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EDITORIAL
In this edition of TAPMI Journal of Economics and Finance (TJEF) we look

at four interesting articles, which give insights into the integration of Bloomberg
with the finance curriculum, the role of interest rates in inflating asset price bubbles,
the impact of the Chinese slowdown on India, and Panama Papers.

Technology has revolutionized the learning process, by facilitating greater
student engagement, interaction, and critical thinking. TAPMI’s state of the art
Finance Lab, which is equipped with 16 Bloomberg terminals, brings the real world
of finance into classroom, facilitating research and analysis based on real events
and real data, thus, enriching students’ learning experience. In this context, we
look at the first paper, which highlights the importance and ways of integrating
Bloomberg terminals with the teaching of banking and finance.

It has been around 8 years since the global financial crisis. However, due to
continual weak economic conditions, European Central Bank still continues to
engage in quantitative easing, Bank of Japan has introduced negative interest rate,
and the U.S. Fed has become more skeptical about another rate hike. Against this
backdrop, we look at how interest rates contribute to asset bubbles.

Furthermore, the global impact of the slowdown of the world’s second larg-
est economy, China, indicated that when China sneezes the whole world catches
flu. In the third paper, we look at the impact of Chinese slowdown on the Indian
economy, analyzing how India can leverage the low oil and commodity prices, and
the diversion of investment from China to India in its journey to becoming the
world’s fastest growing economy.

In the final paper, which is on Panama Papers, we look at one of the biggest
leaks in journalistic history that brought tax evasion again into spotlight. The pa-
per attempts to analyze different aspects of tax evasion through a series of ques-
tion and answers.

We hope that the readers benefit from the insights of the papers published.

Managing Editor
Monica V



Editors’ Note

In recent times, one of the most exciting initiatives at TAPMI has been the
setting up of the TAPMI Finance Lab powered by Bloomberg. The TAPMI Fi-
nance Lab is the state-of-the-art lab and the largest in the country with 16 Bloomberg
terminals. It is home to finance majors and students enrolled in the Banking and
Financial Services program and serves as the hub for budding portfolio managers,
bankers and thinkers.

We are delighted to announce the launch of the TAPMI Journal of Econom-
ics and Finance (TJEF). TJEF is brought to you by the Finance Forum – one of the
most active forums at TAPMI. The purpose of Finance Forum is to create a vi-
brant and supportive environment where students make a significant difference,
network with industry participants, develop healthy relationships with fellow stu-
dents and industry participants and develop leadership skills. The vision of the
finance forum is to enhance the knowledge and understanding of students in the
area of finance.

The goal of TJEF is to become a leading student-run journal in the areas of
banking, economics and finance. The aim is to encourage finance majors to write
short articles on current topics in banking, economics and finance. We also en-
courage students from leading business schools in India and abroad to contribute
to TJEF. A special invitation is extended to alumni and practitioners to contribute
to TJEF.

We look forward to your contributions!

Managing Editor
Madhu Veeraraghavan

T.A. Pai Chair Professor of Finance
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THE INTERNET OF MONEY
– A DIGITAL REVOLUTION IN FINANCE

Nikhita Kalibhat
T. A. PAI MANAGEMENT INSTITUTE, MANIPAL

Introduction

Finance has evolved from usuries to being executed through established bank-
ing systems. Over the years, innovation in this space has enabled financial integra-
tion, economic growth and risk-sharing by diversification. Businesses now func-
tion among sophisticated investors, suppliers and customers who are well-equipped
with accurate, real-time information. Mobile commerce platforms and online credit
evaluation systems have changed the way financial transactions are managed. Fi-
nance education now includes exposure to technology such as Bloomberg. Wall
Street aspirants learn how to access timely, accurate and relevant information.
This digital revolution calls for a collaboration among practitioners, researchers,
technologists, educators and students, for innovations that might change the way
we make, spend and save money.

1 Practice of Finance

Businesses today are spread across geographies and transact with clients
across regions in various currencies. Technology architecture is designed to mimic
the company’s organization structure and accommodate accounting and legal norms
across the world. Technology innovations that impact financial services attempt
to fix the existing gaps in accessibility, regulations and customer experience.  There
are six facets of financial relevance that have attracted disruptive innovation in
technology (“Future of Financial Services 2015” World Economic Forum, 2015):
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1.1 Capital Raising

We live in the era of innovative ideas, growth and excellence – the era of
start-ups. The number of opportunities for investors has seen a marked increase.
Small enterprises and start-ups need an increased exposure and access to inves-
tors. Alternative investments markets, such as GREX in India, act as exchanges
creating an ecosystem of market participants thus providing opportunities for in-
vestors and visibility and accessibility for the companies. Smart contracts are used
to secure financial transaction made on virtual exchanges, making digital avenues
for raising capital simple and attractive.

In 2003, Brian Camelio launched ArtistShare where struggling artistes could
raise funds for their performances and production of their albums. Since then, the
crowdfunding trend has grown exponentially resulting in collaborated software
applications and products in the field of real estate, food and medicine.
Crowdfunding platforms such as Indiegogo and EquityNet have created a com-
munity of angel investors, venture capitalists and business supporters who view
business plans and projects, and reach out to entrepreneurs.

Alternative investments such as hedge funds, pension funds and private eq-
uity funds are now gaining prominence. Due to the high failure rate of hedge
funds, investors not only consider fund performance but also focus on operational
effectiveness. Post 2008, operational due diligence has become a standardized
process (“Operational Due Diligence 3.0” Castle Hall Alternatives, Oct 2015).
The advent of technology services such as Report Central by Great Lakes Fund
Solutions has facilitated better verification and scrutiny.

