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From the Desk of the Chief Editor....g

Foreign Dire¢t Investment refers to the net inflows of investment to acquire a lasting
management interest in an enterprise operating in an eConomy other than that of the investor.
It is the sum of equity Capital, other long-term ¢apital, and short-term ¢apital as shown in the
balance of payments. It usually involves parti¢ipation in management, joint- venture, transfer
of te€hnology and expertise.

FDIin India has in¢reased over a period of time due to the efforts been made by the Indian
government. The in¢reased flow of FDI in India has given major boost to the Country’s
ec¢onomy and hence steps should be taken to make sure that the flow of FDI in India
Sontinues to grow. The efforts evident from the opening up of retail sector for foreign
¢ompanies. The Reserve Bank of India (RBI) and Foreign Investment Promotion Board (FIPB)
are the two key government entities who ¢ontrol and monitor FDI in India. FDI in general is
allowed in India ex&ept in few sectors which are ontrolled by the government but a prior
approval of the RBl and FIPB is needed to ¢arry out Certain business in India.

Due to ¢oming of foreign companies’ the domestic Companies have beCome more
Sompetitive, new infrastruCture has been build, thus real estate sector has also grown
signifi¢antly there by boosting the banking sector, as money needed to build infrastructure
and houses provided by banks. In a reCent survey it was found that the domesti¢ banks are
giving serious ¢ompetition to foreign banks.

A number of estimates show that about 80Lakh jobs will be ¢reated in India. These Career
opportunities will be ¢reated mostly in retail and real estate. But it will Create positive impact
on others sectors as well. In the retail sector the farmers and manufacturers will get fair share
in profits by Contract farming. Consumer will get variety of products at low pri¢es compared
to market rates, and will have more ¢hoicCe to get international brands at one place.

But at the same time a bit of Caution is needed on the part of the Indian Government. All
measures should be taken to earn the ¢onfiden¢e of domestic retailers and vendors. They
should not feel threatened. This is only possible by in¢luding them in the thought proc¢ess and
decision making. India is a big market which is still in the growth phase. HencCe policies
should be suc¢h that not only the foreign companies make huge profits but we also get our fair
share.

Our journal has ¢ome a long way since its inCeption and | would like to thank, the eminent
s¢holars, researchers and academicians who have ¢ontributed in making this possible.
Hope this relationship ¢ontinues the same way in future. | would also like to thank everybody
whose resear¢h papers have graced this journal. And last and not the least | would like to
extend my gratitude to our reviewers who ¢ontributed immensely in making SAARANSH a
¢omprehensive and resourceful journal.

Dr. Arvind Singh
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A STUDY ON MANAGING HUMAN CAPITAL
IN GLOBAL MELTDOWN

Sheeba Rehman Nizami*

Ali Khursheed Ahmed**

ABSTRACT

One of the greatest Recession waves has hit the global economy and the entire financial and economic balance of almost all the developing as well as the
developed world has been shaken like never before. During these tough times, when even the most prosperous world economies like the US, Japan,
Germany and other European Union nations along with rest of the developed and developing world are facing the uphill task of meeting the challenge
head-on and still keep the growth going — almost all functions of the organizations have come under the scanner to cut down on costs and somehow
survive. This Research Paper is an attempt to highlight the role that Human Capital has to play in the Global Meltdown and how it can be used to manage
the Changes that the organization will have to undergo to survive and tide over the threat from the global recession wave.

Key Words: Economic Crises, Global Meltdown, Layoffs, Human Capital, Recession, Developed world, Turbulent financial market, Pink-slip, Trimming

of Human capital, Change management, Damage Control

INTRODUCTION

Arecession is a general slowdown in eonomi¢ adtivity over a
sustained period of time, or a business Cycle ontraction.
During reCessions, many macroec¢onomic indi¢ators vary in
a similar way. Production as measured by Gross Domesti¢
Product (GDP), employment, investment spending, Capadity
utilization, household inéomes and business profits all fall
during re¢essions. It often results in harsh measures like ¢ost
Sutting, mass lay-offs et¢. A recession normally takes place
when Consumers loose ¢onfidenée in the growth of the
ec¢onomy and spend less. This leads to a dec¢reased demand
for goods and services, which in turn leads to a decrease in
production, lay-offs and a sharp rise in unemployment.
Investors spend less as they fear stock values are likely to fall
and thus stock markets fall on negative sentiment. Now, we
will try to understand the Current situation of the reCession
and meltdown in the developed world and primarily of its
effects onthe Indian eGonomy.

THE IMPACT OF THE MELTDOWN ON THE
DEVELOPED WORLD

Dubbed almost universally as one of the Worst finandial Grisis
to have ravaged the United States sinCe the Great
Depression of 1930, the Current reCession wave has already
taken a heavy toll on the world’s largest e€onomy. In fact all
the eConomies of the world are facing Crisis to tackle this
global meltdown. The meltdown has led to shock waves
across the world, with eConomy after eGonomy gasping for
breath. There are rise in the number of job layoffs and ¢ost
Sutting in desperate attempts by ¢ompanies and e€onomies
to stay afloat and survive the scare.

More than half of the world's eGonomy has shrunken and
among them USA - the Citadel of Capitalism and free market
has suffered the worst. In the first ten months of 2008, there

have been 1.2 million job losses in the USA and the eGonomy
has suffered heavily due to financial Crisis resulting in global
Credit squeeze. "There is areal risk that millions will be thrown
back into poverty." (Dominique Strauss- Khan, MD, IMF)

Massive job Cuts and lay offs are happening all across the
developed world as damage control exercises take Center
stage. Citigroup has decided to lay off 53000 jobs and slash
its expenditure by 20 per ¢ent next year. The measures are
part of the Citigroup’s efforts to overéome the huge losses it
has suffered in the last four straight quarters, in¢luding $2.8
billionin the third quarter. Caterpillar, the world's largest heavy
equipment has also announded that it was slashing up to
5,000 jobs ontop of several earlier actions.

That apart, some of the most re€ognizable names in the U.S.
and abroad—in¢luding ING, Pfizer, Philips, Sprint Nextel,
and others—have announced that they would slash
hundreds of thousands of jobs, further straining an already
deeply troubled global e¢onomy as per CNBC's reports A
slew of Ameri¢an heavyweight Companies, in¢luding
Caterpillar, Pfizer, Sprint Nextel, Home Depot and General
Motors, announced Cuts adding up to 45,000 jobs lost.
What's more, a group of business eonomists predicted
many more job losses in the year ahead. The Year of the Oxin
the US, hence, has brought a rather unfortunate omen for the
developed world’s e€onomy.

THE IMPACT OF THE MELTDOWN ON
INDIAN ECONOMY

"A Crisis of this magnitude is bound to affect our eGonomy as
it has. International ¢redit has shrunk, with adverse effect on
our ¢ompanies and banks". (Dr Manmohan Singh, Prime
Minister of India)

*Assistant Professor, Ministry of Higher Education, KSA
**Training Manager, SBG Riyadh, KSA
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With the advent of 2009, e¢onomists are debating the extent
of the impact of global meltdown on the Indian eGonomy in
2009. When the e€onomy bubble of the US adtually started
bursting, earlier many argued that the meltdown would
remain ¢onfined to the developed western world alone. The
mandarins of Indian EGonomy were skepti¢al and unwilling to
acCept the effeCt of reCession on Indian eConomy. The
predictions ranged between somewhat optimisti¢ to fairly
pessimisti¢. Butthe Sommon thread running is that 2009 was
predicted and is proving ¢hallenging as well, indeed.

As was suggested by the e€onomi¢ analysts, slowdown in
developed e¢onomy has affeted emerging eConomy like
India in two fronts: The first and the major reason is that USA
is India's largest trading partner.

Most of the US Eompanies and even companies from rest of
the developed world do business in India in one way or the
other. Hence, the slowdown in the US and the West has
rippled with its effect into Indian as well and signs of a
slowdown have now be¢ome evident in India as well. Exports
are showing the signs of flagging, ¢ustomers have started
¢anceling orders and payments are not made on time.
Secondly, the financial linkage it has with India may take a
severe turn because of prolonged re¢ession. The same
holds true for most of India’s other developed world business
partners.

HOW THE MELTDOWN IS AFFECTING
INDIAN ECONOMY?

Although our Union Finan¢e minister has maintained that
India will not be affected much by the recession but the fact
remains that Indian In¢ are getting hit by this slump
worldwide. The stoCk market in the Country has ¢rashed in
last few months and trade is also been low.

Hence, taking stock of facts; the major fronts on which the
Indian e¢onomy will get affected and is in fact, already being
affected by the global meltdown are many. The prime ones
are enumerated below:

a). Slowdown in Jobs -

India is the hub of all BPO (Business Pro¢ess Outsourcing)
as well as KPO (Knowledge Process Outsourcing) activity to
almost the whole of the developed world and Eompanies like
Lehman Brothers, Merrill Lyn¢h, AIG and Morgan Stanley, to
name a few, have their ¢aptive research units, brokerage
arms, investment banking arms in India employing several
hundred thousand people in these BPOs and KPOs. In light
of these huge Companies getting severely hit by the
meltdown, jobs in India will definitely be affe¢ted.

That apart, almost all Sectors like real estate, aviation and
information te¢hnology have already started downsizing their
employee strength. Te¢hnology companies like TCS and IBM
had removed more than 500 people each d¢iting poor

performance long before the Lehman Brother winds swept
across India. There are newspaper reports about DLF
(because of the ¢ash ¢runch) and Kingfisher (rise in aviation
oil price and lesser number of flyers taking to the skies)
reducing their staff strength by 300. And almost every other
¢ompany is following suit.

b). Turbulent Financial Markets -

The Indian Sensex has been danc¢ing up and down ever since
the recession story started and foreign investment has been
playing tip-Cat with the Indian financial markets. India is no
longer an isolated island, but is following whatever is
happening in the US, Europe or Asian sto¢k markets as is
evident from how the Sensex has re€ently been following the
Nasdag and Dow Jones. Same is true for the pries of oil,
gold, and aluminum, Copper, steel and any other Sommodity.

c). Increase in loan rates -

First it was the inflation rate that spoiled the party for Indian
borrowers of home loans, personal loans and ¢redit ¢ard
purc¢hases. Now taking a Cue from the US banks -- whi¢h
today are so wary that they are not even lending to each other
for the fear that they may not get their money back -- Indian
banks too have decided to thoroughly scrutinize the
repayment ¢apacity of Indian borrowers lest they too go the
Lehman Brothers way. As their ¢ost of money goes up banks
will pass on this in¢rease to their Sustomers, i.e., borrowers
like you and me, at a higher rate of interest. If banks feel that
borrowers may not return their money they are going to price
it higher to Cover the risk of a few defaulting on their
payments. Hence, the rates of Interest would definitely ¢limb
higher.

d). Cautious Times Ahead -

With the US e€onomy firmly in the grip of a slowdown owing
to the housing price Collapse and the subsequent sub-prime
drama, this slowdown is fast snowballing across global
boundaries and more so India as we depend a lot on the US
for the money they bring in. As the US funds tap is expected
to run dry in the next 6-12 months Indian companies will be
starved of the much-needed cash to expand their
businesses. An impact is already visible in the real estate
sector as developers sc¢our the world in sear¢h of ¢heap
money. If this slowdown impacts the investment ¢limate in
India then we ¢an no more dream of the 7.5-8 per ¢ent growth
rate that was once upon a time ¢onsidered a given. Hence,
the times ahead are ¢hallenging ones and a ¢autious yet
bold stance has to be taken to tide over the rec¢ession and
resume growth.

e). Cuts everywhere -

Job Cuts, Salary Cuts, Production Cuts and Budgetary Cuts.
Its all happening there. The Era of the pink slip has loomed
large and even those who are surviving with their jobs are
faCing salary Cuts, appraisal stops and even negative
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in¢rements. Apart from that, production ¢osts have been &ut
in most of the ¢ompanies of the Indian Manufacturing sector
due to the e€onomi¢ downturn. The survey ¢onducted by
FICCI on the impacét of slow down on the Indian
manufacturing sector that textiles, metal products machinery
and equipments, leather and ¢hemicals et¢, have planned
Suts in their production ranging from 10% to 50% for the
period November 2008 to Mar¢h 09. Companies across the
globe have also tightened their belt by resorting to budgetary
Cuts. Relian¢e Industries Ltd. has launc¢hed "Mission
Kurukshetra" to optimize Costs across all its major industrial
operations. Infosys, Wipro Te¢hnology and TCS Ltd. have
also economized through the reduction of power
¢onsumption, cutting travel and postponement of Capital
expenditure.

SCOPE OF THE RESEARCH:

The significance of the role of Human Resource professional
is evident in the fact that ‘People are the organization’s
biggest assets’. So, when the organization finds itself in
relatively tougher times, it ¢an definitely do much better than
turn its ¢annon on its own assets rather than thinking
Creatively and attempting to find more productive
alternatives to see-through suc¢h down-turn situations.

In the light of this stance, this paper examines the vital role
that Management has to play to manage the ¢hanges
oc&urring in the business environment and maximize the
returns for the organization. It does so parti¢ularly in terms of
the ¢hallenges employers and their organizations are facing
and will fage during the next few years before the recession
wave subdues itself. The paper does this against the
background of an explanation of the ¢hanging nature of
business dynamics in the global meltdown and how HR ¢an
help in managing and influencing the overall organizational
performance. The paper then identifies a range of issues
whi¢h employers and their organizations will need to
Consider in developing appropriate strategies to respond
effectively to the ¢hallenges they now Confront.

RESEARCH OBJECTIVES

The primary fo¢us of the organizations, in these trying times,
should undauntedly be fixed on realizing the potential of their
human ¢apital and using their expertise to Confront and best
manage the ¢hanging organizational dynamics.

The objective of this paper, henée, maybe summed up in the
following points:

® Tounderstand the amount of threat posed to business in
the Indian Context due to the Global Meltdown

® To identify the various means by whi¢h the Human
Capital of almost every other organization is being made
to bear the maximum brunt on ac¢€ount of managing the
meltdown

® To suggest measures as to how Human Resource
professionals ¢an actually play an important role in
managing the human ¢apital in global meltdown.

RESEARCH DATA

This paper has used well resear¢hed Se¢ondary Data for the
study and analysis. Attempts have been made to take the
opinions of some of the most re¢ognized industry leaders
apart from the Se¢ondary data whi¢h has been ¢ompiled and
Collated from - Books, Journals, Magazines, Artic¢les,
Research papers and Websites.

As per the seCondary data ColleCted, we examined the
following specifi¢ but related questions: 1. How E¢onomic
growth is affecting due to global meltdownA 2. How is it
affecting the developed worldA3. Impact of the meltdown on
Indian e€onomy. 4. How is Human ¢apital suffering due to the
meltdownA5. How organisations are managing their human
Gapital in this downturn.

ANALYSIS & FINDINGS:

Our data were ¢ompiled from various sourCes including
research, publi¢ations, and the valuable thoughts of various
but different business leaders, represent mainly the major
steps are being taken by the different orgnisations to sustain
in this eGonomi¢ meltdown. Our analyses are also
determined the factors affecting the organisations’ growth
and survival and beCause of these factors and at the end how
management is managing their Human Capital.

How is Human Capital Suffering because of the
Meltdown?

The real test of any individual or institution lies in the stance
that it takes in times of a Crisis. The re¢ent eConomi¢ tsunami
is definitely an oc¢asion whi¢h requires each organization to
put its best foot forward in managing the meltdown by
formulating innovative and the best of strategies and seeing
toit that they get exeCuted exceptionally well. As the data and
the statisti¢s of the past few months suggest, ever sin¢e the
meltdown sCare started spreading, almost every other
organization has resorted to different means of ¢utting down
on ¢osts and focusing on ¢ore Competencies and functions.
In the process, the support servi¢es and function within the
same organizations have been for¢ed to bear the brunt of
Cost-Cutting the most. And amongst its other peers in the
supporting function domain, HR has been the worsely hit.
The Human Capital of many a Sompany has been issued
¢allous noti¢es and made subject to unreasonable lay offs in
the garb of Controlling bulging expenditures and managing
Costs. So, what all has been the means by which
organizations are pruning down on their human ¢apital in
order to ¢ut CostsA Some of the major steps taken in this
regard are dis€ussed briefly as follows:
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a). Job Cutting Frenzy

Almost all the industries have slowed down on hiring and are
feverishly Cutting jobs. In fact, acCording to a recent survey
report, even companies whi¢h have not been directly
affected by the reCession wave are also trying to use the
exCuse to trim their workforCe riding on the recCession
explanation, hence adding to the human capital woes.
Industry wise, apart from the Banking and Insurance industry,
which has been a bit relu¢tant, almost all the other industries
are ¢utting down jobs starting from Information Te¢hnology,
Real Estate, Tele€om, Retail, Consulting and so on. Hence,
the on¢e awed and admired HR professional is suddenly
nothing more that a fixture in the organization, because the
¢ompany doesn’t feels it has a job anymore for him.

b). Doing away with the HR Function

Because it is being felt that the function of HR is not all that
profitable to feed the revenue of other departments, there are
some ¢ompanies which are aétually doing away with their HR
function entirely and dividing the ne¢essary HR functional
workload in the other respective functions. Hence, they have
started attesting to the s€hool of thought that HR is nothing
more than a fi¢titious function which anybody ¢an do.

c). Trimming of Human Capital Sub-Functions:

Sub-Functions within HR have ¢ome under fire, especially
the function for recruitments. Relruitments are not
happening as it used to in the past few months, there are
many organizations whic¢h are focusing on pruning and
trimming their Recruitment teams and professionals.

Many companies have either Completely done away with the
reCruitments division to ¢ut Costs or made each department
responsible for their own recruitment, if the need arises.
Similarly, employees earlier engaged in Performance
management and Employee engagements have also been
shown the door in many organizations. The former on the
Sount that no appraisal is happening as of now and the latter
bec¢ause no Company, however ¢ash-rich is daring to think of
providing lavish holidays, parties and perquisites to
employees, atleast for sometime.

d). Cut down of investment:

Chris Simpson, ac¢éount manager for Business Link, said
reCently that downs&aling business is “a major dedision that
you shouldn’t take lightly” and should only be entered into
when all other potential ¢ost Cutting ideas have been
“exhausted”.

Contrarily, Companies are very relu¢tant to spend on their
employees in these tough times. And this stoppage on funds
to the function is to the extent that they are not even willing to
pay them their salaries on time as done by companies like
Satyam to manage the ¢runch. The funétion of training and
development has stopped getting the attention it used to in

the growth times when everybody was keen on sending their
employees for all sorts of trainings — Functional Training, Soft
Skills Training, and Behavioral Training and so on, but not
anymore, atleast for most of the mid-size organizations to ut
Gosts. Although, there still are ¢ompanies which feel that
training employees on an array of skills is the only method of
keeping them useful and profitably employable. Similarly, all
investments on HR soft wares have been put on hold by
almost every ¢company and its back to basic¢s for most of
them now.

e). Salary Cuts:

The employees who are managing to somehow hold on to
their jobs, either because their performance was too special
to have them fired, or beCause of the merCy of their
management boards — they are forCed to acCept an array of
innovatively disheartening moves from their companies.
Almost every Company has put the Appraisal in¢rement of all
employees on hold. Companies like Air India have asked
their Top Management to set examples by ¢utting down on
their salaries and even to forego their salary for a couple on
months. Many ¢ompanies are stopping the payment of
Bonuses and In¢entives on the same pretext and some have
moved a step further and have ¢ut down the salaries of their
staff by as much as half and are ¢alling it ‘Award of Negative
In¢rement’. Compensation has also found attractive
perquisites and fringe benefits like ESOPS, holiday
packages and all the Colorful stuff slowly being written off. Al
inthe name of the Meltdown!

RECOMMENDATIONS & SUGGESTIONS
HR actually helps in managing the Meltdown:

Globally, as in India, HR planners have received a jolt
beCause of eConomi¢ slowdown exposing gaps in
management of short & medium term impact on human
Capital and the enterprise.

Given the fact that most organizations are passing through a
finance &runch, it is all the more likely to mean a squeeze on
HR budgets. So when the going has got tough, the Human
Capital ¢an ¢hoose to be either a victim or part of the solution.
Perhaps it's time for the profession to stand firm against ¢alls
from the top for a headCount review and possible recruitment
freezes.

Even if redundancies are required, HR teams need to make
sure they are up to speed to get employers to be more
transparent about proposed ¢uts so that they have an
important role to play in the exit formalities even if they are
happening.

The Human Capital function is under fire and as pointed out
by many, it has the tremendous potential to help in the Cause
of over¢oming the meltdown and the problems that come
with it. In the light of this, HR must now step up its efforts to
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minimise any negative media stories about employee misery
over job ¢uts, by doing what it has done and what it does best
-¢ommunicating effectively and following the correct
proc¢edures.

Some of the major ways in whi¢h the Human Capital of the
organization ¢an help in managing the meltdown situation for
the Company are dis¢ussed briefly as follows:

1. Communication Link:

In the Current séenario, the communication link between the
management and its employees has been snapped be¢ause
of the tension of the re¢ession. Management is unwilling to
fage the employees as all itis been doing sinée late has been
against the interest of the employees and itis not ready to talk
to them about it. For the employees as well, they are under
Constant stress and feel threatened to approach the
management fearing that they may be¢ome the next targets
to befired.

In these tough times, its not serving anybody’s purpose and
this link of Sommunication between the management and the
employees is the Human Capital division. Hence, a very vital
and extremely important role that the Management ¢an play
in the meltdown is to act as effective Communicators to keep
the ¢hannel of Sommunic¢ation open and ease the tension as
both the management and the employees are intough times.

2. Change Management:

Change Management is animportant sub-function of HR and
the task of managing and planning ¢hange management has
to be assigned to professionals. And what more serious
¢hange would there be than the ¢urrent Meltdown. Hence,
the Management of the organization needs to be brought
into the picture to Continuously Gounsel the employees about
the ¢urrent senario that the organization is onfronted with
and make them aware as to what is expected of them in this
situation and how they are expected to behave and perform.
And every smart organization would be willing to work with
the Human Capital division to have a more permanent
¢hange management mechanism that knows more that just
firing employees to manage tough times.

3. Motivate Performance:

Although the industry is going through a lean phase, still, as
they say, the show has to go on! And for that to happen, the
employees who are at work need to find enough motivation in
their jobs to perform. This is another important role that the
Human Resource professional has to play. All employees
must be made Comfortable and they should be made to
understand that the organization is as muc¢h with them in
these tough times as it was when things were much better.
They should be motivated with examples that its not that the
Sompany ¢an fire everybody and still survive.

4. Training & Development

Training the employees on a diverse set of skills and
preferably through internal resources is being dubbed as one
of the best bets to keep the employee and ensure that
keeping him is profitable as well. The Culture of multi-tasking
should be introdu¢ed and employees should be trained on
an array of funétional and behavioral skills so that they are
also able to Contribute meaningfully to the organizational
performance and justify their presence by making it Count.
Help out of the way to keep them engaged in Training, EDP,
sabbati¢al education, may be full-time MBA, short time
programs or On-line Courses

5. Look at Human Capital as a Working Partner

Rather than locking horns with the Human Capital of the
¢ompany, the best that the management ¢an dois to look at it
as their working partners who will help the organization revive
its vitality with time and with its support. Hence, the
usefulness of the management function will then be seen to
assume the role of Strategi¢ dimensions rather than mere
functional importanée and it is this approach which will help
the organization to best utilize their human ¢apital.

6. Managing Exit, if is has to happen

It Cannot be ¢ompletely dis¢ounted that in Certain Cases,
laying off some employees is the only option. For such
¢hroni¢ Cases, the management has to take the tough step of
laying off the requisite number of personnel. But then it
should be ¢lear that Lay-off is not the only alternative to
manage surplus workforée during economi¢ slowdown.
Examine other ways of ¢ost ¢utting like freezing benefits etc.
Lay-off has to be the last resort.

And in those situations, the Human Capital division ¢an
actually make the experience less traumati¢ and painful for
the outgoing employee by effectively communicating the
reasons of his exit and making it ¢lear that it's the situation
and not his performancée whi¢h has warranted the decision.
Be humane and ¢ounsel the sur¢harged laid-off employees
and let them all be aware of the dritiCal situation and
¢ompromise on Eertain eonomic aspects.

7. Counselling and Damage Control

Quite a few employees are aware that their time may have
¢ome as they anti€ipate their exit notice. In suc¢h a situation,
the Human Resources professional has to compassionately
Gounsel the outgoing employee and try to do as much
damage ¢ontrol to make the experience bearable. This is just
so important to keep up the morale of the employee. Also,
there are Companies who are offering ¢lassified
Outplagement services wherein they even help the laid off
employee in finding a new job.
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8. Acting as a Bridge

The HR department needs to act as a bridge between the
employees and the management. The perception and
viewpoints of the employees has to reach the management
to stop them from &rossing the line in Cutting jobs and
headCounts in the ¢ost Cutting frenzy. And it should be
brought to the notice of the Top Management that the best of
initiatives get suc¢&essful when they are implemented by
setting an example. Render the feeling that it is better to swim
and sink together- all ¢uts should start from the top to the
bottom: "Examples are better than peréept"

9. Re-invent Policies and Innovative Practices

Innovativeness has helped many a people survive many a
s¢are. The same holds true here as well. Reinvent poli¢ies so
that employees feel wanted and that will improve employees
loyalty The Human capital function should work on
introducing innovative practi¢es to the workplace like Flexi-
time and Flexi-Work be¢ause actual performance is far more
important that physical presence. Similarly, more employee
partiipation wherever possible, job rotation, skill
enrichment, sharing ¢hallenges, team work, performance
related compensation, timed-Appraisal delays, et¢. ¢an be
effeCtive practiCes to keep the employee ¢onfidenée high
while also keeping in tune with the Cost management
motives.

10. Bring back Calm and Fun to the Workplace

Times have beCome tough and the employees have
becomes tensed. And it is common knowledge that when
workers are not relaxed in their minds, their performance ¢an
never reach its real potential. Have lots of fun at the
workplace to relax the mood as the ¢urrent slowdown has
induced a great amount of anxiety and fear among the
employees: "Humor is the greatest stress buster."

CONCLUSION

Not so long ago, the favorite quote of every organization was
- "People are the Companies' greatest asset. It does not make
any difference whether the product is ¢ars or ¢osmeti¢s"
(Mary Kay Ash, Owner of Mary Kay Cosmetics). It was said
that reCession had ¢hanged everything. But has actually the

role of the human ¢apital dwindled so much as has been felt
by many. The reasons we disc¢ussed above speak volumes
about how human c¢apital still remains the Greatest Asset of
the organization. It's just that this asset has a relatively newer
and more ¢hallenging role to perform now. And to ¢onclude,
the famous saying hasit-  “The final proof of greatness lies
in being able to endure Criti¢ism without resentment” (Elbert
Hubbard).
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ABSTRACT

The objective of this paper is to study and analyse the role of the government in financing and regulating infrastructure sector, with specific reference to
rationale, options risks, and challenges of financing infrastructure projects in India through public private partnership (PPP) mode. The economic
consequences of government provisions of goods and services are thoroughly discussed. The role of the government in regulating the institutional
structure for generating intended economic outcomes in a country amenable to market failures is elucidated. In today’s world of globalisation and
technological changes, unconventional financing options for infrastructure projects have been explored. PPPis a viable financing option for infrastructure
projects. However, such projects have inherent risks for different stakeholders, which are discussed with particular reference to Highways Projects in
Indiia. Allocation and management of these risks is an important factor for success of the PPP model infrastructure projects. The paper concludes with

some policy recommendations and suggestions on infrastructure reforms.
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INTRODUCTION

The term infrastructure is quite heterogeneous. It Covers
ec¢onomic¢ infrastruéture such as roads, ports, water and
sewage systems, electricity, tele€ommunicCations, irrigation
systems, et€. as well as social infrastructure suc¢h as s¢hooals,
Sommunity ¢entres, health Care, eté. It is essential that the
specifi¢ CharacteristiCs of different types of infrastructure are
recognized. As a result of globalization and associated
te¢hnological ¢hanges, Countries are finding it increasingly
difficult to rely on <&onventional tax base to finance
infrastruCture. Therefore, Countries will need to be much
more skilful at raising resourCes through unconventional
methods like auctions, permits, li¢ensing fees, user ¢harges,
and the like. They will also need to ensure that the Cost
recovery and user ¢harges are designed and implemented in
a manner more ¢onsistent with eConomic¢ effi¢iency and
equity than has traditionally been the ¢ase. In order to
produce an efficient alloCation of resourées to achieve
ec¢onomic efficiendy in the provision of infrastructure as a
‘publi¢ good'!, the government has to Consider various
¢hallenges posed by ‘market failures’, in¢luding
‘externalities’. As the opportunity ¢ost associated with the
inCrease in publi¢ sector output is a loss of other goods and
serviCes produced by private sector, a trade-off between the

twois required so as to achieve Pareto effidient condition2.

Inthis paper, an attempt has been made to study and analyse
the role of the government in financing and regulating
infrastructure sector, with specifi¢ reference to financing
infrastructure projects in India through publi¢ private
partnership (PPP) mode. The e¢onomi¢ ¢onsequendes of
government provisions of goods and serviCes and their use
in devising policies for financing infrastru¢ture projects are
thoroughly dis¢ussed. The role of the government in
regulating the institutional structure for generating intended
eConomic¢ out€¢omes in a Country amenable to market failures
is elucidated. Various options for finan¢ing government
expenditure are suggested in order to allow for a trade-off
between effi¢iendy and equity. In today’'s world of
globalisation and tec¢hnologic¢al ¢hanges, unconventional
financing options for infrastruc¢ture projects (at Construction
and operation phases) are explored. Although PPPis aviable
financing option for infrastructure projects, it has got inherent
risks for different stakeholders, benefits as well as
weaknesses. These are disCussed with particular reference
to Highways Projects of National Highway Authority (NHAI) in
India. Allo¢ation and management of these risks is an
important factor for su¢Cess of the PPP model infrastructure

T Goods that provide non-rival consumption - one person’s increase do not reduce quantity to other. Benefit from one unit is the sum of benefits to all users.
2 A Pareto efficient condition is when no one can be made better off without someone else being made worse off.
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(NIBP), United Nations Development Programme (UNDP)

Note : The views expressed in this paper are personal and does not necessarily reflect the views of the UNDP or Government

of Afghanistan or Government of India.
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proje¢ts. The paper ¢oncludes with some policy
recommendations and suggestions on infrastructure
reforms for the Government of India.

RATIONALE OF GOVERNMENT
EXPENDITURE ON PUBLIC GOODS

At the outset, let us understand the rational or eConomi¢
Sonsequences of government expenditure on publi¢ goods.
The d&onsequences vary greatly, depending on how
governments spend the funds. The economi¢ effects of
government expenditure on publi¢ goods fall into two
Categories: ‘Allo¢ative effects’ and ‘Distributive effects’.
Allocative effects refer to the way publi¢ expenditure affects
the pattern of goods and servi¢es produc¢ed by the e€onomy.
For example, does a particular subsidy lead to an inérease in
the output and ¢onsumption of the subsidized goodAlf so,
what are the opportunity ¢osts elsewhere in the eC¢onomyA
Are the other outputs being redu¢edA Distributive effects
refer to the impact on the distribution of real inéome or well-
being i.e. who benefits and who loses from the publi¢
expenditureAln most Cases distributive effeCts are not just on
inGome but on ¢onsumption, asset distribution, and a¢cess
to Current and future opportunities. The impact of
expenditures on pri¢es also requires Careful attention as
expenditure that increase demand but not matched by
Corresponding increase in supply, Could result in sectoral
inflation overall.

Fig 1: Allocative Effects of Government Provision of Goods
and Services

A
Private Sector
Output
P1 ¢
P2 B b
A
0 Gl G2 >

Government Sector Output

There are two ways the government ¢an spend to stimulate
output of some good that is not provided by the private
markets. The government ¢ould pay the private firms to
produce the good or it Eould hire the resourées and oversee
the production itself. The allo¢ative effect, regardless of the
method used, will in¢rease the output of the desired good. In
both Cases, resources that would have been used to
produce other goods in the private sec¢tor are used instead to
produce goods in the publi¢ sector.

The trade-off is illustrated in Fig.1, where output in the
government sector is measured horizontally and in the

private sector, verti¢ally. Initially suppose we are on point C,
with the eGonomy producing OG1, in the publi¢ sector and
OF in the private sector. Now, the government in¢reases its
produdtion so that government sector output increases to
OG2. The result is a move to point B. As a ¢onsequence,
private sector output falls from OP1 to OP2. The opportunity
Gost associated with the in¢rease in government output,
G1G2, is aloss of other goods and services equal to P1P2.

A Competitive priCe system tends, under Certain Conditions,

to produce an efficient allo¢ation of resourées to achieve

‘eConomic effi¢iendy’. In a Competitive price system, the

demand and supply Curves ¢an be interpreted as measures

of marginal benefits (MB) and marginal ¢osts (MC) of
production. Thus, the effiCient rate of output is where
marginal benefits and marginal ¢osts are equal (similar to
price). As per the Fundamental Theorems of Welfare

Economics,

1. As long as producers and ¢onsumers act as perfect
Sompetitors, i.e. take pri¢es as given, then under Certain
¢onditions, a Pareto efficient allocation of resources
emerges.

2. Every point on the utility possibilities frontier ¢an be
attained by a Competitive eGonomy provided we begin
with the appropriate distribution of resources.

Pareto ¢onditions ¢an be derived for infrastructure, which is a
‘publi¢ good'. Consumption effi¢iency ¢ondition is no longer
relevant as all individuals must ¢onsume an identi¢al quantity
ofthe publi¢ good and therefore ¢annot make adjustments at
the margin. As each individual ¢onsumes an identical
quantity, but if it is required to pay ac¢ording to the marginal
benefit of the last unit of the publi¢ good ¢onsumed, then this
¢ondition be¢omes

>MB =MC

Now the question is who should produce publi¢ good.
Government production of a publi¢ good is advantageous
because the government ¢an assess taxes or fees to pay for
it. Who should pay for the publi¢ goodAHow should taxes be
Colle¢ted to finance itAEfficiency Considerations alone do not
provide an answer, as equity Considerations are also
relevant. One option for finanding is to ¢harge each taxpayer
an amount per unit equal to the marginal benefit the taxpayer
reCeives from the provision of the publi¢ good. This is in
accordance with the Benefit Theory of Taxation. This holds
that each person should pay taxes in proportion to the
benefits re¢eived from governmental services. But this is not
as simple as it appears, beCause of the presence of
‘externality’3 and ‘free-rider'4 problem. Externality refers to
an unintended e¢onomi¢ gain or loss accruing to one or
more reCipient units as a result of an eConomi¢ action
initiated by another e€onomic unit provided it is not ¢aptured
in the market price. While pecuniary externalities affect

3 An externality is when one party directly conveys a benefit (positive) or cost (negative) to others.
4 Free-rider problem: One party contributes less than its marginal benefit to the resolution of the externality.
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distribution they do not affect Pareto efficient allo¢ation. For
example, sudden inérease in student enrolment in a
¢oaching town like Kota (Rajasthan) raises rent for everyone.
To take another example from Gould et al (2005), Mall is
owned and operated by single entity — ¢an ¢harge lower rent
to ¢ompensate “anchor tenants” for attracting business;
department store ¢an Capture part of externality through
lower rent; but it will not happen if dept store is lo€ated along
Open Street. Whenever, externalities entail the provision of
publi¢ good such as ¢lean air, water or publi¢ infrastructure
like roads, a free-rider problem arises. For example,
immunization reduces risk of infection and benefits others,
but some people would not voluntarily undergo
immunization — they benefit from immunity of others, but not
willing to in¢ur the Cost themselves. Determining how much
of apubli€ good to provide when free riders exist is difficult.

The government has several poli¢y instruments or financing
options to deal with externalities, su¢h as tax-subsidies,
fines, rules and regulations about onsumption, production
and disposal, distribution and banning the item or activity all
together. The above dis€ussion leads to the ¢onclusion that
government expenditure for provision of publi¢ goods in a
welfare State should be so designed that a trade-off between
effi¢iency and equity is reached. The options for financing
government expenditure, as symboli¢ally represented
below, should be exercised very ¢arefully so as to resolve the
problems of externality associated with publi¢ goods and
non-¢onventional methods should be inCreasingly used.

OPTIONS FOR FINANCING GOVERNMENT
EXPENDITURE

G=R+B+AM+FF +Sy

Where:
G=Gs+G
R=R+R,
B=By+e*B,
FF=FI+A+ S;-ARg
Where:

G = total expenditure on final goods and servi¢es and on
transfer payments by the government

Gg = government consumption expenditure

G; = government investment (or Capital) expenditure
R = total operating revenue of the government

R; = totaltaxrevenue

R, = total non-tax revenue (fees, levies, fines, user ¢harges,
and Cost recovery)

B = total borrowing by the governmentin a given year

By = domesti¢ borrowing from non-monetary authorities

B; = total borrowing abroad, ex¢luding foreign aid and grants
e = exChangerate

M = money supply

FF = non-debt sources of net foreign finance

F, = foreign investment (net)

A = foreign aid (netloans and grants)

S¢ = sale of foreign assets by the government

R = foreign ex¢hange reserves

Sq = sale of domestically — held government assets
(divestment and privatization)

MARKET FAILURES AND GOVERNMENT
INTERVENTION

The origin of the market failure Concept was to demonstrate
that under Certain ¢iréumstances, role of government ¢an be
normatively explained. But, overtime, it atquired a type of
diagnosti¢ use to indic¢ate precisely what type and extent of
government intervention is needed. This oc¢curred in wide
variety of areas such as law, health ¢are, infrastructure, etc.
Reasons provided by the authors for failure of market failure
are:

i) Market failure is everywhere. The authors argue that
there is absence of market failure when property rights
are fully specified and in which transaction ¢osts are
zero. Then the alloCation of resources is efficient.

i) Externalities are defined by transaction Costs.
Externalities arise beCause the transaction costs
resolving them are too high. The net value of
externalities Constitutes the lower boundary for
associated transaction costs. Moral hazard, adverse
selection and principal-agent-problem give rise to
externalities.

Any time government ¢an reduce private transaction ¢osts or
its own costs of provision, it should do so, regardless of
market failure, in¢luding externality. Zebre and M¢ Curdy
(1999) suggest three main propositions on market failure and
government interventions:

i) EConomi¢ theory does not lead to a general
presumption for or against the market system.

i) Market failure does not necessarily justify reCourse to
government, while the government failure does not
necessarily justify re€ourse to the market.

iy E¢onomi¢ boundaries of the state are not stati¢, and
neither has the ¢hanges been smooth historically.

The World Development Report (1998-99) has specified five
groups of generi¢ poli¢ies that government intervention is
required:

i) Freeing, facilitating and stimulating markets
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i)  Usingtaxes and subsidies to alter in¢entives
Establishing rules

Supplying goods through non-market mec¢hanisms
v)  Providinginsuranc¢e and Cushions

For the last two deCades of twentieth Century, there was
Considerable enthusiasm for the market. However, the Asian
Finandial Crises towards the close of the ¢entury and the
recent global eGonomic meltdown have onée again favoured
a shift towards government intervention through proper
regulation and ¢ontrol mec¢hanism.

The role of the government in regulating the institutional
structure for generating intended e¢onomi¢ outéomes in a
Sountry is elu¢idated in Fig.2

Fig 2: The state, institutions, and economic outcomes
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of the State
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Contracts
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Source: World Development Report (1997), p.30

FINANCING OF INFRASTRUCTURE -
OPTIONS AND CHALLENGES

As a result of globalization and assodiated tec¢hnological
¢hanges, developing Countries are finding it diffi¢ult to rely on
Sonventional tax base to finan&e infrastructure projects,
requiring large investments with high gestation period. As
explained in foregoing paragraphs, government provision of
publi¢ goods like infrastructure ¢an neither be dispensed
with nor be left to entirely to the private sector. So the
government has to explore raising resourées through
unconventional methods like audtions, permits, li¢ensing
fees, user Charges, and the like to augment its resources for
financing infrastructure projects. At the same time, it should
encourage but regulate the private sector in investing in
infrastructure. While doing so, it needs to ensure that the ¢ost
reCovery and user ¢harges are designed and implemented in
a manner more consistent with eConomic effi¢iency and
equity than has traditionally been the ¢ase.
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The construction phase of most of the infrastructure of a
Sountry has traditionally been financed from the budgetary
receipts, including government borrowing. However,
globalisation and te¢hnologi¢al ¢hanges and ¢onsequent
¢hanges in publi¢ demand have increased government
budget Constraints. Due to inadequate fund availability,
accumulation of backlog of projects and ¢onsequent Gost
overruns, and ineffi¢iency in the provision of infrastructure by
the publi¢ sector, there is an increasing need for private
secCtor investment in infrastructure. AcCess to latest
te¢hnology and financial markets along with robust ¢apacity
to bear the risks give private se¢tor an edge over the publi¢
secCtor in dealing with infrastru¢ture projects. While the
private sector or publi¢ private partnership (PPP) may assist
in some areas of infrastructure, adequate and effective
publi¢ expenditure on most areas of infrastructure remain
essential for crowding-in other investments.

The financing of the operating phase has often been based
on ¢ost recovery, with varying degrees of subsidies provided
for different types of infrastructure and for different users. The
design and level of subsidies have often been influenéed by
such ¢onsiderations as political power of the users and the
election ¢ycles. Predictably, su¢h subsidies have often been
neither effiCient nor equitable. While Cost re€overy implies
that an adtivity is worth subsidizing, the main issue is the level
of subsidization. ‘User ¢harges’ implies that users should
pay for the full ost of the e€onomi¢ activity. For some types
of infrastructure, it is the user ¢harges rather than Cost
reCovery whi¢h are more appropriate. The nature and the
type of risks associated with infrastructure financing,
in¢luding political and regulatory risks have also be¢ome
Sonsiderably more varied and ¢omplex, and so have the
methods for addressing them. The main challenge,
therefore, is to make the Current tax systems more ¢onsistent
with developments in the world eConomy, but without
¢ompromising the balance between the objectives of
effi¢iency, equity, revenue generation and low administrative
and ¢ompliance Costs.

Publi¢ sector enterprises also need to utilize their existing
assets more effiCiently, and explicitly take into ¢onsideration
the hidden costs borne by their organizations. To reap
benefits from the new methods of financ¢ing and managing
infrastructure, well defined and enforéed property rights and
regulatory laws, poli¢ies, and procedures, as well as skills not
usually attributed to the Civil servants, will be needed. It
should be stressed that the role of government will remain
Critical, though its nature will be different when new methods
are used. Its main role will be to ensure Credibility and
professionalism to the ¢ontract awarding and negotiations
proCess. The government has to ensure that the regulatory
polic¢ies and infrastructures strike an appropriate balance
between the interests of the Consumers, producers, and the
overall publi¢ interest. The recent Controversy of mass
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resignation of 16 Chief Engineers of National Highways
Authority of India (NHAI) to protest against the Planning
Commission’s poli¢y of financing road infrastructure is a
point to ponder. Another teething problem is the new
regulatory struétures used by operators of some types of
infrastruCture (e.g. TeleCom operators) to obtain greater
Soncessions from the government, leading to the 2G and 3G
s¢ams in India. The Enron’s Dabhol power plant ¢ase also
refleCts the importance of Contract specifiCation and
negotiating skills, and the need for transparency in
infrastructure privatization. The Contract specification
required the State and the Central governments to assume
rather large ¢ontingent liabilities, whi¢h have now bec¢ome
actual liabilities, with sharply adverse impact on the fiscal
balance.

FINANCING HIGHWAY PROJECTS USING
PPP APPROACH IN INDIA

The NHAI has been assigned the task of exe€uting National
Highway Development Proje¢t (NHDP) by Govt. of India. The
improvement of National Highways under NHDP marks the
beginning of a new era. The NHDP in¢ludes the Golden
Quadrilateral (GQ) under which four metropolitan Cities of
Delhi, Kolkata, Mumbai and Chennai, which are the hub of
the eGonomy for the Country, are being linked by four/ six lane
state of art modern roads. The PPP has been a preferred
approach for the highway projects by NHAI because of two
main reasons — (a) PPP is expected to augment resource
availability as well as improve effi¢iency of infrastructure
serviCe delivery and (b) time and ost overrun in ¢onstruction
of PPP projects are also expected to be lower cCompared to
traditional publi¢ pro¢urement.

AcCording to the Private PartiCipation in Infrastructure
database of the World Bank, India is se¢ond only to China in
terms of number of PPP projects and in terms of investments,
it is second to Brazil. India has 1,017 PPP projects
acCounting for an investment of Rs. 486,603 ¢rore (Planning
Commission, 2011). The adoption of standardized
do¢uments su¢h as model Concession agreements and
bidding documents for award of PPP projects have
streamlined and a&celerated decision-making by agencies
in a manner that is fair, transparent and ¢ompetitive. This
approach has Gontributed significantly to the reCent strides in
rolling out a large number of PPP projects in different sectors.

There are different types of PPPs. Following Zhang and
Kumaraswamy (2001), the major types of PPP in¢lude:

1. Build-Operate-Transfer (BOT)

2. Design-Build-Operate-Maintain (DBOM)
3. Design-Build-Finan¢e-Operate (DBFO)
4. Build-Own-Operate (BOO)

5. Rehabilitate-Operate-Transfer (ROT)
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BOT Road project

GRANTING
AGENCY

CONTRACTUAL
ARRANGEMENT
Pvt. Sector Performs

Dept. Function Financiers

Equity Investors Lenders,
Guarantors Insurers

Concession
Agreement

OUTCOME BASED
REWARDS :
Design output - specified,
Returns - User Charges

SUBSTANTIAL
RISK TRANSFER :

Demand, Traffic,
Operation Risk

Construction Design Risk

Risk

CONSTRUCTION 0&M DESIGN
CONTRACTOR | CONTRACTOR § CONSULTANT

Fig.3: BOT variant structure of Road Projects of NHAI on
PPP model

The NHAI has been following different models over the years.
With ¢onsultancy services from CRISIL (2008), it has recently
developed a BOT variant stru¢ture - Annuity model, depicted
inFig.3.

In any type of PPP road projects, there are different
stakeholders, facing different risks, as elucidated in Table 1.
Allo¢ation and management of stakeholders’ risks is an
important factor for su¢Cess of the PPP model infrastructure
projects (Yin et al, 2006). Moreover, government's role in
regulation, ensuring appropriate property rights, and in
dispute resolution remains essential particularly when the
private sector is involved in infrastructure. Given the fis¢al
stringency, finanding methods therefore need to be more
¢omplex, requiring financial engineering and legal skills not
normally found in government bureaucracies. It is also
essential to take into acCount total financing Costs over the
whole project CyCle, inc¢luding any Contingent liabilities
arising from government guarantees for infrastructure
projects. Fig.4 illustrates the Cause and effect relationship of
risks involved in the whole project ¢ycle of a typical road
projectin India.

Table 1: Stakeholders’ risks in PPP model highway projects
inIndia

Stakeholders Risksinvolved

Government Service delivery - road getting developed
intime; quality of serviCe- riding quality

Private Adequate Return on Investment (Rol) -

Developers Project development within ¢ost, no time

overruns, profit generation as expected
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Return of principal and interest — project
getting adequate returns, no default by
developer

Lenders

Publi¢/ Users Cost effective service, desirable service
levels, access to non-tolled alternative

routes

Fair rehabilitation and resettlement
assistan¢e/Compensation

Publi¢/ Project
affected Parties

Civi¢ Society Environment risk- air / noise pollution,

excessive falling of trees

Fig.4: Project Development Cycle and the associated
risks.
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BENEFITS

There are many socCial and eConomi¢ benefits of highway

projects:

i) Asaresultoftheimproved road system, industrialization
and other e¢onomi¢ activities are spread more evenly
throughout the Country (distributive effect) and more
entrepreneurs may prefer to establish their business or
production in areas with lower pri¢es of land and with
access to an available workfor€e. This in turn brings in
prosperity to rural areas.

i)  Development emerges along the roads in terms of
vehic¢le repair workshops, restaurants, hotels, etc.
These businesses are known to give spin off in terms of
petty trade gradually developing into larger businesses.
The projeCts establish contacts with government
departments in ¢harge with planning and development
activities, leading to provision of a number of social and
welfare programmes like safe drinking water and
sanitation, electricity, etc.

i) The improved roads would reduce Vehi¢le Operating
Cost (VOC), as the vehicles will be able to travel at a
faster speed, which in turn would reduce time, transport
Sost and the wear and tear of the vehic¢les. Timely and
effective delivery of both goods and passengers will
inCrease effectiveness of agriculture, trade, etc.

iv) InCrease in employment opportunities (dire¢t and
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indirect, permanent and temporary, as well as for short
and long term), aCess to various amenities, increase in
business opportunities, improved traffi¢ safety, increase
in availability of passenger transport services, etc.

