 
risk appetite necessary for investing in new-age 
companies after their unpleasant experience 
with the dot-com companies and after the 
whams of the GFC in 2007.

Fintech 3.5, though its name suggests, is not the 
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in India. Just to put things into perspective, China 
had 16 billion transactions & the USA just about 

1.2 billion transactions. This proves that India is 
a forerunner in the digital payments landscape, 
be it in the number of users or technological 
innovation.

All these financial innovations up until now 
have been in line to ease the experience of the 
users with the banks being the central pivot of 
the financial system. However, the emergence 
of decentralized finance & the application of 
blockchain, are threatening the centralized 
existence of banks. It remains to be seen whether 
the financial sector will witness a paradigm shift 
or just a momentary interlude. 

& government support that has heightened the 
appeal of the Indian Fintech market. Indian 
government’s initiative in establishing the India 
stack has helped the establishment of private 
companies in the sector and decreased the burden 
of replicating the process of authentication data 
collection, storage and application.

UPI has proved to be a game-changer for the 
financial transaction services industry in India. 
The ease with which customers can integrate their 
bank accounts with Payment service providers’ 
platforms, the negligible effort in authenticating 
payments & the vast incentive pool(discounts, 
convenience, tax subsidy) is driving the use of 
UPI in India. 

In 2022, 75 billion transactions, with a total 
transaction value of $1.6 trillion were undertaken 
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ENVIRONMENTAL FEASIBILITY OF EVS

both urban and regional air pollution. 

One of the prompt solutions that strike one’s 
mind to address the environmental impact of 
the transport sector is the use of Electric Vehicles 
(EVs). Internal Engine Combustion Vehicles 
convert potential energy to kinetic energy by 
chemical reactions inside the engine, thereby 
generating tailpipe emissions. In Electric Vehicles 
this conversion happens electrochemically 
without any combustion, thanks to lithium-ion 
batteries.

Production of an Internal Engine Combustion 
Vehicle (IECV) emits around 10 MT of CO2. 
In the case of EVs, along with standard 
carbon emissions during the manufacture and 
assembling of the vehicle, 150 to 200 kilograms 
of carbon dioxide are generated additionally 

9% of the world’s population breathe air that 
exceeds WHO guideline limits and contains 

high levels of pollutants. 7 million premature 
deaths occur every year as a result of exposure 
to fine particles in polluted air.”- World Health 
Organisation. As per the 2021 World Air Quality 
Report by IQAir, “India was home to 11 of the 
15 most polluted cities in Central and South Asia 
in 2021. Air pollution has a massive impact on 
human health in India. It is the second biggest 
risk factor for disease, and the economic cost of 
air pollution is estimated to exceed $150 billion 
dollars annually.”

According to UNEP, the transport sector which is 
predominantly based on the combustion of fossil 
fuels contributes approximately one-quarter 
of all energy-related greenhouse gas (GHG) 
emissions making it one of the largest sources of 
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assist to magnify the effect of EVs which will help in the reduction of air pollution levels. " 
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that can leach into the environment. Extracting 
the metals from their ores emits noxious gases 
like sulphur oxide thereby contaminating the 
air. 

Cobalt mining is also quite infamous for 
employing child labour. More than half of the 
Lithium comes from the Lithium-Triangle formed 
by Argentina, Bolivia, and Chile. For extraction, 
miners drill holes in the rocks and pump the 
lithium-rich brine to the surface, which is then 
left to be evaporated in huge artificial lakes. 

As per some estimates, for each ton of Lithium 
produced, 500,000 gallons (close to 2 million 
liters) of water is used. Agriculture in the 
surrounding areas has to bear the consequences 
of water scarcity. However, oil drillingis 
environment rather it happens in much more 
biodiverse and ecologically fragile ecosystems as 
compared to Lithium. Lithium mining definitely 
has serious environmental consequences but 
they are not worse than oil drilling.

is no less taxing for the environment rather 
it happens in much more biodiverse and 
ecologically fragile ecosystems as compared to 
Lithium. Lithium mining definitely has serious 
environmental consequences but they are not 
worse than oil drilling.

EV vehicles, like gasoline vehicles, also release 
particulate matter from their braking systems. 
As far as pollution from brakes is concerned, 
IECVs mainly use disc brakes to slow the 
car down, which emits particle pollution. In 
contrast, most EVs use “regenerative braking” 
as it restores braking energy back to the car’s 
battery to power the car. EVs manage to harness 
kinetic energy under deceleration and store it 
as potential energy in the battery, and then use 
it when needed as kinetic energy to accelerate. 
This process directs energy, which was hitherto 
polluting the air, to the regeneration of energy 
for driving the vehicle. This process, therefore, 
reduces particle emissions.

EV batteries are much larger and heavier than 
regular vehicles’ lead batteries and have a 
hazardous and highly volatile composition. 

for each kilowatt-hour storage capacity in the 
battery. EVs’ batteries range from 30 kWh to 200 
kWh, taking the cumulative carbon emissions 
including vehicle and battery manufacture to 
15 - 45 MT. Larger the battery size, the higher 
the levels of emissions. Clearly, the production 
process of EVs has a higher environmental cost 
than IECVs.

However, during usage EVs have no tailpipe 
emissions, unlike IECVs. The generation of 
electricity used for charging EVs may add to 
the carbon emissions nominally, but the extent 
depend on the way electricity grids are powered- 
by conventional sources or by renewable 
sources of energy will depend on the way 
electricity grids are powered- by conventional 
sources or by renewable sources of energy. 
High carbon emissions of EVs at the production 
stage are set off at this stage. So, the total carbon 
or GHG emissions of EVs by manufacturing, 
usage, and charging would be lower than that 
of IECVs. The figure below shows the difference 
in emissions between EVs and IECVs because 
of the latter’s dependence on gasoline. This gap 
can be widened further by increasing the usage 
of renewable sources of energy for electricity 
generation. 

As  per a report by the International Council 
of Clean transportation, EV’s excess emissions 
during the manufacturing stage are compensated 
after only 2 years compared to driving an average 
conventional vehicle; this time frame drops to 
about one and a half years if the car is charged 
using renewable energy.

Lithium-ion batteries consisting of lithium 
and cobalt that power most EVs are also often 
considered to be detrimental to the environment. 
Mining cobalt produces hazardous by-products 
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Radiant Energy Group, EVs in Poland and 
Kosovo generate more carbon emissions than 
their gasoline counterparts because of their high 
dependence on fossil fuels for power generation. 
Switzerland and Norway are the best performers 
with 100% and 98% carbon savings respectively, 
vis-a-vis gasoline vehicles, as these countries 
have their electricity grids powered by nuclear 
and hydroelectric sources. 

GHG emissions in countries that are highly 
dependent on solar and wind energy, like 
Germany and Spain, vary with the time at which 
EVs are charged. In such countries, charging in 
the afternoon saves more carbon than at night 
when grids are more likely to be fueled by gas 
or coal. 

To conclude, EVs are not a magic wand capable 
of eliminating the grave environmental impact 
of IECVs, but definitely a great and much-
needed step in the right direction. EVs have 
their environmental costs but are much less 
than IECVs. Further, their full green potential 
is yet to be realized. Decarbonizing electricity 
generation, recycling and reuse of EV batteries 
being mindful of the positive correlation between 
battery size and GHG emissions, and promoting 
regenerative braking can help multiply the 
impact of EVs.

If dumped carelessly in landfills, they carry a 
considerable risk of explosion. According to 
some estimates, less than 5% of lithium-ion 
batteries are recycled globally. The possible 
causes for such a low percentage are the 
expensive and time-consuming recycling 
process, lack of incentives, and technology. The 
shortage in recycling capacity for EV batteries 
is a serious obstacle to achieving the full green 
potential of EVs. 

Reuse of EV batteries has significant scope, 
especially in the long run. The initial battery 
production footprint will spread across more 
through reuse. Even after 8-10 years of use, EV 
batteries will be capable of using at least 70% 
of their original capacity. EV manufacturers 
and energy storage companies have identified 
electricity trading, EV charging, grid stability, 
and renewable energy storage as potential ways 
of reusing EVs. As per an analysis published 
in Science Advances, the carbon footprint of a 
lithium-ion EV battery can be reduced by up to 
17% if it is reused before being recycled. 

The environmental impact of EVs during usage 
depends, to a large extent, on how the electricity 
grid of the country is powered. According to 
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VIRTUAL SPACES - THE NEW 
LOSS-MAKING PROFIT ORGANIZATION

communicating with others. Well, something 
of this sort does not come to everyone’s mind 
very often. The term ‘metaverse’ was first coined 
by Neal Stephason in 1992 in his science 
fiction novel, Snow Crash, where humans as 
programmable avatars, interact with each other 
and software agents in a three-dimensional 
virtual space.

The point of distinction between the real world 
and virtual reality mainly lies in the point of the 
space in which they operate. Something that 
can be seen or sensed at one place and at one 
time is a perpetual space, while the large-scale 
space beyond the sensory horizon about which 
the information must be mentally organized, 
stored and recalled is a cognitive space.

These two types of spaces are typically separated 

ow well do things sound when I tell you 
that we have something as realistic as a 

whole new world that is controlled by you? 

Well, sounds fascinating like one of those Sci-
Fi movies coming to reality. What if I said that 
sooner or later technological advancement will 
lead us to nowhere but a whole new digital 
environment that would prevail beyond your 
thoughts in non-physical spaces, in those heavy 
processors guiding and helping you live the life 
you want, becoming that someone you wish to 
be?

‘Metaverse’, or a ‘Virtual Space’ is a computer-
simulated environment which allows individuals 
to create their own personal avatars, like a 
whole new second life, independently exploring 
the virtual world, participating in activities and 
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imately two million or so body language recordings. It can collect richer data across broad-

er networks than is possible in the physical world or existing digital channels. "
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August, 2022, it has been proven in a study 
conducted in 2018 that twenty minutes in a 
virtual reality simulation allows approximately 
two million or so body language recordings. This 
substantial and immersive virtual connection 
offers real advantages, companies can collect 
richer data across broader networks than is 
possible in the physical world or existing digital 
channels.

The emergence of innumerable opportunities to 
advance and grow business revenue has been a 
primal focus of the introduction of virtual reality. 
Companies find it considerably easy to launch 
a new product line altogether in the metaverse 
since it does not hurt their pockets much. 
Conducting market research and making false 
optimistic forecasts about every new product 
launch becomes a difficult task for businesses to 
execute. Instead, such technology would simply 
assist them in gathering real-time demand and 
supply for the product, allowing them to obtain 
the most valuable and rich consumer feedback.

It is fascinating to hear about the latest 
developments and uses of technology in our 
daily life, but there are studies proving that 
the thought process of an individual does not 
always incline toward reality. This implies that 
we know little about how individuals actually 
relate in the settings of the virtual world (VWS). 
Thus, it becomes imperative to explore how the 
three-dimensional space, as perceived by the 
users, is able to provide them with an interactive 
experience with virtual objects as well as other 
VW denizens.

The Virtual Space and place theory (VSP) provides 
an excellent relationship between space, 
place and presence. The greatest contribution 
of the VSP theory is its conceptualization of 
directionality in relation to the movement of 
objects. Designers apply such directionality 
where individuals can effectively use tools for 
enjoyment and utilitarian purposes. The theory 
also states that most researchers have focused 
on avatar-to-avatar interactions rather than 
interactions with the objects. Also, the VSP 
theory contributed to recognising the need to 
refine and operationalize the conceptualization 

in the virtual space and place. Initially, a 
perpetual space is created by manipulating 
objects, interacting socially, and otherwise 
experiencing the virtual world through the 
senses. This perpetual space is used to build 
cognitive spaces in the minds of individuals who 
have experienced the virtual world through their 
senses.

Thus, both these spaces become necessary to 
form new mental representations of place in 
virtual space.

But, why in the 21st-century companies are so 
inclined toward developing such a virtual space 
for consumers, investing billions in its software 
and hardware?

Companies like Meta have employed 10,000 
new employees to build their virtual reality 
platform, with a current investment of $10 
billion, which is 10 times the amount paid to 
buy Instagram in 2012; after acquiring the 
Oculus VR business. In June 2021, Zukerberg 
first announced the metaverse. According to a 
Bloomberg article, there has been a $71 billion 
wealth wipeout of his because of his inclination 
of changing the parent name to Meta.

Not only this, but Google has also invested a 
hefty $39.5 million into a fund that invests 
directly into metaverse projects. Companies like 
Microsoft, Nvidia, Roblox, Tinder, Shopify and 
Nike are a few of the top companies to invest 
in such a technology. In spite of losing billions 
of dollars from their wealth, these companies 
have their eyes set on the bigger picture and the 
potential to grow their businesses exponentially.

Metaverse is one of the best opportunities for 
companies to develop and overcome a lot of 
barriers in their business environment. Tech 
companies in order to operate in the most 
effective manner need data of people to provide 
a personalized enriching experience and work 
according to the needs and consumer demand. 

Metaverse has become the best option for 
companies to get data for individuals. According 
to a Harvard Business Review published in 
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better collaborations, digital real estate and 
many more. The Internet is the future. From a 
television set built 1st in the 1920s, it took 
90 years for the three-dimensional TV to go 
mainstream.

Everything that we think of today and aim is 
possible considering a rich business environment 
supporting it. Today, being in the developmental 
phase of the metaverse, companies might 
be losing billions but soon they will be 
transforming into a world full of opportunities 
that will generate revenue manifolds and alter 
the traditional ways of living, thus turning these 
ventures into profit-making deals.

of presence within the VWs that allow 
consideration of interactivity with objects as well 
as attributions to the media that are important in 
creating environments high in presence.
Research in 2012, held conclusions stating that 
the Second Life environment offers an excellent 
opportunity to take a first step in exploring new 
places that have been created in VW.

Returns do count on such heavy initial 
investments, thus people who aim to build 
businesses are trying to emerge new fields of 
revenue through the introduction of virtual 
concerts, immersive entertainment, enhanced 
consumer engagement, remote working,
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Economic performance for an organization/economy is driven by ‘n’ number of 
factors, both quantitative and qualitative. All these factors combine together to de-
termine investments, business activity and production in the economy. While these 
factors have a lot at ‘stake’ for the world, these factors too, have a wide array of 
components that determine how their respective systems work. It is almost impos-
sible to draw a conclusive one-to-one correlation between a single factor and the 
metric being considered.

Companies try their best to scale up their operations, analyzing different permuta-
tions and combinations to make the right plan work for them. Merging with another 
entity, or acquiring it has been one of the oldest ways to expand, and in the pro-
cess, they often come across the ugly side of it, when their efforts backfire. Moving 
forward, this section will look at the quantitative trends and aspects of a prevalent 
social evil, dowry.

An industry that has formed the foundation of the Indian growth story in the past 
decades. Accounting for 8% of the global cement production, India still has the po-
tential to double its cement production in the next few years. With changing times, 
changing priorities and infrastructural needs, India’s cement industry will surely be 
the one to look out for.

Every financial decision calls for the consideration of an unavoidable factor – risk. 
The framework used to assign a monetary coefficient to an uncertain future event, 
and quantifying the future risks is what is called financial risk management, and 
we’ll delve deep into its types and the methods used.
With such a diverse range of subjects to discuss, let’s go headfirst into this
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WHY DO MOST MERGERS AND 
ACQUISITIONS FAIL? TIME FOR A REALITY 

or Flipkart’s acquisition of eBay. In legal 
terms, merger and acquisition have different 
connotations. When two companies of equal 
size are combined and form a new company, it 
is known as a merger. 

We discuss the reason behind 
failed mergers and acquisitions:

Lack of due diligence 

Due diligence is an investigation into the 
financial and operational aspects of a company 
before it is acquired. This assessment can be 
conducted in different ways, from a simple 
review of the books to an in-depth analysis of 
the current system. The main purpose of a due 
diligence investigation is to understand how the 
acquired business works and what its financial 

very year, we see new companies being 
launched and existing businesses expanding 

their reach by merging or acquiring other 
companies. In fact, the ability to expand through 
an M&A is one of the main advantages of a 
startup compared to bigger corporations that are 
restricted by their own size. 
However, not all M&A deals end with a successful 
integration between the two businesses.

According to a study published by EY, only 45% 
of all M&A transactions succeeded in generating 
value for shareholders and management. 

