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Abstract

The main purpose of business entities is earning income and the most important factor
in survival of business entities is sales revenue. Thus, the forecasting of sales and
costs of business entities become an important issue. The aim of this study is to
investigate the ability of financial statement items in forecasting sales and costs of
companies listed on Tehran Stock Exchange (TSE). To test the research hypotheses,
89 companies from five industries (auto and auto parts, food and drinks, metals,
pharmaceutical and chemical) had been selected through cluster sampling. For
analyzing and testing hypotheses, two regression models and panel data method were
used. Research results show that forecasting sales and costs of companieslisted on TSE

is possible using financial statement items.

Keywords: Forecasting Sales and Expenses, Tehran Stock Exchange, Cluster
Sampling, Profit Organization

1.Introduction
Accounting has a main role in providing information for users of financial statement.
Accounting information should have special features to be used in the decision

making process. According to the Financial Accounting Standards Board (FASB), one
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of the goals of preparing financial statements is providing information for investors
and creditors and other users for their investment decisions (Tabatabaie, 1999). A
large proportion of accounting information is based on or derived from forecasts
(Rieg, 2010). Useful information should help users to evaluate the results of past
events and enable them to predict future happenings (Shabahang, 2006). In most
developing countries disclosure of information such as expected sales, future cash
flows and other predicting information are considered useful and relevant information
for economic decision making. Therefore, investors can be successful in making
decisions with regard to analysis of this information. According Concepts Statement
No. 1 of Financial Accounting Standards Board; investors, creditors and other users
tend to estimate the net future cash flows of the company but most of them try to
predict the future profit of the firm. Regarding to this fact that one of the objectives of
financial reporting is to provide the necessary information for the interpretation and
evaluate the profitability of the company, analysts, managers of companies and the
investors focused on the net income figure. Therefore, Net profit is one of the most
important items of accounting information for interpreting of events (Khaleghi
moghadam, 2004). Earning is obtained after reducing expenses from income (sales), so
sales and costs are very important items and predicting sales and costs is important due
to providing basis for forecasting profits. Regarding this argument, the aim of this
research is investigating the capability of financial statement items in forecasting sales
and expenses of companies listed on Tehran Stock Exchange. For testing the research
hypotheses, financial statements’ data of 89 companies has been used that they
divided into five industries based on cluster sampling. For analyzing and testing
hypotheses, two regression models and panel data method is used because it is very
suitable technique for expansion estimation methods and provides theoretical results so

researchers able to use time series and cross section data for verifying issues that the
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study of them is not possible in only sectional and time series environment (Moalemi,

2001).

This study attempts to extend the knowledge about forecasting of sales and costs to
produce useful finding for both company and further researches. The originality of the
paper related to using financial statements items for sales and costs forecasting in

companies listed on Tehran Stock Exchange for the first time.

2.Literaturereview

2.1.Prior studies

Suwanvijit et al, (2011) believe that forecasting is about predicting the future as
accurately as possible. Sales forecast is the amount of a product that the company
actually expects to sell during a specific period. Anticipated sales volume is thus one
of the main data needed to establish a business plan (Lippit, 1969). Hence, accurate
saes forecasts are key information for managerial decisions and planning, as
Kerkka'nen et al. (2009) demonstrate in a case study (Rieg, 2010). There are a lot of
researches that used different methods for predicting future sales and costs. Wu &
Zhang (2004) compared the liner and non liner models in predicting retail sales.
Linear models used in this study were time series methods and regression models and
nonlinear models were neural networks. Research results show that non-linear models
act better than the linear models in predicting the sample’s sales and the regression
models are an effective in sales forecasting.

Yang et al (2005) used Support Vector Regression model for predicting sales. In this
research they used the past and present data of samples. The results of testing research
hypotheses and comparing the proposed method with other methods have shown the

benefits of the proposed moddl in this study.
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Shahabuddin (2009) try to understand the behavior of the automotive industry which
is very critical to avoid magjor economic disruptions in the economy. He mentioned
that to understand this industry, one needs to understand its historical performance in
relation to many economic factors that may affect the industry. Data about automaobile
sales (in dollars and in units) and many economic and demographic variables are
collected from a variety of sources. Automobile sales are the dependent variable.
However, the variable of automobile sales is divided into foreign and domestic car
makers. The data are regressed using Statistical Package for the Social Sciences
(SPSS) stepwise regression to obtain highly correlated variables. The results indicate
a strong relationship between the economic variables and foreign car sales, but the
relationship between the economic variables and domestic car sales is weak.

Rieg (2010) tested the hypothesis of improved forecasts over time. Indeed, this study
was a case study of the accuracy of sales forecasting at a German car manufacturer.
The paper analyzes original monthly sales plans and current data for three different
car models in six different countries over 15 years and over several product life cycles
(PLCs). Forecasting accuracy is calculated as one minus forecasting error. Forecasting
error is measured with MAD/MEAN for periods of years or relative deviations per
month. Additional interviews with managers were conducted to €licit detals of
internal forecasting organization and instruments. This study finds no evidence of
increased forecasting accuracy in general over 15 years or over subsequent PLCs.
This seems surprising, given improved statistical methods and software in general,
and experience and learning effects of the organization itself. However, there is
evidence from the case that the reason lays in environmental uncertainty and volatility
and not in internal factors within the control of the company.

Suwanvijit et al (2011) developed a statistical model for long-term forecasting

sparkling beverage sales in the 14 provinces of Southern Thailand. Data comprised
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the series of monthly sales from January 2000 to December 2004 obtained from the
company. They applied a classical Lee-Carter mortality forecasting approach as well
as exponential smoothing Holt-Winters with additive seasonality method to
log-transformed monthly sales containing season of month and branch location as
factors. The model produced excellent estimates in sales predicting for up to 24 future
months of 20 branches compared with actua data in each branch during the years
2005-2006. The model also gave more accurate results than using separate forecasting
method whereas it was parsimonious in the number of parameters used.

Although traditional methodologies of sales forecasting such as auto-regression (AR),
and integrated moving average model have been proven to be effective in many
decision support applications, they still have certain shortcomings, and fail in an
environment where the sales are more influenced by exogenous variables such as size,
price, color, climatic data, effect of media, and price changes. Recently, more and
more research efforts have been spent on exploring hybrid forecasting models such as
a remarkable method based on clustering and decision trees analysis and some others.
It is well-known that artificial intelligence (Al) models have more flexibility and can
be used to estimate the non-linear relationship. Therefore, many researchers have
applied Al models for forecasting problems (Choi et al 2011).

Choi et a (2011) use a hybrid SARIMA wavelet transform method for sales
forecasting. They compared the performance of SW with (1) pure SARIMA, (2) a
forecasting scheme based on linear extrapolation with seasona adjustment
(CSD+LESA), and (3) evolutionary neural networks (ENN). They illustrate the
significance of SW and establish the conditions that SW outperforms pure SARIMA
and CSD+LESA. They further study the time series features which influence the
forecasting accuracy, and propose a method for conducting sales forecasting based on

the features of the given sales time series. Experiments are conducted by using real
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sales data, hypothetical data, and publicly available data sets. They conclude that the
proposed hybrid method is highly applicable for forecasting sales in the industry.

Although there are a lot of researches in forecasting sales through different methods
but thereisa gap in predicting sales and costs of companies using financial statements
items that are useful information for users decision making. Thus, this research

motivated to examine the capability of these items in predicting sales and costs.

2.2.Resear ch hypotheses

Due to this fact that sales and costs forecasting is an important element for predicting
earnings and also it is mentioned in primary purposes of accounting that investors and
creditors emphasize on profit data reported in prediction future cash flow and aso one
of the qualitative features of information contained in financial reportsis the predictive
ability; therefore, the main research question is expressed as follows:

RQ: Whether the financial statement items have the capability of forecasting sales and
costs of companies listed on TSE.

To answer the research question, two main hypotheses have been developed that were
tested in the level of each industry and among whole companies listed on TSE. These
hypotheses are:

H1: thereisarelationship between net sales of next year with financial ratios of current
year.

According to the theoretical foundations that can be used in sales forecasting, the first
main hypothesis is tested in the form of following subsidiary hypotheses:

H1la: there isarelationship between the company's share (the net sales to average of net
salesratio) of this year and the next year net sales.

H1b: there is arelationship between operating profit margin ratio of this year and next

year net sales.
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Hlc: there is arelationship between inventory turnover ratio of this year and next year
net sales.
H1d: there is arelationship between this year net debt ratio and next year net sales.
Hle thereis arelationship between return on assetsratio of this year and next year net
sales.
The second main hypothesisis:
H2: there is arelationship between this year net sales and next year costs.
The second main hypothesisis tested in the form of following subsidiary hypotheses:
H2a: there is arelationship between this year net sales and next year operating costs.
H2b: there is a relationship between this year net sales and next year nonoperating
costs.
3.Research method
The panel data method is used in this study because it is very suitable technique for
expansion estimation methods and provides theoretical results so researchers able to
use time series and cross section data for verifying issues that the study of them is not
possible in only sectional and time series environment (Moalemi, 2001).

The regression model of panel data is:
Yit= at+Pxit+Uit eguation 1
In this equation i related to cross sectional aspects and t related to time aspects. Ui
component has a normal distribution and all | and t items are independent from X;;.
Thus, first it should be review whether heterogeneous or individual differences exist or
not?If there is heterogeneous, panel datatechnique and otherwise ordinary least square
method (OLS) will be used to estimate the model.
Panel Data method includes three types of estimating; Between Groups, Within
Groups (Fixed Effect) and Random Effect. In between groups estimating regression is

on averages and usually this method is used to estimate the long term Coefficients. In
I SSN 2076-9202
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within group estimating time is not considered and only the individual effects are
concerned. In random effect estimating it is assumed that the intercept has a common
distribution with mean A and variance 2c and unlike previous method are independent
from explanatory variables of model. In this method the time factor is considered and
the effects of individual units over time are included into the model as explanatory
variables (Googerdchiyan, 2006).

To choose between panel data method and consolidated data F test is used:

P R RS JIRIT Equation 2
URSS /(NT _ N _K) N-1N (T -1)-K
Where:

RRSS: Restrict Residual Sum Squares
URSS: Unrestrict Residual Sum Squares
N: Number of Firms
T: Number of time observations
K: Number of estimated parameters
To decide about the use of fixed effects and random effects methods it should be noticed
that the fixed effects approach is often efficient when the entire community is
considered. If some samples are selected randomly from the community, the random
effects method would be more efficient. For this purpose Hasman model is used:

w= (b,B,) (M, =M;) (b, - B;)

Equation 3

Where:
W has a y?distribution with K degree of freedom in which M, the covariance matrix
for fixed effects model coefficientsbs and M ,the covariance matrix for random effects

model coefficientsis .

Using the theoretical literature and previous researches, in this study to test
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hypotheses two regression models were used that will be described each of them as
follows.

For analyzing data and testing the first hypothesis and its subsidiary hypotheses the
regression model 4 is used:

Sdle, 1= ot PiFSgt P2 OIMiy + Bz ITiy + PsDRy + PsROA;
equation 4

In this model the dependent variable is:

Salg 141 - net sales of company | in year t+1

And independent variables are:

FSit: firm share in year t

OIM; : Operating Income Margin of company | in year t

I Ti . Inventory Turnover of company | in year t

DR;: debt ratio of company | in year t

ROA «: return on assets of company | in year t

The independent variables that are used in data analysis and testing first hypothesis

have shown in table 1.

Table1: Definition of independent variables in regression model 4

Independent Ratio
variable
Firm’s share Net sdesto average saes of firms
Operating Income Operating income to net saes
Margin
Inventory Turnover The cost of goods sold to average inventory
Debt Ratio Totd debt to tota assets
Return On Assets Net income to tota assets

| SSN 2076-9202
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For analyzing data and testing the second hypothesis and its subsidiary hypotheses the
regression model 5 is used:

Costi t+1 = o+ Po Sale ¢ equation 5

Where:

Cost; 1+1: Operational and nonoperational costs of company | in year t+1

Salg - net sales of company | in year t

3.1.Samples:

Research samples are companies listed on TSE during 1998 to 2008. In this study to
determine the sample size, cluster sampling method based on the judgment is used.
Finally companies considering the following features were selected:

- They were accepted on TSE before 1998

In terms of increase comparability, their fiscal year ends to march.

They are manufacturing companies

During the research period the company is not omitted from TSE.

The required information and data are collected from company’s financial statements.

Distribution of sample companies between different industries has shown in Table 2.

Table2: number of sample companies from different industries

Name of industry number of sample
companies
Automotive and manufacturing parts 21
Food products and beverages 17
Basic metds 15
Materias and Chemica Products 18
Materid's and pharmaceutica products 17

| SSN 2076-9202
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3.2.Hypotheses analysis and results:

For testing research hypotheses, two regression models and panel data method is used
according to F test and Hasman’s test. Analysis of data indicates the acceptance of fixed
effects approach in industry and sample companies. Also, al the research hypotheses
were tested at 95% confidence level.

First hypothesis testing:

For analyzing data and testing the first hypothesis and its subsidiary hypotheses the
regression model 4 was used. The results from thefirst hypothesistesting were verified
a an industry level and in the entire sample companies. Results of testing this

hypothesis in the entire sample companies’ level have shown in Table 3.

Table3: Theresutsof testing the first hypothesis in the entire sample companies’ level

variables T value coefficient
FS 2.749525 3.420
OMI -6.41736 -1.8501
IT 0.550843 3.5286-
DR -1.73907 -2.42
ROA -2.12117 -4.3710
0.616887
15.08042

Results in Table 3 have shown that R? is 0.616887 in the entire sample companies’
level. It means that independent variables of regression model 4 have the ability to
predict 62% of dependent variable’s variation. Where the probability value of F test is
less than 5%, thus predictions by the above model is significant.

Results of testing the first hypothesisin an industry level have shown in Table 4.

Table4: The resutsof testing the first hypothesisin an industry level
I SSN 2076-9202
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Variable Basic metds Food products and beverages | Automotive and manufacturing
S parts
p T coefficie p | Tvdue | coefficie p T coefficie
vaue nt nt vaue nt
FS (6423 | 0.46519
.0002) | 3.81978 (1864 | 1.32689
( 6 2.341 ) 6 2.39833 ) o 6.7584
OMI (0078 | -2.6876
.0019) | -3.1662 (:9049
( 7 -3.970 ) -0.11961 -1.1366 ) > 3.920
I'T (0108 | 2.57368
(0364 | 2.53783 (0255 | 2.25516
) 6 2.3810 ) 6 1.0101 ) 3 4.810
DR (0406 | 2.06117
(6264 | -0.4878 (0029 | -3.0230
) 7 -4,0130 ) 6 -2.0100 ) 5 2490
ROA (0438 | 2.02867
(6170 | -0.5011 (0300 | -2.1900
) 9 -4.1700 ) 4 -4.22 ) 4 1.4410
R 2 0.241497 0.700919 0348278
F 2 379525 1796742 4350678
(.000000) (0.000000)
0.002058)(
Variabl Materias and Chemical Products Materia's and pharmaceutica products
es
p Tvdue coefficient p T vaue coefficient
FS (.0000
) 10.81867 6.840 (.0000) 10.81867 445191.9
OMI (.0000
) -6.05153 4.1001 (.0000) -6.0515 -134059.
T (:3207
) -0.88892 99862732 (.3754) -0.8889 -34179.5
DR (0697 3.352478
) 3.352478 -1.0111 (.0010) 18471.12
ROA (2647 -1.0508
) -1.05082 -43867701 (:2949) -45169.9
R 2 0.343102 0445233
F 4.110325 6.191161

15
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0.000000)( (0.00000)

Results in Table 4 have shown that the predictions by the regression model 4 are
significant too.
Results related to the acceptance and rejection of subsidiary hypotheses developed in

this research has shown in Table 5.

Table5: The resuts of testing the hypothesis HO

Variables All Materids | Materidsand Food Automotive
companies and pharmaceutical Basic products and
metd's
Chemica products and manuf acturing
Products beverages parts
Rejected Rejected
FS accepted accepted accepted accepted
OMI Rejected Accepted
accepted accepted accepted accepted
T Rejected Rejected Rejected
accepted accepted accepted
DR Rejected Rejected Rejected Rejected
accepted accepted
ROA Accepted Rejected Rejected Rejected
accepted accepted

Second hypothesis testing:

For analyzing data and testing the first hypothesis and its subsidiary hypotheses the
regression model 5 was used. Second hypotheses were tested in the whole industry
level. The results of testing this hypothesis and the first subsidiary hypothesis has
shown in table 6 and the results of testing second subsidiary hypothesis has shown in
table 7.