WEAKNESSES

Along with the above mentioned benefits brought by the
NHAI projeéts, Certain negative social impacts are inherent
with any developmental project. The negative impacts are:

® |oss of private immovable properties, inc¢luding
agriCulture land, residences, homestead, shops, trees,
wells, etc;

® |ossofsource of livelihood to some people.

These are unavoidable, though suc¢h impadts ¢an be
minimized by ¢lose ¢o-ordination between social, eonomic,
environment and engineering aspects of the project.

Evaluation of NHAI Projects

A study of assessment reports of the PPP mode highway
projects of NHAI by different panels/ authors indi¢ate the
following lacunae (Boeing, et al 2006, Haldea and Mohanty,
2003; Rakshit, 2006; NHDP, 2006):

® In most of the C¢ases, no benc¢hmark against whi¢h
estimated project Costs of bidders were judged, thus
hindering Choi¢es to gain effiCiendy and Cost
effeCtiveness;

® NHAI loan and equity have ¢reated future Contingent
liabilities;

® Uniform pri¢ing poli¢y instead of appropriate price
disCovery;

® Highexposure of private bidder to development risk and
traffiC revenue risk — disinCentive for private investors in
BOT;

® No reputation risk for private bidder ¢reating potential
moral hazard;

® Complex C&ontradtual network Consisting of many
agreements, making ¢oordination and ¢ontrol diffi¢ult;

® Contract agreement and financial statement provide
limited information about the effect of the project on
fis€al balan¢e and publi¢ debt.

CONCLUSION

The above dis¢ussion thus leads to the ¢onclusion that the
role of the government in finan¢ing and regulating
infrastructure secCtor Cannot be underestimated. The
etonomi¢ Consequendes of government provisions of
goods and serviCes should be taken into a¢Count while
devising policies for financ¢ing infrastructure projects,
especially through PPP model. Although there are risks,
benefits and weaknesses in financing of infrastructure
projects through PPP mode, there seems to be no escape in
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today’s globalised ec¢onomy and rapid tec¢hnological
¢hanges. There is no blueprint appli¢able to all ountries or to
all types of infrastructure. As in other areas of publi¢ policy,
professional skills, attention to details of design, planning,
implementation, and regulation, and quality of market
supporting institutions remain Criti¢al ingredients for su¢cess
of su¢h PPP projects. The importance of understanding and
then taking actions to mitigate politial and regulatory risks in
the infrastru¢ture sector, addressing principal-agent and
moral hazard problems, ensuring effective competition, and
taking into ac¢¢ount demand side ¢onsiderations should not
be underestimated. Planning Commission of India has
already ¢ome up with some suggestions to improve the
sector. “Institutional and organizational ¢hanges in some of
the apex agencies involved in laying out the transportation
network are also nec¢essary. The proCess of ¢orporatization
of ports, restructuring of National Highways Authority of India
(NHAI) and the setting up the National Expressway Authority,
form part of this proc¢ess” (Planning Commission, 2011). The
unéonventional sour¢es of revenue generation need to be
explored to supplement the government exchequer for
higher spending on infrastruc¢ture. The fis¢al system should
also take into acCount both the inCome statement and
balance sheet effects, as well as should explicitly address the
issues of Contingent liabilities of the &ountry. Finally,
infrastruCture reforms are necessary to attract, retain and
encourage private investment in infrastructure, which is
essential for sustainable e€onomi¢ development.
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ABSTRACT

The present study identifies various organisational stressors amounting to occupational stress in the Indian Army. A sample of 50 soldiers from the unit of
the Indian Army was studied using structured schedule. The findings of the study reveal ‘lack of control at work’ is the most stress producing organisational
factor, followed by ‘workload and job pressure’ and’ inadequate awareness about profession’. Further, ‘ineffective leadership style’, ‘indifferent
organisational attitude’, ‘insensitive attitude of seniors’, ‘inadequate awareness about profession’, ‘unsupportive colleagues’ and ‘workload and job
pressure’ to be assaciated with occupational stress. Limitations and implications of the Study are have also been summarised at the end of the paper.

Keywords: Stress, Occupation, Soldiers

INTRODUCTION

The burning issue of stress in the Indian Army has been
highlighted by the sui¢idal and fratri¢idal Cases since last
one dec¢ade. Though the rate of su¢h in¢idents got lowered
down in the previous year (Pubby, 2010), yet the spate of
suc¢h ¢ases inthe past few years in¢reased (Singh, 2007) and
is still inCreasing. Indian Army protects the nation from
external and internal aggression and has always proved itself
in the times of ¢rises and wars. Owing to the ongoing proxy
war with the neighbouring Country, a physically and
psyc¢hologically healthy armed workforée is indispensable in
the present s¢enario, and thus this ¢alls for the management
of oCCupational stress in the Indian Army. The first step
towards stress management is to identify the sources
(stressors) from whi¢h o¢&upational stress arises. Infact,
stressor ¢an be anything that ¢auses stress (Ahmadi and
Alireza, 2006). It is in this Context that after identifiCation
efforts need be made to either eliminate or reduce these
stressors. Till date many studies have been carried out on
different aspects of job stress in different professions,
especially on stressors (Singh, 2005; Chandriah et al., 2003;
Kang, 2005; Kang & Singh, 2006). Chandriah et al. (2003)
identified role overload, role ambiguity, role c&onflict,
unreasonable group and politi¢al pressures, powerlessness,
intrinsi¢ impoverishment, low status work and strenuous
working ¢onditions as sources of stress among different age
groups of managers working in different large s¢ale industrial
settings. Further, Kang (2005) revealed positive and
signifi¢ant relationship of stress with job stressors, viz.,
interference of job in personal life, unsupportive Colleagues,
work overload and continuous pressure for improved
performance among medical representatives. In their study,
Kelleher & Mc&Gilloway (2005) found flight attendants having
Certain specifi¢ aspects of their job potentially more stressful
than other publi¢-se¢tor employees, particularly relating to
role insuffiCiency and role boundary subscales.

Singh (2005) in his study examined the relationship of feltrole
stress with journalisti¢ writing attitude and found journalisti¢
writing attitude of newspaper reporters signifiCantly
influenced by role stress felt by them in the form of role
ambiguity, role erosion, role overload, role expectation
Sonflict, eté. Further, every kind of role stress is not
dysfundétional for the efficiency of employees (Singh, 2005).
Moreover, poor interpersonal relations were found to be the
most signifi¢ant factor ¢ausing stress, among the employees
of the ele¢troni¢ industry, besides poor organisational
struCture and climate, work inhibitors, lack of resources,
in¢onsiderate superior and role ambiguity (Kang & Singh,
2006). Fiedler et al. (2000) also established (i) home stress
being positively associated to job stress and (i) stable family
(partner) support being the most important Coping
mechanism among the pilots.

With reference to military, Litz et al. (1997) studied Post-
traumatic¢ Stress Disorder (PTSD) prevalent in the US military
personnel engaged in peacekeeping duty in Somalia and
revealed that PTSD symptoms severity was best predicted
by the reward of military service, war zone stress and
frustration with peacekeeping duty. Further, a study on
military men and women by Bray et al. (2001) examined the
relationship of job functioning to stress, symptoms of
depression, substance abuse and ¢oping style and found
that high stress levels experienéed by both men and women
in their military work negatively affected their performance at
work, whi¢h inturn had an adverse impact on their stress,
depression, substance use and ¢oping styles.

Yet another study by Pflanz (2001) on US military personnel
affrmed that occupational stress had a strong negative
effe¢t on the mental health of soldiers and that generi¢ work
stressors experienced by them were more stressful than
military-spedifi¢ stressors. Additionally, Ahmadi and Alireza

*Dean Academic Affairs & Coordinator SAR P G Department of Commerce, University of Jammu, Jammu — INDIA
**Assistant Professor, P G Department of Commerce, University of Jammu Jammu — INDIA
***Ph D Scholar, P G Department of Commerce, University of Jammu, Jammu — INDIA



A study of occupational stress in the Indian army
*R D Sharma *Gurjeet Kaur *Sakshi Sharma

(2006) focused on the relationship between stress and job
satisfaction among Air-forée military pilots and found that life
stress and organisational stress were the highest sour¢es of
stress for the pilots among life stress, organisational stress,
flight environmental stress and task-based stress.

Most of the literature reviewed studied stress in different
professions. The studies regarding military stress have been
Carried out in the western Countries (Litz et al., 1997; Pflanz,
2001; Bray et al., 2001; Ahmadi and Alireza, 2006) and there
is hardly any empiri¢al study available on this issue in the
Indian Army, except for those done solely for defence
institutions. Thus, the present empiri¢al study aims at filling
up this gap by providing information regarding the
organisational fadtors Causing job stress among Army
personnel. Therefore, the present study aims at identifying
various organisational stressors resulting in o¢Cupational
stress among Indian soldiers and studying the relationship
between these stressors and job stress. Hence, we
hypothesise that:

HO1: There are various organisational stressors resulting in
ocCupational stress inthe Indian Army.

HO2: There exists a signifi¢ant and positive relationship
between organisational stressors and Army oc¢&upational
stress.

RESEARCH METHODS

Participants

The data were ColleCted from 50 active duty Army personnel
working in sensitive area, safeguarding the most troubled
part of the Country from whi¢h the in¢reased suicides and
fratri¢idal ¢ases in India have been reported in the recent
past (Singh, 2007). The area of research for the present study
is thus quite Convincing and justifiable.

Measures

Struc¢tured s¢hedules were used to Colle¢t data from the
soldiers. The scale used for measuring organisational
stressors comprised of 50 items, primarily borrowed from
Baty (2002), which resulted into eight meaningful factors with
28 items after data purification. All the items were based on 5
point Likert s¢ale ranging from ‘Strongly Disagree’ (1) to
‘Strongly Agree’ (5) (10-----05), which were later ¢hanged to
no stress (1), mild stress (2), normal stress (3), moderately
severe stress (4) and severe stress (5). The measure was
found to be internally €onsistent (Cronbac¢h’s alpha=0.90).

Results and Discussion

For the purpose of reducing and purifying the data, factor
analysis was applied on 49 items of o¢Cupational stress
(ex¢luding the overall master statement, viz., ‘I experience
stress in my job’), with principal Gomponent extraction and
varimax rotation method, using SPSS 16.0. All the items with
faCtor loading and ¢ommunalities above 0.50 and eigen
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value equal to or above one were retained. Finally, the
purified data resulted in 28 items Clubbed under eight
fators, viz., ‘insensitive attitude of seniors’, ‘ineffeCtive
leadership style’, ‘unsupportive Colleagues’, ‘indifferent
organisational attitude’, ‘inadequate awareness about
profession’, ‘workload and job pressure’, ‘lack of Control at
work’” and ‘role ambiguity’. For the purpose of maintaining
internal ¢onsistency, factors with value of Cronbach’s alpha
below 0.60wereignored.  Factor-wise analysis is as under
(Table 1):

F1: Insensitive attitude of seniors

The first factor emerging out of factor analysis, viz.,
‘insensitive attitude of seniors’ obtained variance explained
of 62.50%, KMO value of 0.83 and overall mean s¢ore of 1.65
respectively, implying thereby that soldiers are not stressed
due to insensitive and uneasy behaviour/attitude of their
seniors. Moreover, stress felt on account of all the variables
under this factor was also below average level.

F2: Ineffective Leadership style

The seCond faCtor obtained through data purifiCation
reCeived variance explained 0f63.96, KMO value of 0.67 and
a low overall mean value of 2.18. However, the variable, viz.,
‘unComfortable management/leadership style’ with a mean
value of 2.64 signifies that soldiers do feel stressed because
of an uneasy managing approach of their seniors. This is
true, since seniors are a great source of help and support for
the jawans and if there is disharmony between the seniors
and juniors, the same source of support ¢an turn into a
source of stress.

F3: Unsupportive colleagues

Relationship with Colleagues ¢an be a source of stress for the
soldiers, since they are required to work in teams. This factor
acquired variance explained and KMO statisti¢s of 63.26%
and 0.65, respectively. The overall mean sCore (1.55) of this
factor illustrate that Indian soldiers are satisfied with their ¢o-
workers and don't feel stressed because of this job aspect.
Besides, the individual mean sc€ores of the variables under
this factor also reveal the same.

F4: Indifferent organisational attitude

The organisational ¢limate in whic¢h an individual works
influences his attitude, behaviour and performance at work.
A positive organisational ¢limate inCulCates positivity among
employees and viCe-versa. The fadtor, viz., ‘indifferent
organisational attitude’ se€ured 81.26% variance explained
and KMO value above 0.50. The overall mean s¢ore (2.32) of
this factor depiéts mild stress on ac¢count of this factor
whereas the variable Covered under this factor, i.e., ‘insincere
implementation of dignity-related policies’ dis¢losed normal
stress due to non-Compliance with dignity- related poliCies in
the Army.
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F5: Inadequate awareness about profession

This factor with 65.85% varianc¢e explained and KMO
statistiCs of 0.79, reCeived an overall mean s€ore of 2.60, thus
divulging that being inadequately aware about one’s
profession, espedially about ‘stress preventing assistance
available by Army’ (mean=3.34) and ‘dignity-related
policies’ (mean=3.20), makes soldiers distressed. This
result is obvious for the reason that if a person is unaware
about his rights in ¢ase his dignity is being hurt at workplace,
he is boundto feel stressed.

F6: Workload and job pressure

Prin¢ipal Component Analysis produced another
independent factor, i.e., ‘workload and job pressure’ with
varianCe explained equals to 57.55% and KMO value of 0.60.
This factor is found to generate above average or normal
stress among jawans (overall mean=3.05). Table 1
demonstrates that both ‘pressure felt due to workload’ and
‘too many or too ¢ompli¢ated tasks’ with identi¢al means
(3.16) result in distress among army people. Further,
‘Complex tasks affecting well-being’ (2.82) also amounts to
distress. It indicates that workload in the Indian Army is
definitely a ¢ause of Concern for the soldiers.

F7: Lack of Control at work

This factor emerged with 61.77% variance explained, KMO
value of 0.67 and an overall mean of 3.17, highlighting that
lack of autonomy is the highest stress ¢reating source for the
Indian soldiers. Further, all its variables appeared to
Contribute towards their factor with high mean s€ores, with
‘inflexible working hours’ (3.38) producing more stress than
other two variables. In line with this result, White, Connor and
Garrett (1997) found inflexible working arrangements as a
Critical factor in the decision of several women doctors to
leave hospital medicine.

F8: Role ambiguity

Role ambiguity is found to be positively related with job stress
as reflected by many studies (Singh, 2005; Chandriah et al.,
2003; Kang & Singh, 2006). Factor analysis has revealed
‘role ambiguity’ as a factor of job stress with variance
explained and KMO value amounting to 61.79 and 0.62
respectively. Further, the overall mean s€¢ore Came to be 1.23,
whi¢h means soldiers do not perceive their roles as
ambiguous. Moreover, none of its variables is able to
influence job stress (Table 1).

Thus, the first hypothesis regarding identifiation of
organisational stressors was tested through factor analysis,
which led to the emergence of eight independent factors,
viz., ‘insensitive attitude of seniors’, ‘ineffective leadership
style’, ‘unsupportive Colleagues’, ‘indifferent organisational
attitude’, ‘inadequate awareness about profession’,
‘workload and job pressure’, ‘lack of €ontrol at work’ and ‘role
ambiguity’ (HO1).
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To test the sec¢ond hypothesis, product-moment Correlation
was applied. The results highlighted a positive and
signifi¢ant Correlation between o¢Cupational stress and six
organisational stressors, viz, ‘ineffective leadership style’
(0.58), ‘indifferent organisational attitude’ (0.57), ‘insensitive
attitude of seniors’ (0.36), ‘inadequate awareness about
profession’ (0.33), ‘unsupportive Colleagues’ (0.31) and
‘workload and job pressure’ (0.30). However, o¢¢upational
stress was not significantly associated to ‘lack of ¢ontrol at
work’ and ‘role ambiguity’ for the present sample (p>0.05).
Thus, this hypothesis stands partially acCepted (H02).

The results of the study suggest that out of eight factors
identified, only six are producing stress among Indian
soldiers. Moreover, factor analysis highlights that ‘lack of
Sontrol at work’, ‘workload and job pressure’ and
‘inadequate awareness about profession’ with their overall
high mean values are generating distress in the Army. Thus,
in order to manage stress in the Indian Army attention should
be diverted towards controlling these organisational
stressors.

Besides this, the study provides Certain impli¢ations. Firstly,
Sahaja Yoga meditation should be initiated in the Army and
practiCed twi¢e a day for 10-15 minutes prior to physical
exerCises in order to elevate psychological fitness of the
soldiers. Sec¢ondly, stress management programmes should
be conducted at least twice a year and soldiers at every level
should be provided a ¢hance to attend them. Thirdly, some
sort of flexibility should be provided in the stri¢t working
s¢hedules to be followed by soldiers, keeping in view their
rest time, health issues and personal obligations to be
fulfilled by them. This would help in reducing their workload
and inCreasing their productivity level. Fourthly, regular
sessions educating the soldiers regarding basi¢ knowledge
about their profession should be held onc¢e in a week and
soldiers should be rotated in the sessions in such a way that
each soldier attends atleast one suc¢h session in every six
months.

LIMITATIONS AND FUTURE RESEARCH

The present researc¢h work has few limitations. Firstly, the
results of the study ¢annot be generalised to the whole of
Indian Army becdause of its small sample size, thus a study
with large representative sample would provide a Clear
picture of the adtual perCeptions of the Indian soldiers.
Secondly, the sensitive nature of resear¢h might have led to
low scores of stressors, which are rather surprising owing to
the suicidal and fratri¢idal in¢idents in the Indian Army.
Moreover, there is a stigma attached to the soldiers in
disClosing their actual stress levels, whi¢h might have
affe¢ted the results. This limitation of the study ¢an be
¢onquered by a future researc¢h based on a combination of
quantitative and qualitative data ¢ollection methods, whic¢h
would help in understanding the true emotions and problems
of the soldiers. Lastly, the study being ¢ross-sectional ¢annot
be generalised to other o¢¢upations.
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Factors ltems Mean | S.D. | Facétor |Comm.| V.E. |Cronbach’s
Loading (%) alpha

F1 Inability to give open/free feedback 1.36 |.768 | .823 677 |62.50 .86
Insensitive about work ¢oncerns
attitude of Unable to feedback freely if un€ertain about my role 1.34 | .790 | .812 .659
seniors Non-appreciation of efforts 1.44 | 1.44 | .804 .647

Lack of encouragement to raise Concerns 202 |1.27| .799 .638

about work stress

Lack of encouragement for maintaining 184 |1.84| .785 616

healthy work-life balance

Unfree to talk about work and/or home issues 190 190 | .715 512
F2 Ineffective | InCompetent officers 1.80 | 1.02| .830 .689 [63.96 .69
leadership Un&omfortable management/leadership style 210 [1.19| .811 .658
style Non-availability of Constructive feedback by seniors 264 |1.57 | .756 572
F3 Inability to talk openly 1.70 | 1.09 | .837 .701 |63.26 .62
Unsupportive | Unhelping Co-workers 1.18 | .39 .826 .682
¢olleagues Unhappy working relationships 1.76 |1.00 | .718 516
F4 Indifferent | Insin€ere implementation of dignity related policies 2.64 [1.47 | .901 .813 [81.26 .76
organizational| Lack of emotional and practi¢al support 2.00 | 1.20 | .901 .813
attitude
F5 Inadequate awareness about dignity-related policies 320 |1.76 | .891 .793 |65.85 .86
Inadequate | Unclear understanding of the vision, strategies 1.72 | .927 | .802 .644
awareness and objectives
about Unawareness about Army’s rules and regulations 234 |115| .793 .629
profession Inadequate awareness about stress preventing 334 1139 | .792 .628

assistance available by Army health department

Inadequate awareness about powers if harassed at work| 2.32 | 1.22 | .774 .598
F6 Workload | Pressure felt due to workload 3.16 |1.60 | .839 .704 |57.55 .63
& Job Too many or too ompli¢ated tasks 3.16 | 1.42 | .740 547
pressure Complex tasks affecting well-being 282 | 159 | .689 .500
F7 Lack of Unable to plan my workload 298 |1.75| .803 645 [61.77 .69
¢ontrol at Insuffi¢ient authority over te¢hniques and timing of work | 3.16 | 1.70 | .793 .629
work Inflexible working hours 3.38 [1.80| .761 .580
F8 Role Unclear about others’ expectations 1.38 | .846 | .892 795 [61.79 .61
ambiguity ll-defined role and sCope 1.18 | .384 | .892 795

Abbreviations: S.D.-standard deviation, Comm.-communalities, V.E-variance explained
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EFFECTIVE LEADERSHIP STYLES AND
ORGANISATIONAL EFFECTIVENESS - A CROSS
EXAMINATION WITH CHIEF EXECUTIVES AND
EXECUTIVES OF PUBLIC SECTOR ENTERPRISES

A. Senthamil Raja*
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ABSTRACT

Despite leadership being central to the success or failure of an organisation, and various theories and models being advanced for developing new ideas
about the leadership phenomenon, a leadership paradigm for guiding, directing and transforming the Indian public sector enterprises to better meet the
contemporary challenges is yet to emerge. For this reason, this paper attempts to provide the knowledge on the role of leadership styles in the
effectiveness of select public enterprises, namely, Hindustan Lever Ltd (HLL), Chennai Petroleum Corporation Ltd. (CPCL) and Bharat Heavy Electricals
Ltd. (BHEL). A sample of 198 respondents was selected from the chief executives and the executives’ level from the selected enterprises. Both
quantitative data like Annual Reports, ratios and qualitative data, data collected through questionnaire were employed in this Study. The Statistical tools like
anova, coefficients of correlations, multiple regressions and beta coefficients were used to analyse the data set. The results likely to suggest that the chief
executives and the executives of the sample firm prefer to adapt a combination of three prominent leadership patterns viz., authoritarian, bureaucratic and
nurturant task; hence their leadership styles have been rated as non participative formal task. Implications for the findings of the current study and

directions for future research are discussed in the paper.

Keywords: Effective Leadership, Organizational Effectiveness, Public sector enterprises and Beta Coefficients.

INTRODUCTION

In the new Century, the organisations to be su¢cessful, must
CritiCally evaluate and follow all the changes in the
environment in a ¢ontinuous manner. But implementation
and management of these ¢hanges are very risky that it
sometimes places the organisations in problems. To be
sucéCessful in these issues, organisational effectiveness is
said to be important. Organisational effectiveness has been
Considered as a unifying theme for more than a ¢entury of
resear¢h in the management and design of organisations,
yet no universal theory has been developed (Lewin and
Minton, 1986). It is a term that is Compli¢ated, Controversial,
and difficult to conceptualise (Chelladurai, 1987).
Organisational effeCtiveness is ambiguous in
Sonceptualisation and diffi¢ult to measure, due to the fact
that it involves multiple dimensions, for example goals,
pro¢esses, and resources (Chelladurai & Haggerty, 1991). To
date, the multiple Constituen¢y models, in c&reating a
synthesis of the earlier goal approach, process approach,
and system resourée approach, appears to best represent
the multipli¢ity of organisational effeCtiveness.

However one of the important attributes that are found to
measure the organisational effectiveness is the leadership
studies. Several efforts have been made to study the
relationship between leadership and organisational
effe¢tiveness. In an arti¢le, Weese (1994) pointed out that
many who studied leadership have found “Convincing
evidence” for leadership’s importance to the “su¢cess and

survival” of the organisations. However there is ¢ontroversy
as to whether the leadership has a positive impact on
organisational effectiveness or not. For example, Weese's
(1996) study of the relationships among transformational
leadership, organisational dulture, and organisational
effe¢tiveness showed no significant relationship between
transformational leadership and organisational
effectiveness. Similarly, Lim and Cromartie (2001) found that
the leadership is not to relate signifi¢antly to organisational
effe¢tiveness. They suggest that subordinates play an
important role in an organisation’s effectiveness.

As such this piece of resear¢h has been attempted to
empiriCally prove as to whether there is any relationship
between leadership styles and organisational effectiveness
in the selected publi¢ enterprises or not. The purpose of this
study is of three fold. First this study aims at examining the
impact of the seleCted leadership styles on the
organisational effectiveness of the selected publi¢ sector
enterprises.  SeCondly, the study aims at analysing the
various leadership styles desired by the publi¢ sector
enterprise; and finally the study aims at examining the
measure of organisational effectiveness of selected public¢
sector enterprises with Certain quantitative indicators.

This piece of research has three main parts. In the first part,
the theory, explanation of the variables, and their
relationships, leading to various hypotheses were explained.
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The se¢ond part of the paper Consisted of methodology,
whic¢h describes the partiCipants in the study, the measures
used and the statisti¢al methods applied. The last part
succinctly explains the results, disCussion of the findings and
the ¢onclusions drawn from the analysis.

THEORY AND HYPOTHESES
Predicting Effective Leadership Styles

Leadership resear¢h has been extended by numerous
resear¢h studies over the past few decades (Burns, 1978;
Bass, 1985). Early researChes advanced the ¢oncept of
leadership as an influence on individual motivation and
rewards. An effective leader shows ¢oncern for individuals,
motivating workers through delegation, involvement and a
personal ¢oncern for well-being (Herzberg, Mausner, &
Snyderman, 1959; House & Mitchell, 1974). The emphasisin
the early leadership researc¢h was to focus on the individual
as opposed to group goal attainment (Yukl, 1989; Wang,
2001). In the recent years, the leaders who ¢an espouse a
¢lear vision for the organisation, who ¢an develop this vision,
and identify tasks neCessary to acComplish the vision with
their followers, and who ¢an Continue to address the
personal ¢oncerns of the individuals are generally viewed as
effective (Howell & Avolio, 1993). Leaders help followers to
deal withthe ¢hallenges ¢onfronting them and respond to the
upComing ¢hallenges (Bass & Avolio, 1994; Yukl, 1998).
They ¢an build relationships, share in decision making
proc¢esses, Communicate effectively, and even influence the
attitudes and behaviors of their followers (Mackenzie,
Podsakoff, & Ri¢h, 2000; Judge, Thoresen & Pucik, 1999).
Leaders ¢an stimulate followers’ &reativity and provide
solutions to complex problems. The ideas and dire¢tions
would help followers to be responsible for the work assigned
to them by their leaders (Bennis, 2001). Leaders affect
followers’ job satisfaction and performancée, and
fundamentally make a difference as to whether organisations
are effective or ineffective (Hogan, Curphy & Hogan, 1994).
Thus leadership is Considered to be the c&rux of
organisational effetiveness. But it is a wide area that
¢hanges from place to place and situation to situations. For
example, Ganguli (1964) has ¢onducted a study in a state
owned engineering company on leadership behavior. He
reported that top management exeCutives are relatively
authoritarian in their style of functioning. Contrary to his
views, Elahance and Agarwal (1973) have ¢oncluded that
more than fifty per ¢ent of the executives in publi¢ se¢tor have
employed democrati¢ leadership style in their study on
leadership behavior of managers from two publi¢ and two
private sector enterprises. Singh and Das (1977), in their
study on 280 managers from two publi¢ sector and four
private seCtor Companies have found that in the publi¢
enterprises, bureaucrati¢ leadership styles have been
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adopted followed by developer, ¢ompromiser and
autocrati¢. Maheswari (1977) in a study of decision making
styles in six publi¢ sector enterprises found that neither
partiipative nor entrepreneurial style was Correlated with
index of profit or growth. Jain (1982) highlighted the
importance of developing supervisors and emphasised the
role of supervision in the efficiency, productivity and morale
of the employees. In another study by Sharma and
Sunderarajan (1983) in 21 publi¢ sector enterprises, they
found that supervisory relations are poor. In addition, the
organisational ¢limate, reGognition, training and education
and partiCipative management were poor. Kapila (1987)
Sondudted a study in a large publi¢ sector steel Company
sele¢ting 629 mangers as sample found that autocrati¢ style
is the most prominent among work division managers. The
other styles like deserter, exe€utive and the developers are
the dominant styles. Finally, he ¢onc¢luded that the leadership
styles of executives varied with the managerial hierarchy.
HencCe, it is expelted that there may be differences in the
¢hoiCe of leadership styles among the Chief ExeCutives and
Executives from the selected enterprises also. These
theoreti¢al and empiri¢al imperatives provide a basis for the
hypothesis one.

Hp1 = There are significant differenes in the leadership
styles as perCeived by the Chief ExeCutives and the
Executives in the sele¢ted publi¢ seétor enterprises.

Relationship between Leadership styles and
Organisational Effectiveness

As early as 1939, a study by Lewin, Lippit and White (1939)
has demonstrated a positive relationship between
leadership styles and quantity of output, turnover and quality
of decision making. Studies ¢onducted by Katz, Maccoby
and Morse (1950), Chatterjee (1961), Sinha (1976) and Jain
(1982) have demonstrated a relationship between
leadership styles and productivity ¢learly. However, divergent
evidences were shown by Pelz (1956) projecting a negative
Correlation between leadership styles and productivity.
Broadhrust (1969) had reported a positive relationship
between leadership styles and quality of job, whereas Jain
found a relationship between leadership styles and effi¢iency
of production.

Butterfield and Powell (1981) have revealed relationship
between leadership styles and group performance. On the
other hand, relationship between leadership styles and
employee satisfaction was provided by Mullen (1965) and
Stogdill (1974). Relationship between leadership and
motivation was reported by Beer (1964) and Broadhrust
(1969), and relationship between leadership styles and
morale was reported by Wechsler, Kahane and Tannenbaum
(1956). All these shows that there are some relationships
between leadership styles and organisational effectiveness
and this relationship is examined in hypotheses two.
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Hgo = There is some degree of influence in the leadership
styles of the Exedutives on the organisational effectiveness in
the selected publi¢ enterprises.

METHODOLOGY
Participants and Site

The study was ¢onduéted by selecting three publi¢ sector
enterprises, Hindustan Lever Limited (HLL) - Pondicherry,
Chennai Petroleum Corporation Ltd. (CPCL) - Chennai and
Bharat Heavy Electricals Ltd. (BHEL) from Tri¢hy. These
sample units were taken on the following three Criteria: first
reason was that the structure of the selected organisations
were likely to be similar, though, the nature of it were different.
Secondly, the organisations were from entirely different
lo¢ations — Pondi¢herry (Union territory); Chennai
(Metropolitan ¢ity) and Trichy (Distri¢t). Thirdly, these units
were taken from entirely different industries. Due to time and
Gost Constraints, only three industrial units were ¢onsidered.
A sample of 220 executives was drawn randomly and was
issued the self stru¢tured questionnaire out of which only 198
respondents returned back the filled-in questionnaire. 81
respondents were Chief Executives level (18, 27 and 36 from
HLL, CPCL and BHEL respectively) and one hundred and
seventeen respondents were from Executives level (23 from
HLL, 46 from CPCL and 48 from BHEL).

Procedure

The study was based on both the primary and se¢ondary
data. The Human Resourée Manager was approached by
the resear¢her as to get permission for Colle¢ting the data. A
formal letter was given with regard to this, whi¢h was then
passed to the Managing Director for approval. After getting
the permission, the resear¢her was allowed to Collect the
relevant data by way of interview s¢hedules. Additionally, the
annual reports of the selected enterprises have also been
extensively used for Collecting the data regarding the Return
on Investment, Profitability, Cost of production etc.

Measures

The survey instrument Consisted of 60 questions and it was
divided into three main parts. The first part of it ¢ontains
seven questions that Captured demographic¢ variables.
Second part of the questionnaire ¢onsisted of the various
aspects of the leadership behaviour. This part €onsisted of 21
questions that ranged from Always to Never. The next part of
the questionnaire ¢onsisted of 32 questions that dealt with
the organisational effectiveness. The scaling for this
measure ranged from Very High to Very Low. For both these
measure five point s¢aling te¢hnique was used. The first part
and the third part of the questionnaire were Gommon for both
the Chief Executives and Exedutives whereas the second
part of it varies slightly for the different adres.
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Leadership Styles

The various leadership styles that were ¢onsidered in this
study were €ontained in the sec¢ond part of the questionnaire.
Thisin¢ludes:

Authoritarian Leadership -

These types of leader makes all decisions by themselves and
direCts the followers to do without questioning. They
generally believe in ‘Centralisation of power and authority’.

Democratic Leadership -

They always Consult with their subordinates for dedision
making and places a high degree of ¢onfidence with their
followers.

Task-oriented Leadership -

A task-oriented leader emphasises high performance and
achievement of targets.

Consideration oriented Leadership -

They place a high degree of ¢are towards their followers and
are interested in the welfare of their subordinates.

Bureaucratic Leadership -
One who emphasises on strict rules and regulations.
Entrepreneurial Leadership -

Places a less emphasise on rules and more emphasise on
performance.

Nurturant Task Leadership -

These types of leaders direCts and motivates the employee
to be cCommitted to goals and realisation of tasks.

Three set of questions were provided for each styles of
leadership thus Contributing 21 questions on the total. The
séoring ranges from 5 for ‘Always’ to 1 for ‘Never’ for all
leadership styles. For Authoritarian leadership alone the
reverse scoring was given.

ORGANISATIONAL EFFECTIVENESS

Organisational Effectiveness was ¢ontained in the third part
of the questionnaire and there were 32 questions in it. Two
sets of indi¢ators were in it. Set | indi¢ators measures the
quantum of production, Costs that are associated with it,
acquisition and utilisation of resourCes, profitability of the
firm, return on investments and other variables that relate to
how far the exeCutives are well prepared in meeting the
organisational goals. The Set Il indiCators relate to the factors
that reflects how far the exe€utives and chief executives are
well prepared to meet their own day-to-day c¢hallenges. It
Gonsisted of work motivation, managerial morale, job
satisfaction, ¢ommitment, &reativity, managerial
absenteeism, turnover, publi¢ image, growth, stability and
long run survival. The scale for this part ranges from 1 for
“Very Low” to 5 for “Very High”.
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TOOLS OF ANALYSIS

Accounting ratios and perCentages were Computed while
analysing the quantitative data gathered from the Annual
reports of the enterprises. The qualitative data that were
Collected by way of questionnaire/Interview was analysed
with the statisti¢al teChniques like mean, standard deviation,
two way Anova, ¢orrelation and regression.

Certain advanced statistical tools such as cCoefficient of
determination (R2) and beta Coefficient have also been used
todraw the logical, meaningful conclusions.

RESULTS

Table 1 gives a Clear picture on the mean, standard deviation
and F-ratios of Chief exeCutives’ and exeCutives’ leadership
styles of the sele¢ted publi¢ sector enterprises. The Content
of the table revealed that the ¢hief executives of the publi¢
sector enterprises preferred to adopt Considerate leadership
style (mean score being 3.80) followed by democrati¢ and
entrepreneurial leadership styles (the mean scores being
3.75 and 3.71 respectively). The exeCutives’ mean sCore
reveal that they prefer entrepreneurial style (mean score
being 4.08) followed by considerate and demodrati¢
leadership styles (mean score being 4.03 for both).

Table 1 — Mean, Standard Deviations and F-ratios of Chief
Executives’ and Executives’ Leadership Styles (n=198)

Leadership Chief Executives | Executives F-Ratios
styles Mean | SD Mean | SD

Authoritarian 2.30 037 225 | 0.31 0.09
Democratic 3.75 0.40 4.03 0.42 0.17
Task oriented 2.25 039 | 224 059 | 0.07
Considerative 3.80 0.38 | 4.03 0.41 0.04
Bureaucratic 2.21 044 | 229 045 | 0.01
Entrepreneurial 3.7 0.39 | 4.08 036 | 010
Nurturant Task 2.20 043 | 214 043 | 0.08

All °‘F’ ratios are not significant both at 0.05 and 0.01 level of
significance

The two-way ANOVA analysis of the ¢hief executives’ and
exeCutives’ responses shows that all the 'F’ ratios are
insignifi¢ant. The results of the study thus show that there are
no differenées in the ¢hoice of leadership styles between
Shief exeCutives and the executives of select publi¢ sector
enterprises.

Table 2 presents the mean, standard deviation, ¢oeffiCients
of Correlation, multiple regression and beta coefficients on
organisational effectiveness (set | indi¢ators). The index of
productivity is 3.06. The mean sCore for quantity of
produdtion (2.97) is below the average score, whereas, the
mean s¢ore for quality of production (3.14) and effi¢iency in
production (3.06) are slightly above the average s€ore.

Table 2 - Mean, Standard Deviations, Coefficients of Correlation, Multiple Regression and Beta Coefficients of Organizational

Effectiveness: SET | Indicators

Organizational Effectiveness | Mean SD A D T C B E NT R | R?
Quantity of Production 2.97 0.84 - 0.11 -0.1 0.14 -0.14 0.14 0.16  {0.26 {0.07
(.9296) (-.8028) (.8623) | (-.4963) (-.7473)
Quality of Production 314 080 | -0.14 0.19 -0.14 0.21 - 0.18 0.23 |0.25(0.06
(-.7781) (.9541)
Efficiency in production 3.06 0.91 - 0.15 - 0.16 - 0.13 02 |-27(0.07
(1.0341)
Productivity of resources 3.00 0.97 - - - - - - - - -
(0.6002) (-.8614)
Acquisition of resources 3.05 0.92 - 0.17 - 0.2 - 0.2 02 |-29(0.08
(0.8114) (-.6309)
Utilization of resources 3.12 0.92 - - - - - - 012 | 0.3 |0.09
(.8841) | (-1.2372) (-.7174)
Profitability 2.29 0.95 - - - - - - - - -
(.7688) | (-1.0326) |(1.5263) | (-.4184) | (.9830)
Returns on investment 2.26 0.99 - 0.11 - 0.14 - 0.14 013 |-.29 {0.08
(1.0014) (.8304)
Anticipating & meeting problems | 3.18 0.86 - 0.17 - 0.2 0.12 0.18 0.18 |-.27 {0.07
(.6096) (1.4710) | (-.3228)
Anticipating & adapting to changes| 2.74 0.97 - - - 0.11 - - 0.13 |0.26 |0.07
(-.9248) (1.3457) (-.7782)
Handling emergency situation 3.16 0.94 -0.12 0.22 -0.15 0.24 -0.2 0.23 2 0.33 10.11
(1.5529) (.7063) | (1.5534) | (-5966) (-1.5299)
Flexibility of operations 2.98 0.96 - 0.11 - 0.12 - - 0.12 - -
(-.7949)

Figures in brackets indicate Beta Coefficients.
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The low mean scores of profitability (2.29) and ROI (2.26)
shows that unless Clear objectives are laid down for
profitability and ROI, these enterprises may not improve their
performance. On the ontrary, majority of the execCutives in
the selected publi¢ enterprises have opined that
te¢hnological and e¢onomi¢ ¢hanges markedly influenced
the organisational effectiveness followed by legal, social and
political ¢hanges. At the same time, the mean score for
handling emergency situation being 3.16 and flexibility of
operations 2.98 reveals that majority of the exedutives have
reported that emergency situations were handled with the
given resourcées; the results show that mostly technical
emergencies were given priority. On the whole, the analysis
of set lindi¢ators of organisational effectiveness reveal that in
the sele¢ted publi¢ enterprises the organisational
effectiveness is moderate.

The results of the C&oefficients of Correlation, multiple
regressions and the beta CoeffiCients for the data shows that
all partiCipative human affectionate leadership styles have
signifi¢ant positive Gorrelations with the set I indi¢ators. The
autoCrati¢ leadership style was statistically significant with
none of the set | indi¢ators. The Democrati¢ leaders have
signifi¢ant positive Correlations with quantity produced
(0.11), Quality of production (0.19), effiCiency in production
(0.13), acquisition of scarce resourées (0.17), ROI (0.11),
Anti¢ipating and meeting problems (0.17), handling
emergency situations (0.22) and flexibility of operations
(0.11). The democrati¢ leadership style have proved to be
effective and helpful for organisational effectiveness as they
have positive signifi€ant Correlations with most of the set-I
indi¢ators. On the other hand, the task oriented leadership
styles have proved to be totally ineffective for organisational
effectiveness. This style has negative Correlations with the
quantity (-0.1), Quality (-0.14) and handling emergency

*A. Senthamil Raja *P. Palanichamy

situations (-0.15). On the other hand, entrepreneurial type of
leadership, Considerate and nurturant task leadership styles
showed positive associations and ¢onsiderate leadership
style have aé¢ounted for a greater variance.

However, beta CoeffiCients showed that authoritarian and
Gonsiderate leadership styles have contributed for an
in¢rease in the production. Also the beta Coeffi¢ients have
revealed that authoritarian leaders are efficient in the
acquisition and utilisation of resourCes. The freedom given
by democrati¢ leadership style and the affec¢tion shown by
nurturant task leadership style ¢ould not produce positive
influen¢e in antiCipating and adapting to environmental
¢hanges.  With regard to handling emergencies and
flexibility too, the results are not enéouraging.

The analysis of set | indiCators of organisational effectiveness
reveals that in the sele¢ted publi¢ enterprises organisational
effe¢tiveness is moderate. Consistent inverse Correlations
between non partiCipative formal task leadership styles and
the Criteria of organisational effectiveness on one hand and
positive assocCiation with partiCipative human affectionate
leadership styles on the other brings out the fact that better
performance is assoCiated with such c¢haracteristiCs of
superior like ¢onfidence, trust, free from confli¢t, ensuring
Cooperation, Sympatheti¢ attitude, honesty, fairness and
willingness to help the subordinates.

Table 3 gives the mean, standard deviation, ¢oeffiCients of
Sorrelation, multiple regression and beta Coeffiients on
organisational effectiveness for set Il indi¢ators. The mean
séore of motivation was 3.10. It ¢an be stated that motivation
is Caused due to various factors. The mean score of morale is
3.05. The mean scéore of job satisfaction was 3.07.
Psychological commitment was a resultant variable of work
motivation, morale and job satisfaction. The overall mean
sCore of psychologic¢al Commitment was 3.06.

Table 3 - Mean, Standard Deviations, Coefficients of Correlation, Multiple Regression and Beta Coefficients of Organizational

Effectiveness: SET Il Indicators

Organizational Effectiveness | Mean SD A D T C B E NT R | R2
Work motivation 3.10 0.51 - 0.18 - 0.18 - 0.15 0.17 10.25{0.06
(.4256) (.6076) (-.7764)
Managerial morale 3.05 0.37 - 0.15 - 0.15 - 0.12 0.15 0.28 {0.08
(.3814) (.3873) | (.3396) | (.6656) (-.8032)
Job satisfaction 3.07 0.39 - 0.18 - 0.18 - 0.15 0.18 0.27 |0.07
(.6423) (-.6399)
Psychological commitment 3.06 0.44 - 0.18 - 0.18 - 0.15 0.16  {0.28 {0.08
(.3763) | (.5528) (.5816) (-1.0187)
Work group commitment 3.4 0.58 - 0.16 - 0.17 -0.11 0.20 0.18 10.32 {0.10
(.8111) (.4055) | (-.6456)
Creativity 2.83 089 | -0.12 0.20 -0.10 0.21 -0.13 0.20 0.23 |-.30 {0.09
(1.1467) | (1.2678) (-1.0589)
Managerial absenteeism 2.26 1.1 - - - - - - - - -
(-1.6029) (.8523)

Figures in brackets indicate Beta Coefficients.
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Organizational Effectiveness Mean SD A D T C B E NT R | R?
Managerial turnover 3.33 1.02 -14 - -013 - -017 - -0.16 |0.24 (0.06
(-.4841) (-.9061)
Organization stability 3.07 1.07 0.17 0.21 -0.15 0.21 0.19 -0.30 0.09 - -
(-1.4297) | (1.3393) | (2.3894) | (-.6749)
Long run survival 2.89 1.19 - 0.11 - 0.12 - - 0.12 |0.24 0.06
(1.6679) | (2.4288) (-1.9266)
Public image 2.96 0.66 - 0.16 - 0.19 -0.10 0.18 020 |-.29 {0.09
(-.6695) | (.5687) |(1.1764)
Growth 2.85 1.07 - - -0.11 - - - - - -
(-.8995)

The mean s¢ore of managerial absenteeism was 2.26. The
managerial turnover has a mean score of 3.33. The mean
sCores for organisational stability (3.07), long run survival
(2.89), publi¢ image (2.96) and growth (2.85) revolve around
average sCore. The analysis of frequency of executives’
responses showed that majority of exedutives have
perceived that the effeCtiveness on these dimensions were
moderate.

Table 3 gives a Clear picture about the CoeffiCients of
Correlation, multiple regression and beta Coefficients for set |l
indi¢ators. An examination of the results shows that all the
parti¢ipative Human affectionate leadership styles exhibited
positive association with work motivation, managerial
morale, job satisfaction, psychologic¢al commitment, work
group ¢ommitment and publi¢ image. The highest overall
positive Correlation have been shown by the work group
Sommitment (0.32), followed by managerial morale (0.28),
psychologi¢al commitment (0.28), job satisfaction (0.27) and
work motivation (0.25). Though publi¢ image has been
positively Correlated with all the human affectionate
leadership style, it exhibit overall negative Correlation (-0.29)
with all the leadership styles. The variance explained by
these leadership styles on various Set Il indi¢ators also
follows the same order. An examination of the Coeffigients of
Correlation shows that there was a significant negative
Correlation (-0.30) between leadership styles and Creativity.
The R square value (9%) shows that the varianc¢e aééounted
for by the leadership styles was not mu¢h. Hence, it €an be
Soncluded that the present managerial team did not lay
emphasise for enéouraging Creativity.

The low level of R2 value for organisational stability and long
run survival shows that there ¢an be various other variables
whic¢h determine and influence stability and long run survival
of the selected enterprises. Similarly, none of the leadership
styles have shown significant relationship in terms of
managerial absenteeism, turnover and growth. Hende it ¢an
be Considered that the present managerial team ¢annot help
to reduce the absenteeism or to increase the turnover and
growth of the selected enterprises. The beta Coefficients of
set Il indi¢ators show that the ¢onsiderate leadership styles
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have positively influenced the organisational effectiveness in
terms of set Il indi¢ators, whereas, the nurturant task
leadership styles have negatively influenced the
organisational effecCtiveness. The entire analysis, however,
shows that organisational effectiveness assessed in terms of
Certain psychologi¢al Condepts have been adversely
affected by the Conservative, non enterprising, hostile and
apatheti¢ attitude of managerial team.

DISCUSSION

Organisational effe¢tiveness has served as a unifying theme
for more than a ¢entury of resear¢h on the management and
design of organisations, yet no universal theory has been
developed. Leadership ¢an be said to be one of the better
ways to attain the organisational effectiveness in an efficient
way. Thus the main purpose of the paper is to find out the
relationship between the effective leadership and
organisational effe¢tiveness.

The results of the study indi¢ated that the chief execCutives
and the executives of the selected publi¢ sector enterprises
preferred Considerate leadership style, demodrati¢ and
entrepreneurial leadership styles. Likewise, the F-ratios of the
¢hief executives and the exelutives of the selected
enterprises were not signifi¢ant and hen&e it was ¢onc¢luded
that there were no signifiant differences between the ¢hief
exeCutives and the exeCutives in the ¢hoiCe of leadership
stylesin the selected publi¢ sector enterprises.

The analysis of set | and Set Il indi¢ators of organisational
effe¢tiveness reveals that in the selected publi¢ enterprises
the organisational effeCtiveness is moderate. Consistent
inverse Correlations ¢an be seen between non parti¢ipative
formal task oriented leadership styles and the organisational
effe¢tiveness on the one hand and positive assodiation with
partiCipative human affeCtionate leadership styles on the
other for SetlIndicators.