During the last decade, there has been an upsurge 
in mergers and acquisitions.  More than $500 
billion was spent on mergers and acquisitions 
in the last ten years– be it Google’s acquisition 
of Motorola, Bharti Infratel’s acquisition of 
Indus Towers, Vodafone’s acquisition of Idea, 

BY BHAVYA SHARMA

E

" Every year, we see new companies being launched and existing businesses expanding their 
reach by merging or acquiring other companies. In fact, the ability to expand through an 
M&A is one of the main advantages of a startup compared to bigger corporations that are 
restricted by their own size. However, not all M&A deals end with a successful integration 

between the two businesses."

(Company Secretary, Lawyer, and Founder of Bhavya Sharma & Associates)

IMPLICATIONS OF MULTIFARIOUS SECTORS



PAGE 138

the music streaming service Beats Electronics in 
2014. While Beats was a hardware company 
focused on sophisticated headphones, Apple 
was a software company that distributed its 
products through retailers such as Best Buy and 
Target. The difference in the two companies’ 
business strategies made the transition difficult 
for both parties. For example, the Beats Music 
streaming service had over 800,000 subscribers 
at the time of the acquisition. However, Apple 
shut down the service in 2016 and purchased 
the competing streaming service, Switch, in 
2018 to integrate it with its Apple Music service.

Poor integration of technology

A critical part of a successful merger is the 
integration of technology systems. When 
acquiring another company, the acquiring 
company is responsible for integrating the 
acquired company’s technology platform into 
its own system. For example, Microsoft bought 
the social media company Yammer in 2012 for 
$1.2 billion. Although Yammer was a successful 
social network in its own right, integrating its 
technology with Microsoft’s systems proved 
difficult. 

A similar problem happened with the acquisition 
of Skype by Microsoft. Although Skype was 
a popular messaging and video conferencing 
application, its technology was not compatible 
with Microsoft’s communication systems. Thus, 
the merger of Skype with Microsoft’s systems 
was delayed and the integration process was 
complicated.

Mergers can be riskier than 
starting from scratch

According to EY’s statistics, mergers are riskier 
than starting a business from scratch. For 
example, imagine a company that has only one 
product and one customer. If the product fails 
or the customer decides to stop using it, the 
company will be put out of business. However, 
if the same company acquires another business 
that has two products and two customers, 
the acquiring company will still be put out of 

and human capital implications will be in the 
future. The main reason that the majority of 
M&A deals fail is the lack of due diligence. 
When companies rush into an acquisition 
without doing due diligence, they are more 
likely to be surprised by hidden liabilities that 
can jeopardize their strategic plans and future. 

For example, an acquired company that has a 
more lenient hiring policy may lead to a high 
turnover rate. On the other hand, a company that 
has generous severance policies may have high 
legal costs. In both cases, an incautious buyer 
can find itself facing serious financial issues if it 
doesn’t take these things into account.

Culture clash

A successful merger requires more than just a 
financial evaluation of the acquired business. 
Acquiring managers must understand how the 
acquired business works and how their company 
can benefit from the acquisition. On the other 
hand, a company that doesn’t understand why 
the merger was made is less efficient in its 
operations and is less likely to succeed. 

For example, Mark Cuban bought the basketball 
team Dallas Mavericks in 2011 as part of his 
sports franchise strategy. The basketball fans of 
Dallas did not welcome the idea of a billionaire 
investor disrupting their sport and the team’s 
season ticket sales plummeted. Similarly, the 
media company Mashable was acquired by Ziff 
Davis in 2016. However, the acquisition was 
not a good fit because the two companies had 
very different cultures.

Differences in business strategy

A business merger is not a marriage, but the 
similarities in the way businesses are integrated 
are not to be overlooked. Two businesses that 
are very different in their operational strategy 
are more likely to face challenges in their post-
acquisition period. Whereas two businesses that 
work in the same industry with similar operational 
procedures are more likely to be more successful 
in their integration. For example, Apple acquired 
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starting a business from scratch since two 
companies that are proven to be successful are 
likely to have more challenges than two new 
companies.

to understand the financial and operational 
aspects of the acquired company and how it can 
benefit from the acquisition. It is also important 
to understand that mergers are riskier than
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THE ECONOMICS OF DOWRY

stereotyping such as unsatisfactory self-control, 
in the sense of dowry saving, suggests that it 
is critical to consider the social history when 
designing policies to influence saving behaviour. 
They discover that the increased savings take the 
form of formal savings in financial institutions 
rather than in jewellery or precious metals, 
which
have long been believed an integral part of the 
dowry in India.

According to the Indian National Crime Record 
Bureau, India has by far the highest number
of dowry-related deaths in the world. 
Conventional hierarchical establishments 
foster exploitative behaviour, and economic 
incentives encourage people to take advantage 
of these hierarchical institutions. Development 
initially encourages exploitation but eventually 
eliminates traditional exploitation institutions. 

owry is still a common practice in India. 
It has now evolved into a brutal gambling 
machine, leading to mass murders today. 

The National Crime Records Bureau (NCRB), 
recorded around 7000 cases of dowry-related 
deaths in 2020 alone. That amounts to about 19 
deaths every day.

S Anukriti, N. Prakash, S. Kwon (2021) in their 
research, found that despite the fact that India’s
Dowry Prohibition Act of 1961 explicitly 
forbids dowry, the 2006 Rural Economic and 
Demographic Survey (REDS) found that dowry 
was paid in 95 percent of marriages from 1960 
to 2008. They also find that higher expected 
dowry increases current household savings. 
In rural India, the expectation of a lump-
sum dowry expense facilitates firstborn-girl 
households to begin saving earlier than firstborn-
boy households. The ability of parents to bridge 
this gap to savings, particularly behavioural 

BY VANI NAIR

D

Dowry is a payment in terms of cash, gold, silver, property or another in kind payment paid 
by the bride’s family to the groom or his family at the time of the marriage. This paper tries 
to empirically examine dowries in India. Using data on marriage transactions and personal 
traits, we define dowries based on economic factors such as income of the groom and in-
stitutional factors such as the place of residence of the groom. The results also shows that 
education of the groom doesn’t necessarily have any association with the size to which the 

dowry is accepted but is associated to whether or not the dowry is accepted.

(Company Secretary, Lawyer, and Founder of Bhavya Sharma & Associates)
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100 ERs from the numerically dominant caste 
and 50 each from the
“upper” and “lower” castes who lived in that 
area). During field work at all sites, community 
data and FGDs (focus group discussions) were 
collected – community data in early October 
1993 and FGDs in January 1994. 

Research Design

This paper seeks to offer a comprehensive 
picture of the field and emphasise suggestions 
for future research. This paper, in particular, has 
two broad objectives.

I. To analyse the relationship between education 
and dowry. We build the following the logit 
model for the same:

Where Pi=0 is the probability if ith individual 
not accepting dowry, and Pi=1 is the probability
if ith individual accepting a dowry. Xi is the 
Years of schooling of ith individual and     is 
our coefficient of interest which shows how the 
probability of accepting dowry changes with a 
one unit change in Xi. ui is a surrogate for all 
those variables that are omitted from the model 

Dowry deaths are becoming more common in 
some parts of India as the country’s economy 
grows. The fact that dowry deaths are increasing 
in India’s underdeveloped regions suggests that 
policymakers should tailor anti-dowry initiatives 
to poorer areas. (Mitchell AM, S. Soni., 2021)

Source: Brideprice / Dowry by Country 
(chartsbin.com)

The figure above shows that the Dowry i.e., Net 
assets moving from bride’s family to groom’s
family is most prevalent in Sri Lanka, Pakistan, 
Bangladesh and India.

Data Collection

The data used for the analysis is a secondary data 
collected from Status of Women and Fertility
(SWAF) – A comparative study of Women’s Status 
and Fertility. Study design and data collection 
were supported by the Rockefeller Foundation. 
The field work was conducted in UP and Tamil 
Nadu. Each of them contributed 800 respondents. 
In each state, half (400) respondents were from 
a more developed area and half (400) from a 
less developed area within each state; thus, 
four sites were covered. Muslims and Hindus as 
follows within each site: Muslims: 200; Hindus: 
200; and castes that are numerically small are 
oversampled. (At each site, the survey included 
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We also found that the general dowry 
expectations in the market ranged from Rs. 
0-99999; with an average of 23278.91 rupees. 
However, Dowry Prohibition Act 1961 permits 
exchanges presents

in the form of ornaments, clothes and other 
articles not exceeding Rs. 2000/- in value. The 
data above proves that although illegal, dowry 
during marriages is still practised in majority 
of households. We tried to investigate if the 
institutional factors such as state and religion had 
an effect on the size of dowry. The respondents 
were asked how much cash did they have to pay 
in their family as dowry at the time of daughter’s 
marriage. The following table shows the results 
that we found:

Model Coefficients - General Trends of Dowry

Table 1: P<0.05 for both Religion and State 
show that they do play a role in determining the 
size of dowry.

The results show that religion and State do have 
a significant effect on the size of dowry (possibly 

but may affect our dependent variable.

II. To see whether the institutional factors such as 
state and religion effect the size of
dowry. We use a OLS model for simple linear 
Regression to find if factors such as Religion and 
State of residence of the respondent affected the 
size of dowry.:

Where YDowry is the General Trends of Dowry 
in the family of ith individual, Ri is the religion 
practices by ith individual, Ri=0 if the respondent 
practices Hinduism and Ri=1 if he comes from a 
Muslim background. Si is the state where the ith 
individual comes from. Si=0 if the respondent 
is from Tamil Nadu and Si=1 if he is from Uttar 
Pradesh. Yi and Yi are our coefficient of interest 
which show how the size of dowry changes with 
a change in institutional factors such as Religion 
and State of residence. ui is a surrogate for all 
those variables that are omitted from the model 
but may affect YDowry(i).

Statistical Results
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of the individual engaging in any kind of 
exchange in terms of Dowry/Bride price/ Gifts. 
This is a study of correlation. However, if further 
research proves that increasing formal years of 
schooling could possibly cause a decrease in the 
probability of such exchanges during marriages, 
there is a scope of exceptional policy measures 
being implemented to increase awareness by 
means of education.

Conclusion

Economists are interested in marriage payments 
because of their potential to affect redistribution 
of wealth across descendants. However, 
economic research has not looked into the 
welfare implications of marriage payments. 
There is a need for more systematic data
collection on the size, direction, and prevalence 
of these exchanges of dowry/bride price/gifts
during marriages. Our research shows a negative 
association between education and probability
dowry acceptance by the groom.
There is a dire need to educate the youth and 
create awareness about the consequences of
dowry. Encourage women to have their own 
career, policy measures should be taken for 
them
to be independent and responsible. And the 
policy makers need to come up with more 
stringent
regulations, so that it instils fear in the minds of 
potential offenders and they know that they
will face serious repercussions if they break a 
law.

due to cultural reasons). The dowry problem is 
exacerbated by religious restrictions imposed 
by society on customs and beliefs, especially 
groom suitability. Inter-religious marriages, or 
even marriages between religious sects, are 
not permitted under these restrictions, and a 
suitable groom must be found out of the same 
religious foundation. Due to these limitations, 
the number of suitable matches is limited. Men 
of marrying age with favourable qualifications 
become a prize, reinforcing the practise of the 
catch getting caught by the highest bidder.

Our next objective was to see whether there is 
any association between education received by 
respondent and if he accepts dowry or not.

Model Coefficients – Probability of Dowry/
Gifts/Bride Price exchange during wedding and 
Decreasing probability of exchange of Dowry/
Gifts/Bride price during the marriage.

Table 2: p<0.001 shows a significant association 
between Increasing Years of Schooling

We found a negative association between 
number of years of schooling and Probability 
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UNDERSTANDING THE INDIAN CEMENT EMPIRE 

are saturated in 3 states which are Rajasthan, 
Andhra Pradesh and Tamil Nadu.  Since these 
three states provide access to the high-demand 
markets of central and southern India the 
location of these plants serves as a perk. Cement 
currently is a 9 billion dollar industry and acts 
as the 5th largest contributor to the exchequer 
in terms of excise. It also acts as the largest 
employment provider in the manufacturing 
sector. The sector however is controlled entirely 
by private players with negligible government 
participation since 98%  of the total production 
rests at the mercy of private players. Amongst 
this high private participation and competition, 
it is observed that nearly 70% of the market 
share resides with the largest 20 players in the 
industry.  

It should be noted that the per capita consumption 
of cement in India is still as low as 195kg which 
is way less than the world average of 500kg. 
Countries like China claim this value to be as high 

ndia stands tall in terms of quantity of 
production in the global picture. India 

accounts for nearly 8% of global cement 
production. Domestic Production touched 
294.4 million tonnes in FY21 and 329 million 
tonnes in FY20. The sector holds immense 
growth potential with an estimated growth in 
production capacity to 550 metric tonnes by the 
end of the next financial years. 

India has been a hub  for global Cement 
figureheads where certain brands like Ultratech 
and  Shree Cement have successfully made a 
position in the list of the most valued cement 
houses in the world. 

India is a land rich with resources, limestone is no 
exception. The cement industry in India is widely 
spread across the country. With more than 210 
large cement plants spread across the country, 
India offers a great manufacturing strength in 
the Global Markets. Although 77 of these plants 

BY SAHIL MATHUR

I

“You and I come by Road or Rail but Economists Travel on Infrastructure”  
– Margaret Thatcher  This quote by one of the most prominent people in modern European 
History highlights the importance of Infrastructure in the development of an economy and 

nurturing an ecosystem.  As a matter of fact, Infrastructure drives the growth of various Indus-
tries along with it, but one of the most important umbrella industries that in turn is required for 

fuelling the infra development is ‘Cement’. 
 

( B. Com (Hons), SGTB Khalsa College)
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The climate change worry and the threats of 
pollution are lethal and damaging to society 
not only in terms of health but also in terms of 
the economy. The emission of Green  House 
Gases and the setting up of new Cement plants 
in Greenfield lands cause enough harm to the 
Cement industry itself by harming the most 
vital part of cement production, the limestone 
reserve. High polluting activity around limestone 
reserves has been responsible for degrading 
or also destroying the limestone reserves. It is 
extremely important for the  Cement industry 
to find sustainable methods of green field land 
exploration to save itself from causing harm to 
itself.  

New innovation in the industry has led to the 
recent emergence of different categories of 
cement such as Novacem and Aether, although 
these products are in the very initial stage 
of development these low carbon products 
carry the immense potential to revolutionise 
the global cement and construction avenues. 
It should be noted that Global Cement leader 
Lafarge Holcim and prestigious institutions 
like Massachusetts Institute of Technology 
and Imperial  College of London are perusing 
thorough and extensive research in inducing 
practicality into these scientific marvels. The 
Indian Cement industry must be ready and 
adaptive to any such technological turnaround 
in the near future.  

Even after being surrounded by challenging 
circumstances the future of the Indian Cement  
Industry appears to be glaring considering the 
huge opportunity base this sector has.

The Sanguine Years Ahead  

India’s economic ecosystem has witnessed 
tremendous growth in the past few decades. 
After the economic reforms of 1991, India has 
turned out to be a preferred investment avenue 
for global investors. However, in the case of 
manufacturing, cheap labour and abundant 
resources were not enough to attract MNCs 
to set up new manufacturing units in India.  
Although in the past there have been certain 

as 1000kg. This data signifies that the quantum 
and the pace of infrastructure development in 
the country is slow and underutilised till now 
but this also opens a door to the plethora of 
opportunities this sector is capable to explore in 
the future. 

Impediments to the Odyssey 

With all the light and glory associated with 
the Cement sector of India, there are ample 
challenges that put forward a barrier to the 
expansion and the profitability of this high-
potential sector.  

The primary and most critical challenge that 
the industry is facing currently is offered by the 
rising cost of raw materials. It is needed to be 
understood that the Raw Material umbrella in 
the manufacturing industry is not only limited 
to the ‘primary’ raw material but a variety of 
indirect materials. The Coal crisis in the recent 
past was solely responsible to raise the cost of 
production by as high as 11-12%, not only was 
the cost impacted the loss of revenue was also 
caused due to unavailability of coal.  

Another major challenge that this industry faces 
is achieving sustainability and energy efficiency. 
As the world moves toward green energy and 
reducing carbon emissions,  manufacturing 
industries also need to march on the same path. 
However, it becomes difficult for high fossil fuel 
consuming industries to ‘go green’ in a trice. 
This inflates time and regulatory costs for the 
industry as government regulations mandate 
industries to use environment-friendly and 
expensive technologies, materials and methods 
of production.  

A very large part of the cost of the Cement 
industry in India is the ‘cost of labour’ although 
is a social incentive for employment generation 
but this feature presents a lack of automation 
in the industry. For rapid expansion and cost-
effective production, automation is a requisite 
but this industry seems to lack in checking this 
box.  
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the brand NUVOCO in the cement business 
and the announcement of the Adani group to 
enter into the cement manufacturing space are 
the recent big developments that highlight the 
interest Indian tycoons are taking in expanding 
their portfolios.  

