
T
HE rapid rise of India as an economic power
has certainly got the world’s attention. The
recent interest in India from the world’s uni-

versities appears to be mainly treading a rather pre-
dictable path of people seeking outposts in India to
compete alongside India’s own higher education
institutions. This has led to debate in the Indian and
international media about whether India should
open its doors wider to foreign universities. Indeed
I am aware there had even been plans to bring that
debate to India’s Parliament with a Bill focused on
this very topic. 

I would say that this whole debate dramatically
undervalues India. It positions India and its people
as some sort of wonderful new resource to be cov-
eted and exploited rather than as an equal partner.
India has not become an economic powerhouse
overnight through some sort of magic. It has
achieved its success through the entrepreneurial
excellence, intellectual endeavour and the sheer
hard work of its people. 

Foreign universities who take a view that India is
simply an economic resource to be exploited are
stuck with a model that belongs more to the colonial
past of the 19th century. They are missing the real
opportunities of true partnership with the 21st cen-
tury powerhouse that is India today. 

My own university has seen the value of promot-
ing such partnership. If other international universi-
ties follow this model it could resolve the current de-
bate about the role foreign universities should have
in India and transform concern about competition
into a passion for genuine partnership. 

Any university aspiring to be one of the world’s
leading higher education institutions cannot
achieve that goal by themselves. Global ambition re-
quires global partnerships with people who share
both that ambition and high standards of academic

excellence. Clearly India provides many opportuni-
ties to form such partnerships.

In the last few months my own university has
forged two such key strategic partnerships. The first
with Jawaharlal Nehru University (JNU) in New
Delhi, the second a technology alliance between the
Indian Institute of Technology Kharagpur and War-
wick’s technology innovation specialists WMG. We
have much to learn from each other not just in aca-
demic and research terms but in the very basics of
how to ensure our universities have the best struc-
ture to help us succeed as global institutions. 

A single bilateral international academic partner-

ship will not be enough to make Indian or western
universities into leading global institutions. Indian
and western researchers will need to band together
in truly diverse partnerships that are tackling real
word problems. One such example is the new War-
wick Commission on International Financial Re-
form that brings together key researchers from the
Indian Council for Research on International Eco-
nomic Relations, Balsillie School of International Af-
fairs, Rutgers School of Law, the United Nations
African Institute for Economic Development and
Planning, and my own University of Warwick. In-
dia’s representative in this initiative is Rajiv Kumar,
director of the Indian Council for Research on Inter-
national Economic Relations (ICRIER), one of In-
dia’s leading independent economic policy think
tanks.  This should be the pattern for the future.
There can be few global research partnerships that
could not benefit from having leading Indian re-
searchers at the table. 

I believe that the form of partnership programme
with India that I am advocating provides a significant
and vital alternative to foreign universities seeking to
find real estate in India. Rather than setting up their
own outposts in India, western universities should
seek to bring Indian partners to them. The best mod-
el for either an Indian or a western globally minded
university is one in which that university sees itself as
an international portal, bringing together the most
talented staff and students in the world and allowing
them to take professional and personal journeys
which are likely to include all four quarters of the
globe. The researchers on those literal and figurative
personal journeys need to be provided with cosmo-
politan workplaces that build on campuses which al-
ready represent a good deal of the world’s diversity of
viewpoint and potential.

Such global campuses can create this space
through “international quarters” of the kind we are
setting up at Warwick which host several overseas
research universities, offering them a genuine phys-
ical base at their partner university. These quarters
will allow each partner to interact on a day-to-day
basis with other research and teaching cultures and
will enable them to build up genuine joint research,
while also offering extended opportunities to both
staff and students. This would be a radical move for
both Indian and western universities, opening up
new possibilities for international collaboration. 

Many of India’s brightest young people are al-
ready hungry for a global higher education experi-
ence and many already choose to spend time over-
seas to broaden their global academic experience.
This year alone around 2,400 Indian students ap-
plied to study at my own University and we admitted
300 of the very brightest and best of those applicants. 