According to results in Table 6, data analysis and hypothesis testing represents that the

| SSN 2076-9202
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regression mode is significant in industries level except for Materials and Chemical

products industry and According to results in Table 7, data analysis and hypothesis

testing represents that the regression mode 5 is significant in industries level except

for Materials and Chemical products industry.

Table 6: The results of testing second hypothesis (the first subsidiary hypothesis)

industrie Materids and Materids and Basic metd's Food products and Automotive and
s Chemica Products pharmaceuticd products beverages manufacturing parts
p t coeffi cient p t coeffi cient p t coeffi cient p t coefficien p t coefficien
t t
intercept (.000) 28.441 64276. (.0117) -2.54977 -3569.505 0.0008 3.4167 3.8001 0.0827 -1.745 -2323.2 0.8542 -0.184 3635.4
net sdes 0745 -0.321 -9.320 0.0000 34.7194 0.083539 (.0000 15.281 0.03926 (.0000) 43.905 0.08701 .000)( 23.577 0.0665
R-squae 0.111003 0.934657 0.959866 .844330
dR? 0.733005
Adjusted
R-squae 0.018122 0.928084 .828689
d 0.705761 0.95582
F 1.195115 142.1962 26.90484 237.7572 53.98027
0.317725 (0.000000) (0.000000) 0.000000 (0.000)
Table7: The resuts of testing second hypothesis (the second subsidiary hypothesis)
Materid s and Chemica Materids and Basic metd's Food products and Automotive and
Products pharmaceutica beverages manufacturing parts
products
p t coefficient p t coefficien p t coefficien p t coefficien p t coefficien
t t t t
Coefficient (.0038) 2.999394 7836.878 . .0644) ( -1.8615 -2015.94 0.0008) ( -3.8984 -48101 .01014) ( 1.65203 12764.5 0.854 -0.7304 -32211.
0
Net Sales .7443) ( 0.327505 5.6411 0.0000) ( 23.7053 044123 (.00000) 15.2813 0.05792 .0088) ( 2.6675 1.65203 .000( 235771
3 9 0.06398
4
Resquared (R) 0.151889 .864755 789982 0.164864 . 0.468950

17
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Adjusted

R-squared

0.018122

.851150

.768405

0.080584

0.415591

=

1.714160

0.120560

63.56352

0.000000

36.61185

(0.000000)

1.956153

0.039801)

8.788562

0.00000)

4.Conclusion

Financial reporting reflects the situation of company and provides basis to assess
company’s performance and making economic decisions. One of the objectives of
financial reporting is providing useful information to the users of financial statements
for making economic decisions.

The emphasis is on financial reporting information that related to company’s
performance that is provided through predicting profits and its components. Hence,
this research tried to answer to the question whether the financial statements items
have the ability of forecasting sales and costs of companies listed on Tehran Stock
Exchange or not? To answer this question, two main hypotheses and seven subsidiary
hypotheses are developed and sample data was analyzed using regression models and
panel data method in five different industries.

The first main hypothesis and its subsidiary hypotheses were examined in the industry
and whole sample companies levels. Results from analysis of data and testing the main
first hypothesis have shown that the predictions by the regression model 4 are
significant. The second main hypothesis and its subsidiary hypotheses were examined
in the industry levels. Hypothesis test results indicate that except for Materials and
Chemical products industry in other industries the regression model 5 is significant.
Overall the results of this research indicate that financial statement items have the

ability of forecasting sales and costs of companies listed on Tehran Stock Exchange.
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Linking Motivator s to Employee Development.
Anindita Bose Guha

ABSTRACT
The study tries to investigate the impact of financial and nonfinancial motivators on
employee/ individual growth and development. Data were gathered from 202 modern
work cohorts (belonging to generation X and generation Y) belonging to different
professional backgrounds. Questionnaire used for the study contained two sets — the
demographic set and the motive set. The motive set was designed on the dual factor
theory also known as the two factor theory and abridged in accordance with similar
motive scale found in management literature. The impact of financial and
nonfinancial motivators on employee development (measured in terms of knowledge,
skills and abilities) has been tested. Factor analysis was used for identifying the
different sets of motivators, and multiple regressions for testing the relationship
between motivators and its impact on employee development. The results of factor
analysis identified 5 sets of motivators viz. Social, Personal, Financial, Ego and
Security. The relation between employees’ knowledge and skills to the motivators
were found to be significant with afew exceptions. In the erawhen performanceis
rewarded in terms of monetary benefits, the study brings to light the different factors
that affect the motivation and performance of the employees.
K eywords: Motivators, Generation, Employee development.

1. Introduction and background:

The challenges faced by the contemporary organizations have made it difficult to stick
to traditional hierarchy and organizational structures. Human resources of the
organizations have now become global. Therefore there is always a call for
understanding the culture, the need and the requirements of the employees. In addition
60% of the present working population comprises of the contemporary work cohorts.
Therefore the organizations are not only faced with cultural diversity but aso faced
with generational diversity. This requires more dynamic practices to be followed for
the successful recruitment and retainment of the work cohorts.

Graven (2007) in his framework for SHRD (Strategic Human Resource
Development) identified the different requirements of the work cohorts (one of the
stakeholders) as long term employability, performance and career advancement and
that of the owners or investors as reputation, growth and financial returns. Two
contrasting set of requirement but can be accomplished only when there is mutual
cooperation between the two parties. The present cohorts are open to challenges,
adaptable and have belief in self rather than position. These characteristics can not
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only bring success to the employee but also to the organization. Therefore a good
understanding of the requirements and fulfilment of the same by both the partiesis
necessary to maintain an amiable and continuous relationship.

2. Literaturereview:

Generational studies:

At the turn of millennium, the present work force is the most diversified in terms of
generation, culture and values. The personaof an individual is shaped by the events
experienced at their growth stage. Therefore it is common that the communication
style, values and expectations of the work cohorts will differ between generations
(Glass 2007).

Generation means groups which are identifiable in terms of year of birth, age, location
and significant events which mould their persona. In order to increase organizationa
productivity and innovation of workers the managers need to identify the generational
differences (Smolaand Sutton 2002).Four generations have been identified by
researchers (Arsenault 2004): Veterans (1922-1943); Baby Boomers (1944-1960);
Generation Xers (1961-1980); and Nexters (1981-2000).

The core values of the generations have remained no more static. Diversity, techno
literacy, fun and information, the values of Generation Xers differs from that of the
Generation Nexters who are optimistic, have a sense of civic duty, confident and
achievement oriented (Arsenault 2004). These values are different from that of the
baby boomers who are more optimistic has a sense of personal gratification and
growth. The values of the workforce have undergone considerable changes influenced
by generational experiences rather than by maturity and age (Smola and Sutton 2002).
Therefore it is obvious that there has been a considerable shift in the preferences of
these work cohorts in terms of their likings and needs form ajob.

The needs of the contemporary work cohorts as stated by present research studies are
interesting work followed by good pay, appreciation for work done and job security
(Kovach, 1987; Harpaz 1990; Lindner, 1998). Study by Guha (2010) identified 5
different heads under which the motivators of present work cohorts can be classified.
The categories were named as Personal, Social, Ego, Benefit and Security. The
importance of growth, achievement, skills acquired from present work were all given
more importance by the present work cohorts. Job security is not al that is needed.
The work cohorts now look for ample opportunities for learning and development. To
retain such employees, the organizations should not only provide financial benefits
but also quench their thirst for learning, knowledge and development.

Motivation:

Over the decades several theories on motivation have been developed. The history of
work motivation theories has been well compiled by Steers, Mowday, and Shapiro in
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their paper The Future of Work Motivation Theory,2004. This principle of hedonism
(seeking pleasure and avoiding pain) was introduced by the Greek philosophersin the
seventeenth and eighteenth centuries. Towards the end of nineteenth century
behavioural scientists challenged the use of hedonism on the ground that it lacked
clear specification of the pleasurable or painful events. Therefore models based on
empirical findings were developed. Of these developments the contribution of afew
requires special mention. In 1953 Skinner introduced the reinforcement theories. It
was argued that future behavior of individual is guided by contingent relationships.
But among these developments made by psychologists the focus of the managers
turned on more pragmatic issues. Soon FW. Taylor and his associates introduced the
concept of scientific management. Meanwhile by 1930 the role of group dynamics
and the existence of multiple motivational influences were recognized by socid
scientist and managers. By 1950 numerous models and theories on work motivation
emerged which were collectively referred to as content theories. These cluster of
motivation theories primarily aimed at identification of factors of motivation. Best
noted under the content theories are - Maslow’s theory of need hierarchy in 1954,
adapted later by Alderfer in 1972. Maslow in his theory stated that individual needs
range from basic physical needs, safety and security to belonginess, esteem and self
actualization. He further argued that people can think of the higher order needs only
after they fulfil their lower order or deficiency needs. By this time Fredric Herzberg
forwarded his Dual Factor theory, where he argued that work motivation isto a great
extent influenced by the intrinsic challenges that ajob withholds. Based on his
findings he said that job satisfaction and job dissatisfaction are not opposite to each
other. Therefore the factors that lead to job satisfaction were termed as motivators and
those lead to job dissatisfaction were termed as hygiene factors. His work has been
long appreciated and still holds good for management research and work environment.
The concept of job enrichment was first introduced by him.

The mid 1960s brought in a new perspective, the process theories. The main focus of
process theory was to delineate the processes underlying work motivation. Steer,
Mowday and Shapiro termed the period during late 1960s to 1970s as the golden age.
Vroom in the year 1964 presented the Expectancy theory where he argued that
employees arerational in their behavior and behave in amanner which will fetch
them the best outcomes. Porter and Lawler further expanded the expectancy theory by
bringing out the relationship between job effort and performance and performance and
subsequent satisfaction. Equity theory introduced by Adams explains that employees
respond to perceived unfairness in workplace and both underpayment and
overpayment influence their behaviour. Through goal-setting theory researchers
discovered that specifying goal, setting difficult goals and goal commitment each
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enhanced task performance. The pioneers in this area are Locke, Steers and Porter.
Finally acclaimed researchers like Bandurain 1977 focused on the role of social
cognition and self — efficacy on individuals work performance.
Although substantial refinement and expansion of theories on work motivation have
been undertaken during the recent times yet substantive theoretical development has
not taken place (Steer, Mowday and Shapiro 2004)
Employee development:
The contemporary organizations face several challenges— both external and internal.
Challenge in profitability, innovation, productivity, changing work culture, technology,
retention of customers and employees. Surviving these challenges is only possible
with a healthy organization and dedicated and developed work force. The
development of organization is not possible by overlooking the “human side” of it.
The work force comprises of individuals and groups. French and Bell (2002)
mentioned that for organizations to develop there are two basic assumptions which it
should remember: firstly, individuals have a desire towards persona growth and
development. Secondly, individuals are capable of and willing to attain the
organizational objectives. The decision for developmental activities to be pursued by
theindividua is influenced by severa perspectives- personal values, social exchange
factors, authenticity and credibility of the source of information, moral and
infrastructural support provided by the organization, importance of personal growth
and development (Maurer, Pierce & Shore 2002). The presence of intrinsic motivation
for development and growth is not only beneficial to the employee but aso to the
organization at large. Kuvaas and Dysvik (2009) identified that employees’ high in
intrinsic motivation are expected to beinvolved in organizationa citizenship
behaviour. Thus organizations should strategically utilize the different forms of
motivation to develop the potentia of the employees.

3. Research objectivel hypotheses:

Thereview of literature reveals that the factors that motivate and interest the
contemporary work cohorts have undergone change. Therefore, to sustain in the long
run the companies need to constantly build and develop their employees’ potential.
Pay for performance, promotion on skills and achievements rather than on years spent
on job are the basis for acquiring, retaining and motivating the contemporary work
cohorts. Under such circumstances the different sets of motivators can be identified
and utilised for the purpose of developing employees. Therefore the objectives of the
study are:

e To identify the different sets of motivators and ,
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e To study the impact of the motivators on the two elements of
employee development (skills and knowledge).

The hypotheses for the study were set as follows:
Ho1: Skills have a negative relation with the different sources of motivation (Social,
Personal, Ego, Financial and Security)
Ho2: Knowledge has a negative relation with the different sources of motivation
(Social, Personal, Ego, Financial and Security)

4. Research Methodology:

Selection of instrument:
The questionnaire was devised so as to ensure that the respondents do not include
there name or any code on the questionnaire. Each of the subjects was circulated a
survey questionnaire which consisted of two information sets. First the demographic
set, developed inorder to collect information related to age, gender, qualification and
their profession. The second set consisted of the motive set, designed on the basis of
motivation-hygiene theory and abridged in accordance with similar motive scale
found in management literature. The 16 items to represent motivator were identified
as used by Doloi 2007; Hoff, Ellis, Crossley 1988 and Frank Giancola 2008 in their
study. Whereas the hygiene factors consisted of 15 items which are identical to the
variables used by Doloi 2007; Hoff, Ellis, Crossley 1988 in their study. Recent studies
on generation X and generation Y reveals that autonomy, feedback, personal values,
leadership and learning are few important aspects considered by the new generation
(Giancola 2008) which was not used in the dual factor theory. Therefore, while
collecting data for the present study these aspects were also considered. Two
additional questions to understand their perception on employee development were
asked. Employee development is explained in terms of Knowledge and skills acquired
from the job.
The questionnaires were circulated through the HR officer of banks and showroom,
sales manager of insurance companies, to the advocates in bar association and to PG
hostelsin amedical college in the state of Assam. This was done in order to have a
cross mix of the respondents for better evaluation and results.
Summary stati sti cs of respondents

The participants to the survey were from different disciplines and were born after
1960. For the study, the method of stratified random sampling has been adopted. The
population the study consisted of 756 individuals of whom 200 were advocates in bar
association, 100 employed in private insurance sector, 90 in private banks, 216
medical doctors and 150 in other services. A method of proportiona allocation has
been followed to select the sample size of 200.
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Questionnaires were administered to 215 randomly selected individuals. Of the
returned questionnaire 202 responses were found to be useable. 4% responses were
rejected due to improper responses. Of the total participants 136 (67%) were male and
66 (33%) were female. 56% of the participants were in the category of Generation X
(1960-1980) whereas 44% were from Generation Y (born after 1980). Though a
method of proportional alocation was followed any increase in number of participants
in any category was not restricted. 15% of the participants were bank employees, 31%
doctors, 22% participants were from insurance and another 22% from law, and the
remaining 10% from other service sectors.

5. Analysis and I nterpretation:

Factor Analysis

There is no set rule of thumb as far as factor loadings are considered in the factor
analysis. Typically the threshold for factor loadings depends on the size of the sample.
With a sample size of 202 afactor loading greater than .364 is acceptable (Stevens
1992 in Doloi 2007). However, loadings in the range of +.30 to £.40 are considered to
be the minimum level of acceptance. However for the purpose of the study items
which cross loaded were eliminated and only those having a loading higher than .40
have been retained.

Bartlett test of sphericity is one of the tests used for determining the appropriateness
of the sample size for conducting afactor analysis. The test to be significant it is good
to have values above 0.5. The factor analysis conducted shows that the test is
significant. Measure of sampling adequacy 0.734> 0.5 is considered middling and
therefore good for factor analysis.