It is clearly interpretable that a major part of 
the demand for the Cement industry is set to 
come from public spending in the recent past. 
The COVID period has an adverse effect on the 
real estate sector hence it is estimated that the 
current contribution of real estate in the demand 
composition of this sector would be relatively 
lower at least for the next year.  However, the 
long-term perspective of the housing sector in 
India appears to be bright enough to attract a 
huge demand for construction materials. 

Denouement 

Manufacturing as a sector has not been able 
to attract and cater for the required amount of 
attention, this sector has been overpowered 
by the attention and importance the evergreen  
Indian Service Sector has lured in the past. 
The cement industry has been the pioneer and 
benchmark sector of this industry along with 
steel.  

With changing times and changing priorities the 
current focus on infrastructure definitely holds 
immense growth potential for this sector and 
the Cement sector in particular. The readiness 
and the efficiency of Cement manufacturers 
have helped India achieve new benchmarks in a 
very short span of time. The apparent oligopoly 
prevalent in this sector somehow serves as a 
benefit in establishing a strong supply chain 
network throughout the vast land of the country. 
The coming future will also hold opportunities 
for new and emerging companies to gain new 
heights and exposure provided they are ready to 
innovate and ideate.  

To conclude,  ‘It is visible that a new and 
prosperous India is on the journey of being built 
based on a solid  and world-class infrastructure, 
which in turn will reward the very base it is 
being dreamt on  the Cement Industry...!’

acquisitions of domestic players by  International 
Cement Giants (ACC and Ambuja acquisition 
for example).  

The involvement of International players not only 
results in an inflow of capital but also opens the 
door for International markets. Even after being 
the 2nd biggest producer, India’s cement demand 
is primarily domestic in nature and the growth 
of this sector depends on domestic consumption 
to a great extent. This domestic demand is 
expected to grow by nearly 8% in the next fiscal 
primarily backed by the National Infrastructure 
Pipeline (NIP). The NIP is a  gigantic project of 
the Government of India which is focused on 
developing social and economic Infrastructure 
in the country, these projects are expected to 
be valued at around  $1.3 trillion. This initiative 
will create immense demand and opportunities 
for Indian Cement Manufactures.  

Moreover, the Prime Minister recently launched 
the Gati Shakti project that focuses on improving 
and developing Multi-Modal Connectivity 
Infrastructure in the country. The draft of this 
plan also involves developing textile and 
pharmaceutical clusters, electronic parks and 
agri zones. This opens development prospects 
not only for large industries but also for small 
companies that are limited to a particular 
geographical limitation in terms of their market.  

The Government has taken the required 
cognizance and has taken efforts in order to 
ensure that the sector is well prepared and 
equipped to meet the rise in demand in a 
sustainable manner. A 25-member committee 
comprising Industry leaders such as Mr. KC 
Jhanwar  (CEO Ultratech Cement) and Mr. Punit 
Dalmia (CMD Dalmia Cement) was formed 
by the union government to draft measures in 
achieving maximum production, improved 
quality and developing advanced cost control 
strategies while ensuring sustainable methods of 
production. 

The growing interest of Business houses also 
signals a green light for the future of this  Industry. 
The recent acquisitions by Ultratech Cement, 
the foray of the renowned Nirma group under 
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AN ABRIDGED PORTRAYAL OF FINANCIAL RISK 
MANAGEMENT

and then take appropriate actions depending 
on the investment objective and returns. Risk 
management gives an idea of the risk-return 
trade-offs and the potential loss.

Risk can take various forms- market risks, credit 
risks, and financing or liquidity risks. Market risk 
arises due to fluctuation in the value of a financial 
asset i.e. shares, exchange rates, interest rates, 
etc. Credit risk is based on potential risk due to 
default by the creditor or the borrower. Financing 
risk affects the ability of an organization to raise 
finance for its operations. Risk management 
holds great importance for an organization, 
especially in dynamic market conditions like 
today. Risk management helps a company to 
achieve its goals and objectives without having 
deviations exceeding a permissible range and 

t is rightly said, “Risk and opportunity are 
two sides of the same coin”. Whenever we 

come across the word risk, the first thing that 
comes to our mind is uncertainty. Each activity 
is associated with some degree of risk; it can 
be a decision to start a new business venture 
or enter into a new line of business or identify 
an asset class to invest in. The risk is dynamic 
in nature and the degree of risk depends on a 
host of factors like the risk appetite of a person, 
the market conditions, the past performance 
of an enterprise and this list goes on. It is 
impossible to eliminate the risk element but it 
can be identified, analysed, and mitigated by 
utilising special techniques popularly known as 
Risk management techniques. Financial  Risk 
management techniques tend to identify the 
potential risk, put it down into numeric figures, 

BY MITUL SUREKA

I

" It is rightly said, “Risk and opportunity are two sides of the same coin”. Whenever we 
come across the word risk, the first thing that comes to our mind is uncertainty. Each 

activity is associated with some degree of risk; it can be a decision to start a new business 
venture or enter into a new line of business or identify an asset class to invest in."

( Student at Shri Ram College of Commerce)
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We will now talk about the structure of the 
famous ‘Probability and severity risk matrix’.
The vertical axis, the likelihood axis is divided 
into various segments such as ‘very unlikely, 
unlikely, possible, likely, and very likely.’ 
The horizontal axis is the impact axis, which 
is divided into various fragments such as 
‘negligible, minor, moderate, significant, and 
severe.’ This is a simple matrix that has been 
widely used to identify the potential risk and 
align the activities with the associated risks. A 
specimen of the matrix has been shown below 
for better understanding.  

 

There are a wide variety of risk management 
techniques that can be used to mitigate financial 
risks such as Regression analysis, Value-at-risk, 
and scenario analysis. We’ll talk about them in 
detail so as to know what these are and how 
they help an organization. 

Regression Analysis - Regression 
analysis shows the impact of change in one 
variable on the other. Say, for example, the 
impact of change in oil prices on the cost 
structure of oil and natural gas companies 
like BPCL, ONGC, RIL, etc. A basic regression 
equation can be expressed as follows-
y= a+bx1+cx2+dx3….

Here b,c and d are the coefficients that show 
the sensitivity of the dependent variable towards 
change in the independent variables. In our 
example, let us consider crude oil prices as x1, 
taxes on oil and petroleum as x2, and let y be 

protect its revenues and cash flows.

It is necessary to have a framework to inculcate 
the effect of the varied risks associated with 
an organization. A basic framework involves 
identification of the risk factors, evaluation 
of the risk, quantification of the risk using 
various tools, monitoring the risk, controlling 
the risk, and reporting the deviations if any. A 
risk management framework not only focuses 
on those risks which can be identified but also 
incorporates mechanisms to have an alternative 
plan of action if the existing plan fails.

A risk assessment matrix helps managers to 
identify and prioritize the activities of their 
respective departments and prioritize their risks. 
The matrix helps them to identify the likelihood 
of an outcome depending on the probability of 
occurrence and its impact on the activities of the 
department or the organization as a whole. 
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Though VaR suffers from certain shortcomings, 
it is a widely used tool for risk assessment in the 
finance sector as it allows an analyst to quantify 
the risk in terms of probability and the amount 
of likely loss that may occur in a specific time 
frame under study. It helps in effective decision-
making and ensures an effiicient portfolio of the 
investor. 

Scenario analysis is the study of various 
cases or situations that may arise out of 
uncertainty. Say, for example, a venture capital 
firm has to find solutions for various situations 
while investing in a particular company’s equity. 
They have to be aware of the answers to certain 
questions like what if the company’s EPS falls by 
10% or the market crashes by more than 20% 
in a month, or what if the company’s revenue 
fall by more than 30%? What if the company’s 
product fails? What if the cost of capital rises 
etc? 

Against such a backdrop, scenario analysis 
helps the analyst to answer such questions and 
mitigate the uncertainty by making them better 
equipped with the solution to deal with such 
situations and how likely these events are bound 
to occur.  

Black swan events
Having talked about diverse risk assessment 
techniques, let us now talk about Black swan 
events, and how to deal with the risk arising 
out of such events. No one can predict an 
extraordinary situation like the 1992 crash of 
the Indian stock market, the dot-com bubble of 
2000, the subprime crisis of 2007-08, and the 
crash due to COVID in 2020. Such events are 
called Black swan events. Nassim Taleb’s theory 
on black swan made a drastic impact on the 
people and made them realise the importance 
and threats associated with negligence of 
such events. The investors must accept the 
uncertainties of the environment, build a 
portfolio with weightage to low-risk investments 
and cash-generating assets and have a judicious 
mix of various kinds of assets to offset the risk 
of loss.

the changes in the cash flow. So, by regression 
analysis, we will be able to find out that the 
impact of change in crude oil prices will be 
negative as it causes an opposite impact on the 
cash flows of the company, while the increase in 
taxes will again increase the outflow of cash for 
the organization.
Regression analysis is a helpful tool for analyzing 
financial risks but suffers from the limitation of 
quantification of the effect of each variable on 
the cash flows of an organization.

Value-at-risk- measures the maximum 
potential loss on a portfolio or investment over 
a time horizon. It helps an entity to estimate 
the risk exposure and probability of loss. Value 
at risk is simple and easy to comprehend. But 
value-at-risk does not speak about the situations 
where the losses exceed the VAR value and 
actions that can be taken if such situations arise. 
Also, this matrix has different approaches and 
calculations leading to different results, thereby 
reducing its reliability. 

Historical method- this is the simplest 
statistical method to calculate the value at risk. 
This method is based on the idea that the past 
pattern is an indicator of future trends and 
patterns. The movement in the value of the 
variable under study( share prices, interest rates, 
bond prices, etc.) is studied for a time frame; 
based on which, the percentage movement 
is sorted to ascertain the VaR at a particular 
confidence level.

VaR cannot be thought of as a solution to all the 
risks associated with the investment. Apart from 
this, the issue lies with the ascertainment of the 
Black Swan events. These are the events that 
have a very rare possibility of occurrence. VaR 
may not indicate anything about the worst-case 
scenario. VaR may instill a sense of security in 
the minds of the investor such that they blindly 
believe in the numbers of such an analysis. 
But, in reality, the situation is so complex and 
dynamic that the actual returns may deviate 
from the potential losses. Also, as the size and 
diversity of the portfolio increase, VaR becomes 
less reliable and more complex to calculate. 
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a major role in determining the applicability of 
the risk assessment techniques. It also depends 
on the type of risk to be evaluated. 

After the  Black Swan theory was propounded, 
people became more aware of unpredictable 
events  and tried to find ways to deal with the 
risk in such a situation. Even today, researchers 
and analysts are working towards theories 
and models to predict black swan events. An 
effective way to deal with the risk of such an 
unpredictable event is to build a diverse portfolio 
with different investment options with different 
levels of risk exposure. Risk management is not 
an inexpensive process, but it is economical 
compared to bearing the losses arising from 
events that could have been predicted.

“If one does not invest in risk management, 
then no matter what the business is, it is a risky 
business.”

Risk is something that is an inherent part of each 
and every activity. It cannot be ignored as the cost 
of ignoring risk can be detrimental especially 
when it comes to making investing decisions. 
For organizations in the finance sector, banks, 
financial institutions, venture capitalists, etc, 
risk management is necessary due to increasing 
business failures and greater exposure to the risk 
of loss. NPAs are a matter of serious concern for 
banks; a high NPA makes it difficult for banks 
to recover the capital lent to the businesses and 
thereby hindering the lending and borrowing 
activity of banks.

 A risk management matrix helps to prioritize the 
assets to be invested in depending on the riskiness 
of the investment options and the categories 
they fall under. The advent of modernization 
and enhancement in technologies has helped 
in the development of modern and advanced 
statistical methods and tools for risk assessment. 
The complexity of the business environment 
plays 
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FINANCIALISATION & CORPORATE BEHAVIOUR

Abstract:

The variegated phenomenon of financialization or financialized capitalism 
has recently come under heavy fire from many critics. Some of their 
criticisms are simply summarised in this short review in order to stimulate 
critical thinking on the part of the undergrad students who are feverishly 
attracted to pursue further studies in finance with a view to obtaining super-
lucrative careers or returns without having any sensitivity to its multi-level 
and multi-contextual dark side. The downside of financialization mentioned 
here in terms of industrial stagnation and labour compression can be taken 
on, at least, as a set of researchable propositions, with a view to envisioning 
real-economy policies that will not be a blight on the welfare of ordinary, 
working people at large. 
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of income, Labour, work and employment in non-financial corporations

BY AJC BOSE
( Professor in Economics Department, SRCC )

RESEARCH PAPERS : AN EXPOSITION



PAGE 153

distribution of goods and the production of 
those services classified as non-financial based 
on having a purpose not directly related to the 
financial activity (such as haircuts or education). 
How finance has become more powerful in 
relation to the non-financial sector and whether 
the link between finance and the non-financial 
sector has become tighter or looser have been 
lately researched.

This article focuses on the impact of finance on 
the real economy contraction and the bad effects 
on labour, work and employment therein.
 

Industrial Stagnation
 
The proposition here is that the worldwide 
contemporary industrial stagnation is due to the 
tendency of the corporates under financialization 
to prefer short-term financial assets as opposed 
to long-term physical investments. There is 
a stagnating real economy with the visible 
disinclination of corporates to invest therein.
Corporates invest a small proportion of their 
profits in the real economy and focus their 
residual investments in alternative channels 
which are largely speculative in nature. These 
residual investments consist primarily of short-
term financial assets that offer the prospect of 
higher returns and capital appreciation. This 
reflects the path of short-termism followed by 
the corporates in the face of uncertainty in 
deregulated financial markets, and this search 
for quick returns in high-risk, short-term assets 
deters investments in physical assets. 

This is reflected in the low growth rates in 
the gross assets of the corporates. Further, 
corporates borrow heavily from capital markets, 
both from within and outside the country. These 
borrowings and the use of funds in tandem with 
reserves have provided the necessary resources 
to meet the current liabilities, including 
dividends, interest payments, etc., that must be 
met in each period. The tendency of corporates 
to rely on the financial sector, using borrowing to 
meet other liabilities, generates a Ponzi finance 
mode which is inherently unstable. External 
borrowing adds to the related liabilities in foreign 

Introduction
 
University students are drawn to the field 
of finance on the grounds that it has got the 
smartest people with higher risk preferences and 
monetary motivation and that they do valuable 
and intellectually challenging work. However, 
heterodox economists including Marxists 
have attacked the detrimental consequences 
of financialized capitalism and its dramatis 
personae.

A number of diverse works of literature, many 
of which are very complicated, have emerged 
that increasingly converge on the message that 
there has been the growing role of finance in the 
economy that has accompanied neoliberalism 
that is now more than a quarter-century old, 
dating from around 1980 (see the sample 
bibliography below). 

Finance means the movement of purchasing 
power between actors in the economy, either 
in the form of an extension of credit or the 
assumption of ownership rights over an asset 
that is expected to yield payments over time. 
And financialization means “the increasing role 
of financial motives, financial markets, financial 
actors and financial institutions in the operation 
of domestic and international economies”. 

Ever since capitalism reached its corporate 
stage, securities became the representation of 
both ownership and creditor status. As securities 
became tradable, financial markets arose in 
which the status of owner or creditor could be 
bought and sold. In recent times, increasingly 
complex types of securities have been created 
and traded including ‘financial derivatives’ 
whose value is tied to the value of other 
securities.

Financial activity, thus, includes dealings in stocks 
and bonds, mortgages, financial derivatives, 
futures, foreign exchange, and many other types 
of assets, as well as making old-fashioned loans. 
Financial activity is traditionally distinguished 
from non-financial economic activity, where 
the latter refers to the production, storage, and 
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payments and an increase in share prices have 
to be covered by an increase in the mark-up, 
as interest and dividend payments are treated as 
overhead obligations. 

The same applies to an increase in top 
management salaries. An increase in shareholder 
value orientation has compressed labour’s share 
of income via two channels. The first one is 
rising overhead costs in the form of interest and/
or dividend payments in the corporate sector. 
The second channel is the weakening of trade 
union bargaining power caused by an increase 
in shareholder value orientation.This is not all. 
There are many other deleterious implications 
for labour due to the financialization of non-
financial corporate investment. 

