
A bubbly theme for B-schools 
What's there to learn from the history of financial bubbles? A lot, surely, about ethical responsibility 
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W
HY would any­
one give finan­
cial bubbles a 
bad review? 
They are like 

history—if you don't learn 
lessonsfrom them, youare bound 
torepeat them. 

The bubble is an apt metaphor 
here—to asset or stock prices that 
are inflated beyond all rational 
proport ions inside a brittle struc­
ture thatcanbeexpandedbasedon 
nothing but speculative air, and 
vulnerable to a sudden burst. Ma­
jor speculative bubbles have been 
known to occur from time to time, 
with ruinous effects. The first 
recorded one, perhaps, dates back 
to the 1630s: the spontaneous 
tul ipmania that struck Holland in 
a period called the Dutch Golden 
Age. From tulips.bubbleshavemi-
gratedtostockmarketsandreales-
tate, and then to virtually every 
sectorof economyastheprocessof 
globalisation speeded up in the 
last century And, small investors 
and common people were left car-
ryingthecanof fmancialruin. 

A few famous examples of eco­
nomic bubble that occurred over 
the last century are the US stock 
market crash in the 1920s that 
caused the Great Depression, the 
commodities bubble of the 1970s, 
the Japaneserealestate bubble in 
the 1980s, and the dotcom bubble 
that burst in the late 1990s. Then 
came, in 2008, the Great Reces­
sion that had its roots in the US 
subpr imemortgagecr is is . 

Sometimes, the bubbles are 
tr iggered by pure and instanta­

neous speculation, as the case 
with the tul ipcraze in 17th centu­
ry Holland. Sometimes, by the 
manipulat ive actions of individ­
uals or corporat ions, as hap­
pened dur ing the Great 
Depression. Or by complex fi­
nancial alchemy and the ratio­
nal isat ion of excessive greed in 
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the name of excessive risk, in the 
case of the Great Recession. Or 
when financial t ransparency is 
opaque and unfair to investors, 
as in the case of Dubai 's ostenta­
t ious infrastructure projectsand 
palm-shaped tour ist resorts that 
proved to be nothing more than 
an Ozymandian dream in the 
midst of thedebt standsti l l cr isis 
that swept the emirate in 2009. 

Yet, the devil is in the details. 
As long as hedgings and bett ings 
broke no laws, there was nothing 

lega 1 ly wrong about them or even 
the unpleasant spectacle of them 
coming unstuck. If economic 
bubbles have hijacked public pol­
icy, it's because of the failure of 
regulators to set the rules and en­
force them when its pract i t ioners 
were operating at the edges. The 
regulators happily relaxed the 
rules at every turn, accelerating 
the natura l pr icking of every 
bubble. So, in the words of a West­
ern analyst, "when the ceiling 
caves in, it's scorpions versus 
tarantulas". Indeed, a repugnant 
ending to an imbalanced inter­
play between ethical and regula­
tory responsibil i t ies. 

But then, what's there to learn 
from bubbles? Why are they rele­
vant to management education? 
The answer is provided by pre­
mier B-schools like the Zicklin 
School of Business at Baruch Col­
lege in the US. When Zicklin in­
troduced,inthewakeof theGreat 
Recession, a course last year on 
the long history of financial bub-
blesandits relation witheconom-
ic tips and downs, it was trai l ing a 
blaze in management studies. 
The course was not only em­
braced by students enthusiasti­
cally, but it also won the B-school 
much critical acclaim from man­
agement gurus in the US. 

As B-schools in India make 

amends to their curr iculum in 
the wake of the financial cr isis 
that engulfed the Western model 
of capital ism during 2008-09, 
they require bigger shifts than a 
cursory look at the history of fi­
nancial skullduggery It's an is­
sue alive to corporate 
governance and the concomitant 
ethical duties that won't improve 
through management education 
business-as-usual. 

"Three distinctive develop­
ments in finance are linked with 
one another: the huge growth of 

derivatives, the decomposition 
and distribution of credit risk 
through securitisation, and the 
formidable combination of math­
ematics and computing power in 
their application. All these attrib­
utes of high finance entail inher­
ent risks, but risk management 
was left at the mercy of a few self-
proclaimed wizards who never 
cared about the consequences of 
their actions. A proper education 
andtrainingthatwillbuildknowl-
edge and competence to cope with 
this type of scenario are essential 

to avoidfuture catastrophes, "says 
Ahindra Chakrabarti, professor 
with International Management 
Institute, Delhi. 

If the study is relevant in the 
US, why not in India? As Anvay 
Bhargava, faculty of Jaipuria In­
stitute of Management, Jaipur, 
put it: "If we reflect on the Enron 
case, wewilldiscoverthatanum-
ber of symptoms were common 
with that of Satyam. It is not 
that there have been failures 
in the US alone. We have to our 
credit a large number of scams 
like CB Bhansali, UTI 64, Ketan 
Parikh, Harshad Mehta, Satyam, 
etc. The difference between the 
US and India is that while the fail­
ures wereabsorbedbyfewregions 
in India, the bubbles in the US 
were very large in size and the 
tremorsof burstingwerefeltglob-
ally. Besides, due to the conserva­
tive policies of our government, 
we have been more or less insulat­
ed from global crises like the sub-
primeandDubai crises." 

Sapna Popli, director of IILM 
Institute for Higher Education, 
Delhi, agrees. "New lessons can be 
taught through the integration of 
corporate governance and com­
pliance to accounting standards 
in finance and accounting cours­
es. It can be done though increased 
focus on regulatory aspects of fi­

nancial engineering," she says. 
According to Bhargava, the 

world financial crisis of 2008-09 
provides several leads for format­
ting a course. "As financial inno­
vations, derivatives were 
introduced and manipulated to 
get supernormal profits. There 
had been no major change in the 
value of underlying asset com­
pared with derivatives. This 
whole cycle of trading in virtual 
assets created conditions where 
at the peak, nobody was there to 
pump more money and this led to 
the economy to crash. During bad 
times, people think of saving that 
leads to money shortage in the 
market and hence, business suf­
fer s. This suffering leads to people 
getting pink slips. If this vicious 
cycle and its causes are covered in 
anycourse.wecanavoidoratleast 
mitigate the intensity of such fi­
nancial bubbles from occurring 
in coming times," he say s. 

Speaking about the Zicklin 
course, Andrew Rodman, an ad­
junct lecturer of economics and 
finance and a former Wall Street 
executive, told The New York 
Times that the course on finan­
cial bubbles could highlight re­
curring themes—"whathas gone 
wrong, what has gone right, what 
elements precede most crises, 
which repair s work ". 

That was pretty sobering talk 
from someone with years of ex­
perience in the Wall Street. And, 
it was right on the money invest­
ed—and then, burnt—in all fi­
nancial bubbles put together. 
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