1.2 Investment Management

Information influences investments. Reliability, accuracy, timely access to
news and data is of great significance to investors. Social trading platforms such
as FXJunction connect traders of all experience levels across the globe to discuss
strategies, analyze past performance and follow their trades.

Financial management information systems such as Bloomberg provide ac-
cess to real-time, accurate, global data across all asset classes. Bloomberg allows
investors, analysts and researchers to access news, download financial data, imple-
ment algorithms, build a professional network and execute trading strategies.

Brokerage houses are now collaborating with technology providers to en-
able algorithmic trading. Exchanges across the globe are competing to provide
faster trade processing, higher consistency and risk mitigation.

THE INTERNET OF MONEY – A DIGITAL REVOLUTION IN FINANCE
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Today’s world of integrated business brings together people, data and pro-
cess with the help of technology. Enterprise Resource Planning has resulted in a
seamless transfer of data across the value chain of a business. Cloud computing
has revolutionized the way data is stored, accessed and shared. Companies are
now restructuring into networks completely integrated with technology with in-
creased accessibility of information to investors, suppliers and customers (“The
Impact of Cloud” The Economic Intelligence Unit, June 2014).

1.3 Payments

According to a McKinsey report in November, transaction revenues are ex-
pected to grow at a CAGR of 7% by 2019 (Bansal Sukriti, Bruno Phil, Hou
Grace, Istace Florent, and Niederkorn Marc, “How the Payments Industry is Be-
ing Disrupted” McKinsey and Company, November 2015). We are already begin-
ning to see digitization of transaction banking, efficient international payment sys-
tems and infrastructure upgrades in banks and payment systems. Digital wallets
are quite popular on e-commerce websites; with a better system for user authenti-
cation, and internet connectivity, this service can soon reach local retail shops in
rural India. Globally, sophisticated smart contracts and blockchain technologies
provide authentication, compliance checks and storage of electronic money.

Today, we have 46 Bitcoin exchanges, with a volume for more than 180,000
BTC in 24 hours. Cryptocurrencies are encrypted digital currencies that can be
used worldwide, cannot be misused, does not need a bank account and can be
traded on a virtual exchange (Greenberg Andy, “Crypto Currency” Forbes, April
2011). There is some ambiguity in the worth and validity of these currencies.
Unfortunately, there is no way to monitor what is being purchased with these
cryptocurrencies. This advancement calls for regulation by governments and cen-
tral banks.

1.4 Insurance

A report by Bloomberg Intelligence states that auto, home and health insur-
ance companies are heavily investing in Internet of Things (IoT) devices. Insurers
are establishing strategic partnerships to develop home smart devices such as Nest,
fitness trackers such as FitBit, smart glasses and vehicle crash avoidance systems
(Greenough John, “From fitness trackers to drones, how the Internet of Things is
transforming the insurance industry” Business Insider, July 2015). IoT is expected
to disrupt the traditional insurance model to keep insurers and customers con-
stantly connected.

TAPMI Journal of  Economics and Finance
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The AirBnBs and Ubers of the world are creating grey areas for insurers –
can they cover private property being used for commercial purposes? Insurance
companies are forming alliances with sharing economy companies to develop so-
lutions such as pooled insurance premiums.

1.5 Deposits and Lending

The most popular technology innovation is peer-to-peer lending platforms
that bring borrowers and lenders together. In an exclusive report on online mar-
ketplace lending, PwC has stated that this industry could reach $150 billion by
2025 (“Peer Pressure” Pricewaterhouse Cooper, February 2015). US lending plat-
forms have grown at 84% over the last 10 years and have ventured into other asset
classes. These platforms cater to banks, institutional investors and individual in-
vestors pairing borrowers with interested lenders. There have been significant
advances in the technology used on P2P lending platforms for underwriting and
credit modelling. Online lending marketplaces such as Lendbox in India, are achiev-
ing a turnaround time of 2-5 days for loan applications, making them an attractive
choice for borrowers and lenders.

2 Study of Finance

Education was text book based up until the early 90s. Since then, we have
seen a gradual increase in the involvement of technology in learning. In finance
education, we have transitioned from teaching portfolio theory to actually con-
structing mock portfolios, generating efficient frontiers and managing virtual in-
vestments. Top schools around the world are increasingly focussing on making
their students industry ready. This involves a significant investment in infrastruc-
ture to procure licenses for software tools and building state of the art trading
labs.

2.1 Financial Literacy

Financial education is now a necessity not just for investors but for any indi-
vidual. Financial markets are becoming more aggressive and sophisticated. It has
now become essential for every individual to learn how to manage wealth, choose
interest rates for bank loans, select mutual funds and pension funds, weigh market
risk and invest through the right financial instruments (“The Importance of Finan-
cial Education” Organization for Economic Co-operation and Development, July
2006).

THE INTERNET OF MONEY – A DIGITAL REVOLUTION IN FINANCE
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Governments, banks and exchanges across nations are setting up websites,
apps and portals to gain information on the basics of capital markets , credit and
borrowing, personal finance and budgeting. Hands on Banking, a website spon-
sored by Wells Fargo Bank, offers online courses on financial management.
JumpStart, a non-profit organization in Washington, has an online library to edu-
cate children on the importance of financial management right from pre-school
through college. ClearPoint Credit Counseling Solutions has been providing their
customers with online advice on debt, housing and budgeting for over 50 years.
Financial literacy is aimed at achieving higher and sophisticated market participa-
tion in the coming years.

2.2 Pedagogy for Finance Education

Top schools around the world are increasingly using technology to explain
finance concepts. Live market data, financial statements, economics data and his-
torical performance data is being downloaded through various sources and used
in classroom learning as well as in assignments.