Institutional investors have grown in 
prominence to own over 80 per cent of equities 
in some countries. These investors not only 
hold non-financial corporate shares but also 
buy and sell them based on perceptions of 
intrinsic value as opposed to listed price in 
order to outperform the index or asset class 
they are benchmarked against. High investor 
turnover means corporate management must 
continuously stimulate a market for their shares 
by making them desirable both to existing and 
potential investors. Corporate chief executives 
and finance directors now commit more of their 
time to investor communications. In this milieu, 
an investor-oriented redistributive agenda 
through dividend payments and share buybacks 
becomes overwhelmingly important. And there 
is a growth of investment in financial assets and 
activities rather than those at an operational 
level, often to the detriment of the productive 
capacity of firms. There is a definitive shift away 
from value-creating activities.

In this context, there are four robust propositions. 
First, financialization drives forms of value 
extraction based on squeezing labour costs and 
revenues. Secondly, financialized investment 
is a  driver of perpetual restructuring that 
exacerbates work insecurity and intensification. 
Thirdly, financialization engenders a shift in 
control mechanisms that strengthens punitive 
performance regimes. And lastly, financialisation 

exchange. There is continued borrowing to meet 
charges on past debts and there is a mismatch of 
currencies in meeting debt obligations. A safe 
conclusion is that paired with a stagnating real 
sector is the potential economic instability as a 
result of a growing trend of Ponzi finance.

Labour Compression

Financialization has reduced labour’s share in 
national income via many channels. Workers’ 
bargaining power is curbed by an increase 
in shareholder value orientation and a short-
term horizon of management, combined with 
globalization and liberalization in international 
trade and finance. Additionally, rising import 
prices of raw materials and semi-finished items 
have had a negative impact on labour’s share. 
Moreover, an increase in overhead obligations in 
the form of rising interest and dividend payments 
was on to wages by wage-cutting, resulting in a 
rising mark-up and causing the share of labour’s 
income to decline. 

Further, the decline in government activity has 
shifted the sectoral composition of the economy, 
as did the shift towards the financial sector, both 
contributing to the decline in the overall share of 
labour income. In order to understand this, it may 
be noted that shareholder value orientation has 
become the principle of corporate governance 
in modern corporations and has shifted the 
management focus from ‘empire’ building and 
job creation to short-term economic indicators. 
The rise of the institutional investors (hedge 
funds, mutual funds and endowments) and the 
alignment of management compensation with 
the interests of shareholders through variable 
remuneration schemes that are coupled to stock 
price movements has resulted in a short-term 
focus of the management. 

Financial markets press for dividend payments 
or stock purchases and the associated increasing 
debt burden of non-financial corporations 
and this results in an increase in interest and 
dividend payments of the non-financial sector. 
And this means that interest payments as well 
as shareholders’ growing demand for dividend 
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example, outsource teams of personnel, a cost, 
but retain ownership of the equipment, asset 
employees continue to use when outsourced. 
Within this uncertainty, labour absorbs risk 
disproportionate to the reward they derive. 
The perpetual restructuring and continuous 
organisational upheaval affect labour and the 
labour process in two key ways. 

First, employees experience heightened 
employment insecurity due to the emphasis on 
headcount reduction as well as role insecurity, as 
their position and status within the organisation 
is in perpetual flux. Secondly, depleting 
internal operational investment and continuous 
structural upheaval trigger work intensification 
linked to reduced headcount, use of peripheral 
employment, less development and training and 
the need to navigate continuously restructured 
work processes and changing personnel. Value 
gains from this reorganisation of work and 
restructuring of employment away from regular 
to irregular workers in firms and across supply 
chains are appropriated by shareholders. 

Management is driven by short-term financial 
measures of performance. Firm valuations 
prompt workplace initiatives that come with 
defined financial targets that management hope 
will be accepted and delivered by shopfloor 
labour. There is an increased use of numerics 
in performance management as corporate profit 
targets are cascaded downwards.  Localised 
versions of these financial measures are 
disseminated throughout the organisation and 
used to measure progress against both value 
creation and extraction targets, aided in many 
cases by electronic monitoring and tighter 
workflow. The shift towards cascaded financial 
controls together with the associated insecurity 
and transfer of risk to labour either marginalises 
cultural and commitment-led interventions 
or diminishes their potential effectiveness. 
Normative controls become irrelevant in 
managerial regimes. High performance and 
commitment-seeking are frequently recast 
as conduct and behavioural descriptors 
manifested in performance demonstrated by 
the achievement of financial targets. Employees 
across a range of skill levels and disciplines are 

reinforces market discipline and market attitudes.

These propositions can be understood as follows. 
The pursuit of shareholder value, expressed by 
financial valuation factors, prompts dramatic 
efforts to control costs as market pressure 
to maintain asset prices is simultaneously a 
pressure on labour as variable capital. Value 
extraction via cost cutting is associated with 
labour and labour process through headcount 
reduction interventions such as redundancies, 
outsourcing, centralisation and supply chain 
harmonisation, as well as increasing reward 
insecurity.

Headcount reduction is central to financialized 
downsize and redistribute strategies and share 
buybacks. Accounting techniques become 
important mechanisms used to identify and 
communicate labour cost reduction initiatives. 
In non-financial corporations, employee-related 
expenditure is categorised in financial accounts 
as a cost, namely operational expenditure, 
and reduction of this is a key measure for 
signalling a commitment to and delivery of 
targets to shareholders. Financial markets 
react positively to announcements relating to 
operational expenditure reduction, particularly 
via redundancies and outsourcing. There is 
increased use of cost accounting techniques 
in the name of activity-based costing and 
benchmarking due primarily to the restructuring 
and cost-cutting opportunities that activity-based 
costing prompts. Additionally cost reduction 
targets exert downward pressure on wages and 
constraints on the ability to share performance 
improvements with the workforce. 

Moving to high dividend ratios, share buybacks 
and taking on debt are interventions designed to 
ward off investor risk and ensure investor returns. 
This creates a bias towards investment that is 
geared more towards financial engineering.

This, in turn, feeds corporate restructuring which 
has surged in order to create a vision of a better 
future for investors. It arises primarily from the 
desire to deliver value through the disposal and 
acquisition of corporate assets based on their 
status within accounting techniques. Firms, for 
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the real economy with the restoration of full 
employment as an objective in conjunction with 
the related goodbye to piecemeal and precarious 
work. And this begs the question as to what kind 
of political  change is required to facilitate this 
shift away from financialization and its adverse 
impact on real economy and labour therein. 
This is the most important topic—political 
institutions shaping broad-based economic 
policies— which is not the concern of this 
article. Some of the references below address 
this difficult question. 

Additionally, institutions need to make significant 
changes, and most importantly, educating 
people about this unsustainable consumption 
would be a powerful tool to combat this global 
issue.

increasingly required to consider and quantify 
their contribution to the ‘bottom line’.

Capital has reasserted its power over organised 
labour and labour markets all around the 
world. Labour’s response is not limited to 
mere compliance. There is declining trust and 
employee engagement levels, rising cynicism 
and a more general crisis of attachment and 
disaffection for companies. Employees, thus, 
understand themselves as a quantifiable, 
disposable commodity and as a distinct 
stakeholder with interests that conflict with and 
lose out to those of capital. 

Conclusion 

It follows that we cannot expect a turnaround 
from the above picture in the near future unless 
there is an overhaul of current public policy 
away from financialization and in favour of 
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THE BULLISH CASE FOR GOLD 

BY SHUBHAM THAKAR
 ( Student at Indian Institute of Management (IIM) - Indore )

Abstract:

The 2011–2021 decade was a period where risk-on assets such as equities 
and  cryptocurrencies thrived, both of which created wealth for investors as 
large parts of the  decade were blessed by low interest rates, low inflation, 
and economic growth led by China  and India, and geopolitical stability. 
Risk-off assets such as gold and silver have yielded a  negative or little 
return during the same period.  

From John Maynard Keynes calling gold a “barbarous relic” to Charlie 
Munger saying  “civilized people don’t buy gold” to more recently, Chamath 
Palihapitiya claiming that  Bitcoin has already replaced gold, people haven’t 
learnt about gold’s safe haven/hedging  abilities from the past. 

In this article, we will see why and how financial and macroeconomic 
conditions present a  very bullish case for gold. We will also see gold 
valuations relative to the US M2 Money  Supply and stock market indices. 
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the arrangement of various asset classes in terms 
of risk and size (in terms of monetary value). 
The higher the asset class, the larger its notional 
monetary value and the  riskier it is considered. 
Exter’s Pyramid also shows the path investors 
would follow in a  financial crisis where there 
would be a flight to safer such as bonds, then 
cash, and then  precious metals such as gold 
and silver, which are monetary commodities. 
(see fig 1) 

Discussions 
 
In the next part of this article, I’ll talk about 
some of the reasons and situations that lead me 
to  think a bull market in gold is coming soon. 

An Impending Recession: The global economy 
has not seen a real (business cycle) recession  
since the 2008 Financial Crisis, which was the 
worst economic crisis since the Great Depression 
of 1929. That was almost 13–14 years ago, 
which is much longer than the  average cycle, 
which lasts between 5 ½ and 6 years as per 
NBER, which defined eleven  cycles from 1945 
to 2009. 

The US economy has officially entered a 
technical recession as it contracted by (-) 1.6% in  
the first quarter of 2022 and further contracted 
by 0.9% in the second quarter of 2022, very 
much in line with the Atlanta Fed’s GDP Now 
estimate of -1.6%. This happens at a time  when 

Literature Review 
 
In this section, we will take a look at previously 
published literature to see evidence of how  gold 
has proven to be a safe haven and hedge against 
volatility, inflation, and political  uncertainty. 
Research found that Gold can hedge fully 
against headline, expected and core CPI in the 
long  run in the United States. This ability of gold 
is found to be stronger when one allows long 
term dynamics to vary over time. Gold’s inflation 
hedging ability was on average higher in  the 
US than in the UK. (Bampinas and Panagiotidis 
267-276) 

Research also shows that gold acted as a hedge 
in a variety of equity and bond markets for a  time 
horizon of up to one year (Bredin et al 320-328). 
The research further established the  safe haven 
properties of gold during financial crises, where 
gold yet again served as a safe  haven for equity 
investors for a time horizon of up to one year, 
except for the economic  contractions of the 
early 1980s, when it was positively correlated 
to equities and when the  Federal Reserve under 
Paul Volcker turned super hawkish by raising 
interest rates to ~15%. This was also just after 
Gold’s first and historic Bull Run where it rose 
~2300%. 

We know that implied volatility (meaning 
an anticipated increase in equity volatility) 
in  financial markets had a significant positive 
impact on the returns of gold, silver and oil.  
(Jubinski and Lipton 70-88). We also know 
the effect of realised volatility on the returns 
of  the aforementioned commodities. Research 
found that one could make a strong case for 
a  significant statistical relationship between 
the VIX P500 and returns of gold and silver in 
the  presence of realised changes in the S&P 
500 and returns of gold and silver. All in all, 
the  research for the period between 1990 and 
2010 concluded that investors preferred gold 
and  silver as a safe haven as there was a flight 
to quality during times of volatility.

We also have evidence from John Exter’s Golden 
Pyramid or Inverted Pyramid to help  understand 
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new phase in the economic  recovery.  

The markets have reduced rate hike expectations 
for the next 5 months and are already  expecting 
rate cuts in the first quarter of 2023. If economic 
conditions weaken further in the third quarter 
of 2022, the Federal Reserve could pivot much 
faster than everyone expects. These very rate 
cuts could serve as the launchpad for a strong 
bull market.  

Inflation 

Consumer price inflation is at its highest in 40 
years in the United States, the United  Kingdom, 
and Europe, eroding consumers’ purchasing 
power. Central banks were worried  about 
deflation during the 2020 recession and let the 
inflation genie out of the bottle with  their loose 
monetary policy. They are now far behind the 
inflation curve in tightening as  inflation has run 
far beyond their long-term inflation targets and 
could now possibly be  hiking into a recession 
caused by their monetary policy. 
However, weak economic growth could force 
them to pivot to rate cuts faster than they  would 
have originally expected or wanted, and lead 
to even higher inflation leading to  increased 
demand for gold as an inflation hedge. Following 
tables show CPI and PPI  Inflation data for the 
USA, UK and the Euro-Area (see table 1.1 and ta
*Data for July 2022 Table 1.1: CPI Inflation in 
US, UK and Euro-Area 

*Data for May 2022. Table 1.2: PPI Inflation in 
US, UK and Euro-Area

the Federal Reserve is caught far behind the 
curve in a policy error, as it has hiked  interest 
rates by 75 bps in its last two FOMC Meetings. 

GDP growth has also slowed down in the Euro 
Area as GDP growth in the fourth quarter of  
2021 was 0.2% and 0.6% in the first quarter of 
2022. This comes at a time when the  European 
Central Bank (ECB) has barely started hiking 
interest rates, which they did for the  first time 
in over 11 years, taking the deposit rate from 
-0.5% to 0% with a 50bps rate hike. 

This recession will very likely lead to the Federal 
Reserve pivoting from the current hawkish  
stance back to cutting interest rates. While the 
European Central Bank may not even be able  
to raise nominal interest rates to positive, this 
eventual cutting of interest rates and the next  
cycle of quantitative easing could very well lead 
to the next bull run for gold.

Barring the early 1980s recession, which came 
after gold’s first and biggest bull run when it  
rose ~2300%, gold has historically appreciated 
during periods of economic recessions. They  
may dip early in a recession but eventually 
bounce back to rise further. 

Pricing in Interest Rate Cuts: 

One can use the difference between Euro-Dollar 
futures to gauge the extent to which interest  rates 
hikes/cuts are expected by the financial markets.  
Using this technique, we subtract the value of 
Euro-Dollar futures expiring in December 2022  
from the value of Euro-dollar futures expiring in 
September 2022, to look at the interest rate hikes 
that are expected for the fourth quarter of 2022. 
We see that the market expected  rate hikes of 
~75 bps for the time period back in July but that 
has since halved to expected hike of 34.5 bps in 
rate hikes.  

Similarly, markets are already currently expecting 
rate cuts of 17.5bps for the first quarter  2023. The 
US Economy is already in a technical recession 
even though the White House can  deny that 
and Treasury Secretary Janet Yellen can call it a 
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the US constitution. Gold later went on to back  
money as a reserve when the US (and the world) 
went on a Gold Standard. But in this section, 
we will value gold relative to other assets such 
as the US M2 Money  Supply, and other stock 
market indices such as the S&P 500 and the 
Dow Jones Industrial  Average (by measuring 
how many ounces of gold would be required to 
buy the index). 

a. M2/ Gold: For this research, I calculated the 
M2 Money Supply (expressed in millions)/  Gold 
(price in USD per ounce) ratio on a monthly 
interval basis for data from August  1971 (when 
Nixon took the dollar off the Gold Standard) till 
July 2022. The mean value  for this ratio was 
found to be 9.66 and the median value was 
9.18. The two peaks/highs  for this ratio have 
been at ~16.85 in the early 1970s and at ~19.70 
in early 2001, whereas  the lows/bottoms for the 
ratio have been at 2.11 in January 1980 and 
5.21 in August 2011. 

Assuming the current M2 money supply for 
~$21.7 trillion, this ratio would have to hit  
the peak of ~16.85, gold would have to be at 
~$1,290 an ounce and for the ratio to hit the  
peak at ~19.70, gold would be priced at ~$1,100 
where it would be close to a bullish  double 
bottom reversal from ~$1050 levels, which was 
the low in 2015. Currently, the value stands at 
approximately 12.27 and has been constantly 
rising since  July 2020. Since the ratio is rising, 
we compare this to phases that have preceded 
bull  markets in gold. At this price, gold is as 
cheap as it was in June 1972, when it rallied 15 

times from $60/ounce to $900/ounce, or as 
cheap as it was in October 1997, when it  rallied 
600% from $325/ounce to $1950/ounce, the 
gold peak in August 2011. This is not  to say 
that gold will rally 600% or 1500% from here, 
but rather to demonstrate that gold  has massive 
upside potential.  

b. Dow Jones Industrial Average/Gold: The 
Dow Jones Industrial Average (DJIA) is the  
oldest stock market index in the USA. Upon 
comparing the DJIA to Gold and applying an 

Stagflation: 

As the recession in the United States is now 
confirmed, we are officially in a period of  
stagflation. This may mark the beginning of a 
long era of stagflation, which would be very  
similar to what the US witnessed in the 1970s. In 
the 1970s, gold had risen ~2,300%. This is  not 
to say that gold will rise another ~2300% from 
the current levels of ~$1700/ounce, but  that a 
flight to safe, high-quality assets in the current 
crisis will push the prices of gold  higher. 

