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From the Eds Desk

For over 11 years
now, the Indian Institute of
Management Kozhikode has
been shaping the best minds
in the country to become
some of the finest managers
in the world. The transforma-
tion is in the experience and
while we wouldn't even dream
of attempting to fit that into 24
pages of a newsletter, a small
whiff of that experience is
what we have attempted to
capture in DeKaf , published
for the very first time.

DeKaf features arti-
cles from the think tanks of
each of the interest groups, a
brief on the various activities
of committees during the term,
campus buzz at I[IM-K and
much more.

We would like to ac-
knowledge the contributions of
all the interest groups and
committees of I[IM-K. We
would also like to thank Prof.
Sanjay Jharkaria and the De-
sign Committee for their valu-
able inputs.

Please send in any
feedback or suggestions that
you think may help us improve
DeKaf to editboard@iimk.ac.in

Happy Reading!!
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Equity Risk Premium in India

The equity risk premium is
the aggregate return earned
in the stock market in excess
of that earned by default-free
securities. It is a vital compo-
nent in the Capital asset pric-
ing model which states that
the excess return earned by
a stock over the risk free rate
is equal to the equity risk pre-
mium times the riskiness of
the stock as estimated by its
beta. Accurate estimation of
equity risk premium is impor-
tant as it has implications on
asset allocation decisions in
portfolio management and
capital budgeting decisions in
corporate finance.

Estimating the premium

risk premium for India.

There are several
other serious problems while
using the historical approach
to risk premium estimation in
the Indian context. Though
the BSE Sensex does go
back till 1979, the index did
not undergo significant revi-
sion till 1996, implying that
by the mid nineties the index
was not representative of the
Indian stock market. Also,
Interest rates in India were
administered till the early
nineties. Varma (2002) esti-
mates the repression of in-
terest rates in India at 3%
pre-deregulation. This distor-
tion has to be taken into ac-
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significant difference be-
tween the pre-reform and
post-reform period.

A Modified Historical Risk
Premium

Because of the problems
associated with the use of
historical data in emerging
economies, Damodaran pre-
fers an alternative mode of
estimation which employs a
base equity premium and
country risk premium.

Equity Risk Premium = Base
Premium for a mature Equity
market + Country Premium

Generally the US
risk premium is used as the
base premium for a mature

using historical data Time Pe- Geometric Mean
The most prevalent method riod Risk free rate|] Market return | Risk Premium
used to estimate equity risk
premium is by observing the  "preiq o1 | 12.02% 20.98% 8.96%
historical risk premium - -
i 0
earned by the stock market Post mid 91 | 9.47% 18.05% 8.58%
over long periods of time. Entire Pe-| 10.53% 19.27% 8.74%
This approach has its limita- | riod

tions especially in emerging
markets where the historical
data is often limited and too
noisy to yield a reliable esti-
mate. Though capital markets
in India have a history of 130
years, the economy has un-
dergone many structural
changes over the period. In-
dia has moved onto a higher
growth path since 1980 ow-
ing to key structural changes
in the economy around that
time (Rodrick and Subrama-
niam, 2004). Hence, we have
to confine ourselves to about
25 years of stock market data
while estimating the equity

count while choosing the risk
-free rate with respect to
which the risk premium will
be calculated.

Varma and Barua
(2006) overcome these prob-
lems by constructing an al-
ternative index comprising of
the most liquid stocks for the
period 1981-96 and estimat-
ing risk free rates separately
for the pre-reform and post-
reform periods. They con-
clude that the equity risk pre-
mium in India, based on geo-
metric mean of annual re-
turns is about 8.75% with no

equity market. The country
risk measure is a function of
the sovereign rating and
volatility of
uity market relative to the
bond market. This approach

esti mates I ndi

premium at 9.23%

A Premium for bearing
Risk?

It is evident that the rates of
return on stocks in India
have been significantly
higher than the rates of
return on risk free assets.

untr



But are stocks so much risk-
ier than bills to merit a pre-
mium as high as 8%?

The charts clearly
indicate that the difference in
risk between risk free instru-
ments and stocks is not as
high as suggested by the ob-
served equity risk premium.
Mehra (2006), estimates that
the excess risk of stocks with
respect to bills does not merit
a risk premium higher than
0.16%, even at very high lev-
els of risk aversion. This
value is an order of magni-
tude lower than the actual
risk premium in the markets.
To account for the observed
discrepancy, we must reex-
amine the assumptions used
in estimating risk-adjusted
returns. While calculating the

interest income inter-alia.