Financial econometrics and portfolio management is taught exclusively on
software tools such as Stata, EViews, R and Microsoft Excel. What used to take
hours to calculate a few decades ago, can be displayed on screen in almost no
time. Normalized graphs, efficient frontiers, box plots, candle charts and Bollinger
bands can be generated on various tools using real-time and historical data. This
makes for an engaging classroom environment.

Among all the software tools and websites designed for finance education,
Bloomberg and Thomson Reuters are the leading financial information manage-
ment systems. Bloomberg provides real-time and historical data, news, in-built
complex calculators and tools for analysis, communication network with industry
experts and simulation trade execution. It becomes the perfect learning platform
for aspiring analysts to pick and review stocks, create portfolios, manage risk and
monitor market events.

2.3 Finance at TAPMI

The Bloomberg Championship Program at TAPMI is aimed at integrating
Finance curriculum with Bloomberg through classroom teaching, assignments,
projects and simulation games. Almost 60-80% of the finance courses at TAPMI
use Bloomberg to support course content. All Finance majors in the institute are
Bloomberg certified and trained on various functionalities on Bloomberg Equity,
Commodities, Foreign Exchange and Fixed Income. The Banking and Financial
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Services (BKFS) students undergo a special primer course dedicated to learning
on Bloomberg. Students of finance at TAPMI are encouraged to use Bloomberg
data for sector analysis, peer evaluation, technical analysis and portfolio manage-
ment.

TAPMI Finance Lab is the largest Bloomberg lab in India with 16 terminals.
The lab is home to the Finance Forum’s flagship event “Finomenal” – an annual
finance conclave, TAPMI Bloomberg Olympiad – a battle among Bloomberg Cham-
pions on use and application of Bloomberg, and Samnidhy – a student managed
investment fund consisting of more than 60 analysts investing in the equity mar-
ket. TAPMI also runs a special course for a select group of high performing stu-
dents called the Student Managed Investment Course (SMIC). This 4 credit course
requires students to form investment teams and manage real money in real mar-
kets. Bloomberg is extensively used for analysis, tracking market events and port-
folio management.

TAPMI is innovating every day to achieve a complete integration of Finance
with technology. Students’ familiarity with the functionalities and application of
Bloomberg makes TAPMI the preferred destination for recruitment in the finance
industry.

The continuously innovating world of technology is disrupting traditional
finance practices. Banks, financial institutions, exchanges, regulators and busi-
nesses are evolving rapidly. The flow of information is becoming seamless and
otherwise distinct functionalities are being integrated. Finance is indeed undergo-
ing a revolution, backed by education, technology, policy and creativity.

THE INTERNET OF MONEY – A DIGITAL REVOLUTION IN FINANCE



THE ROLE OF INTEREST RATE IN
INFLATING ASSET PRICE BUBBLE

Astha Mehta & Nayan Saraf
T. A. PAI MANAGEMENT INSTITUTE, MANIPAL

Introduction

Since the inception of the financial market, interest rate has had a significant
impact on various financial assets. The direct impact can be seen on the bond
prices, which have inverse relation with the interest rates. It also affects the de-
posit and lending pattern in the sense that with the fall in interest rates, the depos-
its decreases while the lending increases and vice-versa.

However the impact is not just limited to the change in the saving and invest-
ment behaviour of the individuals and
bonds, but also extends to the valu-
ation of various financial assets like
stock prices, currency, real estate etc.
This can be explained using the
Gordon’s Model. The model explains
the valuation of an enterprise by dis-
counted cash flow method.

For example, any firm giving
regular dividends, say $100, will
have different values for different interest rates. When the interest rate (r) is low,
say 1%, the value of the firm is, 100/r, i.e. $10,000. But as the interest rate goes on
increasing to 25%, the value of the firm exponentially declines to $400. This is one
of the reasons why in low interest rate regimes, the price of assets are high and
vice versa. This is shown in the Figure 1.

7
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THE ROLE OF INTEREST RATE IN INFLATING ASSET PRICE BUBBLE

Similarly, the currency value is also influenced by the interest rates. Al-
though, there are various factors affecting exchange rate, like economic stability,
domestic good’s demand etc., but interest rate has a significant effect on the
appreciation and depreciation of the currency. A decrease in interest rate is unat-
tractive for foreign investors resulting in shifting of foreign investments to other
countries with relatively higher returns. This weakens the domestic currency. As
currency loses value, investors look for other investment sources like gold and
real estate. Thus, the effect percolates down to these assets also.

These changes in the value of the assets cause investors to modify their
portfolio holdings. There have been instances throughout history where the change
in the interest rate has driven investors to alter their portfolio in such a way that
asset bubbles were created. Now let’s look at some of the major asset bubbles
which stirred the global economy.

U.S. Housing Bubble

The U.S. housing bubble is a
perfect example where the lower in-
terest rate was one of the key rea-
sons to inflate the housing prices.
The lower interest rate had given
the opportunity to the investor to
buy the house when the money was
virtually free.

The common explanation for
the lower interest rate goes back to
the hypothesis of “Global Saving
Glut” by Ben Bernanke, Ex Fed
Chairman. According to Ben, prior
to the housing bubble, there was an
excessive saving generated in the emerging market which was channelized to the
U.S. market, and subsequently lowered the long term real interest rates. He ar-
gued that a shortage of safe assets could also have contributed to the problem.1

This fact could have been evident from the yield of 10Y U.S. Government
bond, where the lower real interest rate has reduced the bond yield from a high of
8% in 1995 to as low as 4% before the housing bubble (Figure 2).