Factor Analysisidentified 5 sets which were named as social, personal, ego, financid
and security. Typically, the naming is done on the basis of the characteristics of the
variables (Doloi,2007) or on the basis of variables with the highest loading. For the
study the characteristics of the variables were taken into consideration. Technology
and

Tablel: Rotated Factor Matrix

(Source: Author’s calculation)

Varlarlce Cronbach’s alpha
explained
Social
Networking 712
Interact peers .709
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Helping peers .700 13.08 772
Feedback 592
Breaks 439

Personal
Growth .830
Achievement 825 12.13 .822
Responsibility .624

Ego

Decision Making 751
Leadership .642
Autonomy .611 11.19 .691
Environment .605
Social status 459

Financial
Fringe benefit 775
Rewards .756
Profile 565 10.63 .628
Challenge 532

Security
Job Security .789
Advancement 593 9.46 .608
Experience 518
Overall 56 831

the contemporary work setup has improved both inter and intra departmental
communication among the employees. This increased interaction among the
co-workers is in the form of networking; inter group communication and taking
breaks to spent time with family and friends. Therefore, this group was named as
Social factor as it comprises of the need to socialize. Second factor extracted
composed of growth, achievement and responsibility which are essentially personal in
nature and considered important for individual growth and therefore named as
personal factor. Third factor was named ego as it comprised of factors which
individuals consider to give them pride and social recognition and status. Materialistic
and externa rewards including the employer profile and the challenges the work holds
and was grouped under one category. This was named as financial factor. And the last
category consisted of job security, accountability of experience and advancement in

| SSN 2076-9202

27



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

career therefore, named as security factor. The total variance explained by the five
factors was 56% which signifies that there are other items which can also be added to
the groups.

The next requirement was to test the Cronbach’s alpha for the five factors. Since the
reliability of overall items as well as the individual factors are closer to 1 it can be
said that the factors extracted are reliable.

Testing of Hypothes's:
Tablell: Test of 1% hypothesis

Dependent variable: Skill
Independent | Standardized Adjuste
iz
e|c_) . t Sig. d F-test
variables Coefficients R2
Social
0.136 2458 | 0.015**
Personal 0.497 8.959 | 0.000***
25.828
Ego 0.138 2486 | 0.014** | 0.382
(0.000***)
Financial 0.089 1.606 0.110
Security 0.324 5.837 | 0.000***
Note: ** and *** denotes significance at 5% and 1% level of significance
respectively.
Source: Author’s calculation

Ho1: Skills have a negative relation with the different sources of motivation (Social,
Personal, Ego, Financia and Security)
The results of multiple regression analysis using the enter method are shown in the
table 11 and I11. Table Il suggest that the five sets of motivators accounts for 38% of
the variance (Adjusted R?) in skills developed by employees. All the non-financial
motivators have a significant positive contribution in the development of skills.
However  thefinancial set of motivators though shares a positive relation but is not
significant in its contribution. Therefore, the formulated null hypothesisis partially
rejected as only social, personal, ego and security motivators share a positive and
significant relation with employee skill development.

Tablel!11: Test of 2" hypothesis

| SSN 2076-9202

28



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

Dependent variable: Knowledge
Adjuste
Ind t i
ependen Standr?\r(_jlzed . Sig. d Fotest
variables Coefficients R
Square
Social
0.375 6.765 | 0.000***
Personal 0.221 3.99 0.000* **
25.847
Ego 0.235 4246 | 0.000*** | 0.382
(0.000***)
Financial 0.136 2447 0.015**
Security 0.366 6.598 | 0.000***
Note: ** and *** denotes significance at 5% and 1% level of significance
respectively.
Source: Author’s calculation

Ho2: Knowledge has a negative relation with the different sources of motivation
(Social, Personal, Ego, Financial and Security)
The 2™ test revealed that knowledge has a positive and significant relation with both
financial and non financial motivators. Therefore, we can conclude that the concerned
data provide sufficient evidence to regject the null hypothesis. 38% of the variance is
explained by the different sets of motivators.

6. Findings and recommendations:

The study shows that both knowledge and skills can be developed by instigating
the social, personal, ego and security needs of the employees. Financial motivators
though did not show any impact on skill but can be used to develop knowledge. The
employers by providing financial support can motivate the individuals to acquire more
qualification. This in the long run will not only provide benefit to the individual but
also to the organization. The members of the organizations are responsible for the
development and survival of the organization at large. The benefits developed and
given to the employees should not only satisfy the stakeholders but also should benefit
the organization in the long run.

Sharing of knowledge and learning is a continuous process. The knowledge content of
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the organization is vast and therefore needs to be identified, developed, updated,
retained and disseminated properly. This can be done with the help of the people of
the organization. The study reflects that social interaction helpsin increasing and
sharing of knowledge and developing skills. People are now receptive and open to
criticism also. The basic needs of present generation are no longer physiological but
are more psychological in nature. The urge to grow and develop exists from the very
beginning of their career. In the process they learn to take decision, grow leadership
skills, face challenges and hence develop a better work culture. The open culture to
which the present generation belongs enables and encourages knowledge sharing and
learning. This initiative should be acknowledged and rewarded by the organizations
for continuous development. Job security does not just mean being in the job, but also
to develop and acquire the skills constantly demanded by the changing environment.
Therefore development of skills and knowledge among the present work cohortsis
common. This can be encouraged by channelizing the existing sources of motivators
properly.

7. Limitation and scope:

The study is limited to the present work cohorts (generation X and generation Y),
belonging to the land of Assam. Hence cannot be generalised to the masses. Moreover
the experience and newness of the participants to the corporate world may also be
responsible for the findings.

The study can be extended both methodologically and theoretically for example
incorporating different generations and also by considering the geographical
heterogeneity. Further validation of the study can be achieved through SEM
(structural equation modelling).
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Abstract:  An earthquake is a natural disaster. Inadequate Housing structures
can cause loss of human and material assets. Poor housing, non-resilience and
non-seismic resistance housing was the major cause of high death toll and
complete destruction of physical infrastructure as by the October 08, 2005
earthquake in Pakistan. After occurrence of this natural calamity, prefabricated
houses were initiated as a shelter solution, especially for the Red Zone area of
Balakot-Pakistan. Although prefabricated houses are established solution of
shelter for seismic endangered areas, this solution needs the complete
knowledge of social life and cultural values as well as the meteorological

features of the areas concerned.

The present study was conducted in the prefabricated housing area of Red Zone

at Balakot. The result reveals that population dissatisfied with the
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prefabricated houses. Anumber of factors were found to be responsible for this,
namely low quality of material used; non-professional and unskilled
workmanship; unnecessary interference by the local government; least
community participation; lack of security perspectives; cultural adaptability
and climatic suitability; and risk of quick damage. Government should have to

focus on this calamity seriously and pay careful attention for future risks.

Keywords: Earth Quake, Pre-Fabricated Shelters, Social Aspects, Cultural

Aspects, Dissatisfaction, Balakot, Pakistan.

1. Introduction

A disaster is an event concentrated in time and space, in which a society or one of its
subdivisions undergoes physical harm and socia disruption, such that al or some
essential functions of the society or subdivision are impaired. Earthquakes are the
most destructive short-term natural force on earth and have plagued civilizations for
millennia. The geographical area of Pakistan has been experienced 139 naturd
calamities for last eighty years including floods, droughts, cyclones, land sliding;
earthquakes etc. Indeed Pakistan is the fifth most sensitive nation of the world in term
of earthquake. Seismic activity in Pakistan is mainly concentrated in the north western
region of the country, along the boundary of the Indian plate and the Iranian and
Afghan micro plates.

The October 2005 earthquake was the most debilitating natural disaster in Pakistan's
history. The Geological Survey’s measuring of earthquake was 7.6 Richter scale. The
epicenter was 60 miles northeast of Islamabad, Pakistan. This earthquake caused more
than 88,000 people death, 70000 severe injuries or disability and more than 3.3
million people’s homelessness, making it the 13th deadliest earthquake in recorded
history. Besides, public & private housing, shelter infrastructure, social services
delivery, governance structure, commerce and communication systems have been
severely damaged or destroyed.
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After immediate occurrence of this calamity, various national and international
agencies conducted seismic studies of the area of Balakot including Chinese, Turkish
and Norwegian agencies. National Engineering Services Pakistan (NESPAK) also
conducted five studies i.e. Seismic Hazard Zoning, Microzonation (At Town Level),
Landslide Studies, Geotechnical & Geophysical Studies and Instrumental Recording
of Seismic Activity of the Balakot area.

Earthquake Reconstruction & Rehabilitation Authority (ERRA) and Provincial
Earthquake Reconstruction & Rehabilitation Authority (PERRA) convened a special
session at Mansehraon March 29, 2006.This session was briefed by the NESPAK that
Balakot area has close proximity with epicenter and 78 % of the town area lie on the
two fault line which might be caused future earthquake. It is, therefore, the town area
of old Balakot (Graian and modern settlement) was declared Red Zone (RA) area and
prohibited all type of construction and related activities.

It was unfortunate that ERRA and PERRA decided to relocate the specific area of
Balakot (RZA) and prohibited all types of construction in the same area while they
did provide the provisional residential solution for the affected population of the area.
It was the mgjor gap of ERRA construction policy pointed out by the stakeholders
during the survey in the study area. ERRA & NESPAK required three years for the
development of the (NBC) at Bakrayal site, so it was the question how affected people
of Balakot (RZ) areamanage their residences and living.

As a temporary shelter solution various organizations started construction of
prefabricated houses for the affected population of the Baakot (RZ) area. Among
them Saudi Public Assistance for Pakistan Earthquake Victims (SPAPEV),Kuwait
Joint Relief Committee (KJRC),National Engineering & Scientific Commission
(NESCOM),United States sponsored International Relief (IR) are the maor
organization in term of quantity of prefabricated houses for the same area. SPAPEV
launched the biggest (in number of houses) Prefab Housing Project in Balakot (RZ)
area contracted by three installing companies.

This study is focused on the same project in the light of the set objectives.

1. To examinethe prefabricated housing projectsin the study area.

2. Toinvestigate pros & cons of Prefabricated Houses in the study area.

3. To study the perceptions of affected people regarding the Prefabricated
Houses in the study area.
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4. To suggest policy measures for improvement in existent ones & future
Prefabricated Housing Projects.

The research work supposed to be done had so much delimitation, which is of vital
importance. There may be a number of problems related to prefabricated houses but
only two of them are included in this research i.e., social and cultural problems.

Including section 1 (introduction), this paper is organized in six sections. Section 2
describes a comprehensive literature review. Section 3 provides data source and
methodology. The empirical results are presented in section 4, while the final section
concludes the study.

2. Literature Review

The importance of review of literature lies in the fact that it highlights the main
finding of similar and relevant literature and research studies, which have been
completed by the researchers in the past. As far as this study is concerned, it covers
the disaster management aspects and shelter  solution after occurrence of Earthquake
October 2005.Therforethe available studies conducted on disaster concerns, its
management and disaster particularly earthquake resistant housing for affected
population were reviewed.

Agrawal and Shah (2001) stated that earthquake does not kill; badly built houses do.
Though this is atime-tested lesson, it is often forgotten soon after an earthquake. No
building can remain entirely free of damage a quake; still, all houses, big or small, can
be made safer. Structures can be made to withstand earthquake of a particular
magnitude by taking certain precautions. Buildings collapse as a result of inertial
forces. During an earthquake, the lower part of a building tends to vibrate as it is in
direct contact with the ground. The force of inertia, however, keeps the upper portions
static. This conflict of forces leads to collapse.

Gupta (2003) discussed that Himalayan portion of the Alpide belt is seismically one
of the most active intra-continental region anywhere in the world. During 1897-1952
there was a phase of very high seismic activity when 14 major earthquakes occurred.
He stressed the microzonation of important cities with building codes and proper
engineering consideration. All this needs to be done in a short time frame, so that
people are well prepared to face and reduce the loss of human lives and damage to
property by major earthquakes
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Wisner (2004) reflected a common opinion when they argue that all disasters can be
seen as being man-made, they are reasoning being that human actions before the
strike of the hazard can prevent it developing into a disaster. All disasters are hence
the result of human failure to introduce appropriate disaster management measures.
Hazards are routinely divided into natural or human-made, although complex disasters,
where there is no single root cause, are more common in developing countries. A
specific disaster may spawn a secondary disaster that increases the impact. A classic
exampleis an earthquake that causes atsunami, resulting in coastal flooding.

IOM (2005) declared that on the ground, however, confusion reigned supreme. There
were obvious signs of lack of planning as the emergency services swung into action. It
was obvious that the authorities were ill prepared and ill-equipped to deal with a
catastrophe on this scale. While many people, including ordinary citizens, battled
tirelessly to help those trapped underneath the rubble, their courage and sense of duty
was clearly not a substitute for a strategy.

Ghosh (2006) explained that the word disaster is rooted from the Greek language
consists of dis means bad or breakage and aster which is the name of a star. So as, the
word disaster's root is from astrology; this implies that when the stars are in a bad
position abad event will happen. Hazard is an inescapable part of life, no one can live
in a totaly risk-free environment. Risk is sometimes taken as synonymous with
hazard but risk has the additional implication of the chance of a particular hazard
actually occurring. Therefore a hazard can be defined as 'a potential threat to humans
& their welfare and risk as the probability of hazard occurrence.

BBC (2006) reported that one-year after about 400,000 people face a second winter
without permanent shelter in the mountains and valleys of northern Pakistan,
according to the International Federation of Red Cross and Red Crescent Societies.
The UN says there are about 35,000 people still living in 45 tent camps and agencies
are expecting at least another 20,000 to come down from the hills in the next couple
of months before winter, when temperatures can drop to 15C or 20C in the highest
villages.

RISEPAK (2006) identified that that the government should work, from the very
beginning with organizations like National Database & Registration Authority
(NADRA), which have the technical capacity and ability to oversee the surveys and
information collection. This has been the case for the second phase of house grants
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distribution. ERRA has contracted NADRA for streamlining the data process. They
have been involved in the process from the very start, from designing the forms,
training of the personnel, entering that data and making it available at the district
offices through their IT cells. However, there are some inherent problems here as
NADRA s just digitizing the information, not overseeing data collection. A quick
glance at a subset of this data shows the failure to establish any streamlined methods
for dataentry.

Auteur (2007) investigated that the destructive effects of changing settlement patterns
on the traditional building stock explores earthquake damage on traditional Turkish
Buildings, analyzing the quakes occurred. Study was focused on the interpretation of
features that increase the earthquake resistance of timber-framed buildings, which are
related to the selection of land and the use of the lath and plaster technique, timber
lintels, brace and nails

World Bank & Asian Development Bank (2007) showed 203,579 housing units were
destroyed and 196,575 units were damaged. Some 84 percent of the total housing
stock was damaged or destroyed in AJK, while 36 percent in NWFP. However, these
figures have grown in view of severe aftershocks and increased access to remote areas
after the initial survey. Ninety percent of the destroyed or damaged housing is found
in rural aress.

PRCS (2008) Disaster Management is the core area of work of the Pakistan Red
Crescent Society. Besides natural disasters to which our country is prone to, we now
suffer from many man-induced disaster situations, which is a fall out of situation
along our western borders. The PRCS has set accordingly priorities (see PRCS
Program Priorities) of Disaster Management. Disaster Preparedness hardware support
covers small mitigation projects in vulnerable communities, establishment of Disaster
Management Cells at vulnerable districts with technical, human and material support.
It adso includes maintenance of minimum stock level of relief stores at all the time,
communication and team of volunteers to respond immediately to any disaster
situation.

Although alot of work was done on the disaster and its management but prefabricated
houses as a shelter solution for earthquake hit area was not taken; it is the reason that
little work is available in Pakistan and abroad on this aspect of disaster management.
In this way, present study is an endeavor towards this end and it isfirst of its nature.
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3. Data Soruce and M ethodological Framework

This research is designed to get the data through primary and secondary sources. In
the light of objectives, a questionnaire is designed to collect the primary data from
respondents. In order to collect reliable and valid information from the respondents, a
pilot study will be conducted to test the questionnaire. Though the language of the
guestionnaire is English & Urdu but for understanding and clarification of questions,
local language i.e. Hindko will also be used to collect necessary and valid required
information.

Similarly, unstructured interviews of local government representatives and installing
companies’ personnel will be conducted in the study area. Secondary data like
population reports, various studies on Balakot earthquake and web resources will be
used for completion of this study.

3.1. Population

Hazara region of KPK Pakistan has five districts i.e. Abbottabad, Mansehra, Haripur,
Battagram and Kohistan. District Mansehra is administratively divided into four
tehsils (Subdivision), Mansehra itself, Balakot, Oghi & Kala Dakha (PATA). Tehsil
Balakot is the second largest tehsil of district Mansehra which consists of 12 union
councils.

Universe of the study is the Red Zone area of union council Balakot and union council
(UC) Garlat Balakot which is collectively known as Balakot town. Four thousands
affected household are decided to get prefabricated houses, whereas twenty eight
houses were completed and handed over to the owners till the completion of this study
in the study area.

