
SEE the big picture. In some
industries, business lead-

ers, perhaps distracted by bra-
nd fame and a false sense of
ownership, have lost touch
with their customers’ needs.
The magnitude of the opport-
unity in the auto industry was
brought home to me recently
when a group of Japanese
auto executives discussed the-
ir corporate strategy. Their de-
sign, manufacturing, market-
ing, and business processes are
all driven by one simple idea
— building cars that consum-
ers will love. Build a commu-
nity, but tend to business. 

The Internet is awash in bu-
sinesses that built communiti-
es to feed the emotional or pr-
actical needs of their memb-
ers. There’s nothing more
exciting than standing at the
intersection of community
and commerce. Too often, th-
ough, these businesses fail to
follow through on the second
half of the equation. You can’t
earn a profit unless you have a
differentiating strategy and an
efficient business model. Wid-
en your lens, but narrow your
focus. The Internet sites that
focus on a single market do be-
tter than those that spread th-
emselves around. Organise for
ideas. Just because ideas are
ephemeral doesn’t mean you
can’t apply the same kind of ri-
gorous management attenti-
on to idea generation that you
apply to product packaging.
Be persistent. Success belongs
only to those with the courage
to stand by their convictions
and risk failure all the way.

W
ITH India’s equity market
registering one of its worst
ever first-half performanc-
es, harried financial ana-

lysts are rushing to “round up the usual
suspects,” to borrow a line from the in-
spector in the classic movie Casablanca.
The cast of characters includes surging in-
flation, high valuations, political uncer-
tainty, falling global risk appetite and, of
course, soaring commodity prices.

But the archfiend is oil. Nothing else
explains the Indian market’s kamikaze
dive this year. While the blow-off in the
oil-led commodity complex has con-
tributed in a major way to the near 15%
decline in global equity markets, India’s
further 20% relative underperformance
is entirely due to its high exposure to oil
imports. Indeed, oil is the only major dis-
tinguishing factor in the equity market
performance of various countries.

Reasons put forth for the disproportion-
ate fall in the local market, such as high val-
uations at the peak in January 2008 or per-
sistently rising inflation just do not stand up
to cross-examination. For one, the Turkish
stock market has dropped by the same
magnitude as India’s this year even though
it never had a valuation issue; it was trad-
ing at a discount to most other emerging
markets at the start of 2008.

India and Turkey rank near the bottom
of the global stock market league tables this
year as both the countries have extremely
large oil import bills, running at nearly 5%
of GDP. They have no other major com-
modity exports to offset the oil price shock
and also have few listed companies that are
commodity plays. Furthermore, if inflation
was a crucial factor in differentiating per-
formance, stocks in commodity exporting
economies such as Russia and Nigeria,
which have witnessed the most pro-
nounced increase in inflation, could not
have held up as well on a relative basis.

The current scenario is analogous to
the 1999-2000 period, when equity mar-
ket trends were driven solely by which
countries had a high exposure towards
the technology sector. India benefited
from the tech-driven regime but now

finds itself at the wrong end of the lop-
sided wealth transfer centred on the oil
boom. In the current context, it’s all about
rewarding economies that are net ex-
porters of commodities. The principal
driver of relative stock market perform-
ance is the share of commodities in each
country’s total market capitalisation.

A case in point is South Africa, where
the economic fundamentals are terrible
right now. The growth rate is slowing pre-
cipitously and is estimated to come in be-
low 2% in the second half of 2008. Con-
sumer price inflation is in double-digit ter-
ritory and the central bank has been
aggressively hiking interest rates. But the
Johannesburg stock exchange, where
commodities comprise half the index, has
retreated less than the global averages.

Once again, local fundamental factors
have played a marginal role in determining
market trends. Argentina possibly has the
worst track record as far as reforms go in
the developing world while Turkey’s cur-
rent government has done a great job in
changing the fundamental structure of the
economy by undertaking some path-
breaking reforms. But there is a 70% per-

formance spread between the stock mar-
kets of the two countries this year, with the
Argentine market rallying strongly as it is
dominated by large oil services companies.