Now this lower bond yield had caused the investors to shift to other risky
investments. And real estate seemed to be an ideal choice for the investors then.
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During the post dot com bubble era, the effective Federal Fund Rate was
reduced dramatically from 6.5% to just 1%. This long term lower interest rate had
resulted in the dramatic increase in the asset prices (Housing). By 2006, this inter-
est rate was normalized from 1% to 5.25% and people started regretting the exor-
bitant prices they paid for the assets which were overvalued. It brought about
lower demand and increased monthly payments for adjustable rate mortgages.
Soon after that, a series of defaults started, resulting in the bursting of the bubble.
Figure 3 explains the same.

Figure: 3

However, it is not completely true that the lower interest rate was the only
reason which created this bubble. As Raghuram Rajan argued in his book, “Fault
Lines”, that if there are other factors that encourage investment in a single asset,
then the impact is amplified to an extent that asset bubbles are created.2 This
phenomenon was clearly evident in the housing bubble of 2007 when not only
interest rate but also government policies like home buyer’s credit, easy lending
practices, Fed’s focus on job creation rather than output, inefficiency of credit
agencies etc. were equally culpable for it.

Japan’s Real estate bubble

A similar scenario can be seen in Japan’s real estate bubble. The Japan asset
bubble started when US dollar depreciated against the yen due to the signing of
the Plaza Accord by the US with Germany, England, France and Japan. The dollar
depreciation boosted US exports, but at the same time made investors shift invest-
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ments from the US to Japan due to foreign exchange fluctuations.
The rising value of yen hindered business opportunities for Japanese export-

ers. To protect its export market, Bank of Japan resorted to monetary easing by
lowering the interest rates from 5 percent in 1985 to 2.5 percent in the early 1987.
The free lending by Japanese banks increased the real estate and stock purchases
which inflated the value of land and stocks. During this period, Nikkei tripled to
39,000 and real estate prices reached a record high. It was even rumoured that
during this phase the Tokyo Imperial Palace was worth more than the entire state
of California. The price rise continued for four years, until 1989, when BOJ finally
increased interest rates on account of inflationary pressures, and caused the asset
bubble to burst.

The Nikkei plunged from 39,000 to 20,000 in 1990 and retail loans became
NPAs which resulted in the Japanese government to take twenty years to recover
back to the pre bubble economy which is now commonly referred as the lost two
decades.3

The Japan debt crisis was also a result of lower interest rates. Lower interest
rates allow governments to fund its economic spending through cheap debt. A
part of government’s revenue is used to pay interest on the debt taken. When
interest rates are kept low for a long period, the government’s borrowing increases
and so does the interest payments. Later on, if there is an increase in the interest

THE ROLE OF INTEREST RATE IN INFLATING ASSET PRICE BUBBLE
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rate, the interest payment shoots up consuming a large part of or sometimes whole
of the government’s revenue. This creates a vicious debt trap.

Shale oil production bubble

Shale oil production is another case where the low interest rate had fuelled
the gas drilling bubble. Since the crisis of 2007, Fed had kept the interest rates
constant, nearly zero, which resulted in loose money being poured into the capital
intensive oil drilling process for years. When these investments became success-
ful, there was an excess supply of oil in the world economy. Since, in just a period
of one year, the price of oil plummeted from $120 a barrel to just $30 a barrel, the
shale oil production (drilling industry) busted.

There are more than 50 shale oil production companies in the U.S. and more
than half of them have already filed for bankruptcy due to the plunging oil prices.
None of these oil companies are able to reach the break-even point. And the ones
who haven’t filed for bankruptcy are running in huge losses.4

Now, the Fed has again increased the interest rate by 0.25 basis points and it
would have negative consequences for these oil companies. Firstly, it would lead
to an additional debt cost in their balance sheets. Figure 6 clearly indicates there
is an increase in debt due to cheap lending and also, the increase in debt to gross
cash flow, due to lower generation of cash flow from the operations.6 Second, the



12

higher interest rate will increase the cost of capital, which would mean that these
stressed drill companies would lose access to finance. Third, the higher interest
rate will result in the appreciation of the dollar, leading to downward pressure on
oil prices, due to crude oil being priced in dollars

Conclusion

Central Banks undertake monetary easing often by lowering interest rates,
in order to stimulate the economy, but more often than not, end up in creating an
asset bubble. The various historic events highlight the role that interest rates have
played in the financial market and its effect on the asset prices.

Even though, these events indicate that various factors contributed to the
loss of wealth due to bubble formation, investors sometimes ignore the risk and
fall into the trap of increasing asset prices. It is also noteworthy that the dot com
bubble burst after the Fed had increased the interest rate by 1.91% in 1999-2000.
More interestingly, the current US housing index shows that the US house prices
have reached to new heights while the interest rates are nearly zero. So, are we
heading for another bubble? Well, it is difficult to predict as of now, but it would
be interesting to see what happens to the housing prices when Fed would further
increase the interest rates.

THE ROLE OF INTEREST RATE IN INFLATING ASSET PRICE BUBBLE
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WHAT DOES CHINESE SLOWDOWN MEAN
FOR INDIA?

Priyanka Modi
T. A. PAI MANAGEMENT INSTITUTE, MANIPAL

Executive Summary

The purpose of this paper is to analyze the impact of the slowdown in the
economic growth of China on India. I will analyze the repercussions of Chinese
economic crisis on the global economy. India being well integrated with the global
economy cannot be alienated from the effects of the slowdown. I will discuss both
the benefits and the negative implications for the Indian economy. In the midst of
this crisis, there is also an opportunity for India. I will consider the steps that can
be taken by the Indian government to reduce the degree of the negative impacts of
the weakening Chinese economy and leverage the opportunities at hand.