Return to the Gold Standard: 

A return to the gold standard may seem very 
unlikely, but it cannot be ruled out entirely. 
For  example, the Russian Ruble strengthened 
from over 100 Rubles per USD on March 25th,  
2022 when it announced pegging the currency 
at 5000 Rubles per gram of gold to ~60 on  July 
29th, 2022. This shows how a currency can get 
stronger if pegged to the gold standard. 

The global GDP was ~$85 trillion in 2020 and 
broad money was 143.5% of the global GDP  in 
2020, meaning broad money stood at roughly 
~122.5 trillion in 2020. Assuming a modest  10% 
rise in broad money over the past 18 months, 
global broad money would be ~135  billion. 
The Federal Reserve Act required the central 
bank to have 40% of the money supply  backed 
by gold, but for leniency, we took 20% since we 
are considering a global gold  standard. At the 
end of 2021, the global market capitalisation 
of gold was ~$11 trillion  (~$1830/ounce). If 
adjusted for current prices ($~1680), it would be 
roughly ~$10 trillion. If  we need to back 20% 
of $135 trillion ($27 trillion) with the existing 
gold supply, the value of  gold must be pegged 
to over $4,500 per ounce. 

Relative valuations: 
 
Gold does not produce a yield and is hence 
considered a non-productive asset, which 
makes it  difficult to value gold. Gold has been 
considered money for thousands of years and is 
the  only form of money (apart from silver) as per 
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a. Weekly Relative Strength Index: During the 
week of July 11th–15th, 2022, on the weekly  
chart of spot gold prices, the Relative Strength 
Index (RSI), with a length of 14 weeks, hit 
the lowest level/most sold level since September 
2018. In line with expectations set by  the low 
RSI, we saw a bounce back from $1,680/ounce 
levels in Gold. 

b. Fibonacci Retracement Analysis: Again, using 
weekly charts, a Fibonacci Retracement  from 
the lows of $1,046/ounce in 2015 to the high of 
$2,075/ounce in August 2020 shows  that Gold 
has found and continues to find strong support 
at the 38.2% retracement level  around $1,680/
ounce, having bounced back from that level 
many times. 

c. Stochastic Indicator: Sticking to the weekly 
charts, when we apply a (14,3,3) Stochastic  
Indicator, we observe that Gold is giving extreme 
over-sold readings also not seen since  June 
2018. Gold was expected to bounce back from 
the levels of ~$1,680/ounce, and has  done as it 
currently is priced at ~$1,766/ounce. 

We studied three leading indicators used in 
technical analysis, and all of them suggest that  
gold is expected to bounce back higher from 
levels of $1,680/ounce. A retest of ~$1,800– 
1840 level could very well be on the cards, 
which if and when cleared, could see a move  
higher up where the next key resistance would 
present itself just below and at the  $2,000/
ounce mark, likely by end of the calendar year 
2022. 

Conclusion  

Based on a thorough assessment of prevailing 
macro-economic conditions such as a  
stagflationary recession in the United States, 
high inflation and slow economic growth in the  
United Kingdom and Euro-area, with the latter 
leading to central banks pivoting from hiking  
interest rates to cutting them back down, it is 
expected that gold will rally in the foreseeable  
future. We also saw how heightened volatility 

84-month moving average to the ratio, we find 
two major instances when the ratio broke down 
below the 84-month MA, both being early in 
Gold’s bull run or slightly preceding 
it. 

The first time the indicator turned bullish for 
gold was in June 1971, when gold was at  ~$40/
ounce and rose to over ~$800/ounce before 
the indicator turned bullish for the DJIA  again 
in December 1984, when gold was trading at 
~$310/ounce.  
The second time this Indicator turned bullish for 
gold was in June 2002, when gold traded  at 
~$315/ounce, rising to close to ~$2,000/ounce 
before the indicator turned bullish for  DJIA 
again in October 2013, with gold trading at over 
$1,300/ounce.  
Today, the DJIA/Gold ratio is very close to 
breaking down after bouncing off of the  moving 
average in June, currently at 18.60 at the end of 
July 2022.
 
c. S&P 500/ Gold: The S&P 500 (SPX) is one of 
the most popular stock market indices in  the 
United States. Upon comparing the SPX to Gold 
and applying an 84-month moving  average to 
the ratio, we find two major instances when the 
ratio broke down below the  84-month MA, both 
instances have been early in Gold’s bull run or 
slightly preceding it.  (see fig 3.2) 
The first time the indicator turned bullish for gold 
was in January 1972, when gold was at  ~$48/
ounce and rose to over ~$800/ounce before the 
indicator turned bullish for the DJIA  again in 
August 1984, when gold was trading at ~$360/
ounce.  

The second time this indicator turned bullish 
for gold was in April 2002, when gold  traded 
at ~$310/ounce, rising to close to ~$2,000/
ounce before the indicator turned  bullish for 
DJIA again in October 2013, with gold trading 
at over $1,300/ounce.  Today, the SPX/Gold 
ratio is very close to breaking down after finding 
crucial support  near the moving average in 
June, currently at 2.340 at the end of July 2022. 

Technical Analysis: 
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All the technical analysis that was performed on 
the  weekly chart of gold, also suggested that 
gold has found strong support at $1,680/ounce. 

All in all, the technical analysis is sufficient 
to suggest that gold will not move below the  
$1,680/ounce while the fundamental macro-
economic factors and valuations of gold relative 
to the US M2 Money Supply, and the stock 
market indices such as Dow Jones Industrial  
Average and the S&P 500 all suggest that Gold 
is headed for a move upwards, and is likely 
headed closer to $2,000/ounce and then to its 
previous all time high around $2,070 ounce by  
the end of 2022 or early into 2023.  

in equity markets and a flight to safety and  
quality in a period of high inflation, combined 
with slowing economic growth, could lead 
to  investors fleeing toward gold owing to its 
ability to act as a safe haven and hedge against  
inflation and stock market volatility. There is also 
evidence from Exter’s pyramid of financial  assets 
to suggest that gold is a favourable safe-haven 
asset for investors in a flight-to-safety  situation. 
The PPI/CPI graph was also studied to see if gold 
is expected to appreciate in the  near future. 

We also looked at multiple graphs in order to 
reach a relative valuation of gold compared to  
the M2 Money Supply, Dow Jones Industrial 
Average, and S&P500 with historical price data  
since the late 1960s, which signalled/indicated/
identified bull markets in gold during the  1970s 
decade and the 2000s decade. 
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ABSTRACT:

In the present scenario of globalization, the biggest problem which we face is the damage to 
the natural  resources and depletion of greenery. Currently, we are facing a lot of environmental 
problems like  pollution, global warming, natural disaster, waste disposal, ozone layer 
depletion, loss of biodiversity,  climate change and so on. 

Environmental sustainability is one of the major issues in the banking sector  in terms of paper 
usage, carbon footprint and money lending. To address this problem ‘Green Banking’  is a 
huge step. Sustainable development, economic development and environmental protection 
are  crucial for the long-term success of any business. Hence, there is a need to study the green 
banking  practices adopted by the State Bank of India (SBI). 

Considering the global level of acceptance of Green  Banking, Indian banks have also started 
taking initiatives on the same ground. Green Banking which is  indeed a new initiative in the 
financial world means developing banking strategies to achieve the  objective of sustainable 
economic development. The core objective of the research article is to study the awareness of 
green banking with special reference to the State Bank of India (SBI) in the Palakkad district of  
Kerala. 

A STUDY ON AWARENESS OF GREEN BANKING 
WITH  SPECIAL REFERENCE TO SBI IN 

PALAKKAD DISTRICT OF  KERALA 

BY SREERAJ K R 
Assistant Professor (Department of Commerce)

  Cherpulassery College of Science and Technology Kerala
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LITERATURE REVIEW 
 
The practice of green banking will be useful for 
environmental protection as well as operational  
efficiencies. The SBI has initiated urgent 
measures to climate change by reducing the 
bank’s own  carbon footprint and sensitizing 
the bank’s clients to adopt low carbon emission 
practices (Sharma N,  2011).  

The impact of banking services on the 
environment is huge. ATMs have been widely 
adopted but the  level of adoption of other 
electronic banking means despite their potential 
is yet to pick in a big way  (Joshua AJ & Koshy 
MP 2011). 

Bahl, Sarita (2012) conducted an empirical 
study on” Green Banking – The new strategic 
imperative”  tried to find out the most significant 
strategies while going ahead with green 
banking by using Garrett’s  ranking technique. 
Chaurasia (2014) in his paper “Green Banking 
practices in Indian Banks” highlighted  the 
benefits, challenges, and strategic aspects 
of green banking. It plays a protective role 
to take  ecological aspects as part of their 
lending principle. International Journal of 
Interdisciplinary and  Multidisciplinary Studies 
(IJIMS) 2015 to go far mandated investment for 
environmental management,  use of appropriate 
technologies and management systems.
 
Ravi Meena (2013) covered the various aspects 
of green banking such as benefits of green 
banking,  methods adopting green banking, 
initiatives taken by Indian banks and finally 
make suggestions for  banks to encourage green 
banking. 

D. Kandavel (2013) reviewed the banks those 
are successfully implementing green banking 
practices.  Green banking in rural branches, 
financing for green projects, organizing seminars, 
green loans etc.  some of the suggestions are 
given by the researcher. 
 
Saleena T. A. (2014) compared green banking 
initiatives by SBI and ICICI bank also emphasize 

Introduction
 
Green banking refers to the initiatives taken by 
the banks to encourage environment friendly  
investment. It is a smart way of thinking about 
future sustainability. The concept of “green 
banking”  was developed in western countries. 
In 2003, green banking was officially started 
with an  outlook on protecting the environment 
and conserving natural resources. According to 
Indian Banks  Association (IBA, 2014), a “green 
bank is like a normal bank that considers all the 
Environmental and  Social (E&S) factors with an 
aim to protect the environment and conserve 
natural resources”. Benefits of  green banking 
include avoidance of paper usage, reduce 
operational costs, protection of the environment,  
convenient process, competitive edge for banks, 
etc. 

The banking sector plays a significant role in the 
economic development of our country. The first 
and  foremost function of the banking sector is 
the operation of a payment system, mobilization 
of deposits,  disbursement of credit and 
investment into various sectors such as industry, 
agriculture and trade. The  banking sector has 
certain responsibilities before lending money 
which may help to protect the  environment. 
In order to accomplish this responsibility, the 
banking sector has introduced the concept  of 
green banking. The concept of ‘green banking’ 
is relatively new in the financial world. It is 
paperless  banking and investing in green 
projects, which would reduce the operational 
cost, and time, increase  convenience and move 
towards environmental sustainability. It is also 
known as eco-friendly banking. 

Some of the GREEN BANKING products are as 
follows: 
Mobile banking 
Internet banking 
Green insurance 
Green card 
Green mortgage 
Green car loans
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SPECIFIC OBJECTIVES: - 
1. To identify various green banking products 

and services and their importance.
2. To identify the strategies adopted by SBI for 

green banking. 
3. To measure green banking awareness among 

the customers and employees of SBI. 
4. To find out the factors influencing the 

adoption of green banking practices. 
5. To analyze SWOT for green banking from an 

employee perspective.  

HYPOTHESIS TO BE TESTED 

• H01: There is no significant relationship 
between age of the customers and their 
awareness of  green banking. 

• H02: There is no significant relationship 
between years of banking services availed by 
customers  and their sources of knowledge 
about green banking. 

• H03: There is no significant relationship 
between the job category of the employees 
and their  adherence to green office guideline.  

• H04: There is no significant relationship 
between education of the employees and 
their  promotion of green banking practices. 

• H05: There is no significant relationship 
between age of the employees and their 
comfort  working for green banking. 

Nature of the study: It is descriptive in nature 
because it is an attempt to study on the awareness 
of green banking concept and its importance in 
environmental protection. 

Population of the study: The population of 
the present study included the customers and  
employees of the SBI in Palakkad district of 
Kerala. 

Sampling Technique: The sample collected from 
the target population acted as respondents of  
customers and employees of the SBI in Palakkad 
district. Probability simple random sampling 
has  been used to select an appropriate sample 
of respondents. The researcher has selected all 
the  fifteen SBI branches in Palakkad district for 
sampling purpose. It was randomized and due 

on  opportunities and challenges of green 
banking in India. Jaggi Geetika (2014) evaluated 
the green  banking initiatives taken by SBI and 
ICICI bank.
  
According to Ritu (2014) there is an urgent need 
to create awareness and follow green banking 
practices  to make our environment human 
friendly and cover the green banking products, 
methods,  opportunities, benefits and challenges 
of green banking.  

Nath, Nayak & Goel (2014) analysed the green 
banking practices of top four public and private 
sector  banks in India and come to conclusion 
that if Indian banks want to penetrate global 
economy, it is  important for them to recognize 
their responsibilities as a global corporate 
citizen. Garg (2015) focused  on the strategies 
for green banking and need of it. 
 
Omid Sharifi & Bentolhoda K. Hossein (2015) 
made SWOC analysis of four (SBI, PNB, BOB, 
Canara bank)  public sector banks green 
initiatives. Study concludes that there is a vast 
range of green banking  opportunities for financial 
sector. Lalon Raad Mozib (2015) attempted to 
understand the green banking  practices of the 
banking institutions in Bangladesh. 

On the basis of review of literature, it is clear that 
majority of research articles focused on green  
products of banks, benefits and challenges of 
green banking and green banking practices 
of some  selected Indian banks. The present 
research article emphasizes on the awareness 
of green banking  products and green banking 
practices initiated by State Bank of India in 
Palakkad district of Kerala.

OBJECTIVES OF THE STUDY
 
• CORE OBJECTIVE:- 
To study on the awareness of green banking with 
special reference to SBI in Palakkad district of 
Kerala.
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questionnaire method from SBI customers 
and employees in Palakkad district. A sample  
questionnaire was filled personally by the 
researcher, so that there is no possibility of  
misinterpretation of questions and the possibility 
of non-receipt of the questions and incomplete  
information was also removed. 

Two separate questionnaires were designed for 
the purpose of  present study one for the bankers 
and another for the customers. Before execution 
of final  questionnaire researcher conducted a 
pilot study to check the reliability and validity. 
On the bases  of this test, final questionnaire 
was modified. On the bases of questionnaire, 
response was collected  on 5-point liker’s scale. 

Secondary Data - The secondary data was 
collected from Reserve Bank of  India (RBI) 
Statistical Tables relating to Banks in India, 
Reports on Trend and Progress of Banking in  
India, The Institute for Development and Research 
in Banking Technology (IDRBT) publications,  
Indian Bank Association (IBA) publications, State 
Bank of India (SBI) publications, Palakkad lead 
bank  publications, various journals, magazines, 
books, articles, newspapers, circulars, policies, 
guidelines,  online reports and expert opinions 
for the latest happenings in the banking sector 
in India. 

DATA ANALYSIS AND 
INTERPRETATION 

This analysis focuses on the importance, 
benefits and problems faced by customers and 
employees in  adopting green banking practices. 
The data analysis is divided into two sections in 
this following  framework;
  
Part I – Awareness of Green Banking by 
customers 
Part II - Awareness of Green Banking by 
employees 

Part I 
Awareness of Green Banking by customers
Under this section, awareness of the customers 
is considered as a parameter. The interpretation 

care had  been taken to ensure representativeness 
of customers and employees. The study focused 
on how  the organization practices green 
banking, while adhering to the guideline of 
the RBI for internal  operation and investment 
decisions. The data has been collected from both 
customers and  employees through structured 
questionnaire method. In this study, Likert five 
scaling techniques has  been used where rang 
is from 1-Very Important to 5-Not Important, 
1-Strongly Agree to 5- Strongly  Disagree.

Sampling Frame: The study area is Palakkad 
district, which includes 4 main taluks namely, 
Alathur, Chittur, Ottappalam and Mannarkkad. 
There are many commercial banks located in 
Palakkad  district. Among those the researcher 
selected only SBI for the study. The researcher 
selected 400  samples from customers and 50 
samples from employees’ point of view. 

Choice of the Study Area: There are two main 
reasons for selecting Palakkad district of Kerala. 
First  being, a researcher will give preference to 
his mother district in order to develop and give  
something back to the district. Second, the bank 
customers are creating many environmental  
related issues such as carbon footprint, paper 
usage, wasting time and energy and so on. In 
order to  address these issues, the researcher has 
chosen this study with reference to SBI. SBI is 
one of the  leading commercial banks in India. 

The bank takes many initiatives towards green 
banking practices  and so, SBI will have a positive 
impact on other banks to follow suit. That is the 
reason SBI was  selected for this study. This study 
could be an effective tool for grassroots level 
planning and  decision-making.  