STOCK market investors in India are
then wasting their time waiting

around for weekly inflation data or the
monthly industrial production numbers
to figure out which way the market is
headed. All that’s relevant is the price of
oil — a fact apparent in the market’s reac-
tion function. Last Wednesday, the stock
market managed to shrug off news of the
RBI’s larger than anticipated monetary
tightening, focusing instead on the easing
in oil prices in New York overnight. Con-
versely, the market fell sharply on Friday
as oil prices took out the $140 barrier.

It is critical to get a fix on the overall
regime at work in any period to understand
the rules of engagement. The prevailing
regime is uni-dimensional as it revolves
only around the price of oil, rendering stock
selection and local analysis irrelevant.

Even within countries, there has been a
massive performance gap between the
commodity and domestic sectors. In Brazil

— arguably the biggest star among emerg-
ing markets due to its high commodity ori-
entation — oil and metal stocks are up
20% year-to-date while other domestic
companies are down 10%. Although
Brazilian domestic demand related stocks
have still outperformed similar companies
in oil-importing countries, for the Brazil-
ian investor too it’s been a tale of two dif-
ferent worlds. It’s a sign of the times that
the very divergent performance trends
among various sectors have resulted in
commodity-related companies presently
forming nearly 40% of emerging market
capitalisation while consumer stocks ac-
count for less than a 10% share.

What all this suggests is that if and when
oil prices turn, the sectors and broader
markets most afflicted by the oil price
shock will rally the hardest. So regardless
of inflation or economic growth data, the
catalyst for a turnaround in the fortunes of
Indian equities is a reversal in the price of
oil. Once oil settles down and the market
stops obsessing about its daily price gyra-
tions, a new investment regime in which
more fundamental factors such as core in-
flation and long-term growth prospects
drive returns can gain ascendancy.

Until then we are all effectively oil
traders. Taking a directional view on black
gold is what matters. Unfortunately for
equity investors, the news on the oil front
has been increasingly disheartening. De-
spite widespread signs of demand destruc-
tion, the price of oil remains stubbornly
high. It is almost as if the message from the
marketplace is that oil prices need to get to
such an egregious level that global eco-
nomic demand cracks decisively.

As was the case with the tech boom in
the 1990s, price action tends to get very vi-
olent towards the final stages of a bull-run
and leads to all sorts of extrapolative fore-
casts involving ever higher price targets.
It’s hard to forecast when such psychology
will break. History suggests regimes in
which a single factor overwhelms market
behaviour are eventually unsustainable.
However, till the parabolic move in oil is
over, market participants need care about
just that variable in making all decisions.

Oil is the only differentiating factor in the performance of various equity markets this year. For now, 
it's a waste of time focusing on all other fundamental factors, says Ruchir Sharma.

We are all oil traders now

E
CONOMICS, Lionel Robbins famous-
ly stated, is the study of the allocation
of scarce resources among alternative

ends. Mavens of mobile policy formulation
could be forgiven for thinking that spectrum
was the only scarce resource in the industry
and that mobile phone operators were the
only users of spectrum. This is a conse-
quence of a policy debate narrowly focused
on optimising the allocation of spectrum
within the mobile industry, without regard
to patterns of use of other inputs and of the
usage of spectrum by much larger users of
spectrum outside the mobile industry. 

In mobile communication, the amount of
spectrum possessed by an operator and the
number of Base Transceiver Stations (BTSs)
deployed at the cell sites, directly impact the
subscriber base and the traffic the operator
can support. The operator maximises profit
by using a judicious combination of the two
main inputs, namely, spectrum and BTS,
taking into account their relative prices. This
is often referred to as “allocative efficiency”
in economic literature. The other equally
important concept of efficiency is “technical
efficiency” that requires the firm to produce
the maximum output (i.e., support maxi-
mum number of subscribers) given the lev-
el of inputs. In order to achieve economic ef-
ficiency, a combination of allocative and
technical efficiencies should be achieved.