3.2. Sampling Technique

The area was purposely selected for the study, because there were similarities in
people perceptions in the study area. The population of this study consisted of al
households who got prefabricated houses so far. They were 3000 but half of the tota
households had not settled in them till the collection of data and study completion A
visit was made to the Red Zone area of Balakot and with the help of village
organization, activists, officials and other key informants compiled and prepared
detail of households having prefabricated houses. The sample size of the research was
120 households.
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3.3. Theoretical Framework

A theoretical framework for the variables of prefabricated houses and associated
network is consist of certain hypothesisi.e.,

Ho: People are satisfied on socia cultural aspects of prefabricated houses.

HA: People are not satisfied on socia cultural aspects of prefabricated houses.

Ho: Prefabricated houses provide complete security and privacy to ther in
habitants.

HA: Prefabricated houses do not provide complete security and privacy to the
peopleusing them.

Figure 1 shows the theoretical framework for first hypothesis shows that Social &
Cultural aspects of prefabricated houses are independent variables and people’s
satisfaction depends upon them so we can say that people’s satisfaction level is the
result of the causei.e independent variables.

Social aspects of

Prefabricated Houses \
People’s satisfaction
Cultural aspects of /

prefabricated houses

Independent Variables Dependent Variable

Figure 1: Theoretical; Framework for First Hypothes' s

Source: Self Extracted

Figure 2 shows the dependence of security and privacy on prefabricated houses. So in
this case prefabricated houses are as independent variable which is acting on security
and privacy which is dependent variable.
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Prefabricated Houses Security and Privacy

¥

Independent Variables Dependent Variable

Figure 2: Theoretical Framework for Second Hypothesis

Source: Self Extracted

Figure 3 show the over all scope of the research and integrates theoretical frameworks
of both the hypothesis. It shows how both the propositions are interlinked and in
which circle the research has to operate.

Sodal aspects of

Prefabricated
/ Houses
Security and ~ People’s
privacy of the "| Satisfaction
/ people

Cultural aspecds
of Prefabricated
o Houses .
Independent Vanable Dependent Vanable

Figure 3: Overall Framework af the Model

Prefabricated
Houses

4. Results and Discussion

The descriptive statistics for the data analysis consists of gender classification in the
disaster management area in which 90 are male and 30 are the female. Another
statistics regarding material assistance i.e., only 6% respondents have received
material assistance from government while rest is giving no assistance from
government. 33% respondents reported that Government preferred the affected
mountainous areas located 1400 feet height from the city area of Balakot; therefore,
those people didn’t received government shelter. 34 % respondents believed that
Government was depending on (SPAPEV) prefabricated houses project which was
expected in the extreme cold weather condition after occurrence of calamity. Whereas
17 % respondents told that Government was totally depending on NGOs working and
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operations for shelter material provision, this is why they are ignoring the city area of
two UCs, Garlat Balakot and Balakot. While 10 % of the respondents declared the
corruption of the functionaries of Local Government, who did not distribute the
shelter material among the affected people. Initially they did privately stored the
material (Gl Sheets) and later on either sold or used as political bribe during the
general election 2008.

4.1. Overall Satisfaction
Table 1 shows respondent’s overall satisfaction / dissatisfaction level on prefabricated
houses in terms of total residential needs.

Table 1 Sample Respondents Showing Overall Satisfaction in Terms of Total
Residential Needs

Union Satisfied in Terms of Total Residential Needs
Council / Total No. Yes

% No %
Sources
Garlat 20 7 7.78 83 92.22
Balakot 30 2 6.67 28 93.33
All 120 9 7.50 11 92.50

Source: Self Survey

In Garlat and Balakot, only 7 and 2 respondents of study area were satisfied in terms
of total residential needs provided by prefabricated houses in the both union councils
i.e.,, Balakot and Garlat Balakot. While 111 respondents are dissatisfied in terms of
residential needs in both union councils of Garlat and Balakot.

4.2. Reasons on Overall Dissatisfaction

Table 2 indicates respondents reporting reasons of overall dissatisfaction in terms of
total residential need provision by the prefabricated houses. 42% of the total
respondents were dissatisfied because of space availability for large families, small
sized two rooms with congested kitchen; 29% respondents were dissatisfied due to
poor sanitation facility. 17% respondents were argued about lack of fire proof
facilities while 12% respondents were dissatisfied due to poor instalation of
electricity wires etc.

12%

Unsuitable for Large Families

17% Poor Sanitation Facilities

Not Fire Proof 76-9202
1Z poor Installation

[m}
[m}
[m}

29%
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Figure 4: Percentage Respondents Reporting Reasons of Overall Dissatisfaction in Terms of
Residential Needs, Respondents Satisfaction, Dissatisfaction about Social & Cultural Aspects

Table 3 shows the sampled respondents satisfaction reporting on the socio-cultural
aspects of these prefabricated houses in the study area. According to them, mgjority of
the respondents were not satisfy as per the socio-cultural needs are concerned.

Table 3: Sample Respondents reporting the number of People Satisfied,
Dissatisfied and Ambiguous about Social and Cultur al aspects of Prefabricated

Houses

Social Aspects Of Cultural Aspects Of | Average
Status Prefabricated Prefabricated

Houses Houses
Satisfied 36 19 28

1 1
Don’t Know 1

92
L 83 100

Dissatisfied

Source: Self Survey

They were of the view that they were failing to provide privacy which is very
important element of that segment of the society, it is because of the no boundary wall
as well as opening of the compound area in them. While only a simple minority 28 %
of the total respondents was satisfy because of the location and space of installation.
Similarly the ignorable human element did not respond on this issue of socio cultural
satisfaction of the prefabricated houses.

4.3. Sample Respondents Providing Complete Security & Privacy (Yes/ No)

Table 4 shows that sample respondents’ opinion on security and privacy maters of the
prefabricated houses in the study area. According to available data an overwhelming
majority of them were not satisfied with them as far as the security and privacy is
concerned.
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Table 4: Sample Respondents reporting the number of People with responses Yes,
No and don’t know about prefabricated houses providing complete security and

privacy
Status Complete Security | Complete Privacy | Average
Yes 31 23 27
Don’t Know 1 2 2
No 88 95 92

Source: Self Survey

They were of the view that these houses had low quality lockage system as well as
material used; it was not difficult to break windows and doors. On the other hand
these houses are not suitable for a family having married sons and daughters. While
28 percent of the total respondents were satisfied because of single family or having
adjacent residential rooms. Similarly a negligible population did not respond on them.

4.4. Union Council Wise Respondents Satisfaction, Dissatisfaction about Social
& Cultural Aspects

Table 5 shows the Union Council wise data on sample respondents satisfaction and
dissatisfaction due to socio-cultural implications.

Table 5: Union Council Wise Perception of Sample Respondents Showing the
Satisfaction and dissatisfaction of Social, Cultural aspects of prefabricated houses

Satisfied Dissatisfied
Union Total Social Culturd Social Culturd
Council | No. Aspects | Aspects | Average | Aspects | Aspects | Average
Garlat
Balakot | 90 17 21 19 73 69 71
Balakot | 30 10 8 9 20 22 21
All 120 27 29 28 93 91 92

Source: Self Survey

According to available data, mgjority of the respondents in both of the Union Council;
Balakot and Garlat Balakot were dissatisfied as far as the socio-cultural needs of the
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area are concerned. Out of 90 respondents of the Union Council Garlat Balakot, 71
were dissatisfied and 19 were satisfied; similarly out of 30 respondents of Union
Council Balakot 9 were satisfied and 21 were not satisfied.

4.5. Union Council Wise Respondents Regarding Complete Security & Complete
Privacy

Table 6 shows the satisfaction and dissatisfaction of the respondents in respect of
security and privacy aspects of the prefabricated houses installed in the study area.
According to attached data, majority of the respondents were not satisfied regarding
the complete security and privacy aspects of them.

Table 6: Union Council Wise Perception of Sample Respondents Showing the
Satisfaction and dissatisfaction of people regarding complete security and
complete privacy of prefabricated houses

Yes No
Union Complet Complet Complet
Counci | Tota | e Complet | e Complet | e Complet
I I No. | Security | ePrivacy | Security | ePrivacy | Security | ePrivacy
Garlat
Balakot | 90 13 21 17 77 69 73
Balakot | 30 14 8 1 16 22 19
All 120 | 27 29 28 93 91 92

Source: Self Survey

As far as the individual Union Councils are concerned, 73 respondents of Union
council Garlat Balakot were dissatisfied while 17 were satisfied; similarly, out of 30,
19 respondents of Union Council Balakot were satisfied and 11 were not satisfied.
Majority opinion during the collection of datawas that there houses were not fulfilling
their residential needs keeping in view the socio cultural values of the area.

4.6. Hypothesis Testing— Ordinary L east Square Regression (OLYS)

The reasons for using this methodology are many. The parameter estimates obtained
by Ordinary Least Squares have some optima properties. The computational
procedure of OLS is fairly simple as compared with other econometric techniques.

| SSN 2076-9202

44




International Journal of Information, Business and Management, Vol. 3, No.2, 2011

The data requirements are not excessive. The least squares method has been used in a
wide range of economic relationships with fairly satisfactory results and its mechanics

are simple to understand. Table 7 shows more reliable estimates of our hypothesis.

Table7: Determinants of People’s Satisfaction about Pre-Fabricated Houses
Dependent Variable: Satisfaction

Variables Coefficient Std. Error t-statistics Significance
Constant 0.233* 0.220 4.053 0.0016
Social Aspects | -0.604* 0.961 -2.764 0.0171
Culturad -0.074** 0.026 -2.328 0.0382
Aspect
Note: *, ** indicates 1 and 5 percent significance level
Statistical Tests:
R — Squared 0.645 F — Statistic 14.597
Adjusted R — Squared 0.601 Probability (F — Statistic) 0.0000

Durbin — Watson Statistics  1.710

The empirical results, given in Table 7, appear to be very good in terms of the usua
diagnostic statistics. The value of R adjusted indicates that 60% variation in
dependent variable has been explained by variations in independent variables. F value
is higher than its critical value suggesting a good overall significance of the estimated
model. Therefore, fitness of the model is acceptable empirically. The result suggests
that all variables have a correlation proving the hypothesis. Coefficients of Social
Aspects and Cultural aspects are significant at 1 percent and 5 percent respectively.
According to the result, both variables have a negative relationship with satisfaction
towards pre-fabricated houses due to social and cultural barriers.

5.  Summary and Recommendation

Disasters whether natural or manmade, are like unwelcome guests, northwestern
region of Pakistan has played unfortunate host to them. The mgjor part of the same
region is vulnerable to earthquakes, floods, droughts, landslides, cyclones etc. The
earthquake that jolted on October 08, 2005 has left the shocks and fear as it was
caused heavy death toll with complete destruction of housing and infrastructure.
Balakot town was the major hit of this earthquake; resultantly heavy loss of human
and physical capital which converted the town into debris. Later on, national and
international seismic studies located the town near epicenter and two-fault line. In the
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light of studies Government of Pakistan (GOP) declared Balakot town area as Red
Zone by prohibiting all types of construction and decided to relocate the town 22 km
away. Authorities started development work of New Balakot City with the cost
PK.Rs.12 billion at Bakeryal area specifying three years for its completion.

The results of the study show that immediate sources of residence after destruction of
houses due to the earthquake were provisiona cottages constructed by the affected
people. Government agencies did not provide shelter material to all the affected
population of the town area. Data shows that 5.83% respondents got the shelter
material in form of Corrugated Galvanized Iron (CGI) sheets. On the other hand
NGOs targeted the mountainous areas under the District Government directives. 28%
respondents got materia assistance for shelter construction in form of CGI sheets by
the NGOs. Nearly, 92% respondents of the study area were dissatisfied on
prefabricated houses in term of total residential needs and reliability of prefabricated
houses. They highlighted the reasons of this thought that these unsuitable for large
family, unsuitable to climatic conditions and poor installation paved the way for their
damage soon as were trickling water in rainy season. Finaly, regression results also
proved their correlation regarding dissatisfaction of the respondents on pre-fabricated
houses due to socio-cultural values.

5.1. Recommendations

Based on the findings of the study some recommendations will be offered in this
section. It is hoped that these recommendation if implemented by SPAPEV will help
to improve the effectiveness of information dissemination and utilization among the
al the stakeholders of the study area.

e To appoint a special committee consisting of al stakeholders to probe the
matters of concerns.

e Roof leakages and water trickling during the rainy season were severe
problems of residents of installed prefabricated houses. Special team of skilled
and professional engineering should be sent to the project area.

¢ |nstalling companies should be accountable in respect of poor quality material,
work and delay.

e To formulate the policy which should clearly define prefabricated provision
criterion and maintain proper check & balance system?

e To maximize the community role by establishing local; committees and
organizations.

e To build compound wall as early as possible so that externa privacy should be
given to peopleliving in them.
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e To complete the work of washroom or toilet as early as possible so that people
could settle in them.
It should be legality that future prefabricated houses project deeply study the physical,
social, cultural & metrological aspects before installation and build them accordingly.
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Abstract
Purpaose- This research paper seeks to analyze the compensation management, issues
regarding compensation and its relation with employee performance & firm’s overall
results.
Design/methodology/appr oach- Using the two different and most effective ways of
collecting data, questionnaires and Interviews, the results explain the relationship
between employee compensation, job satisfaction, performance and business results.
Findings- Equality in compensation and performance based pay system can better
lead to employee satisfaction and improvement in performance of the business.
Resear ch Limitations/implications- A limitation is the inability to control for
employee performance and satisfaction with the increased workload.
Practical implications- Performance based compensation system has been linked to
the increased job satisfaction, low absenteeism and increased business results.
Originality Value- The paper isfirst to study the relationship between compensation,
job satisfaction and business results in detail while additionally testing originality of

the relationship and controlling for fixed effects.

Key Words: Employee Performance, job satisfaction, Benefits
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Paper type: Academic Term Paper

Introduction
Compensation management, also known as salary administration or remuneration
management, is concerned with designing and implementing the compensation
policies and practices. Compensation management is affected by different factors and
varies organization to organization. A sound compensation system is concerned with
the provision of both financial and non financial reward to the employees and often
includes salary, incentives, bonuses, allowances, fringe benefits and perks to the
employees. Employees with different responsibilities have different compensation
packages. Performance based and time based system of rewarding the employees are
most common and perhaps oldest ways that prevail in almost every organization. In
today’s competitive era, compensation management has become of great importance
for employees as wall as employers. Employers must have to design such a
compensation package which has ability to attract and retain the talented employees.
The significance of compensation increases when government acts as an employer in
public sector. This study concerns with the compensation management in the semi
government sector of Pakistan.
Compensation management in semi government sector of Pakistan has become a hot
issue. The game of compensation is not much tricky for private sector employers as
private sector is profit oriented and public and semi government sector is typically
concerned with non-profit activities like law and order (police department), health
care (hospital service), education and so on. The private sector may stagnate their
compensation packages during recession but most of the governments have to

continue to increase compensation for its sector workers due to inflationary pressure
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or pressure from labor unions. At the same time, there is growing concern about the
shortage of funds in the public and semi-govt sector. Profit oriented semi govt
organizations like State L ife Insurance Corporation of Pakistan (SLIC) have to give
high compensation packages to retain their quality and talented employees and to
compete in the market.

The paper examines the compensation system in administration division of the State
Life Insurance Corporation of Pakistan (SLIC). The survey was conducted in the
Bahawalpur Zone of SLIC. SLIC isthe market leader in the insurance sector with
assets more than PKR.950 billions. It has two main divisions: marketing and
administration. This study is about the compensation management and key issues
regarding compensation faced by the employees of administration division of SLIC.
At the time of independence of Pakistan in 1947, there were limited insurance
companies operating in Pakistan. Some of them had both life and general departments.
Some foreign companies were also operating in Pakistan. Some companies had their
head office in cities, which were l€eft in territories now forming parts of India, and thus
their operations in areas forming Pakistan were wound up.

The remaining companies both local and foreign were left in the market and they
struggle to spread the message of life insurance in their own way. Their agency
structures, commission rates, premium and bonus rates and policy contracts varied. In
guarter of acentury after the emergence of Pakistan, the number of companies rose to
32. Each company had its own working pattern and agency system. The number of
field management tiers was also different in different companies.