Pilot Study: The pilot study was conducted with 
30 customers and 30 employees of the bank, 
who  meet the selection criteria. During the pilot 
study, the researcher got many inputs from bank  
customers and employees about green banking 
practices. This enhanced the researcher’s level 
of  confidence.  

DATA COLLECTION: Primary Data - The 
primary data was collected through a structured  
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Conclusion 

All over the world green banking is gaining 
popularity. Green banks might not be a good 
profit-oriented  business avenue, but certainly they 
have a great potential to make substantial profit 
and gain market  share in future. Indisputably, 
green banks are really a good strategy for people 
to gain more awareness  about the environment 
and make our surroundings a better place to 
live. The concept of ‘green banking’  in India is 
not too popular and the banking sector in India 
have not yet widely started initiatives at high  
levels. 

It is evident that banks in India and Financial 
Institutions are still lacking a lot as compared to  
their foreign counterparts. In fact, they can play 
a dynamic role in maintaining the sustainability 
of a  country. Now it is India’s turn to take strict 
and sound measures to spread the principles 
of green  banking. Banks are gradually coming 
to realize that there is an immediate need for 
a shift from the usual  ‘Profit’ based motive to 
3Ps ‘people, planet and profit’ alignment for 
sustainable growth in the long run.  

In fact, the concept of socially responsible 
banking has grown considerably. Six cities in 
India; Delhi,  Mumbai, Patna, Ahmedabad, 
Lucknow and Chennai, are ranked among 
the top ten most polluted cities  in the world. 
This is due to vehicles, industries, papers, 
fertilizers, chemicals, pharmaceuticals, textiles,  
construction and high population. For these 
industries, banks are a major source of finance. 
Hence,  banks should play a pivotal role in 
controlling environment-related issues by 
assessing the projects and  lending accordingly. 

TABLE 1: GENDER WISE RESPONDENTS 

INTERPRETATION: Gender-wise number of 
respondents is displayed in Table 1. The above 
table shows that out of the total  sample, 
71 percent of the respondents are male and 
remaining 29 percent of the respondents are  
female. Majority of the respondents are male 
who are aware of green banking and the rest are 
female  who are aware of green banking. 

Part II - Awareness of Green Banking by 
employees  
Under this section, awareness of the employees 
is considered as a parameter. The interpretation 

of the  data is given under each table. 

TABLE 2: GENDER WISE RESPONDENTS

INTERPRETATION  
Gender-wise number of respondents is displayed 
in the Table 2. 
The above table shows that out of the total 
sample, 66 percent of the male respondents 
are aware of  green banking and remaining 34 
percent of the female respondents are aware of 
green banking.  Majority of the respondents are 
male and the rest of them female. 
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A STUDY ON IMPACT OF ADHOCRACY CULTURE 
IN AUTOMOBILE  INDUSTRY – “A COMPARATIVE 
STUDY OF TESLA MOTORS AND FORD  MOTORS 

ORGANIZATIONAL CULTURES.” 
BY PROF. SANJEEVINI GURJAR, NAVNEET 

KULKARNI AND  ROMA HALKARNI
( Pursuing MBA, KLS Gogte Institute of Technology )

Abstract:

One of the building blocks of any exceptional organization is a superb culture. 
Culture is defined  as the beliefs, values, and behaviors that determine how an 
organization’s people interact and behave both  inside and outside the organization. 
The base of Adhocracy culture is the concept of “ad hoc.” An adhocracy  culture is a 
dynamic and innovative environment where employees are willing to take chances 
and leaders are typically seen as inspirational innovators willing to challenge 
assumptions and take risks. An adhocracy favors flexibility while staying externally 
focused. This type of culture likes to “do it first.” The core values of  the culture are 
change and agility. In this paper, we focus on the Adhocracy culture and compare 
the  Adhocracy culture of TESLA with the Market culture of Ford Motors. 

Keywords: 
Organizational culture, Automobile Sector, Adhocracy Culture, Organizational 
Performance. 
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with clients, and with stakeholders. Functions of 
Organizational Culture:  These are the functions 
being served by the organization. 
Sense of identity 
Sense – making device  
Reinforcing the values in Organisation 
Control mechanism for shaping behaviour 

In general, it has been argued by many 
researchers that, success-oriented organizational 
culture increases  organizational performance 
(Denison, 1990; Furnham, 1997; Schein, 2011). 
In this perspective, organizational  culture has 
a number of classifications that are helpful as a 
foundation for assessment of observable facts in  
various organizations. Furthermore, literature 
suggests that different types of culture have 
different effects on  organizational performance 
(Naranjo-Valencia et al., 2016). One of the most 
applicable models for assessment  and definition 
of organizational culture is the competing 
values framework (CVF) International Academic  
Journal of Human Resource and Business 
Administration which has four dominant 
organizational culture  types. This study is based 
on one of the culture types of the CVF model, 
that is, adhocracy culture. The other three types 
are; clan culture, market culture and hierarchy 
culture. 

 2. RESEARCH OBJECTIVE 
 
To determine the influence of adhocracy culture 
on performance of TESLA motors and Market 
Culture on  Ford Motors and compare the results.
 
2.1 Research Methodology 
Research Design 
A research design is an arrangement of 
condition for collection and analysis of the data 
in a  manner that aims to combine relevance 
to the research purpose with economy in 
procedure. The study is  Exploratory, i.e., 
Exploratory Research. Exploratory research 
design is conducted for a research problem  
when the researcher has no past data or only 
a few studies for reference. Sometimes this 
research is  informal and unstructured. It serves 
as a tool for initial research that provides a 

1. Introduction

1.1 Automobile Sector – An Introduction  
 
The automobile has enabled people to travel and 
transport goods farther and faster, and has  opened 
wider market areas for business and commerce. 
The auto industry has also reduced the overall 
cost of  transportation by using methods such 
as mass production (making several products at 
once, rather than one at  a time), mass marketing 
(selling products nationally rather than locally), 
and globalization of production  (assembling 
products with parts made worldwide). Between 
1886 and 1898, about 300 automobiles were 
built,  but there was no real established industry. 
A century later, with automakers and auto buyers 
expanding  globally, auto making became the 
world’s largest manufacturing activity, with 
nearly 58 million new vehicles  built each year 
worldwide. 

As a result of easier and faster transportation, the 
United States and world economies have become 
dependent  on the mobility that automobiles, 
trucks, and buses provide. This mobility allowed 
remote populations to  interact with one another, 
which increased commerce. The transportation 
of goods to consumers and  consumers to goods 
has become an industry in itself. The automobile 
has also brought some related problems, such  
as air pollution, congested traffic, and highway 
fatalities. Nevertheless, the automobile industry 
continues to  be an important source of 
employment and transportation for millions of 
people worldwide.

1.2 Organizational Culture – 

Organizational culture is the collective behaviour 
of people that are part of an organization it is also 
formed  by the organizational values, visions, 
norms, work language, systems and symbols, it 
includes belief and habits  it is also the pattern 
of such collective behaviours and assumptions 
that are taught to new organization members  
as a way of perceiving, and even thinking and 
feeling. Organizational culture affects the way 
people and  Groups interact with each other, 
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an impediment for both  of them, based on the 
ideals upheld by the culture. It was in addition 
established that adhocracy type of culture  was 
the unsurpassed performance predictor. The 
study by Felipe et al. (2017) revealed a positive 
effect  involving adhocracy type of culture and 
firm productivity. This is in line with prior related 
studies that have  labelled agile organizations 
as highly adaptive and flexible. This finding 
also fits with prior studies’ empirical  support 
for the adhocracy culture being an important 
precondition for organizational performance 
success  (Matzler et al., 2013). 

According to Tushman and O’Reilly (1997), 
organizational culture lies at the heart of 
organization innovation.  Organizational culture 
affects the extent to which creative solutions 
are encouraged, supported and  implemented. 
A culture supportive of creativity encourages 
innovation ways of representing problems and  
finding solutions, regards creativity as both 
desirable and normal and favours innovators as 
models to be  emulated (Lock and Kirpatricks, 
1995) 

According to Azhar (2003) organizational 
culture is the combination of important 
assumptions that are shared  in common by 
each member of an organization and are often 
unstated. Organizational culture is basically  
made up by two major common assumptions: 
values and beliefs. Values are the assumptions 
that have been  forwarded by the leaders of the 
organization and considered to be ideals that are 
desired by all the members  of an organization. 
Beliefs on the other hand are the assumptions 
about the reality and created by experience.

4. What is Adhocracy Culture? 
Adhocracy culture is a developmental 
organizational culture that emphasizes new 
product and service  development, growth, 
change and productivity (Cameron & Quinn, 
2006; Tseng, 2010). The most important  aim 
of this sort of culture is to promote suppleness 
and ingenuity where doubt and hopelessness 
proliferate.  These characteristics reflect external 
orientation and have better developed knowledge 
conversion and  corporate performance (Tseng, 

hypothetical or theoretical idea  of the research 
problem. The study uses Secondary data for 
Theoretical framework of the study and Review  
of literature collected from journals, books, 
thesis and magazines. The independent variable 
in this study is  Organizational Culture and the 
dependent variables are performance and job 
satisfaction. Through the comparison study we 
provide a relationship showing dependency of 
employee performance and job  satisfaction on 
organizational culture.  

3. Literature review 
Tseng (2010) undertook a study on the relationship 
between culture of a firm and information 
change on  organizational productivity. The 
study specifically examined the association 
between adhocracy type of  culture of a firm and 
information change on corporate performance 
under a Chinese-centric set of societal,  cultural 
and linguistic attitudes and behaviours. The 
results of the study indicated that adhocracy 
type of culture  enables knowledge conversion 
and enhances organizational productivity. 
Zhang and Zhu (2012) undertook a  study to 
examine the association between the four CVF 
types of culture and firm productivity in 25 
ventures  of 9 regions in China. The outcome 
of the investigation revealed that adhocracy 
type of firm culture had an  affirmative effect on 
business productivity and sales outcome.  

Naranjo-Valencia et al. (2016) undertook a study 
on the associations between culture of a firm, 
novelty, and  performance in Spanish industrial 
companies. They investigated the function of 
culture of an enterprise, as a  dynamic that 
can mutually inspire or hold back novelty and 
consequently have an effect on performance 
of an  enterprise using the cultural dimensions 
and typologies identified in the CVF model. The 
population  comprised of Spanish organizations 
with more than 15 employees located in 
southeast Spain. It was designed  to cover a range 
of industries, excluding those in the agricultural 
sector. Information was collected through  face-
to-face interview with the firms’ CEOs. The 
outcome demonstrated that organizational 
culture can  promote novelty of an enterprise in 
addition to its performance, or it could as well be 
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3. Hierarchy culture (Control) 
4. Market culture (Compete) 

Most organizations will take on more than one 
type of culture, but typically there is a particular 
prevailing  corporate culture that represents the 
overall environment.

Fostering the type of company culture that fits 
your business and goals will help you improve 
organizational  performance and ultimately 
positively impact the bottom line.
 
Key characteristics of adhocracy culture :
Organizations with an adhocracy culture create 
a participative and flexible work environment 
for their  employees.  
Some of the common features of this type of 
structure include: 
Less emphasis on official authority, more 
emphasis on individual initiative. Corporate 
levels are not strictly  defined, and there is a shared 
leadership mentality. Instead of having just one 
role to play, employees can step  in and lead 
projects suited to their skills. They are welcome 
to self-organize and experiment with different  
ways to handle problems and accomplish tasks 
without a supervisor’s permission.  

A focus on innovation and risk-taking. It’s 
acceptable to question the way things are 
done and make changes.  Employees have the 
freedom to be creative and try out their ideas. 
This experimentation stimulates new  methods, 
products, and services and promotes continuous 
innovation. 

An informal atmosphere. There is little 
formalization regarding behavioral expectations, 
procedures, and roles.  Employees have more 
power to decide when they work and how 
the job gets done. Adhocracies will often  hire 
freelance workers regularly for specific projects.

A highly organic structure. Less importance is 
placed on approved procedures or planning 
ahead. Decisions  are made more reactively 
than proactively, and projects can be rerouted 
at a moment’s notice. There is an  emphasis on 
urgency, so team members can collaborate and 

2010). Adhocracy culture therefore focuses 
on change designed to satisfy key  external 
stakeholders. This orientation concentrates 
on growth, stimulation, creativity and variety. 
Kim et al.  (2004) argues that organizational 
culture that is characterized with adaptability 
to its external environment has  the potential to 
positively affect performance outcomes.
  
Adhocracy culture is also characterized by 
a dynamic, entrepreneurial and creative 
environment. Prominence  is accorded to 
innovativeness and enhancing the eminence of 
a firm’s products and services. Strategic  plans 
of adhocracy type of culture are anchored on 
eagerness for continuous change, acquisition 
of new  knowledge and resources. Success 
means producing unique and value added 
products and services. Managers  build an 
organization by developing a compelling vision 
and emphasizing new ideas and technologies,  
flexibility and adaptability. Ogbonna and 
Harris (2000) reported that adhocracy type of 
culture is positively  related to organizational 
performance. Fekete and Bocskei (2011) found 
that adhocracy culture influences  economic 
outcomes of firms. Organizations transacting 
business over the internet which is defined as 
new  economy, using advanced technology are 
examples of this culture (Acar & Acar, 2014). 
In a business setting, adhocracy culture 
describes a corporate approach of decentralized 
leadership, individual  initiative, and organic 
decision-making. It doesn’t rely on a rigid 
system of authority or procedures. Instead,  it 
focuses on consistently adapting methods by 
giving employees who are closest to the action 
permission to  do their work and solve problems 
as they see fit.  

The term adhocracy became popular in the 
1970s as a contrasting alternative to bureaucracy, 
which is  structured by rules and hierarchy. It is 
derived from the Latin phrase ‘ad hoc’, which 
means ‘for this (purpose)’. 
Adhocracy is one of the four types of 
organizational culture identified in the 
Competing Values Framework  as follows: 
1. Adhocracy culture (Create) 
2. Clan culture (Collaborate) 
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For example, the corporation’s human resources 
provide the capability to develop cutting-edge  
products that match or exceed those from 
competing automotive firms. In this way, Tesla’s 
corporate culture  facilitates business resilience 
through speedy responses to current issues and 
challenges in the global  automotive industry. 

Do the Impossible. In developing cutting-edge 
products, Tesla must ensure that its corporate 
culture  encourages employees to think outside 
the box. This cultural characteristic recognizes 
the importance of new  ideas and solutions, but 
it also emphasizes the benefits of considering 
unconventional ways. For example,  human 
resource managers train employees to go 
beyond conventional limits of productivity and 
creativity in  automotive design, leading to the 
development of new solutions to energy and 
transportation needs. This  condition opens 
new opportunities for Tesla Inc. to strategically 
improve its business performance. This  cultural 
condition also makes the company an influential 
entity in prompting radical ideas in the 
international  automotive and energy solutions 
market. 

Constantly Innovate. Innovation is at the heart 
of Tesla, Inc. This feature of the organizational 
culture focuses  on the continuous nature of 
innovation at the company. For example, the 
corporation continuously researches  and 
develops solutions that improve current energy 
storage product designs. In this context of the 
business  analysis, constant innovation helps 
develop cutting-edge electric cars and related 
products. Continuous  innovation maintains the 
competitive advantage necessary to address the 
strong force of industry competition  determined 
in the Porter’s Five Forces analysis of Tesla Inc.

The company addresses this need through 
a  corporate culture that rewards constant 
innovation. Managers motivate employees to 
contribute to constant  innovation in business 
processes and output. 
Reason from “First Principles.” CEO Elon Musk 
promotes reasoning from first principles. These 
principles  revolve around identifying root factors 
to understand and solve problems in the real 

take action without waiting for authorization.  
Flexibility is valued and practiced. The goal is an 
adaptive mindset with the ability to switch gears 
quickly.  Internal resources must be prepared for 
the ever-changing business climate. Specialized 
teams are swiftly  formed to face whatever 
challenges may come up. 

5. Adhocracy culture of Tesla and its effect on 
Employee Performance 
The electric automobile manufacturer has a fairly 
flat configuration of managers and subordinates, 
and  employees are encouraged to think like 
owners of the company. There is limited or 
flexible structure in certain  areas without much 
bureaucracy and politics. 

CEO Elon Musk has emphasized that employees 
do not need permission to approach people at 
any level of  the organization with ideas that will 
benefit the company. Employees feel comfortable 
interacting with others  of all ranks and outside 
of their departments on how to solve problems.  