The beta coeffiCients of set Il indiCators show that the
¢onsiderate leadership styles have positively influenced the
organisational effectiveness in terms of set Il indicators,
whereas, the nurturant task leadership styles have negatively
influenced the organisational effeCtiveness.
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On the whole, the ¢hief executives of the selected publi¢
enterprises have been found to give importance to the
Centralisation of decision making and Concentrating the
decision making and ¢oncentrating on immediate results
rather than on long run survival of the enterprise. They are
likely to adapt a Combination of three prominent leadership
styles namely, authoritarian, bureaucrati¢ and nurturant task;
hence their leadership styles have been rated as non
parti¢ipative formal task. The leadership styles of executive
other than chief exeCutives have also been rated as non
participative formal task. It is due to the fact that they lay
emphasising on rules rather than relationships.

Although this resear¢h is adopted with questionnaire
investigation and ¢oncise questions to the best of one’s
ability it is still not known whether the respondents ¢an
substantially understand the original ¢ontextual meaning of
the questionnaire to show the results with a true reflection.

CONCLUSION

Leadership is at the heart of effe¢tive management. Whether
intentional or unintentional, the actions and attitudes of those
in positions of authority affect the actions and attitudes of
employees. This study has provided ¢ompelling evidence for
the importance of ¢ontinuing the efforts to understand the
nature of the leadership behaviors-effectiveness ¢onnection
eté. In this context, the study recommended that the
authoritarian, bureaucrati¢ and Nurturant task leaders ¢an
improve the effeCtiveness of the organizations. From the
practical point of view, the study has several major
managerial Contributions. As many organisations have
suffered from identifying the best leadership practiCes for
enhanding effectiveness, this study has provided useful
guidelines for both organisational performance and follower
improvement. From this study, the managerial professionals
have an opportunity to resolve the better understanding on
their role in the self development and to the development of
the organisations in whi¢h they work for, espedially in the
Current scenario, which is Characterised by inCreasing
¢hallenges and ¢hanges. Based on the results of the study,
several useful information are given for the managers about
the type of leadership whi¢h are commonly available in
publi¢ sector enterprises and the impact of various
leadership styles and organisational effectiveness as
measured by produdtivity, turnover, profitability, job
satisfaction, morale et¢. These inferenées ¢an be very well
used by the atademicians; s¢holars specialising in the field
of leadership and to the managerial professionals to draw up
the Conclusion as to whether this type of leadership is
appli¢able even to the private enterprises and/or to the
¢ombination of both private sector and publi¢ sector
enterprises.
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UNDERSTANDING RISK AND
RISK MANAGEMENT IN INDIAN COMMERCIAL
BANKS: A COMPARATIVE STUDY

Swaranjeet Arora*

Rajendra Jain**

ABSTRACT

Risk exposure in banking system has accentuated due to economic liberalization process followed globally. The uncertainty in banking sector has
increased because of fierce competition, changing socio-economic patterns and market flexibility. Banks are offering innovative products & initiating
steps to computerize their offices to improve speed of their operations so as to provide prompt services to their customers who are becoming highly
demanding. Banks have increased not only in Size but also in functions which has resulted in varied, large and complex banking activities and in turn risk
exposures in banks has increased. All these market developments have caused various types of banking risks which need to be commonly understood
across the bank in order to manage banking risk efficiently. This paper is an attempt to identify the factors that contribute to common understanding of risk
in banks and to compare that common understanding of risk subsists across public sector and private sector banks in India, the empirical study has been
conducted and views of employees of various banks have been tested using statistical tools.

Key words: Risk, Risk management, Banks

INTRODUCTION

Risk is a multifaceted ¢oncept, understood differently by
different people in different situations. Due to its complex
definition utmost ¢are and attention is required while dealing
with risk in an organization. Understanding of risk have been
¢onceptualized to differ in terms of the various Components it
Somprises, such as out€¢ome, uncertainty, expectations, and
potential (e.g. Sitkin and Pablo, 1992), in terms of the various
domains across which it is evaluated, for example, financial,
physical, business, personal (e.g. Dyer and Sarin, 1982;
S¢hoemaker, 1990; Sitkin and Weingart, 1995), and in terms
of its evaluative and informative elements (Vlek and Stallen,
1980). Common understanding of risk is the basi¢
requirement for effiCient risk Management system in an
organization. Understanding of risk as well as risk
management is necessary in financial intermediation
activities where managing risk is one of the important
activities. Sole determining sucess factors in an
organization are not only the te¢hnical development but also
the ability to understand risk strategically and also the ability
to handle and control risk organizationally (Boston
Consulting Group, 2001). In order to realize a risk based
management philosophy, the attitude and mindset of the
employees need to be ¢hanged invariably whereby they
must understand that managing risk is ¢ritical for su¢cess.
This implies that there must be exhaustive training, Clearly
defined structures and responsibilities, as well as positivity to
¢hange. In a banking organization, effiCient risk
management framework requires that Bank staff need to
understand the aspect of risk in banking as well as business
operations. Banks vary a¢¢ording to type and structure of
bank ownerships. Banking Poli¢ies and Strategies are

framed depending upon the bank ownership. Organizational
Culture, attitude and behaviors vary acCording to type of bank
ownership i.e. Private-owned banks and state owned banks.
This difference leads to different levels of risk- taking
behavior and performance of banks and in turn results into
varying level of understanding of risk in different types of
banks. Internal Constituents, analysts, rating agencies,
investors and regulators also have varying levels of
understanding of risk. Present study is an attempt to find out
fadtors Contributing to Understanding of Risk and Risk
management in banks and to identify whether Staff of Publi¢
and Private Sector banks have ¢ommon Understand Risk
and Risk Management across the bank.

LITERATURE REVIEW

Carey, A. (2001) ¢oncluded that risk management is more
important in the financial sector than in other parts of the
eGonomy. The basis of banking and similar finandial
institutions is taking risk in ¢onditions of uncertainty and
providing a guide to the way in whi¢h the various Turnbull
ideas have be€ome the bedroc¢k of risk management and
suggested how they ¢an be developed. Jayadev (2006)
identified a set of aCtions to improve the quality of internal
rating models of Indian banks by analyzing internal Credit
rating practi¢es of Indian banks. The survey revealed that the
¢omponents of internal rating systems, their ar¢hitecture,
and operation differ substantially across banks. The range of
grades and risks associated with each grade also varied
aCross the banks analyzed whi¢h implied that lending
decisions may vary across banks. There were differences
among the rating systems of various banks.
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Hickson, C. and Turner, J. (1996) Suggested that banks are
different due to plasti¢ity of assets and high debt/equity
ratios. Hence, banks need to be regulated and they discuss
the most effiCient method of regulating banks. They also
highlighted that the move from unlimited liability banking to
limited liability banking was ineffiient as it led to a more
unstable banking system. The unstable banking system
required government monitoring of banks. They further
suggested that in order to reduce the ¢osts of monitoring,
regulations su¢h as deposit insurance, prie and quantity
Controls and the separation of investment and deposit
banking were imposed. They argued that deposit insurance
actually has inCreased banking instability and Suggested
that the deregulation pro¢ess of the last 20 years has led to a
more unstable banking system. They argued empiric¢ally that
bank regulation (apart from deposit insurance) promotes
stability rather than €reating banking monopolies.

Banerjee and Duflo (2001) have argued that ¢redit rationing
on ac¢éount of risk averseness is not specifi¢ to domesti¢ and
foreign private banks. Using Indian data, they show that
publi¢ sector or government owned banks ¢an also exhibit
such risk averseness, albeit more on acCount of the political
economy of blame sharing in the event of poor bank
performance than profit motives. That is, the behavior of
banks in emerging e€onomy Credit markets may not be a
monotonic¢ function of ownership; ¢redit disbursal by banks
in inherently high risk markets may be depend on a host of
other factors. Hence, it is worthwhile exploring the Credit
market behavior of banks in an emerging market Context.

Sapienza (2004) found that state ownership of banks affects
the lending rate, as state-owned banks subsidize loans,
whi¢h might be manifest in higher non-performing loans in
the future. A¢€ording to Pausenberger and Nassauer (2000),
the dimension of the potential loss has to be quantified. Here,
the amount of the potential loss for the Corporation and the
Sorresponding probability of o¢¢urrence of this risk have to
be determined. In practi€e, it is useful to Classify the different
risks according to the amount of damage they possibly
Cause (Fuser et al, 1999). This ClassifiCation enables the
management to divide risks that are enabling to threat the
existenCe of the Corporation from those whic¢h ¢an only
¢ausing slight damages. Coleman, L. (2007) provided a
practi¢al explanation of the risk taking behavior of finance
execCutives and ¢onfirms that Context is more important to
dedisions than their ontent. He also explored reasons for
dedision makers faging ¢hoices preferring a risky alternative.
He finally identified the risk propensity and quantified it by
respondents’ attitude towards a risky dedcision, and also
explained decision maker traits using independent variables.

RESEARCH METHODOLOGY

The present study is exploratory resear¢h, which is based on
non-probability ¢onveniente sampling. (judgemental)
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sampling method Sampling unit : 200 employees of publi¢
and private se¢tor banks of Indore division (M.P)

200

50 respondents from SBI and Associates;

Sample size

50 respondents from Other Publi¢ Sector Banks;

50 respondents from Old Private Sector banks and

50 respondents from New Private Sec¢tor Banks.
Tools for data collection

The research instrument used to Collect data was based on
questionnaire developed by Al-Tamimi and Al-Mazrooei
(2007). A questionnaire has been prepared which Consist of
seven questions representing Understanding Risk and Risk
Management and it has been administered on the Banking
employees. Respondents were asked to indiCate their
degree of agreement with each of the questions on a five-
point Likert s¢ale.

Tools for data analysis  One Way ANOVA, Tukey (HSD) test,
Factor Analysis, Kaiser-

Meyer- Olkin (KMO) and Bartlett's test.

The data were analyzed using window based Statistical
package ofthe Social S¢ience (SPSS).

Item Total Correlation

Questionnaire adopted in this study ¢onsisted of seven
questions. As the sample size was 200, item with Correlation
value less than 0.1948 should be dropped. All the items in the
study had Correlation values more than 0.1948 thus; no item
was dropped from the questionnaire.

Reliability of the Measures

Reliability of the measures was assessed with the use of
Cronbach’s alpha on all the seven items. Cronbach’s alpha
allows us to measure the reliability of different variables. It
Consists of estimates of how much variation in scores of
different variables is attributable to ¢hance or random errors
(Selltiz et al., 1976). As a general rule, a Coefficient greater
than or equal to 0.7 is ¢onsidered acCeptable and a good
indi¢ation of constru¢t reliability (Nunnally, 1978). The
Cronbach’s alpha for the questionnaire was 0.827. Hence, it
was found reliable for further analysis.

OBJECTIVES

1. To Compare whether Staff of Publi¢ and Private Sector
banks have ¢common Understanding of Risk and Risk
Management across the bank.

2. To explore the factors Contributing to Understanding
Risk and Risk managementin banks.

3. To open up new vistas of resear¢h and develop a base
for appliation of the findings in terms of implic¢ations of
the study.
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HYPOTHESES

Hoi:  There is no Correlation among seven variables in the
population under study.

Hgpo:  There is no significant difference between SBI and
Assodiates, Other Publi¢ sector Banks, New Private
Sector Banks and Old Private sector Banks in
Understanding Risk and Risk Management.

Hoz:  There is no significant difference between SBI and
Associates and Other Publi¢ seCtor Banks in
Understanding Risk and Risk Management.

Hos:  There is no significant difference between SBI and
Associates and New Private Sector Banks in
Understanding Risk and Risk Management.

Hgps:  There is no significant difference between SBI and
AssoCiates and Old Private sector Banks in
Understanding Risk and Risk Management.

Hoe: There is no signifi¢ant differenée between Other
Publi¢ sector Banks and New Private Sector Banks in
Understanding Risk and Risk Management.

Ho7:  There is no signifi¢ant differenée between Other
Publi¢ se¢tor Banks and Old Private Sector Banks in
Understanding Risk and Risk Management.

Hopg:  Thereis no significant difference between Old private
seCtor banks and New Private Sector Banks in
Understanding Risk and Risk Management.

RESULTS AND DISCUSSION

To test the cCorrelation among all the variables in the
population under study, Kaiser- Meyer- Olkin (KMO) measure
of sampling adequacy and the Bartlett's test of sphericity
were performed and to test the significance of variance and
understand inter-level differenc¢e between and within group
treatments, the data were treated with F-test analysis

Results of KMO and Bartlett’s test of sphericity

As indic¢ated in Table-1, the generated score of KMO was
0.793, reasonably supporting the appropriateness of using
faCtor analysis. The Bartlett's test of spheriCity was highly
signifi¢ant (p<0.01), rejecting the null hypothesis HO1, that
the seven variables are uncorrelated in the population. Using
Principal components with varimax rotation only attributes
with factor loadings of 0.5 or greater on a factor were
regarded as significant. The fadtor analysis generated two
factors explaining 64.87% of the variability in the original
data.

Table-1: Result of the KMO and Bartlett’s test for
Understanding Risk and Risk Management

Kaiser-Meyer-Olkin Measure of Sampling Adequacy 0.793

Bartlett’s test of Sphericity Approx. chi square 508.012
df 21

Sig. 0.000
RESULTS OF FACTOR ANALYSIS

Risk Management Policy:

It reflects that bank frames its poliies related to risk
management after proper feedbacks and reviews and

inGorporates advancéed risk management tec¢hniques whi¢h
are commonly understood across the bank. It is measured
by items 6, 5 and 1 as identified in table 3. These items are
“This bank emphasize on the &ontinuous review and
evaluation of the te¢hniques used in risk management”, “My
bank’s objective is to expand the appli¢ations of advanced
risk management te¢hniques”, and “There is a ¢ommon
understanding of risk management aéross the bank”. Table 2
display that Variable 6 is the strongest and explains 33.22 per
¢entvarian¢e and has total factor load of 0.838.

Risk Management Focus:

It emphasizes the focus of banks towards risk management
in its operations and day to day working. It is measured by
items 3, 4, 2 and 7 as identified in table 3. These items are
“This bank believes that managing risk is important to the
performance and success of the bank”, “I believe that it is
Srucial to apply the most sophistiCated techniques in risk
management”, “Responsibility and acc¢ountability for risk
management is Clearly set out and understood throughout
the bank” and “My bank believes that appli¢ations of risk
management te¢hniques reduce ¢osts or expected losses”.
Table 2 display that Variable 3 is the strongest and explains
64.87 per ¢ent variance and has total fa¢tor load of 0.882.

Table 2: Rotated Factor Matrix for Understanding Risk and
Risk Management

Var. No. F1 F2

V1 0.630

V2 0.597
V3 0.883
V4 0.761
V5 0.773

V6 0.838

V7 0.588
Eigenvalue 3.48 1.06
Cumulative varian€e | 33.22 64.87

Note: F1and F2 are two derived factors.

Table- 3: Factors of Understanding Risk and Risk
Management

Factor| Item ltem Item ltem

—

Risk | Continuous | Advanced Risk| Common
Mgmt.| Review and | Management | Understanding
policy | Evaluation( | Technique (3.6)

3.9) (3.7)

2|Risk | Importance | Sophisticated | Responsibility |Reduces
Mgmt.| (3.9) Techniques and Costand
Focus (3.7) Accountability | Loss (3.7)

(3.6)

The figures in parenthesis represent the average s€ores for
the variables under each Factor that determine
Understanding Risk and Risk Management.
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RESULTS OF ONE WAY ANOVA

Table 4 depicts that the F value for between groups is 36.275
and p value is .000 therefore, null hypotheses HO2 is rejected
at 1% level of signifi¢ance. It means that Understanding Risk
and Risk Management in SBI and assodiates, other publi¢
sector banks, Old private sector banks and New Private
sector banks significantly differ in their mean values. New
Private sector banks and old private sector banks have
highest mean values of 204.5, hene have better
understanding of risk and risk management. SBI and
associates with mean values of 168.5 and Other Nationalized
banks with mean value of 169.5 represents that
understanding of risk and risk management is comparatively
less effective.

Table-4: Results of One Way ANOVA Understanding Risk
and Risk Management

Sumof Squares | df | MeanSquare|F Sig.
Between Groups| 25.053 3 ]8.351 26.275( .000
Within Groups | 62.295 196 | 0.318
Total 87.348 199

* The mean difference is significant at the 0.01 level.

Table-5 represents that p value in groups 2, 3, 4 and 5 is
0.000, 0.000, 0.000 and 0.000 and this means null hypothesis
Hoa. Hos, Hog and Hy; are rejected at 1% signifi¢ance level
and it ¢an be inferred that there is significant difference
between Understanding Risk and Risk management of SBI
and Associates and New Private Sector Banks; SBI and
Associates and Old Private sector Banks:; Other Publi¢ sector
Banks and New Private Sector Banks; Other Publi¢ sector
Banks. While p values in group 1 and 6 is 0.995 and 1.000
and this means that null hypothesis HO3 and HO8 are
rejected at 1% significance level and it ¢an be inferred that
there is no significant difference between Understanding
Risk and Risk management of SBl and Associates and Other
Publi¢ sector Banks; and Old private sector banks and New
Private Sector Banks.

Table-5: Post Ho¢ Test Understanding Risk and Risk
Management

Mean | Std. Error | Sig.| 95%
Difference Confidence
(1) Interval

Lower Upper
o | Bound | Bound
Luskgy SBI | NEWPVT| -0.7234 [0.112753 | .000| -1.015 | -0.431

PUB 00264 |0.112753 | .995| -0.318 | 0.2658

OLDPVT | -0.7182|0.112753 | .000| -1.010 | 0426

NEW | SBI 0.7234 0112753 | .000| 0.4312 | 1.0156
PVT | pug 0.697 | 0112753 | 000| 0.4048 | 0.9892
OLDPVT | 0.0052 |0.112753 [1.000| -0.287 |0.2974

*Swaranjeet Arora *Rajendra Jain

PUB| SBI 0.0264 |0.112753 | 995 | -0.265 | 0.3186
NEWPVT | -0.697 | 0.112753 | .000 | -0.989 | -0.404
OLD PVT -0.691]0.112753 | .000 | -0.984 | -0.399

o | SBI 07182 0.112753 | 000 | 0.4260 | 1.0104
PYT| NewpvT | -0.005|0.112753 [1.000 | -0.207 | 0.2870
PUB 0.6918 | 0.112753 | .000 | 0.3996 | 0.9840

* The mean difference is significant atthe .05 level.

There are ¢onceptual studies made on Understanding Risk
and Risk Management in banks of various Countries. A study
¢onducted by Boston Consulting Group (2001) found that
the sole determining success factors is not the technical
development but the ability to understand risk strategic¢ally
and also the ability to handle and Control risk organizationally.
Al-Tamimi and Al-Mazrooei (2007) found that the UAE banks
staff has good understanding of risk and risk management,
whi¢h might give an indication about the ability of these
banks to manage risks effiCiently in the future. Moreover,
understanding risk and risk management had positive effect
on risk management practi¢e. Rosman (2009) found that the
staff in banks of Pakistan has good understanding of risk and
risk management.

Hassan, A. (2009) assessed the degree to which the Islami¢
banks in Brunei Darussalam implemented risk management
practi¢es and Carried them out thoroughly by using different
teChniques to deal with various kinds of risks. The results of
the study showed that, like the Conventional banking system,
Islamic¢ banking was also subjected to a variety of risks due to
the unique range of offered products in addition to
Sonventional products. The results showed that there was a
remarkable understanding of risk and risk management by
the staff working in the Islami¢ Banks of Brunei Darussalam,
whi¢h showed their ability to pave their way towards
successful risk management. The major risks that were faced
by these banks were Foreign exchange risk, ¢redit risk and
operating risk. Berger and Udell (2004) have proposed the
institutional memory hypothesis which ¢ontends that the
extended passage of time since the last loan bust makes
loan offiCers less skilful in granting loans to high risk
borrowers as newer offiCers replace skilled ones, which
manifests in a build-up of problem loans. The findings of this
study are also in line with most of the earlier studies, where it
was found that Understanding Risk and Risk Management is
¢rucial for banks and also that Understanding Risk and Risk
Management varies in different types of banks.

CONCLUSION

The paper examined whether common Understanding of
Risk and Risk Management exists across the bank in
employees of Publi¢ and Private sector banks in India. This
type of orientation is nec¢essary in the present scenario
beCause progressive de-regulation and globalization has
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exposed Indian banking industry to inreased risk exposures
and in order to manage these risk efficiently there should be
¢ommon Understanding of Risk and Risk management
across the bank. The present study has indic¢ated that Risk
Management Poli¢y and Risk Management Focus are the
two factors for Understanding Risk and Risk management.
From the desCriptive and analytiCal results, it ¢an be
¢oncluded that there is a general understanding of risk and
risk management among the employees of Indian
¢ommercial banks. The results also indiCate that there is a
signifi¢ant difference between the Publi¢ and Private sector
banks in understanding of risk and risk management. New
Private sector banks and old private sector banks have better
understanding of risk and risk management while, SBI and
associates and Other Publi¢ Sector Banks are Comparatively
less effective in this aspect. This reflects that in order to
improve Risk management system in Publi¢ seCtor banks
efforts should be made to train the employees so as to
improve their understanding of Risk and Risk management.
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IMPACT OF TOTAL
QUALITY SERVICE ON BRAND EQUITY

Rachita Sambyal

ABSTRACT

Customer satisfaction no longer constitutes the convincing focus for success and is replaced by customer delight by continuous improvements in total
service quality. Total service quality positively affect brand equity, firm’s market share and penetration. The data was collected using a questionnaire from
136 students pursuing MBA (1V semester) from institutions of Jammu University or affiliated to Jammu University using census methods. The study found
that approved & authorised computer service centres differ with regard to service quality, employees & technology; respondents differ with regard to
nature of equipment, visit to service centre, brand & nature of service centre and high — brand association has emerged as the strongest predictors to
determine overall brand equity. The analysis of the study suggested that TQS have not progressed beyond the "awareness’ stage and requires quality-
based visionary leadership that could entice best practice in TQS implementation ,continuous improvement in organizational performance, internal
marketing focused on skill development, “Imagineering’ and employee participation.

Key Words: TQS, Brand Equity, Service Marketing

INTRODUCTION

One of the greatest ¢hallenges facing organizations today is
the ever-growing ¢ompetition, the ¢ontinuous inCrease in
Sustomer expectation and Sustomers’ subsequent demands
as service improves (Ettorre, 1994). Moreover, ustomers are
becoming increasingly critical of the quality of servie they
experience (Albrecht & Zemke, 1985) for¢ing Companies to
Cut loose from the traditional Customer satisfaction
paradigm, to adopt proacdtive strategies which will assist
them to take the lead in the market-place. One strategy which
has gained momentum, in services, is the oncept of quality
management and total quality service (TQS). Brand has been
termed an” asset’ and " Creator of wealth’. A way to measure
the wealth generated by a brand is to determine its equity.
Srivastava and Shocker (1991) propose that brand equity
Somprises of two CGomponents: brand strength, which
Consists of the set of associations & behaviors on the part of
the brand’s customers, ¢hannel members & parent
¢ompany that allows the brand to enjoy a competitive
advantage and brand value, whi¢h is the financial out¢ome of
management’s ability to strategiCally leverage brand
strength to produce profits. Researc¢hers su¢h as Aaker and
Jacobson (1994, 2001) and Kim, Kim, & An (2003) have also
shown the existence of a relationship between measures of
¢onsumer brand peréeptions and the brand’s financial
performance produding

positive impact on firm’s market share and penetration (
Baldinger & Rubinson, 1996).

Total quality service, brand equity & business
performance

According to Berry etal. (1988), service quality has beCome a
great differentiator and the most powerful Competitive
weapon whi¢h many leading service organizations possess.

ServiCe business sucCess has been assoCiated with the
ability to deliver superior servi¢e (Gale, 1990 and Rudie &
Wansley, 1984) in a bid to gain ¢ustomer loyalty (Zeithaml &
Bitner, 1996) to expand and maintain a large & loyal Customer
base. Delivering quality servit¢e means ¢onforming to
Customer expectations on a Consistent basis. Customers will
remain loyal to a serviCe organization if the value of what they
reCeive is determined to be relatively greater than that
expeCted from Competitors (Zeithaml & Bitner, 1996).
Moreover, in the present competitive setting, if one were to
understand the lifetime value of a Customer (Zeithaml &
Bitner, 1996), developing a long-term Sustomer relationship
is paramount (Gronroos, 1990b, 1991 and Peters, 1988) to
an organization’ s survival. Customers ¢commonly desire
personalized and c¢lose relationships with servi¢e providers
(Parasuraman et al., 1991¢) and value the benefit of
maintaining the relationship (Zeithaml et al., 1996). It has
bec¢ome increasingly important for servi¢e organizations’
vision to Condeptualize the service concept beyond the
short-term financial goal to the long-term “relational value’.
The relational value paradigm (between: customer &
employee; Customer & serviCe organization; employee &
service organization and service provider & servie
intermediaries) has now be¢ome more important than ever
before. Total servi¢e quality ¢an be achieved through service
innovation (Kandampully, 1997), emotional relationship
((Butz & Goodstein, 1996), service personnel (Bejou et
al.,1996), internal orientation (Zilbershtein, 2004) and
organizational ¢hange (Brown & Eisenhardt,1998).

Brand ¢onscious ¢ustomer mindset measures as defined by
Keller and Lehmann (2003) in¢lude "everything that exists in
the minds of Customers with respect to a brand (e.g.
thoughts, feelings, experiences, images, perceptions,
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beliefs, and attitudes) and enompass a wide variety of both
quantitative and qualitative measures of brand equity. Aaker
(1991) proposes a brand equity model whi¢h ¢onsists of the
four mindset measures of brand loyalty, brand awareness,
peréeived quality and brand assodiations, as well as a
measure of other proprietary brand assets, such as
trademarks, patents and ¢hannel relationships.

Total quality service enhances brand equity by
management’s ability to strategically leverage brand
strength (the basis of brand value) to produce profits.

Research gap

The use of Computers and its a¢€essories has enabled the
Corporations to obtain a Competitive advantage by reducing
the time needed to design and bring new produdéts to market,
slashing inventories, ¢ustomizing manufacéturing and
entering new markets. The literature has tou¢hed total quality
servi€e in varied serviCe industries such as library, banking,
automobiles, airlines, housing finance eté. The total quality
services in Computer and its atCessories serviCe centres in
the Context of brand equity has remained untouched. In the
present study the impact of total quality service on brand
equity among MBA students using ¢omputers and its
accessories have been examined,who are expected to use
these IT tools in improving Corporate performance in
automating existing back office processes, keeping track of
Clients& expenses, enhancing key business functions
harnessing full potential of internet for marketing, intranet for
internal  Gommunication and extranets for logistiCs &
distribution.

Hypothesis and objectives

The motive behind implementation of TQS is mainly to
increase effi¢iency, produdtivity (Behesti & Lollar, 2003 and
Dean & Helm,1996), brand equity, store loyalty, quality
Certifiate (Zhang & Wijngaard,2000),a tool for defensive &
offensive marketing, inCrease in sale, striking a balance
between customer perception & expectations, increasing
pur¢hases and free advertising through word of mouth.
Moreover, most ¢ompanies are aware about TQS being
meant only for the ISO 9000 series standards, largely
bec¢ause of its requirement in export market penetration
(Agarwal & Vithala,1996) Thus the first hypothesis is:

Hyps:  Authorised/Approved Computer service Centres
differs signifi¢antly with regard to total quality

service.

To ascertain the significance of mean difference of
authorized and approved computer service
éentres with regard to organization, management,
employees and te¢hnology aspects of total quality
service.

Objy:

The user as the definer of quality plays a ¢entral role in the
quality Concept. The purchases are made mostly on
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Sustomers’ perception of quality attached to a product
(Sudhahar,2005), this customer focused definition of quality
is said to have grown out of the service marketing
literature(Gronroos, 1984 and Parasuraman et al.,1985) . This
¢oncept is slowly shifting to servi€e quality which is defined
as a comparison of what Sustomers feel as service provider
should offer (i.e. their expectations) with how the provider
actually performs (Gronroos, (1982; Sasser et al. ,1978 and
Uolevi L & Lehtinen,1982).Parasuraman et al.(1994) defines
service quality as perceived by Customers as the degree and
directions of dis€repancy between customer’s service
perCeptions and expecltations i.e. P-E (Performance-
Expectations). Although the dis¢ussion of this Goncept is still
happening (S¢hc¢hneider &Bowen, 1993), in the present
study we assume quality as the knowledge of Customers’
needs and their satisfaction and not the (exclusive) presence
of a single property (Deming, Edwards, 1994) .The quality
¢oncept is still being debated, in these terms it ¢an be
explored in many different ways, especially because people
with different socio-demographic¢ ¢haracteristi¢s perceived
TQS in a different way ( Pollitt & Bouckaert, 1995). The next
hypothesisis:

Hyp,:  Respondents with varied ¢omputer usage style
differ with regard to the perceived total quality
service.

Obj,:  To determine signifi¢ant mean difference regarding

perceived total quality servi€¢e among respondents
sub divided a¢¢ording to  institutions, nature of
equipment used, visit to service Centres, brand of
equipment and nature of service Centre

For a decade, brand equity has been ¢onsidered a major
indiator of the value of the brand (de Chernatony, 1999 ).
Within the marketing literature, Customer based brand equity
(CBBE) is Considered an important measure of the value of
the brand in the ¢ustomer perspective ( Swait et al. 1993).
The c¢ompany brand provides information about the
Sompany (Aaker & Biel, 1993) as well as the Company’s
possibilities and promises (Lassar et al. 1995). Brand
associations, ¢onsisting of favourability and uniqueness and
influence the Credibility of a brand signal. In addition, Erdem
and Swait's (1998) empiri¢al research illustrates that the
Credibility of a brand signal is inreased by the marketing of
the brand (brand investment), the level of ¢onsistency and
the &larity of the brand signal. The last hypothesis is :

Hyps: Brand equity is dependent on favourability &
uniqueness of brand associations, the level of
awareness, high quality & popularity, sale service
associated withit.

Objs:  To entiCe predictors of brand equity among the
dimensions of favourability & uniqueness of brand
associations, the level of awareness, high quality &

popularity, sale servi¢e associated with it.
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Research methodology & design

The data was ColleCted from both primary and seCondary
sourCes. The primary data was ColleCted by using a
questionnaire from students pursuing MBA (IV semester)
from institutions of Jammu University or affiliated to Jammu
University. Census methods was adopted in Collecting
requisite information from 136 students. Institution-wise
Joreak up of the students is 30( The University Business
Scéhool in¢luding Kathua ¢ampus), 29 (Priyadarshni Institute
of Management Sciences),30 (MBS College of Engineering
and Te¢hnology ),28 (Institute of Management S¢iences) and
19 (MIET) .The dimensions in¢luded in the questionnaire
were related to general information, quality service,
organization, management, employees, tec¢hnology and
brand equity.

Information from secondary sourées was collected from
various national & international journals pertaining to service
quality, Gonsumer behavior & marketing research, total
quality management, internet etc.

The raw data obtained from 136 respondents was purified
and reduced through factor analysis on SPSS (Version
17.0).The Principal Component Analysis (PCA) with Varimax
rotation (Kakati and Dhar, 2002) ,being the best rotation
proCedure which minimizes the number of items with high
fadtor loading on one fadtor, thereby enhanding the
interpretability of the factors. The process of R-Mode
PrinCipal Component Analysis (PCA) with Varimax rotation
was applied on dimension-wise total quality service
variables. The fadtors extracted were 2 (ServiCe quality), 2
(Organisation), 3 (Management), 2 (Employee
orientation),1(Te¢hnology) and 4 (Brand equity). The test of
appropriateness of the factor analysis has been verified
through KMO measure of sampling adequacy, where the
value greater than 0.5 is acCepted, values between 0.5 -0.7
are mediocre,0.7-0.8 are good and 0.9 greater and above 0.9
superb (Churchill ,11998). Further , dimension-wise values of
KMO and Bartlett's Test of Sphericity , indi¢ating suffiient
¢ommon varian€e and Correlation mix(Dess et al,1997 and
Field,2000).

Dimension-wise, Cronbach Alpha was arrived at service
quality(0.72), Organisation (0.76), Management
(0.69),Employee orientation (0.89),Te¢hnology (0.73) and
Brand equity (0.77).The ¢onvergent validity of the data has
been proved by the positive Correlation matrix of the different
dimensions of the s¢ale. The ¢ontent validity of the sCale was
assessed through review of literature & disCussion with the
marketing experts and subject experts for the selection of
items in questionnaire.

The primary data colle¢ted through survey after purifiGation
was subjected to various statisti¢al tools  su¢h asttest, one
way ANOVA & multiple regression for hypotheses testing
andto draw meaningful onclusions.
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Analysis of results & interpretation

Table 1 shows the output from independent t test measuring
significanCe of mean between authorized serviCe Centres
and approved servi¢e Centres with regard to service quality,
organization, management, employees and technology
aspects of total quality service. In all five dimensions, both
servie cCentres differ with regard to service quality,
employees and te¢hnology as Corresponding t value and the
value of p<0.05. In organization and management aspects,
no significant mean difference exist between authorized
servi€e ¢entres and approved servie centres as the value of
p> 0.05. Thus the hypothesis,” Authorised/Approved
computer service centres differ significantly with regard to
total quality service’ is accepted on three dimensions and
rejected on two dimensions.

Table 2 shows output from F test ¢alulated using one way
ANOVA through SPSS (version 15.00) on five dimensions of
usage style. Respondents differ with regard to nature of
equipment, visit to servie Centre, brand and nature of
servi€e Centre as the Corresponding value of F ratio is
p<0.05. In ¢ase of institution , no signifi¢ant mean difference
exist among respondents with regard to perceptions about
total quality servi¢e. Thus the hypothesis™ Respondents with
varied computer usage Sstyle differ with regard to the
perceived total quality service ' is accepted on four
dimensions and rejected on one dimensions.

Table 3 shows the results of step wise regression analysis
using 4 facétors  to predict the dependent variable of brand
equity of Computers and its ac¢essories. The results of the
regression analysis shows three independent variables as
signifi¢ant in the regression model: “High brand
association’, "The expected brand delivery’ and "Brand
differentiation’. The value of R as 0.142, 0.201 and 0.342
signify the Correlation between predictor and outCome.
"High brand assodiation’ has emerged as the strongest
predictors whereas " differentiated brand’ has turned out to
be weakest predictors as ¢onfirmed by their relative t-values.
The total variability in brand equity a¢¢ounted for by these
three independent variables is 11.7%. Change in R2 is found
to be signifi¢ant as the value of F are well below 0.05%
significance level. The value of Durbin -Watson being ¢lose
to 2 is also indicative of the fact that errors in regression are
independent. Thus the hypothesis “Brand equity is
dependent on favourability & uniqueness of brand
associations, the level of awareness , high quality & popularity,
sale service associated with it is accepted on three
dimensions and rejected on one dimension.

CONCLUSION & FUTURE RESEARCH

The analysis of the study suggested that TQS have not
progressed beyond the “awareness’ stage’. The main ¢ause
is that top  management in these Computer serviCe centres
is only paying lip servie to implementing TQS without any
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real Sommitment to making ¢hanges. Lower level managers
are frustrated because they c¢annot cConvince senior
management of the benefits of TQS. What is required is
quality-based visionary leadership that ¢ould entiCe best
practice in TQS implementation. Institutions of total service
quality awards based on sustaining continuous
improvement in organizational performance, internal
marketing focused on skill development &, “Imagineering’
should also be promoted and outdated habits suc¢h as hire &
fire and holding the workers responsible for all errors must be
dis¢arded. Parti¢ipation by employees in decision making
and development of an organization’s vision is seen as
¢ritical in gaining high-level Sommitment to the organization’
s goals. The implementation of TQS in ¢reating brand equity
requires on-going ¢commitment from the “top floor" and the
“shop floor’.

In future ,similar resear¢hes ¢ould be taken in banking,
tourism & hospitality, educational sectors et¢. within India
and abroad
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Table 1: Output from t test showing significance of mean
difference with regard to tqs dimensions

Total quality | Authorised Approved
service service centres| service centres| t- Level
dimensions |Mean | S.D | Mean | S.D value | of sig

Service quality | 3.98 681 | 278 | 1.11 665 | .043*
Organisation | 3.38 493 | 334 | 115 3.27 | .082
Management | 3.45 J70 | 3.68 | 1.36 218 | 076
Employees  |4.34 | 1.04 | 321 |1.27 | 1.30 | .049*
Technology  [3.21 855 | 378 | 977 | 141 | .032*

Table 2: output from f test showing significant mean difference with regard to institution, nature of equipment,visit to service
centre,brand and nature of service centre among respondents

Usage style Description Nature of variables | Sum of square Df Mean square F Sig.
Institutions TBS Between group 0.832 1 832 1.017 314
PIMS Within group 193.034 135 818
IMS Total 193.86 136
MBS
MIET
Nature of equipment Desk top Between group 2.923 1 974 1.194 | 043"
Lap top Within group 190.943 135 816
Total 193.86 136
Visit to service centre Once ina month Between group 3.846 1 1.923 2.042 | .022*
Once in 3 months Within group 221.297 135 943
Once in 6 months Total 225143 136
Once in a year
Brand IBM Between group 3.927 1 1.309 1613 | .032*
HP Within group 189.938 135 812
Compagq Total 193.866 136
Dell
HCL
Assembled
Nature of service centre | Authorised service centre Between group 56.876 1 9.479 15.985 | .012*
Approved service centre Within group 136.990 135 993
Not known Total 193.866 136

Level of significance 0.05

Table 3: Regression model summary (with coefficient) of brand equity as dependent variable (step-wise multiple regression

method)
Model | R R2 Adj. R2 | St. error ANOVA | Sig. level | Beta | t Sig. level | Durbin
of estimation Watson
1 142 a .020 .061 .6924 4.853 .029 42 | 220 | .029 1.872
2 .201b .041 .032 6867 4.964 .008 150 | 2.23 | .026
3 .342¢ 17 106 6602 10.325 | .000 482 | 4.49 | .000
a.  Predictors(Constant): High brand association
b.  Predictors (Constant): High brand associationand Expected brand delivery
c. Predictors (Constant): High brand association, Expected brand delivery and Brand differentiation.
d.  Dependentvariable :You are satisfied with the brand and services associated with it.

1
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BALANCED SCORECARD
A TOOL FOR PERFORMANCE MEASUREMENT

Seema Srivastava

ABSTRACT

Performance measurement is very significant but highly complex issue in all organizations. Measurements are the yarasticks that do not tell only how we
have done but also motivate employees to perform. Many financial tools have been used by industries to measure performance such as contribution
margin, operating profit, net profit, variance figure, return on capital (ROI), residual income (R) efc. But these measurement concepts have been
criticized by both academicians and corporate managers. To avoid the limitations of financial measures, Rebert Kaplan and David Norton developed a
technique known as balanced scored to complement financial measures of past performance with measures of the driver of future performance.

Key Words: Performance Measurement Balanced Scorecard, Financial Perspective, Customer Perspective, Internal Business Perspective, Innovation

and Learning Perspective.

INTRODUCTION

Performanée measurement is ¢onsidered highly omplex
and unresolved issue in every organization. All organizations
are always in sear¢h of measurement te¢hniques which ¢an
help them in achieving organizational objectives, measuring
performanc¢e, motivating employees for better performance.
It is suéh a management aspe¢t whi¢h involves human
Somponent in different activities relating to performance
measurement such as:

® Who setsthe objectives/targets inthe first placeA

® Who develops /designs the performances
measurementsA

® \Whowould be involved inthe measurement exercise/A

® Who would be assigned responsibility to
interpret/explain the meaning of measures obtainedA

® Who would assist/Coordinate in implementing the
performance measurement systemsA

® \Whose responsibility would be to improve performance
measuresA

Performancée measurement is not ¢onfined to the question of
‘how to do it' but rather ‘how to make it suceed’.
Measurements are the yardsti¢ks that do not tell only how we
have done but also motivate employees to perform.
Mohamed Zairi1 observes:

“Measurement is the trigger for improvement. Improvement
leads to building strengths, growth and prosperity. It is
therefore not very surprising to see that organizations that
tried very hard to measure have eventually su¢ceeded in
se€uring commanding positions in the market place.”

"Measurement induces d&uriosity, interrogation and
¢hallenging the way things aré¢ done It ensures
understanding, strong focus and builds Ccredibility. It
represents the value and the output that people ¢ontribute to
the Customer. Controlling the Consistendy of su¢h an output
and ensuring that the value of the 'work effort' will always

remain high, it ¢an only ¢ome through scrutiny, ¢hallenging
and interrogating (i.e. learning to do the right things, learning
to work smarter rather than harder, learning to be effective,
learning to use the best knowledge available and learning for
the sake of learning)."

"Measurement, however, is not about ¢ounting, Colle¢ting
absolute data, or building league tables. Measurement for
the sake of measurement will not lead to ¢hange in behaviour
if it appears to be threatening, if it is intended to apportion
blame and if it is to lead to reprimands (i.e. who did it). For
measurement to be effetive it has to be non-threatening,
fo¢using on the process, geared towards improvement and
positive action. Measurement has to be hard on the problem
but soft on the owner."

EXISTING MEASUREMENT TECHNIQUES

Many financCial tools have been used by industries to
measure performanée such as contribution margin,
operating profit, net profit, variance figure, return on capital
(RQOI), residual inCome (RI). But these measurement
¢oncepts have been critiCized by both academicians and
Corporate managers. Itis argued that these measures do not
help the organizations in meeting challenges ¢reated by
modern-day business environment. Su¢h measures focus
on only quantitative and short-term results, they imply cost
and revenue data, not the organizational or management
proCess; data used for these measures are outdated and
irrelevant; measures generally relate to single activity, single
dimension; measures do not cConsider customer
perspective. Performance measures Currently being used
are based on bottom-line finandial results and inhibit the
¢ompanies' attempts to inorporate ¢hanges and bring
improvements such as total quality management (TQM),
just-in-time (JIT), advan¢ed manufacturing system (AMS),
activity - based management (ABM), new tec¢hnology, global
¢ompetition.  Johnson and Kapan2 have Criti¢ized the
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traditional performanée measurement systems and
¢omments:

"Today's management accounting information, driven by the
pro¢edures and d&ycle of the organization’s financial
reporting systems, is too late, too aggregated, and too
distorted to be relevant for managers' planning and ¢ontrol
dedisions."

Mark Graham Brown3 has mentioned the following
problems associated with existing measurement systems:

Too much data.

Allmeasures are short-term focused.

Lack of details

Measures that drive the wrong performance
Measures of Courtesy versus competence
Measures of behavior versus ac¢omplishments

Measures encCourage Competition and disCourage
teamwork.

Kaplan & Norton's Balanced Scorecard on
Performance Measurement

To avoid the limitations of financial measures, Robert Kaplan,
a Harvard Professor and David Norton, a ¢onsultant,
developed a te¢hnique, popularly known as Balanced
Scorecard' (BSC). Kaplan and Norton4 ¢omment on BSC as
follows:

"The Balan¢ed Sc¢orecard (BSC) provides managers with the
instrumentation they need to navigate to future Competitive
sucCess. Today, organizations are ¢ompeting in Complex
environments so that an acéurate understanding of their
goals and the methods for attaining those goals is vital. The
Balance S¢orecard translates an organization’s mission and
strategy into a Somprehensive set of performance measures
that provides the framework for a strategi¢ measurement and
management system  The balanced sCoreCard retains an
emphasis on achieving financial objectives, but also
in¢ludes the performanée drivers of these financial
objecCtives The Sc&orecard measures organizational
performance across four balanced perspectives: financial,
Sustomers, internal business pro¢esses and learning and
growth. The BSC enables ¢ompanies to track finandial
results while simultaneously monitoring progress in building
the Capabilities and aéquiring the intangible assets they need
for future growth."

Meaning of Balance in Balance Scorecard

AcCording to AtKinson, Banker, Kaplan and Mark
Young5, to be balan¢ed, performance measurement
systems must meet two requirements:

I. They should reflect the organization’s understanding of
Gauses of successful performanée on the organization’s
primary objectives-that is, the performance measurement
system should monitor both the organization’s performance
and what management believes are the drivers of
performance on the organization’s primary objectives. This is
the depth requirement of being balanced.
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2. The performan¢e measurement system should measure
the most CritiCal aspects or differentiators of organization
performance. These aspects give the organization its unique
abilities to achieve its primary objective. This is the breadth
requirement of being balanced.

The focus of the balanced scoreCard is a system of
performance measurements that organizations use to track
performance on its primary and sec¢ondary objectives. In this
sense, the organization’s planning and strategy, which
defines what relationships the organization must develop
with its employees, its suppliers, and the ommunity to be
successful with its targeted Customers, defines the fo¢us and
s€ope of the balanced s€orec¢ard.

Perspectives (Factors) in Balanced Scorecard

The BalanCed S¢ore€ard ¢omplements financial measures
of past performance with measures of the drivers of future
performance. The objectives and measures of the s¢orecard
are derived from an organization’s vision and strategy. The
objectives and measures view organizational performance
from four perspectives: financial, Sustomer, internal business
proc¢ess, and learning and growth. These four perspectives
provide the framework for the Balanced Scorecard (see Fig.
1and?2).

Translating Vision and Strategy:- Four Perspectives.
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The Balanced Score€ard expands the set of business unit
objectives beyond summary financial measures. Corporate
exeCutives ¢an now measure how their business units Create
value for Current and future ¢ustomers and how they must
enhance internal ¢apabilities and the investment in people,
systems, and procedures necessary to improve future
performance. The Balanced S¢ore¢ard ¢aptures the Critical
value-Creation activities cCreated by skilled, motivated
organizational parti¢ipants. While retaining, via the financial
perspective, an interest in short-term performance, the
Balan¢ed Scorecard Clearly reveals the value drivers for
superior long-term financial and Sompetitive performance.
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Four Perspectives of a Balanced Scorecard

Financial |Is the company| Operating income, Return on assets,
achieving its Sales growth Cash flow from
financial goals? | operations, Reduction of

administrative expense.

Customer | Is the company | Customer satisfaction, Customer
meeting retention, New customer acquisition,
customer Market share, On time delivery, Time
expectation? to fill orders.

Internal | Is the company | Defect rate Lead time, Number of

Process | improving critical | suppliers, Material turnover, Percent
internal process? | of practical capacity.

Innovation | Is the company | Amount spent on employee training,
improving its Employee satisfaction, Employee
ability to retention, Number of new products,
innovate? New product sales as a percent of

total sales, Number of patents

Fig. 2:-Some Examples of Measures for the Four Perspectives
ofa Balanced Scorecard.

Business organizations using balanced s€ore¢ard generally
develop three to five performanée measures for each of four
dimensions and the measures are tied to the Company's
strategy for sucCess. Some potential measures for each
dimension areillustratedin Fig.3.

Balanced Scorecard Example

Strategy: To be the leading organization in our industry
through Constant innovation and adaptation to our
environment. We will measure su¢éess in terms of value
Creation for our shareholders and Customers, by the learning
and growth of our employees, and by our good corporate
Citizenship.

Objectives Initiatives Performance Measure | Target
Financial

Perspective

Increase Develop new Return on assets 25%
shareholder wealth, products, Increase | Percentage growth in | 30%
Provide growth online sales sales

Customer

Perspective

Increase market | Increase Percentage market 10%
share, Increase  |advertising, share Percentage 9%
customer Increase post sales| satisfied through
satisfaction Services survey.

38

Internal Business
Process
Perspective
Reduce throughput|Reduce non-value-| Average throughput | 4hours
time, Provide on- |added Activities, | time 90%
time delivery, Streamline delivery| Percentage on-time
Reduce defects | process, Develop | delivery 0.01%

employee quality | Percentage defects

teams
Learning and
Growth Perspective
Develop a multi | Provide employee | Percentage of 80%
skilled workforce, |training, Hire new | employees with
Improve employees in multiple skills, 20%
information computing, Pay | Number of
systems, Reduce [higher salaries employees in 10%
employee turnover computing,

Percentage annual

Fig. 3:- Balanced Scorecard Example

Kaplan and Norton's model of Balanced S¢orecard in¢ludes
the following perspectives:

1. Finandial Perspective

2. Customer Perspedtive

3. Internal-Business-Process Perspective
4. Learning and Growth Perspective.

1. Financial Perspective

The BSC retains the financial perspective since financial
measures are valuable in summarizing the readily
measurable economi¢ ¢onsequences of actions already
taken. Financial performance measures indiCate whether a
¢ompany's strategy, implementation, and execution are
¢ontributing to bottom-line improvement. Financial
objectives typically relate to profitability - measured, for
example, by operating in€ome, return-on-capital employed,
more reCently, e€onomi¢ value-added. Alternative finandial
objectives ¢an be rapid sales growth or generation of ¢ash
flow.