However, foreign universities can also help create
true partnerships that build and enhance that global
experience by opening their doors to Indian re-
searchers. Indian universities should mirror that ac-
tivity and create their own spaces that build global
partnerships on their own campuses. Truly global
higher education institutions will want partners, not
just plots of land, and mutually beneficial collabora-
tion rather than just competition. India’s entrepre-
neurs and researchers have as much to share with us
as we have with them. 

(The author is vice-chancellor, University of Warwick)

I
NVESTORS hoping to resume their love affair
with oil and other commodities any time soon
may want to keep in mind the plot of Gabriel
García Márquez’s classic novel, Love in the Time
of Cholera. It took the protagonist, Florentino

Ariza 51 years, 9 months and 4 days to reunite with
his first love. The wait for the next major bull market
in commodities may not be quite that long but the ba-
sic script is unlikely to be much different.

An extended spell in the wilderness is consistent
with the long-term trend of commodity prices. Yet
it runs counter to the view currently held by many
economic and financial analysts who still believe
commodities are in a ‘super cycle’ and the violent
sell-off over the past few months represents a short-
term correction in a secular bull market.

The super cycle theory is rooted in the view that
emerging markets such as China and India will be
large buyers of commodities for a long time to
come, given their growth paths towards greater ur-
banisation and industrialisation. The conviction in
higher future prices for commodities is the
strongest for oil, which also finds support in the
supply argument that the world is apparently run-
ning out of black gold. Almost every oil analyst be-
lieves the decline in reserves per well is a secular
force at work, bound to drive prices only higher.

Expectations of ever rising oil prices are reflected
in both the forward curve and in analysts’ consen-
sus expectations. For example, oil for delivery in
three years’ time is trading at close to $70 a barrel
compared to the spot price of around $45 a barrel.
Meanwhile, oil analysts forecast the price to be
even higher at $90 a barrel in 2012. The predicted
path for other commodities from copper to coal is
not as strongly biased on the upside but the story is
essentially the same: expectations of rising com-
modity prices are firmly embedded in the forward
markets and in analysts’ estimates.

It’s amazing how till as recently as 2005, the or-
der was exactly the opposite. Spot prices were usu-
ally much higher than analysts’ forecasts as well as
the trend implied by the forward curve. The phe-
nomenon of spot prices being much higher than
forward prices — referred to as ‘backwardation’ —
was long considered to be the norm on the market-
place. The most profitable aspect of investing in
commodities was that investors could earn money
by merely rolling over their expiring contracts at a
lower price given the backwardation of the curve.
Otherwise, commodities were seen as a losing
proposition with prices mostly in decline.

Data running over 200 years suggest commodity
prices adjusted for inflation fall over time as extrac-
tion costs drop due to technological progress while
limited value is added in commodity production
leaving selling prices to command little premium.
Yet the parabolic increase in commodity prices fol-
lowing the extraordinary boom in global growth
this decade turned all lessons from history on their
head. Investors were more inclined to believe that
commodity production would struggle to keep pace
with permanently rising demand.

The world economy is now in its biggest growth
slump since the Great Depression but many analysts
find it difficult to shake off the bullish fervour that
consumed them during the global demand boom.
The 2003-07 period was an aberration for the world
economy with too much easy money fuelling a liq-
uidity-driven growth surge. With that era now over

and unlikely to return anytime soon, the demand
for commodities will not get back to the elevated
levels of 2003-07 phase for the foreseeable future.

It’s a myth that growing prosperity of emerging
markets implies rising commodity prices. There
have always been some emerging markets moving
up the development chain at any point in time, and
yet commodity prices have historically trended
lower. The 1980s and ’90s were a relatively strong
period for the global economy and China too ex-
panded at an average pace of 9%. But commodity
prices including oil were for the most part confined
to a trading range.

Commodity prices tend to outperform during the
late stages of a boom when the global economy
overheats and demand briefly exceeds supply or else
in a period of high inflation. The latter environment
is in fact favourable only for select commodities such
as gold. The default path for commodities is other-
wise south. Commodity prices often fail to gain trac-
tion even after an economic recovery is underway
as it takes a long time for the excess capacity built in
the previous boom year to be cannibalised.