Tesla, Inc. has an Adhocracy and innovative 
problem-solving organizational culture. 
This type of corporate  culture motivates 
employees to develop profitable solutions to 
current and emerging problems in the target  
market. For example, the company employs its 
organizational culture in developing advanced 
electric vehicles  as a solution to environmental 
issues surrounding automobiles that have 
internal combustion engines. The  company’s 
ability to keep introducing advanced electric 
vehicles reflects the benefits of its corporate 
culture.  Tesla Inc. identifies six main features of 
its organizational culture: 
1. Move Fast 
2. Do the Impossible 
3. Constantly Innovate 
4. Reason from “First Principles” 
5. Think Like Owners 
6. We are ALL IN 

Move Fast. Speed affects Tesla Inc.’s competitive 
advantage. This characteristic of the 
organizational culture  highlights the importance 
of employees’ capability to rapidly respond to 
trends and changes in the international  market. 
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company will gradually change its corporate 
culture to  accommodate new needs as the 
business expands and diversifies its product 
offerings. 

When it comes to company culture, Tesla Inc. 
has a seat at the table with the likes of Google, 
Facebook and  Netflix. It’s easy to see why – for 
all of his perceived off-the-wall traits and ability 
to divide the crowd, founder  Elon Musk is 
forward-thinking and nothing short of brilliant. 
His mission and drive to do things differently  
have been one of the disruptive forces that the 
world of motors, and business, has needed for 
some time. 

Tesla wants its culture to embolden and 
empower its employees to think creatively and 
seek solutions that will  continuously improve 
the company and set it apart from competitors 
across the industries that it resides in,  including 
automotive, storage and energy generation. 

Tesla has created a culture, and a management 
process that aims to help its employees form 
behaviours, which  means they instinctively 
think creatively and innovatively. Why? Because 
it’s these behaviours that will  contribute to, 
and maintain, the company’s effectiveness to 
provide the market with products that others 
are  not yet thinking about, let alone offer. Tesla 
attributes its ability to remain competitive to 
these behaviours. 
 
There is a focus on motivating employees to 
create solutions to solve current and emerging 
problems. For  instance, a focus on developing 
electric vehicles that will limit cars’ worsening 
impact on the environment has  allowed Tesla 
to advance the vehicles they bring to market 
consistently. 

But what started the journey was identifying 
each part of a car that causes damage to the 
environment.
Remove fear and trust your team implicitly. 
How can this be done? Through fostering an 
environment that places a high emphasis on 
trust, collaboration,  and learning. Tesla has 
nailed the approach that if you want people to 

world. For example, Tesla  Inc.’s energy storage 
products are one of the solutions to challenges 
in using renewable energy, and challenges  in 
improving the efficiency of energy utilization. 
Through the company’s corporate culture, 
employees use 
first principles in fulfilling their jobs. Tesla’s 
human resource management involves training 
programs to  orient employees to this feature of 
its organizational culture. 

Think Like Owners. Tesla employs its 
organizational culture as a tool to maintain a 
mindset that supports  business development. 
For example, the company motivates its workers 
to think like they own the  organization. This 
ownership mindset supports Tesla’s corporate 
vision and mission statements by  encouraging 
employees to take responsibility and 
accountability in their jobs and in the overall 
performance  of the multinational business. The 
ownership mindset is a powerful behavioural 
factor that helps grow and  strengthen the 
integrity of businesses in various industries. 
This corporate cultural trait aligns workers with  
the company’s strategic objectives, thereby 
improving strategic effectiveness. 

We are ALL IN. Tesla, Inc.’s organizational culture 
unifies employees into a team that works to 
improve the  business. For example, this cultural 
characteristic helps minimize conflicts through 
teamwork. Such teamwork  also develops 
synergy in the company’s human resources. 
As a result, the corporate culture maximizes 
the  benefits from employees’ talents and skills. 
Synergistic teamwork contributes to Tesla’s 
competitiveness in  the international automotive 
market. This unifying cultural approach also 
facilitates corporate management  and strategy 
implementation throughout the organization. 

The abovementioned cultural characteristics 
indicate that Tesla, Inc. focuses on encouraging 
innovation that  leads to useful products for 
the global market. The company’s progress and 
growth are based on technological  innovation. 
Tesla Inc.’s organizational culture has remained 
focused on such innovation since the founding 
of  the business. However, it is expected that the 
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engagement and leveraging that engagement to 
empower employees and strengthen Tesla as a 
whole  through their Tesla360 survey. This survey 
was distributed to every employee at Tesla and 
yielded a  participation rate of 91%! And here 
are the results – 

Company Culture - It’s not often we have a two-
way tie in the very first category, but as far as 
Culture scores  go, Ford, Tesla and Toyota all 
tied with a score of 68. 
Ford: “We need to bring the product closer to 
the employees through test driving. More money 
is needed  for team events and Christmas party.” 
Tesla: “We all work to the bone, but it is awesome 
because we are changing the world.” 
CEO - Elon Musk, one of the world’s most 
famous (not to mention unpredictable) rock star 
CEOs wins the  chief exec standoff, beating out 
Ford’s James Hackett. 
Ford: “I think our CEO is a intellectual who 
knows nothing about how to make a car or 
truck. He is  delusional but well intended.” 
Tesla: “Leadership is transparent and keeps 
employees inspired and focused on the mission 
at hand.”

Perks and Benefits – 
Ford: “I love my benefits; the medical insurance 
is excellent, and the other offered benefits like 
life  insurance, Health Savings Account, 401K, 
etc. are all great as well.” 
Tesla: “Excellent benefits that include stock 
bonuses, 401K savings plans, parental leave and 
a ton of  other discounts (gym memberships, cell 
phone, entertainment, etc.)” 
Diversity 
Ford: “There is tremendous diversity at Ford 
Motor Company, more so than any other 

truly own and be accountable for their  work 
and decision-making process, you need to trust 
and empower, demonstrating confidence in 
their ability. 

Micro-management is counter-productive 
and creates a culture of fear and resentment 
– basically, the  antithesis of innovative and 
creative problem-solving. One of the beliefs 
that empower Tesla employees  is the company-
wide belief that there can’t be a ‘wrong’ answer 
when you do something that has never  been 
done before. This thinking immediately removes 
any fear associated with making mistakes or the  
wrong decision. 

It’s recognised that Tesla values the ability to 
collaborate and a willingness to learn over 
experience and  qualifications. You’d think it 
would be a challenge to encourage collaborative 
working with a company of  more than 40,000 
employees – but through conducting problem-
solving forums, Tesla can bring together the  
minds and thoughts of employees across the 
world to solve problems in little over 24 hours. 

On our culture section of its company website, 
Tesla states that it values agility and innovation. 
Does the  company demonstrate these values 
day to day in the eyes of employees? According 
to the analysis done by  CultureX: 
Agility. Tesla is in the 98th percentile across 
the Culture 500 sample and is 1.9 standard 
deviations above its  industry average (mobility).
Innovation. Tesla is in the 100th percentile 
across the Culture 500 sample and is 2.1 
standard deviations above  its industry average. 
Tesla walks the talk when it comes to agility and 
innovation.

 6. Tesla v/s Ford – The Culture Comparison  
We wanted to know about the company 
cultures of these two companies: How satisfied 
are  employees working for big auto companies? 
Various platforms like Comparably and Qualtrics 
takes a deep  dive into its employee-submitted 
data on these car manufacturers to see how they 
treat their employees, from  the designers to the 
people on the assembly line. Efron and Bednarski 
shared their recent success measuring  employee 
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6.2 Agility percentile comparison between 
Tesla and Ford 

Refers to how employees can respond quickly 
and effectively to changes in the marketplace and  
seize new opportunities. Highly successful agile 
transformations typically delivered around 30 
percent gains  in efficiency, customer satisfaction, 
employee engagement, and operational 
performance; made the  organization five to 
ten times faster; and turbocharged innovation. 
While conventional wisdom sometimes  sees 
these targets as contradictory (for example, 
efficiency at the cost of employee engagement), 
our results  show otherwise. The respondents, on 
average, reported gains across four dimensions 
of performance, out of  seven included in the 
survey. 

This step changes also showed up as a competitive 
advantage. Organizations that achieved a highly 
successful  agile transformation had a three 
times higher chance of becoming a top-quartile 
performer among peers than  those who had not 
transformed. And they also overtook the born-
agile organizations: they not only had a  higher 
chance of becoming a top-quartile performer, 
but also had a greater chance of achieving 
a more mature  operating model across all 
dimensions. 

The essence of an agile transformation is 
reimagining the organization  as a network 
of high-performing teams, supported by an 
effective, stable backbone of strategy, structure,  
processes, people, and technology. Imagine 
working on such a team—having the right 
people working  together, all with different 
capabilities, enables organizations to move 
with unprecedented speed. This can  increase 
customer satisfaction and boost operational 
performance. It can also provide a safe place to  
experiment with the authority and funds to do so, 
helping organizations drive  more innovation.

 Employees will feel more engaged and enthused 
by a clear and common purpose, the  autonomy 
to make decisions, and an ability to develop 
mastery in their craft. On the organization level, 
agile  emphasizes prioritization and reduces 

company for  which I’ve worked.” 
Outlook 
Ford: “IT is the fastest growing segment of Ford 
at the moment. The only difficulty I can see is 
trying to  keep up with what consumers want in 
a vehicle.” 
Tesla: “Everyone is on the same page, and we all 
try our best to bring this world to a better place.” 
Tesla views engagement as more than a ‘nice 
to have’. Efron and Bednarski argue that that in 
today’s uber competitive market for top talent, 
engagement is a ‘must’ in order to attract and 
keep the best employees.  Additionally, higher 
employee engagement directly correlates to 
better customer experience. 
Put into metrics, Tesla has found that engaged 
teams have: 
• 15% more profitability 
• 30% more productivity 
• 12% higher customer engagement 
• 30% less turnover 
• 62% less safety issues 
• 37% less absenteeism (i.e., calling in sick) 

 6.1 Diversity percentile comparison between 
Tesla and Ford 
Refers to how the company promotes a diverse 
and inclusive workplace where no employee is  
disadvantaged based on any possible basis. The 
wider variety of skills and abilities associated 
with workplace  diversity directly contributes 
to productivity. Organizations that have more 
diversity in their office boast higher  productivity, 
as different workers have different skills, abilities, 
and areas of work that they enjoy.  
Research shows that companies with more 
diverse teams are more innovative, engaged, 
and creative in their  work. Profits increase by 
up to 50% as the share of women increases. 
Research shows that when diverse 
teams made a business decision, they 
outperformed individual decision-makers up to 
87% of the time. So  when you promote inclusivity 
and equality in the workplace, your employees 
will feel happier and more  comfortable in 
their work environment. That translates to 
higher productivity, increased motivation, and  
improved employee performance. 
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cutting-edge technology. This type of culture 
can also exist on a smaller scale within specific  
business units. 

Quick decision-making – Due to the risk-taking 
focus and low hierarchy, decisions are made 
speedily when  there isn’t time for lengthy 
analysis. People can operate on instinct without 
needing several levels of approval.  This means 
you can meet customers’ immediate needs and 
market demands when circumstances shift at a  
rapid pace. 

Adaptability - The focus is on the future and 
out-of-the-box thinking to be one step ahead of 
competitors. It’s  possible to branch out or make 
adjustments to your strategy on the go based on 
changes in internal and external  conditions. 
Since employees aren’t categorized into just one 
function, they have varied skills and knowledge 
to step into  different activities where they are 
needed.  

Encouraging innovative behavior and creativity 
– The lack of hierarchy makes it easier to interact, 
collaborate,  and socialize with colleagues. 
People feel more comfortable speaking up with 
their opinions and ideas to  experiment and 
bring forth solutions. 

Empowering the workforce – Without the 
confines of a formal structure, employees see 
themselves as having  more control over their 
careers. The work being done throughout the 
organization is more visible, so  employees 
are aware of new opportunities and feel free to 
change their roles. 

The stakes are high and the rewards mountainous. 
You’re in a versatile environment, so strategy and 
the way  you move is imperative. Consider each 
variable; it’s time to weigh the risks up against 
the rewards and adapt  to any hidden drops. 

Most importantly, when you fall (because it will 
happen), you need to be ready to collect your 
equipment,  brush yourself off and get back up. 
‘Keep moving’ is this culture’s motto and this 
environment is suited to those who think big then 
act larger. It’s  that leap of faith and caution-to-

overhead roles, which leads to more efficiency.

The literature review speaks about the relationship 
between culture of a firm and organizational 
productivity  and how both tend to show a 
strong bond and show dependency and also the 
associations between culture of  a firm, novelty, 
and performance of the organization at the 
macro level. At the same time, the literature also  
speaks about how the Organizational culture 
affects the extent to which creative solutions 
are encouraged,  supported and implemented. 
Then the comprehensive competitive study of 
the two different cultures  followed by Tesla 
Motors and Ford Motors show how Adhocracy 
culture gives a better result in terms of  overall 
organizational productivity in the perspective of 
the automobile industry, showing a dependence 
of  employee performance and job satisfaction 
on organizational culture.  

 Results 

When we compare the total and the 
comprehensive comparison on all the given 
parameters, we see that for a  company that 
has just brought disruption in the market, Tesla 
(344/500)seems to have outperformed Ford 
(340/500), who is a well-known and one of 
the oldest players in the automobile market. 
We also established  the dependency of 
employee performance and job satisfaction on 
organizational culture.

Conclusion 

By the findings through various secondary 
means of research, we were able to provide a 
comprehensive result  that there are certain 
benefits pertaining to Adhocracy culture which 
are as follows – 

Advantages of adhocracy culture 
An adhocracy culture can be more appealing to 
certain companies than traditional organizational 
cultural  models. It works well in industries 
where unpredictability is expected, as products 
can be regularly upgraded  or replaced with 
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One obvious pro from adhocracy culture is the 
creation of innovative products. Leaders and 
employees  evaluate working conditions, briefs 
and products then improve, enhance and adjust. 
What do we need? What do we want? How can 
we do better? How do we go from good to great? 
Regular  question-and-answer sessions help 
adhocracy cultures develop their team attributes 
and plot out their  strategies for successful 
business ventures. 

If we didn’t have adhoc cultures that create 
success by working out the grain and then going 
against it to make  something unique and useful, 
we wouldn’t have: aerospace, internet, mobile 
phones, applications, the cloud  and even 
breathe. 
 

the-wind mentality, which makes ad-hoc culture 
so engaging. 

If you’d played it safe, you wouldn’t be enjoying 
the thrill of untouched routes or indeed the 
benefits that stem  from exclusivity. And, the 
more you experience, the more you learn. After 
all, there’s truth in the fact that  power is applied 
knowledge. 

This culture gets its kicks from adversity and 
change, so naturally lends itself to flexible, 
remote and dynamic  working patterns. This is 
great for those who put precedence on living a 
life with activities and responsibilities  outside 
of work. (Plenty of time to shoot down that 
mountain then.) 
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MR. VINEET PATAWARI 

CEO & Co-Founder - StockEdge & Elearnmarkets

WEIGHING THE IMPORTANCE OF
FINANCIAL LITERACY

He was further questioned about the difference 
between financial literacy and financial 
inclusion and which one, according to him, 
is more important. In Mr Patawari’s opinion, 
financial inclusion is more critical as there can’t 
be financial literacy without financial inclusion. 
They go hand in hand. Mr Patawari emphasizes 
that financial literacy is merely knowing about 
investment and saving options, but financial 
inclusion is a broader aspect and has to be given 
more importance. 

Just like financial literacy, financial inclusion 
has to be addressed with equal importance and 
be ensured that all sections of the society are 
included and have proper and adequate access 
to financial information and be able to make 
well-informed choices. He feels that financial 
inclusion is important to put to use the existing 
financial literacy that one has, as, without 
proper facilities like extensive banking services, 
financial products, etc, financial literacy can be 
beneficial only up to a limited extent. 

This was followed by a discussion on whether 
sufficient measures have been taken by RBI and 
the government to make the country financially 
literate or not and the steps that can be taken 
to improve the status quo. Mr Patawari remarks 
that India has nearly 20 per cent of the world’s 
population, yet it scores among the lowest in the 

D-Street, SRCC had the honour of interviewing Mr 
Vineet Patawari, CEO & Co-Founder - StockEdge 
& Elearnmarkets on the topic ‘Weighing the 
importance of Financial Literacy ‘

The first question placed focus on the significance 
of financial literacy in developing countries, 
especially in a highly populous country like 
India. Mr Patawari feels that financial literacy 
among the young is often an underrated concept. 
Parents wanting their wards to be able to handle 
money matters during their adult years must 
inculcate in them the need to save and invest for 
their future growth. 