Most Companies do have data on the traditional measures:
profit, ROI. InCome, expenses, ¢ash flow, seCurities prices,
acCounts receivables, acCounts payable and so on.
However, it is argued that this does not neCessarily mean that
these are the right measures for running a business. The
problem with most ¢ompanies' approach to measuring
financial performance is that they measure too many things,
and too few of the measures are data that are useful in
managing performance in the organization.  In other words,
most financial reports do not ¢ontain the right amount or the
right data that managers need to make good business
decisions and effecCtively run the organization?.

Financial measures in the balanced scorecard should
¢ontain three types of information:
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Historical data: - How did we do last month, last week, this
year, lastyear and so onA

Current data: - How are we doing right now, today/A

Future data: - How will we be doing in the next few months
oryearsA
Historical financial measures indicate how well an

organization is doing with regard to sales, profit, ¢ash flow,
eté. These are all measures of Corporate performance that
are based on history. Histori¢al data are interesting but do not
enable a manager to do much to improve future
performance. Future-oriented finandial data provide
strategi¢ measures that help to make decisions which will
have long-term effeéts on the company. Another measures
that are useful in measuring overall organization
performance are e¢onomi¢ value added (EVA), market value
added (MVA), activity-based Costing (ABC).

2 Customer Perspective

In the Customer perspective of the Balanded Scorecard,
managers identify the ¢ustomer and market segments in
which the business unit will Sompete and the measures of the
business unit's performance in these targeted segments.
This perspective typically in¢ludes several ¢ore or generi¢
measures of the sucCessful outComes from a well-
formulated and implemented strategy. The Core out€ome
measures include Customer satisfaction, Customer retention,
new c¢ustomer ac¢quisition, Customer profitability, and market
and ac¢¢ount share in targeted segments. But the ¢ustomer
perspective should also inc¢lude specifi¢ measures of the
value propositions that the company will deliver to Customers
in targeted market segments. The segment-specifi¢ drivers
of Core ¢ustomer outéomes represent those factors that are
criti¢al for ¢ustomers to swit¢h to or remain loyal to their
suppliers. For example, Sustomers ¢ould value short lead
times and on-time delivery, or a Sonstant stream of innovative
products and services, or a supplier able to anti¢ipate their
emerging needs and ¢apable of developing new produdts
and approaches to satisfy those needs. The customer
perspective enables business unit managers to articulate the
Customer and market-based strategy that will deliver
superior future finandial returnss.

The ¢ore measurement group of customer out€omes is
generi¢ across all kinds of organizations. The Core
measurement group in¢ludes measures of.

Market Share
Customer retention
Customer ac¢quisition
Customer satisfaction

Customer profitability

These ¢ore measures ¢an be grouped in a ¢ausal ¢hain of
relationships
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Figuwe 3:- The Cuieramer Ferspective- Core Measares
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Market Reflects the proportion of business in a given

Share market (in terms of umber of Customers,
amount spent, or unit volume sold) that a
business unit sells.

Customer |Measures, in absolute or relative terms, the

Acquisition rate at which a business unit attracts or wins
new customers or business.

Tracks, in absolute or relative terms, the rate at
which a business unit retains or maintains on
going relationships with its Customers.

Customer
Retention

Customer |Assesses the satisfaction level of Customers
Satisfadtion|along specific performance Eriteria within the
value proposition.

Customer
Profitability

Measures the net profit of a ¢ustomer, or a
segment, after allowing \ for the unique
expenses required to support that Sustomer.

3. Internal-Business-Process Perspective

In the internal-business-process perspective, execCutives
identify the Critical internal proCesses in which the
organization must exCel. These processes enable the
business unitto

® Deliver the value propositions that will attra¢t and retain
Sustomers in targeted market segments, and

® Satisfy shareholder expectations of excellent financial
returns.

The internal-business-process measures focus on the
internal proc¢esses that will have the greatest impact on
Customer satisfaction and achieving an organization’s
financial objectives. This perspective aims to control
processes to produce reliable and ¢onsistent products and
services. Performing the right proesses in the right manner
leads to Consistent in levels of product and servi¢e quality.
The diffi€ulty lies in finding the right process variables to
measure and setting the standards appropriate to
performance levels of eath of the profess measures.
Pro¢ess and operational measures are leading-edge
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measures that are more short-term-fodused. These are the
measures that are typically monitored every day or at least
every week. Some process variables are even monitored
Continuously to ensure the production and delivery of high-
quality products and servies. A¢hieving good performance
levels on process or operational measures leads to high-
quality products and servi¢es, which, in turn, lead to satisfied
or delighted ¢ustomers which lead to repeat business and
promote an organization’s long-term survival and su¢c¢ess9.

In order to achieve Consistently high performance, an
organization must ¢ontrol its inputs. The two most important
inputs to good performance are knowledge of Customer
requirements and high-quality goods and services from key
suppliers.

The internal-business-process perspective reveals two
fundamental differenées between the traditional and the BSC
approaches to performance measurement. Traditional
approaches aim to monitor and improve existing business
pro¢esses. They may inc¢lude financial measures of
performance as well as quality and time-based metri¢s. But
they still focus on improvement of existing proc¢esses. The
balan¢ed scCore¢ard approach, however usually identify
entirely new processes whi¢h ¢an help an organization to
meet Customer and financial objectives. For example, a
¢ompany may realize that it must develop a process to
antiCipate Customer needs to deliver new serviCes that target
Customers’ value. The BSC internal-business-proc¢ess
objectives highlight those processes whi¢h may not be
Currently performing at all, that are most Ccritical for an
organization’s strategy to suc¢ceed.

Further, the BSC approach aims to incorporate innovation
proCesses into the internal-business-process perspective
(see tig.5). Traditional performance measurement systems
focus on the processes of delivering today's products and
serviCestotoday’s Customers.

Figure 5:- The Internal-Business-Process Value-Chain
Perspective

that will meet the emerging needs of Current and future
Sustomers. The innovation process, the long wave of value
Ereation, is for many ¢ompanies a more powerful driver of
future financial performancée than the short-term operating
¢y€le. For many Companies, their ability to manage
successfully a multiyear product-development process or to
develop a Capability to reach entirely new categories of
Sustomers may be more Ccriti¢al for future economic
performance than managing existing operations efficiently,
¢onsistently, and responsively. 10

Some measures which ¢an be used to determine processes
and operational results are as follows:

1. Cycletimeforall vital processes.

2. Reworktime and/or Costs for key production and service
delivery pro¢esses.

Important produdtivity measures in key processes.

Identifi¢ation of process measures for key processes
identified in each unit, function and department of the
organization.

5. Establishing proper linkage between pro¢ess measures
and performance fadtors (or Charadteristi¢s) of the
produdt or service,

6. Identifying proCess measures to achieve Consistently
high-quality products and services.

7. Setting up targets, goals or standards for all key pro¢ess
measures based on ben¢h mark organizations and
customer requirements.

8. Developing an overall safety index ¢onsisting of several
output measures, preventive and behavioral measures,

9. Developing and using future-oriented process
measures to ensure long-term survival and success.

4. Learning And Growth Perspective

The fourth perspective of the balan¢ed sc¢orecard, learning
and growth, focuses on the infrastruCture that the
organization must build to ¢reate long-term growth and
improvement. Businesses may not achieve their long-term

C‘mtumr.'r ] Tnoowatiar, | ) . i
| Need »\\) \\ mu targets for Customers and internal processes using older, or
Ikantified /}D&a- wa\>> M bt 2 En Satislted today's te¢hnologies and ¢apabilities. Also, intense global
[ Sompetition requires that ¢companies continually improve
Eﬁlhh{ﬂm iy Cuiia

Business Processes
Innovation Pro¢ess

® ProductDesign

® Product Development
Operations Process

® Manufacturing

® Marketing

® Postsale Service

But the drivers of long-term financial su¢Cess may require an
organization to Create entirely new products and services

40

their Capabilities for delivering value to customers and
shareholders.

Organizational learning and growth ¢ome from three
prin¢ipal sourées: people, systems, and organizational
proc¢edures. The finandial, customer, and internal-business-
process objectives on the Balanged Scorecard typically will
reveal large gaps between the existing Capabilities of people,
systems, and pro¢edures and what will be required to
achieve breakthrough performance. To Close these gaps,
business will have to invest in reskiling employees,
enhancing information technology and systems, and
aligning organizational pro¢edures and routines. These
objectives are artiCulated in the learning and growth
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perspective of the Balan¢ed S¢orecard. As in the Customer
perspective, employee-based measures in¢lude a mixture of
generi¢ outéome measures--employee satisfaction,
retention, training, and skills - along with specifi¢ drivers of
these generi¢ measures, su¢h as detailed, business-spedifi¢
indexes of the partiCular skills required for the new
Sompetitive environment. Information systems capabilities
¢an be measured by real-time availability of acCurate, Criti¢al
Sustomer and internal process information to employees on
the front lines of decision making and actions. Organizational
proCedures ¢an examine alignment of employee in¢entives
with overall organizational su¢¢ess factors, and measured
rates of improvement in ¢riti¢al Sustomer-based and internal
processes.11

Most ¢ompanies use employee objectives drawn from a
¢ommon Core of three outéome measurements (See Figure
6). These core outéome measurements are then
supplemented with situation-specifi¢ drivers of the
out¢omes. The three Core employee measurements are

1) Employee satisfaction

2) Employeeretention

3) Employee productivity

Within this Core, the employee satisfadtion objective is
generally Considered the driver of the other two measures,
employee retention and employee productivity.

Figure:6 The Learning and Growth Measurement
Framework
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The balan¢ed s¢orecard (BSC) developed by Kaplan and
Norton ¢omprises four perspectives disc¢ussed above:
financial, Customer, internal-business-process, learning and
growth. However, there are some other vital aspects which
should be in¢luded in a balan¢ed scorecard used by
organizations to measure performance and use it as a
management system. Some such vital perspectives are:

® Supplier perspective
® Publi¢ Responsibility, Environmental Protection

4

® Employee Satisfaction

Suppliers are Ccritical to most organizations and many
organizations do have poor method of measuring supplier
performance. Some factors whic¢h might be used to evaluate
supplier performance are the following:-

® Responsiveness
Flexibility

Attention to detail

Ease of doing business
Courteousness of staff
Follow-through

Organizations may assign a supplier an overall rating on a |-
to-10 s¢ale, based on how it performed. It is also advisable to
break down supplier related satisfaction into the most
important requirements and grade how the supplier
performed in each area. Organizations should judge the
supplier satisfaction in terms of what is important to them.
Business enterprises who buy supplier goods and services
may have a different set of needs from individuals who use
the supplier goods or services. The supplier satisfaction
fadtors do not need to be tailored to different types of
suppliers. There ¢an be ¢ommon factors and these may
apply to all the suppliers.

Balanc¢ed scorecard should ¢ontain adequate measures for
social responsibility, environmental safety, greater employee
satisfaction so that it ¢an act as a powerful and satisfying tool
of performance measurement. It needs to be emphasized
that a balanc¢ed sCore¢ard should highlight integrity and
honesty among all the stakeholders and the employees in a
business enterprise. Integrity and honesty are important
properties for the su¢éess and growth of both ¢ompanies
and employees. Integrity is important to leverage a win-win
situation. Also, success comes with ethical values, integrity
and honesty. Corporate enterprises should be willing to
improve their performances after noti¢ing poor results as
¢ompared with standards, targets and goals specified in the
balanced sc¢orecard. One has to be able to learn from failures
tosucCeedinlife.
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REVISING STRATEGIES AND GAME PLAN :
Giving New Edge to Multi National
Strategies in Emerging Markets.

Paritosh K. Roopak

ABSTRACT

Competitions among firms give opportunity of choice and better quality products and services to the consumers. Two decades back, a part of the world
with larger portion of population was deprived of the opportunity of better choices to have quality living standards. Opening of economies ruling out the
barriers of free trade made possible for this deprived consumer to have choices of quality products and services. Where as Globalisation has created
opportunities for several companies to grow and expand their business globally, at the same time it added momentum to those economies which had
been regarded stagnant and backward economies lagging behind in all parameters of growth. Today these economies are Seen most promising
economies by the large MNCS to expand their business. But, it is not always easier for MNCS to consolidate themselves in these emerging markets
competing with the local firms and their arch-rival MNCs. Many of them succeeded, a few are struggling for Survival, many gave up their endeavors and
several still revising their strategies to capture a chunk of market share from others. It is expected that at the end of the decade, the major share of
contribution in the world economy will be from all these emerging economies of India, China, Brazil and Russia. We have been keeping a watch on these
economies for last five years and analyzing how MNCs are devising their strategies, re-engineering their products, building core competencies to
consolidate their position in these emerging markets especially in India. This paper gives an insight into the Strategies and policies effective to sustain and

enhance the opportunities for MNCs in the emerging markets of these economies.
Key words: Quality Living Standards, Emerging Market, Market share, Product re-engineering

INTRODUCTION

Most Western and Asian MNCs look Indian market is very
much promising and wide in prospect of their growth and
¢onsolidation. Many of them wish to implement their superb
and unique strategies already tested in Europe and U.S.
markets but very often that doesn’t work. Kellogg'’s story is
well known to us. Kellogg Company was the world's leading
producer of Cereals and convenienCe foods, including
cookies, Crackers, Cereal bars, frozen waffles, meat
alternatives, piecrusts, and i¢e ¢ream ¢ones. Launched in
September 1994, Kellogg's initial offerings in India in¢luded
cornflakes, wheat flakes and Basmatirice flakes.

Despite offering good quality products and being supported
by the te¢hnic¢al, managerial and financial resourées of its
parent, Kellogg's products failed in the Indian market. Even a
high-profile launch backed by hecti¢ media activity failed to
make an impact in the marketplace... In April 1995, Kellogg
India Ltd. (Kellogg) reCeived unsettling reports of a gradual
drop in sales from its distributors in Mumbai. Kellogg realized
that it was going to be tough to get the Indian ¢onsumers to
accept its products. Kellogg banked heavily on the quality of
its Crispy flakes. But pouring hot milk on the flakes made
them soggy. Indians always boiled their milk unlike in the
West and ¢onsumed it warm or lukewarm. They also liked to
add sugarto their milk or lukewarm.

Cadbury S¢hweppes introduce its popular brand soft drink
Canada Dry, inIndia in 1995. Canada Dry was a Champagne

soft drink. The brand had positioned itself as a Champagne
and the taste was different and refreshing. The brand was
also promoted heavily in various media. The brand was
positioned as a premium cooldrink. It gained immediate
acceptanCe because of its assodiation with Cadbury. And
had the potential to beGome a premium softdrink brand in
India but it failed.

Hero-BMW joint ventured introduced the super-bike F650. in
1995-96. it was thought that the young bikers would give very
enthusiasti¢ response as it was given in Europe. But the bike
Gould be made popular in India. The superbike in 1995-96
was ¢onsidered by many as a produ¢t muc¢h ahead of its
time, some other products had to be killed bec¢ause of heavy
Sompetition.

The story of Fiat is also well known. Fiat usually positions its
Cars as ‘reliable and sturdy’ cars for middle-Class
¢onsumers. This strategy has worked well for the Company
especially in emerging markets like Brazil. In 1997, the
¢ompany entered India through a joint-venture with Premier
Automobiles Ltd (to sell its new ¢ar ‘Uno’), whi¢h it had
succCessfully partnered with previously (sinCe 1951) allowing
the latter to sell Fiat ¢ars in India that were dominantly used as
taxis back then.

The Uno’s pre-laun¢h image appeared to be very
fasCinating, but Fiat s¢rewed it up by ¢ontinuing its position
strategy in India ¢arried over from its huge success in South
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Ameri¢a. It believed that the similar positioning would work
for them Considering that both Brazil and India share similar
attributes (both being emerging economies). One of the
major problems was laCk of market research. For a start,
their brands’ perception was largely associated with the
¢heap taxis that had been selling for several years. These
Cultural issues needed to be Considered to Counter such
per¢eption through aggressive advertisements. Apart from
this, we reckon, the company failed to look into the
demographi¢ statisti¢s of India. Only about 600000 Cars
were being sold to a billion people every year. On account of
such low sales, Cars therefore were more of a status symbol
in India than a utility option. Therefore they were wrong to
market the ¢ar as a reliable workhorse, whi¢h obviously led to
their failure to woe the Indian ¢onsumer.

Another interesting story of failures without deep insight the
Indian market and it's ¢onsumer was of Pizza-Point. It was a
lo¢al Company that wanted to ¢apture Indian market on low-
prie offering strategy basis ignoring very genuine facts of
Indian Customers. It is a well-known faét that the leaders of
the Pizza industry in India ¢comprise of Dominos and Pizza
Hut. But a few years back a lo¢al ¢ompany, ‘Pizza Point’
¢ame into existence with a belief of ¢apturing the market
share global pizza giants ¢ouldn’'t meet.

In emerging ecConomies like India, Consumers are not
exposed to global brands for a long period of time, ¢ausing a
lot of variance in the pereptions of brands and produdts. In
this ¢ase, Consumers’ peréeption of Pizzas largely oriented
from global brands like Pizza Hut and Dominos. The
Managers at Pizza Point re¢koned that two-thirds of the
market Could not afford the highly pri¢ed Pizzas offered at the
international pizza ¢hains. So they ¢reated a brand hoping to
Capitalise the flexibility of being a local brand offering a
localised pizza at ¢heaper rates. On one occasion Pizza
Point senior managers had quoted, they would like the brand
to be mu¢h more lo¢alized and not thought of in a glamorous
manner.

Eventually, Pizza Point failed to position their brand locally.
WhyA Though the prices were ¢heaper than those of their
International Competitors, they were much higher than the
prices of lo¢al food like Curries and other similar dishes. This
immediately refle¢ted on their peréeption; consumers would
not visit a Pizza Point unless it was a special o¢¢asion when
they are prepared to spend more.

Many Consumers also felt that the food was ‘foreign’ and not
‘Indian’, whi¢h inadvertently gave Pizza Point a status symbol
to be associated with (something they never wanted). The
management ¢ould have perhaps gone for an Indian-(ized)
name to go with, whi¢h ¢ould have Countered the glamorized
image. A major problem for Pizza Point ¢ame from pre-
¢onceived perceptions in their target markets’ mind oriented
from a product ¢ategory that was dominated by Pizza Hut
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and Dominos. This never allowed Pizza Point to differentiate
theirimage from the International pizza giants.

WHAT IS AN EMERGING MARKET?

Although we deliberately name India, China, Brazil,
Indonesia as emerging markets for Western, US and
Japanese MNCs, yet there is a need to Clearly understand
the term emerging market. A¢€ording to Harvard Professors
Tarun Khanna and Krishna Palepu, emerging market is
defined as per the ¢haracteristi¢s suc¢h as size, growth rate,
reCently opened market for Competitive firms etc. the most
important Criterion is how well an e€onomy helps buyers and
sellers come together. Ideally, every e€onomy would provide
a range of institutions in order to fadilitate the funétioning of
markets, but developing ¢ountries lack in those parameters
in several ways. There are three main reasons ¢an be put
forwards for the market failures in these Countries:

Information problems:

Most emerging markets lack in reliable information about
availability of goods and services either for the Consumers or
for the employers in the labour market and investors in the
Capital market. The employers in the labour market require
quality information about the labour, its availability, skills,
demand and supply eté. same is also required for Capital
market for the intending investors. Although &onsumer
goods market provides information to the buyers through
different media and advertisement but they are also
insuffi¢ient as the media penetration is not that mu¢h when it
is Compared to developed Countries.

Regulatory Disorder:

In most emerging markets, the regulations are very often
linked to political agenda of ruling Parties or they are influxed
into politi¢al goals over eGonomic effi¢iencies. It ¢an easily
distort the functioning of competitive market. For example,
there is restriction on laying off of workers by Companies. This
rule brings some sodial stability and in some ¢ase, they may
even be indented to overéome market failures from other
sources. However, the result is that Companies are less able
to take advantage of opportunities than they are in advanc¢ed
economies.

Inefficient Judicial systems:

Another important feature that makes emerging markets
inefficient is the ineffi¢ient judiciary system. Many MNCs are
reluctant to expand their business in emerging markets as
the are afraid of being vulnerable to a Corrupt and inefficient
judicial system that not enough strong to enforce the Contract
with their lo¢al partners. The advanc¢ed eConomies provide
several institutional forées outside the firm minimizing the
sources of market failures. In suc¢h a situation Companies
Create value primarily by focusing on narrow set of activities.
At the opposite extreme, stagnant or emerging market
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ec¢onomies usually suffer from near complete market failure
because of the utter absence of basic institutions.

UNDERSTANDING THE MARKET AND ITS
CONSUMERS

The very simple thump rule is sell what your consumers want.
Until and unless you don’t know who are your ¢onsumers
and what do they really want and what they don’t want, the
survival of your business is in question. Most people do
business on general rule and think that the ¢ommon
Charadteristi¢s are same in every market, of ¢ourse this not
true. The similarities invariably differ in market to market and
Sountry to Country. Emerging market like India, China, Brazil,
Indonesia have quite different CharacteristiCs unlikely
markets in developed Countries in the west and in United
States. Before entering into the markets in these Countries
MNCs must know the following points:

® The emerging middle ¢lass in these ¢ountries and the
business models to be followed to serve effectively their
needs.

® The key CharacteristiCs of distribution networks in these
markets and how are the network evolving with the time.

® The types of leadership required to foster the

opportunities with balan¢e of local and global
exposures.

® Should there be Consistent strategies required to be
followed in different units within the same CountryA

® The attitude of local partners towards learning of market
parameters.

® How does the Emerging middle ¢lass perceive foreign
brands and product especially/A

® The sub-Cultural pattern and degree of acCeptance
within the region.

The very important ¢haracteristi¢s of the middle &lass
¢onsumer in these emerging markets are hunger for ¢hoice.
In India, the middle ¢lass remained under suppressed to
have ¢hoiCe. Their disposable inome was very low and
¢onsumer market was dominated by monopoly or
oligopolisti¢ powers leaving no room for better ¢hoic¢es and
quality produdts. Even after the liberalization most Eonsumer
goods market in the upper segment was dominated by few
big players making the oncentration ratio higher. That was
again refraining the ¢onsumers from wide ¢hoice. In 1980s
and 1990s there used to be tight oligopoly in most ¢onsumer
goods market with concentration ratio more than 60 percent
and above. They either dominated the market as their own or
with Collusive oligopoly or state owned monopoly. That made
the market seller dominated leaving little or no ¢hoi¢e with the
¢onsumer. More over ¢onsumers longed for durability of
products than other features. The last two decades have
seen a dramati¢ ¢hange in the Consumers tastes and
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preferences. The level of disposable income of middle ¢lass
has in¢reased and they are now apable of paying more for a
better quality, demanding brand and quality services. While
the upper middle &lass has been showing it's inclination
towards national and global brand, at the same time the
lower middle Class are still price Conscious. Their pockets
either don't allow them to pay for a omparatively Costlier
brand or they remain satisfied compromising with quality with
out being ¢harged less.

The sucéCess story of LG Eleétroni¢s in India is quite
interesting. Some where in mid of 1994, Korean Consumer
Electroni¢s applianées manufacturer Samsung approached
Videocon to establish a JV and sell its produdt in Indian
market. Getting the ¢lue from Samsung’s India move, LG (it
was at that time known as LuCky Goldstar) sent a large and
high-powered team to India. The initial impressions were not
very good ¢ompany — low awareness of its brand, poor
per¢eption of Korean te¢hnology and so on. But the team
saw that the Japanese were not too interested in India;
Europe and the US were their primary focus. This had made
Indian brands ¢omplacent, and they lac¢ked the financial
wherewithal to Come out with Cutting-edge te¢hnology.

LG also found out that education was very high on the
agenda of Indians. The team members knew that it was
education that had transformed South Korea from a poor
agrarian ¢ountry into a developed industrial powerhouse in a
matter of decades. The same would happen in India, the
team reported to its bosses back home. The LG brass was
¢onvinéed and made up its mind to enter India. As rules did
not allow a fully-owned subsidiary, it first tried its lu¢k with
Bestavision and then with Chandra Kant Birla. Finally, in
1997, when the foreign ownership rules were relaxed, it Game
onitsown.

Well that was the history of the entry of LG in India, and it was
not very muc¢h exceptional but what made LG a market leader
inIndian Consumer ele¢troni¢s goods market was very much
interesting and giving insight to many others lining up to step
in emerging markets. The made an intensive study to
understand socio-Cultural and psychological needs of
people. For example, most Indian don’t read English, so it
laun¢hed its mobile hand set with regional languages on its
s¢reen. Most Indian families are big as they follow joint family
system and hence big audiences sit before TV sets Creating
high ambient noise. LG introdu¢ed Ballad TV with 2000 Watt
output that ¢ould serve the big audienée. For most Indians,
CriCket is the se€ond religion and people love watching and
knowing more about the game. LG launched Free Cricket
game With TVin 1999 and sponsored ICC World ¢up in South
Afri¢a in 2003 so as to win the faith of audience and
acceptance of Consumers.

But the very important thing the managers of MNCs must
¢onsider before the merging middle ¢lass in these emerging
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markets. The middle ¢lass of Europe and Ameri¢an markets
is different from that of India and other developing Countries.
Very often the MNCs make mistake assessing the middle
Class here. They Consider it at he same parameter. Of Course
it is good to think, but reality is different. The middle ¢lass in
India is not that much affluent as they are in US or in other
developed ¢ountries. Or this will be quite suicidal to compare
the middle ¢lass in India, China, Brazil or Indonesia as per
western standard. This mis€alculation of MNCs pays them
severely andresults in strategy failures.

A &omparative Market Pyramid in India, China and Brazil

Populationin million

Purchasing Power India | China Brazil
Parity in USD

Greater than $20,000 7 2 9
$10,000- $20,000 63 60 15
$5,000- $10,000 125 330 27
Less than $5,000 700 800 105

General Motors made the same mistake that has been
dis¢ussed above. Considering the emerging middle ¢lass,
GM laun¢hed most of its ¢ar it had launéhed in US for middle
Class there. But after working more than 14 years, it Could
grab only four peréent share in the passenger vehicle market.
Admitting mistakes in its Indian strategy over the past
deCade, US auto major General Motors had to think on
revising it's strategies in the emerging markets. In the
beginning of 2011 one of its senior official said that it would
foCus on developing products that are tailored for the local
market to drive a profitable and sustainable growth here.

General Motors international operations president Mr Tim
Lee believed that GM in India has made mistakes in the past.
It has been inConsistent in its product portfolio plans, and
resource allocations,” Over the last de¢ade, the performance
of the Company in India has been “spotty”. The Company,
whi¢h launc¢hed its locally-developed engines to be utilised
for the Indian market and will follow in other emerging
markets like Brazil, China and Russia. The ompany is now
making an in-depth study of each market segment. Unlikely
the US auto market, the middle Class here prefers fuel
effi¢iency and small size family ¢ar suited to heavy-traffi¢
Songested Indian road. So, auto manufacturers like Maruti,
Hundai and Tata Motors are more suééessful than GM. The
middle ¢lass or the €ommon man ¢an afford a ¢ar that not
only suited his pocket at the time of purchase, also when he
drives it Considering the frequent hike in fuel prices. The
same Fiat did in Brazil a few years back by developing a new
model Called Palio especially for Brazilian. If it thinks to offer a
Car that falls beyond the price ¢ategory of $20,000 in India, it
is Considered luxury segment meant for slightly upper ¢lass.
The Local Brand in India Maruti's su¢Cess depended on its
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strategy of tailoring the product as per the lo¢al needs rather
going for international standard and brand-image. If GM or
Ford Motors thinks to ¢apture a good ¢hunk of market share,
it needs to go on the same foot path of the local players by
tailoring its produéts a¢ording to the need of emerging
markets with adaptation of eac¢h market's socio-Cultural and
economic parameters.

REVISING STRATEGIES FOR EMERGING
MARKET:

No doubt building ¢ore Competencies and focus strategies
have been the suc¢cessful strategies of MNCs in advanced
economies and that had paid them in terms of in¢reasing
profit margins and capturing market shares with
strengthening the positions even in the very much
oligopolisti¢ market. But same strategy doesn’t always
matéh with the requirement of the emerging markets.
Tailoring products or Ereating a brand that gives aloc¢al sense
to the Consumers is not a tribal task for the ¢ompanies. The
FMCG giant P&G has set a goal of acquiring one billion
additional ¢onsumers by 2014-15, it Comes as no surprise
that P&G is fousing on the two most populous nations in the
world — China and India. While targeting volumes at lower
pri¢e-points, P&G has launched lower-priced product
extensions of its global premium brands suc¢h as Tide and
Gillette targeted at Consumers with lower disposable income
levels in these eConomies and expanded its distribution
network to Cover the previously inacéessible rural areas.
While the U.S. and Western Europe €ontinue to Constitute
over 41% and 21% of sales respectively, going forward much
of the growth is expected to come from the emerging
economies, whi¢h have been exhibiting robust double-digit
growth primarily on acount of expanding middle ¢lass with
rising disposable inéome levels and high population growth
rates.

It is not only the P&G, there are many MNCs that eye on
emerging market to enhande their revenue and boost up the
growth rate by double digits. What strategies should they
followALet’s talk some of the strategies more effective for the
emerging markets.

Lower Pricing strategies:

Literagy rate in developing eGonomies is very high and the
¢onsumers are be¢oming very muc¢h aware of global brands
and standard of living but at the same time, not willing to pay
the global pri¢es. Consumers in the big emerging markets
are far more foCused on pri¢e performance than their western
Sounterparts. This very phenomenon gives the local
Competitors of MNCs a ¢ompetitive edge even though they
are not in a situation to compete in terms of quality and
standards. The Multi National Publishing Houses like
M¢&graw-Hill, Pearson, Thompson et¢. are offering the Low
Pri¢e Editions of their international best selling books in the
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emerging markets and they are quite su¢c¢essful to grab a big
Sustomer. It is interesting to quote that the low quality
Chinese electroni¢ goods are giving a tuff Eompetition to well
established National and International Brands in India for the
lower segment consumer goods market.

Gillette's Himalaya team, a global group based partly in
Boston but focused on India, has a deep insight eye on
Indian consumer market. In India, about half of men's shaves
are done in barbershops where barbers break double-sided
blades in two and use them repeatedly (although this quite
unsanitary and unhealthy practi¢e ) The team's razor-and-
blade innovation, they report, involves simplifi¢ation to the
essential features to do the job, an affordable ¢ost through
manufacturing innovations, and new way to reach lower-
inéome shavers. They preach health as well as grooming
benefits.

P&G Brazil foreshadowed this approach. Ten years ago,
P&G's business was dying; employees feared a shutdown.
The fastest growing segment of the population was low-
in€ome Consumers, but P&G's global premium products
were not a match. Local teams, taking the purpose and
values seriously, felt that they were not improving lives
because families were using ¢heap inferior products or
nothing, e.g., still using tedious pro¢esses such as washing
Cloth diapers by hand that kept some family members out of
the work for¢e. The team lived with families, s¢rutinized every
P&G process, and ¢reated innovative products they dubbed
basico (for "essential' in Portuguese). The team felt they were
doing good for the world, not just making money for the
¢ompany. Their strong sense of purpose propelled
unprecedented cCollaboration across functions and with
Sustomers, for whom the excitement was ¢aptivating. Thus,
low pri¢ing strategy is the key element to survive and grow in
emerging markets.

Brand Positioning through local affiliation:

Very often the MNCs over estimate their international Brand
powers in emerging market but does not work always. There
are many stories of brand failures. Kellogg, Reebok, Nike,
foreign liquor brands like Hiram Walker, IDI, Seagram & WD
Gilbey, how ever in spite of their international brand image
they €ould not survive before India made Liquor brands.
Coco-Colato boos up its sale and inCrease the market share
Sompeting with arch rival Pepsi, it acquired the lo¢al brand
Thumps Up and made the local Film & Sport stars as its
Brand Endorsers. It be¢ame suéCessful in its efforts. World
famous Jeans brand Levis 501 was launched in India with the
lo¢al Movie stars Shahrukh Khan and Bipasha Basu.
Whirlpool to sell its refrigerators in India made an effective
Ad-Campaign by assodiating local film stars Kajol and Ajay
Devgan. There are several su¢h examples which led the
international brands. These are few examples whi¢h are quite
sucCessful for MNCs in new emerging markets and ¢an give
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an edgetotheir strategies.

Another strategi¢ move that the MNCs often follow is the Joint
Venture with a lo€al firm to enter into the emerging market.
There are several MNCs who are quite su¢&essful in India
began their business here forming JVs with a local firm.
Samsung with VideocCon, LG first tried its Iuck with
Bestavision and then with Chandra Kant Birla. Finally, in
1997, when the foreign ownership rules were relaxed, it Came
on its own. Honda of Japan with Hero group, Yamaha with
Escorts. Soft drink giant PepsiCo when second time
reentered in Indian Market with the joint venture with Punjab
Government owned Punjab Agro Industrial Corporation
(PAIC) and Voltas India Ltd. This Joint Venture sold and
marketed Lehar Pepsi until 1991 when the foreign brands
were finally allowed. There is a long list of foreign firms that
made entry into Indian market with su¢cessful Joint Ventures.

Prominent Management author Late Prof. C.K. Prahlad
believed that there Can several strategies which MNCs
should follow to expand and survive in emerging markets.
These strategies in¢lude product redesigning, Cost
restructuring, rebuilding Capital effi¢iency and redesigning
packaging etc.

Re-writing the growth stories:

When MNCs find themselves in a situation where the growth
opportunities have shrunk in their existing markets and profit
margins falling down be€ause of tough Competition with
domesti¢ rivals, emerging markets give them the hope for
keeping the pace of growth to their ever expanding size of
business, revenues and profits. Interestingly these three
most emerging markets India, China and Brazil together
have 40 percent population of the world. In term of GDP
Per€apita, while Brazil is classified as high inCome
developing economy, China as lower middle in¢ome
eConomy and India is a low in€ome economy. Brazil
Contributes 1.75 percent to the world GDP, India 2 percent
and China’s Contribution is almost 6 percent. The GDP
growth rate of Chinais almost 10 percent, India 8 peréent and
Brazil's is 3 perCent. The statisti¢al figures give a broad idea
how these three ¢ountries are emerging in the face of world
that ¢an be re¢ognized a the most promising markets giving
bigger opportunities for MNCs to sell their produéts and
servi¢es when they find it diffiCult in their existing markets.

The emerging markets are not only giving opportunity to sell
the produdts for the MNCs, but they are also Creating world
Glass employees and skilled labour at lower ¢ost than that of
advan&ed Countries. Today, Companies like Coke, Pepsi,
Boeing, GE, ABB et¢. are reducing the head Counts in
Europe while in¢reasing Asian employees in¢luding Chinese
and Indians. More over, the resourCe transfer is another
important features in this Countries. The MNCs are
transferring their resources to the emerging ¢ountries as the
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market size is in¢reasing here and labour ¢ost is very muc¢h in
favour of them.

The present era is going to give new edge to the multi
national strategies and new dimension to the level of
Sompetition among loc¢al and foreign firms in emerging
markets. MNCs have to rethink on leadership Criterion,
lowering Cost and redesigning products and tailoring its
products as per lo¢al needs. None of them ¢an be assured of
sucCess on their existing model of business. The rapid
inCrease in literacy rate, spread of knowledge and ¢hanging
pattern of socio-e¢onomi¢ system in these Countries will
Certainly provide opportunities and ¢hallenges to MNCs that
are eying on these emerging markets to expand and
Sonsolidate their position.
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CONVERGENCE OF INDIAN
ACCOUNTING STANDARDS WITH IFRS:
PROBLEMS AND PROSPECTS

Prithul Chakraborty

ABSTRACT

A lot of developments taking place in Indian capital market, trade and industry in the post-globalization period have necessitated convergence of Indian
accounting standards with International Financial Reporting Standards (IFRS). In order to meet the diversified accounting information needs of the global
investors about the Indian corporate houses, the ICAl and the Government of India have already initiated measures for introducing IFRS-converged
accounting standards in India. Still there has been much delay inimplementation of the same because of a mismatch between the prevailing Indian GAAP
and IFRS and conflicting legal and regulatory frameworks in India. To ensure effective IFRS-convergence in India without any further delay, active
involvement of all stakeholders in the standard-setting process, proper reform of the requlatory and legal frameworks and development of adequate
infrastructure to make the users and preparers of the financial statements well-conversant with the converged stanaards are very much imperative. The
article aims to make a critical deliberation on the worla-wide progress of convergence of accounting Standards with special emphasis on its significance,
the challenges and impediments encountered in course of such convergence process and the prospects for successful convergence particularly in Indian

context.

Key Words: IFRS, Accounting Standards, Convergence, Financial Statements.

INTRODUCTION

We €ome across many developed and developing nations
with their own independent sets of a¢Counting standards
providing many ¢ontradi¢tory norms and principles for
reGognition and measurement of finandial transactions and
preparation and presentation of financial statements. But
sine the last deCade, when more Countries went for
globalization of their eConomies, it was realized by their
regulators, investors, companies and ac€ounting firms that
divergent acCounting standards and reporting practices
failed to meet the wide range of information needs of the
multiple stakeholders of different jurisdictions of the
international ec¢onomy. This problem beComes more
aggravated with a surge in ¢ross border investments and
proliferation of financial market ac¢ross the globe. Multiple
types of divergence in financial reports prepared and
published by the companies of different Countries lead to a
high degree of information asymmetry in the ¢apital market
¢ausing hurdles on the way of achieving market efficiency. In
order to Come out of this unwarranted situation, the
accounting standard-setters of different Countries started to
feel a fascination for a common set of aéounting standards
that are principles-based, internally consistent and
internationally ¢onverged.

The present arti¢le aims to make a ¢riti¢al deliberation on the
world-wide progress of Convergence of accounting
standards with spedial emphasis on its significance, the
¢hallenges and impediments encountered in Course of such
Convergence proCess and the prospects for successful
Sonvergence particularly in Indian ontext.

Why Convergence of Accounting Standards?

Different acCounting languages for preparation and
presentation of financial statements in different
Countries ¢ause a great problem to the global investors
as they have to inCur high Costs in terms of time, effort
and money for translation of the reported information
into a Gomprehensible and ¢omparable language.
Convergence of acounting standards enables the
Sompanies having operations in different parts of the
world to prepare and publish their acounting reports in
a language that is universally ¢omprehensible and
Somparable. It helps the investors in making proper
¢omparison between different investment opportunities
in different Countries. This fadilitates free flow of
investment across the globe with minimum fri¢tion and
reduced risks of adverse selection and moral hazards.

The adoption of internationally ac€epted accounting
standards by the Companies provides them re¢ognition
in the international market. This would in¢rease foreign
Capital flow into the Country by way of FPI and FDI.
Moreover, the multi-national cCompanies would be able
to respond to the human c&apital needs of their
subsidiaries in different parts of the world. All these will
have an ultimate effe¢t of overall economic
development of the Country. A recent global survey
made by the International Federation of A¢Countants
(IFAC) reveals that 90% of the respondents (the
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acCounting leaders of different Countries) agreed that
Sonvergence to IFRS is very important or important for
e¢onomi¢ growth in their Countries
(http://www.ifac.org/globalsurvey).

® [nabsence of aCore set of global aéCounting standards,
the Companies have to bear high Costs for preparing
multiple sets of financial statements to Gomply with
different acCounting requirements of different
jurisdictions, while willing to raise Capital from
international markets. But globally ac¢epted acounting
principles may reduce their Sompliance Cost and, at the
same time, enhance the Credibility of their financial
reports that would enable the Companies to have an
easy access to the international debt and equity markets
for raising Capital at lower ¢ost. Reduction in Companies’
Cost of Capital would help them in acComplishing their
goal of maximization of business value also.

® Diversified a¢Counting standards followed by different
Gountries Cause a lot of hassles to the enterprises
having business operations in those Countries in the
matters of complianée with different accounting
requirements of those Countries and preparation of a
Consolidated financial statement to ascertain their
overall financial position and performance. Global
Gonvergence of adCounting standards eases the
proCess of preparing individual and group finandial
statements and thereby reduces the hassles.

® Convergence of acCounting standards brings benefits
to the acCounting and auditing firms in a number of
ways. First, convergence will minimize the hazards of
acCounting and auditing ¢aused by diversity in
accounting standards of different Countries. This would
provide the firms enough time and space to improve the
quality and reliability of their works on a global sc¢ale.
Second, with a uniform set of standards being followed
by different Countries, the accountants and auditors will
get an opportunity to achieve world-wide professional
mobility.

Convergence of Accounting Standards: World-wide
Progress

From the very inCeption of the idea of global ¢onvergence of
ac¢counting standards, a pioneering role has been played by
the International Accounting Standard Board or IASB
(Formerly International A¢€ounting Standard Committee). A
number of international aécounting standards (IAS),
subsequently known as International Financial Reporting
Standards (IFRS), promulgated by this body have provided a
basis followed by the ac€ounting standard setters of many
developed and emerging e¢onomies while setting their own
acCounting standards. These IFRSs may be ¢onsidered as
precursor in the process of global convergence of
accounting standards.
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In 2000, the International Organization of Sedurities
Commission (I0SO) reéommended its members to allow
multinational issuers to use 30 “Core” IASs in preparation of
their financial reports in ¢ross-border offerings and listings. In
June 2002, a signifi¢ant drive towards ¢onvergence process
was taken by the European Union (EU) when, through its
¢ommunication entitled “European Union (EU) Financial
Reporting Strategy: The Way Forward”, it proposed for
preparation of consolidated acCounts by the listed
Sompanies of its member Countries in acCordance with the
IAS. By 2005 all listed ¢ompanies of the EU-Countries were
required to prepare €onsolidated financial statements in
acCordance with EU-endorsed IFRS whereas the use of the
IFRS was left to the option of the non-listed Gompanies.

In the USA also a growing impulse has been found among
the regulators, poli¢y makers and standard-setters since
many years ago for Ereation of a €ommon set of prindiples-
based accounting standards. In 2002 the IASB and the
Finandial A¢¢ounting Standard Board (FASB) entered into
the Norwalk Agreement to establish a joint commitment to
develop a Core set of Compatible atounting standards. As
part of the Memorandum of Understanding, A Road map for
Sonvergence between IFRS and US GAAP 2006-2008, the
IASB and the FASB have undertaken a joint effort to bring
about a ¢ommon set of high quality global a¢¢ounting
standards and established a plan to align US GAAP-based
financial reporting of the US companies with that of
¢ompanies using IFRS. In November 2007 the Securities and
Ex¢hange Commission (SEC) announced that it would allow
the foreign private issuers to file IFRS-based financial
statements without any reconciliation to US GAAPR In
December 2007 the SEC issued Concept Release seeking
inputs on allowing the US publi¢ ¢ompanies to prepare
financial statements using IFRS. In 2008 the governing
¢ouncil of the AICPA Considered amendment of its Code of
Professional Conduct to give the US private c¢ompanies and
not-for-profit organizations a c¢hoice to follow IFRS in
preparation of financial statements.

Besides Europe and the USA, the use of IFRS is garnering
thrust in other parts of the world also. At present more than
100 Countries either require or allow the use of IFRS in
preparation of financial statements by publi¢ly held
¢ompanies and it is expected that by 2011 more than 150
Countries will be the members of the IFRS Club in either of
three ways: first, adopting the IFRS fully; se¢ond, adopting
own ac¢counting standards “equivalent to the IFRS” and third,
adopting ac¢Counting standards based on IFRS with Certain
modifi¢ations ¢onsidering national interests. South Africa,
Singapore, Malaysia, Pakistan, Turkey, GCC Countries, New
Zealand and Israel are some of the Countries where IFRS are
already used. Countries like Australia, Hong Kong et¢ started
to use ac¢Counting standards “equivalents to IFRS” since
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mid-2000s. Some of the leading Countries planning to
harmonize their national aééounting standards with IFRS by
2011 are Canada, Japan, Korea, Brazil, Russia, et¢. The
journey towards global convergence of acdounting
standards is still going on and the phases already ¢rossed
and yet to be ¢rossed by the journey in arriving at the
destination are as follows:

® Phase | (2001-2005): The European Commission felt
the need for developing a common finan&ial reporting
language. This led to ¢reation of IFRS and adoption of
IFRS by more than 8000 ¢ompanies in the European
Union and other parts of the world by 2005.

® Phase ll( 2006-09): In February 2006, a Memorandum
of Understanding was signed by the FASB and the IASB
in order to achieve substantial equivalence of US GAAP
and IFRS. This phase witnessed a meti¢ulous review of
the IFRS by the regulators and different standard setters
to identify significant differences in the reporting norms
andto address those differences.

® Phase lll (Post-2009): In this phase, it is expected that
there would be a high level of Coordination among
different standard setters of different Countries under the
supervision of IASB in the matter of promulgation of a set
of uniform standards. Even the importance for separate
existence of the FASB would gradually diminish.

® Phase IV (In the long run): The FASB would be merged
with the IASB and there would be a single global
standard setter and a single set of acCounting
standards globally appli¢able to all entities.

POSITION OF INDIA

A lot of remarkable developments have been witnessed by
Indian eGonomy in the post-globalization era like inéreasing
parti¢ipation of the Flls in Capital market, laun¢hing of
derivative instruments, spiraling growth in FDI, introduction
of GDR and ADR enabling the Indian ¢ompanies to raise
Capital from international markets, overseas acquisition by
the Indian ¢ompanies and so on. This ¢annot let India remain
aloof from the ongoing movement of global Gonvergence of
accounting standards. In order to reap the benefits of such
Convergence, the Institute of Chartered A¢Countants of India
(ICAl) has already taken a great stride to revise the existing
accounting standards to make them compatible with the
IFRS. The Institute has already declared a roadmap for
applic¢ability of the Gonverged accounting standards by
Certain specified Classes of Companies (listed entities,
unlisted entities with net worth ex¢eeding Rs.500¢rore,
entities whose shares or other securities are listed on stock
ex¢hange outside India, banks and insurances) in three
phases with effect from the financial years commencing on or
after April 1,2011. These phases are:
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Phase I:

Conversion of opening balanc¢e sheets as at April 1,2011 by
all companies in¢luded in NSE Nifty and BSE Sensex, the
¢ompanies whose shares or other securities are listed on
stoCk ex¢hange outside India and the ¢ompanies, listed or
unlisted, having net worth in ex¢ess of Rs.1000¢rore.

Phase II:

Conversion of opening balanc¢e sheets as at April 1,2013* by
the ¢ompanies , listed or unlisted, having a net worth
exc¢eeding Rs.500¢rore but not exc¢eeding Rs.1000¢rore.

Phase lll:

Conversion of opening balancée sheets as at April 1,2014* by
the listed Companies having a net worth of Rs.500¢rore or
less. Unlisted companies falling in the same bracket of net
worth will Continue to follow the existing ac€ounting
standards although they may voluntarily opt to follow the
Sonverged acCounting standards.

However, the appli¢ability of converged accounting
standards as per the above roadmap has been deferred.

The Government of India has also given importance to
harmonization of the Indian a¢ounting standards with the
IFRS. In 2006 after receiving reCommendations of the
National Advisory Committee on A&Counting Standards
(NACAS), the Government adopted a policy of requiring the
Indian companies to follow the notified ac&ounting standards
whic¢h would be at par with the IFRS. On January 22, 2010 the
Ministry of Corporate Affairs issued a press note on transition
to Gonverged ac¢counting standards which fully aééepted the
ICAl roadmap for Convergende. The ministry also decided to
Carry out neCessary amendments in the Companies AcCt (e.g.
Sc¢hedule VI and XIV) and ac¢dounting standard rules to
facilitate Convergence. The Central Government has
replaced the existing S¢hedule VI to the Companies Act,
1956 by a revised one (vide Notification No. S.0. 447(E)
dated 28th February 2011) which shall be effective from 01-
04-2011 i.e., from the financial year 2011-12 onwards.
Although the Revised Schedule VI is based on existing
accounting standards, it would ease adoption of onverged
acCounting standards because many disclosure
requirements under IFRSs which are not there in the existing
S¢hedule VI have now been incorporated in the Revised
Schedule VI.