Views on the ex -ante eg-
uity premium

Can the ex-post historical
estimates of equity risk pre-
mium be considered as fair
estimates of ex-ante equity
premium for the future, say
the next 25 years? There are

good reasons to believe that ;

expectations of a risk pre-
mium in excess of 8% in fu-
ture are well-founded. As
equity ownership which has
percolated to about 1% of
households, goes up mani-
fold in the coming decades,
we can expect returns on
equity to go up considerably.
Also, as the quantum of for-
eign institutional investment
in Indian markets goes up,
we can expect the Beta of

Teal Return — BSE
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Source: The equity risk premium in India, Rajnish Mehra (2006)

theoretical risk premium, we
assumed that the marginal
investor holds the market
portfolio and ignored taxes
and other regulatory con-
straints. By relaxing these
assumptions the excess pre-
mium over the theoretical
premium can be attributed to
diversification costs, different
tax rates on dividend and

Indian markets
global market indices to in-
crease,

expected
Therefore,

equity  returns.
notwithstanding

the fact that market indices i
time |
highs, expectations of a an |

are currently at all

8% risk premium are very
realistic.

vis-a-vis |

resulting in higher |
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| Financially Yours (FY) , i
|The finance interest group,
Iof IIMK is one of the most'
!popular and active mterest:
igroups on campus. The!
Igroup meets every week to'
'dlscuss the recent happen- I
'mgs in the world of busmessn
: and finance. i
:IBOK |
'Incepted last year, FY runs:
Ithe Investment Bank of Koz- |
Ihlkode (IBOK). It has 102|
| students in analyst roles and | i
|45 students in assomate.
|roles working in teams,
|track|ng 22 different sectors. |

!Research teams churn out:
i reports analyzing the growth !
:prospects of different indus—i
'try sectors and the factorsI
'that influence the perform- I
'ance of various companies. |
IThe sectors tracked |ncIude|
IPharma Telecom, Media, .
|O|I and Gas, Banking, Fi- .
|nanC|aI Services and Insur- |
|ance Retail, Transportatlon,I
.Power Metals, Forex and:
!commodity markets and a}
i few major sectors in the for- !
L eign markets as well. '

|

]
| ‘
= FY Weekly Sessions: i
! i
ie Panel discussion on the:
| budget 2007-08 i

l'e Introduction to ﬁnanmalI
markets ,

ie  Financial Derivatives,i
Time Value of Money

and its implications i

topics such as securiti- |

zation, credit default :
swaps, intangible valua-
tion !

|
ie Preparatory session for|

|

|

I

I

|

|

I

I

|

|

I

:

:o Sessions on |mportantl
i

|

|

I

I

|

:

: the summer placements i
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Managing and fostering Corporate Innovation

Introduction

Innovation involves using
new knowledge to transform
organizational processes or
create commercially viable
products and services. It
occurs when new combina-
tions of ideas and informa-
tion bring about a positive
change. Innovations help an
organization to stay fresh
and reinvent itself as condi-
tions in the business envi-
ronment change. The em-
phasis on newness is a key
point; in fact the root of the
word innovation is Latin
Novus, which means new.
Innovation is not only re-
stricted to technology; it also
involves human resources,
firm infrastructure, market-
ing, service or any other
value-adding area.

Types of Innovation

Innovation can be classified
in terms of its degree of in-
novativeness. Most of the
innovations lie between the
range of the highly radical
and the slightly incremental.

Radical Innovations : Radi-
cal Innovations produce fun-
damental changes by evok-
ing major departures from
existing practices. They can
be highly disruptive, some-
times to the tune that they
can transform the company
or revolutionize the whole
industry. They may provide
a strong competitive advan-
tage for the firm by resulting
in new products or proc-
esses that can be patented.
Some examples of radical

innovations include tele-
phone, desktop computers,
fiber optics etc.

Incremental Innovations

Incremental innovations
enhance existing practices
or make small improve-
ments in already existing
products and processes.
They can increase revenue
by creating a new market-
place offering or can reduce
costs by providing new ca-
pabilities that minimize ex-
penses or speed-up the pro-
ductivity. Some examples of
incremental innovations in-
clude digital telephone, fro-
zen food, shatter-proof

Product Innowvation

Rate of Major Innovation

Jaspreet Singh Arora

provide unique features and
quality enhancements in
new products/services, en-
gage in product innovation.