The history of spectrum policy in India as
implemented by DoT has used technical effi-
ciency defined in a very narrow way and ig-
nored allocative efficiency altogether. The ap-
proach to frequency management has mainly
focused on extracting the maximum use from
given spectrum while ensuring a minimum
quality of service. Eligibility for incremental
tranches of spectrum is based upon fulfilling
subscriber-based norms that specify threshold
limits in line with the maximum number of
subscribers that can possibly be serviced by
spectrum already held. But maximal usage of
spectrum is only one possible technically-effi-
cient input combination. There are several
others with lower subscriber per unit of spec-

trum but higher subscribers per BTS. 
The specific interpretation of technical effi-

ciency used by the DoT has resulted in high re-
use of spectrum and hence more BTSs. In so-
me circles, the inter-site distance between cell
towers is less than 100 metres, which is one of
the lowest in the world leading to iron-clad st-
ructures clogging our cities. Apart from clutte-
ring the landscape, the antennas mounted on
the towers emit radio frequencies that may be
harmful to city dwellers. The BTSs consume
electricity to the tune of about 1 KWH for a
minimal configuration, requiring the opera-
tors in cities such as Delhi to spend as much as
Rs 10 crore per annum on electricity charges. 

The notion of technical efficiency used by
the policymaker would conform to allocative
efficiency if the abundance of spectrum, rela-
tive to the other inputs mandated that it be
used maximally, or if the productivity of BTSs
was sufficiently high relative to spectrum.
This condition need not hold. Further, even if
it may be relevant at early stages of an indus-

try it may not continue to be relevant. Tech-
nological advances that increase the produc-
tivity of spectrum would mandate using
spectrum in higher proportions. While the
average holding of spectrum in India and the
rest of the world was comparable in 2003, to-
day the mean holding of spectrum is 2x21.5
MHz across 140 GSM operators in 40 coun-
tries while in India it is only about 2x7 MHz.

Our research shows that this trajectory of
spectrum management has resulted in oper-
ators becoming allocatively inefficient, as
they are forced to use more of a relatively ex-
pensive input (in this case BTSs). Thanks to
the above phenomenon the cell tower busi-
ness has prospered in India leading to astro-
nomical valuations. However, operators are
being deprived of spectrum.

An important lacuna in the spectrum pol-
icy stems from the fact that there is no inte-
grated management of spectrum. A bulk of
the spectrum is controlled by the armed serv-
ices, who pay nothing for their utilisation.
This leads to hoarding by armed forces and a
scarcity of spectrum for commercial uses.

That usage of inputs must align itself to a
greater or lesser degree to incentives as rep-
resented by prices is not merely a narrow
commercial consideration at a firm level but
a broader philosophical position famously
postulated by Adam Smith as follows: “It is
not from the benevolence of the butcher, the
brewer, or the baker, that we expect our din-
ner, but from their regard to their own inter-
est. We address ourselves, not to their hu-
manity but to their self-love”. 

The saturation of mainstream markets
and emergence of purchasing power in pre-
viously excluded pockets is already forcing
operators to search for the gold at the lower
reaches of the economic pyramid. While
market forces seem to be adequately ad-
dressing the social objective of equity, they
are being hobbled in generating efficiency by
wrong headed policy formulation. 

(Prasad is professor at MDI, Gurgaon and
Sridhar, visiting research fellow at 

Sasken Communications Technologies)
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Stand firm 
Truckers Can’t Hold Country To Ransom 

THE All India Motor Transport Congress’ (AIMTC) call
for a nationwide indefinite strike from tomorrow is

clearly aimed at pushing the government to the wall. Any
disruption in commercial transport is bound to aggravate
the already serious price situation. Far from winning pub-
lic support for their cause, this will only end up alienating
the public. Whatever the merits of the truckers’ demands
—  and except in the case of service tax on goods transport
agents (GTAs) there are none — a strike is not the way to go.
The government must stand firm. For too long have truck-
ers been a law unto themselves. In the past too, opposition
to the hike in motor insurance tariffs, saw de-tariffing of
motor insurance alone being kept in abeyance even as tar-
iffs on all other forms of general insurance were freed. 