A Few Critical Issues in Convergence Process

Potential Clash with Domestic Economic, Regulatory
and Legal Systems

A question may arise as to whether the regulators, poliCy
makers and judiciary system of a Country would well acCept
the abandonment of its prevailing national standards for the
sake of adopting IFRS-Convergent aCounting standards.
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There is no doubt about the fact that e¢onomi¢ ¢onditions,
legal and regulatory environments and ideologi¢al and
politi¢al views about financial dis¢losures significantly vary
from Country to Country and these factors are reCognized by
the national standards. But ¢onvergence of ac€ounting
standards with IFRS may bring about ¢onsiderable ¢lash and
confli¢t in those areas. Since the prime objective of the
government, regulatory authorities and the legal institutions
of every Country is to protect the interests of the investors and
other stakeholders of financial statements to the maximum
extent, they need to adopt a pragmati¢ and proactive attitude
on thisissue. They should take all possible steps to evaluate
the proposed standards ¢onverged with the IFRS in the light
of the existing eConomi¢ ¢onditions and regulatory and legal
frameworks, find out the areas where ¢onfli¢t may arise and
initiate appropriate measures to avert any potential conflictin
application of the new standards. Of Course, this is a
¢hallenging task.

Fair Value

Another &ritical issue being encountered in Convergence
process is fair value basis of measurement of assets and
liabilities on whic¢h IFRS has laid muc¢h emphasis. Fair value
being a market price-based measurement tends to ¢hange
beCause of ¢hanging market pri¢es and this results in
unrealized gains / losses. Recognition of su¢h gains / losses
in the inCome statement may lead to greater volatility and
unpredictability in earning. Thus instead of being a steady
function of turnover and expenses only, earning depends on
some other factors like ¢hanges in fair value of the assets and
liabilities and time value of money. This may pose a great
¢hallenge to the acCountants in the matter of Consistent
tuning of profit planning and budgeting to incorporate the
effect of in€ome volatility. Moreover, some experts opine that
fair value may fail to provide reliable information in absence
of any liquid and vibrant markets for the assets and liabilities
and non-availability of knowledgeable, independent and
eConomically rational market parti¢ipants.  Under this
situation, management is Compelled to estimate fair value of
such assets either by using current fair value of any surrogate
asset or by using dis¢ounted ¢ash flow te¢hnique which are
highly subjective and potentially unreliable and biased.

Corporate Inertia

The quality and ¢ontents of the Companies’ financial reports
are not only guided by adCounting standards but also
influen¢ed by a number of other factors like the requirements
of the national legal institutions and regulatory bodies,
product market Competition, wide range of information
needs of different Classes of stakeholders and the
¢ompanies’ business practiCes and management poli¢ies. If
inview of the aforesaid matters, the Companies perceive their
existing acCounting practices to be at a satisfactory level to
provide adequate and quality information, inertia may grow
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among the Companies to adopt new a¢¢ounting standards.
Cost-Benefit Trade-off

Adoption of IFRS-Converged a¢€ounting standards requires
the Companies to inéur sizeable upfront ¢osts for introducing
new accounting software, taking expert services of the
professional a¢ountants, training of the employees and
other stakeholders, eté. In the &urrent eConomic Crisis
situation, many firms may be reluc¢tant to incur such
substantial amount of Costs. But to the firms with operations
in different parts of the world, in¢urring these ¢osts generates
financial benefit in the form of saving the Costs of translating
their financial reports into multiple aéCounting languages.
Since the transition Cost is one time whereas the financial
benefits are of modest but re€urring nature, it ¢alls for a trade-
off between such Cost and benefit of transition to a new
system. That whether the net effect of this Cost-benefit trade
off would be favourable to the cCompanies and the eConomy
as a whole is a Critical issue as it depends on how one
¢hooses to weigh the future benefits against the Current
costs.

Hurdles on the Way of Convergence in India

In India over last few years inCessant brainstorming on
introduction of a¢ounting standards ¢onverged with IFRS
has been going on; but unfortunately India is still lagging
behind in this respect even though the prevailing aétounting
standards are mostly IAS/IFRS-based and we ¢an boast for
our IT and a¢Counting skills to adopt the new standards
promptly and properly. Su¢h delay in convergence process
may be attributable to two major factors: (i) Conflicts
between IFRS requirements and present Indian GAAP on
many accounting issues and (i) Conflicting legal and
regulatory frameworks.

Conflicts between IFRS Requirements and Present Indian
GAAP

® Now in India acCounting for a transaction is generally
guided by its legal form and the terms and ¢onditions of
the assoliated Contract. But IFRS is based on the
principle that if information is to represent faithfully the
transactions and other events that it purports to
represent, they are to be a¢¢ounted for and presented in
accordance with their eConomi¢ substance instead of
theirlegal form.

® The preface to the Indian aécounting standards clearly
provides that in ¢ase of any ¢onfli¢t between a particular
accounting standard and any provision of a law, the
legal provision will prevail and the financial statement is
to be prepared in acCordance with that law instead of the
accounting standard. But it would be treated as non-
¢ompliance with IFRS if the financial statement ignores
any norms and principles under IFRS in keeping
Sonformity with su¢h law.
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IFRS allows the ¢ompanies to adopt three approaches
for reporting gains and losses, viz. (i) reCognizing gains
and losses fully in the inéome statement, (i) reCognizing
gains and losses in the equity reserve a¢Count and (jii)
the Corridor approac¢h where gains and losses beyond a
Certain Corridor level are reCognized. But as per the
prevailing Indian GAAR only one approach is available
to the financial statement preparers for reporting gains
and losses, i.e., re€ognizing actual gains and losses
fully in the inéome statement.

The dis¢losure requirement under the S€hedule VI to the
Companies Act is more ¢oncerned with quantitative
information rather than qualitative information like terms
of related party transaction, risk management poli¢ies,
eté. towhic¢h IFRS provides more importance.

In order to provide true picture about the liquidity
position of a firm, IFRS requires proper ¢lassifi¢ation of
all assets/liabilities into two ¢ategories: (i) Current and
(ii) Non-Current. But the present Indian GAAP is not so
precise regarding such Classification particularly when
it allows long term deposits, loans and advances to
appear under the head “Current Assets, Loans and
Advance” in the Balance Sheet. Further, the Indian
balance sheets do not make any proper Classification of
the loan liabilities from Current / non-Current point of
view. This goes against the IFRS norms in the matter of
reflecting true liquidity position of the Company.

IFRS calls for cCertain requirements like
¢omponentization of property, plant and equipment and
¢harging depreciation, revision of the ¢ost records of
property, plant and equipment to replace their histori¢al /
amortized Costs with fair value, measurement of
amortized Cost of finandial instruments having
sCheduled cash flows, deComposing ¢ompound
financ¢ial instruments, appli¢ation of impairment
analysis on loans and receivables in place of
standardized provisioning, and so on. These are quite
unfamiliar to the present Indian GAAP

The Indian GAAP requires separate dis¢losure of extra-
ordinary items having material impact on the financial
dedision making of the stakeholders and disc¢losure of
the impact of such items on the financial results of the
entity. But IFRS ¢onsiders all events / transactions that
arise in the ordinary ¢ourse of business and if any
exCeptional event or transaction is there, IFRS allows its
separate disClosure but not under “extra-ordinary”
items.

Under the IFRS any rectifiGation of prior period errors are
inorporated in the acCounts of the year to whi¢h it
pertains, irrespective of whether audited and adopted
by the shareholders, whereas under the Indian GAAP
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these are separately shown as prior-period adjustments
inacCounts of the Eurrent year.

Under the present Indian GAAR, the reporting entities
prepare and present their financial statements in Indian
Currenty even though a signifi¢ant part of the
transactions take place in foreign Currency. But IFRS
specifially requires use of functional urrency (i.e., the
Currency in whi¢h a firm substantially operates) in
preparation and presentation of financial statements to
ensure better refle¢tion of the eConomi¢ environment
having impact on the financial position and performance
of the entity.

The Indian GAAP requires a ¢ompany to provide for
proposed dividend in the financial statement even
though such dividend is deClared by the Company and
approved by the shareholders after the balance sheet
date. But under the IFRS, dividend ¢an be shown as a
liability in the financial statement of the period in which it
is declared and approved.

Conflicting Legal and Regulatory Frameworks in India

The format for presentation of financial statements as
prescribed by the existing Schedule VI to the
Companies Act is largely different from that prescribed
under the IFRS. Moreover, many items are there
regarding presentation of whi¢h we find a mismatch
between the requirements of the existing S¢hedule VI
and IFRS. For instane, the existing Schedule VI
requires redeemable preferene share Capital to be
shown as equity of an entity whereas IFRS requires it to
be shown as a debt item whic¢h affects profitability and
finandial leverage position of the cCompany.

The RBI provides for cCertain guidelines regarding
provision for non-performing assets, valuation and
Classification of investments, et¢ which are not
Sompatible with the Corresponding IFRS norms and
principles.

The SEBI provides guidelines in respect of dis¢losure of
and presentation format for periodi¢al financial results to
be followed by the listed ¢ompanies whi¢h are not in
¢onsistence with IFRS in a number of Cases. For
example, Consolidated financial statement is a
requirement under IFRS whereas Clause 41 of the
Listing Agreement permits Companies to publish
standalone quarterly finandial results.

Convergence with IFRS raises Certain issues which may
have tax impli¢ation but the prevailing Inéome Tax Act
remains silent on the same. For instance, fair value
measurement of finandial instruments results in
unrealized gains or losses under IFRS. Regarding tax
treatment of such unrealized gains or losses, the
present Income Tax Law ¢ontains no provision.
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THE WAY FORWARD

In order to formulate appropriate action plans to create
¢onducive environment for effeCtive implementation of the
IFRS-Converged ac¢counting standards in India, the ICAI has
already Classified the existing IFRS into the following four
broad Categories keeping in view the in¢onsistency between
the existing Indian GAAP and IFRS, the extent of
inappli¢ability of the IFRS in the present legal and regulatory
framework and the accCeptability of the IFRS to the
¢ompanies and professionals:

() IFRS with no or minor inConsistencies that ¢an be
adopted in near future (e.g., borrowing costs,
inventories, etc.).

(i) IFRS for adoption of which the industries and
professionals need some time for be¢oming te¢hnically
prepared (e.g., Share-based payments, Non-Current
assets held for sale, et¢.).

IFRS having ¢onceptual c&onflicts with the
Corresponding Indian acfounting standards and,
therefore, requiring more deliberations with the IASB for
resolving the differenes (e.g., Consolidation, joint
ventures, provisions and ¢ontingent liabilities).

(ii)

(iv) IFRS not appli¢able in the present legal and regulatory
framework and, therefore, calling for necessary
¢hanges in laws and regulations before their adoption
(e.g., property and equipments, first time adoption of

IFRS).

Phase-wise introduction of the converged accounting
standards is another step towards suc¢¢essful Convergence
of Indian ac¢€ounting standards with IFRS. The ¢onvergence
roadmap drawn by the ICAI requires the high net worth
¢ompanies to adopt the new standards in the first phase of
transition to Convergence as those Companies would be able
to bear the initial Cost of Convergence and wait for obtaining
the “net eConomic benefit of IFRS”. This would enable the
regulators, auditors and other ¢ompanies to gather
information about the Costs and benefits assoCiated with the
adoption of the converged standards. Moreover, the
accountants and auditors would be able to aéquire practical
knowledge and experiences in the first phase of transition
whi¢h they ¢an apply in subsequent phases of ¢onvergence.
This will reduce the transition Costs for smaller net worth
¢ompanies in the subsequent phases.

Another silver lining on the way towards ¢onvergence of
Indian acCounting standards is the recent revision of
Schedule VI to the Companies Act, 1956 whi¢h has been
made in line with the requirements under IFRS. The most
remarkable ¢hange brought about by the Revised S¢hedule
VI is allowing supremady of the a¢Counting standards over
statute — an important mandate of the IFRS. Moreover, the
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Revised Sc¢hedule VI aims to remove the existing conflicts
between the requirements of the statute and IFRS in the
areas of format of financCial statements, ClassifiCation of
assets and liabilities into Current and non-Current Gategories,
dis¢losure of proposed dividend and so on.

While developing ¢onverged standards, it is very much
imperative to pay equal attention to the demands of the
global users of finan&ial statements as well as to the interests
of the domesti¢ stakeholders and national interests. In order
to prevent undue influences of the poli¢y makers on the
Convergence proc¢ess and make it free from any political bias
and motives and to ensure preparation of high-quality
standards with substantial equivalence to the IFRS, active
partiipation of the representatives of the investors,
Corporate acCountants, auditors, regulatory bodies, et. in
the standard setting process is needed in a mu¢h more
robust and thorough way.

While setting the Converged standards, due ¢onsideration
should be given by the standard setters to Certain pertinent
issues in order to satisfy the diversified requirements of the
financial statement users:

® Purely principle-based standards ignoring rules ¢annot
produc¢e reliable and useful information under all
Circumstances. Further, rules-based accounting
standards make ¢ompanies too much rules-oriented in
their operations. There should be a prudent balance
between principles and rules in preparation of new
accounting standards.

® Bothaccountants and auditors should be given liberty to
exercise judgment consistent with the intent of
standards over rules. They have professional
knowledge and experienCe to apply the spirit of the
broad principles while deciding how to a¢¢ount for a
transaction and report financial and other information.
Standards that allow exerCise of the judgment will
producée more reliable and more useful information.

® The standards should ensure that the financial
statements provide signifi¢ant information for
measuring the operational performance and efficiency,
predic¢ting earning potential and business prospect,
estimating futures risks and appraising quality of
management.

® The ac¢Counting standards and norms should be less
stringent, less inexpli¢able and more simplified so that
no ¢onfusion does arise among the finandial statement
preparers and users.

® The standards should be more practi¢al-oriented. Field-
testing of standards may enhance the quality of the
financial reports.

® The standards should be Convenient for electronic-
reporting.
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CONCLUSION

Companies will find ¢omfort in using a¢ounting standards
Converged with IFRS if their acCountants, auditors,
shareholders and other stakeholders along with the rating
agendies and investment analysts are ¢onversant with such
new standards. It is true that during the transition period
some problems may have to be fa¢ed by any of the aforesaid
persons due to lack of adequate knowledge and experience.
But such problems ¢an be mitigated if the professional
institutes and industry groups take initiative for imparting
intensive training to the ac&ounting and auditing
professionals on the theoreti¢al Concepts of the new
standards and their practi¢al impli¢ations and appli¢ations.
A proper ¢o-ordination among the standard-setters,
regulators, industrial acCountants, auditors and the
educational institutions is very much needed in framing out
¢omprehensive Curriculum in this area and developing
appropriate teaching methodology to generate future
accountants well-Conversant with new standards.

India has a great potential to be a super power in the world
economy. Since the last de¢ade there has been a signifi¢ant
influx of the foreign investors in our ountry. The giant Indian
¢ompanies are also found to ¢onsiderably expand their
offshore business activities. In this scenario, an early
introduction of high quality acfounting standards
Convergent with IFRS in India is of utmost importance.
Considering the significant Contribution of the onvergence
of a¢Counting standards with IFRS to the eConomic¢ growth of
our country, the government, regulatory authorities, legal
institutions, standard-setters, Corporate bodies and the
accounting professionals should be guided by a ¢ommon
objective that is formation, promulgation, adoption and
assimilation of the IFRS-Converged ac¢¢ounting standards in
aright manner and at aright point of time.
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EMPOWERING WOMEN THROUGH
MICROFINANCE: EVIDENCE FROM INDIA
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ABSTRACT

Microfinance programs have been increasingly promoted in India for their positive economic impact and the belief that they empower women. Within the
South Asian context, women empowerment is a process in which women challenge the existing norms and culture, to effectively improve their well-being.

The article investigates the impact of microfinance on women’s empowerment.

Keywords: Micro-finance, Women empowerment

INTRODUCTION

Microfinance is the provision of financial services to low-
inéome Clients or solidarity lending groups in¢luding
Sonsumers and the self-employed, who traditionally lack
access to banking and related services. More broadly, it is a
movement whose object is "a world in whi¢h as many poor
and near-poor households as possible have permanent
acCess to an appropriate range of high quality finandial
services, in¢luding not just d&redit but also savings,
insuranc¢e, and fund transfers." Those who promote
microfinance generally believe that su¢h actess will help

YPES ROFI

USED

poor people out of poverty. Mi¢rofinance is a broad ¢ategory
of serviCes, whic¢h includes microcredit. Microcredit is
provision of Credit services to poor Cclients. Although
microcredit is one of the aspects of microfinance, ¢onflation
of the two terms is endemic in publi¢ dis€ourse. Criti¢s often
attatk microcredit while referring to it indis¢riminately as
either 'micro¢redit' or'mi¢rofinance'.

Objective of the Study:-

The study has the following objectives:
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1. To study the impact of micro-Credit serviCes
provided by financial services.

2. To study the role of mi¢ro finanCe in women
empowermentin India.

3. To find out the effectiveness of Micro finance
servi¢es inwomen empowerment.

Impact:-
Common areas of impact Considered by microfinance

organizations operating in developing ¢ountries in¢lude:
In¢rease of personal income

Empowerment of women

Improvement in nutrition

In¢reased education of the borrower’s ¢hildren
Ac&ess to Clean water

InCreased acCess to medicine
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These are different from the common areas of impact in
domesti¢ microfinance organizations:

® (Creationofjobs

Business growth

In¢reased inCome to the business owner
Improved Gredit rating

Graduating from social support programs
Overallimprovement of quality of life.

WOMEN’S EMPOWERMENT

Micro &redits reinforée women's traditional roles or promote
gender equality. A woman’s practi¢al needs are Closely
linked to the sodially defined gender roles, responsibilities,
and sodial strucétures, whic¢h contribute to a tension between
meeting women'’s practical needs in the short-term and
promoting long-term strategi¢ ¢hange. By helping women
meet their practi¢al needs and inCrease their effi¢acy in their
traditional roles, mi¢rofinance may in faét help womento gain
respeét and achieve more in their socially defined roles,
whi¢h in turn may lead to increased esteem and self-
Confidence. Although in¢reased self-Confidence does not
automatically lead to empowerment, it may Contribute
decisively to a woman'’s ability and willingness to ¢hallenge
the social injusties and dis¢riminatory systems that they
fage. This implies that as women become finand&ially better-
off their self Confiden¢e and bargaining power within the
household in¢reases and this indireCtly leads to their
empowerment.

WOMEN AND MICRO FINANCE

Especially for poor women, micro enterprise ownership has
emerged as a strategy for eConomical survival. One of the
most essential factors Contributing to success in micro
entrepreneurship is access to ¢apital and finandial services.
For various reasons, women have had less acess to these
servi¢es than men. In this Context, redit for mi¢ro enterprise
development has been a crucial issue over the past two
decades. Resear¢h has shown that investing in women
offers the most effective means to improve health, nutrition,
hygiene, and educational standards for families and
Consequently for the whole of soliety. Thus, a special
support for women in both financial and non-financial
services is ne¢essary. Regarding limited-ac¢cess to finandial
services, women depend largely on their own limited ¢ash
resources or, in some cases, loans from extended family
members for investment ¢&apital. Smaller amounts of
investment Capital effectively limit women to a narrow range
of low-return adtivities whic¢h require minimal apital outlays,
few tools and equipment and rely on farm produce or
inexpensive raw materials.

In general, women need ac¢Cess to small loans (espedially for
working capital), innovative forms of Collateral, frequent
repayment s¢hedules more appropriate to the ¢ash flows of
their enterprises, simpler application pro¢edures and
improved acCess to saving accounts.

Surveys have shown that many elements Gontribute to make
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it more difficult for women in small businesses to make a
profit. These elements are:

® Lack of knowledge of the market and potential
profitability, thus making the ¢hoice of business difficult.

® [nadequate bookkeeping.

Employment of too many relatives whi¢h increases
social pressure to share benefits.

Setting prices arbitrarily.

Lack of Capital.

High interestrates.

Inventory and inflation ac¢ounting is never undertaken.

Credit policies that ¢an gradually run their business
(many ¢ustomers ¢annot pay ¢ash; on the other hand,
suppliers are very harsh towards women).

In order to facilitate the partic¢ipation of women in micro and
small enterprise, donors should:

* Endourage micro enterprise programmes to develop
specifi¢ strategies for re¢ruiting women as ¢lients from within
their existing target groups.

* EnCourage micro enterprise programmes to expand their
target groups to in¢lude the sizes and types of enterprise
activities in which women engage and/or experiment with
assistance strategies, business and techni¢al assistance
needs of these types of enterprises.

* Consider expanding support to a broader range of
organizations, espedially poverty-fo€used organizations
active in rural areas. Support for these organizations should
in¢lude techni¢al assistanc¢e and training in programme
planning, management and in developing teams of female
staffto assist Clients in business planning and management.

CONCLUSION

It is diffiCult to say whi¢h fadtors are more important for
empowering women. The differences in pace of
empowerment might be a result of various factors:
household and village ¢haracteristi¢s, Cultural and religious
norms within the society, behavioral differences between the
respondents and their family members; and the kind of
training and awareness programs that women have been
exposed to. Microfinanée approach is not sufficient,
additional serviCes like training, awareness raising
workshops and other activities over and above microfinance
programs that merely focus on financial services are also an
important determinant of the degree of its impact on the
empowerment process of women. Future research needs to
identify whi¢h factors have a greater impact on women’s
empowerment.
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EXPORTING TEXTILE: IMPORTANT FACTORS AND
HURDLES - A STUDY OF BHILWARA REGION
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ABSTRACT

The Indian Textile Industry is one of the largest and oldest sectors in the country and among the most important in the economy in terms of output,
investment and employment providing employment to 35 million people directly and indirect employment to another 45 million of peaple for its
livelihood. The Indian textile industry largely depends upon the textile export. It also plays a major role in the economy of the country. Indian earns about
27% of its total foreign exchange through textile exports. The present research is done in Bhilwara district of Rajasthan keeping following two objectives in
mind first, to find out important factors for exporting textile and second to find out problems faced by exporters while exporting textile. Many problematic
factors came out in this research which are becoming major hurdles in exporting textile some of them were exporter’s internal problems and some of the

problems were external problems like government policy, govt. support etc.

Keywords: Textile, Export, Recession, Government Policy, Competing countries.

INTRODUCTION

The Indian Textile Industry is one of the largest and oldest
sectors in the Country and among the most important in the
economy in terms of output, investment and employment.
This sector is seCond largest sector after agriculture sector in
India. A¢¢ording to Annual Report 2010-11 of the Ministry of
Textiles this sector atCounts for nearly 4% of gross domesti¢
produét (GDP) of Indian efonomy, 14% of industrial
produdtion, 9% of ex&ise Collection, 18% of employment in
the Industrial sector and 16% of the Country’s total export
earnings with direct linkages to rural eConomy and the
agriculture sector. It has been estimated that textile industry
provides employment to 35 million people dire¢tly and
indire¢t employment to another 45 million of people and one
of every six households in the ¢ountry depends on this sector
either dire¢tly or indire¢tly for its livelihood. The textile industry
in India enjoys a distin¢tive position due to the pivotal role it
plays by way of ontribution to industrial output, employment
generation (second largest after agriCulture) and export
earnings of the Country. The industry is rich and varied,
embracing the hand-spun and hand woven sector at one end
and the Capital intensive, sophisti¢ated mill sector at the
other. Its association with the ancient Culture and tradition of
the Country lands it a unique advantage in Comparison with
textile industry of other Countries, thus giving it an unéommon
edge to Cater to a vast variety of produéts and market
segments both domestic¢ally as well as globally. The Indian
Textile Industry is estimated to be around US$ 52 billion and is
likely to reach US$ 115 billion by 2012. The domesti¢ market
is likely to in¢rease from US$ 34.6 billion to US$ 60 billion by
2012. It is expected that India's share of exports to the world
would also in¢rease from the Current 4 per ¢ent to around 7
per ¢ent during this period. This industry in a very short span
had made a distinét position globally, alluring the globe

towards the ‘World of Indian textiles’. This has happened
mainly bec¢ause high availability of raw materials, highly
skilled eConomical labor, an added advantage, largest
producer of Cotton yarn Contributing 25% towards worlds
¢otton, availability of all kinds of fibers like silk, ¢otton, wool
and even high quality syntheti¢ fibers, flexibility of the
readymade garment industry in terms of sizes, fabri¢ variety,
quantity, quality and ¢ost.

Status of Textile Industry in Rajasthan

Textile is an important industry in Rajasthan ac€ounting for
nearly 20 per€ent of the investment made in the state.
Rajasthan Contributes over 7.5 % of India’'s production of
¢otton and blended yarn (235,000 tones in 2003-03) and over
5% of fabri¢s (60 million square meters). Rajasthan has a
leading position in spinning of polyester visCose yean and
syntheti¢ suiting and proc¢essing. Bhilwara has specially
emerged a leading Center for processing of synthetic fabri¢,
spedially suiting of mixed fiber i.e. Cotton and synthetic. Its
share in the polyester/vis€ose fabri€s (suiting) sector is
around 50 per ¢ent in India. Rajasthan is also famous for
printing and dying of low Cost, low weight fabri¢. Jodhpur,
Pali, Balotra, Jasol and Bituja are the major ¢lusters of small
scale industries engaged in printing and dyeing of low ¢ost
fabri¢. Around 1640 industries are presently operating in
these Clusters. Bhilwara has emerged as India’s largest
manufacturer of fabri¢s, 69 out of 892 spinning mills in India
are located in Bhilwara district. It is also known as Textile City
of India, it is a famous industrial town in Rajasthan. It
enc¢ompasses 50 peréent of the total polyester fabri¢s and
suiting’s manufactured in India. The state Government of
Rajasthan has proposed to allot 300 acres of land in
Bhilwara. The major industry in Bhilwara is textiles, with more
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than 400 manufacturing units in the town. There is also a
huge ¢loth market. Bhilwara ¢ity is one of the most important
industrial Centres in Rajasthan. The region is the hub of textile
industries in the state and Bhilwara is well known as “Textile
City”.

OBJECTIVES

Despites strong position of exporters of textile from
Rajasthan exporters face many problems while exporting
textile and what are the important factors that exporters
Sonsider as important, keeping this in mind a survey was
¢onducted among exporters of textile in Bhilwara distri¢t to
fulfill the following objectives of this research.

(i)  Tofind outimportant factors for exporting textile

(i) To find out problems faced by exporters while exporting
textile

SAMPLE SELECTION

Inallthere are nearly 90 units are Currently running in Bhilwara
in¢luding spinning units, weaving units, technical textile,
merchant exports and readymade garment units. Out of
these 45 exporters were ¢hosen randomly and survey was
¢onducted among them. A questionnaire regarding export
status, their problems and prospects was prepared and
responses were ¢olle¢ted fromthem.

RESEARCH METHODOLOGY

After Colle¢ting data, analysis of responses was done and
frequency for each statement form each scale point was
Galculated and thereafter means s¢ores were ¢aléulated and
ranks were given to statement in each Category to know
about importance of factor and severity of problem and
Gomparative analysis of each statement. The mean s€ore
Calculated shows the extent of important of a particular factor
and severity of a problem.

ANALYSIS AND INTERPRETATION OF
DATA

The data Collected form exporters of Bhilwara region in
questionnaire was analyzed using appropriate software. The
analysis of data, its interpretation along with discussion in
given below in the following section.

Table 1: Statisti¢s about sampled exporting firms

Statistics
Parameters -
Min. | Max. Average
Total Investment in Plantand Machinery | 3 crore | 185 Crore|60 Crore
Total Turn Over 5Crore| 532 Crore| 354 Crore
Total Turn Over from Exports 2 Crore| 350 Crore| 175 Crore
Number of Years in Textile Exports 9 16 11.30

The above table shows various statisti¢s about exporters
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who was selected for present survey. The above table reveals
that minimum investment in plant and machinery was 3 ¢rore
and maximum was 185 Crore with average investment in
plant and machineary of Rs. 60 ¢rore of 45 sample units.
Minimum total turn over of selected textile units of Bhilwara
was Rs. 5 ¢rore and Maximum was 532 ¢rore with average
turn over of 354 Crore. Minimum total turn over from exports of
these sample units was Rs. 2 &rore with maximum of 350
¢rore and average turnover from exports was 175 Crore.
These sampling units were in textile export with an average of
11.30 years, the minimum experience of exports was 9 years
and maximum of 16 years.

Important factors for exporting textile

A question was asked about what factors exporters €onsider
as important for exporting textile. In all total 11 faétors were
given to them and it was asked to rate them on 5 point s¢ale
(5 = Important to a great extent to 1 = Not important at all).
The mean sCore on 5 point s¢ale of various factors are given
in the following table with rank of factor.

Table 2: Important factor in exporting textile

Factors Mean | Rank
1. Product Quality 5.00 1
2. Packaging 3.29 2
3. Range of Products 3.09 3
4. Exposures in international fairs and Events 2.82 4
5. Competitive Prices 2.69 5
6. Brand Reputation 2.60 6
7. Quick Delivery 2.42 7
8. Quick Response system 1.91 8
9. Convenient channel for purchasing 1.49 9
10. Advertisements 1.33 10
11. Discounts 0.96 11

The above table shows ranking of factors a¢€ording to their
importance in view of sampled textile exporters of Bhilwara,
along with mean scores. The mean s€ores shows up to what
extent the said fa¢tor inimportant and the rank shows among
the eleven factors given to them whi¢h factors are most
important and whi¢h facétors are least important. The
following sedtion dis€uss these factors individually
according to rank givento them by sample units.

Product quality

Quality needs to be defined firstly in terms of parameters or
Sharadteristi¢s, which vary from product to product. For
example, for a mechanical or eleétroni¢ product these are
performance, reliability, safety and appearance. For
pharmadeutical products, parameters such as physical and
¢hemical ¢haracteristics, medic¢inal effect, toxicity, taste and
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shelf life may be important. For a food product they will
in¢lude taste, nutritional properties, texture, and shelf life and
soon.

Hence quality is the most important fadtor for any mer¢hant
to sale his/her product espedially when you are exporting
Certain product and when you are Sompeting with various
Sountries as your ¢competitors. And in our survey this also
¢omes out as the top most factors to whi¢h exporters
Consider as most important while exporting textile to other
Sountries.

In this analysis the most important factor for export of textile
Somes out to be product quality with mean s¢ore of 5.0 and
on the first rank among the given factors, whi¢h means that
all the exporters Consider product quality as most important
factor for exporting textile.

Packaging

The se¢ond most important factor that exporters ¢onsider
important is good packaging Packaging also refers to the
proCess of design, evaluation, and production of packages.
Packaging ¢an be described as a ¢oordinated system of
preparing goods for transport, warehousing, logisti¢s, sale,
and end use. Packaging Contains, protects, preserves,
transports, informs, and sells.

HenCe a good packaging is must for exporting textile,
because if packaging is not good the exported material may
be deteriorated due to handling, whether or it may be lost or
reached to wrong destination if proper labeling is not done.
Therefore good packaging and proper labeling must be
done before exporting the product. The mean s¢ore obtained
by this factor was 3.29 out of maximum 4 and ¢ome to
second rank among important factors for export, which
means that this factor is also ¢onsidered highly important
while exporting their product.

Range of Product

The third important factor among the list of 11 important
faCtor was Range of Products with mean sCore of 3.09. This
sCore lies between 3 and 4 which shows that exporters
Sonsiders this factor as important factor for exporting textile.

Hence range of product is also important factor for exporting
the textile. If you are offering range of product along with
quality and good pri¢e then it will beCome difficult for
Sompetitor to Compete with you.

Exposure in international fairs and Events

The appeal of trade events is extensive as trade Shows and
events have a detailed history of bringing together traders
and Customers. This is an effe¢tive marketing tool in order to
Create brand awareness for them. It presents cCompanies with
the opportunity to generate brand awareness to potential
Sustomers that they might not be able to reach using other
promotional methods.
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Trade shows are a way for ¢ompanies ¢an encourage and
develop C&urrent relationships. Exhibitions give the
opportunity for buyers to relay positive CritiCism, they also
obtain the assurance that the product that they've bought are
still promoting their products and services and looking to
encourage further brand awareness.

In our survey this factor Somes on rank 4 with mean s¢ore of
2.82, which shows that exporters consider this factor
important to some extent. In fact almost all the exporters that
are selected for survey attend international fairs and event.
According to them it give them opportunity to advertise their
produdt, to observed their Competitors produéts and prices
and making new relations for their business.

Competitive Prices

Competitive pri¢e means a price lower than that offered by
the Competitors, or a price made more attractive because of
added inCentives, such as longer payment terms. Setting the
price of a product or service based on what the ompetition is
¢harging. Competitive pri¢ing is used more often by
businesses selling similar products, since services ¢an vary
from business to business while the attributes of a product
remain similar. This type of pri¢ing strategy is generally used
once a price for a product or servi¢e has reached a level of
equilibrium, whi¢h often o€¢urs when a product has been on
the market for a long time and there are many substitutes for
the product.

The ¢ompetitive price factor omes on the fifth rank with
mean score of 2.69. This also shows that exporters consider
this factor also as important factor to some extent.

Brand Reputation

Brand reputation and quic¢k delivery are also important
factors for any business. Brand reputation is built when your
product quality is good and it offers range of products on
Sompetitive pri¢es. Brand reputation is built when you offer
good quality products Consistently. Hence this factor was
also Considered as important factor by exporters for
exporting textile with mean score of 2.60 on the sixth rank.

Quick Delivery

Any Customer who has ordered the produdt also requires
quick delivery of order product. If product is delivered on time
it gives immense satisfaction to him, hence quick delivery of
order productis must. Good quality products offered at good
prices but delivered late make whole exercise futile. Hence
this factor was also ¢onsidered as important by textile
exporters of sampling units with mean s€ore of 2.42 and on
the seventh rankamong 11 factors.

Quick Response System, Convenient Channel for
Purchasing and Advertisement

Quick response system, onvenient ¢hannel for puré¢hasing
and advertisement were least preferred or ¢onsidered as



SAARANSH

RKG JOURNAL OF MANAGEMENT
Vol.3 e No.2 e JANUARY 2012

least important factors by exporters with means scores of
1.91, 1.49 and 1.33 respectively and ranking eighth, ninth
and tenth respectively.

Problems Faced By Exporters

Textile Industry is one of the largest manufacturing industry of
India. It has great opportunities for growth and expansion
both domesti¢ally and internationally. India’s textile industry
is mostly ¢haradterized with export to many retailers around
the world executed mostly through export houses and
pro€urement/Commissioning offices of large global apparel
retailers. Though Indian textile industry is growing at a very
fast rate, it has many opportunities that ¢an be managed and
utilized when various problems relating to exports and other
areas are solved and taken ¢are of and this is one of the aim
of our study i.e. to find out what problems exporter are facing
while exporting textile.

Various factors were given sampling units to rate the
problems faced by them while exporting textile. Top ten
problems faced by exporters while exporting their products
are disCussed below.

Table 3: Problems faced while exporting textile

Factors Mean | Rank
Score
1. High power cost 449 | 1
2. Recession in Foreign Market 433 | 2
3. Insufficient support provided by the government | 4.16 | 3
4. Strong international competition 409 | 4
5. Government Policies 400 | 5
6. Poor Product design and style for export markets | 3.87 | 6
7. lack of Government assistance in overcoming 387 | 6
export barriers
8. Corruption in Government Institutions 373 | 8
9. Foreign government rules and regulations 360 | 9
10. Ineffective communication with overseas 3.58 | 10
customers — Language and Culture barrier

Table 2 given above shows the mean scores of various
problems in order of their severity. The responses were
valued at the s€ale from 1 to 5 with extreme taking higher
value. The mean value of ea¢h problem statement was used
to determine the extent to whi¢h a cCertain problem is
associated with high, moderate or low degree of severity.

High Power Cost
Table 4: High Power Cost

Options %

To a great extent 62.22

To some extent 24.44

To a little extent 13.33
To a very little extent 0.00
Not at all 0.00
Total 100.00

Table given above shows that 62.22% exporters say that high
power Cost is main hurdle in their export, 24.44% say that this
problem is severe to some extent and remaining 13.33%
think that this problem is severe to little extent. If mean s€ore
is observed then this problem have got mean s¢ore of 4.49.
This sCore shows that on an average level this problem is
severe.

A study by International Textile Manufacturers Federation
revealed high power €osts in India as ¢ompared to other
Countries like Brazil, China, Italy, Korea, Turkey and USA. Also
perCentage share of power in total ¢ost of production in
spinning, weaving and knitting of ring and O-E yarn for India
ranged from 10 peréent to 17 percent, which is also higher
than that of Countries like Brazil, Korea and China. Recently
The Government of Rajasthan has in¢reased the rates of
electricity making the problem more serious. Henée with
inCrease in the Cost of power the overall ¢ost of production is
also inCreased whi¢h makes the exporter less competitive
with other Competing Countries of the world where ¢ost of
power is less.

Recession in Foreign Market

In e€onomi¢s, a re€ession is a business Cycle Contraction, a
general slowdown in e€onomic¢ activity. During recessions,
many macroe€onomi¢ indiGators vary in a similar way.
Production, as measured by gross domesti¢ product (GDP),
employment, investment spending, capacity utilization,
household incomes, business profits, and inflation all fall,
while bankruptéies and the unemployment rate rise.

Table 5: Recession in Foreign Market

Options %

To a great extent 60.00
To some extent 13.33
To a little extent 26.67
To a very little extent 0.00
Not at all 0.00
Total 100.00

The se¢ond major hurdle indicated by the respondents was
re¢ession in the foreign market. 60% of the respondents say
that this problem is severe to a great extent, 13.33% say that
this problem is severe to some extent and 26.67% say that
this problem is sever to a little extent. If overall mean sCore is
observed this ¢omes out to be 4.33, whi¢h above the
moderate level and shows that this is a major hurdle in
exporting textile.
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Insuffi¢ient support provided by the government

Table 6: Insufficient support by the Government

Options %

To a great extent 40.00
To some extent 35.56
To a little extent 24.44
To a very little extent 0.00
Not at all 0.00
Total 100.00

The above table shows that 40.00% of the respondents think
that insuffiCient support provided by the government is
problem to a great extent, 35.56% think that this is a problem
to some extent and remaining 24.44% say that this problem is
toalittle extent. If overall mean s€ore is observed it Somes out
tobe4.16.

When it was asked to tell about the specifi¢ problems where
they want support form government, then following issues
were ¢ome out — The power tariff of the state is a bottleneck.
The power rates in the state are higher as compared to other
major textile producing states like Tamil nadu, Maharashtra,
M. P and Karnataka whic¢h ¢auses extra burden of Rs. 5/- per
kginthe Cost of yarn manufactured.

Rajasthan is land lo¢ked ¢enter and at onsiderable distance
from the sea ports, the exporters have to bear extra cost of
Rs. 2/- per kg for transportation of finished material for
exports to Sea ports. There is sCarcity of water, whi¢h is a raw
material for the industry. There is no provision of water in any
of Government’s water supply s€heme for the industrial units.
The process industry in Bhilwara requires about 2 ¢rore liters
of water per day and all this is managed by the Industry on its
own. Transportation problems — There is no broad gauge rail
track facility in Bhilwara therefore all the exportable
Containers have to be sent by road and in this exporters have
to pay extra freight. BeCause of this one loc¢al port is also not
functioning.

Strong International Competition

Table 7: Strong Internal Competition

Options %

To a great extent 60.00
To some extent 2.22
To a little extent 24.44
To a very little extent 13.33
Not at all 0.00
Total 100.00

Maximum 60.00% of exporters think that strong international
¢ompetition is a threat to a great extent for the export of their
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textile material, 2.22% think strong international ompetition
is problem to some extent, 13.33% think that this is the
problem to a little extent whereas 24.44% think that this
problem is problem to a very little extent. The overall mean
score for this factor was 4.09 whic¢h suggest that problem is
important enough to be pondering up on.

Indian textile exporters are facing stiffer competitionin the US
market from Countries like China, Indonesia, Vietnam and
Bangladesh a¢¢ording to a report by the federation of Indian
Chambers of Commer¢e and Industry (FICCI). Aé¢ording to
survey findings India’'s export of textle and apparel
witnessed a negative growth of around 11 percent to both US
and EU in 2009. The share of Bangladesh, Indonesia,
Vietham and China inéreased by 0.5, 0.4, 0.67 and 4.3
percent points respectively in US imports in 2009 as
¢omparedto 0.17 perentage points for India.

Government Policies

Table 8: Government Policies

Options %

To a great extent 62.22
To some extent 0.00
To a little extent 13.33
To a very little extent 24.44
Not at all 0.00
Total 100.00

Government policies are ¢onsidered as hurdle to a great
extent by 62.22% of sample exporters, while 13.33%
exporters think that this problem is problem to a little extent
and 24.44% exporters think government poli¢ies are hurdle
to a very little extent. The mean score obtained by this
problem s 4.0 whi¢h show that this problemis also a problem
which exporters feel as important and to be solved seriously.

The absence of flexible labour policy, serious infrastructural
¢onstraints like power shortage, transport problems and
large transaction Costs have already been putting export
industry at a disadvantage. The T & C industry, unlike other
manufacturing sectors, is operating in highly competitive
global markets where pri¢ing plays a vital role in expanding
the market share.

Poor Product Design

By and large, many export problems faed by exporting firms
are direCtly related to the Controllable issues within the firm
itself. These problems are intrinsi¢ to the firm and are usually
assocCiated with insuffi¢ient organizational resources for
export marketing one of them is poor product design and
style for export markets.
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Table 9: Poor Product Design

Options %

To a great extent 37.78
To some extent 24.44
To a little extent 24.44
To a very little extent 13.33
Not at all 0.00
Total 100.00

The above table shows that 37.78% respondents think that
poor product design is a barrier to a great extent in exporting
goods, 24.44% think that poor produét design is hurdle to
some extent and 24.44% think that this a problem to little
extent, 13.33% respondents think that poor product design is
problem to a very little extent. The mean score for this factor
was 3.87, which also shows that ¢oncern should be given to
this problem, but this problem is exporter’s internal problem
and it ¢an be solved by themselves by taking appropriate
actions.

Lack of Government Assistance in Overcoming
Export Barriers

Table 10: Lack of Government Assistance

Options %

To a great extent 37.78
To some extent 24.44
To a little extent 24.44
To a very little extent 13.33
Not at all 0.00
Total 100.00

Table presented above shows that 37.78% of respondents
think that lack of government assistanCe in overoming
export barriers is hurdle to a great extent, 24.44% think that
this problem is problem to some extent, 24.44% think that this
problem is problem to a little extent and 13.33% think that
lack of government assistance in over¢oming export barriers
is hurdle to a very little extent. The mean s¢ore obtained by
this factoris 3.87.

Corruptionin Government Institutions

Table 11: Corruption in Government Institutions

Options %

To a great extent 26.67
To some extent 46.67
To a little extent 0.00
To a very little extent 26.67
Not at all 0.00
Total 100.00
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26.67% respondents think that Corruption in government
institutions is problem to a great extent, 46.67% think that this
is problem to some extent and 26.67% think that this is a
problem to a very little extent. Mean score for this problem is
3.73. Corruption in government institutions is ¢ommon
problem now-a-days. Without giving bribe and spedial
favours you ¢an not work smoothly in a bureaucrati¢ system.
In day-to-day work you face problems in government offi¢es
in smooth working that's why exporters showing ¢oncern for
this problem.

Foreign Government Rules and Regulations

Table 12: Foreign Government Rules and Regulations

Options %

To a great extent 35.56
To some extent 26.67
To a little extent 0.00
To a very little extent 37.78
Not at all 0.00
Total 100.00

Table given above shows that 35.56 of sampled exporters
say that foreign government rules and regulations are hurdle
to a great extent, 26.67% think that this a problem to some
extent and 37.78 % think that foreign government rules and
regulations are hurdle in exporting goods to a very little
extent. The overall mean s€ore obtained by this factor is 3.60.

Ineffective communication with overseas customers -
Language and Culture barrier

Effective Communication with people of different Cultures is
especially ¢hallenging. Cultures provide people with ways of
thinking--ways of seeing, hearing, and interpreting the world.
Thus the same words ¢an mean different things to people
from different Cultures, even when they talk the "same"
language. When the languages are different, and translation
has to be used to GommuniCate, the potential for
misunderstandings inCreases. If the people involved are not
aware of the potential for such problems, they are even more
likely to fall victim to them, although it takes more than
awareness to overéome these problems and communicate
effectively across Cultures.

Table 13: Distribution of Responses - Language and
Cultural Barrier

Options %

To a great extent 37.78
To some extent 0.00
To a little extent 46.67
To a very little extent 13.33
Not at all 2.22
Total 100.00
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The above table shows that 37.78% respondents think that
ineffe¢tive  communi¢ation with overseas customers —
Language and Cultural barrier is hurdle to a great extent,
maximum 46.67% thinks that this is a problem to a little
extent, 13.33% think that language and Cultural barrier is a
problem to a very little extent and only 2.22% this that
ineffeCtive  CommuniCation with overseas customers —
Language and Cultural barrier is not a problem at all. The
mean sc¢ore obtained by this factor is 3.58 which show that
ineffeCtive  Communi€ation with overseas customers —
Language and Cultural barrier is problem fac¢ed by exporters
in exporting their material.

FINDINGS AND SUGGESTIONS

While exporting product many problems are fated by the
exporters the summary of these problems are given in order
of there severity —

® High power ¢ost is the top most problem that exporters
of Rajasthan in partiGular are facing today, because the
power tariff in Rajasthan is high as ¢ompared to other
states.

® Recession in foreign market is also a big ¢hallenge to
exporters now-a-days. Unstable economies of the
developed Countries like US Created a fear among
exporters.

® |nsuffi¢ient support provided by the government — There
are many problem that ¢an only be solved by
government support whi¢h are faed by the exporters of
Bhilwara region like water s€arcity, power problems, in-
functional port eté. whi¢h ¢an be solved by government
alone.

® Strong International competition is also a big problem
faced by exporters. Be€ause of the high power Cost,
high Cost of production, high peréentage share of power
in total Cost of production eté. made the cost of
production high and that makes difficult in Competing
with other exporting Countries in term of price despite
good quality of our product.

® The absence of flexible labour polidy, serious
infrastructural onstraints like power shortage, transport
problems and large transaction Costs have already
been putting export industry at a disadvantage.

® Competing Countries from Asia have gained
signifi¢antly in the global markets during recent years.
Measures are required to ensure fiber security to the
textile sector. Inthe Case of workers, both availability and
skilling are major issues that have to be tackled by the
government and the industry. T & C industry ¢an achieve
higher growth if the ¢onstraints are minimized through
effective and Coordinated by all the stakeholders.

® Poor product design is an internal problem of exporter.
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Adoption of new te¢hnology which is existing in the
world and available to the other ¢ompeting Countries
should be adopted to make our existence strong in the
world market.

® (Government at state level as well as National level
should listen to the problems of exporters and show
¢oncern to various problems whi¢h are already
disGussed above.

® Corruption in Government institution is also one of the
hurdles said by the exporters.

® Foreign government rules and regulation is also a
problem faced by the exporters, but this is an external
faCtor which ¢an be solved only at government levels of
both the Countries and we ¢an not do much about this
because every Country takes Care of its interest at prime
level.

® The last hurdle in this study is problem of ineffective
¢ommunication with overseas ¢ustomers and Cultural
barrier. A good experienCe and training ¢an only solve
this problem by understanding other Countries’ Culture
and self improving or training from third parties making
himself / herself in effectively communi¢ating with
people of other Countries.