The life insurance business in Pakistan was nationalized under a Presidential Order on
19th March 1972. It was executed in two stages. In the first stage which covered the
period 19th March to 31 October 1972, the management of 32 life insurance

companies was taken over by the government. Trustees and sub-trustees were
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appointed by the Government to takeover different companies and to co-ordinate and
guide their activities.

The Government constituted Life Insurance Management Board (LIMB). The Board’s
term included the task of recommending a permanent set up of life insurance within
the framework of nationalization. The Board recommended establishing a single
corporation with three units.

The second phase of nationalization started by establishment of Single Corporation
called State Life Insurance Corporation of Pakistan with 3 Unitscalled A, B, and C
Units operating throughout Pakistan and competing with one another.

On 1st October 1975, the 3 Units merged and different zones were created. Initially
there were five zones with their zonal offices at Karachi, Hyderabad, Lahore,
Rawalpindi and Peshawar. The figure has increased to 26 Zones under four different
Regions, South, Central, North and Multan headed by very competent executives.
Up till now there are 10 foreign resident insurance companies, 47 local (national)
insurance companies and 3 public sector insurance concerns.

Now SLIC has made steady progressin all fields of its operations and Corporation is
making very positive strategies for not only maintaining its market leadership but
displaying beyond any doubt that it deserves the matchless corporate image created

during the last three decades.

The corporation has following core objectives:
e To run life insurance business on sound lines
e To provide more efficient service to the policyholders
e To maximize the return to the policyholder by economizing expenses and
increasing the yield on investment

e To make life insurance a more effective means of mobilizing national savings
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e To widen the area of operation of life insurance and make it available to as
large a section of the population as possible, extending it from the
comparatively more affluent sections of society to the common man in towns
and villages

e To use the policyholder’s fund in the wider interest of the community

Objectives of Study
The study has following key objectives:

e To analyze and understand the problematic factors regarding compensation
management system at State L ife Insurance Corporation of Pakistan (SLIC)

e To understand the basis of compensation practiced at SLIC

e To recommend possible solutions of the currently existing problems of
compensation management at SLIC

Literature Review
Compensation refers to the benefits, financial and non-financial, received by the
employees from their employers (Milkovich et al, 2002). According to Martocchio
(2006), compensation represents the intrinsic and extrinsic reward received by
employees because of performing their jobs. Byers and Rue (2006) also have the same
opinion that compensation includes extrinsic rewards that employees receive in
exchange of their services to the organization and consisting of basic wage or salary,
incentives or bonus together with any benefits.
Compensation management provides a systematic approach to for designing the salary
administration system that recognizes performance of employees, efforts of teamwork,

requirements of the job and job related skills and knowledge (Henderson, 2007).

Ivancevich (2003) has suggested that pay surveys are used prerequisite before setting

the compensation packages in the organization.
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Superior pay surveys endow with clear and precise job descriptions, give a clear
course of job evauation and provide the data on basic pay of each job, bonuses as

well as the entire compensation. (Ivancevich, 2003)
Martocchio (2006) has described the following elements of core compensation:

e BasePay
o Hourly pay
0 Annually pay
e How base pay is adjusted over time
o0 Cost of living adjustment
0 Seniority pay
0 Merit pay
0 Incentive pay

o Pay for knowledge and skill based

Source of determining pay of an individual:
Ivancevich (2003) suggests the following two ways to determine the pay of an
individual:
Firstly, Management needsto answer the following questions:

o0 When samejobisheld by two employees?

0 Howthey should be paid relative to each other?

o Isit suitableto pay all the employees doing the same job at the same

level?

Secondly, if the answer isthat it is not suitable, then on what bas sthe distinction
should be designed?

Ivancevich (2003) has explained that the differences in pay of individuals are based
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on:

e Variation in experience skills and perform the tasks

e Seniority, higher performance or a mingle of both

e Distinction in contributions to the organizational goals

e Changesinthejob roles, skills, knowledge etc.
If the degree of difference in pay is missing, the compensation system will upset the
internal norms of employees and increase dissatisfaction and attraction and retention
of employees will not be easier.
M odes of payments:
Byers and Rue (2006) suggests that the employees can be compensated on the basis of
time spent on place of work, the output produced or knowledge, skills and
competencies of the employee. It can be combination of these factors. These are flat
rates, time based payments, incentives, executive pay, employee benefits and team
based pay/incentives. Flat rates are the wages determined by collective bargaining and
same flat rate is offered instead of different rates. Time-based is the form of payment
not related to the output or performance of an individual and includes wages and
salaries. Wage is the calculation of pay on the basis of hourly rate. Salary isthe
calculation of pay associated to annual or monthly rate rather than hourly rate. Along
with base wage or salary, additiona rewards to the employee with subject to
performance are also provided called as incentive. (Byers and Rue, 2006)
Executive pay isthe pay related to those employees who are directly involved in
decision making committee of top management level.
Employee ben€fits:
Employee benefits, also known as fringe benefits, not related to the employee
performance instead they are provided on acquiring a position in the organization and

for being a part of it. (Ivancevich, 2003)
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Milkovich (2002) has further added that employee benefits are appreciated and can
lead to employee satisfaction.

Ivancevich (2003) has also stressed that besides individual compensation, team based
incentives are also provided in situations when it is not an easy task to measure output
of each individual, specially when a project or task requirement is mutual effort and

on the choice of employer or management.

Lump-Sum Awards

Lump-sum awards  are one time cash awards and not included in the base pay of
the employee. This isamerit pay award and results in the increase in cost for the
employers. (Milkovich, 2002)

Profit Sharing

Milkovich (2002) has cited Zalusky that unions have argued for profit sharing for
more than 90 years. The concept of profit sharing can also be seen in SLIC where
profits are shared with the employees and a fixed percentage of employee’s basic pay

is shared to.

Types of compensation System
Pandita (2011) has explained following two types of compensation system:

a) Direct compensation
b) Indirect compensation

a) Direct compensation
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Direct compensation is the compensation includes salary along with health facilities
and consists of basic salary along with house rent alowances, medical benefits, city

allowances, Conveyance, provident fund, bonus and payment for holidays etc.

b) Indirect compensation

Pandita (2011) pointed out that indirect compensation comprises of non monetary
benefits like rewards, recognition, responsibilities and promotions etc. It encourages
the employees and motivates them for better performance. It enhances the internal
satisfaction of the employees because their wok is appreciated and valued by the

organization.

Advantages of Compensation

Compensation is the game of getting and spending. This exchange can be in monetary
term or in non monetary term. Pandita (2011) has explained that compensation helps
to motivate and retain the key and talented employees and can help out the

organization in the following ways:

Job satisfaction:

A superior compensation package against their contribution they will be highly

satisfied and committed to their job.

M otivation:

Individuals have different needs. Some people work for money while others consider
achievements more valuable than money. Organizations have to pay more to the

former and provide more learning, development and promotions to the latter.
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L ow absenteeism:

Employee satisfaction leads to the job commitment and employees enjoy their work

which results in low absenteaism.

L ow turnover:

When any organization pays a fair compensation package to their employees, then it
reduces the chances for employee turnover which eventually results on lowering the

cost of turnover.

Resear ch M ethodol ogy
This exploratory research was supported by survey strategy and was conducted to
identify the key issues regarding compensation management in the semi government
of Pakistan. SL1C was taken as case. In-depth face-to-face interviews and
guestionnaires were used as key sources of collecting the primary data. The cluster
sampling method was used in this research and two clusters, staff and managers, were
selected. Sample of size 25 were selected through simple random sampling.
A comprehensive questionnaire consisting of 15 questions including space for
suggestions was designed in order to get detailed insight of compensation issuesin
BWP Zone of SLIC. 25 valid questionnaires were analyzed in terms of graphs and
percentages by using Microsoft excel.
The results of the questionnaire were discussed to identify which factors create
problems related to compensation and what were the possible solutions. In order to
increase reliability of current research, in depth face-to-face interviews were also been
conducted from 8 managers and 4 staff members of SLIC.

Findings and Discussion

The survey was conducted in the Bahawalpur Zone of SLIC and profile of the
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respondents included: zonal head, managers, assistant managers, deputy managers and
staff members.

The level of experience of respondents showed that 52% of respondents were having
more than 15-20 years of experience. 25% of respondents were having 5-15 years
experience and only 20% respondents were having less than 5 years experience. All
the respondents were male as male employees are dominant in SLIC. 20% of them
were young with age 20-30 years.

On thelevel of job, 64% of respondents were from the management side and 36%
respondents were from staff or worker’s side.

On the level of satisfaction regarding compensation, 28% of employees were highly
satisfied about their compensation package. 44% were agreed about the reward and
benefits system practiced at SLIC. Some employees were dissatisfied with their
compensation packages and their percentage was 24%. Typically these employees
were having more qualification and experience but less salaries. 4% of the whole
respondents were highly dissatisfied with their compensation packages (as shown in

figure 1) as they were also having either more qualification or more experience or

both.
60% of the employees were strongly
1] | am satizfled with the reward and benefits system W Strongly 2) Increased reward and benefits are
ticad at SLIC e . .
pretiesds Agree necessary because of attracting, retaining and
W Agree motivating the best employees.
0, ()
Neutral 8% B 0% 0%
oy
245 7 28%
v e B Disagree B 32% “
“o
g B 60%
4% Strongly
Disagree

agree that reward and benefits should be high to

Figurel

attract, retain and motivate the best employees. 32% of the employees were also
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having the same opinion that elevated benefits and rewards are prerequisite of
employee attraction, retention, and motivation. 8% respondents were neutral about the
statement (Figure 1). Those talented employees having more performance but not
satisfied with their compensation packages leave the corporation. Thus employee
retention could aso be increased by adjusting compensation.

One thing can be seen that key to employee retention, satisfaction and motivation is
reward and benefits. If reward and benefits are increased, employees can put more
efforts and more of their potential to the jobs and thus more committed to their jobs.
52% of the respondents were agreed and 20% of the respondents were highly satisfied
with the statement that employees are rewarded because of their outstanding
performance. This istrue in marketing division where every employee of the SLIC
receives reward and benefits according to his/her performance. 20% were disagreeing

because their salary was not according to their performance. The research was

conducted
B strongly 4) Current szlary and beneits 21 SLIC are not sufficlent to fulfill
3) Employees at SLIC are rewarded mostly because¢ Aores ! mrff ats ancd should be tmmreved
of their outstanding performance. = Y P )
B Agree
8% o Y
= 20% Meutral m o205 0 —
SETh
m 20% 5
B Cisagrees
0%
B 52% Strongly B 44%
Cisagree

Figure 2
in the admin division of the SL1C where employees are rewarded according to the
time they spent on their job and very little emphasis on performance based pay.
Research revealed that compensation packages of most of the employees are not able

to fulfill their needs and should be improved. 44% of the respondents were agreed

| SSN 2076-9202

59



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

with the said statement and 32% were highly coincides with the improvement in their
saary (Figure 2).

It is also worth noting point here that employees of developing countries like Pakistan
are conscious about their needs and they want to make their future financially secure
to avoid any uncertain situation.

There was equal response on the statement that “all the employees are eligible for
rewards and bonuses at SLIC”. 32 % were agreed and 32 % were disagreed about the
said statement. Here it was observed that the respondents, who were disagreed, were
those having outstanding performance than others but receives the benefits same as
others and the respondents, who were agreed, were lazy workers but enjoyed the same
benefits. Due to this unequal compensation, biasness was in attendance among the

efficient and non-efficient employees.(Figure 3)

H Strongly

Q.5 Allthe employees are eligible for Rewards Agree Q.6 Employees should be rewarded occasionally
and bonuses at SLIC. based on extra ordinary accomplishments at

" Asres sLIC

o) .
4% B 12% )%
Meutral B 16%
N 24%
W 32% M Disagree 0%
H 32% o
20% Strongly B 60%

Cisagrees

Figure 3
The research revealed that employees should be rewarded on the basis of
extraordinary performance so that they could be encouraged and more motivated to
achieve the organizational goals. The salary package of employeesismorein
comparison to the other competitors but does not reflect the performance of the
employees.
Most of the respondents believed corporation’s ability ton pay is more and its profit

does not reflect the compensation package of the employees. The study shows that
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48% of the respondents were disagreed that attractive compensation are challenge for

corporation.

Most of the respondents were considered that their salary was not up to their

performance as 56% of their respondents believed that their performance is more than

that of their pay.

Here it can be concluded that most of the employees in the organizations are more

concerned about performance based pay than the time based pay.

7) Attractive compensation packages have
become a challenge for management which
decreases the profitability of corporation.

" 8% m 0%

H 16%
8%

H 48%

Figure 4

B Strongly 8) My pay does not reflect my performance.
Apree
B 8%
W Agree 4%
H 20%
12%
Meutral
M Cisagree
0,
W Strongly B 56%
Cisagrees

56% of the whole respondents deemed that performance based pay at SLIC enables

the employees utilize their full potential and to increase their performance.

Next issue regarding the employee satisfaction with their compensation packages

was the reward system practiced in SLIC. 44% respondents were satisfied with the

SLIC because of the reward system. 20% were not having the same opinion and have

the more performance with less motivation, encouragement and reward from the SLIC.

(Figure5)

9) The performance pay scheme at SLIC
encourages better performance.

w4y W 12%

B 24% ’
8%

H 52%

M Strongly .

Agres 10) | am proud to work for corporation because

= they motivate me as well as rewarding me.
B Agree
H 4% o 929

Meutral = 20% 24%
M Disagree 8%
M Strongly m 44%

Cisagree
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Figure 5
There were employees having years of experience and qualification but not promoted.
Promotion is the main problem and thus source of discouragement for the senior
employees. Most of the employees in the government and semi government sector
have to wait for years for their promotion.
SLIC gives 3 bonuses annually to encourage the employees with subject to the
achievement of goals. This iswhy 56% of the respondents acknowledge this
encouragement from the corporation. But still 64% of the respondents viewed that
management should pay more attention to the rewards so that they could be able to

contribute their best in the achievement of overall goals.

B Strongly

11) SLIC reward and recognize the employees for Agree

12) Management should give more reward to

their efforts toward sustainability and staff for successful contributions to firm activities.
achievement of goals. B Agree
9 o, o,
4% m 8% Meutral H 16% 0%
m 24% 0%
59, M Cisagree " 20% u 64%
o 0

W 56% Strongly

Disagree

Figure 6

While discussing the issue of profitability of the work performed, 36% respondents
were strongly agreed and 52% respondents were also have the same opinion that
management should pay more concentration on this issue so that quality work should
be encouraged.

About 44% respondents were having the strong opinion that higher compensation
encourages the employee satisfaction, quality work and results in the increased
performance of the employees as well as organization as awhole. 52% respondents
were also having similar thoughts and believed that to increase the organizational
performance, management should pay attention to the compensation. But employees

receive very less facilities on the job that affects their performance. Also the number
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of employees were less and workload was more causing the stress among the

employees. (Figure 7)

13) Management need to pay more attention to 14) Higher compensation packages help to
the profitability of work performed in our achieve the business targets as well as
compensation system. organizational goals.

m 498 0% B O%m 0%
8%
B 36% H 44%
H 52%
H 52%
M Strongly
. Agree
Figure 7 m Agree

Most of the respondents have theidea a = ne=utrzl their pay can progress. 56%

respondents were known about their pay momEEe (asseenin Figure 8). Pay of the
employees usually increase after two yei ] E’_‘Zzgrg'l; e no link with budget. Pay of the
management level employees increases in thefirst year and pay of the staff increases
in the second year. The pay increase usually results because of the negotiation
between worker union and management. The worker union of SLIC is strong and has
more negotiation power which results about 50% of pay increase after two years.
Similarly, managerial level employees have association to bargain their demands with

the directors of Principal Office (Head Office). More the pressure exerts on chairman

from the union, more will be pay increase. No cost of living or inflation is considered.