Process Innovation : This
can be typically associated
with improving the efficiency
of an organizational process
especially manufacturing
systems and operations.
Process innovations are
more likely to take place in
the later stage of an indus-
tryéds i fe
nies seek ways to remain
viable in the markets where
demand has flattened out
and competition is more
intense.

Proecess Innovation

Fluid Phase

Transitional Phase

Specific Phase

glass etc.

Another classification can
be:

Product Innovation : Prod-
uct innovation can be ex-
plained as efforts to create
product designs and appli-
cations of technology to de-
velop new products for end-
users. They tend to be more
radical and are more com-
mon during earlier stages of
an i ndustrybo
Product innovation can be
associated with a differen-
tiation strategy. Firms that

Challenges of Innovation

Innovation has numerous
strategic implications. It is a
force in the external envi-
ronment (technology, com-
petition) and also a factor
affecting a

choices (corporate strategy,
business strategy, value-
added services). However,
innovation is essential to
sustain competitive advan-
tages and a company not

capabie fofeénnovatigncin te-.
competitive

dayods
ment, is bound to decline.
Factors which make

cycl e

\
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Innowation
Spend §

Innowation

Innowation

Spend § Spend

Radical

Substantial

Incremental

“Pioneer™

“Fast
Follower™

“Opportunistic™

include
nty

innovation  difficult
duncert ai
and 6numer ous
volved in innovation proc-
essesob. These
present companies with fol-
lowing dilemmas while pursu-
ing innovation:

0Seeds ver s:Osit
of abundant innovative ideas
that a company has, which
ones are likely to be success-
ful i.e. to separate seeds from
weeds.

OExperience %
t i vwWhd would lead an in-
novation project i A senior
manager with experience
who is risk averse or a middle
-level manager who has more
enthusiasm but lacks experi-
ence

6l nternal ver
St af f Peopjedwithin the
organization may have
greater social capital but it
might inhibit them from think-
ing outside the box whereas
external staffing requires time
& resources for recruiting and
training.

6Buil ding

sus

capabilites on your own
would require time and
money but would guarantee
your independence. How-

ever, collaborating with part-

a

pessu that Piipg cresoniees
Mah sharecegsts of feyelop-
ment but can create depend-
CRCRSD | ce s
Defining the
Innovation

can
Scope of

Defining the scope of its in-
Wogeadod acfivities (known as
t he istrategi
ensures that

tion efforts are not wasted on
projects that are highly un-
certain or

e (Iioglq]nsof in}errﬁt. thragegic

Secis wiich %e?pg b

enveloping defines the range
of acceptable products and
creates firm specific view of
innovation that defines how a
firm can learn from innova-
tion experience even if the
project fails. It also gives a
direction to
%e!pa-

rate seeds from weeds and
build internal capabilities.

Managing the

Innovation

pace of

The project time-line of an
incremental innovation is
short term (six months to two

c ap aYPRY) whereas @ moge gadi-
Col | a:Baildirgt £ dngovation is typically

long term (10 years or more).
Radical innovations often
begin with a long period of
exploration , whereas, an
incremental innovation, for

a

out

f

the purpose of exploiting a
window of opportunity, may
use a milestone approach
that is more stringently
driven by goals and dead-
lines. Not all innovation lends
itself to speedy development.

Collaboration with Innova-
tion Partners

Partners can be from:

e Other personnel within
the department
e Personnel from other

department within the firm

e Personnel outside the

firm.

Non-business sources like
research universities and the
government can also contrib-
ute to being innovation part-
ners. Strategic partnering
requires firms to identify their

strengths and weaknesses "

and make choices about
which capabilities to leverage
and which capabilities need
further development. In order
to choose the right innova-
tion partner, firms need to
ask a basic question: what

competencies they are look-

ing for and what the partner
will contribute.

Conclusion

Innovation requires a com-
pany-wide commitment be-
cause the results of innova-
tion affect every part of the
organization. To effectively
implement innovation, an
entrepreneurial spirit and skill
set are essential. However,
in order to be successful,
innovation process has to
stay focused on its ultimate
purpose i.e. to introduce new
products and/or deploy new



processes that build com- WI nni ng

petitive advantages and )

make the company profit- Introduction

able. ATum apni I a
_____________________________________ diye sign kar
EKonsuIt :r ahoo Thi s _is
i ithe recent ICICI Prudential
;The consulting IG of IIMK has | ad  which showcases a

jalways spearheaded the | housewife asking her hus-
'cause of consulting activities;band to sign on the insur-

i ; I
:On campus. The various ac- i ance papers.

itivities this term include: i
' In a recent HSBC adver-

.Knowledge Bank : A search- :tlsement a housewife is
!able database of consultlng!shown managing her own
;focused interview preparation : book shop successfully.