CONCLUSION

The present study is ¢onducted to study and find out the
important factors for exporting textile to other Countries and
to find out problems that exporters are facing today for
exporting their textile products partiGularly exporters of
Bhilwara region. Important factors or problems ¢ome out in
the study some of them ¢an be solved by exporters by
themselves by improving in their approach, adopting new
te¢hnologies and learning from other exporting Gountries.
Major problems which exist at infrastructural level and are
related with polidy dedision ¢an be solved by the
Governments alone at lo¢al or state level as well as at
national level by taking appropriate poli¢ies and listening to
and dis¢ussing the problems of exporters so that exporters
of Bhilwara make their strong position felt in the world market.
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CHANGING SIDE OF INDIAN CULTURE WITH
REFERENCE TO POWER DISTANCE DIMENSION
OF HOFSTEDE MODEL

Neelam Saraswat* Gyan Prakash**

ABSTRACT

Managers often don't take into consideration cultural determinants which can influence their employees’ attitude and preferences. This can result in the
fransfer of practices which are not suitable in specific cultural environment. This research paper focuses on the changing dimensions of power distance in
Indiia. The work relationship between managers and their subordinates is dependent on the power distance. In the country with the low power distance
superiors and subordinates are perceived as partners and in consequence the best management style is the democratic one. In cultures with high power
distance the most often used management style is an autocratic one. Both the managers and the subordinates consider each other as existentially
unequal, which results in wide acceptance of the visible signs of the status. Many researches have been conducted to study the causes which affect the
power distance like culture; nationality etc. This research paper is focusing upon changing tolerance of people for power distance. Power distance as one
parameter to study culture of a nation was first introduced by Hofstede and afterwards many other authors wrote about this dimension. Hofstede
considered India as High power distance culture as his finding gave 77th rank to India on this dimensions. This rank indicated that Indians are having high
tolerance for power difference and this is widely accepted and practiced in organizations also. Now, as Indians are coming in contact with many other
cultures and imbibing excerpts from other cultures too, attitude of Indians towards power distance is also changing. This research is also revealing the
same phenomenon. These findings are based upon empirical research done by authors.

Key Words: Culture, Hofstede model, India, power, power distance, etc.

INTRODUCTION

Culture is very important factor when it Comes to describing
the behavior of people of a partiCular nation. Culture is the
shared habits of representation, reference, and inference
(Burcik et al., 2007, 2008). Culture is the complex matrix of
behavior; a shared system of valued sensibilities and
practic¢es whi¢h influence individuals” habitual ways of saying
and doing things. Hofstede (1991) describes Culture as the
“Collective programming of the mind which distinguishes the
members of one group or Category of people from another”
(p. 5). Study of Culture is very important as differenc¢es among
Cultures result in the differenCes in many social dimensions
across different Countries (Servaes, 1988). Hofstede made
signifi¢ant Contribution in study of Culture. To study national
Culture, Hofstede Collected response from employees
working in the subsidiaries of IBM across 40 Countries
around the world. In Hofstede’s (1980) original study of
national Culture ¢an be identified through four dimensions,
which are power distance, ColleCtivism versus individualism,
femininity versus masculinity, and uncertainty avoidance.
Hofstede (1980) defined power distanée as the extent to
whi¢h a unit acepts the fact that the power is distributed
unequally. Uncertainty avoidance is defined as a Cultural
perspective reflecting the extent to whi¢h the members of a
Culture feel threatened by ambiguous or unknown situations
(Cyert & March, 1962, 1992; Hofstede, 1983; Hofstede &
Hofstede, 2005, p. 167; Mar¢h, 1994; Umanath & Campbell,

1997). As Hofstede puts it, uncertainty avoidance is the
extent to which a Culture programs its members to feel either
uncomfortable or Comfortable in unstruétured situations”
(Hofstede, 2001, p. xix). The masculinity (femininity) index as
identified by Hofstede Can be alternately viewed as an
achievement vs. nurture metri¢. Essentially, it is away to view
if a Culture has asocial foCus or one of rec¢ognizing and
encouraging ambition and measures of achievement. To
some extent, it reflets gender influenced roles for that
Culture (Hofstede, 1983). Finally, the individualism
(Collectivism) index portrays the Cultures emphasis on the
individual or soCiety (Hofstede, 1983). This research is mainly
¢oncerned about the first dimension of Hofstede Model that
is power Distance. So we are emphasizing upon this factor in
detail.

Power Distance

Power and inequality are extremely fundamental facts of any
society and almost all soCieties are unequal, but some are
more unequal than others. The term “power distance” (PD)
was first originated by Mulder (1977), meaning” the degree of
inequality in power between a less power Individual () and a
more powerful Other (O), in whi¢h | and O belong to the same
social system (P90)”. Power distance is how the less
powerful members of institutions and organizations within a
Country expect and ac€ept that power is equally distributed
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(Dooley, 20083; Hofstede, 2001, p. xix; Hofstede & Hofstede,
2005, p. 46; Hooker, 2003; Huang et al., 2003; Mead, 1994;
Steming & Hammer, 1992). Power distanCe in a particular
Culture is a way of interpreting relationships between and
among people generally. There is a ¢ontinuum from small to
large power distanCe and use in situations.

Power distange also describes the extent to which
employees acCept that superiors have more power than they
have. In short this Cultural dimension looks at how much a
Sulture does or does not value hierar¢hical relationships and
respect for authority. Power Distance reflects the degree to
which a Culture believes how institutional and organizational
power should be distributed (equally or unequally) and how
the dedisions of the power holders should be viewed
(Challenged or ac&epted).

Power distance is very important determinant of behavior of
people in organizations. Rec¢ent studies support the view that
Cultural variables suc¢h as power distan¢e ¢an influence
management practi¢es, and results found are ¢onsistent
with expectations derived from Cultural frameworks suc¢h as
Hofstede's (1980a) and Klu¢khohn and Strodtbeck's (1961).

Examples of Cultures with high PDI s€ores in¢lude Arabi¢
speaking ¢ountries, Russia, India and China. Those with low
s€ores in¢lude Japan, Australia and Canada. Table T1 is
showing rank of different nations on PDI: Power Distane
Index as found by resear¢h done by Hofstede.

PDI Score of Nations

Country PDI | Country | PDI Country PDI
Malaysia 104 Brazil 69 South Africa 49
Guatemala | 95 France 68 Hungary 46
Panama 95 | Hong Kong | 68 United States 40
Philippines | 94 Poland 68 Australia 36
Mexico 81 Turkey 66 Germany 35
China 80 Kenya 64 | United Kingdom | 35
Iraq 80 Thailand | 64 Switzerland 34
Kuwait 80 Chile 63 Finland 33
Saudi Arabia | 80 Portugal 63 Sweden 3
Libya 80 Greece 60 Ireland 28
Indonesia 78 Iran 58 New Zealand 22
India I Pakistan | 55 Denmark 18
Nigeria 77 Japan 54 Israel 13
Singapore 74 Italy 50 Austria 11

Sourge: http://www.geert-hofstede.6om/ hofstede
dimensions.php
Table T1
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Overview of Power Distance in Business Cultures

Organizations also have imbibed ¢ulture whi¢h has impact
upon interaétion of people with each other and with
outsiders. Culture defines behavior of people in the
organization. An organization may have low or high power
distanCe that determines orientation of seniors and
subordinates towards each other.

1. Small or Low Power Distance Culture: PDI is low in
Gountries where bosses and subordinates work ¢lose
together and consult each other. Below give are the
Sharadteristi¢s of the Sompanies with low power distance:

® Subordinates and superiors ¢onsider each other as or
less unequal. Managers and employees are on even
ground.

® The hierar¢hi¢al system ¢an always ¢hange depending
onthe ¢iréumstances.

® The hierarchies are flat with a de¢entralized organization
and a small number of supervisors who are expected to
be acCessible for their subordinates.

® \Within a cCompany the degree for unequal treatment is
reducedtoalowlevel.

® There is interdependence between employer and
employee.

® The salary range is narrow between the top and bottom
in Companies.

® Subordinates expeét to be consulted within the
dedision-making process.

Subordinates provide feedbac¢k to boss.
Titles do not ne€essarily indic¢ate responsibility level

Ideas from subordinates are welcomed and
encouraged.

® Subordinates take responsibility instead of €ompleting
tasks

® Superiors treat subordinates with respect and do not
pullrank.

® Subordinates are entrusted with
assignments.

important

® Managers may often socialize with subordinates.

2. High Power Distance Culture: Companies with high
power distanCe has below given ¢haradteristic¢s.

® The relation between boss and subordinate is stri¢tly
ruled and dependent on the decisions of the boss.

® \VeryCentralized organization.

Subordinates expect to be told what to do from their
superiors because they ¢onsider each other as unequal.
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® Inequalities are normally expecCted and privileges are
seen as desirable by superiors.

® There is a large extending Centralization and the salary
rangeis wide.

® Employees are too afraid to express their doubts and
disagreements with their autoCratic and paternalistic
bosses.

Employees take direction from bosses

Power in organizations is held tightly by superiors
Tall organizational structure

Ideas are pushed down from very top of organization

Those in authority openly demonstrate their rank.

Subordinates are not given important work and expect
¢lear guidance fromabove.

® Subordinates are expected to take the blame for things
goingwrong.

® Therelationship between boss and subordinate is rarely
Close/personal.

Hofstede’s research proves following fact about India

India has Power Distan¢e (PDI) as the highest Hofstede
Dimension for the Culture, with aranking of 77 ¢ompared to a
world average of 56.5 as shown in figure F1 and F2. This
Power Distance sCore for India indiCates a high level of
inequality of power and wealth within the sodiety. This is
where India Completely differs from some of the Western
Cultures such as Sweden, Austria, the UK, the US and
Australiawho has very low PDI s¢ores less than 40 and hence
is Classified as low power distanCe societies. Hence the
relationships between entities there are more equal and less
hierar¢hical.

Fl 1oy

LET LTO

Sour€e:http://www.geerthofstede.Com/hofstede_india.shtm

Figure F1
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Sword Average for Hof stede’s Dervens ons

SourCe: http://www.geerthofstede.Com / hofstede
india.shtml

Figure F2
OBJECTIVE

This researCh paper is aiming at to study the ¢hanging
Cultural dimensions in India at workplace. This study is
basi¢ally foCused upon “Power Distan¢e” dimension of
Sulture in organizations. We are aiming to ompare India’s
Surrent sGore on Power Distance Index with sC¢ore given by
Hofstede in his model.

RESEARCH METHODOLOGY

This research is done with the help of both primary and
secondary data. Primary data is Colleted through
questionnaire. To calCulate power distance below given
formulawas used:

PDI = -35m(Q3) +35m(Q6) +25m(Q14) -20m(Q17) -20

Q8, Q6, Q14 and Q17 are the questions which were originally
used by Hofstede to ¢alCulate Power Distance Index. Same
questions were used by us in order to do the Comparison of
Surrent PDI s¢ore of India with the s€ore given by Hofstede.

Apart from these questions, we developed two separate
questionnaires to be filled by superiors and subordinates to
get the perspective about the power distance from both
sides. Self-administered paper questionnaire was
¢ompleted by working professionals of Indian reputed
¢ompanies from IT industry. Sampling is based on both
judgment and ¢onvenience. Questionnaire for superior
¢ontains eleven questions. Questionnaire for subordinate
inCludes five questions. Questionnaire was sent to 300
working professional. Response was Collected from 200
people. Out of 200, 100 respondents are holding position of
seniors and other 100 are subordinates.
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ANALYSIS: Response of Subordinates
Attitude of Superiors towards Power Distance: Views of Subordinates Regarding Power Distance
100 reSpondeﬂtS who are Working as senior have given m iy Dsagiee @ Lisaree ® Yeithe Soree no Disggiee @ Geree 8 Srongleagiee

below givenresponse:

Larn “nrafarkiBle o ealling wy senla by 3l nane

Response of Seniors

learvgscfeedhack ba my senlar

Views of seniors regarding power distance

Sy Mivag ex. @livagra: @ il Sees oo Biaager ®aac: @Shmngl agor Lghsededeie anvclsugge=ians b my senlar

1y subording b=y v sy foloy rubss ad ps L a4 Hike b2 ol Lzri sacialice with wey s=nic
nrders £ 2

etk suserdinakes Sy i srant bk h . 3 J f
1 arn carnburLalede v shanineg of lice spece eith my senion

dam't w=peck iy subercimats s 1o sas F/'gure F4
Frivm pagr wnb s dinal= e gics ladla b Varlable Name Mean Standard
Lot aind Hewe suzordinakes call e be g nanee DeVIatIOﬂ
e | gm comforltable in sharing office space 3.63 1.28
with my senior
e sczic e oo hee sabolineinezs: . e X .
| like to often socialize with my senior 4.00 1.03
loften sodalize wity mibordinate: Laive i . . 11
Do " vrvind il i susm dinales enber iy cebin gIVG |deaS and SqueStlonS tO my senior 399 ' 3
R | can give feedback to my senior 369 | 1.20
Alke sularelingdes berieally analzronty
il Einns . . . .
L o | am comfortable in calling my senior by his name | 3.4 1.25
Fucanalina b e Table-l-3
Figure F3 Table T 2 and Table T3 ¢learly indicate that seniors as well as
Varabia N M S subordinates are not comfortable with power distance. As
ariable Name ean Deviat.ion depicéted in figure F3, seniors are ¢omfortable in sharing

offi¢e space with subordinates, they allow subordinates to
Comfortable in Sharing Office Space with Subordinates|3.68 | 1.17 ¢ritically analyze their decisions, they like to be sodialized
with subordinates, they welCome new ideas from
subordinates, they encourage subordinates to give

Allow Subordinates to Critically Analyze my Decisions|3.59 | 1.20

Don’t mind if my subordinates enter my cabin 347 | 1.33 feedback, they assign important task to subordinates and
without prior appointment they are also not particular about rules and regulations.

Subordinates are also having similar kind of views about
| often socialize with subordinates 3.96 | 112 distribution of power at workplade. They often give ideas and
Welcome ideas from the subordinates 384 | 122 suggestions to seniors, they are not hesitant in giving

feedback, and are very Comfortable in sodializing with
Behave in friendly manner with subordinates 375 | 157 seniors. These responses show ¢hanging attitude of Indians

towards power distance. Working professionals in India are

Don’t mind if my subordinates call me by my name ~ {3.58 | 1.15 S } ) y
becoming more oriented towards less power distancCe. We

Encourage subordinates to give feedback 394 | 1.04 have also done ¢omparison of our results with Hofstede
Model. CalCulation is done with the help of below given
| don't respect my subordinate's ideas 1.98 | .87 dation W P W gV
formula.
| entrust subordinates with important task 3.77 | 1.14 PDI = -35m(Q3) +35m(Q6) +25m(Q14) -20m(Q17)—20
My subordinates has to strictly follow rules 242 | 1.16 Power Distance Calculation
and my orders Question Mean Score of Responses
TableT2 Q3 210
Q6 2.72
Questionnaire whi¢h was made for subordinates was filled Q14 3.45
by 100 respondents. Summary of response is given in the Q17 331
figure F4 andtable T3: :
Table T4
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PDI = -35m(Q3) +35m(Q6) +25m(Q14)—20m(Q17)-20
PDI = -35x2.10 +35x2.72 +25x3.45-20x3.31-20
PDI=-73.5+95.2+86.25-66.2-20

PDI=21.75=22

Comparison of Results

Current PDI of India Hofstede PDI of India

22 7

Table T5
DISCUSSION AND IMPLICATION:

Our study is based upon the findings of research done by
Hofstede. Hofstede ranked India as 77th on the dimension
“PDI: Power Distance Index”. But this finding is no longer
appli¢able in Indian Context as study done by authors reveals
that India’s rank on PDI has ome down to 22 as Comparison
to 77. Our study indiCates that orientation of Indian working
professional has c¢hanged towards power distance at
workplage. Now both senior and subordinates want to have
equality at workplace. This study also indi¢ates that national
Sulture is not stable rather it is dynami¢ which ¢hanges as per
situation. Organizations and people working in organizations
should realize this ¢hange because power distance
dimension of Culture has its impli¢ations. Ac¢ording to
Hofstede, the two dimensions of national ¢ulture that ¢ould
impact diversity management are power distan¢e and
individualism. Apart from this, people in low power distance
Cultures are less Comfortable with a larger status differential
than high power distange Cultures. Indian Corporations
should now start paying attention to lesser status difference.
The Gomez et al. (1999), Adler, 1997; Francesco & Gold,
1998; Guillén, 1994 and many more researchers support the
finding that that the use of parti¢ipation may be inappropriate
in high power distanCe Cultures as it Could Create an
impression of managerial incompetenée but parti¢ipation is
Considered positive in low power distance Cultures. Cheng,
Chou and Farh (2006) found that there is positive association
between authoritarian leadership and subordinates’ loyalty
and organizational commitment for high power-distance
employee but negative association for low power-distance
employee.  So leaders should ¢hange their style from
autocratic to demodrati¢ in ¢hanged Cultural scenario.
Individuals from low-power distan¢e C&ultures perform
signifi¢antly better inthe empowered situation with respect to
productivity than in the disempowered situation. In totality
Indian organizations should ¢hange their way of functioning.
They should have more open environment, less status
differenCe, less hierar¢hies in organizational structure,
decentralization, demodrati¢ and participative leadership,
and empowered employees in order to have friendly and
healthy environment at workplace and to increase
satisfaction and Commitment level of employees.
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E-GOVERNANCE AND URBAN LOCAL BODIES
IN INDIA : ISSUES AND CHALLENGES

Mohd.Azam Khan*
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ABSTRACT

E-governance combines good governance reforms with new information and communication technology (ICT) .It benefits citizens and governments
employees, alike by enhancing management processes, service delivery, and public interface in order to provide more efficient, convenient and
transparent services. Implementation of e-governance is one of the mandatory reforms under Jawaharlal Lal Nehru national urban renewal mission.
Since India has been emerging as one of the ICT giant in the world, it is imperative to consider the e-governance and the related issues for analysis. Hence
this paper highlights the importance of ICT in municipalities. It discusses various issues related to e-governance in municipalities and also gives some
tips to implementation of e-governance in municipalities. Finally, in conclusion paper make some suggestion which can help to overcome the problem of

e-governance related to municipalities.
Keywords: E-governance, Urban, Local

INTRODUCTION

The term “e-Government” may be defined as “the use by
publi¢ bodies of information and Communication
te¢hnologies (ICTs) to deliver information and/or services to
Citizens, external organizations, ele¢ted representatives and
other stakeholders in su¢h a way as to Somplement, replace
or improve existing delivery systems” (O’Donnell, 2003). E-
Governance represents the strategi¢ and systemati¢ use of
modern information and ¢ommunication te¢hnology by a
government to improve the effi¢iency, transparency and
accountability in its functioning and interface with Citizens.
Over the last several years, governments have in¢reasingly
been using technology to redesign and restructure
departments and programs, and ¢hange the way they plan
and manage their affairs, deliver services, and interact with
various stakeholders. Governments are deploying the
te¢hnology to become increasingly responsive to
stakeholders such as Citizens, vendors and numerous
interest groups who want more effiCient service delivery and
greater ac¢Cess to information on the functioning of the
governments. E-governance is the application of information
& communication technologies to transform the efficiency,
effectiveness, transparency and accountability of
informational & transactional exchanges with in government,
between govt. & govt. agencies of National, State, Municipal
& Local levels, citizen & businesses, and to empower citizens
through access & use of information(shah,2007)

THE BASIC STRUCTURE OF
E-GOVERNANCE

(Layne in 2001) described a four-stage growth model to
develop a fully funétional e-government. Based on te¢hnical,

organizational and managerial feasibilities, the four stages of
agrowth model for e-governance are:

Cataloguing (Information)
Transaction
Verti¢al integration (Interactive)

Horizontal integration (Strategic, interactive) or
transformation

These four stages are arranged in terms of Complexity and
different levels of integration. This se¢tion explains these four
stages, mainly based on the original paper of Layne 2001.
The first stage is “cataloguing” or “Information” beCause
efforts are fo€used on cataloguing government information
and presenting it on the web. The first stage is focused on
establishing an on-line presence for the government.

The seCond stage “Transaction”, where e-government
initiatives are fo€used on ¢onnecting the internal government
system to on-line interfaces and allows Citizens to transact
with government systems to on-line interfates and
ele¢tronically, is referred as “transaction-based”
e-government.

This stage is a link between the live database and the on-line
transaction.

However, the CritiCal benefits of implementing e-governance
are actually derived from the integration of underlying
proCesses across different level of government. Any citizen
¢an Contact one point of government to complete any level of
governmental transaction, whi¢h ¢an be referred as “one
stops shopping” ¢oncept. This integration may happen in
two ways: vertical and horizontal. VertiCal integration refers to
lo¢al and Central administration ¢onnected for any funétions
or services of government, while horizontal integration refers
integration across different functions and services.
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Urban lo¢al bodies in India are the primary delivery
mechanism for providing servi¢es to urban ditizens in the
areas of publi¢ health, education, tax Collection, services &
utilities like power, water, teleCommuni¢ations, sanitation,
solid waste disposal, land development, transportation,
housing development and many other essential services.
The typi¢al urban lo¢al body ¢onsists of a Council of elected
members assisted by government bureaucrats. While the
elected offi¢ials provide the politi¢al interface to the Citizens,
the bureaucrats handle the delivery mechanisms of the
poli¢ies artiCulated by the elected ivic bodies.

Most urban lo¢al bodies in India have a poor understanding
of and a¢éess to the enormous potential that information and
¢ommunication technologies hold in improving the
functioning of these organizations. Many Ccities such as
Bangalore have evolved unique publi¢-Private Partnership
models in whi¢h the urban lo¢al bodies, the Citizens and
enlightened Corporate entities are working together to look at
governance issues more holisti¢ally. The Bangalore Agenda
Task For¢e (BATF), which started off as a unique experiment
in private publi¢ partnership in urban governance, has been
successful in bringing together the various stake-holders
Consisting of municipal service providers, the Ccity
government, domain experts, nongovernment organizations
and the ¢itizens on a common platform to disc¢uss urban
development issues and evolve Common governance
guidelines. (BATF, 2005). In a non-ICT enabled urban lo¢al
body the key processes adopted while serving the
¢ommunity are (i) making & administering policy, (i)
implementing policy for the welfare of Citizens and sodiety,
(iii) Controlling the activities, (iv) organizing for achieving the
above. Some of the ULB'’s initiatives in e-governance are like
registration & lIssuance of birth and death Ccertificates,
payment of property tax, Octroi, water bills, publi¢ health &
sanitation et¢., (Nagarapalika, 2004, Jadhav, S. 2003).

ICT-enabled ULBs, while administering the policies for the
good of the sodiety to deliver quality servi¢es with the help of
te¢hnology, foCus on (i) ¢reating, maintaining and using
knowledge in decision making, (i) ¢reating secure systems,
(iii) establishing direct Citizen interface and servi¢e delivery
mechanisms, and (iv) providing the required ICT
infrastructural support. (Sundar, D. K., Garg, S. 2003). A high
level representation for the overall governance system for an
integrated poli¢y making model should have enhanced
social dialogue, multi-Criteria decision making, standardized
and simplified processing, using ICT to make these
fragmented steps into a €oherent, homogenous system
(Peristeras, V., etal., 2003).

E-GOVERNANCE IN INDIA

India with its more than one billion people has over 16% of the
world population living in only 2% of the world’s space .In
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India the concéept of e-governance began with national
informati¢s Eentre effort’s to Connect all district headquarters
through Computers in the 1980s.the working group of
¢onvergence and e- governance of the planning Commission
has already reCommended that the government must
earmark $587 in addition to the 3% plan outlay of each
ministry for e- governanée and ¢onvergence projects.(India
to give serious look at e-governance ,2002) It further
proposed the setting up an India portal for publi¢ access to
information on various aspects of government functioning.

NASSCOM’s analysis revealed that the southern states of
Andhra Pradesh ,Karnataka, Tamil Nadu are leading in terms
of implementing E- governance projects. Although a few
projects of e-governance in few states have won international
awards yet it has not been able to make rapid progress in
other parts of the country due to several operational
,eGonomic¢ ,personnel, planning and implementation issues.
Perhaps the most talked about initiative in E- governance has
been the E-sewa project of the Andhra Pradesh government.
It has been noti¢ed that e-governance in India has focused
heavily towards investing in hardware and very little on
developing software and services. The reason for the slow
evolution of the e-governance in India in¢lude lack of IT
literaCy and awareness specially amongst rural masses,
underutilisation of existing ICT infrastructure, attitude of
government departments, resistanCe of re-engineering of
departmental proCesses, etc.

E-GOVERNACE AND MUNICIPALITIES

There are three agenda items to take e-governanée initiatives
further.

Agenda |- A generic module for e-governance in

municipalities

® Develop a generi¢ model Clearly spelling out common
minimum Citizen serviCes/interfates with a fixed
timeframe; this is a must to take this initiative forward.

® Focus on building citizens €onfidence on minimum
services at the front end in the first phase; the back end
servi¢es ¢an be taken up during later phases

® Develop a national urban data infrastructure in¢luding
spatial data infrastructure and a state level urban data
hub for setting up data standards and a¢¢essing and
storing of information

® Formulate te¢hnology standardization and a¢¢eptance
standardization for ben¢hmarking and Certification.

® Setup acore group to frame the re€ommendations and
organise national level workshops, develop guidelines
for generi¢ software for ULBs,and evaluate existing
solutions in practiCe. The cCore group can have
institutional partic¢ipation from agencies like NIUA, IITs or
[IMs
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® Pilottesting the projectin Certain ULBs, and then scaling
it uptothe state level.

Agenda ll - Process re-engineering for implementing e-

governance in municipalities

° Proc¢ess for re-engineering need to focus on three
areas: 1) quality, Il) transparency, and ) time
management

® Thefirst step before starting e-governance in urban local
bodies should be to support and promote e- readiness
amongstULBs

® [nordertobring ULBs to the stage of e-readiness strong
awareness C¢ampaigns with examples of successful
experiences should be launched

® Standardized guideline for listing of BPRs that need to
be initiated

® Standardized list of BPRs should be prepared for
representative samples of different ategories of ULBs

® Astrong message fromthe ¢entral government needs to
be passed on to the state governments to facilitate this
process

® The e-Governance initiatives need to get highest
visibility at the state government level for its suc¢Cessful
implementation.

Agenda
initiatives

Ill- Options for funding e-governance

® PPP s a strong possibility to fund large projects since it
¢ombines acCountability with effi¢éiency and helps in
augmenting resources. Various models of PPP ¢an be
explored depending upon the size of urban lo¢al bodies

® In order to bring down the Cost a Centralized IT
infrastructure should be made available by the
Government/ULB

® A Generic Open Sourée Software (OSS) should be
developed and made available on publi¢ domain for
ULBs to adopt. As the software is dynamic in nature a
small ¢ore group at the Ministry level should be formed
to maintain and update the software

® Adopt appropriate strategies for service delivery, suc¢h
as leveraging existing network of Integrated Citizen
Service Centres where it exists, or ¢reate ULB Service
Centres as a nudleus for Integrated Services or a
¢ombination of both these options

® Central Government should prepare a roadmap for
implementation across ULB in the Country fora Gommon
approach.

ISSUES FOR ULBS

Keeping in view that a large number of municipal bodies are
to be Covered under the e-governance programme, multiple
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funding sources will have to be explored. It would not be wise
to depend ¢ompletely on the government funding. Funding
through Union Government sourCes is available primarily
under the NMMP programme of Ministry of Urban
Development, where for the selected 35 Cities, the Central
funding up to 35% and 50% of the project Cost is available for
Cities having population of 4 million plus and 1million plus
respectively (as per 2001 ¢ensus). Government should also
provide substantial funding from the Planning Commission,
DIT et¢. State funding through plan/non-plan budgets should
also be provided atin¢reased pace as even under NMMP 15-
20% funds are to be provided by the states. Otherwise states
are also transferring the subjects to ULBs as enundiated in
the 74th Constitutional amendment. Initial financial boost
should also be provided by the states.

More powers should be given to ULBs to raise resources;
states are not providing enough revenue sources to them
and are only transferring the responsibilities. As mentioned in
Para 5.4 of NMMP guidelines dovetailing of MLALAD/MPLAD
s¢hemes’ funds with ULBs’ share is possible and ¢&itizens
should also insist on usage of these funds for e-Governance
purpose as a municipal area ¢overs the entire City. Externally
Aided Projeéts (EAP) —in terms of both finan&es and advisory
servies of the World Bank (WB), Asian Development Bank
(ADB), Japan Bank for International Cooperation (JBIC),
Publi¢-Private Infrastructure Advisory Fadility (PPIAF), City
Development India Initiative (CDIA), International Finance
Corporation (IFC) should be stru¢tured so as to provide
funding for e-Governance in municipal bodies. Government
of India along with the state government may stand as
Counter guarantee for the assistance. The lead role here is to
be played by Government of India. Likewise, institutional
funding from banks et¢ is also required. Some banks like
Union Bank of India, Yes Bank, Industrial Development Bank
of India et¢ are keen on taking up e-Governance projects.

Publi¢ Private Partnership (PPP) elements in e-Governance
are required to be in¢reased. Project structuring is required
to be done aggressively by banks, consultancy
organizations for having a bankable e-Governance project.
We have examples in Mumbai, Surat, Kalyan-Dombivili,
Hyderabad, Hisar et¢. We have PPP advisory facilities in
Ministry of Finance, Ministry of Urban Development etc.

One Ccritical angle of the e-Governance solution is the
objectivity in fund allogation by different agencies for
optimum results. Funding of non-admissible items under
NNMP or any other programme should also be kept in view.
The overall integration in terms of finanCes, software,
agencies et¢ are very critical. Advisory services and
handholding of ULBs, by the Government is sine-qua-none
of the whole s¢heme. This is comparatively and generally a
less understood ¢oncept and hence the need for advisory
and handholding. Even at the ¢entral level the need of the
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hour is to handhold. PPIAF, CDIA, WB, ADB, IFC will be
helpful. Besides, we have in India a number of ex&ellent
Consultandy firms, banks, and non-profit organizations,
whi¢h are required to be roped in.

Capacity Building is required at eac¢h and every level as this is
Somparatively and generally a less understood ¢oncept and
hence the need for advisory and handholding. Even at the
Central level in MoUD, advisory services are required. Worse
is the ¢ondition at state level. Strengthening of “ULB ¢adre”
for management and maintenance of E-Governanée
initiatives is the Core issue. Various tasks for Capadity building
in¢lude:

® Capadity assessment

Capacdity gap analysis

Institutional Capacity building plan
Training need analysis and identifi¢ation
Training plan

Outsourcing of manpower

Building or staffing PMU'’s for e-Governance initiatives

The data available with the ULBs is in s€anty. A big ¢hallenge
is to Collect, standardize and maintain the data. Key factors
like huge data size, uneven data formats, distributed
databases, historical data & data exchange interfaces
should be takeninto ¢onsideration at designtime. GIS is very
important for effeCtiveness of E-Government initiatives as
latest data ¢an only fadilitate good governanée. This along
with and door-to-door survey makes it ac¢urate and useful.
The key considerations for effective GIS implementation
in¢ludes omplete asset mapping, integration with other ICT
appli¢ations of continuous updation and standard interfaces
for data aCess by other appli¢ations.

Connectivity between data Centre and service Centres is one
of the major finandial factors both as ¢apital and operational
Gosts. No single ¢Gonnectivity solution is successful.
Therefore systems should be designed to handle multiple
Connectivity options. Various factors that play roles in
Sonnectivity solution architecture are ¢ost, topology, service
providers, tec¢hnologies available and &urrent & future
Capacity requirement.

The objective of the PPP model for the three major entities in

System implementation will play ¢riti¢al role in selection and

prioritization of serviCes.

® For citizens, objectives shall be on quality of service,
minimizing the number of Customer visits, in¢reasing
serviCe platforms, time reduction to deliver servi¢e and
ease of Information availability.

® For municipalities objecCtives shall be on proCess
effiGiency & effectiveness, enhanding existing revenues,
setting up new revenue streams, reducing pro¢essing
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¢ostand boosting image of municipalities

® For the implementation agencCy objectives shall be
investment optimization through PPP model, Return on
Investment (ROI) and ¢ost benefits.

Implementation of e-governance: Before e-governance
¢an be implemented as a national level initiative, some key
systems and processes will need to be put in place. These in
fact are important prerequisites for e-governance and ¢ould
in¢lude the following.

Large-scale computerization

The introduction of Computers in every department/ministry
of the ¢entral and State governments and their subordinate
organizations is the starting point of E-government. This
would involve huge investments for the acquisition of
hardware and software. One possible way of reducing and
distributing Costs is that the Governments enter into
arrangements for leasing of ¢omputers and gradually
acquire them over a period of time.

Capability of Use of local languages in the
IT systems

The access of information would have to be made available
in the language most Comfortable to the publi¢ user,
generally the lo¢al language. There are existing te¢hnologies
available in the Country su¢h as GIST and language software
by whi¢h transliteration from English into other languages
¢an be made. Other tools for lo¢al language ¢an also be
developed as progress is made of their use in the systems of
government.

Awareness: Perhaps the most important aspect of e-
governance, ¢omputerization and spreading of IT, is the
bringing of a ¢hange in the mindset of the government
functionaries who have been a¢¢ustomed to work only in the
manual mode. It will be ne€essary to train all employees in
basi¢ Computer usage.

Infrastructure: Adequate and appropriate Infrastructure for
Information Tec¢hnology has to exist across the Country with
suffiCient bandwidth.

Standardization: E-governan¢e demands standards in all
areas. Some of the key areas are: data enc¢oding (ISCII or
UNICODE), application logi¢ for ¢ommon horizontal
applications, user interfaces, data dictionaries, eté. These
standards will need to be put in place before E-governance
¢an effectively be implemented.

Certification Authorities: Publi¢ Key Infrastructure and
Certifi¢ation Authorities to provide digital Certificates that
help Create an on-line identifi¢ation and security system for
the Internet allowing individuals, corporations and
government organizations to ¢onduct transactions and
¢ommuni¢ations is an important requirement for E-
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governance and E-business.

Knowledge Networking for better governance: Good
Governanc¢e rests on the Pillars of knowledge and
re€ognition of this knowledge by the dedision-makers.

Digitisation of the entire set of knowledge within a network
which links every Individual in¢luding the dedision-makers
and gives democrati¢ freedom to everyone to ac¢ess and
make use of this knowledge paves the way for Digital
Governance.

Nevertheless, the ability of developing Countries to reap the
full benefits of E-Government is limited and is largely
hampered by the existence of many politi¢al, so¢ial and
economi¢ hindran¢es. But, despite the barriers and
impediments they experienced, the referenCe Cases
provided here show that developing ¢ountries should and
¢ould take advantages of the ICT revolution. There are some
important tips to Consider for a suc¢Cessful design and
implementation of E-Government initiatives.

® FE-readiness assessment - Start with an e-readiness
assessment study whi¢h permits stakeholders to
understand the &urrent state of teleGommunication
networks infrastructure, legal and regulatory framework,
Current level of human resourcCes and skills as well as the
main impediments within a Sountry’s borders. Based on
the out€omes of this assessment, it is possible to
produde strategies and action plans for building human
resourée Capability, legislative frameworks, institutional
infrastructures, technological infrastructures and
accessibility for all in a tailored and effective way.

® Raise awareness among publi¢ and private
organizations - Organize workshops, events, seminars,
Conferen¢es with the objective of raising awareness
about real opportunities and benefits that the ICT
revolution ¢an bring. Prepare for long-term solutions to
problems by ensuring the availability of appropriate
training programs for future management of
te¢hnological and business ¢hanges.

® Think small, be agile and fast - Begin with feasible pilot
projects, tailored to specifi¢ Contexts. Build up steadily
the qualifications ne€essary for facing hindrances. Be
prepared to make the required ¢hanges on the road.
Agility and flexibility assure the su¢cess.

® Stimulate Collaboration and coordination among
government departments and agencies to inCrease
effi¢iency and effectively in process handling. Address
¢hallenges and opportunities in strong partnership with
private organizations, major donors, resear¢h
institutions and universities, and support ¢ross
fertilization of ideas, solutions and knowledge.

® Invest in human development — the suécess of e-
initiatives depends largely on human skills and
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Capabilities. A&cordingly, education and training
initiatives must be Gonsidered as priority actions. Staff
need to be trained to handle new processes and
activities; they have to be given inCentives (not
necessarily monetary) to prevent the brain drain of
skilled people; and they need to feel part of the
organization by engaging in the dedision making
process. Some basi¢ training needs necessary to be
provided to community members, in general, in order for
them to be able to use new facilities for acCessing
ele¢troni¢ information and services.

® Show sensitivity to local realities by assessing and
evaluating different alternatives, ways and solutions for
digital government development in¢luding mobile
telephones, kiosks, and multi-Channel access to
servies. Find viable solutions to ensure the effecCtive
partiCipation of the ¢ommunity in the information
economy.

® Adopt a holisti¢ and ¢omprehensive approach, with
Clear vision and strategy to over€ome the barriers and
¢hallenges for ¢hange. Integrate E-Government with
other development strategies and poli¢ies to ensure a
broad base diffusion. The active role of top leaders is
¢rucial espedially at the earliest stages, to raise
awareness, make ICT development a national priority,
build and maintain wide ¢ommitment and involvement
atpubli¢ and private levels.

® Prepare to manage knowledge and ¢hange - Establish
knowledge management processes and tools to ensure
storage, usage, easy retrieval of strategi¢ information
and knowledge for better and fast decision-making
process, for further adaptation and development, for
realizing the neCessary improvements and always
search for better and innovative value added services
and solutions.

CONCLUSION

In the new e€onomy, underpinned by revolutionary ¢hanges
in s¢ienc¢e and tec¢hnology, information and knowledge has
beCome a key factor in economi¢ competitiveness.
Developing ¢ountries must pursue a more active role in the
formulation of national poli¢ies and strategies to promote the
information e¢onomy, to reap huge benefits in terms of
economic and sodial growth/development. E-Government is
believed to play a fundamental role to this end. It does not
only fadilitate market- led initiatives but it also plays a major
role in initiating the progess of Capability building and in
¢oordinating the actions of a large number of interested
stakeholders (Manselland Wehn, 1998). It offers the potential
of reshaping the publi¢ sector activities and progesses,
building relationships between &itizens and the government,
enhancing transparency, inCreasing government Capadity
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and providing a “voi¢e” for those outside the government.

Urban development is a state subje¢t and therefore, the
ownership for e-governance in ULBs is required to be taken
by states. The functions enumerated in the 74th
Sonstitutional amendment are yet to be transferred to ULBs
in most of the places. Also ULBs are not matured enough to
stand alone in the s¢heme of things. Hence, state has to play
a major role here. As in other fields, there are ethi¢al and
Sontroversial issues, whic¢h also require a mention. There is
possibility of vendor tender lo¢k- in PPR exorbitant AMC
¢harges for software due to propriety item et¢. For a healthy
economic¢ growth of the Country there is aneed to have alevel
playing field. There is also a felt need to rope in small service
providers for encouraging them by assodiating them with
NeGP and NMMP at every level. They are to be enouraged
for software development, for PPP implementation of eGov
projecéts. Ministry of Urban Development as a nodal point
should provide the guidance and handholding by way of
DPR preparation, appraisal pro¢ess, implementation,
advisory eté. There is a need to educate the government
bodies and the Citizens about the benefits and necessities of
e-governanCe and at the same time the implementation
framework needs to be made more ULB friendly by providing
more finance directly to them. There is severe lack of trained
manpower for the programme and maximum number of
¢onsultants and PPP operators should be roped in.

Ministry of Urban Development should play the leading role
facilitating advisory servi¢es and funds to the ULBs
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ABSTRACT

The world has been seeing a wave of privatization Sweep across many spheres. The impact of privatization on education could not be contained either, as it
seemed o help a cause and diversify choice of resources available. At the school-level, privatization has become a very normal phenomenon. There are
several schools of thought in this regard and the term ‘raises several issues. This paper attempts to answer the disadvantages of Privatization outweigh its
advantages and discuss on privatization in India lead to monopolization of higher education by the private sector.
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INTRODUCTION

Education is the process of developing and training the
powers and ¢apabilities of human beings. It has always been
and continues to be one of the most important needs of
mankind be¢ause it helps man indoctrinate values and apply
the te¢hnical know-how in real life situations. Of late, there
has been an increasing trend towards privatization of
education in India. The government ¢annot absolve itself
from the responsibility of providing education to its Citizens.
The government is thus obliged to not only strive towards
providing a¢Cess to education to all its itizens but must also
try and improve the quality of education. It required a large
investment but in India lack of adequate funds Continues to
be a major hurdle. In the given Context, there is a pressing
need for the private sector to pitc¢h in and that at the risk of
privatization and monopolization of higher education by the
private sector. Mr. Montek Singh Ahluwalia, Deputy Chairman
of the Planning Commission, has pointed out the need to
inCrease the publi¢ expenditure on higher education. Mr.
Ahluwalia has opined that an improvement in the standards
of higher education ¢ould be achieved only through a
balanced relationship between the publi¢ and the private
sectors. Privatization is a proCess that involves private sector
inthe ownership or operation of a State-owned enterprise.

Models for Privatization

There are four major models may be identified as follows
(Bray 1998):

TRANSFER OF OWNERSHIP OF PUBLIC SCHOOLS
The transfer of ownership of existing publi¢ s€¢hools to private
hands is perhaps the most striking form of privatization.
INCREASED GOVERNMENT FUNDING AND SUPPORT
FOR PRIVATE SCHOOLS Governments may strengthen
the private sector by giving financial and other aid to private
sc¢hools.

INCREASED PRIVATE FINANCING AND/OR CONTROL
OF GOVERNMENT SCHOOLS In this model of

privatization, s¢hools remain nominally under government
ownership but the proportion of finance and/or ¢ontrol by
nongovernment sourées is increased.

SHIFTING SECTORAL BALANCE The shifting of sectoral
balan¢e ocCurs through a more evolutionary shift in the
balance of types of institution. Thus, the number and size of
government s¢hools might be held Eonstant, but the number
and size of parallel private s¢hools might be permitted or
encouraged toinérease.

CATEGORY OF PRIVATE EDUCATIONAL
INSTITUTIONS

We ¢an Categorize the private educational institutions into the
following two Categories:

Aided Institutes These institutes are privately managed but
are funded by the Government. These educational
institution, receiving re€urring financial aid or assistance in
whole or in part from the Central government or the state
government or from anybody, under the ¢ontrol of Eentral or
state government disbursing grants-in-aid or financial
assistance and shall in¢lude a minority institution. There are a
large number of Colleges whi¢h are ‘aided Colleges’ and
reCeive a substantial amount of aid from the Government in
order to bear the operating ¢osts. The private Colleges that
reCeive aid do not help in bringing down the expenditure of
the Government in higher education.

Unaided Institutes These institutes are privately managed
and raise their own funds. These educational institution, do
not re€eive any financial aid or assistance in whole or in part
from government.

Effects of Privatization

There are a number of effeéts of privatization, like - eGonomic,
social, and political as well as educational. As per the
ec¢onomic perspective, a question comes into our mind that
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whether privatization is able to inérease the effi¢iency of
education systems, most of the evidence on this matter
appears positive, but more research is needed before
statements ¢an be ¢ompletely firm. A resear¢h has been
¢onducted on Colombia, Domini¢an Republi¢, Philippines,
Tanzania and Thailand (Jimenez et al. 1991; Lo¢kheed and
Jimenez 1994) on this topi¢. The findings of the study,
foused on seleéted Core atademi¢ subjects in seCondary
education. The researchers took ¢are to Control for the home
background of students and for other effeCts, though the
studies excluded household and other non institutional
inputs, su¢h as supplementary books, additional tutoring,
and endowments. These inputs may be parti¢ularly high for
private s¢hools, and ¢ould therefore be important to the
Somparison. However, one study in India seemed to
Contradi¢t these findings. It focused on primary school
mathematic¢s and reading in Tamil Nadu, and indi¢ated that
fully private sChools were the least Cost effective.
Government aided s¢hools were the most Cost effective, and
fully government sc¢hools were intermediate (Bashir 1994,
264; 1997, 153). To explain the differences in effectiveness,
most authors highlight the importance of management
practic¢es. Lockheed and Jimenez (1994, 15) showed that
head teac¢hers in private s¢hools generally have more ¢ontrol
over school-level decisions that can affect student
achievement. This in¢ludes selection of teachers, adaptation
of the ¢urriCulum, improvement of instructional practic¢e, and
¢hoicCe of textbooks. Several studies have also observed that
private s¢hools are less Constrained by the ¢onditions of
service and a¢ompanying salaries that are mandatory in the
publi¢ serviCe. However, while the resear¢h seems on
balance to show that private s¢hools are more Cost effective
than publi¢ ones, most researchers still underlines the need
for Gaution. It is also important to address the argument that
the existenCe of private sc¢hools helps to improve the
effiCiency of publi¢ institutions.

Positive aspects of Privatization of
Education

There are a number of positive aspects of privatization of
education. Let us dis¢uss some are as follows:

® The inc¢reasing demand for better quality higher
education in India ¢an be met only by private institutions
¢omplementing the universities established by the
State. The proportion of students opting for higher
education in India is inCreasing at a rapid rate and the
only feasible way out is the privatization of the
educational system.

® The Government has inéreased the investment in
primary education to provide free and Compulsory
primary education, as aresult of whi¢h, the investmentin
higher education has proportionately decreased. In
order to meet the growing needs of the student
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population for higher education in the Gountry, it is an
imperative for the Government to privatize higher
education.

® InCase of private universities, there would be minimal or
practi¢ally no politi¢al intervention. This would be
beneficial for the universities in terms of being
independent. In unaided professional institutions, there
will be full autonomy in their administration, but the
principle of merit ¢annot be sacrificed, as excellence in
education is in national interest’. The Universities would
try and implement new techniques, which would have
otherwise been impossible without the permission of the
State.

® Private Colleges that are affiliated to the universities are
independent as far administration is con¢erned. In Case
of Colleges established by the State, there may be
unethi¢al practices. There are innumerable ¢ases which
involve unethical practi¢es in Government Colleges in
India and many of them in the recent past. Private
Colleges affiliated to Universities would run the risk of
being stripped of their affiliation if they are Caught
engaging in suc¢h unethi¢al practi¢es by the relevant
authorities.

Drawbacks of Privatization of Education

The following are some of the drawbacks of Privatization of
educationin India

® |f the private institutions get too muc¢h independence, it
would invariably lead to monopolization of higher
education. This would lead to a plethora of problems
such as a high fee structure, exploitation of faculty,
Capitation fee, etc.

® With the advent of privatization, there has been an
enormous growth in the number of private professional
¢olleges. This rapid growth has no doubt ¢ontributed to
a quantitative inCrease in the number of Colleges
providing higher education but this has been at the ¢ost
of quality.

® Most Private Colleges although adhering to standard
admission proCedures like Conducting entrance tests,
interviews, et¢€. tend to admit students by ¢harging an
exorbitant amount as ¢apitation fee.

® Merit invariably takes a backseat and those with the
ability to shell out more money often tend to get
admitted, without fulfilling the admission requirements.

® The government has been supporting the higher
education sector by providing funds, establishing
Golleges, eté. since independence but now, what is the
need to so rapidly ¢hange the poli¢y, when for such a
long time the government funding has ¢arried on without
any impedimentA
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® There is a risk of ¢ommerdialization of education.
Although a ¢ompetitive atmosphere would be ¢reated,
some Colleges would ¢oncentrate on profit making
rather than onimproving the standard of education.

® Colleges which are privately owned and administered
would exploit the faculty by paying them amounts whi¢h
are not in ¢onsonance with the amount specified by
various regulating agencies. This may lead to a
slaCkening in the efforts of the aggrieved and may
ultimately resultin a fall in the standard of education.

® There have been a ¢ouple of ¢ases in the recent past
wherein Colleges whic¢h recCeived aid from the
Government employed illegal and unethi¢al practices,
due to whic¢h the Government was for€ed to take over
those Colleges. The purpose for which those ¢olleges
were started seems to be profit making and not to ease
the burden of the Government or improve the quality of
higher education.

® With the advent of privatization, there seems to be an
emphasis on ¢orrespondence mode of education. This
may not be ¢onducive for a sound understanding of
subjects.