Ever since the economic growth of China - India’s largest trading partner in
goods - started slowing down, concerns have been raised over its possible impact
on the Indian economy. The steep fall in value of the Chinese currency, Yuan, in
recent times has once again emboldened the naysayers. While it will be erroneous
to argue that India will not be impacted by the economic churning happening in
China, it will be equally irresponsible to suggest that India will be completely
doomed if China falters. In value terms, China accounts for approximately one-
tenth of India’s merchandise trade, and bulk of it comes from imports of goods to
India. India’s trade deficit with China stood at $51.86 billion, with a bilateral trade
of $71.22 billion in 2015. During this period, India’s exports to China came in at
$9.68 billion while imports stood at $61.54 billion. With respect to 12 major prod-
uct groups largely manufactured by MSMEs, imports from China grew at a higher
rate than respective imports from all other countries combined during the period
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ranging from 2011-12 to 2014-15. Thus, India should cushion itself to reduce the
negative impact of a Chinese slowdown as trade flows slow down. At the same
time, it should also explore the positive side and leverage the opportunities it has.

Implications of Chinese slowdown on the Global Economy

China used to have the fastest growing economy with growth rates averag-
ing 10% over the past 30 years, according to the International Monetary Fund.
They account for close to half of the global consumption of copper, aluminium
and steel, and more than 10% of the crude oil. China has driven global growth,
which has averaged a paltry 3% a year since 2008. So, the Chinese economy
slowdown would impact different regions of the world in different ways depend-
ing on their exposure. In countries like Australia, Brazil, Canada and Indonesia,
which are dependent on the commodity exports, the slowdown could have a nega-
tive impact on their GDP. However, the inevitable fall in the commodity prices
could be beneficial for the countries that consume the commodities, such as the
United States. Either way, the slowdown will require some adjustment on the part
of the global economy. As per IMF, the country was the single largest contributor
to the global economic growth, contributing 31% on average between 2010 and
2014. In this scenario, slower Chinese GDP growth would definitely have global
repercussions. A fall in exports to China will impact countries such as South Ko-
rea, Japan, Brazil and Australia as exports to China are ~20-30% of total exports
for these countries.  India too won’t be spared as the overall global growth falters.

Positive Impact on India

Lower commodity prices: The first and an overwhelmingly positive impact
of a slowdown in China’s commodities demand on India would be through lower
commodity prices. India imported $139 billion worth crude and petroleum prod-
ucts in the FY 2015, and as a rough rule of thumb, every $1 drop in crude prices
results in a $1 billion drop in the country’s oil import bill.

Attract foreign capital: Though India cannot do much about the currency,
rupee is expected to remain strong as oil prices tumble and markets remain flush
with foreign money. While the impact of China is negative for exports, it may
provide a good opportunity for Indian debt and equity markets. The Chinese de-
valuation has scared foreign investors who may flock to India to look for better
returns. A depreciated currency shrinks the dollar value of investments at the time
of repatriation. Given that other large emerging markets such as Brazil, Russia
and South Africa are going through their own economic issues, India currently is
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the best placed country among the top developing nations to attract these flocking
investors.

Lower cost of infrastructure: China is the world’s largest copper consumer,
accounting for 40% of the global consumption. The Chinese slowdown has re-
sulted in the fall in prices of the hard commodities, especially copper and alu-
minium. These commodities constitute the largest portion of the infrastructure
bills. Thus, the fall in prices could be beneficial for India, whose major focus at this
time is building a strong infrastructure network for the country. This fall would
help India to reduce the cost of constructing new infrastructure and would act as
a supporting element to initiatives such as the Smart City Mission.

Control deficit and inflation: Oil prices were already tumbling down be-
cause of the global slowdown and the possible US-Iran deal. The Chinese eco-
nomic slowdown further plummeted the prices. Low oil prices helps India to con-
trol its deficit and keeps inflation under check.

Higher profits for Indian corporates: Over the past few years, due to the
depressed domestic demand, many of the Indian corporates had been struggling
with their pricing power and were unable to pass on the increased cost to the end
consumer. Cheap global crude and commodity prices mean lower input costs,
translating into higher profit margins for them. This will act as a major respite for
them.

Negative Impact on India

India’s export growth: India’s exporters will lose out on currency competi-
tiveness in the segments where it competes directly with China, particularly tex-
tiles, apparels, chemicals and project exports. If the Chinese demand slows down,
its raw material requirement will go down, and India’s exports to that country may
decrease to such an extent that it may not be able to take advantage of the Yuan
devaluation to earn more dollars. The fact that India’s exports to China declined
19.5 per cent to $11.9 billion in 2014-15 from $14.8 billion a year ago illustrates
this. India’s trade deficit with China has almost doubled from $25 billion in 2008-
09 to $50 billion in 2014-15. And China’s share of India’s total trade deficit is up
from just under 20% in 2009-10 to 35% in 2014-15. Thus, there is a chance that
India may lose out in the race.

Indian metal producers: China accounts for nearly half of the world’s steel
production and as construction and investment slows down, the decline in de-
mand for commodities will hurt the Indian metal producers. Steel companies and
Aluminium manufacturers may start facing losses. Hindalco and Balco, for in-
stance, are increasingly relying on costlier captive coal. Steel manufacturers like
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JSW Steel and Tata Steel were forced to lower their prices and face the fear of
dumping from across the border. Also companies like Tata Steel and SAIL, which
have their own mines, will suffer the most as they will not be able to benefit from
the lower iron ore and coal prices. Metal producers like JSW, who buy coal and
iron ore from open market, would be the least affected.

Tyre industry: As demand slows down in their home market, Chinese tyre
makers might start exporting tyres at very competitive rates to the rest of the
world. A Chinese tyre is around 30-40 per cent cheaper as compared to the do-
mestic prices. Thus, the commercial vehicle tyre segment will be negatively im-
pacted as most of the consumers are more concerned about the value rather than
the brand.