'material was setup on the: A female in a Deutsche

lintranet  providing students |
|B ank advertisement, says
' taccess to a wealth of informa-
iSomeday, I

'tlon on the industry, job- pro-!

'start a
:flles recruitment methodolo—
igies & preparatory material : I'n a recent
' i advertisement, the house-

iCase Interviews : Taking a;
'Ieaf out of the Live Case-
:Interwew Workshop held byI
! . Knorros
iMcKinsey & Co, Konsult;
'Iearnt quickly and set up' Since when have Indian
Iteams of students for practic- :housewwes started  taking
I|ng Cases. Live Case Inter-ifinancial matters in their own
IVIeW simulations were a|SOIh ands? Wasnot
!held |called omenos
! lthese advertisements show
. Indus- |
leadin the increased stature of the
i
g' Indian housewife. What has

IWlfe is successfully able to
tcook delicious food, using

}Industry interaction
'try captains from

‘Consulting firms like 'changed’>

IMcKlnsey & Co, Boston Con- !

Isultmg Group, KPMG andllndlan housewives: Past
| Deloitte Consulting visited the | l
|campus and addressed stu- |
!dents on a myriad of |ssues,!
;pr oviding t hel%n
;perspectives and in turn,;
'gaining exposure to bright;
2ideas of the next generation;

'of leaders. :

These are some of the

;CV Building workshop : A:
;wo rkshop on

top Consul ti
;ciation with a global leader in | ! housewife.

. . |
 consulting, was organized. |

6Streeod

W e
new V ewWwhen a girl is married in a

soups.

i Huma@estthat cornvei tb thindd | i k e
n gwh@ drie thinks of anangli&n0 nancial matters etc.
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Marketing. Everything.

beepika Chhajel

This is the stereotypical
image of a housewife.
There has always been a
strong demarcation be-
tween the responsibilities of
the husband and the wife.
There were various reasons
for this:

Joint family structure:

joint family, beingthe 6 b a h u 6
of the house leaves no time
for her to think beyond. The
Indian culture, which still
doesnot all ow
speak in front of the elder
males of the family, disal-
lowed the females of the
house to voice their opinion
in front of the whole family.

a w O

I
eEducation: The lack of
education was a reason for
the skewed decision power,
as uneducated women did
not know the ropes well
enough to talk confidently to
their husbands about their
ideas and were left to
household chores. This lack
3t %confidence went a long
way in deciding the
womands domai
not involved in any big pur-
chase decision, neither in
any of the major decisions
chil drends
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Marketing. Everything.

e Mental make-up and aspi-
rations: After a lifetime of
household chores, many
women showed little or no
concern for things outside
their domestic circle. The pre-
scribed path for them was
considered a given and they
were comfortable walking
along it.

e Lack of a strong Media
Changes over the years

The Indian women, especially
in cities, have undergone a
sea of change over the last
few years in terms of attitude,
interest, activities and ambi-

tion. The major reasons are:

eindian landscape: At the
macro level, the Indian soci-
ety is experiencing a gender
role-reversal process. Frag-
mentation of family bonding,
fast paced life, long busy
working hours, increased
pressure to perform and
stress, especially in the met-
ros, are the building blocks of
change. The new generation
is more educated, exposed to
western culture and open.
The outlook of the society has
undergone a tremendous
change as they have ac-
cepted
roles.

eEducation: Education is seen
as the biggest enabler in the
360 degree change in the

outlook of Indian women.

Nuclear
and re-
nuclear

eNuclear family:
family is the cement
inforcement. In a
family the decision makers
are reduced to two. Also, it
increases the pressure on
the husband to perform and
work harder as he is the only
bread winner of the family.
This in turn makes him very
busy and conceding, making
him rather grateful when his
wife is able to manage the
house.

e|nfluence of western culture
and media: It projects the
hori zon whi ch

reached, but can.

eMental-make up: They are
seeking a perfect balance
between work and home,
social life and family life.

ePower tussle: The power
has always been more on
t he manso S i
newly educated and empow-
ered women now want the
power shifted towards them
by making the more impor-
tant decisions instead of the
6l ow |l eveld |
household chores.

eJealousy: This was an un-

6 b a h us 6expeated reasore which came w

up during one of the inter-
views conducted. A finance
post graduate recently mar-
ried in a joi

she can do it

eHigher confidence levels
and ambition: There is a new
found widespread need for
productivity. All the females
interviewed said that they
wanted to invest their time
doing something which
would make them feel satis-
fied and content at the end of
the day.

eExtent of change: It has
been observed mainly in the
women belonging to SEC A
and B. This could be be-
cause the reasons cited for
the change apply only to
these segments of society.