Contrary to the current war cry of commodity
producers that the sharp price falls is a disincentive
for them to build new capacity and so likely to cre-
ate shortages in the future, the current risk is that
producers will just temporarily cut output rather
than engage in permanent shut-ins. This would
create a long-term overhang for prices. A case in
point is the steel industry where production was
slashed by a huge 17% in the fourth quarter of
2008, leading to capacity utilisation rates in the in-
dustry declining to well under 80% from levels
close to 95% earlier that year. However, steelmak-
ers are not getting rid of capacity from the market in
the hope that demand will eventually return. As a
result, capacity utilisation rates are likely to remain
low for the foreseeable future, leaving producers to
be just price takers with little pricing power.

The dynamics are similar for other bulk and base
metals. Despite the waterfall-like declines of the past
three quarters, many commodity prices remain well
above their cash cost of production. In fact, invento-
ry levels for most commodities have risen to five or
in some cases 10-year highs but spot rates are in sev-
eral instances still well above prices of a decade ago.

Commodity prices haven’t fallen more on the hope
that China will succeed in stimulating its economy
with all the aggressive spending packages its govern-
ment has announced. China is the 800-pound gorilla

of the commodity marketplace and any sign of a re-
vival in Chinese growth leads to instant celebration in
the commodity pits. A pick-up in bank lending
growth in China and a slower decline in economic ac-
tivity revealed in the latest manufacturing surveys
out of Beijing have led to some renewed optimism re-
garding commodities in the past few days.

However, China suffers from an over-invest-
ment problem, with an investment-GDP ratio run-
ning at a very high level of more than 40% for
many years. Much of the investment is directed to-
wards the sagging export sector and therefore Chi-
nese investment demand is highly unlikely to re-

vive anytime soon. China needs to reorient its eco-
nomic model more towards domestic consumption
and reduce its reliance on exports and investment.
Japan was able to successfully make that transition
in the early 1970s when its per capita income was
similar to China’s current levels. Regardless of
whether China takes this route or not, it’s likely the
commodity intensity of its growth model will de-
cline from the prevailing lofty levels.

For oil, where arguably the maximum residual
bullishness exists, Chinese demand is not so para-
mount anyway. China consumes 9% of global oil
production while the OECD area represents more
than of 50% of world demand. The demand for oil
is highly sensitive to global growth and given the
expected contraction in global GDP this year, oil de-
mand is expected to shrink by more than a million
barrels a day in 2009.

It’s no surprise then that Opec spare capacity is
fast rising back to 2002 levels, reducing the cartel’s
pricing power. While compliance regarding pro-
duction cuts by Opec members has reportedly been
good so far, the incentive for producers to cheat and
increase revenues remains high in the challenging
global environment. Outside of Opec, countries
such as Russia would obviously like to produce at
maximum capacity to earn some badly needed dol-
lars and ride out their credit crisis.

Both the demand and supply outlook suggest the
best days for commodity prices are behind us and
any material rebound is unlikely to occur soon. In-
vestors now have the choice of either letting go of
their obsession with commodities despite all the
‘super cycle’ appeal or, like Ariza in Marquez’s nov-
el, being lovesick for a very long time.

(The author is head of emerging markets at Morgan
Stanley Investment Management)

Put partnerships before land grabs

Is the EU
cracking up?

P E R S P E C T I V E S

A long night’s journey

DILBERT by S Adams

Both the

demand and

supply

outlook

suggest the

best days for

commodity

prices are

behind us and

the next bull

market in

commodities

is unlikely to

materialise

any time soon.