Automobile industry: China had the potential of becoming the fastest grow-
ing market for the automobile exporters and manufactures. As the demand in their
market goes down, companies like JLR, who were investing in that market, will
have to look for alternate options.

How should India react?

India’s GDP has expanded by 7.3 percent in the last quarter of 2015 whereas
China’s GDP slipped to 6.8 percent in the same period. India will be the fastest
growing major economy in 2016-17 growing at 7.5%, ahead of China, at a time
when global growth is facing increasing downside risks, as per the World Eco-
nomic Outlook released by the IMF in April 2016.

Since we are already growing, now is the right time to leverage the Chinese
slowdown to our advantage. India can surely benefit from the opportunities it has
by focusing on the following-

Make in India: With the government of India giving a lot of weight to the
‘Make in India’ campaign, this may be the time to provide impetus to manufactur-
ing and invite Chinese companies to set up manufacturing base in India.

Growth center to invest: A slowdown in the Chinese economy would also
mean that the global finance and capital market would look for new growth cen-
ters to invest in. The government should invest in infrastructure like roads, rail-
ways etc. and introduce reforms to improve business conditions in India. By pro-
viding an attractive alternative to China, India can have a much bigger pie of the
global capital, which in any case it needs to fund its huge infrastructure capital
requirement.



Source: Bloomberg Surveys
     Figure 1: India is expected to be the fastest growing economy of the world in 2016-17

Stem the rupee’s fall: A bigger concern that arises from the Chinese devalu-
ation is for the Reserve Bank. RBI governor, Raghuram Rajan, who had been
giving warning against the “beggar thy neighbor” policies, may have to alter rate
decisions in order to keep up with the global environment. The Reserve Bank of
India could sell dollars in the market to increase the rupee’s value. There are
several other measures possible that range from floating a sovereign bond to raise
money from NRIs to making the import of luxury goods costlier by imposing
duties on them.

Anti-dumping duty: The steel industry and the government, both are wor-
ried over dumping from China. So far, there have been 322 anti-dumping cases in
2015, of which 177 cases involve China. The Finance Ministry has imposed anti-
dumping duties on the import of hot-rolled stainless steel (HR SS) flats of grade
304 originating from China, Malaysia and South Korea. The anti-dumping duties
will be effective for a period of five years starting 2015. India consumes about 1
million tonne of this type of stainless steel and more than 40 percent of that is
imported, mainly from China. The anti-dumping duty can also be extended to the
200 grade stainless steel as it commands a market share of more than 50 per cent
in India.
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Conclusion

The impact of China’s slowdown on India would depend on many factors
such as lower input prices, intensity of competition from cheaper imports and the
pace of global growth. The speed at which we go ahead with the reforms is very
important. It is not a matter of global economy slowing down, but how India
speeds up its reforms. India will have to come to grips with the fact that in an
integrated world, much is beyond its control and it needs to focus on the things it
can change - boosting investments and generating jobs.
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ALL YOU NEED TO KNOW ABOUT THE
PANAMA LEAKS

By: Parth Parikh and Keerthana Raghavan

T. A. PAI MANAGEMENT INSTITUTE, MANIPAL

Introduction

At some point or the other, we must have come across this palindrome “A
Man A Plan A Canal Panama”. Little did we realise then that this innocuous
looking palindrome would be related to a place responsible for hiding wealth and
properties to the tune of billions of dollars. So what is the Panama leak all about
and how did such enormous amount of wealth go unnoticed for so many years?
How did the leak happen and what is the impacts of such leak on the world
economics going forward? Staying true to the anagram, there were “Men”, there
was a “Plan” which was shelled out through a law firm based in Panama. We wish
to delve deeper into the entire issue through a series of Q&A.

What are Panama Papers?

Panama papers are over 11.5 million documents leaked from the offices of
Mossack Fonseca which is a law based firm in Panama. These documents con-
tain the names of many rich people around the world who took help from the law
firm Mossack Fonseca to create shell companies in offshore tax havens. The list
includes the names of many current and former leaders like Hosni Mubarak,
Muammar Gaddafi, Xi Jing Ping etc.  There also 500 Indian names in the list
including Amitabh Bachchan, Aishwarya Rai and Kushal Pal Singh.
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I acknowledge the helpful comments and suggestions of the editors
Editor’s note : Accepted by Anjana Bhatia
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How did the leak take place?

An anonymous source leaked encrypted internal papers from the Mossack
Fonseca database to a German-based Newspaper named Sueddeutsche Zeitung
who shared them with the International Consortium of Investigative Journalists
which is a body of various media house like the Indian Express.

What is the rationale behind the incorporation of

shell companies?

Shell companies do not have any significant assets or operations. They exist
only on paper to serve as a conduit for other business transactions. Incorporating
shell companies can help in evading taxes and launder money. This is because shell
companies provide anonymity and its ultimate ownership is difficult to trace. It
has to be noted that all shell companies are not illegal in itself but they can be used
for illegitimate business purposes. These companies are set up in offshore tax
havens like Panama, Bahamas, Seychelles, British Virgin Islands etc. This is be-
cause tax havens have low or zero taxes on income generated and also provide
banking secrecy

What does an offshore law firm like Mossack Fonseca do?

An offshore law firm sells anonymous offshore companies around the world.
They are shell companies which allow their promoters to hide their business deals.
They have many offices all over the world. Their job is to start, sell and manage
thousands of companies and thus making huge profits and helping others to make
their black money into white and thus evade taxes. These companies makes it easy
for others to start companies, by selling its shell companies in cities across the
world. They provide different facilities at cheaper rate, from buying an anony-
mous company for as little as $1,000 (nearly Rs 66,290), to providing them with a
fake director, to holding board meetings. And if the clients desire, it conceals the
company’s true shareholding pattern. In short, the company is into the business of
withholding the true identity of the offshore company’s owner.