Edcation, modern ideas, me-
dia, technology etc. still
havenot reach
villages.

Another factor noticed was
that this empowerment has
still not reached all sections
of the society.

Marketing and advertising
changes

e  Shift in decision power:

AHouse
chasing officers and family
financi al

6The man
decision for any large pur-
chase whereas the woman is
given a budget to manage
t he housebd
IThis was the traditional
model on which the market

ed

manager s,

days

why
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ing companies used to base
their promotions till date.
From viewing women as im- |
plementers of decisions
husbands and

advertisers

made by their
mothers-in-law,

have now moved to women ;

who proclaim, "The home is
my territory, 1 am the boss
here."

eSome things never change:
Stereotypical images are still |

juxtaposed, giving a very

'mixed' message.

Newly-weds are still i

i ii
ImPower :
I

.mPower the Marketing-Inter-

ling interest on campus.
; It holds weekly ses-i ;o
Esions attended in over-H

;whelming numbers by the”
i student community at IIMK. | |
.These sessions work to-j

i lwards ,

Unraveling the latesti

developments in

|
I
I
i
i
i
|
|
world of marketing. :

shown  worried  about the 1o Endeavoring to encour-!!,
wicked pimple which will af- i age interaction amongsti i
fect their mair r likergirded enthusiasts.s;o

Miracle coming to their help. ie
The Cinderella fantasy is still

used to
then the image of a super ;
woman still persists.

Future outlook and oppor-
tunities

In response to the !
guestion, if in the future,
there is an advertisement
showcasing a housewife

managing the financials of |

the house, would you like it? i
almost all of the interviewees |
replied affirmatively.

Keeping all this in i
mind, it would seem sensible |
for brand managers to target
these new generation em-
powered housewives and
come up with Integrated Mar-
keting Communication strate-
gies, which target their new
found needs of productivity
and the desire to prove them-
selves in front of their hus-
bands, family and society at
large.

lure women. And ;

Sharing summer intern- ::
ship expenences: :
amongst peers, juniors. i
mPower kicked off: :
|the year by introducing the: |
gnew batch to the fascmatmg! !
Eworld of marketing, this Wasi :
:brought about by a Casej| :
i Presentation focused on theI ,.
!marketing talismans, 4Ps'! '
}and STP
; This was followed up i

iby a session on 'Mischief :
IMar k e t whichh dvas re-

i i ceived with great enthusiasm |
Ifor its take on unconven--
Itional methods of marketlng,
L their successes and the pos-!

'S|ble pitfalls.

I
i Sessions on Rural

|
i
|
I
i
|
|
|
I
I
|
i
|
I
|
I
|
i
|
1
uand Retromarketing  pro- :
ivided insight§
i side of marketing :
| |
i
i
|
I
I
I
I
i
|
|
|

2 There isi
Imuch more in the offing fori
lthe academic year, as we
ugear up to Marketing. Every-

!thlng

i AbaKus

iAbaKus, i
!est Group at IIMK is dnven! !est Group at IIMK was in-{
;by the singular goal of creat- | ;volved in numerous activities{
;ing and stimulating market-é ! during last term. Some of the{
} : major activities are,

t he

HCL Case Study Chal- |
lenge (July) : The first%
event for the batch of i
2009, the HCL Case
Study Challenge based;
on implementing a pro-;
ject for telecom multina-{
tional had an 21 teams
participating.

via the Web (Aug) Al
session showcasing sev- |
eral tools on the Internet;
to grow, -cultivate and;
maintain a network of{
contacts, one of thej
most valuable yet under- |
used assets in an MBA}
professional's armory '

Thinking in Word 2007
and Excel 2007 (Aug) |
In path-breaking series;
of sessions, Sanjog Jollyi
and Prasanna Bora took;
audience through the]
philosophies and best}
practices of using Word}
and Excel 2007 as pro—}
fessionals.

:
|
Business  Networking :
|
|
|
|
|
i
i
|
|

I
I
I
Summers Experience |
Session (Oct) - Aserles:

of talks by PGP10 par—!

i ticipantst wko davet k e 6

worked in technology |
firms. Talks covered}
roles, projects, organiza—}
tion-specific details and |
expected career paths.

nt e