CONCLUSION

The government is investing more and more for the
development of the primary education. A direct out€¢ome of
this has been the delrease in the investment in higher
education. Private institutions ¢ould be encouraged to start
professional institutions but it must be ensured that the entry
of private institutions into the sCene does not lead to
¢ommerdialization. The entry of private sector would ease the
burden of the government in providing higher education to its
Citizens. The State at the same time Cannot absolve itself
from the obligation of providing edu&ation to its &itizens, a
majority of whom ¢&annot afford education in private
professional institutions. There has been a lot of Criticism
against privatization, people have expressed their oncerns
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over the exorbitant fee that would ¢harged by private
institutions due to whi¢h people from the weaker sections of
society may be deprived of acess to higher education.
Another cause for c¢oncéern is the possible
¢ommerdialization. There are others who believe that
privatization is inevitable. Those advocating privatization
Gontend that the Co-existence of the publi¢ and private
sectors would be benefi¢ial. They believe that with the entry
of the private sector in the field of education, the quality of
education is bound to get better. Although there are a Couple
of drawbacks with respect to privatization of higher
education, it is sure to bring in Competitiveness and on the
whole revamp the present educational system.
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ABSTRACT

Globalization is a potent force in the current dynamic environment. In current environment, global media is consistently redefining itself and expanding its
activities. Inthis paper, we trace the evolution of global media. Then, we discuss the transformation happening in journalism. It emerges that the traditional
journalism is giving way to new media journalism. The new form of journalism utilizes digital technologies, promotes open Standards, encourages mass

participation, undermines centralized control and is self-requlating.
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INTRODUCTION

Globalization is a phenomenon that has led to the integration
of regional eConomies, societies, and cultures through
¢ommunication, transport and trade. The world is rapidly
becoming a global trading community. With the advent of
Information and Communication Te¢hnologies (ICT), there
has been tremendous expansion in global media activities. In
the era of globalization, the media ¢ommuni¢ation is
Sonsistently redefining itself. The global media adtivities are
manifested in various forms. In the last ¢entury, the media for
long distanc¢e Communication has been greatly altered due
to emerging te¢hnologies. Su¢h ¢hanges have drastically
altered the face of modern Civilization. With the alterations in
global media, the investigation and reporting of events,
issues and trends have altered. This has given rise to
variations in Journalism.

Evolution of Global Media

Taking a ¢lue from M&Gaughey (2000), the history of global
media ¢an be described by the stages depicted in Figure 1.

Stage 1: Ideographi¢ Writing

v

Stage 2: Alphabeti¢ Writing

v
!

Stage 4: EleCtroni¢ Re¢ording and
Broad&asting

Stage 5: Computer Communication

Stage 3: Printing

Figure 1. Stages of Global Media
Stage 1: Ideographic Writing

This represents the beginning of human ¢ommunication.
Ideographi¢ writing was invented in Mesopotamia around

3100 BC. The medium of Sommunication was in ideographic
form such as ¢ave paintings, drawn maps et¢. This mode of
Sommunication was too diffiCult to produce a literate
population but professional s¢ribes masterediit.

Stage 2: Alphabetic Writing

Alphabeti¢ writing was invented around mid 2nd millennium
BC in Palestine and Syria. In this stage, there was
philosophical and spiritual awakening amongst the people.
The hand written alphabets became the medium of
¢ommunication. This mode of writing allowed a broader and
more adtive population to acquire literady.

Stage 3: Printing

Printing developed in Western Europe around 15th ¢entury
AD. It helped in the dissemination of knowledge and
supported spread of universal education. By the printing of
books, s¢hools were able to educate children. The

advertisements in newspapers made the ¢ustomers aware
about businesses and allowed businesses to build brands.

Stage 4: Electronic Recording and
Broadcasting

In the late 19th and early 20th ¢entury, various electronic
devices were dis€overed. These media led to the Coverage of
real-time events like marriage ¢eremonies, Cultural funcétions,
TV programs et¢. It attracts Commercial advertising in media
suc¢h as Radio, TV et¢. It also supports telephony. This media
works by using the tec¢hnology of analog
teleCommunications.

Stage 5: Computer Communication

The Computers beCame popular around 1990s. Computers
have revolutionized the way business in ¢onducted. They
work on the teChnology of digital teleCommunications. One
of the signifi¢ant developments in Computer networking in
internet. In 1997 a study titled “The Internet Advertising
Report”, Meeker (1997) examined the adaptation rate of
Internet Compared to the three traditional media: radio,
network television and ¢able television. Meeker (1997)
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examined the length of time it took for each to reac¢h 50 million
U.S. users. The length of time it took for Internet to reach 50
million users was 5 years, which is remarkable ¢onsidering
that it took radio 38 years, network television 13 years, and
Cable television 10 years.

Transformation in Journalism

The ideal of journalism is to keep the Citizens informed.
Journalism Covers various aspects su¢h as government
activites, business operations, Ccultural programmes,
educational dimensions, social events et¢. The jobs included
inthis field are editing, photoculturism and do€umentary.

The most popular form of journalism is news journalism.
News media has be¢ome the ¢hief onveyor of information
and publi¢ opinion. But this form of journalism along with
mass media is undergoing significant ¢hanges under the
impact of internet, especially web 2.0. Web 2.0 fadilitates
user friendly design, ¢rowd-sourcing, ¢ollaboration, power-
decentralization, dynami¢ ¢ontent and ri¢h user experience
(Sharma, 2008). The criti¢al advantage of Web 2.0 is that it
allows users to interact and Collaborate with each other in a
social environment. Examples of web 2.0 include social
networking sites, wikis, blogs, video sharing sites, web
appli¢ations, hosted servi¢es, folksonomies, mashups etc.

In journalism, the use of emerging global media is growing.
The reporters prepare news articles for newspapers,
magazines, periodicals et¢ by using multimedia appli¢ations
such as photographs, drawings, ¢olors, typographic effects
et€. The journalisti¢ media that disseminates quality ontent
and utilizes emerging technologies is considered high
standard media.

In Gommunity journalism, the journalists have to engage
¢itizens and experts/elites in the proposition and generation
of Content. It gives attention to lo¢al issues that builds a
sense of unity among the ommunity. Issues su¢h as s¢hool
sports, local ¢rimes, zoning issues et¢ are addressed. The
teChnology mediated media applications ensure easy
Sonnectivity of City neighborhoods, individual suburbs or
small towns.

In the emerging environment, print media is facing
tremendous ¢ompetition from online media. In newspapers,
the traditional subscription-based advertising model is
giving way to online advertisement platements. So in view of
dedlining advertising and ¢irculation revenue, it is diffiéult for
traditional newspapers to survive (Capace, 2009). So,
newspapers are using online media to reach ¢ustomers. For
example, all leading English newspapers in India like The
Hindu (http://www.hinduonnet.¢om/), Hindustan Times
(http://www.hindustantimes.¢om/), The Times of India
(http://timesofindia.indiatimes.¢om/), The Tribune
(http://www.tribuneindia.€om/) et¢ are available online. Hindi
newspapers like Amar Ujala (http://www.amarujala.om/),
Dainik Bhaskar (http://www.bhaskar.¢om/), Dainik Jagran
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(http://in.jagran.yahoo.¢om/), Navbharat Times
(http://navbharattimes.indiatimes.Com/) et are available
online in Hindi language. Even regional newspapers like
Daily Ajit — Punjab Di Awaaz (http://www.ajitjalandhar.com/)
is available online in Punjabi, Anandabazar Patrika
(http://www.anandabazar.om/) is available online in
Bengali, Saamana (http://www.saamana.¢om/) in Marathi,
Divya Bhaskar (http://epaper.divyabhaskar.¢o.in/) in Gujrati
et€. The New York Times has partnered with Amazon’s Kindle
DXto stay relevantin digital age (Folkenflik, 2011).

Emergence of New Media Journalism

With the decline of print media, a wave of new media
journalism has emerged (Lacolare, 2010). It is also known as
Convergence journalism. As opposed to traditional print
journalism, new media journalism focuses on using digital
media such as social bookmarking, podcasting, blogging,
social networking et¢ as a means of Communication. Open,
Collaborative, networked, ¢ommuni¢ation infrastructure is
Created by an entire digital natives generation. The platforms
worth mentioning are displayedin Table 1.

Table 1. Platforms of New Media Journalism

Sl.| Platform
1. | Digg

Website
http://digg.com/news

Description

Collaborative filtering
via powerful algorithms

2. | Delicious.com| http://www.delicious.com | Organize the world by

shared social taxonomies

3. | Wikipedia http://www.wikipedia.org | Provides a platform to
anonymous users to
constantly and quickly

build content

Provides answers from
expert sources

4. | Answers.com | http://www.answers.com

5. | Flickr http://www_flickr.com One of the most popular
photo sharing website
on the internet

6. | Facebook http://www.facebook.com | Enormously popular
social networking website

7. | Twitter http://twitter.com Offers social networking

and microblogging
service, enabling its
users to read and send
messages

The emerging new media journalism is promoting a mass
parti¢ipatory Culture. It is possible to for number of people to
Sonnect via internet and self-express freely. It is leading to
decentralization and authority de¢onéentration as the ¢ontrol
of Centralized hierar¢hi¢al agencies is loosening.
Collaborative software development has given rise to the
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open standards in web servi¢es. The emerging standards
are self-regulating as technigues of tagging, syndi¢ation,
ranking and bookmarking have built-in rudiments of a peer-
to-peer trust, reputation and recommendation system.

In Certain instances, the new media journalism has proved to
be much better and quicker than traditional journalism for
Sorrecting errors, falsity, lies and distortions. A significant
example is blogosphere, whi¢h is made up of blogs and their
inter¢onnections (http://www.blogospherenews.¢om/). The
interéonnections between the bloggers are tracked by sites
su¢h as TeChnorati (http://te¢hnorati.com/), BlogPulse
(http://www.blogpulse.com/), Tailrank (http://blog.
tailrank.¢om/), BlogSc¢ope (http://www. blogs¢ope.net/) etcé.
These sites take advantage of the hypertext links to track the
Conversation on any given topi¢, when it moves from site to
site. These ¢an also help journalists track the spread of ideas
or beliefs that are transmitted from one person to another
(also Called memes). This ¢an determine the sites that are
most popular for gaining information (Kirchhoff, 2007).

CONCLUSION

It is Clear that the phenomenon of globalization has ¢aused a
revolution in the way business is ¢onduéted. ICT has
emerged as a revolutionary paradigm and has Caused
tremendous expansion in global media activities. The face of
journalism has drasti¢ally altered in this dynamic business
environment. The traditional print media is loosing is long
held ground and a new media journalism is emerging. New
media journalism utilizes digital te¢hnologies su¢h as sodial
bookmarking, pod¢asting, blogging, social networking etc
and promoting a mass partic¢ipatory Sulture. It funétions as a
peer reviewed, self-regulatory, self-Corre¢ting platform. As

the proportion of people in the open, networked,
¢ollaborative ¢ommunication would incCrease, the
authentiCity of journalism will improve and the need for
eternal standard setters would decrease.
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ABSTRACT

Employee engagement is the level of commitment and involvement an employee has towards their organization and its values. An engaged employee is
aware of business context, and works with colleagues to improve performance within the job for the benefit of the organization. It is a positive atitude
held by the employees towards the organization and its values. The paper focuses on how employee engagement is an antecedent of job
involvement and what should company do to make the employees engaged. The paper also looks at the Gallup 12 point questionnaire, twelve-question
survey that identifies strong feelings of employee engagement and the steps which shows how to drive an engaged employee.

Key Words: Employee, engagement, business

INTRODUCTION

Engagement at work was <&onceptualized by Kahn,
(1990) as the ‘harnessing of organizational members’
selves to their work roles. In engagement, people employ
and express themselves physically, Cognitively, and
emotionally during role performanées. The se¢ond related
Construct to engagement in organizational behavior is the
notion of flow advanced by Csikszentmihalyi (1975, 1990).
Csikzentmihalyi (1975) defines flow as the ‘holisti¢ sensation’
that, people feel when they act with total involvement. Flow is
the state in which there is little distinction between the self
and environment. hen individuals are in Flow State little
¢onscious control is necessary for their actions.

Employee engagement is the thus the level of commitment
and involvement an employee has towards their organization
and its values. An engaged employee is aware of business
Context, and works with ¢olleagues to improve performance
within the job for the benefit of the organization. The
organization must work to  develop and nurture
engagement, whic¢h requires a two-way relationship between
employer and employee.’ Thus Employee engagement is a
barometer that determines the assoliation of a person
with the organization.

Engagement is most ¢losely associated with the existing
¢onstruction of job involvement (Brown 1996) and flow
(Csikszentmihalyi, 1990). Job involvement is defined as ‘the
degree to which the job situation is ¢entral to the person and
his or her identity (Lawler & Hall, 1970). Kananga (1982)
maintained that job involvement is a ‘Cognitive or belief state
of Psychological identifi¢ation. Job involvement is thought to
depend on both need saliendy and the potential of a job to
satisfy these needs. Thus job involvement results form a
¢ognitive judgment about the needs satisfying abilities of the
job. Jobs in this view are tied to one's self image.
Engagement differs from job in as it is con¢erned more with
how the individual employees his/her self during the
performance of his / her job. Furthermore engagement
entails the active use of emotions. Finally engagement may

be thought of as an anteCedent to job involvement in that
individuals who experienc¢e deep engagement in their roles
should ¢ome to identify with their jobs.
When Kahn talked about employee engagement he has
given important to all three aspects physically, Cognitively
and emotionally. Whereas in job satisfaction importance has
been more given to ¢ognitive side.
HR practitioners believe that the engagement challenge
has a lot to do with how employee feels about the about
work experien¢e and how he or she is treated in the
organization. It has a lot to do with emotions which are
fundamentally related to drive bottom line suc¢cess in a
¢ompany. There will always be people who never give their
best efforts no matter how hard HR and line managers try to
engage them. “But for the most part employees want to
¢ommit to Companies be¢ause doing so satisfies a powerful
and a basi¢ need in ¢onnect with and contribute to
something signifi¢ant”.
ASPECTS OF EMPLOYEE ENGAGEMENT
Three basi¢ aspects of employee engagement a¢cording to
the global studies are:-
* The employees and their own unique psychological
makeup and experience
e The employers and their ability to Create the ¢onditions
that promote employee engagement
* Interaction between employees at all levels.

Thus itis largely the organization’s responsibility to Create an
environment and Sulture ¢onducive to this partnership, and a
win-win equation.

CATEGORIES OF EMPLOYEE
ENGAGEMENT

According to the Gallup the Consulting organization there
are there are different types of people:-

Engaged--"Engaged" employees are builders. They

*Head - Department of Management, Ideal Institute of Management, Ghaziabad, Indlia
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want to know the desired expectations for their role so
they ¢an meet and ex¢eed them. They’re naturally ¢urious
about their Company and their place in it. They perform at
Consistently high levels. They want to use their talents and
strengths at work every day. They work with passion and they
drive innovation and move their organization forward

Not Engaged -Not-engaged employees tend to ¢oncentrate
on tasks rather than the goals and outéomes they are
expected to acComplish. They want to be told what to do just
so they ¢an do it and say they have finished. They focus on
ac¢complishing tasks vs. achieving an out¢ome. Employees
who are not-engaged tend to feel their Contributions are
being overlooked, and their potential is not being tapped.
They often feel this way beCause they don' t have
productive relationships with their managers or with their
CSoworkers.

Actively Disengaged--The “actively disengaged”
employees are the ‘cave dwellers." They're “Consistently
against Virtually Everything." They're not just nunhappy at
work; they’re busy acting out their unhappiness. They sow
seeds of negativity at every opportunity. Every day, actively
disengaged workers undermine what their engaged
Coworkers accomplish. As workers in€reasingly rely on each
other to generate products and servi¢es, the problems and
tensions that are fostered by actively disengaged workers
¢an Gause great damage to an organization’s funétioning.

IMPORTANCE OF ENGAGEMENT

Engagement is important for managers to Cultivate given
that disengagement or alienationis ¢entral to the problem
of workers’ lack of ¢ommitment and motivation (Aktouf).
Meaningless work is often assodiated with apathy and
detachment from ones works (Thomas and Velthouse). In
such &onditions, individuals are thought to be estranged
from their selves (Seeman, 1972) .Other Researc¢h using a
different resourée of engagement (involvement and
enthusiasm) has linked it to suc¢h variables as employee
turnover, Customer satisfaction — loyalty, safety and to a
lesser degree, produdtivity and profitability Criteria (Harter,
S¢hnidt & Hayes, 2002).
An organization’s c¢apacity to manage employee
engagement is Closely related to its ability to achieve high
performance levels and superior business results. Some of
the advantages of Engaged employees are
e Engaged employees will stay with the Company, be an
advocate of the Company and its products and services,
and Contribute to bottom line business su¢éess.

* They willnormally perform better and are more motivated.

e There is a signifi¢ant link between employee engagement
and profitability.

e They form an emotional Connection with the Company. This
impacdts their attitude towards the company’s ¢lients, and
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thereby improves ¢ustomer satisfaction and service levels

e It builds passion, commitment and alignment with the
organization’s strategies and goals

* InCreases employees’ trustin the organization
 Creates asense of loyalty in a Gompetitive environment
* Provides a high-energy working environment

* Boosts business growth

e Makes the employees effective brand ambassadors for
the Company
A highly engaged employee will Consistently deliver beyond
expectations. In the workplace resear¢h on employee
engagement (Harter, S¢hmidt & Hayes, 2002) have
repeatedly asked employees ‘whether they have the
opportunity to do what they do best everyday’. While one in
five employees strongly agree with this statement. Those
work units sCoring higher on this per€eption have
substantially higher performance.
Thus employee engagement is Criti¢al to any organization
that seeks to retain valued employees. The Watson Wyatt
Sonsulting ¢ompanies has been proved that there is an
intrinsi¢ link between employee engagement, customer
loyalty, and profitability. ~As organizations globalize and
become more dependent on teChnology in a virtual working
environment, there is a greater need to ¢onnect and engage
with employees to provide them with an organizational
‘identity.’
FACTORS LEADING TO EMPLOYEE ENGAGEMENT-
Studies have shown that there are some Ccriti¢al factors
whi¢h lead to Employee engagement. Some of them
identified are

Career Development- Opportunities
for personal development

Career Development — Effective
Management of talent

Leadership- Clarity of company
values

Leadership — Respectful
treatment of employees

Leadership — Company’s

standards of ethical behavior Feeling
| Empowerment v valged -
| Image | Involve

Equal opportunities & fair
treatment

| Performance Appraisal |

NZEZEQOPQZ ™

Pay & benefits Health Communication

& Health Family friendliness

| Job satisfaction |

Co-operation |
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Career Development- Opportunities for Personal
Development

Organizations with high levels of engagement provide
employees with opportunities to develop their abilities,
learn new skills, acquire new knowledge and realize
their potential. When ¢ompanies plan for the ¢areer paths of
their employees and invest in them in this way their people
investinthem.

Career Development - Effective Management of
Talent

Career development influenCes engagement for employees
and retaining the most talented employees and providing
opportunities for personal development.

Leadership- Clarity of Company Values

Employees need to feel that the Core values for which
their Companies stand are unambiguous and ¢lear.

Leadership — Respectful Treatment of Employees

Successful organizations show respect for each employee’s
qualities and ¢ontribution —regardless of their job level.

Leadership - Company’s Standards of Ethical
Behaviour

A Company's ethiCal standards also lead to engagement of
anindividual

Leadership - Company’s Standards of Ethical
Behaviour

A Company's ethi¢al standards also lead to engagement of
anindividual

Image

How much employees are prepared to endorse the products
and services which their Sompany provides its Customers
depends largely on their peréeptions of the quality of those
goods and serviGes. High levels of employee engagement
are inextricably linked with high levels of Customer
engagement.

OTHER FACTORS

Equal Opportunities and Fair Treatment

The employee engagement levels would be high if their
bosses (superiors) provide equal opportunities for growth
and advanc¢ement to all the employees

Performance appraisal

Fair evaluation of an employee’'s performanée is an
important Criterion for determining the level of  employee
engagement. The Company which follows an appropriate
performance appraisal te¢hnique (whi¢h is transparent and
not biased) will have high levels of employee engagement.

Pay and Benefits

The ¢ompany should have a proper pay system so that the
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employees are motivated to work in the organization. In order
to boost his engagement levels the employees should also
be provided with ¢ertain benefits and ompensations.

HEALTH AND SAFETY

Research indicates that the engagement levels are low if the
employee does not feel secure while working. Therefore
every organization should adopt appropriate methods and
systems for the health and safety of theiremployees.

Job Satisfaction

Only a satisfied employee ¢an become an engaged
employee. Thereforeitis very essential for an organizationto
seetoit that the job given to the employee matches his Career
goals which will make him enjoy his work and he would
ultimately be satisfied with his job.

Communication

The ¢ompany should follow the open door poli¢y. There
should be both upward and downward Eommunication with
the use of appropriate ¢ommuni¢ation ¢hannels in the
organization. If the employee is given a say in the decision
making and has the right to be heard by his boss than the
engagement levels are likely to be high

Family Friendliness

A person’s family life influences his work life. When an
employee realizes that the organization is Considering his
family’s benefits also, he will have an emotional
attachment with the organization whi¢h leads to
engagement.

Co-operation

If the entire organization works together by helping each
other i.e. all the employees as well as the supervisors ¢o-
ordinate well than the employees will be engaged.

How to measure Employee Engagement?

Gallup research Consistently confirms that engaged work
places Compared with least engaged are much more likely
to have lower employee turnover, higher than average
Sustomer loyalty, above average productivity and earnings.
These are all good things that prove that engaging and
involving  employees make good business sense and
building shareholder value. Negative workplace
relationships may be a big part of why so many employees
are not engaged with their jobs.

Step I: Listen

The employer must listen to his employees and remember
that this is a continuous process. The information
employee’s supply will provide direction . This is the only way
to identify their spedifi¢ ¢onferns. When leaders listen,
employees respond by becoming more engaged. This
results in increased produdtivity and employee retention.
Engaged employees are much more likely to be satisfied
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in their positions, remain with the Company, be promoted,
and strive for higher levels of performance.

Step lI: Measure current level of employee engagement

Employee engagement needs to be measured at regular
intervals in order to track its Contribution to the su¢cess of the
organization.

But measuring the engagement (feedback through surveys)
without planning how to handle the result ¢an lead
employees to disengage. It is therefore not enough to feel the
pulse—the action plan is just as essential.

Knowing the Degree in which Employees Are Engaged?

Employee engagement satisfaction surveys determine
the dQurrent level of employee engagement. A well-
administered satisfaction survey will let us know at what level
of engagement the employees are operating. Customizable
employee surveys will provide with a starting point towards
the efforts to optimize employee engagement.

The key to suéCessful employee satisfaction surveysis to pay
¢lose attention to the feedback from the staff. It is important
that employee engagement is not viewed as a one-time
action. Employee engagement should be a Continuous
pro¢ess of measuring, analyzing, defining and
implementing.

The employee survey is a diagnosti¢ tool of ¢hoice in
the battle for the hearts of employees. Studies of Gallup,
Mercer, Hewitt and Watson Wyatt (€onsulting companies)
asked workers number of questions relating to their job
satisfaction. Gallup being one of oldest the Consulting
organization {in ¢onducting engagement survey} Creates a
feedback system for employers that would identify and
measure elements of worker engagement most tide to the
bottom line. Things such as sales, growth, productivity and

Sustomer loyalty are all ac¢essed. After Hundreds of focus
group and thousands of interviews with employees in a
variety of industries, Gallup ¢ame up with Q. 12, a twelve-
question survey that identifies strong feelings of employee
engagement. They have identified 12 questions that most
effeCtively measure the links (the Gallup Q12).

1. Do you know what is expected of you at workA

2. Do you have the materials and equipment you need to do
your work rightA

3. At work, do you have the opportunity to do what you do
bestevery dayA

4. In the last seven days, have you received recognition or
praise for doing good workA

5. Does your supervisor, or someone at work, seems to ¢are
aboutyou as apersonAA

6. Is there someone at work who endourages your
developmentA

7. Atwork, do your opinions seem to GountA

8. Does the mission/purpose of your company make you feel
your jobisimportantA

9. Are your associates (fellow employees) committed to
doing quality workA

10. Doyou have a best friend at workA

11. In the last six months, has someone at work talked to you
aboutyour progressA

12. In the last year, have you had opportunities at work to
learn and grow/AA

The interpretation of the questionnaire and one of the
¢ompanys engagement level is summarized in the table
below.

Retention Customer Safety Productivity Profitability
Opportunity to learn and grow X X X X X
Progress in last six months X X X
Best friend :(( 3(( § >§ X
Coworkers committed to quality X X X X X
Mission/Purpose of company X X X X
My opinions count
Encourages development X X X X X
Supervision/Someone at work cares X X X X X
Recognition last seven days X X X X X
Do with | do best every day
Materials and equipment X X X
Know what is expected of me at work X X X X

X - Strongest generalizable relationships across companies
x - Positive generalizable relationships across companies
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Some of the disCussions which ¢ome from Gallup’s
questions are: -

Know what is expected of me at work- employees should
know exaltly what is expected of them. If expectations are
unclear, employees will inevitably face frustration, and will be
open for other opportunities where they do know what' s
expected of them, and where their Contributions are
measured and re¢ognized.

Materials and equipment- Employees need the right tools
and equipment to support their skills, experience and talents
& perform their jobs at an optimum level.

Do what | do best every day - Are your employees ¢ast in the
right rolesA Knowing the &riti€¢al demands for every role is a
key to ensuring that talents fit those demands.

Supervisor/Someone at work ¢ares -Managers must spend
most of their time with their most productive talent. Many
managers give their greatest degree of attention to
employees who are falling behind. Talented, productive
people Crave time and attention from their managers, and will
leave your Company if they have a weak relationship (or no
relationship) with their manager or supervisor.

Co-workers ¢ommitted to quality.-Many ¢ompanies
arbitrarily put teams together without considering that
employees only psychologically commit to teams if they
perceive their team members will support their high level of
¢ommitment and performance. Talented employees set high
standards and depend upon those around them to support
their growth toward excellence.

Opportunities to learn and grow- The Company should
Create an environment that en€ourages employees to drive
towards innovation or to &reate better systems for more
productive results. Great managers always ask what
skills and knowledge need toaccompany talentto resultin
the greatest out¢ome for each

As disCussed the Gallup study Q12 is based on positive
Psy¢hology and emotions. Having a best friend at work or
reCeiving recognition every week makes you feel ¢ared for
and proud respectively. If you want to keep recreating those
positive emotions, then you keep ¢oming back to work.

So the Q. 12 measures engagement, and engagement is a
positive emotional Connedtion to the work.  Thus the
mechanism of the broaden- and — build theories and the
action tendencies of positive emotions help in
understanding why the Q. 12 has been so powerful for
Gallup in terms of predi¢ting out€omes. Borden —and Build
theory is about evolutionary significance of positive
emotions. Positive emotions are better observed over the
long haul. Their effects ac¢umulate and Compound overtime
and the adaptive benefits are evident from later, when people
fage new ¢hallenges. The Gallup research has thus made a
Contribution in adding an additional ‘P’ to the 4 P’s of
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marketing i.e. product, pri¢e, and promotion place and now
people to the mix. Inthe Combination of

engaged employees, Gallup brings engaged ¢ustomers to
form the Concept of human sigma. These in¢lude Sustomer
engagement, loyalty and emotional attahment. Customer
engagement hierar¢hy, cGustomer engagement scores
and developing the &ulture of engagement and Eustomer
foCus. The Gallup Organization decided to initiate a multi-
year research project to try and define a great workplace - a
great workplace was one where employees were satisfied
with their jobs and this thus helps to produce positive
business out¢omes.

According to the study of Watson Wyatt, the service —
profit ¢hain establishes relationship between profitability,
Sustomer loyalty and employee satisfaction, loyalty and
productivity. The links in the ¢hain (whi¢h should be regarded
as propositions) are as follows: profit and growth are
stimulated primarily by ¢ustomer loyalty. Loyalty is a dire¢t
result of Customer’s satisfaction. Satisfaction is largely
influen¢ed by the services provided to  cCustomers.
Satisfied, loyal and productive employees Create
value. Employee’s satisfaction in turn results primarily from
high quality support services and poli¢ies that enable
employees to deliver results to Customers. While many
organizations are beginning to measure relationship
between individual links in the service only a few have related
the links in the meaningful ways that ¢an lead to
¢omprehensive strategies for achieving lasting competitive
advantage of building employee engagement. In a study of
its seven telephone customer service Centers (MCI
found that there is a Clear relationship between
employee’s perceptions of the quality of services and
employee engagement.

Step Il1: - Identify the problem areas

Identify the problem areas to see which are the exact areas,
whi¢h lead to disengaged employees

Step IV: Taking action to improve employee
engagement by acting upon the problem areas

Nothing is more dis€ouraging to employees than to be asked
for their feedback and see no movement toward resolution of
their issues. Even the smallest actions taken to address
¢oncerns will let the staff know how their input is valued.
Feeling valued will boost morale, motivate and en€ourage
future input. Taking action starts with listening to employee
feedback and a definitive action plan will need to be put in
place finally.

CONCLUSION

Employee Engagement is the buzz word term for
employee CommunicCation. It is a positive attitude held by
the employees towards the organization and its values. It is
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rapidly gaining popularity, use and importance in
the workplace and impacts organizationsin many ways.

Employee engagement emphasizes the importance of
employee communi¢ation on the suc¢cess of a business. An
organization should thus rec¢ognize employees, more than
any other variable, as powerful ¢ontributors to a ¢ompany' s
Sompetitive position. Therefore employee engagement
should be a  Continuous proCess of learning,
improvement, measurement and action.

We would hence ¢onclude that raising and maintaining
employee engagement lies in the hands of an organization
and requires a perfect blend of time, effort, Commitment and
investmentto ¢raft a su¢cessful endeavor.
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AN ANALYTICAL STUDY OF DRIVERS OF EMPLOYEE
ENGAGEMENT AMONG EXECUTIVES OF A
MANUFACTURING ORGANIZATION : WITH
SPECIAL REFERENCE TO HANDICRAFT INDUSTRY
IN MORADABAD REGION
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ABSTRACT

Employee engagement is the level of commitment and involvement an employee has towards their organization and its values. Based on a review of
available literature, this paper argues that the recently coined concept of employee engagement has a lot in common with the existing construct of
employee motivation. Because of this similarity, these two concepts have been used interchangeably in this paper. Using a sample of 116 executives of a
manufacturing organization, an attempt was made to discover the drivers of employee engagement. The study used a specially designed structured
questionnaire that covered, besides employee engagement, a measure of job content and nine dimensions of organizational climate, Using correlation
and multiple regression as statistical techniques, a set of four critical predictors (drivers) of employee motivation (engagement) have been identified,

which together explain almost three—fourth of the variance in engagement.’

Key Words: Employee engagement, organization climate, job content, drivers.

INTRODUCTION

The ¢oncept of employee engagement has evolved out of
the fairly long traction of studies on topi¢s suc¢h as job ,
satisfa¢tion, job involvement, work motivation and
organizational commitment. All of these Concepts, inCluding
employee engagement, are  variations of the same
fundamental issue. How to improve employee motivation
and organizational performance/A

Humanisti¢ social scientists believe that the human spirit
seeks fulfillment. through self-expression at work. For this
expression to happen, an employee must be able to
Sompletely immerse himself in his work. In other words, an
employee must be able to engage his- ¢ognitive, emotional
and physi¢al dimensions in his work. That is the hallmark of
employee engagement Conversely, disengagement ¢an be,
viewed as the deta¢hment or de¢oupling of the self from ones
work role, whi¢h- is manifested in employees withdrawing
during role performanée, Employee engagement, in other
words, means an employees psychological identification
their allto their jobs his job and the organization.

An organization, that utilizes the afore mentioned principles
of positive psychology are able to enhance the level of
employee engagement which, in turn is likely to improve
organizational Performanée. Employee Engagement has
been found to have a positive relationship with produdtivity,
profitability, safety, employee retention Customer satisfaction
(Buckingham & Coffman, 1999; Coffman & Gonzalez Molina,
2002).

What is Employee Engagement Kahn (1990)has defined
employee engagement as "the harnessing of organization
members selves to theirworkroles.” In other words, engaged
employees employ and express themselves physically
Cognitively and emotionally during role performandes.
Likewise, Hatter, S¢hmidt and Hayes (2002) define Employee
engagement as "the individual's involvement and satisfaction
with as well as enthusiasm for work.” Ac€ording to DDI
(2005), engagement refers to “the extent to which people
value, enjoy and Concerning (2005) call employee
engagement "the illusive forée that motivates employees to
higher levels of performance.

S¢haufeli et al. (2002) define employee engagement as "a
positive, fulfilling, work- related state of mind that is
¢haracterized by vi our dedication and the absorption".
BeCause engaged employee are fully present, they give all
to their jobs and are willing to go the extra mile to achieve
success (Kam1990) . A¢Cording to Rutledge (2006) the truly
engaged employees are attracted to and inspired by their
Work.. The focal point of all of these definitions is the job
assignment to a person and his physical, Cognitive as well
as emotionalinvolvement with that job.

Some other s¢holars have defined employee engagement
wherein the focal point is the organization instead of the
work one does in the organization, For example Robinson,
Perryman and Heyday (2004)have defined engagement as a
positive attitude held by the employee is aware of the
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business Context and works with Colleagues to improve
performance . Lu¢ey , bateman and Hines (2005)interpret the
Gallup Engagement Index as measuring how each
individuals employee Connects with the organization .
Wellins and Concelman (2005) consider employee
engagement as an amalgam of Commitment loyalty,
produdtivity and ownership.

According to Rutledge (2006), engaged employees Care
about the future of the ompany and are willing to invest the
dis¢retionary effort, exCeeding duty’s call, to see that the
organization suc¢eeds. Fleming, Coffman and Harter

(2005)us the term “Committed employee "as a synonym for
engaged employee.

Today, there is widespread agreement among the
academics as well as practitioners that engaged employees
are those who are emotionally onnected to the organization.
We shall call this aspect of employee engagement as
Organizational Commitment.

REVIEW OF LITERATURE

“Various cCharacteristi¢s of the job (e. g., autonomy, Clarity,
¢hallenge, etc).,opportunities for ¢areer advanc¢ement, and
parti¢ipative management are found to positively related to
organizational commitment. Sharma (2003) have found (a)
job Contents and (b) s€ope for advanéement to be the
Critical determinants of organizational ¢ommitment. In
another study of organizational commitment, Sharma &
joshi (2001) found job ¢ontent and performance appraisal to
be the critical determinants.

Sc¢haufeli, Bakker ; Van Rhenen (2009) found that job
resources (i.e., social support, autonomy, opportunities to
learn, and feedback) predi¢t work  engagement among
teleCom managers.

Likewise, Chen & Chen (2008) report signifi¢ant relationship
between work redesign and organizational. commitment
among employees of Taiwan's three state—owned
enterprises. Tao et al. (1998) have suggested that factors
su¢h as organizational d&limate, supervisory behavior,
organizational tenure, role dlarity, and inter personal
relationships at the workplace are some of the determinants
of Commitment.

Inverson Buttigeig (1999) suggest that employee loyalty to
the organization increases with factors like support from
So—waorkers, job variety, and opportunities for promotion.

Sharma & Singh (1991} found a positive Correlation between
employees perCeption of pay and their Commitment to the
organisation. Agarwala (2003) reports a positive relationship
between innovative HR practiCes and organisational
¢ommitment A significant relationship has been reported
between C&areer opportunities and organisational
¢ommitment (BlaCkhurst et al., 1998; Sturges et al 2002].

Roc¢hi and Swardlow (1999) found a direét positive
relationship between organisational ¢ommitment and
situational factors like training, awareness of rules, and
quality of supervision.

Apart from studying the role of the situational factors, some
studies have also examined the role of personal attributes of
employees in influencing their level of engagement. The
personal fa¢tors most ¢ommonly studied are the
demographic¢ variables su¢h as gender, marital status, age,
length of work experience, level of edu¢ation and/or grade of
the employee. Thus, Kumar & Giri (2009) have reported a
positive relationship between commitment and both age and
length of work experience. Some other studies have also
indi¢ate the relationship between age and ¢ommitment
(Mathieu fit Zajag, 1990; Cohen, 1993; Mayer Sr S¢hoorman,
1998; Abdulla Sr Shaw, 1999).

Kassahun (2005} reports a significant positive Correlation
between organisational ¢ommitinent and various HRM
practiCes such as justi¢e, autonomy and competence
development. In so far as the role of ba¢kground variables is
¢oncerned, the study found that Sommitment was positively
related to job tenure but negatively to level of education.
Kumar and Giri [2007) found a strong positive ¢orrelation
between Commitment and an overall measure of
organisational ¢limate. To sum up, the way employee
engagement has been defined and operationalised by
different authors, this ¢onstruct is not really new. Instead, it
appears to be a new label for an amalgam of a number of
existing concepts like job involvement, organizational
¢ommitment, loyalty, work motivation and produdtivity.
Practitioners of management and ¢onsulting firms ¢laim that
employee engagement is positively related to organisational
health and performance. In the present paper, we have used
the term employee engagement as a synonym for employee
motivation and behaviour. And the measure used to study
engagementis organizational commitment.

Empiri¢al studies aimed at disCovering the predictors
(drivers) of employee engagement have investigated the role
of both personal attributes of the employees as well the
situational factors

having a bearing on their work experience. The personal
attributes that are Covered are mostly demographic
¢haracteristics and occéasionally certain personality
dimensions. The situational

faCtors generally studied are a variety of organizational
poli¢ies and practi¢es that ¢an be subsumed under the
heading™ organizational ¢limate/Culture. Guided by the
foregoing review of literature, we

have sele¢ted For this study a set of potential predi¢tors of
employee engagement keeping in view their relevance to the
population and the organization under study.
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About the Study

The study on whic¢h this paper is based was ¢arried out in
may 2011 by the authors. The organization Covered is in the
business of manufacdturing brasswares and handiCrafts
items in Moradabad ¢ity of India.

The questionnaire used for the study was specially designed
for the managerial and upper supervisory level .

Methodology
This study seeks to test the following broad hypothesis:

Employee Engagement is a function of Peréeived
Organizational Climate and job Content.

Employee engagement was measured with the help of the
following four—item s¢ale of Organizational Commitment

(1) 1 am willing to put extra efforts to help this ompany
grow.

(2) lam excited about the future of this Company as | see a
lot of potential-for growth here.

(8) I will reommend this Company to a friend/relative
seeking employment.

(4) | never think about leaving this ¢ompany to work
somewhere else.

job Content was measured through the following four
items:

() The tools and resources provided to the employees
allow themto be effective in their performance.

(2) Employees here have a fair degree of independence in
doingtheir jobs.

(8) In this Gompany, all employees are provided with the
required information to do their job well.

(4) Allemployees in this company have a Clear idea of what
is expected of them at work.

To measure the third Sonstruct (organizational ¢limate), the

*Sonia Gupta *Tusshar Mahajan

The eleven variables outlined above, ea¢h measured with the
help of four statements, yielded a 44 itemed questionnaire.
This "structured" questionnaire was completed by a sample
of 116 junior and senior managers who, as shown below,
Constituted 3.2 per Cent of the total population of managerial
personnelin the industry under study:

Category Population | Sample % Covered
SeniorManagers | 80 30 37.5%
Junior Managers | 304 86 28.7%
Total: 384 116 30.2%

Nearly half of the employees ¢overed by this study are no
more than 30 years of age, another about 30 percent are
between 30 and 40 years old, while the remaining are more
than 40 years of age. The average age for the sample being
33 years, the population Covered is relatively young. For the
sample as a whole, the average length of work experience in
this Company is only about seven years. If their previous work
experience of 3 to 4 years is added, the total average work
experience for the sample ¢omes to around 10 to 11 years.
This evidenc&e is Consistent with the relatively youthful profile
ofthe managerial employees Covered by this study. As many
as 30 per ¢ent of them are still unmarried.

Findings

Table 1 presents the findings of this study showing the mean
s€ore and standard deviation for eath of the selected
variables. To make the table reader-friendly, eath mean
sCore has been converted into peréent and the nine
dimensions of organizational ¢limate have been listed in a
desc€ending order using mean score as the ranking device.
Also shown in this table is the reliability Coefficient (alpha) for
each out the four- item s¢ales used in the study,

Table 1. Status of Employee Engagement and the Drivers of
Engagement (Organizational Climate)

following nine dimensions of ¢limate were used, | Sy, [Variable No. of | Alpha| Mean|Std. Dev.| X Score |Percentage of
Ea¢h measured with the help of four statements; | NO- items Score as%* | employee

. engagement
(1) CareerOp.)vpo.rtumty Employee Engagement
(2)  Communication 1 |Orgn. Commitment 4 |46 |77 [15086 |27203 | 54.24%
(8)  Compensation & Benefits 2 |Job Content 4 [416 |66 |11.5862 | 1.73899 |  63.22%
(4) Co-Workers 3 |Immediate Superior 4 |4-16 |.86 |11.7500 | 204276 64.58%
(5) Immediate Superior 4 |Co-workers 4 14-16 .68 |11.2759 [1.8770 60.63%
(6) Learning &Development 5 |Learning & Development | 4 |4-16 |.70 [11.2500 | 1.9286 60.42%
(7)  Performan¢e Management 6 | Senior management 4 14-16 .80 |10.9655 |2.5433 58.05%
(8) Recognition & Reward 7 |Communication 4 |4-16 |.70 |10.8276 | 2.1439 56.90%
(9) SeniorManagement 8 |Career Opportunity 4 14-16 |.77 |10.8276 | 2.1626 56.75%

it _ V),

(10) Organizational Commitment 9 [Recognition & Reward 4 1416 | .77 19.8448 | 2.2326 48.711%
11) Job Content 10 |Performance Management| 4 [4-16 |.80 [9.6207 |2.5010 46.84%
(11) Job Conten 11 |Compensation & Benefits | 4 [4-16 | 83 [8.0483 |25791 | 41.04%
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" Each mean s¢ore (X) was ¢onverted into percéent s¢ore by
using the following formula:

* X S¢ore — Lowest point of

the score range
Score as % = *100
Highest —Lowest point of

the score range

Note: Alpha is a statistical tool to determine whether
responsestoall4 itemsinascale are Consistent (reliable) for
the sample as a whole. Alpha value of .60 (or above) is
generally regarded Qs quite reliable.

The findings of this study show that each of the 11 scales
used to Collect data is quite reliable, with alpha ranging
between .66 and .86.The level of employee engagement
(=54.24%) is found to be not very high. It may be re€alled that
four statements were used to measure organizational
¢ommitment. The response to each statement was obtained
on the following point scale; strongly agree agree (3);
disagree (2); strongly disagree (1).Microscopi¢ analysis of
responses to eac¢h of these statements was Carried out to
identify employees who ¢ould be

Level of Organisational Commitment
Management Number X score*
Fully Engaged 31(27%) 13.61 (80%)
Partially Engaged 85 (73%) 9.38(45%)
All Employs 116(100) 10.5(54%)

for an explanation of how these three mean sCores were
Converted into percentages, refer to the footnote at the
bottom of table 1. The proportion of fully engaged employees
is quite modest (27 per ¢ent) in terms of organizational
Sommitment, whereas 73 per ¢ent of the employees are only
partially engaged. Also, the average—level of engagement
oft he fully  engaged employees is ¢onsiderably higher
{30%) than that of the partially engaged employees {45%).
These findings suggest that there is s¢ope for raising the
level of employee engagement in terms of organizational
Sommitment.

High Rating Moderate Rating | Low Rating
Immediate Superior Senior Management | Recognition & Reward
(64.58%) (58.05%) (48.71%)

Co- Workers Communication Performance

(60.63%) (56.90%) Management (46.84%)
Learning & Career Opportunity | Compensation Benefits
Development (60.42%) | (56.75%) (41.24%)

Analysis of Data support

To rest the hypothesis of employee at engagement being a
function of job ¢ontent and organizational ¢limate, we first
CalCulated zero order Correlation between Engagement °

Organizational item and Each Correlations found between
¢ommitment .

SI. Dimensions of Organisational Commitment

No. Organisational Climate Correlation | Df P

1 Carrer ORganisational .708 114 .001
2 Communication 635 114 .001
3 Compensation & BEnefits 785 114 .001
4 Co- Workers 541 114 .001
5 Job content 598 114 .001
6 Learning & Development 609 114 .001
7 Performance Management | .739 114 .001
8 Recognition and Reward .686 114 .001
9 Immediate 468 114 .001
10 SeniorManagement 670 114 .001

The Correlations presented in Table 4 being viCariate and
since the dimensions of ¢limate are often Correlated among
themselves, it ¢alls for multivariate analysis, The purpose of
multi-variety analysis is to identify a smaller number Of
Predi¢ators that together Explain the highest amount of
varian¢e in the dependent variable. For identify the most
criti¢al drivers of employee engagement, it was decided to
use step—wise multiple regression te¢hnique. The following
¢onditions were specified for the ac€eptance of a set of
Criti¢al drivers emerging from regression analysis:

(@ The ¢ombination of predictors to be accepted as
¢riti¢al must be one that explains maximum varian¢e in
employee engagement.

Table 5
Critical Barriers of Organizational Commitment

Zero- Order| Std. Beta | Individual
S, Correlation | Coefficent|Contribution
N. (A) (B) (A*B)

1 |Compensation nad benefits | .785*** | .431*** | 33.83%
2 |Performance Management 3977 | 275 | 20.32%
3 |Job Content 598*** | 195%** | 11.66%
4 |Learning and Development | .609*** 128* 7.80%
R2 =736 F4.111=77.244P<.001 Total (R2) 73.61%
*P<.05**p<.01***p<.001

Critical Drivers

With the help of multivariate analysis we have been able to
identify four CritiCal variables out of the 10 potential |
predictors of employee engagement.

Three out of these four predictors are ¢onstituents of the
organizational ¢limate, while the fourth stands for job |
¢ontent. Once again we find adequate  Support for the
hypothesis that employee engagement is a function of job
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¢ontent and organizational ¢limate. Between these two
Gategories of predictors, ¢limate plays the dominant role as
its three dimensions together explain 61.95 per ¢ent of the
variance as tec¢hnique, we were able to identify a set of four
predi¢tors of organizational commitment that met the above-
mentioned two Conditions. Together these four predictors
explained-almost three-fourth of the varian€e [R2 = .736) in
employee engagement. Further statistiCal evidence is
presented in against the Contribution of job Content whi¢h is
much lower (11.66 per ¢ent).

Having identified four CritiCal predictors of employee
engagement, we tried to asCertain as to why the remaining
six potential predictors failed to emerge as Ccritical. As
reported in Table 4, all

independent variables were found to be highly and
signifiantly Correlated with organisational Gommitment. But
the findings reported in Table 5 show that only four out of
those 10 variables turned out to be CritiCal. When the
¢ombined effect of these four variables is Controlled, the
remaining six variables are unable to exert any significant
impacét on employee engagement. The 4* —order partial
Correlations provide data in support of this ¢onclusion

Table 6

S.|Excluded Variable Correlation with Organisational
N. Commitment
Zero-Order| P | 4th-Order Partical| P
Correlation Correlation
1.|Career Opportunity 708 |.001 072 n.s
2 |Communication 635 .001 .066 n.s
3 |Co- Workers 541 .001 .026 n.s
4 |Recognition & Reward| .686 | .001 .005 n.s
5 |Immediate Superior 468 |.001 .07 n.s
6 |Senior management 670 |.001 .046 n.s

Note: “n.s"stands for not signifi¢ant

The reason for this dramatic fall in the predictive power of the
six "exCluded" variables lies in the fact that the nine
dimensions of organisational ¢limate are highly Correlated
among themselves. This phenomenon is referred to as
multi¢ollirnearity that plagues practically all social sc¢ience
research. By using statisti¢al te¢hniques like factor analysis,
it is possible to reduce the severity of multiCollinearity but
past efforts have shown that it is impossible to eliminate it
altogether. In the face of this fact of life, it is unsafe to rely
entirely on bivariate analysis of data to establish
relationships between variables. Instead, through
multivariate analysis (like the one used in this paper) it is
possible to distinguish the CritiCal variables from the non-
Critical ones.
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The Role of Demographic Variables

Apart from the potential predi¢tors of employee engagement
shown in Table |, data was Collected relating to the ¢ following
demographi¢ and o&Cupational background variables: *

(1) Age

(2) Experienceinthis company
(8) Previous work experience
(4) Total work experience

(5) Marital status

(6) Grade

(7) Department

To find out whether any of the above background fadtors is
one of the predictors of employee engagement, Certain
statistical tests were Carried out and the results of whi¢h are
presented in Tables 6 and 7. It is ¢lear from the evidence
reported in these two tables, that none of the background
fadtors has \any role to play in influenéing the level "bf
employee engagement. It may be ¢oncluded, therefore, that
the drivers of employee engagement are to be found largely
in the situation with in whi¢h the employees are working,
while their demographic¢ background appears to play norole.