What is the legal position on creation of such offshore firms?

The remittance of money abroad has been tightly controlled by the RBI. Till
2004, all investments made abroad required prior permission from RBI. It was
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made easier in 2004 by the introduction of the Liberalised Remittance Scheme
(LRS). As per the scheme, the amount of money that can be remitted without
approval has been increased by 10 times to $250,000 from $25,000. Before 2004,
Indians could not incorporate companies outside India because remittances to for-
eign countries were not allowed. In 2004, RBI introduced a scheme
called Liberalised remittances scheme (LRS) which permitted individuals to remit
up to $25000 per year outside India. It was increased to $250000 in phases. The
remittances could be for various purposes like medical, gifting, buying shares etc. 
But, RBI did not allow individuals to specifically set up a company. There was a
lot of confusion amongst the people. So, RBI came up with a notification in the
year 2010 that though LRS allows for buying shares, it specifically prohibits set-
ting up of companies abroad by individuals. But, chartered accountants took a
technical view of this notice. That, though an individual cannot incorporate a new
company, it can acquire/ take over an existing company. It meant that a company
incorporated by Mossack Fonseca can be bought from them off the shelf. RBI
came up with another notice in 2013, in which it allowed resident Indians to invest
directly in Joint ventures and through the Overseas Direct Investment (ODI) route.
So, setting up a company overseas by Indian can be considered legal only if it was
done after the year 2013.

For what activities is remitting money allowed under LRS?

Under the LRS scheme, all resident individuals (including minors), can remit
up to $250,000 for any permissible current account (such as medical treatment
and education) or capital account transactions (like buying of property abroad and
holding shares in an overseas company) in a financial year without prior RBI per-
mission. According the notice dated 15th June from the RBI, the permissible capi-
tal account transactions can include purchasing property abroad; making other
investments abroad like setting up wholly owned subsidiaries and joint ventures.
One can also extend loans to NRI relatives. However, money can’t be remitted for
certain purposes under LRS. This includes buying overseas lottery tickets, sweep
stakes and the purchase of foreign currency convertible bonds (FCCBs) issued by
Indian firms abroad.

What are the grey areas about holding shares in an overseas
company or setting up of a company abroad?

 Buying  shares of an overseas company is allowed since 2004 but there is a
grey area if an Indian resident is allowed to set up a company. In the RBI notice on
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September 17, 2010, it is mentioned that LRS does not permit remittance by an
individual for setting up a company overseas. Representations were made to the
RBI after which the RBI’s issued a further notification on March 5, 2013 which
clarified that an overseas company can be set up by an Indian resident. The notifi-
cation also mentioned that joint venture or wholly owned subsidiary to be ac-
quired or set up by an individual should be only an operating entity. This means the
overseas company cannot further act as an investment company and acquire or
setup another subsidiary. This leaves a grey area between the period 2010-2013
where the legality of setting up a company abroad is blurred.

Tax evasion or tax avoidance?

Although both terms look similar, there is a considerable difference between
the two. Tax evasion is the difference between the amount of income that should
be reported to the tax authorities and what is actually reported by us. Tax avoid-
ance, on the other hand is somewhat legal and it implies use of tax laws to reduce
our tax burden.

Although both are seen as a means of dodging the taxes the legal definition of
the difference between the two has been decreasing across the years. Hiding huge
amounts of money is convenient for the rich to stay rich and by avoiding the taxes
the ultimate loss is to the poor or the citizens of the country. There are many big
firms that avoid tax legally, they have complicated tax structure which works to
their advantage. Starbucks, for example had sales of 400m last year but was saved
from paying corporation tax. What it did was to transfer some money to its sister
company in royalty payments and bought coffee beans from Switzerland. So, in a
nutshell, what corporates do is, move the money within the company, to its off-
shore branches or subsidiary companies which are located in areas where taxes
are less, which can reduce profits and hence you end up paying lesser taxes. This
is what Starbucks also did, it also paid high interest rates to borrow from other
parts of the business in addition to moving money to its Dutch subsidiary.

But many big firms do it and it is deemed legal. They call it tax planning and
get away with it. Even though the wealth management would involve means and
ways of helping ultra-high net worth individuals by helping them evade taxes,
debts and legal judgements, Panama papers which features some popular person-
alities is a clear cut case of tax evasion because many cases of political corruption
has come to limelight. These include hidden assets of Vladimir Putin, David
Cameron among other famous political personalities. Some Indians have set up
offshore entities when it is clearly not legal and the laws did not allow them to do
so.
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So, is this a fraud case? (From an Indian perspective)

In a way, it is. It all depends when they have invested and also if they have
informed the authorities about their assets/earnings in abroad in past. As discussed
earlier, if a person has invested before 2004, then he is in violation of the law. And,
as per RBI, those setting up or buying companies before 2013 are in ‘technical’
violation of the act. If individuals have kept the government informed of their
investments/ earnings abroad through these companies, then there is a weak case.
But if the authorities were not informed of the assets held abroad then there are
various acts that are triggered, such as the money laundering act and foreign ex-
change management act (FEMA), among others & they should/ will be prosecuted.

How did the transfer of wealth take place?

For any money laundering case, it involves three stages –
1. Placement: Getting the black money or  the surplus money into the finan-

cial system
2. Layering:  Involves international movement of funds basically to separate

the money from its source
3. Integration: The money comes back to the person and the money be-

comes legal having passed through a couple of transactions.
In case of panama the transfer of wealth took place in a similar manner.