In the current instance, their demands range from ex-
empting sub-contractors from service tax, “adhering in let-
ter and spirit to the 2004 agreement” to removal of ad val-
orem taxes levied on diesel, to scrapping tolls on old high-
ways where costs have been recovered. While there may be
some substance in the demand for a relook at how service
tax is computed, the other two demands are patently ab-
surd. Tolls are an integral part of privately-funded roads,
and to argue that once the cost has been recovered there
should be no further increase is untenable. Yes, as private-
ly-funded roads become the norm, there is a case for a reg-
ulator and hopefully we will have one in place soon, but the
AIMTC’s argument against tolls is faulty.  Profit is as much a
motive for private investment in road-building as in truck-
ing. Similarly, the demand that taxes on diesel be levied on
a specific rather than ad valorem basis is part of a larger issue
of taxes on petroleum products and is not something that
affects the trucking industry alone. In all likelihood, the im-
mediate provocation is tax recovery notices demanding
payment of arrears of Rs 400-500 crore due to serious
anomalies noticed by taxmen in their audit on GTAs. But
these disparate issues have been bundled together only to
gain public sympathy. In any case, a strike is hardly the an-
swer. There are alternate mechanisms, such as the appellate
tribunal, where the aggrieved parties can seek redressal;
trying to hold the nation to ransom is not one of them.

Abject lack of political will
Electoral Politicking Fans J&K Fire

THE J&K government’s incapacity to decisively end the
unnecessary controversy by rescinding the land trans-

fer order — despite the compromise formula whereby the
Shri Amarnathji Shrine Board (SASB) withdrew its claims
over the land — is threatening to worsen the situation. Peo-
ple’s protests in the Valley are eerily reminiscent of the mass
rebellion in 1989-90, while communal tension is steadily
escalating in Jammu. Indeed, a revocation of the land trans-
fer could have been utilised as a fortuitous opportunity to
assuage feelings of denial of political agency, which under-
lines much of the discontent within the Valley. Instead, sep-
aratist sentiments have been given a fresh infusion of blood
and with the political parties seeking to extract electoral ad-
vantages from the situation, the political gains made after
years of massive counter-insurgency operations are in dan-
ger of being frittered away. Now, the Hurriyat’s call for a
boycott of the impending elections in the state will acquire
renewed vigour, further problematising prospects of a po-
litical resolution of the Kashmir dispute. 

The intensity and the spread of protests in Kashmir also
underscore the failures of the larger democratic process. Po-
litical discourse in J&K is still framed almost entirely by a se-
curity framework, leaving people feeling disenfranchised.
Thus, even a localised protest, say, the demand to remove
certain liquor shops in Srinagar or even the routine demon-
strations that follow a civilian killing — all invariably evok-
ing a heavy-handed state response — ultimately is chan-
nelled into separatist discourse. The protests stemming
from the land transfer are, to that end, the locus around
which these narratives have coalesced for the moment. A
move away from locating the problems within security and
communal paradigms would be the first step in allowing
the creation of a more representative democratic space in
Kashmir. The task of defusing the current situation is mere-
ly the most immediate one facing the wider body politic. In
that, the rank communal overtones of the BJP’s reaction to
the Kashmir protests, both in Jammu and nationally, can
only add fuel to the fire.

Leaky roofs, ageing gutters
Who Will Help This Granny?

BOLLYWOOD movies sometimes show ‘realistic’ scenes
where an old woman lives alone and uses buckets to

collect the water which drips through the leaking roof
when it rains. The gutters are overflowing and the electrical
wiring hasn’t been replaced for 60 years. Her prayers are
answered when the young hero arrives on the scene and
warns the landlord to immediately fix the roof, the gutters
and the wiring. Unfortunately, real-life heroes are increas-
ingly rare, as the 82-year-old Queen of the United Kingdom
found to her cost, the other day. The roofs of Buckingham
Palace and Windsor Castle have been raining bits of ma-
sonry on the heads of princes and commoners for quite
some time. The electrical wiring hasn’t been replaced since
1948 and Elizabeth II is also coping with asbestos contami-
nation and unrepaired gutters. The grant for maintaining
Buckingham Palace has been frozen at the 1991 level. A
plea for additional funding has been rejected by the same
government department which is responsible for the 2012
London Olympics, whose project costs have doubled from
£4 billion to £9.5 billion. Each UK taxpayer will have to an-
nually shell out £20 for the next eight years to pay for the
Olympics, as compared to 66 pence — less than the price of
a loaf of bread — for maintaining the monarchy.