15) | know how my pay can progress.

m12% B 4% B Strongly

u 16% Agree

M Agree

12%
MNeutral
M Disagree
H 56%

B Strongly
Disagres
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Figure 8
But worker’s union is stronger than the management’s association which results in
unfair compensation packages like staff members receives child education alowance
which is not given to the managerial cadre employees. Similarly overtime rate (varies
from Rs.80-150) of staff is more than management employees (fix Rs.100). There is
no change in salary with the change in profit of the corporation but annual bonuses
affect from the profitability of SLIC. If the profit of SLIC is less than expected,
employees are not rewarded with bonuses. But if the profit of corporation is up to or
more than expectations, a bonus of near about 2.47% of the basic pay is awarded to
the employees. Moreover, employees are also rewarded in relation to their
qualification. More the qualification, more will be allowances and chances of
promotion.

Suggestions & Recommendations

On the basis of the research study, the researcher has proposed following
improvements in the corporation:

e Employees should be involved in decisions affecting them

® Promotions and rewards should be fair and based on performance

e Total Quality Management approach should be used to compensate the
employees

o New talented/professionals should be encouraged and retained

® More work facilities should be provided to increase the performance of the
employees

e Motivationa tools should be used to motivate the managers and staff members

e Number of employees should be increased to reduce the work burden and
work stress from the employees

® |n addition to experience, the promotion should also be based on the basis of
education and performance of the employees

® There should be more career development programs for employees
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Conclusion
The research study has revealed that management can use different tacticsto
encourage the employees and to increase their performance to achieve the business
results, but different tactics affect differently to the employees. Some employees are
motivated by the pay increase while others need promotion.
Performance base pay is superlative wage method to reward the employees which not
only reward the efficient employees but also help to decrease the biasness among the
efficient and inefficient workers. Moreover, work related facilities enable the
employees to polish their performance and thus lead to job commitment and employee
satisfaction.
Organizations need to identify the talented employees so that they can be trained and
promoted in future at right place and right time. According to respondents, senior
employees need promotion for their retention and motivation and less experienced
employees need pay increase for their satisfaction.
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Entrepreneur ship as alearning process. Ambanis’ as the 20"

Century entrepreneursof India

Abstract: This study provides insights into the characteristics and
behaviour of entrepreneurs. The study emphasizes the role of experience
in entrepreneurship. The main focusisto illustrate how entrepreneurs can
use their previous entrepreneuria experiences in their entrepreneurid
career. The case introduced in this paper is tha of young Indian
entrepreneur(s).

His story fits to some of the earlier findings in the field, but it adso offer
new

insights into earlier results. Results show that the entrepreneur in question
firmly and continuousy exploited entrepreneuriad learning and
experiences in his entrepreneuria career. When moving to new business
in a new industry, the entrepreneur may be capable of thinking ‘outside
the box’, and hence to innovate. Findings also suggest that a new
generation of entrepreneurs, with less risk-averse approaches to
entrepreneurship may enhance more postive attitudes about
entrepreneurship in generd.

K eywords. case study; entrepreneurid learning; entrepreneur.
Reference to this paper should be made as follows

Biographical note: Dr. V. R. Sdkute is Asstt. Zona Manager at NSFDC
Zond Office a Bangd ore. He received his PhD in Business M anagement

from RTM Nagpur University, Nagpur. He researches in E-Commerce,
SCM, etc.

1 Introduction

Creating a new venture is not so simple task that just anyone can do it.
Moreover, those individuas who really have the potentid to become
successful entrepreneurs often do not do so (Branicki et al., 2005).
However, those individuas who decide to start a new business face many

| SSN 2076-9202

67



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

challenges. During the start-up phase, entrepreneurs usudly face new
hurdles, such as the need to acquire financing and know-how concerning
bureaucracy and the creation of customer relationships. In addition, the
risk of failure aways looms in the life of an entrepreneur. Some of the
entrepreneurs give up when they face amgor fallureintheir business (e.g.
Bratnicki et d., 2005). However, there are aso those who take a failure
(or just a closure of their company) as a learning process and are d most
immediately ready to start a new business. These people can be caled
serid entrepreneurs, i.e. a subgroup of habitua entrepreneurs (e.g.
Westhead and Wright, 1998a). This study will focus on entrepreneurship
as alearning process with insights of | ndian Entreprenuer.

This paper is structured as follows: In the next section, the concept of
serid entrepreneurship is introduced. Then, serid entrepreneurship is
considered from the viewpoint of entrepreneuria learning. In the
subsequent sections, a single case study from India are reviewed.
Findly, some conclusions are presented.

2 The concept of the serial entrepreneur

Entrepreneurship does not necessarily mean a commitment to only one
company for the duration of the entire entrepreneuria career (e.g. Cooper
and Dunkelberg, 1987, Rosa, 1998; Ucbasaran et d., 2003). Many
entrepreneurs have owned and managed severad companies, either
tempordly (one after another) or smultaneoudly. The first company may
open new opportunities which may not have been available otherwise or
went unnoticed (Ronstadt, 1988) and these opportunities may have been
better exploited through a new company. Thus, the career of an
entrepreneur does not dways equd the life cycle of the company he/she
has found or bought.

According to MacMillan (1986), the habitua entrepreneur is a person
who has founded severad companies and who has simultaneously
committed to a least two. Habitua entrepreneurs deserve scholarly
atention because of their importance in helping us to understand the
entrepreneurial  process. MacMillan (1986) argues that habitud
entrepreneurs, more than the one-shot entrepreneurs, have had ‘the
opportunity to learn how to efficiently and swiftly overcome the
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stumbling blocks they encountered in their first efforts’. Thus, they have
accumul ated entrepreneuria skills from their experiences.

By studying these entrepreneurs, it would be possible to uncover and
codify their ‘skills and techniques’ and gain a deeper understanding of the
process of business creation. This view is echoed by other authors (see
e.g. Donckelset d., 1987; Starr and Bygrave, 1991; Rosa, 1998).

Habitud entrepreneurs can be divided into serid and portfolio
entrepreneurs

(Kolvereid and Bulvag, 1993; Hdl, 1995; Westhead et d., 2004). Their
classfication is based on whether they own their companies temporaly
one dfter another or smultaneously. Westhead and Wright (1998a) define
the habitud entrepreneurs in a versatile way by suggesting that the
portfolio entrepreneur founds, inherits or buys a new company along with
the origind, whereas the serid entrepreneur founds, inherits or buys a
new company after selling or closing his’her origind company. Therefore,
the typica serid entrepreneur creates a company, improves it to a certain
stage and then moves on to start another company. Lately, serid
entrepreneurs have been found especidly in the high technology
industries (Lewis, 2000).

Previous experience from entrepreneurship may facilitate the recognition
of new opportunities. The managerid and technicd knowledge
accumul ated during the years together with the dready existing networks
may enhance the ability to exploit these opportunities (Westhead et al.,
2004). With entrepreneuriad experience, it is possible to recognise the
measures needed to develop the business and the networks enable the
access to the needed information and assure the resources, additionally
reducing the disadvantages of novelty and lack of size (Starr and Bygrave,
1991). However, it should be noted that previous entrepreneurid
experience does not necessarily lead to a success in future business and it
IS misconceiving to assume that experienced entrepreneurs aways
succeed better than beginners (Schollhammer, 1991).

Previous research suggests that prior entrepreneuria experience often
lowers the threshold to become an entrepreneur and facilitates starting a
new business. Factors behind serid entrepreneurship have gained
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increasing attention during the |l ast decade.

Westhead et d. (2004) argued that one reason for seria entrepreneurship
may be tha the entrepreneur is unable to develop his/her origina
company. On the other hand, Wickham (2001) states that the reason may
also be the entrepreneur’s willingness to maximize profit by selling the
company. Some studies have suggested that serid entrepreneurs are often
cautious and they experience non-specific situations and uncertainty as
threatening (e.g. Westhead et d. 2004). On the contrary, Westhead et 4d.
(2005b) suggest that the strengths of a serid entrepreneur are often
connected to a certain expertise whereas outside help may be needed in
exploiting the market and commercidising the know-how.

A serid entrepreneur is defined both by his/her aspirations and by his/her
ability to go ahead and live by them. Employees with past experience as
an entrepreneur are more likely to have aspirations to start a business of
their own than those without such experience. These results aso support
the finding that past experiences as an entrepreneur is a significant
explanatory variable for the current status as an entrepreneur or for a
trangition into entrepreneurship (e.g. Carroll and Mosakowski, 1987,
Evans and Leighton, 1989; Shane and Khurana, 2003; Henley, 2004).

3 Serial entrepreneursand entrepreneurial learning

Starting a new venture can be percelved as an active learning process.
The actua learning during this period is the property of entrepreneur
regardless of whether or not the venture continues operating (Bates, 2005).
An entrepreneur decides to close the company if the opportunity is not
worth further exploitation. In this instance, it is interesting to note
whether or not the entrepreneur utilises the knowledge achieved in
forming the new company. Unfortunately, in many cases, entrepreneurs
do not utilise the favourable experiences of their previous companies in
their further entrepreneuria career. This can be the case especidly when
the entrepreneur’s recent company has failed. Hence negative experiences,
such as falure, may have a remarkable influence on entrepreneurid
potential. As such failure can also influence to the entrepreneur’s attitudes
so that he/she will try to avoid fallure a dl costs in the future. Thisis a
threat to the entrepreneuriad process for many reasons. One extreme
example of this can be the complete abandonment of entrepreneurship.
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Another example is that morbid willingness to avoid falure can act as a
falure catayst (Bratnicki et d., 2005). In other words, when the
entrepreneur does not have enough tolerance for risk taking, there is the
possibility that the competitors will, for example develop better selling
products or services and as a result, the risk-avoiding entrepreneur will
lose his’her market share.

Individuads who can learn from the falure are more likely to become
serid entrepreneurs. On the other hand, we have to keep in mind that not
al serid

entrepreneurs face falures. There are dso those who exit their previous
companies because they see that the current situation is good for selling
the company or they just want to experience the excitement of the starting
phase again. Thus, pure boredom to the routines in operating a company
in a mature phase of its life cycle may be the reason for exit. As a result,
the traditional view of falure is compared to a newer one, which
highlights the willingness to learn from the failure (e.g. Cardon and
McGrath, 2001).

Entrepreneurid decisions are functions of instinct and knowledge: i.e. the
entrepreneur’s specific knowledge about the market and his/her general
knowledge concerning entrepreneurship (how to be entrepreneurid).
According to Minnitti and Bygrave (2001), this general knowledge of
how to be entrepreneurid is acquired only through learning by doing and
by direct observation. However, there are only a limited number of
studies concerning the learning avalable when the phenomenon is
approached from the viewpoint of entrepreneuriad learning. Although
there are many studies published from the viewpoint of organisationa
learning, they do not necessarily fit very well with the phenomenon of
learning in small companies.

Entrepreneurid learning can be described as a continuous process that
enhances the development of necessary knowledge for being efficient in
starting up and maintaining new companies. Bratnicki et da. (2005)
suggest that entrepreneurial learning involves not only ‘knowing’ but also
actively ‘doing’ and understanding ‘what it is that works’. Hence,
entrepreneurial learning combines knowing, acting and sense making.
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Obvioudy, each entrepreneur has some kind of experience in stock when
establishing his/her business. In addition these stocks are, a least & some
level, unique. This experience can be achieved through education,
work-life, hobbies, etc. In generd, the previous experiences shape the
individual’s ability to learn and consequently, learning can be seen as a
path-dependent process that cumulates the knowledge on certain issues
(Bratnicki et a., 2005). What is learned in one period builds upon
previous knowledge (Minnitti and Bygrave, 2001). In addition,
entrepreneurs learn continuously about themselves, the management
and/or the industry. Additiondly, they learn how to recognise and act on
opportunities and how to cope with the liabilities of newness (Cope,
2005).

The entrepreneurid learning process consists of the three main
components. These are the entrepreneur’s career experience, the
transformation process and entrepreneurial knowledge in terms of
effectiveness in recognising and acting on entrepreneuria opportunities
and coping with the liabilities of newness.

The case study focuses on one Indian entrepreneur. His entrepreneuria
career includes severd different companies and challenges which have
taught him different sides of business and hence aso influenced him as an
entrepreneur.

In this study, the case is considered as unusud, rare or critica thus being
suitable for a single-case study.

5 The case study

The entrepreneur in this case has developed his entrepreneuria
experience through the relatively large number of firms he has owned.
Different events which he has faced during his career as an entrepreneur
have influenced the management of his present company. He has faced
many successes and failures which can be considered as efficient sources
of entrepreneuria learning. Man emphasis will be given to the
entrepreneurial learning process.

1. Background of the entrepreneurs
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a) Dhirubha Ambani: Dhirubhai Ambani was the most enterprising
Indian entrepreneur. His life journey is reminiscent of the rags to riches
story. He is remembered as the one who rewrote Indian corporate history
and built atruly globa corporate group.

Dhiru Bha Ambani built India'slargest private sector company.

Dhirubha Ambani dias Dhirgla Hirachand Ambani was born on
December 28, 1932, at Chorwad, Gujarat, into a Modh family. His father
was a school teacher. Dhirubha Ambani started his entrepreneuria career
by selling "bhgias" to pilgrimsin Mount Girnar over the weekends.

After doing his matriculation at the age of 16, Dhirubhai moved to Aden,
Yemen. He worked there as a gas-station atendant, and as a clerk in an
oil company. He returned to India in 1958 with Rs 50,000 and set up a
textile Company.

Dhirubha Ambani died on July 6, 2002, & Mumbai. He has two sons,
Mukesh and Anil.

Reliance was founded as atextile mill in 1966 by Dhirubha H. Ambani,
the founder Chairman of the Reliance group. It continued to be a textile
company until the early eighties.

Reliance later started seizing opportunities thrown up by a combination of
the growing Indian economy and the opening up of the regulation-driven
sectors of the economy. These included petrochemicals and plastics.
Beginning with the early eighties, Reliance pursued a policy of backward
integration from textiles as well as diversification. It set up world-scae
facilities for manufacturing polyester and textile intermediates, plastics
and polymer intermedi ates, detergent intermedi ates, etc.

He was probably the first Indian businessman to recognise the strategic
significance of investors and discover the vast untapped potential of the
capital markets and channelise it for the growth and development of
industry. He was supremely confident that finance would never be a
constraint in executing his projects because, as he said proudly, Indian
investors would provide him with the necessary resources.
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And the investors never let him down. Shri Dhirubhai Ambani succeeded
In creating an investor base of historic proportions for the Reliance Group.
An unbreakable bond of implicit trust existed between him and the
shareholders. They placed their savings in his care and he worked with
unflinching sincerity to get them the best returns. He brought happiness
and prosperity into the homes of millions of investors

For him, his people were his most important asset. He scouted around for
the best and most taented professionds, nurtured them and continuously
propelled them to am for ill higher goas. These highly motivated
people comprise the core of what he named: "The Reliance Family".

Shri Dhirubha Ambani visudised the growth of Reliance as an integrd
pat of his grand vison for India. He was convinced tha India could
become an economic superpower within a short period of time and
wanted Reliance to play an important role in redising this god.

b) Anil Ambani: Born on June 4, 1959, Anil Ambani did his
Bachelors in Science from the University of Bombay and Masters in
Business Administration in the Wharton School a the University of
Pennsylvania

Anil Ambani joined Reliance in 1983 as Co-Chief Executive Officer. He
pioneered India Inc's forays into overseas capita markets with
internationa public offerings of globa depository receipts, convertibles
and bonds. Starting from 1991, he led Reliance in its efforts to raise,
around US$2 billion from overseas financid markets. In January 1997,
the 100-year Yankee bond issue was launched under his stewards

¢) Mukesh Ambani :Mukesh Ambani is the face of new emerging India
Mukesh Ambani was born on April 19, 1957 in Mumbai. His father
Dhirubhai Ambani was then a smal businessman who later on rose to
become one of the legends of Indian industry. Mukesh Ambani did his
Bachelors in Chemica Engineering from University of Bombay and
Masters in Busi ness Administration from Stanford University, USA.
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Mukesh Ambani joined Reliance in 1981 and was the brain behind
Reliance's backward integration from textiles into polyester fibres and
further into petrochemicals. During the process of backward integration,
Mukesh Ambani led the creation of 51 new,
world-class manufacturing facilities involving diverse technologies that
raised Reliance's manufacturing capacities manifold.