Table 6

Correlation between Employee Background and
Organisational Commitment (N=116)

S. | Background Factor Correlation with Level

N. Organisational of
Commitement | Significance

1 | Age A n.s

2 | Experience in tis company .08 n.s

3 | Previous work experience .02 n.s

4 | Total work experience .09 n.s

Note:"n.s stands for not signifi¢ant”
Table7

Difference of Means test to determine association between
organizational Sommitment and Certain background factors

S. | Background Variables | Organisational Commitment| T=Value | P

N. X Score SD (df=114)

1 | Marital Status n.s
Married (N=281) 10.59 1.49 0.50
Single(N=35) 10.31 3.22
Total (N=116) 10.51 2.72

2 | Grade 0.60 n.s
Sr. Managers(N=230) | 10.77 2.40
Jr. Managers(N=286) | 1.42 2.83
Total(N=116) 10.51 2.72
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S. | Background Variables | Organisational Commitment| T —/aue| P
N. X Score SD (df=114)

3 | Department

0.60

Sr. Managers(N=30) | 109.77 2.40
Jr. Managers(N=286) | 142 2.83
Total(N=116) 10.51 2.72

CONCLUSION

Even though the ¢oncept of employee engagement is of
relatively reent origin, it has quickly Caught the imagination
of HR practitioners around the world, partiCularly in the
United States. Full ¢redit for the popularity of this ¢oncept
goes to the Consultandy firms, whi¢h are in the business of
Carrying out engagement surveys for their Clients. By and
large, research scholars from the academic world have shied
away from using "engagement' as a topi¢ for serious
s¢ientifi¢ investigation. One of the reasons for their lack of
interest might be due to the basi¢ similarity between the
traditional oncept of "work motivation" and this new oncept
of employee engagement". As demonstrated by this paper,
the operational measures of the two ¢oncepts are essentially
the same - e.g., job involvement and organizational
Sommitment, BeCause of this similarity, in this paper we have
used the terms "engagement' and "motivation"
interchangeably. Earlier resear¢h studies have shown that
the predictors of work motivation (popularly Called the
"drivers” of employee engagement) are related mostly tothe
way the employees are treated by the management of an
organisation. The findings of this study amply support this
¢onclusion. 10 situational factors a were employed as the
potential predi¢tors of organisational Gommitment. Pour out
of those 10 variables emerged as the &ritical predictors of
¢ommitment. "These four predictors relate to the following
HR poli¢ies and practices of the organisations: *

(1) Provision of attraétive ¢ompensation and benefits to the
employees.

—
S

Performan¢e management system.

—
wW
=

Creation of jobs that provide adequate role Clarity,
autonomy . and support in the form of information, tools
and resources.

(4) Provision of adequate facilities for training and
development.

Acting together the above four predictors explain 73.6 per
Cent of the varian€e in employee engagement in the form of
organisational commitment. In sharp ¢ontrastto" this robust
finding, none of the seven demographic factors showed any
signifi¢ant association with organisational Commitment. This
suggests that employee engagement is largely a function of
the organizational situation within whi¢h a person * operates.
Personal attributes in the form of demographic factors are
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found to have no influenée on employee engagement. It is
possible that Certain aspects of a person's personality and
/or his work values have arole to play in influen¢ing employee
engagement. Future research, therefore, should include
those personal attributes in ¢onjunétion with the situational
faCtors as potential predi¢tors of motivation to work.
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FOREIGN DIRECT INVESTMENT IN INDIAN
RETAIL SECTOR: A CRITICAL EVALUATION
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ABSTRACT

The present paper highlights upon the different views related with the Foreign Direct Investment (FDI) in Retail Sector; viz. i) Government’s Views, i)

Retailer’s Views, iii) Consumer’s Views, and iv)Agriculturalist’s Views.
Key words: Foreign Direct Investment, Retailers

INTRODUCTION

Foreign Dire¢t Investment (FDI) Certainly plays an
extraordinary and unpredictive role in the global business
regardless politi¢al set up of the world’s Countries, it
provides, to a ¢ountry with new markets, attractive marketing
¢hannels, ¢heaper production facilities, easy access to new
teChnology, variety of products, inéomparable skills and
abundant financing. The Indian Retail Sector (IRS) is the fifth
largest industrial se¢tor in the world. Comprising of organized
and unorganized sectors, retail sector is one of the fastest
growing industrial industries in India, especially over the last
ten years. FDI in IRS has been ¢oined as a topi¢ of hot
dis€ussion recently by the poli¢y makers. This has been
turned in to alarming attention of politi¢al parties, national
unions, retailers’ retail industrialists, and thinkers. The advent
of FDI in India was witnessed during the end of the
year1990’s when the Central Government of India
announced a number of reforms with aimed to help in the
proc¢ess of Liberalization, Privatization, Globalization (LPG),
and deregulation of the Indian eConomy. Since then its
inception there has been a remarkable surge in the FDI
inflows in the Country. (as per definition adopted by Indian
government- It's a sale of finished or final product to the
Sonsumers, and not the intermediate goods whic¢h are to the
further proCessed before sale in the market regardless
wholesale or retail.)

The Foreign Direct Investment (FDI):

Foreign Direct Investment is an investment that is made to
serve the business interest of investors in a Company, which
is in a different nation and different from the investor’s Country
of origin. But in fact IRS is being expected that it would be
played a very important role in developing the Indian
eGonomy .FDI may enable India to achieve a Certain degree
of pri¢e Control, financial growth, and stability, It would be
allowed India to foCus on such areas that needed eConomic
attention, and addressed various issues that Continue to
¢hallenge the Country.

FDI in India has in¢reased over a period of time due to the
efforts been made by the Indian government. The inéreased

flow of FDI in India has given major boost to the Gountry’s
economy and hence steps should be taken to make sure that
the flow of FDI in India ¢ontinues to grow opening new sector
in the retail business. The Reserve Bank of India (RBI) and
Foreign Investment Promotion Board (FIPB) are the 2 key
government entities who ¢ontrol and monitor FDI in India. FDI
in general is allowed in India exCept few sectors which are
¢ontrolled by the government but a prior approval of the RBI
and FIPBis needed to Carry out Certain business in India.

The dedision of permitting Foreign Direct Investment (FDI) in
the retail se¢tor has been a ¢ontinuing debate in India from
reCent past. Although FDI has been permitted in several
sectors of the eonomy by the government of India yet, retail
has been as an issue deliberated over in view of its possible
impact on several sections of the society and on e€onomy,
parti¢ularly on small businesses. The government of India
has kept is abeyance the final decision for permitting foreign
multinationals through FDI, to Invest up to 51%in Joint
Venture for the retail of their exClusive/branded products. This
would be only permitted investment in branded retail, evenin
a single brand. It is worth mentioning that, at present, foreign
brands are being retailing in India only through fran¢hise
agreements with Certain multinational companies (MNCs).
The major rationalization act ¢arried out by the Government
of India by ¢hanging poli¢ies pertaining to FDI in view of
providing more jobs and improving the economy of the
Country. It is for this purpose that whilst allowing FDI the
Government of India would be taken due Care and has only
permitted FDI in retail for single brands. By doing so, it would
not displace the existing people in employment. Further, by
permitting foreign direct investment in single brands it would
also not dispense with the retailers in the lo¢al markets and
the unorganized sector, which employ a huge number of
people in the retail sector. Thus the retail market ¢onnects the
producer of products with the ultimate ¢onsumer of the
product and similar views being expressed by the supporters
of the FDI'in IRS .Of Course it involves an act of selling at a
profit as businessmen’s business is to earn profit from
business.
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**Ph.D. Research Scholar, Department of Accountancy & Statistics, UCCMS, Mohan Lal Sukhadia University, Udaipur, India
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Primarily, the retail market in India is divided in two sectors
viz; i) organized and i) unorganized retail sector. An
organized retail sector is operated by license holder’s
retailers who have also been registered for sales tax, and
mostly inéome tax payers, as per the government protocol for
businesses. Whereas the unorganized retail sectors of the
retail market refers to traditional low Cost operating model
owned, managed and €ontrolled by individuals or their family
(e.g. lo¢al general store — kirana, pan/beedi shop, pavement
vendors et¢.) The Indian retail sector is highly fragmented
sector with more or less to 97% businesses is unorganized
retail. This sector has main source of inCome for millions in
India ¢onnects Closely with agri¢ultural produdts by farmers.
It has a very high penetration in rural India with a ¢ontribution
in Gross Domesti¢ Production of up to 10% (GDP).

Research Methodology:

Considering the nature and purpose of the present paper, the
research methodology Covers mainly points viz; (i)
objectives, (i) hypotheses, (iii) data and materials, (iv) survey
of literature etc.

Obijectives:

The paper aimed to reach on Certain ¢onclusions with the
four objectives- viz; (i) To Analyze that how the FDI is
beneficial for Retailer sector in India. (i) To understand
suitability of the FDI Eulture in India. (i) To Understand and
analyze the views being expressed by the different parties
related to the issue of FDI is IRS and similarly views being
expressed by the thinkers on the issues, (iv) To evaluate the
impact of FDI is IRS on (a) consumers, (b) agriculturist, (€)
retailers, (d) job seekers and ultimately on the eConomy of
the Country.

Hypothesis-

The study set two hypotheses in order to provide base for the
innovative Creation and boosting thinking in the right
directionviz.; (i) Retailers are not fully aware about the benefit
and opportunities related to FDI and, (ii) There is no inter
dependency between The Government and the Retailers.

Data & Material

The present study used primary and sec¢ondary both data
besides information, figures and facts related in the FDI in
Retail Sector. Main soures remained internet, journals,
magazines and new paper.

Survey of Literature -

A Criti¢al Evaluation of the Retail Sector and FDI with the
Governments’, Retailers’ and ¢onsumers’ view discussed in
a few studies are being referred here as given below :
Chandra Athukorala Prema- (2009) in his paper entitled
“Outward Foreign Dire¢t Investment from India” examined
that emerging patterns and e¢onomic¢ impli¢ations of Indian
foreign direCt investment against the backdrop of the
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evolving role of developing country firms (emerging
multinational enterprises) as an important for¢e of eConomic
globalization. The novelty of the analysis lies in its specifi¢
fo€us on the impliations of changes in trade and investment
policy regimes and the overall investment climate for
internationalization of domesti¢ ¢ompanies and the nature of
their global operations. The findings Cast doubt on the
popular peréeption of the re¢ent surge in outward foreign
direct investment from India as an unmixed economic
blessing, given the remaining distortion in the domesti¢
investment ¢limate. Bhardwaj Satendra, Garg Priyanka,
Sharma Ambrish, Sharma Rajeev (2011) in their paper
entitled “FDI in Retail Business — A Boon or Bane” observed
that foreign investors are tremendously enthusiasti¢ on
¢harisma in India's retail sector. AT Kearney's 2005 Global
Retail Development Index has termed India “The most
Sompelling opportunity for retailers.” There's sufficient
reasons Cited for this: the Country is beGoming richer, ¢lose to
a quarter of the population is in the 20-34 age group in
demand by marketers, and punter expenditure is anti¢ipated
to pi¢k up in a major way. Both sides have been taking
extreme positions. Those rooting for FDI assure overall
opulence if it is permitted. Undeniably, FDI in retail is
emerging as a sort of litmus trial to the government's pledge
to liberalization, with Prime Minister also supporting
advan€ement on this front. On the other hand, those
divergent on the pit¢h ¢laim it will mop away ¢orner shops in
every locality, ¢huck inhabitants out of jobs and bring
unthinkable melancholy. This artile develop an insight as to
what are the trends in Indian Retail Industry, benefits and
drawbacks of FDI in Retail, whether it will be beneficial for
eConomy and finally the Challenges in Indian Retailing.
Chakraborty, Chandana Nunnenkamp Peter (2006) in
their paper entitled “E€onomi¢ Reforms, Foreign Direct
Investment and its EConomic Effects in India” defined that
foreign dire¢t investment (FDI) has boomed in post-reform
India. Moreover, the ¢omposition and type of FDI has
¢hanged considerably sinCe India has opened up to world
markets. This has fuelled high expectations that FDI may
serve as a Catalyst to higher eConomi¢ growth. They
assessed the growth impli¢ations of FDI in India by
subjecting industry-specific FDI and output data to Granger
Gausality tests within a panel Cointegration framework. It
turns out that the growth effeéts of FDI vary widely across
sectors. FDI sto¢ks and output are mutually reinforéing in the
manufacturing sector. In sharp Contrast, any causal
relationship is absent in the primary sector. Most strikingly,
they find only transitory effe¢ts of FDI on output in the
services sector, which attracted the bulk of FDI in the post-
reform era. These differencées in the FDI-growth relationship
suggest that FDI is unlikely to work wonders in India if only
remaining regulations were relaxed and still more industries
opened up to FDI. Chaturvedi lla (2011) in her paper
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entitled “Role of FDI in E€onomi¢ Development of India:
Sectoral Analysis” explained that FDI plays an important role
in the development proc¢ess of a Country. It has potential for
making a Contribution to the development through the
transfer of financial resources, te¢hnology and innovative
and improved management techniques along with raising
produdtivity. Developing ¢ountries like India need substantial
foreign inflows to achieve the required investment to
accelerate eConomi¢ growth and development. It ¢an act as
a Catalyst for domesti¢ industrial development. Further, it
helps in speeding up eConomi¢ activity and brings with it
other s¢ar€e productive factors such as te¢hnical know how
and managerial experien¢e, which are equally essential or
ec¢onomic¢ development. Chari Anusha, Madhav Raghavan
T.C.A (2011) in their paper entitled “Foreign Direct
Investment in India’s Retail Bazaar: Opportunities and
Challenges” Cleared that the despite enCouraging signs,
India’s retail market remains largely off-limits to large
international retailers like Wal-Mart and Carrefour. Opposition
to liberalizing FDI in this seCtor raises Concerns about
employment losses, unfair Competition resulting in large-
sCale exit of inéumbent domestic¢ retailers and infant industry
arguments to protect the organized domestic retail sector
that is at a nascent stage. Based on international evidence,
we suggest that allowing entry by large international retailers
into the Indian market may help tackle inflation especially in
food pri¢es. Moreover, techni¢al know-how from foreign
firms, suc¢h as warehousing te¢hnologies and distribution
systems Can improve supply ¢hain effiCienCy in India, in
partiCular for agriultural produce. Dhar Biswajit and Rao
K. S. Chalapati (2011) in their paper entitled “India’s FDI
inflows trends and ¢oncepts” explained that India’s inward
investment regime went through a series of ¢hanges since
ec¢onomic reforms were ushered in two decades back. The
expectation of the poli¢y makers was that an “investor
friendly” regime will help India establish itself as a preferred
destination of foreign investors. These expectations
remained largely unfulfilled despite the Consistent attempts
by the poli¢y makers to in¢rease the attractiveness of India by
further ¢hanges in policies that in¢luded opening up of
individual sectors, raising the hitherto existing ¢aps on
foreign holding and improving investment procedures. This
paper is an attempt to explain this divergence from the earlier
trend. They observed that portfolio investors and round
tripping investments have been important Contributors to
India’s reported FDI inflows thus blurring the distinction
between direc¢t and portfolio investors on one hand and
foreign and domesti¢ investors on the other. These investors
were also the ones whic¢h have exploited the tax haven route
most. These observations acquire added significance in the
Context of the substantial fall in the inflows seen during 2010-
11. Singh Rahul (2011) in his paper entitled “Foreign Direct
Investment in India - Opportunities and Challenges”
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observed that with the advent of globalization, developing
Sountries, particularly those in Asia, have been witnessing a
massive surge of FDI inflows during the past two decades.
Even though India has been a lateComer to the FDI sCene
Sompared to other East Asian Countries, its significant
market potential and a liberalized policy regime has
sustained its attraction as a favorable destination for foreign
investors. Further, examined the impact of inward FDI on the
Indian economy, partiularly after a de¢ade of eConomi¢
reforms, and analyzed the c¢hallenges to position itself
favorably in the global Gompetition for FDI. In this Context, he
further investigated the likely impact on FDlinflows to India as
a result of in¢reasing Competition from another major
emerging market e¢onomy, i.e., China, in the wake of its
acCession to the WTO and the opportunities and ¢hallenges
present beforeit.

WHY FDI?

The different Corners of the disCussion platforms sounded
different logi¢ but the requirement for FDI arises out of three
basi¢ rationales;

1. Tomeet the gap between required investments to funnel
eConomic¢ growth and national savings,

2. To get strategi¢ tec¢hnology transfer and managerial
expertise, and

3. To add to the Competitive edge for exports given the
international linkages arising out of FDI

FDI Policy with Regard to Retailing in India

1. FDlis allowed up to 100% in ¢ash and ¢arry wholesale
trading and export — e.g. Wal-Mart has invested with
Bharti in wholesale ¢ash and ¢arry business.

2. FDI up to 51% with prior approval from government in
retail sale of ‘single brand’ Products.

3. FDlisnot permitted in Multi brand retailing in India.
FDI in Single Brand Retail:

The government has not Categori¢ally defined the meaning
of “Single Brand” anywhere neither in any of its Circulars nor
any notifi¢ation but it implies that foreign companies would
be allowed to sell goods sold internationally under a ‘single
brand’ viz. Reebok, Nokia, Adidas. Retailing of goods of
multiple brands, even if su¢h products were produced by the
same manufacturer, would not be allowed.

FDI in Multi Brand Retail:

The government has also not defined the term Multi Brand.
FDI in Multi Brand retail implies that a retail store with a
foreign investment ¢an sell multiple brands under one roof.

In one of the most eagerly antiCipated eConomic reforms of
the present government tenure, India has approved foreign
dire¢t investment in supermarkets, paving the way in for
foreign retailers su¢h as Wal-Mart Stores In¢. After a long
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debate in the Parliament the present ¢abinet on Nov. 24
approved 51 peréent foreign ownership in multi-brand retail,
with ¢onditions, and full ownership in single-brand retail.
However, implimetation part of the poliCy has been kept in
abeyande forthe time being.

The present paper mainly Govers different aspects of the FDI
is IRS dis€ussion the view points of the i) Government, ii)
Retailers, iii) Consumers, iv) Agriculturalist and ultimately to
evaluate impact on the national eConomy.

Government’s View Point:

The Prime Minister of India Shri Manmohan Singh had
rebuffed Calls to reverse a dedision to open up India's retail
sedtor to global giants suc¢h as Wal-Mart Inc, expecting the
move will help farmers and <¢onsumers, inCrease
employment and modernize a sector dominated by small
stores. He was confident that foreign direct investment in
retail will help to bring modern te¢hnology in the farm sector,
less wastage and more jobs, as he said in meeting of the
Youth Congress. The PM was ¢onfident that owners of small
shops would be able to Compete with large retailers.
AcCording to the Union Finane Minister Mr. Pranab
Mukharjee “The pro¢ess of ¢hange is never easy, be it for
individuals, sodieties or nations. But ¢hange we must, it is
inevitable. We are at all times responding in our own ways,
individually as well as Collectively, to our ¢hanging Contexts —
the lo¢al and the global. The ¢hallenge is to ensure that the
process of c¢hange is not disruptive and it supports
opportunities to enhance human well-being. And that is not
easy. The problem arises bec¢ause the process of ¢hange is
not linear. There are always ¢oncerns, multiple implic¢ations
for different segments of population, uncertainties and
¢hoiCes to be exercised from Sompeting alternatives and
objectives, all of which make the process invariably
¢hallenging. Foreign ¢ompanies and multinational
Corporations will not be allowed to do business in Uttar
Pradesh as said Mayavati. She had also warned that if the
Congress-led United Progressive Alliance government fails
to immediately withdraw the dedision to allow 51 per cent
foreign direct investment in multi-brand retail, she will be
fored to take some “hard decision.” Her Bahujan Samaj
Party would oppose the move in Parliament and on the
streets. She said the decision was taken to please the
“Congress yuvraj” and enable “his foreign friends” and
“foreign cCompanies” to “reap e€onomic benefits” at the Cost
of ¢rores of small and petty traders, farmers, labourers and
small and medium entrepreneurs.” With the Vidhan Sabha
elections just months ahead, the ‘yuvraj' is ¢ampaigning to
bring the Congress back to power in Uttar Pradesh with the
aim of enabling his ‘foreign friends' and MNCs to set up
shop”, she said. Tamil Nadu CM J Jaya lalitha’s opposition to
multi-brand retail will impact entry into three Cities-Chennai,
Madhurai and Coimbatore. The purported intention of the

government seems to be to bring more foreign investment
into the Country to improve market effi¢iency and bring down
inflation prevailing in the series of poli¢y blunders made by
the Congress led UPA government. The government should
realize that Constraints on farm products, on the supply side,
which is a Contributory factor to food inflation, ¢annot be
addressed through the FDI route, but only by squarely
addressing the infrastructural constraints through
appropriate policy support. Senoir BJP Leader LK Advani
also ¢ommented that “India must not imitate the
development models of the West and the government must
not "fool the people that foreign direct investment (FDI) into
the retail sector is a panacea to solve all problems of poverty
and unemployment”. Delivering the keynote address on
"India's yatra into the future", Advani reiterated the BJP's firm
opposition to the proposal and squarely blamed the
government for the Current imbroglio in Parliament. He
wanted the government to answer: "Why bring the FDI into
the retail sector nowA Why are blindly imitating the West's
model of development, knowing fully well that this model is
not only unsustainable but has also landed western
eConomies into a deep CrisisA' He said, "How many people in
our society ¢an it benefitAWhy is the government so slavishly
looking at foreign investment in a se¢tor like retail for answers
to problems created by its own mismanagement of the
economy such as inflation, price rise and unemploymentA
The UPA government is fooling people by ¢laiming that FDIin
retail will ¢reate millions of jobs and bring down inflation. BJP
leaders Sushma Swaraj and Arun Jaitley emphasized that
the proposal to allow FDI in retail was part of an NDA
dodument, and that BJP had never supported FDI in retail.
The NDA's proposal to allow 100% foreign direCt investment
in retail trade in 2002 did not go beyond the GoM level, but the
NDA Vision do€ument for the 2004 elections, hosted on the
BJP website, had also made a Case for allowing 26% FDI in
retail. Gujarat Chief Minister Narendra Modi dispelled a
“misConception” that his supervision was in foster of a UPA
government’s preferenc¢e to concede Foreign Direct
Investment in multi-brand sell trade., Mr. Modi pronounced
he was with a BJP in honor of a FDI in sell that is in a
seductiveness of a nation. Rajasthan Chief Minister Ashok
Gehlot has termed as unfortunate the Opposition parties
move of agitation and stalling pro¢eedings in Parliament and
said that instead of this negative stand they ¢ould exercise
their option on the issue in the states being ruled by their
governments. Mr. Gehlot also reiterated that his government
in this state would fully safeguard interests of lo¢al farmers,
retailers and ¢onsumers. Hailing the Center's decision on
opening for FDI multi-brand retail se¢tor as a wel€ome
decision, Mr. Gehlot said this was a well thought-out decision
whi¢h had been taken after prolonged disCussions and
evolution of an ideal Indian model whi¢h was suitable to our
market needs and entirely different from those being
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practiced in Asia, Afri¢a and South Ameri¢an developing
nations. Madhya Pradesh Chief Minister Shiv Raj Singh
Chouhan has already expressed his intentions regarding this
move of the Centre stating that he would not allow FDI in retail
sector in Madhya Pradesh. He said, "l want to ask the Central
Government, how many people will lose their jobs be¢ause
of this FDIAIf providing jobs to a few people will result in loss
of jobs for several others, how ¢an we ¢all it a justified stepA’
Since one store of Wall mart is already operative in the State
Gapital, the Government ¢laims that it is not a retail store and
the BJP Government in the State has never opposed major
projects having FDI. In fact nutshell, the FDIin IRS is not more
than a politi¢al debate in view of the politician.

Retailer’s View Point:

Pantaloon Retail, India's largest listed retailer and part of the
Future Group, runs stores under its lifestyle brands
Pantaloon and Central. Future also operates the Big Bazaar
hypermarket ¢hain and supermarket brand Food Bazaar,
under the unlisted Future Value Retail. Indian multi brand
retailers may split their business to induct foreign partners in
select states after several state said they will not allow foreign
dire¢t investment in food and grocery ¢hains despite the
Union Cabinet giving it's nod “We are open to all possibilities
and will evaluate every possibility” said Sanjiv Goenka Group
¢hairman of RP Sanjiv Goenka Group (Formerly RPG Group),
which runs Spender’s retails. The Central government had
allowed 51% FDI in multi-brand retail with stringent
¢onditions on back end investment, market acCessibility and
sourcing, but the move has run into widespread opposition
parties, parlaying Parliament. An insider at the Country’s
largest retailer Future Group said there is merit in ¢lubbing
retail stores and other assets lo¢ated in states favoring FDI
into a company where a foreign retailer ¢an pi¢k up equity
and there ¢an be states not in favors of FDI .Another senior
offi¢ial of future Group said that the retailer wants to induct
develop back-up operation. Relian¢e Retail the country’s
se€ond largest retailer mean while, said it does not plan to
rope in foreign partners for its existing business and will
expand on its own. Relianée Retail president and Chief
Executive OffiCer (Lifestyle) Bijou Kurien said that it would
take some time before MNC retailers make a mark here as
they will have to set up a supply ¢hain for food and grocery
retail across the Country before offering high discounts to
sway consumers”. YK Sharma owns a groCery store in New
Friends Colony is unfazed by new of the Centre allowing 51%
foreign direc¢t investment (FDI) in multi-brand retail. Multi
brand stores whether owned by domesti¢ of foreign firms-
will not affect our business much. People will not travel long
distances to buy daily needs. Only Indian firms were allowed
to set up large multi-brand stores, suc¢h as Big Bazaar, while
foreign firms Could sell only their won brands from their
stores. Some sections have expressed ¢oncern that the entry
of ash ri¢h foreign retailers will unleash price wars in every
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segment from atta to toiletries and wipe out neighborhood
groCers. Similarly, the retailers also have not Certain direction
on the question of FDI is IRS would be or not. They are also,
more or less, government by the politiCal views.

Consumer’s View Point:

A majority of Gonsumers and farmers, surveyed by industry
body Asso¢ ham, have supported the government decision
to allow FDI in multi-brand retail, while 80 percent traders
opposed the move. The ¢hamber surveyed over 2,000
people in¢luding farmers, Consumers and traders across 10
major cities like Delhi, Mumbai, Kolkata and Chennai. About
90 percent of Consumers said that the entry of big retailers
like Wal-Mart, Tes¢o and Carrefour would bring in a wide
range of branded goods whi¢h would also help in bringing
down the prices. Further, over 75 percent of farmers felt that
opening up of the sector would help in getting them the right
price since they would be directly dealing with retail stores,
thus, ¢utting the role of middlemen. It said investments which
would flow in agriéultural bac¢k-end and supply ¢hain would
ensure food security through Ccurbing wastages and
ultimately benefit end-users. The ¢onsumer, while buying
from the small retailer for his or her daily needs, will still go to
the big store in the mall for monthly shopping. However, that
does not mean the retailer loses business. The Consumer will
buy goods in bulk at the mall but Continues to pur¢hase small
items from the local retail shops. It is a win-win situation for
the mall, the retailer and the ¢onsumer. The big debate on
retail FDI is Completely off-track and unwarranted. Headlines
of ‘'mom-and-pop’ stores losing business, loss of living for
many retailers, et. do not have any justifi¢ation, if the
Sonsumer prefers to buy in the mall, he does so because of
prices and not due to anything else. The local retailer will have
to bring down priCes to levels of those offered in big stores to
survive. That means better inventory management, better
people management and use of systems. The ¢onsumer
benefits from paying lower pri¢es in malls for monthly
shopping; he or she also pays lower priCes for his or her daily
shopping requirements. The quality of goods sold will also
improve at the retail level. Big stores bring quality brands to
the ¢onsumer. When that happens, ¢onsumers used to
quality will baulk at buying sub-standard goods from a
retailer. The retailer will then introduce better quality ¢ontrol,
leading to improved standards in retailing. Government
poli¢ies will have nothing to do with ¢onsumer behavior. The
government has to make sure that the best is available to the
¢onsumer at the lowest pri¢e and that means opening up the
retail sector to world-Class players. Sellers and Consumers
have opposite interest. When FDI in IRS being opposed by
the retailers then alimentally Consumers would be wel¢ome
it.

Agriculturalist’s View Point:

AcCording to MrP Chengal Reddy, (SeCretary General,
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Consortium of Indian Farmers Associations) for hundreds of
years, Indian farmers are dependent only on adthiyas, Lalas
and ¢ommission agents to market their produce. Farmers
are familiar about the exploitation in the marketing system.
The adthiya ¢harges 10% ¢ommission for the auctioning and
deducts 10% on the pretext quality deficiency. The farmers
inCur over 3% - 5% expenditure to take the produce from his
field to the market yard on packing, loading, unloading,
transport and other in¢identals. 25% net Loss is incurred by
farmers within few hours of Commencing marketing. In many
parts of the Gountry the aucétioning Gommences in the early
hours when there is no light. The weighing machines are not
in working order. The auctioning system is done under a
¢loth. The prices in the market yard are never known to
farmers. The adthiyas evade huge sales tax as well as
inéome tax and there is a huge revenue loss to the state
government and inéome tax department as all the
transactions are illegal and are not re¢orded. The market
reforms initiated by Dr. Manmohan Singh are great God Sent
opportunity to the 600 million farmers as well as 1200 million
¢onsumers. The farmers now have alternative options to sell
their produce to the retails or pro€essing industries or
exporters and also ¢an do online trading. This will inCrease
tremendous competition amongst the buyers. FDIin retail will
be helpful to farmers, as it will establish producer groups and
arrange for MOU between the farmers and retailers. The
Government of India Agriculture Technology Management
Agend&y Program (ATMA) has already established few million
Commodity (Producer) Interest Groups/CIGs. The existing
CiGs as well as farmers Associations working under
Commodity Boards, farmers Clubs, Co-operatives will
establish long term Agreement with the retailers. As the
retailers require quality product in huge quantities he has to
arrange for extension servi¢es, provide quality inputs and
also arrange for packing at the farm gate in the village. The
retailer will also need to establish ¢old ¢hain or pre Cooling
units for perishables to avoid wastages. The Contract farming
will enable farmers to bargain for an assured Minimum price
linked with quality and quantity. He will also be able to get
traceability and group ¢rop insurance. Direct procurement
will eliminate 3-4 middlemen who are now taking away 40% -
50% ¢ommissions without any value addition. In this way it is
a will win situation for farmers, retailers and Consumers. It will
also enable Indian speciality goods viz. Mango, Lichi,
Chillies, Durram Wheat, BPT/Ponni Rice to be marketed as
branded produdts in International markets. There is need to
permit more retails in newly developing urban
¢onglomerates. FDI will keep under ¢heck the highly
exploitative Adthiya system. A reform in farm sector in¢ludes
getting best tec¢hnologies in the world to improve our
productivity. Farmers must understand that te¢hnologies are
available to ¢ontrol pests and diseases, water stress, brining
alkaline and saline soils under Cultivation. Farmers should

also demand for ¢rop protection, vacéines for their Cattle,
seed for quality fodder et¢. Reforms must in¢lude removing
¢ontrols, allowing exports and en¢ourage

Farmers' association supports retail FDI: FDI in retail will
eliminate middlemen at various levels in the ¢hain, Mr P
Chengal Reddy, said that the Government move to allow 51
per ¢ent FDIin retail will be helpful to the farm community as it
would provide backward and forward linkages. Contrary to
the general perception that this would be detrimental to the
interest of farmers, it will help them in establishing producer
groups and supplying them to retailers directly. More
importantly it will eliminate middlemen at various levels in the
¢hain, Mr. P Chengal, said that no MNC ¢an take a farmer for
aride as he knows how to tackle su¢h a situation. Addressing
a press ¢onference here today along with the Chairman of
Cll, Andhra Pradesh, Mr Jay Galla, and Mr TT. Ashok,
Chairman Cll South (over €onferenée ¢all), Mr Reddy felt that
several politiCians have begun to oppose this as if they were
the protectors of interest of farmers.

Another farmers’ body referred to another likely dividend
from FDI: “FDI is expected to roll out ¢ool ¢hains that will
bring the market closer to home, reduce the number of
middlemen and enhance returns to farmers,” said Prakash
Thakur, the chairman of the People for Environment
HortiCulture & Livelihood Himachal Pradesh. “Highly
perishable fruits like ¢herry, apri¢ot, peaches and plums have
a huge demand but are unable to tap the market fully
because of lack of a ¢ool ¢hain and transport infrastructure.
Al this should see a boost with the opening up of retail for
large investments through FDI,” he said. Thakur has a point.
Although India is the se¢ond-largest producer of fruits and
vegetables at 200 million tonnes, its storage infrastructure is
grossly inadequate. Of the 5,386 stand-alone ¢old storages,
80 per ¢ent is used to keep potatoes. The ¢abinet kept this in
mind while taking the FDI decision. Each foreign investor will
have to invest at least $50 million (Rs 250 ¢rore) in back-end
infrastructure that will in¢lude Cold ¢hains, refrigeration and
transportation.Bharatiya Kisan Sangh general seCretary
Prabhakar pointed to entren¢hed interests in the existing
system. “The farmers are not getting the right price for their
produce. The authorized agents of APMC (formed under the
Agriculture Produ¢e Market Committee Act) do not give us
the right pri¢e, nor do we get it from the agents of Indian
organized retail firms. What is needed is a regulatory
mec¢hanism which would ensure that farmers are not ¢heated
and all their produce is bought, not selectively,” he said.
Krishan Bir Chaudhary, president of the Bharatiya Krishak
Samaj, expressed the fear that the global giants ¢ould forée
the farmers to “dance to their tune”. “Once they establish
monopoly in the sector, they will forCe farmers to buy their
recommended seeds and all this Could affecCt the food
security of the Country”, he added.
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Benefits and Impact of FDI in Retail Sectors:

Inflow of investment and funds

O

o O

e

Growth of Infrastructure

Reduced Cost and Inéreased Efficiency

)
)
¢) Knowledge Base/Tec¢hni¢al know-how
)
) Franchising opportunity for loc¢al entrepreneurs
)

InCreased local sourcing

f)  Inrease number and improve quality of Employment

g) Provide better value to end ¢ustomers

h) Investment in supply ¢hain, cold ¢hains and

warehousing

WHO IS AFRAID OF FDI IN RETAIL?

The following table showing the arguments ¢oined by the
government and oppositions on the FDI in IRS expressing

their view points:

GOVERNMENT ARGUMENT

Huge Investment in the retail
sector will see Gainful
employment opportunities in
agro Processing, sorting,
marketing, logistics
Management and front-end
retail.

OPPSITION’S ARGUMENT

Move will lead to large-scale job
losses. International experience
show supermarket. Invariably
displace small Retailers

At least 10 million jobs will
be created in the next three
years in the retail sector

A strong legal framework in
the form of the Competition
Commission is available to
deal with any anti-competitive
practices, including predatory
pricing

Global retail giants will resort to
predatory pricing to create
monopoly. This can result in
essentials, including Food supplies,
being Controlled by foreign
Organizations

Argument that only foreign players
can create the supply chain for farm
produce is bogus. International retail
Players have no role in Building
roads or generating power

There has been impressive
growth in retail and wholesale
trade after China approved
100% FDI in retail.

Fragmented marketed give larger
options to consumers. Consolidated

markets make The consumer captive.

Allowing foreign players With deep
pockets leads to Consolidation.

In any case, organized retail
through India Corporate is
permissible. Experience of
the last decade shows small
retailers have flourished in
harmony with large outlets

Comparison between India and
China is misplaced. China is
predominantly a manufacturing
gconomy. Its the largest supplier to
Wal-Mart and other international
Majors

The above views expressed favored to the onsumers by the
governments while protected to the retailers by the
oppositions. Undoubtedly, both view points have their pros
and ¢ons up to Certain extension. Therefore, an evaluation of

FDI is IRS must be done keeping national eonomy at a
glance.

Impact of FDI in IRS on national Economy:

The Retail Sector of Indian EConomy is going through the
phase of tremendous transformation. The retail sector of
Indian eC¢onomy is Categorized into two segments viz.; i)
organized retail sector and ii) unorganized retail sector. The
unorganized retailer has been with the latter holding the
larger share of the retail market since long back. It is also true
that present the organized retail sector is ¢atching up very
fast. The impact of the alterations in the format of the retail
seCtor c¢hanged the lifestyle of the Indian ¢onsumers
drasti¢ally. The evident in¢rease in ¢onsumerist adtivity is
¢olossal whi¢h has already ¢hipped out a money making
reCess for the retail sector of Indian eConomy.

With the onset of a globalize e¢onomy in India, the Indian
Sonsumers’ psy¢he has been ¢hanged. It is fact that the
Indian Consumers always remained aware of the value of
money, but now be¢oming more ¢onscious while buying
foreign made items. Now a day the Indian ¢onsumers are
well versed with the c¢oncepts of quality of products and
serviCes. These demand the visible impact on the Retall
Sector of Indian eConomy through FDI. The global retailers
have advanced management know how in mer¢handising
and inventory management and have adopted new
teChnologies whi¢h ¢an signifi€antly improve productivity
and effiiendy in retailing. The entry of large low-Cost retailers
and adoption of integrated supply ¢hain management by
them is likely to lower down the priCes. Also FDI in retailing
Gan easily assure the quality of product, better shopping
experience and Sustomer servi¢es. They promote the linkage
of lo¢al suppliers, farmers and manufacturers, no doubt only
those who ¢an meet the quality and safety standards, to
global market and this will ensure a reliable and profitable
market to these local players. As multinational players are
spreading their operation, regional players are also
developing their supply ¢hain differentiating their strategies
and improving their operations to Gounter the international
players. This all will enCourage the investment and
employment in supply ¢hain management. Moreover, joint
ventures would ease Capital Constraints of existing organized
retailers and FDI would lead to development of different retail
formats and modernization of the sector. Therefore, FDI in
retail would undoubtedly enable India to integrate its
eConomy with the global e¢onomy. FDI will help to overéome
both — the lack of experience in organized retailing as well as
lack of trained manpower. FDI in retail would reduce Cost of
intermediation and entail setting up of integrated supply
¢hains that would minimize wastage, give agriCulturalist and
producers a better pric¢e and benefit both producers and
¢onsumers. From the stand point of onsumers, organized
retailing would help reduce the problem of adulteration, short
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weighing and substandard goods besides reducing the
number of mediators and middlemen.

The growth factors of the retail sector of Indian
economy:

1) InCrease per Capita inéome which in turn inCreases the
household onsumption.

2) Demographi¢al ¢hanges and improvements in the
standard of living.

3) Change in patterns of ¢onsumption and availability of
low-Cost Consumer Credit.

4) Improvements in infrastru¢ture and enhanced
availability of retail space.

5) Entrytovarious sources of finanéing

The infrastructure of the retail sector will evolve radi¢ally. The
emergence of shopping malls is going steady in the metros
and there are further plans of expansion whi¢h would lead to
more than 150 new ones ¢oming up by the end of the year
2012. As the Gount of super markets is going up much faster
than rate of growth in retail sector, it is taking the lions share in
food trade. The non-food sector, segments ¢omprising
apparel, acéessories, fashion, and lifestyle felt the significant
¢hange with the emergenée of new stores formats like
ConveniencCe stores, mini marts, mini supermarkets, large
supermarkets, and hyper marts. Even food retailing has
bec¢ame an important retail business in the national arena,
with large format retail stores, establishing stores all over
India. With the entry of packaged foods like MTR, ITC
Ashirvad, fast food ¢hains like M¢Donald's, KFC, beverage
parlors like Nesc¢afe, Tata Tea, Café Coffee and Barista, the
Indian food habits has been altered. These stores have
earned the reputation of being 'super saver locations'.

With the arrival of the Transnational Companies (TNC), the
Indian retail sector will Confront following round of alterations.
At present the Foreign Dire¢t Investments (FDI) is not
encouraged in the Indian organized retail sector but once the
TNC'S get in they would try to muscle out their Indian
Counterparts. This would be ¢hallenging to the retail se¢tor in
India

Organized retailing entails trading ¢onducted by li¢ensed
retailers and unorganized retailing in¢ludes all types of low
Gost trading like local shops, small roadside stores and
temporary shops or door to door selling of various goods.
Until now, a¢¢ording to the Indian retailing laws, Foreign
Direct Investment in multi-brand retail market was prohibited.
But government is thinking to open the FDI in retail in India
whic¢h implies that foreign investment in retailing is possible
up to 51%. Now the announcement of retail FDI in India has
triggered a series of debates on both positive and negative
notes and become political issue. So let's dis€uss these
things, what all this means to you through advantages and
disadvantages:
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Advantages of FDI in retail sector in India:
Growth in economy:

Due to ¢oming of foreign ompanies’ new infrastru¢ture will
be build, thus real estate sector will grow Consequently
banking sector, as money need to be required to build
infrastructure would be provided by banks.

Job opportunities: Estimates shows that this will create about
80Lakh jobs. These Career opportunities will be Created
mostly in retail, real estate. But it will Create positive impact on
others sectors as well.

Benefits to farmers:

In most Cases, in the retailing business, the intermediaries
have dominated the interface between the manufacturers or
producers and the ¢onsumers. Hence the farmers and
manufacturers lose their actual share of profit margin as the
lion’s share is eaten up by the middle men. This issue ¢an be
resolved by FDI, as farmers might get ¢ontract farming where
they will supply to a retailer based upon demand and will get
good ¢ash for that, they need not to searc¢h for buyers.

Benefits to consumers:

Consumer will get variety of products at low pri¢es cCompared
to market rates, and will have more ¢hoice to get international
brands at one place.

Inthe lastyears, the Publi¢ distribution systemis proved to be
signifiantly ineffective. In spite of the faét that the
government arranged for subsidies, the food inflation has
Gaused its negative impact Continuously and it ¢an be
handled by FDI

Observations, Conclusion and Suggestions:

India’s retail sector remains off-limits to large international
¢hains especially in multi-brand retailing. A number of
¢oncerns have been raised about opening up the retail
sector to FDIin India. The first Concern is the potential impact
of large foreign firms on employment in the retail sector. In
this paper argue that the potential benefits from allowing
large retailers to enter the Indian retail market may outweigh
the Costs and benefits for Retailers and ¢onsumers.
According to the Government view point it’s the re€ent times
the Consumer are showing much greater ¢onfidenée and in a
due response the retail players in the market are veering
towards aggressive expansion plan. These Developments
are Clearly signaling an affluent time for retail sector. As the
organized retail space in India Continues to grow, it is likely to
see a number of initiatives in the near future FDI in the multi-
brand retailing sector and there is fresh flow of equity
investment in this sector whi¢h will definitely give the Indian
retail sector a much needed boost. As of now, there is no
proper definition of retailing or retail formats in India. The
government should also stri¢tly enforée the quality standards
for local production and imports Eurrent FDI policy allows
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100% FDIlin Cash—and-carry wholesale formats and 51% FDI
is allowed in single brand retailing. However, the regulations
have been interpreted as guiding to a blanket ban on foreign
investments in the sector. FDI in Indian Retail sector should
be opened up to substantially improve produdtivity and
distribution system through modern format retailing. The
government should ¢ome out with a poliCy statement laying
down the roadmap for modern retail and allowing foreign
investment in retail. Thus, FDI in the Indian retail sector
should not be freely allowed by retailer but Eonsumers should
be significantly enCouraged. Any how, debate should be
Sontinued till the retailers make their efforts to Complete the
EDI generated retailing system, Any how the tendency of
holding, false MRP, greedy Pri¢ing, adulteration, ¢heating,
huge and high profit making et€. must be ¢urbed. And an
alternate inje¢tion may be FDI only.

REFERENCES:

1. Bhardwaj, Satendra, Garg Priyanka, Sharma Ambrish
and Sharma Rajeev (2011); FDI in Retail Business — A
Boon or Bane; VSRD- International Journal of Business
and Management Research, Punjab, Vol. 1, No.8,
Pp.570-577.

2. Chandra, Athukorala Prema- (2009); Outward Foreign
Direct Investment from India; Asian Development
Review, Asian Development Bank, USA, Vol. 26, No. 2,
Pp.125-158.

3. Chakraborty Chandana, and Nunnenkamp Peter
(2006); Economi¢ Reforms, Foreign Dire¢t Investment
and its EConomic Effects in India; the Kiel Institute for the
World E¢onomy Duesternbrooker Weg 120 24105 Kiel,
Germany Kiel Working Papers No. 1272, Pp.1-30.

4. Chaturvedi IIA (2011); Role of FDI in EConomi¢
Development of India: Sectoral Analysis; Jaipuria
Institute of Management, International Conference on
Te¢hnology and Business Management, Ghaziabad,
Pp.528-533.

101

10.

Chari Anusha and Madhav Raghavan T.C.A (2011);
Foreign Direct Investment in India’s Retail Bazaar:
Department of E€onomics; Gardner Hall, and University
of North Carolina at Chapel Hill, Chapel Hill NC 27576.
T.C.A. Institute, New Delhi, Pp1-12.

Dhar, Biswajit and Rao K.S. Chalapati (2011); India’s FDI
inflows trends and concepts; Institute for Studies in
Industrial Development, New Delhi, working paper
No.01,Pp.1.

Gupta, Amisha (2010); Foreign direét investment in
Indian retail sector: Strategi¢ issues and Impli¢ations;
Sri Krishna International Resear¢h & Educational
Consortium, Jammu, Vol. 1, No. 1, Pp.55-68.
Kamaladevi, B (2011); Invest In India—The Foreign Direct
Investment Scenario; Information Management and
Business Review, Andhra Pradesh, Vol. 2, No. 4, Pp.
138-153.

Guruswamy, Mohanty Jeevan Prakash, Sharma, Kamal,
and Thomas, J Korah Mohan (2005); FDI in India’s Retail
Sector: More Bad than Good; EConomi¢ and Political
Weekly, Hyderabad, Pp.619-623.

Singh, Rahul (2011); Foreign Direct Investment in India -
Opportunities and Challenges; S¢hool of Business
Management, Indus International University, H.P, Vol.-
1.No.-1,Pp.72-78.

www.IndiaMart.Com
www.Indiaretailing.Org
www.IndiaBusiness.nic.in
The E¢onomi¢ Times

The Hindu Times
Hindustan Times

The Times of India

1



SAARANSH

RKG JOURNAL OF MANAGEMENT
Vol.3 e No.2 e JANUARY 2012

BOOK REVIEW  BUSINESS
Business Environment: E“V‘RO“ME“‘

Text & Cases TEXT & CASES

by Prof. M. B. Shukla
Publisher - Taxmann Publi¢ations (P) Ltd., New Delhi

Edition 1st 2012, Pages - 716, Price — 595 P s, SHUKLA
ISBN 978-81-7194-963-2 s i *-:“"

b

Reviewer: Dr Vinay K. Srivastava

Business environment in¢ludes everything that ¢an lead to system, Labour environment, International environment, and
opportunities for or threats to the firm. Although firm is the last division provide a detail information about
microeConomic¢ it has to survive in the macroec¢onomic Contemporary issues on economi¢ reforms in India,
environment. Hence as future managers, it is the Corporate governance, restruc¢turing, media management,
responsibility of management students to have an in depth and bureaucracy & business.

understanding of the various Components of environment.
This book provides a Eomprehensive knowledge related with
the various dimensions of business environment whether
related to eConomic, politi¢al, te¢hnologi¢al, national or
international. This book entails within it not only the
theoreti¢al concepts but also the latest trends and updates,
be it the various poli¢ies of the government or the
international eConomi¢ and market trends. The various
international organizations su¢h as WTO have also been
Covered. It also provides an insight into the regulatory aspect
oftrade and ¢ommerce in India.

The book is an attempt to give a comprehensive base to the
subject Covering all dimensions of the business environment.
The book deals, quite Comprehensively with the latest tools
and te¢hniques used and Current trends in Indian business
sc¢enario. Various new issues and challenges, in this area,
have emerged whi¢h have been duly ¢overed inthe book.

This book has been written for MBA students of Indian
Universities and Management institutions. The author has
endeavored to provide a firm grounding in the principles,
tec¢hniques and practi¢e of Business Environment. It would
be quite useful to those who are appearing in various
professional examinations. It would also prove to be useful
for the researchers, academicians and practi¢ing managers,
who want reliable and valid information to form future
management policies.

There are 53 ¢hapters which Eategorized into 9 divisions in
the book. They covers the Conceptual framework of
business environment, Business and sodiety Cultures,
Regulatory framework of business, EGonomi¢ development
in India, E€onomi¢ and industrial poli¢ies, Indian finandial
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