The 18th century French queen Marie Antoinette has
not been emulated by today’s British taxpayers. None of
them has said “Let them eat cake” to their monarchy! They
are still singing “God save the Queen” at a time when the
annual royal household costs are increasing by 6.5% —
twice the rate of inflation. That the monarch will have to
grace the inaugural of the 2012 Olympics only makes her
predicament that much more ironical. But, then, the
monarch has a lifetime of practice of gracefully smiling for
hours together even while the facial muscles ache and the
crown on the head gets heavier and heavier!
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� Frequency management has focused on
maximum use from given spectrum while
ensuring a minimum quality of service

� Both allocative and technical efficiencies
must be achieved  for economic efficiency

� A bulk of the spectrum is controlled by
the armed services, who pay nothing
for their utilisation

Narrowly focused spectrum policy 

Fan wind energy 
� APROPOS of ‘Wind power
gets financial sops’ (ET, June
28), Europe produces 60% of
global wind energy. The Union
ministry of renewable energy
has announced generation-
based incentive of 50 paise/unit
for investors not getting benefit
of accelerated depreciation for
10 years. The move will attract
large power producers,
resulting in cumulative growth
over 25% annually from
8,760MW installed capacity of
windpower to reduce the cost
of windpower equipment.

Suzlon, with manufacturing
bases in India, many
acquisitions abroad and

European expertise, produces
wind turbines ranging from 700
KW to 1.5MW and tubular
towers. It plans to expand
manufacturing to raise its
52.3% domestic share in 2006.

D B NAIK
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The oil trick 
� THE interview with Arvind
Virmani (ET, June 28), though
enlightening, focuses mainly on
metals and oil to the exclusion
of other commodities impacting
on inflation rate. Virmani is of
the view that the rising incomes
in oil exporting countries will
give a fillip to Indian exports.
This can happen only if our
manufacturers can produce
goods of internationally
acceptable quality and sell them
at competitive prices, which
appears to be difficult in view of
the imperative need to cut
corners to escape singeing
inflation. Is it that the oil price
spike is intentional on the part
of inimical foreign interests to
slow down Indian economic
growth and force India to sign
the nuclear agreement?
Virmani’s statement that
inflation will revert to 5-6% in
a year’s time needs to be
viewed in the above
background.

A B TELANG
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Well, there is no raisefor you...but looking atyour performance I feelwe are overpaying you...!

C H AT R O O M

BLINKERS OFF
SALAM

W
HAT is it about possess-
ing nothing, giving up
everything or having

all taken away, considered so pi-
ous in spiritual circles? Jesus and
the Buddha are often cited as ex-
amples of this liberating condition
— the former having lived as a
homeless teacher and the latter
abdicating royalty to live in rags in
the forest for six years, seeking
and finding enlightenment. Janis
Joplin sang “Free-
dom’s just another
word for nothin’ left
to lose” and it’s be-
come the anthem
for the countercul-
ture ever since be-
cause it seems like
such a wow thing to
say. In any case,
how’s that so differ-
ent from a British
expat in Australia
selling his entire life
— including material possessions,
job, friendships and money — to
the highest bidder for £192,200
because there were simply too
many reminders in those things
after his divorce?

E Raymond Rock, an ordained
Theravada monk and principal
teacher at the Southwest Florida
Insight Center in the US, goes
one step further. He says it’s only
when life is taken away for a brief
moment, when we escape mo-
mentarily from existence and
touch that reality that we cannot
speak about, only then is true
happiness possible. Obviously,
this must mean that true happi-
ness — whatever that embraces

— is not possible when life as we
know it happens to be around
and we are infused with it. Or
that if does happen to people
who have not escaped even mo-
mentarily, they must be deluding
themselves and others should
never take their word for it. 