This, according to him, is only possible when 
we teach our children about money and how it 
affects almost every aspect of our daily lives. The 
irony is that despite financial education being at 
the core of every key life decision, our learning 
institutions took too long to recognize this fact. 

The absence of essential subjects like financial 
planning in our school curriculum highlights 
the huge gap in our learning process. Patawari 
remarks that in a survey carried out by the 
National Centre for Financial Education in 2019, 
India ranks the lowest among all the BRICS 
nations in financial literacy and that only 27 per 
cent of the country’s population is financially 
literate.
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hence, money-making has become a male-
dominated pursuit. 
emotional intelligence than men, and this 
means that women can manage finance better. 
He emphasizes that conventionally men should 
earn money and women should manage the 
funds for the family. Housewives provide 
services 

Lastly, there was a brief discussion on how 
Covid has served as a testament to the value 
of creating a carefully considered financial 
corpus and the measures that can be taken for 
creating a well-balanced portfolio. According 
to Mr Patawari, learning finance is all about 
understanding how money works. 

It is about crunching numbers, charts, patterns 
and theories into easily readable information 
that can be comprehended for everyone’s 
benefit. The study of finance is about grasping the 
principles of money management and learning 
how to acquire and multiply it. More than 
knowing how to deploy and manage finance, 
students aiming to make a career in finance 
focus on other financial aspects too. These 
include credit, investments, banking, liabilities 
and assets. Learning finance is equivalent to 
adopting a core life skill. Citing covid times, he 
feels that there should be a buffer or a reserve 
fund in every family for emergency purposes. He 
says that setting aside a fund of, say, six months’ 
expenditure can come in handy in times of crisis 
like that of covid-19.

In today’s complex world, identifying education 
with mere schooling is not enough. To participate 
in modern society, we must strive for more. 
Our children will have to take charge of their 
financial future someday. So, he emphasizes 
that we need to start teaching them about the 
unlimited possibilities in finance. 

The discussion was concluded with a vote of 
gratitude to him on behalf of D-Street, SRCC.

financial literacy index. The Indian government 
recognized this anomaly in our education system 
and sought to correct it by promoting financial 
education in schools. 

The Reserve Bank of India (RBI) suggested a 
five-pronged approach to promoting financial 
learning in schools in 2020. This approach is 
built on five essential tenets of learning including 
Content, Capacity, Community, Communication 
and Collaboration. 

He further mentioned that The “National 
Strategy for Financial Education 2020-2025” 
put forward the idea of developing content for 
school children, creating relevant finance study 
material for adults, and encouraging community 
participation and collaboration through multi-
stakeholder participation. The government’s 
idea to strengthen the financial inclusion 
concept in the country has also received support 
and recognition from other financial sector 
regulators including the Securities and Exchange 
Board of India (SEBI), Insurance Regulatory and 
Development Authority of India(IRDAI) and the 
Pension Fund Regulatory and Development 
Authority(PFRDA).

He was further questioned on the societal 
construct of money-making as a male-dominated 
pursuit and how it has contributed to the 
underrepresentation of women in the finance 
sector, and how can this be worked upon. Mr  
Patawari feels that women are underrepresented 
not only in the finance sector but in every 
sector. It is a fact that only 25.1% of women are 
employed in India. 

He also mentions that a large percentage of 
urban women are unemployed, and how this 
has led to the wastage of talent and knowledge. 
And that is a loss for the economy as women 
can manage finances better than men as it is 
empirically proven that women have higher to 
their families but they don’t make money for the 
same
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MR. PROBEL SEN 

Vice President Equity Research ICICI Securities

CAN OIL AND NATURAL GAS INDUSTRIES 
WITHSTAND THE CHANGING WORLD ?

of gas supplies in Western Europe on account 
of gas supply cut by Russia and slow down of 
China’s economy, that had driven the growth 
for most of the commodity demand over the last 
decade. Despite having negligible hope of price 
recovery in the near future, Mr Sen believes that 
prices would not fall below a certain threshold 
level because of the balancing effect caused due 
to participation of OPEC countries in sustaining 
the price level.

Answering the second part of the question, Mr 
sen remarked that there are huge accumulated 
losses to the tune of Rs 20 per litre standing in 
the books of the oil companies. However in 
order to control inflation, the government has 
kept oil prices in check. Though in present the oil 
margins are back to being profitable, the retail 
prices have not reduced despite a significant 
collapse in the international oil prices. This 
is due to the fact that the companies want to 
recover those accumulated prices standing in 
their books. Thus, Mr. Sen does not expect any 
significant changes in the retail oil prices soon.

He was further questioned whether the 
decision of Indian government to increase 
supplies of oil from Russia at economical 
prices despite criticism from teh US and other 
states of Europe is right, keeping in mind the 
tussle between Russia and Ukraine.  According 

D-Street, SRCC had the honour of interviewing 
Mr Probel Sen, Vice President Equity Research 
ICICI Securities on the topic ‘Can Oil and Natural 
Gas Industries Withstand the changing world ? ‘

In line with the first statement, which stated 
that the crude oil prices are at its 7-month 
low, the following questions followed i.e. 
‘why is the crude oil price shrinking and will 
it impact the retail fuel prices in India?’. The 
first question brought into light the problem of 
shrinking crude oil prices and its impact on the 
retail fuel prices in India. Mr. Sen answered the 
question very methodologically, stressing upon 
the two important price determinants of crude 
oil - demand and supply. Crude oil being one of 
the most fungible commodities of the world, is 
traded across different exchanges, each having 
its own benchmark. Mr Sen remarked that the 
discussion around crude oil price has to be 
looked at both from a physical market as well as 
a financial market standpoint. 

With a significant amount of supply tightness in 
the market on account of economic sanctions 
on the second largest crude oil producer in 
the world, Mr Sen predicted constrained crude 
exports and huge bearishness in terms of Brent 
oil prices. He delineated several factors for such 
bearishness which are economic concerns due 
to rising inflationary pressure, severe shortage 
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Additionally, it is crucial to factor in the fact that 
a 10 to 20% conversion of the entire vehicle 
fleet to EV will increase the overall demand of 
energy by 3 to 4% on account of recharging 
those vehicles. Mr Sen feels that if such power is 
met through thermal energy, the entire purpose 
of adopting EV is defeated. He suggests that such 
energy should be sourced from renewables and 
leverage the use of technological advancements 
to tap on the wind and solar sources of energy 
which are growing at a remarkable rate from a 
few years.

Lastly, he addressed the question that how will 
the Oil companies be able to cope with the 
loss they might face as a result of increasing oil 
price with the anticipation of 7% inflation rate 
in India. Mr Sen remarked that a rise in oil and 
gas prices will surely benefit ONGC and Oil 
India. However, oil prices are strictly monitored 
by the Government and are not allowed to 
change . As a result, there are substantial losses 
to oil companies in the first quarter. Though 
there is some recovery due to increase in prices, 
the second quarter still seems to close at a loss. 

Thus, the oil prices depend on the government 
regulations to a large extent. However, Mr Sen 
pointed out a different scenario in gas prices, 
which are comparatively less regulated. Going 
by unit economics, if petrol and diesel prices 
remain constant and gas prices continue to rise, 
it makes one fuel uneconomical to another. 
Hence, Mr. Sen recommended to strike a 
balance of prices and increase prices without 
hurting the demand. 

The discussion was concluded with a vote of 
gratitude to him on behalf of D-Street, SRCC.

to Mr. Sen, India has pointed to the fact that 
whatever crude and gas that India has purchased 
from Russia is a fraction of what Europe and 
US continue to actually import despite all the 
economic sanctions imposed. India gets crude 
oil at a $20 to $25 discount from imports from 
Russia , which now accounts for 17 to 18% of 
its total crude oil export which used to be less 
than 4 to 5% before the conflict. While it makes 
economic sense, Mr Sen feels that, to impart 
political sense to such exports, it will depend 
upon how India can navigate its relationships 
with US and other democratic nations and at 
the same time maintain balanced relations with 
Russia in terms of securing its own energy needs. 

This was followed by a discussion on alternative 
supplies of oil in India due to uncertainties in 
oil and natural gas sector due to international 
wars, crisis and inflationary situation in the 
country of suppliers. Mr Sen was of the opinion 
that India is already working towards creating 
alternate sources of oil. It is securing gas supplies 
and has articulated the increased consumption of 
gas. Despite a boom in the EV industry,  Mr. Sen 
believes that India is not going to move toward 
EV soon. He suggests gas to be a transition 
fuel and stresses upon the need of providing 
natural gas at economical prices. To reduce 
dependence on crude oil, India should increase 
its gas consumption by 6 to 7%, which currently 
stands at 15% of the total primary energy. He 
cites Russia to be a crucial supplier for India 
and stresses upon tapping the excess supplies of 
natural gas from Russia. This, according to him, 
would be the best possible outcome of solving 
this crisis over the next five years.

He was further questioned about the emphasis 
on phasing out thermal plants in two Union 
Budgets and focusing on transitional energy, 
taking into account the feasibility of India, 
where 70 percent of energy requirements 
are met by thermal power plants. Mr. Sen 
emphasized upon the capability of India in terms 
of resources. He remarked upon a balanced 
approach towards solving this problem. Due to 
its increasing demand and rate of dependency, 
thermal energy is not completely replaceable. 
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DR. DEEPALI PANT JOSHI   

Retired Executive Director, RBI 

DIGITAL BANKING REGULATION ACT 

making, finding out trends and diving deep into 
segmentation. Customer segmentation becomes 
one of the most tackling situations for the brick-
and-mortar banks due to high-workload and less 
man-power. In comparison, such digital banks, 
which are one-step ahead, use big-data that is 
collected through our personalised accounts  
and our availability on the internet i.e. on the 
social media handles and they try to gain a sense 
of what we think. Such banks then involve the 
use of block-chain technology to link the same 
to the cloud.

The consumer end has gained satisfaction 
with the implementation of the digital banking 
scenario helping them directly save a lot of time 
in commuting and getting their work done in 
almost no time. The COVID-19 pandemic was 
a massive water-shed moment for the Indian 
Banking, because that helped in realising that 
work can be done without actually going to 
the physical structures and that too in a faster, 
cheaper and effective manner.

Dr. Deepali has thus, beautifully explained how 
these electronic banks work and in comparison 
are better than the physical banks. All the Meta 
Data analysis and cloud computing happens 
in real-time, enhancing the loan making, leads 
to faster and quicker decision making. These 
banking solutions comply better with the rules 

D-Street, SRCC had the honour of interviewing 
Dr. Deepali Pant Joshi, Retired Executive 
Director, RBI on the topic ‘Digital Banking 
Regulation Act’.

The first question placed was, ‘‘What 
differentiates a bank and a digital bank? Do 
you think that such an initiative will cause 
any improvement in the loan products in the 
finance sector?’’ Dr. Deepali highlighted the 
differentiation in these two-setups in the banking 
environment. She differentiated the two views 
highlighting the fact that these digital banks are 
in a virtual or an electronic space, i.e. a cloud 
unlike a physical bank. There is no person to 
answer questions i.e. tackling the issues faced by 
the consumer in performing the banking related 
operations, instead the answers to all those 
possible questions are already present on the 
website or the app wherein the e-bank is put to 
operation.

She perfectly linked Finance and Technology 
in relation to today’s digital banking solution, 
calling it FinTech, a perfect blend of the two, 
relating to improvement and update. FinTech 
has access to specific data which are collected 
from users, that they put in data dumps, calling 
it the Meta Data. They analyse, find patterns, and 
rely on algorithmic linking. The data collected 
is used primarily for analysis and decision-
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the rural areas, credit corporations, and a lot 
of non-government organisations, which are 
microfinance institutions. Still there are gaps 
that exist, because of the fact that we have a 
single bank-branch for 14,000 people,as per the 
statistics. Despite the fifty years of nationalisation, 
we can still notice and experience the gaps, but 
digital banking solutions can easily fill in these 
gaps.

She narrated her visit to Kenya and tells about 
how people are operating there and people 
there mostly prefer telecommunication as their 
ideal banking solution.

Coming down to the fact that what we need, 
is the value or the word SCRIPT, a well-crafted 
acronym for Savings, Credit, Remittance, 
Insurance, Pension and  Transaction.

She tells a perfect way to help by building 
remittance corridors linking the rural areas with 
the places where migrants work. The success of 
the entire initiative depends upon the movement 
or the shift that we are trying to do from cash to 
digital money.

For a well-structured transition certain steps 
must be taken as mentioned by Dr. Deepali, i.e., 
seeding everyone’s bank account in the rural 
areas with their Aadhaar numbers and mobile 
numbers. Everyone did experience an effective 
demonstration in the pandemic when the 
women of the country received Rs. 500, in their 
bank accounts directly from the government. All 
of these enable public financial management 
and these facilities need to be introduced in 
the Panchayat i.e., in the ration shops, helping 
people ease their purchasing.

The major loophole as was very deftly identified 
was increasing literacy among the individuals, 
helping them in the saving and credit products, 
and form FDs of amounts easily affordable by 
them.

RBI is trying a digitalization pilot, this September 
2022, in MP and Karnataka in collaboration 
with the Union Bank of India and the Karnataka 

and regulations and serve as a fuel for market 
expansion.

In order to effectively analyse the e-banking 
solutions, she highlighted some of the main 
disadvantages that have to be faced on a regular 
basis by the consumer end. These banks initiate 
the violation of personal space, and are a reason 
for experiencing technical glitches in an effective 
online working environment. People often 
visit banks for a personalised treatment that is 
harmed in an online mode. Consumers have no 
one to ask help for. And, also the security is at 
stake. Hackathons are very common in such a 
scenario wherein people are not able to access 
their accounts for a specific time-period and 
also banks suffer partial or complete loss of 
information about their clients.

Coming down to the second part of the 
question, according to her, there is a significant 
improvement in the loan products. It helps in 
a beautiful customization in the loan products 
according to the age factor, interest and what 
is needed at a particular point of time. She did 
explain it beautifully citing real-life examples 
of taking a education loan at the age of 18, a 
holiday loan at the age of 22, and applying for a 
housing loan at the age of 35 with the intent of 
settling down. All these loan facilities are well 
customised to cater the needs of the consumers 
and provide them benefits. This concept was 
referred to as variation in product design which 
becomes extremely easy. Thus, leading to the 
emergence of new and more customised loans 
and other financial benefits in the Financial 
sector.

As the discussion moved forward, the second 
question was, ‘Given the huge gap in the Indian 
financial system in terms of the reach of the 
banks in the rural areas, do you think that 
the emergence of digital banks will be able 
to improve the conditions of the rural credit 
system?’

Dr. Deepali agrees that there are gaps in the rural 
credit systems, but there is also an existence of 
regional rural banks to cater to the people in 
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The Law enforcement agencies have a 24/7 
access to these data collected in order to check 
any terrorist activity or any kind of non-regular 
transactions that start to happen.It also helps 
in ceasing the illegal activities. They also aim 
to prevent money laundering in the country. 
Thus, when storing data locally we mandate 
individual and government consent for data 
transfers. E.g- Swiss bank, wherein it is very 
difficult to know how the amount is deposited 
in ones bank, in the same manner data should 
should also be worshipped and protected from 
transferring, what we call a privity of contract 
between person giving the data and the person 
receiving it.

The question arises that how do we follow up 
that these privity of contracts are being followed? 
Consent helps in this. RBI introduced systems 
audit report for data localisation, this looks at 
the storage of the payments system data and it is 
a compliance driven mandate that needs to be 
done or one will be penalised.

The discussion was concluded with a vote of 
gratitude to him on behalf of D-Street, SRCC.

Bank, and gradually wishes to spread this across 
various states provided the pilot is a success.

In the third question we inquired about her views 
on the idea of Data localisation? The approach 
followed by India was a blend of both free flow 
as well as localisation. India is one of the biggest 
players in software and digital trades. Further 
questioning her whether it is a right choice to 
adopt data localisation as a means of protecting 
the public’s data.

Dr. Deepali responded in affirmative that 
Data Localisation requirements are a global 
phenomenon, with its requirement all across the 
world. Free-flow of data is a very ideal situation 
where data can easily sweep between various 
countries.

Data localization simply means the practice of 
keeping data in the location it originated from, 
i.e. Indian data has to be maintained in servers of 
India. Thus, RBI imposes penalties on VISA and 
mastercards because they fail to keep the data 
within the country. The question arises that why 
is there a need for keeping data locally? It keeps 
the data away from foreign surveillance.
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