Foreign universities that

view India as an

economic resource to be

exploited are missing the

real opportunities of true

partnership with the 21st

century powerhouse 

VIEWPOINTTHE ECONOMIC TIMES MUMBAI MONDAY 9 MARCH 2009 13

Nigel Thrift

Ruchir Sharma

An extended spell in the wilderness is consistent with the long-term
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I
T’S been a slow week in this part of the world, with oodles of bad news
sloshing around the mediascape and signs that world authorities are
clutching at ever thinner straws in desperate attempts to unclog the

credit drain. Which stays stubbornly clogged.
The European Union is facing one of the worst crises in its history, both to

the 16 countries of the euro and the extended EU, as the west and east face
off over a new ‘Iron Curtain’. It isn’t being said yet, but it’s being hinted —
despite all the rhetoric, the European Union, is in danger of cracking up. De-
pending on who you listen to, for there are plenty of Eurosceptics still
around. So much so that banks in Czech Republic, Bulgaria, Poland, Ro-
mania and Slovakia have again issued a joint statement lashing out at mis-
leading reports lumping the entire eastern bloc in the same mess, and cre-
ating unnecessary panic about these countries’ economies. 

For those of us who can’t be bothered to decode diplomatese, here’s the
problem in a nutshell. What they call accession states, like Hungary and
Latvia and so on, which are not part of the euro, are in trouble. Well, so are
some euro states, like Greece, but that’s another matter. They’re in trouble
because their various unpronounceable currencies keep tanking. Their cur-
rencies have crashed because they depended on those lovely western and
global banks and portfolio investments, who splashed out on lending to
both households, corporates, and governments, in debt denominated in
euros, which now nobody can repay. (Okay, I’m oversimplifying. But
which normal person can get ‘quantitative easing’, anyway?)

As western global banks pull their capital out of their east European ope-
rations, as most are holding out begging bowls to their national governm-
ents, it leaves their east European operations high and dry without even
cash in the ATMs. East Europe believes west European governments sho-
uld stop attaching nationalistic strings when throwing money at broke
banks and companies and behave as if a Czech auto worker deserves the
same treatment as a French one, ditto a Hungarian mortgage defaulter. Af-
ter all, it’s a common market. Despite various bhai-bhai conferences, it
seems nationalistic and political concerns are dividing the EU. East Euro-
pean states are miffed at being treated as ‘less equal’ than others. It is highly
unlikely the allegedly rich EU nations will allow the eastern arm of the EU
to collapse — it would fracture the eurozone and the EU, something no-
body can afford. But there’s a lot of new suspicion to overcome, before they
can return to the painfully gained trust of universal European brotherhood. 

Why is this at all relevant to India? Because lots of Indian companies de-
cided to take advantage of the expanded EU and the manufacturing and
skills capabilities of Accession states — Hungary, Czech Republic, Romania,
Lithuania, Bulgaria, et al— and set up bases and acquired companies there.
Most should be counting their losses right now. If analysts haven’t already
discounted this, they need to start doing so rather quickly. Poland, I’m told,
is still in decent shape, with Warsaw emerging as the new hub for Central
and east Europe. The Czechs are also comparatively better off.

So all over Europe, we’re gearing up for a summer of rage. Law and or-
der problems are expected to escalate as common people lash out, crime
peaks, and general frustration leads to incidents of anarchy. For instance,
Britain is supposed to be ‘heading for deflation.’ If you define it as people
putting off purchases because they expect prices to fall, like a consumer bear
market, duh uh, that’s been happening for at least six months. What plan-
et do these economists live in? And we’re going to keep waiting, ‘cos we see
no serious signs of prices falling. Not in rents, house prices, transport, coun-
cil taxes, energy bills, telecom bills, even food bills. Deflation, if what the ex-
perts say is correct, is the macro economic equivalent of short selling. Well,
it’s already happening. You can’t ban it.

I’m told it’s the same in India. Despite headline figures, the average con-
sumer sees no decrease in inflation. And now, central banks want to print
more money. Printing money, we were always taught, increases inflation,
and is the kind of thing that banana republics did to finance local dictators.
Oh well, the world is topsy-turvy at the moment. Unfortunately, nobody
thinks it’s going to work, any more than any of the other measures have.
Everyone is doing what Japan has been doing for years, and we all know
how effective that has been — zilch. Essentially, we’re all waiting for the real
Mr Keynes to emerge with a solution that might actually work. Sadly, aca-
demics and experts are so busy trying to place their largely finance-orient-
ed MBA students, while desperately reworking their tattered old formulae,
it will be some time before anyone comes up with a Eureka moment.
Sometimes, a common sense approach can be so deflationary, it’s scary. 
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