It’s like saying one must only
go to a designated place of worsh-
ip to pray. Or to some quiet, med-
itative and relaxed area where the

mind can be at
peace. But never
while sitting on the
potty in the toilet.
Who makes these
rules? And who has
the right to pass sub-
sequent judgement?
Surely, not someone
enlightened be-
cause he or she wo-
uld see the Buddha
nature in everybody
and everything at all

times everywhere. 
Besides “reminders” is what

our lives are surrounded by. We
don’t exist in a vacuum of no
time; every object, act and event
makes the past continually flow
away from our grasp. Now we
can either close our eyes and
heads and pretend they’re not
there or hope to be delivered from
them by something else, a hap-
penstance or a providential out-
side agency. Or we could take the
middle way and have the whole
world of earthly possessions at
our doorstep so long as we can
think of happiness as just another
word for everything left to lose. 
�MUKUL SHARMA

When everything 
is left to lose

Letters to the editor may be addressed to
editet@timesgroup.com

Fair-weather friend
� THE Left, contrary to popular perception,
is not alone in opposing the Indo-US civilian
nuclear deal. It has other fellow-travellers,
too. A well-known journalist, who also
styles himself as the voice of the liberal
Muslim conscience, has of late been trying
hard to prove that he is more loyal than the
king. The journo, in a recent meeting with
Left leaders, tried to impress on CPI general
secretary A B Bardhan the danger of
softening its position. He reportedly warned
the Left that it would lose a major chunk of
Muslim votes if it was seen to be giving into
Congress pressure. Now we know why a
senior CPI(M) leader actually almost touted
that line as a key reason for opposing the
deal. The Left should have known and done
better. Ideological consistency has not
exactly been the concerned gentleman’s
strength. He has not only been close to the
Congress — he virtually gave up his
journalistic career to become an MP during

Rajiv Gandhi’s prime ministership — but
hobnobbed with the BJP recently to wangle
a Rajya Sabha membership. 

Explorers of austerity
�RHETORIC notwithstanding, oil security
is, in real terms, an alien idea for petroleum
minister Murli Deora. Exploration of oil and
gas within the country does not seem to
figure high on his ministry’s list of priorities.
Deora and his top officials were
conspicuously absent on the day bids for the
seventh round of New Exploration
Licensing Policy were being opened. He has,
instead, chosen to be in Spain, together with
over 70 members of his officialdom
(including public sector oil company
executives), to attend the 19th World
Petroleum Congress being held from June
29 to July 3. Interestingly, such a large
contingent has made it to a foreign
conference in spite of the PM’s austerity
appeal that all public servants cut down on
foreign junkets.

Out of network area
�MOBILE telephones have revolutionised
India but have they revolutionised its
bureaucracy? Perish the thought! In a bid to
improve service delivery, government has
issued mobile phones to a host of
government employees such as booth-level
officers, election commission staff engaged
in updating electoral rolls, MTNL staff and
others who have dealings with the public.
But try contacting them and you’ll be in for
a rude shock. Their cell-phones are either
switched off or just keep ringing without
response. So courier agents, representatives
of consumer durable companies, plumbers,
carpenters, everyone can be reached on

their mobiles but not babus. With the
bureaucracy what else can you expect?

Ideological dilemma
� THE FM’s call to curb speculation to rein
in oil prices has found support in the US.
Michael J Dwyer, director and chief
economist for the foreign agricultural
service, has stressed that speculation is
among the key factors pushing up prices of
oil and food across the globe. Investors are,
he feels, playing a “much, much bigger” role
in the commodity markets and they may be
having “undue influence” on prices. That
should be music to the ears of UPA top
guns, who have argued that OPEC should
act against speculation. Oil-importing
nations like India would be willing to
provide support in case the Bush
administration takes on speculators, but it
would be difficult to gauge the Left’s
position. It would be hard for the Left,
which is opposed to futures trade in
commodities, to not criticise “strategic” ties
between India and the US on this front too!
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