1.Clients :

The firm, Mossack fosenca, acts as an agent to about 2000000 companies.
These companies were used to hold property and bank accounts.The Figure 1
below shows the companies that were its clients.

Figure 1: Tax Havens (Source: WSJ)
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2.The intermediaries

              The firm was in touch with an array of intermediaries such as law-
yers, accountants and banks (who help avoid taxes) and act on their instructions.
The Figure 2 below shows its intermediaries that are concentrated across the
globe.

                                                 Figure 2: Intermediaries (Source: WSJ)

3.Owners

The real owners hide their identity behind nominees and people with no real

control. China and Russia top the list. Figure 3 highlights the major owners.
Figure 3: Owners ( Source: WSJ)
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Was the Indian Government not aware about these companies
before?

They were aware.  Indian Governments have approached Panama Govern-
ment & Mossack Fonseca before to share information about those who have
invested in their companies. Everyone knows about such firms/ companies, these
are not difficult to track. But, these companies don’t share information about
their clients, as their whole business is based on this and people invest in them
because they have very strong policies to maintain secrecy.  So, yes the Indian
Government knew about them, just like they know about Swiss Bank, but couldn’t
do anything for years due to the lack of a concrete proof

Have tax disclosure norms been strengthened?

Yes. Since the financial year 2011-12, resident individuals now have show
details of foreign assets for tax returns, which includes the details of bank ac-
counts held in foreign countries and also for the purchase of immovable proper-
ties abroad. The disclosure details have been strengthened with the income-tax
returns for the financial year 2014-15 asking for disclosures of foreign trusts.
The punishments for incorrect disclosures include a penalty of up to Rs 10 lakh
and imprisonment of up to seven years.

Conclusion

Panama leaks is touted to be one of the biggest leaks in the recent times.
With around approximately 11.5 million documents, totalling 2.6 terabytes (TB)
of data, the scale of this leak is higher than the combined data of the Wikileaks,
Offshore Leaks and the Swiss Leaks.

In this backdrop, it is not surprising that there are two parallel financial
systems running in this globalised world. One is for the majority taxpayers of the
7.3 billion people alive today and the other is for the rest who do not wish to
share their riches (as taxes). The bottom line is if the persons accused in the
Panama Papers prove themselves legal with a valid reason, they’ll get away.
Others who don’t may be charged with a severe penalty.
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INTELLIGENT INSIGHTS SERIES
In April 2016, Finance Forum in collaboration with TJEF (TAPMI Journal of

Economics and Finance) started a new initiative, “Intelligent Insights”, where ev-
ery week we post a short article of around 300 words on the Facebook page of
Finance Forum. Additionally, we share links of interesting articles and papers from
leading journals, and magazines.

The articles aim to summarise concepts, facts, and figures, in order to pro-
vide a snapshot into interesting topics pertaining to the field of economics, finance
and banking. The objective of this initiative is to introduce interesting topics, en-
couraging students to take up further research and learn more about a topic of
their interest. Furthermore, it gives an opportunity to students who are interested
in writing articles for TJEF, but due to paucity of time cannot write an extensive
research report of 2500 words, to express their views and opinions through short
articles.

The following articles have been posted as part of the Intelligent Insights
Series:

· Panama Papers by Durgesh Desai
· Revolutionising India: The Solar Way by Sachit Modi
· Argentina’s Return To International Credit Markets by Monica V
· New MCLR Methodology By RBI by Nayan Saraf
· Regulation And Resilience Of The World Economy by Anjana Bhatia
· Grexit VS Brexit by Amrita Dubey
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THE INTERESTING WORLD OF FINANCE
AT TAPMI

Finomenal- Finomenal is an annual finance conclave organized by the Fi-
nance Forum at TAPMI. It seeks to bring together finance students and senior
industry professionals, from banking and capital markets, including, traders, as-
set managers, and risk officers. The event organizes several inter-college events,
and intellectually stimulating panel discussions, to discuss emerging trends and
global financial issues. Last year, we were proud to witness the accreditation of
the PGDM course of finance by the CFA Institute. Furthermore, we organized
the first Bloomberg Olympiad, which created a platform to test the expertise of
students on Bloomberg terminals.

Manthan- Manthan is an annual budget conclave organized by the Finance
Forum at TAPMI. Manthan includes a captivating Budget Discussion, with a
panel of influential guests, from prominent companies such as ICRA, ING In-
vestment Management, Citi Research, and DSP Black Rock.

Student Managed Investment Course (SMIC) - Second year students
are divided into teams of 5-6 students, and each team is given a corpus of INR
1,25,000 to invest. The fund is managed as a professionally run entity by the
students selected through a rigorous process for this course. The objective of
SMIC is to provide experimental learning by enabling students to make invest-
ment decision in the BSE/NSE Listed Companies.

Samnidhy- Samnidhy is the student managed investment fund at TAPMI,
and the only one in India to be legally registered with the Registrar of Firms. It is
run and funded entirely by the student fraternity of TAPMI. Samnidhy is run by
board of directors and governed by the constitution. It is mentored by an advi-
sory board comprising of senior capital market professionals.

Friday Night Series- Every Friday, students engage in informal talk about
Finance, at the TAPMI Finance Lab. We discuss a wide range of topics ranging
from current issues, to prominent historical events in the field of finance and
economics. We also watch documentaries and movies relating to the dynamic
world of finance.

TAPMI Journal of Economics and Finance (TJEF) - TJEF is a quarterly
journal that publishes research papers of students from top B-schools. TJEF aims
to encourage finance majors to write short articles on current topics in banking,
economics and finance.
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