World's largest grassroots petroleum refinery at Jamnagar is the
brainchild of Mukesh Ambani. He was also the incharge of Dhirubhai's
dream project Reliance Infocomm. But &fter the split in the Reliance
Empire, Reliance Infocomm went to his brother Anil Ambani. M ukesh
Ambani is now planning to enter retail sector in abig way. He has plans
to establish big retail stores al over the country. Recently, he a so entered
into an agreement with Haryana Government to establish a Specid
Economic Zone (SEZ) with an investment running into thousands of
crores.

Mukesh Ambani has many achievements and honours to his name.
Mukesh Ambani was chosen asthe ET Business leader of the Year 2006.
He was ranked 42nd among the World's Most Respected Business
Leaders and second among the four Indian CEOs featured in a survey
conducted by PricewaterhouseCoopers and published in Financiad Times,
London, November 2004. He was conferred the World Communication
Award for the Most Influentiad Person in Telecommunications in 2004 by
Total Telecom, October, 2004. Mukesh Ambani was aso conferred the
Asia Society Leadership Award by the Asia Society, Washington D.C.,
USA,

2. Company from Scrach

Created an equity cult in the Indian capital market. Reliance is the first
Indian company to feature in Forbes 500 list. Assisted by his two sons,
Mukesh and Anil, Dhiru Bha Ambani built India's largest private sector
company, Reliance India Limited, from a scratch. Over time his business
has diversified into a core specialisation in petrochemica s with additiona
interests in telecommunications, information technology, energy, power,
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retail, textiles, infrastructure services, capita markets, and logistics.

Dhirubha Ambani is credited with shaping Indias equity culture,
atracting millions of retal investors in a market till then dominated by
financid institutions. Dhirubha revolutionised capitad markets. From
nothing, he generated billions of rupeesin wedth for those who put their
trust in his companies. His efforts helped create an 'equity cult' in the
Indian capital market. With innovative instruments like the convertible
debenture, Reliance quickly became a favorite of the stock market in the
1980s.

4. Findings

In 1992, Reliance became the first Indian company to raise money in
globa markets, its high credit-taking in international markets limited only
by India's sovereign rating.

Reliance also became the first Indian company to feature in Forbes 500
list.

Dhirubha Ambani was named the Indian Entrepreneur of the 20th
Century by the Federation of Indian Chambers of Commerce and Industry
(FICCI).

A poll conducted by The Times of India in 2000 voted him
"greatest creator of wedthinthe century”.

6 Discussion

It is obvious that previous successes of the entrepreneur influence the
development of entrepreneurid knowledge. Based on Ambanis versdtile
experiences, we can assume that his strengths as an entrepreneur are his
courage, his opportunity-seeking skills related to saes and his marketing
know-how. In addition, he is able to anayse his career and learning
processes by himself. We can dso assume that his academic background
may have a positive impact to his anayticd ahilities.

Ambani seems to be an exceptiond serid entrepreneur due both to his
academic background and to the number of the businesses he has dready

| SSN 2076-9202

76



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

owned at his young age. Ambani’s also has some characteristics that
challenge findings of the previous serid entrepreneurship studies. For
example it is obvious that Ambani is not afraid to take risks. Thisis in
contrast to some earlier studies that suggest that seriad entrepreneurs are
often risk averse and they experience non-specific and uncertain
dtuaions as threatening (e.g. Westhead et d., 2004). In addition,
Westhead et d. (2005b) argued that serid entrepreneurs may need help in
exploiting the market and commercidising the know-how, whereas they
usually have know-how related to some particular industry.

However, Ambani’s know-how is clearly based more to the sdes and
marketing skills than some industry-specific skills. Ambanis seems to
enjoy chalenges related to the establishment of new businesses in whole
new industries. It seems that he is able to think ‘outside the box’, and
hence to innovate. In other words, when starting up in a new industry,
Ambanis is adapting skills he has learned from his former companies.
Because heis not familiar with the business concepts traditiondly used in
the industry, he acts more innovatively than many of his competitors.
Indeed, highly inventive individuas do not specidise in one particular
field, they tend to be generdists, often pursuing two or three fields
simultaneoudly, permitting them to cross boundaries and bringing
different perspective to each (Root-Bernstein, 1989).

Ambani’s case is a good example of attitude change taking place in
India It may be that Ambanis, with his background and adventurous
atitude, is a forerunner of a new generation of entrepreneurs who see
entrepreneurship more as an opportunity than as arisk.
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Abstract: Careers are important for every individua as they constitute a variety of
benefits and functions that color the individuals life. The process of choosing a career
is greatly influenced by several factors and involves making a complex and time
consuming decision. It is made more complex by continuous competition, open
mindness towards suitability for a preferred career and perseverance in the chosen
career. Careers in entrepreneurship are growing due to the fact that they offer endless
opportunities. Research has revealed that attitude is an important determinant in an
individual’s success in entrepreneurship. The current paper attempts to review
empirical studies on entrepreneurial intention among graduate students in general and
management graduates in particular from across different countries and attempts to
find out the factors attracting students towards entrepreneurial careers and suggest

measures for fostering entrepreneurship among management graduates.

Key Words: Entrepreneurial Careers, Entrepreneurial Intention, Graduate
Students, Fostering Entrepreneurship

Introduction: The number of graduates from government aided and private higher
education institutions has been increasing each year and this proliferation exceeds the
current demand for their services. There are times when due to economic change, the
skills of new graduates do not match those needed by the employers. As aresult the

unemployment of these graduates becomes a problem. Today academic qualifications
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can no longer guarantee immediate employment. In this context it has been proposed
that graduates widen their career scope by investigating entrepreneurship as a possible
career option. Entrepreneurship would help these new graduates develop their own
career and also ease the burden of unemployment by expanding the job market.
Entrepreneurship has been acknowledged by many researchers as a solution to the
problem of unemployment.

Development in entrepreneurship has had notable effect on business world today.
The government has always given attention to developing future entrepreneurs who
are resilient and competitive in the global markets. A paradigm shift among
management graduates is needed, as their contribution to entrepreneurship would
stimulate country’s economic growth.
This is especially important since management graduates are the academic
intellectuals and have the skills to manage and develop business ventures. The current
paper attempts to review recent empirical studies of entrepreneurial intention among
management and business graduates in developing and developed countries. The aim
of this paper is to find out the factors affecting the choice of entrepreneurship as a
career and to suggest measures to foster entrepreneurship among management and

business graduates.

Career Choice: Careers are important for every individua as they constitute a variety
of benefits and functions that color the individuals life. The process of choosing a
career is greatly influenced by various factors and involves making a complex and
time consuming decision. Career choice is made more complex by continuous
competition, open mindness towards suitability for a preferred career and
perseverance in the chosen career. Careers in entrepreneurship are growing due to the

fact that they offer endless opportunities. Like all other careers entrepreneurship has
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its own unique level of develpment due to its involvement of different individuals and
situations. Previous research has identified various factors that govern the choice of
entrepreneurship as a career option. These can be divided into push and pull factors.
The push factors include unemployment, job dissatisfaction, failure to obtain a
promotion, being fired, economic downturn and survival pressures. (Alstete 2002,
Mohd Saleh et a 2005). Pull factors include the need for freedom, trying new things,
experience, availability of capital, skill and entrepreneurial capability, existence of
role models, economic situations, and an individual’s early preparation during
employment. (Alstete 2002, Bird 1998, Mohd saleh et a 2005).Past studies have also
observed that demographic, family, educational and motivationa background have an
indirect influence on choosing entrepreneurship as a career (Davidson 1995, Kuratka
& Hodetts 2004). Research has also revealed that attitude is an important determinant
of an individual’s success in entrepreneurship. This is because choosing a career is
said to be greatly influenced and stimulated by individuals own attitude. Attitude is a
part of personality that is underpinned by belief and is able to evoke emotions that

investigate specific behaviors.

Entrepreneurial Intention among Students: It has been widely accepted that the
educationa system of Universities has to provide an academic environment that may
serve as a catalyst for high technology start ups. Until recently fostering innovation
and new product development through entrepreneurship has not been regarded as a
primary task of universities and colleges. However this perspective have changed and
there have been numerous attempts to enhance the role of university and college
graduates as founders of innovative business ventures.

A great deal of research has investigated the reasons for the creation of new

enterprises and the entrepreneurial characteristics of those individuals responsible for
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the emergence of new firms.Bhandari (2006) in his study on intention of
entrepreneurship among business and management students in India found a
significant relationship between luck and leadership and students intention to start
business. The variables; to lead others, to be my own boss, to put my innovative ideas
into practice; determination and personal challenge were significant factors that led
students to venture into business. The study found no relation between student’s
family size, caste, parent’s employment and income with their intention to start
business.Furthere there was no relationship between student’s major area of study and
their intention to start their own business after completing their studies.

Othman and Ishak (2009) in their study of Malaysian students found that these
students had a high inclination towards entrepreneurship, which in turn was related to
high aspiration. They were aso found to have a high attitude towards
entrepreneurship in all the attitudinal component of achievement need, internal locus
of control, competitiveness and monetary value. The regression analysis of the data
collected by them showed significant relationship between attitude towards
entrepreneurship and internal locus of control, monetary value and autonomy. Their
findings showed that these factors inspire students towards entrepreneurship.

Fitzsimons & Douglas (2005) in their study of entrepreneurial attitudes and
entrepreneurial intentions anong MBA students in India,China, Thiland and Australia
found that attitude towards ownership,income,independence,risk and work effort are
significant in explaining an individual’s entrepreneurial intentions. It was found that
individuals in all four countries desired more income, more ownership, more
independence and less risk in making a career decision. Income was identified as the
most important attribute in an individual’s choice between self employment and
entrepreneurship. Many other studies have tried to find out the factors that attract

students towards entrepreneuria careers.
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The following factors emerge from various studies on entrepreneuria intention among

students

i)

There is agrowing inclination towards entrepreneurship among students
Independence ,autonomy, achievement ,and internal locus of control are
the major personality traits that influence students decision to venture into
business

Monetary value and financial rewards attract students towards
entrepreneurial careers

Demographic factors like age, gender,education,parents occupation and
specidlization do not have any significant relation with students intention
to start abusiness

The environment and support in the colleges aso have an impact on

student’s decision to start business.

Conclusion: Entrepreneurship today can be thought to be a viable and attractive

career option. More and more students are now being inclined towards

entrepreneurial careers. There has been a great interest in entrepreneurial intention

of students among researchers and academic institutes. Universities and academic

institutions can play a great role in fostering entrepreneurship by providing a

supportive environment and necessary infrastructure that encourage

entrepreneurship among potential entrepreneurs.

References:

| SSN 2076-9202

85



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

1)

2)

3)

4)

5

6)

7)

8)

9

Alstete,J.W (2002), ‘On Becoming an entrepreneur: An evolving Typology’,

International Journal of Entrepreneurial Behavior and Research,Vol. 8 No. 4

pp222-234

Bhandari, N.C (2006), ‘Intention for Entrepreneurship among Students in

India’, The Journal of entrepreneurship, Vol 15, No. 2, pp 169-179

Bird,B.J (1998), ‘Implementing Entrepreneurial Ideas: The case for Intention’,

Academy of Management review, Vol 13., No. 3 pp 21-29

Davidson (1995), ‘Determinants of Entrepreneurial Intentions, Paper presented

in RENT X, Workshop on Entrepreneurial Research,Piancenza,ltaly 23-24

November

Fitzsimmins,J.R & Douglas E.J (2005), ‘Entrepreneurial Attitudes and

Entrepreneurial Intentions. A Cross Cultural Study of Potential Entrepreneurs

in India, China Thailand and Australia’, Paper Presented at Babson- Kaufman

Entrepreneurial Research Conference,Wellesely,M.A

FrankeN. Luthje,C. (2004), ‘Entrepreneurial Intention of Business Students: A

Benchmarking Study, International Journal of Innovation and Technology

Management,Vol 01 No. 03 pp 269-288

Kuratka D.F & Hodgetts R.N (2004), ‘Entrepreneurship Theorey,Process and

Practice, 6" Edition Ohio, South Western Thompson

NittykangasH & Tervo ,H(2002), ‘Intergenerational Mobility in Self

Employment: A Regional Research Approach, Paper presented in 42™

European Regional Science Assod ation Congress,Dortmand,21-22 august
Othman N.H & Ishak S.B (2009), Attitude Towards Choosing a Career in
Entrepreneurship among Graduates’, European Journal of Social Sciences,

Vol 10 No 3 pp 419-43

| SSN 2076-9202

86



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

The Top Factors That Affect The Commercial Success

Of High-Growth Companies

Andrew McCalister

University of Cambridge, Royal Academy of Engineering

1.Abstract

The National Venture Capital Association (U.S) recently released figures showing that $6.2Bn,
£3.9Bn, (35%) of all Venture Capital goes to early stage businesses, however, only £151M
(50%) of U.K Venture Capital goes to companies at the same stage. With most high-growth
companies failing if they don’t raise financing, obtaining a portion for this venture capital is
important. Here we study the priorities companies should focus on as they grow, to improve

the chances of commercial success and raising venture capital, are reported here.

Quantitative results show there are four priorities that consistently get ranked as the most
influential. Combined these priorities are ranked most important 66% of the time in early stage
companies and 70% in growth stage. The four priorities are: Market, ensuring the market is of
great size ($1Bn and above) and growing, enabling the company to have enough room to pivot
within the same market and still secure a large section of it. Technical Personnel, do they have
appropriate technical background. Management, do they have prevalent experience in the
market. Technical Enablers consisting of timescale to market, parallel technologies that had to

be taken into consideration and differentiation in marketplace.

During the report the author discovered there are four priorities that can help maximize
commercial success: Application & Market, Management, Technical Personnel and Technical
Enablers. In addition the author made further observations that can have an effect on the
commercial success of a company including community and quantity of local investment

funds.
Executive Summary

The National Venture Capital Association (U.S) recently released figures showing that $6.2Bn,
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£3.9Bn, (35%) of all Venture Capital goes to early stage businesses, however, only $240M,
£151M, (50%) of U.K Venture Capital goes to companies at the same stage. While there is a
wide difference in the figures of investment, the U.K does have many public bodies that cover
some of this disparity. While many of these agencies examine companies for investment, their
focus is generally on the technical aspects rather than the commercial ability of the company.
While technical aspects are obviously a worthwhile assessment it can affect companies when
they reach their growth stage and attempt to obtain private investment if they are not prepared

for commercial assessment.

This report combats the switch in assessment criteria by examining the difference in
companies between the early and growth stages by identifying ten evaluation criteria, utilised
by public and private funds, and then ranking the importance of the criteria in relation to the
success of early and growth stage companies. In order to obtain the data points for such an
evaluation the author travelled to Silicon Valley in order to interview highly successful
companies and private investment funds. Interviewees included Marc Tarpenning, Co-Founder
of Tesla Motors, and Timothy Draper, Founder and Managing Director at Draper Fisher
Jurvetson. In total, the companies interviewed had raised over $930M from private funds

(mostly based in Silicon Valley) and the private funds had over $12.5Bn under management.

The ten dimensions investigated include: Standards & Regulation; Technical Enablers:
Competition; Market; Technical Personnel; Financial Enablers; Monetization; Knowledge
Creation; Management and Business Model. Overall there were three dimensions that
consistently got rated above the others. These were Market, Technical Personnel and
Management, showing it is truly the Market and Team (Technical Personnel and Management)
that make the difference when identifying a potentially successful company. Within these top
three categories it became clear there was a difference in weighting between early and growth
stage companies. Technical Personnel and Market were rated far higher in early stage

companies while Management and Market were the top two for the growth stage.

These top three categories show where the focus should be when evaluating companies.
Evaluation criteria for these points may include: Market, ensuring the market is of great size

(E600M, $1Bn, and above) and growing, enabling the company to have enough room to pivot
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within the same market and still secure a large section of it. For early stage companies,
Technical Personnel, what is their technical background and qualifications. Essentially do they
have the skill set to build a top tier product. For growth stage companies, Management, do
they have relevant experience in the market? Prior to investment the Management should be
involved in real-time debates with the investment team about the plan of action and market
forces. Assuming suitably in-depth knowledge of the market and product by the investors this

should prove the capability of the Management.

During the authors tenure in Silicon Valley further learning points were noted. Firstly, previous
failure does not seem to have an over-bearing effect on the future potential to obtain funding.
Secondly, there is a distinct community, enabling personal introductions to entrepreneurs and
investors, which allows funding rounds to happen at a quicker pace. Thirdly, the sheer quantity
of investors in Silicon Valley enables higher valuations since entrepreneurs have the
opportunity to gain term sheets of multiple investors in a short period of time, essentially

starting a bidding war.

Introduction

The Harvard academics, Gompers and Lerner, stated “ninety percent of new entrepreneurial
ventures that don't attract venture capital within the first three years will fail’. Here we address
the issues relating to the priorities high-growth companies should focus on in order to
maximize the potential of raising future rounds of funding and eventually aiming for commercial
success with a strong exit to either the public market or acquisition. We attempt a quantitative
analysis, with over 25 top Silicon Valley companies and Venture Capitalists having rated 10

dimensions in order of importance to commercial success.

The importance of growing and obtaining funding is highlighted by the figure recently released
by the National Venture Capital Association (U.S) showing that $6.2Bn, £3.9Bn, (35%) of all
Venture funding in the U.S goes to early stage businesses, while in the U.K it is only £151M
(50%). With such a strong Science and Technology, base the U.K needs to maximise its

knowledge in relation to successful commercial exploitation.

We will discuss the issue as follows. Section 2 shall discuss work previously carried out in this

area and how it was applicable to this research. Section 3 explains the methodology and data
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collection techniques. The data gathered is analyzed in section 4 while section 5 details the

findings.

2.Theoretical Development

Prior work

The formation of different phases in company growth is already well documented with the
three main phases being Emerging, Growth and Maturity. These phases can be applied to
different forms, from product development to industry growth (Abernathy and Utterback 1978,
Utterback 1994). However, the growth phase is regarded as the most prominent and important
(Mayer, Young & Ausubel 1999). Due to the focus on the later stages of Growth and Maturity

(Phaal, O’'Sullivan, et al. 2009) it has left the Early Stage largely void of research.

While the Early Stages have been left behind the later stages in knowledge acquisition, Suarez
highlights it is the transition between the phases that is the key factor (Suarez 2003). This

point was later emphasized by Phaal and O’Sullivan (Phaal, O’Sullivan, et al. 2009).

Aureswald and Barnscomb’s 2003 paper ‘Valleys of Death and Darwinian Seas’ introduces the
opinion that most Venture Capitalists invest at an early stage (Aureswald and Barnscomb,
2003). It is essential that new entrepreneurial ventures that need to raise finances do so,
since 90% of the ventures that don’t raise a finance round fail within three 3 years (Gompers &
Lerner, 1999). This point is emphasized by Murphy and Edwards who have the opinion that

without new capital most of the nations {UK} most promising entrepreneurs will fail.

However, obtaining this essential capital is no easy task and entrepreneurs should expect to
be extensively scrutinized (Gompers & Lerner, 1999), showing that entrepreneurs who are
raising need to be fully prepared for the mindset of the private investors. Many entrepreneurs
find it hard to prepare for this commercial mindset of private investors since most have been
introduced to the world of financing by public funding bodies that have a technological mindset

(Murphy and Edwards 2003).
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Murphy and Edwards also attempted to give some solutions on how to prepare a company for
private venture funding: Management, Market, Technology, Liquidity and Company Structure.

However, this is based mainly on the perspective of the renewable energy industry.

Investigation

While research has been carried out in the later stages of company growth, very little has been
done in terms of the early stages. This paper shall investigate the top priorities companies
should focus on during this early phase in order to maximize the opportunity for commercial
success. The importance of the transitions between the phases is also taken into consideration
by investigating the top priorities in the growth stage, which can then be compared and
contrasted against the early stage in order to create a guide for companies going through this

transition.

To quantify the results and further expand the initial research carried out by Murphy and
Edwards the paper will investigate whether there are a number of priorities that high-growth

companies should focus on in order to enhance their ability to become a commercial success.

3.Methodology

Data Source

Our data was collected from twenty eight high-growth companies and venture capital firms
based in Silicon Valley. They were selected due to their industry focus (web and cleantech)
along with the amount of funding they had raised. In total the companies interviewed had
raised over $930M (£600M) and the Venture Firms had over $12.5Bn (£7.8Bn under
management). The full list of interviewees can be seen in Appendix A. The following nine

steps were used in the interviews for the collection of all data:

1. Contacting potential interviewees with request for participating in the case study.
2. Sending interview guidelines to the interviewee.

3. Collecting external and internal data about the case as part of the interview preparation.
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4. Conducting the interview, recording the conversation (if permitted) and taking notes in the
interview notes template.

5. Asking for secondary internal material (where applicable) and for further internal and
external contacts.

6. Analysing the audio files and digitising interview notes in the template.

7. Filling out contact summary form.

8. Conducting further case interviews (repeating 1 through 7 for each interview partner).

9. Conducting interviews to collect external data (where applicable).

The interviews were carried out to collect data about companies and investors that had
experience of both early stage and growth stage companies. Early stage companies are
defined as companies that have been around for less than two years and have raised less than
$1M in funding. Growth companies are defined by being established for more that two years

but less than ten, and have raised in excess of $2M.

Analytical approach.

A positivist research philosophy was taken emphasizing a semi-structured methodology to
enable replication (Gill & Johnson, 1997) with quantifiable examination to allow statistical

analysis to be carried out (Saunders et al, 2003).

It is understood that the personal characteristics of the interviews can skew the associated
results, therefore precautions were taken to dilute such implications. Interviews were
conducted with specific personnel whose position is constant over all companies. When
possible they were carried out with the CEO or founder, otherwise another Executive position,
enabling consistency over the answers and enhancing the statistical significance of the overall
findings. This included interviewing as many stakeholders as possible in the time available in a
diverse business range (from web applications to cleantech), who have broad experience
(recent startups to successful businesses). Care was also taken to enable the full spectrum of
success to be investigated; with interviews being carried out with company founders that have

failed along with interviewees who have succeeded. In order to fully understand the success
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criteria interviews with private funds that have backed many of the startups/ established

businesses were also carried out.

This spectrum of interviewees enabled enough data to be gathered in order to allow statistical
analysis. However, due to the time scale of this project, the Life Sciences industry was not
included in this line of interviews. This is due to the particularly long timescale to market (5 to
10 years) and distinct regulatory hurdles in comparison to the other industries. Where as Web,
IT and Cleantech all have overlapping issues with reference to timescale and regulatory

issues.

The interviews were semi-structured, allowing the interviewee to discuss areas of knowledge
in more detail. Semi-structured interviews are based on predetermined questions while being
kept flexible in their order and emphasis (Robson, 2002). The data collected was compiled

into a graphical format to enable quantification of the results.

Dimensions of investigation

The ten dimensions listed below were the focal point of the investigation. These dimensions
are an expansion of Murphy and Edwards research (Murphy & Edwards 2003) combined with
prior research carried out by the authors that investigated the evaluation criteria of major

European public funding bodies for high growth companies.

Each interviewee was asked to answer questions in five areas regarding the dimensions.
Firstly they ranked the dimensions in respect to their importance to building a successful
company (in relation to the stage, either early or growth, that they had most knowledge of), 10

being the most important, 1 the least - data point one.

Secondly, the interviewees were asked to split a total of 100 points between the dimensions in
anyway they saw fit - data point two. The larger amount of points related to the more important

dimension.

Thirdly, the interviewees were asked to comment on why they had ranked the top three

dimensions so highly - data point three.
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In addition to obtaining the interviewees comments on the factors that create successful
companies they were also asked, when applicable, to comment on what factors were the
mayjor influences in unsuccessful companies. For this, data points one and two were repeated,
exchanging questions on success with failure. The outcome of these two final sections were

used to compare and contrast against the outcome of the questioning around success.

The dimensions discussed and associated questions were:

1. Standards & Regulation: If there were any the company had to deal with? At what
stage they were addressed?

2. Technical Enablers: Timescale to market, parallel technologies that had to be taken
into consideration and differentiation in marketplace?

3. Competition: How the competition’s potential future offerings are taken into
account? If entering a mature market and how the company convinced customers to choose
their offering over established competition?

4. Market: What is the size of the market and is it growing, declining or stable?

5. Technical Personnel: How it was identified someone with this expertise was
required? At the very start was it wise to define between management and technical
personnel? Was it preferred they had large company, startup or both types of previous
experience?

6. Financial Enablers: Why were specific investors chosen (expertise or available
capital)? If technology development/ market entry did not go as well as expected what
contingency plans were in place? When approaching funding rounds are ‘contingency funds’
also included in the proposal. How important is it who the investors are?

7. Monetization: How and when will the product create revenue?

8. Knowledge Creation: How important was training? Did/ does the company push
potential spin outs from the firm that may not focus on the company’s core competence but
could be a future partner?

9. Management: With current and previous management, how were they chosen?
How did the management team intend to evolve as the company grows and how was that

planned? When planning new management, at any stage of growth how did the company
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identify the skills it requires?

10. Business Model. How does the company plan to execute its plan? What time
scales are involved and are there any specific allegiances that are essential? Who are the
customers, how are they approached (direct, distribution) why was this method chosen?
Evolution: how has this business model evolved as the company grows/ approaches market/

gets new investors/ management?

4. Analysis

Once the data was collected from the interviewees it was compiled into a database to enable
analysis. This analysis consisted of three parts, the first (data point one) being sorting the
interviewees rankings from one to ten for the separate dimensions into a logical format. This
consisted of combining all the scores and then averaging them to obtain a final ranking for
each dimension, where the higher the number the greater the importance of the dimension to a

companies chance of success.

In order to analyze the difference between the dimensions further a second level of analysis
(data point two) was carried out. This consisted of summing the total amount of points awarded
to each dimension and then dividing it by the total number of points available to obtain a
percentage. Interviewees were asked to split a total of 100 points between the dimensions as
they see fit. The dimension with the highest score relates to the most influential in regards to a
company’s chance of success. The reason for this second level of detail was to obtain an
understanding of the importance of each dimension beyond rankings. For example, two
dimensions may have received a similar average rankings on data point one but there was no
way to tell if there was a vast difference in importance between dimensions ranked second and

third.

The final section of analysis (data point three) was combining the interviewees comments on
why they ranked the top three so highly. This enables questions to be built around the reasons
for high ranking. Each of these three sections was repeated for Early and Growth stage

companies.
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Data point one can be seen below in table one. There are a number dimensions that

consistently get ranked higher than others.

Standards & Regulation 1.25 0.7
Technical Enablers 6 6

Technical Personnel 6.2 6.2
Management 6 7.5
Market 7 7.5
Competition 3.75 3.2
Business Model 4.5 5.2
Monetization 4.4 5

Financial Enablers 4.6 2.8
Knowledge Creation 1 1

Table 1. The average ranking of the dimensions for the Early and Growth stages. Higher numbers relate to a greater

importance of the dimension.

In order for the data to be visualized it is put in a graphical format, figure four.
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In Figure four it can clearly be seen that a few of the dimensions consistently get ranked higher
than others. In the Early stage Technical Enablers, Technical Personnel, Management and
Market are ranked far higher than the other six dimensions. Although this trend is generally
mirrored in the Growth stage it can be seen an even larger emphasis is put on Management.
This is due to Management playing a far more prominent role in the growth stage due to

factors such as greater employee numbers.

In order to understand if there is a weighting even within the top dimensions, a second level of
analysis, data point two, was carried out. This investigated what percentage of points each

dimension was awarded, table two.

Dimensions Early Stage % Growth Stage %
Standards & Regulation 1.5 0.7
Technical Enablers 14.1 13
Technical Personnel 17.8 14.2
Management 14.3 24.5
Market 20 17.9
Competition 7 3.2
Business Model 8 9
Monetization 9.8 12
Financial Enablers 5 2.9
Knowledge Creation 2.5 2.6

Table 2. Showing the percentage of votes each dimension received int eh Early and Growth Stages.

Again, in order to visualize the data the figures have been put into a graphical format, figure

five.

Early Stage Growth Stage
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Figure 5. Showing the percentage of the votes each dimension received.

From the analysis of data point two it can be seen that Market and Technical personnel are the
two highest ranked with an average of 20% and 18% of the points for the Early Stage and
Management and Technical Enablers in third and fourth with 14%. This however is not
mirrored for the Growth Stage where Management receives 25%, Market is in second place
with 18% and Technical personnel in third with 14%. This shows that the Market and Team

(consisting of Management and Technical Personnel) are the key factors.

The market has to be large and growing (well past $1Bn) in order to give the company enough
room to pivot and still be able to capture a significant slice of the market. The team are key
since they are the constant in the entire innovation process. Other factors can change but the
team is generally constant. They must be able to adapt, make a good product great, or pivot
from a shrinking to an expanding market. The reason that Technical personnel gains a slight
advantage in the Early stage is due to the fact that this stage is generally focused on getting a
first product to market. Management gains a larger weighting in the growth stage since at this
stage the product has already reached the market and extra factors must be taken into

consideration.

Although still ranked highly, with 14% in the Early Stage and 13% in the Growth stage, it is
note worthy that Technical Enablers is not consistently ranked in the top two. This is due to a
mindset that involves trusting that if the company includes a top tier team, then it will already
be in a large, expanding, market and hence will have an improved chance of building a top tier

| SSN 2076-9202

98



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

product.

A further notable point is the fact that Business Model and Monetization, only reach 8% and
10% in the Early Stage and 10% and 13% in the Growth stage respectively. Again,
interviewees stated if an investment is made in an excellent team in a large and expanding
market the true business model can be altered quickly and efficiently at a later date. In addition,
the company doesn’t have to start monetizing straight away in order to get market traction.

This is particularly prevalent in web-based companies.

The remaining dimensions: Standards & Regulation; Knowledge Creation; Financial Enablers
and Competition all consistently scored poorly. Although these aspects, with the exception of
knowledge creation, were generally stated as being to a certain extent important the other

dimensions have far more of an impact on a company than these.

In order to further examine why dimensions such as Application and Market, Technical
Personnel and Management were ranked so highly the interviewees were asked to provide a
short explanation as to why they voted their top three so highly. A selection of these

descriptions is provided below.

Application & Market

o “Doesn’t matter unless it is something the world cares about”. CEO of leading
cleantech company

o “Market has to be huge”. CEO of product tracking company.

¢ “Need to have this to prove business”. Partner at leading Venture Capital Firm.

o “Needs to be massive so the company has room to pivot”. Partner at leading Venture

Capital Firm.

Technical Personnel
o “People are the bottleneck. You need the right people to make the required innovative
tech’. CEO of leading Early Stage web development company.

o “People are greatest indicator of success”. CEO of leading growth stage mobile
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payments company.
e “...are critical to evolving product”. CEO of leading product tracking company.
o “Competitors can’t copy the team”. CEO of leading web development company.

e “The right team can build anything”. CEO of leading online payments network.

Management

“At point of growth you need management to keep company focused”. CEO of mobile
payments company.

o “Especially in growth where organization skills are required”. CEO of leading product
tracking company.

e “Highly vested, unlikely to change in near future”. Partner in leading Venture Capital
firm.

e “Great management can make an average product work”. Partner in leading Venture
Capital firm.

e “Smart team can change all other factors if needs be” Partner at leading Venture

Capital firm.

Failure

In order to compare and contrast, interviewees were asked about the factors that contribute to
an unsuccessful company. Like the analysis of data point one, interviewees were asked to
rank the dimensions. The results can be seen in table three, this time in reference to which

dimensions had the biggest impact on failure.

Dimensions Early Stage % Growth Stage %
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Standards & Regulation 0.7 0.4
Technical Enablers 4.7 7.4
Technical Personnel 7 5.2
Management 8 8

Market 7 6

Competition 3.4 4.6
Business Model 4.7 5.2
Monetization 4.7 4.4
Financial Enablers 4 3.2
Knowledge Creation 0.4 0.4

Table 3. Showing therankings of the dimensions inrelation to the impact they have on unsuccessful companies. The

higher the number the larger the impact.

In order to visualise the data, it was incorporated into a graphical format, figure 6.
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Figure 6. Graph showing the importance of each dimension in relation to ranking the impact they have on

unsuccessful companies

As can be seen from figure six and table three the data mirrors the findings from the rankings for
successful companies. One exception that can be seenisthat Technical Enablers had a higher impact on
failure in growth companies. This shows that if the company truly hasn’t built a top tier product by the

time they approach the growth stage thereis a seriousissue.

The fact that the other dimensions, Technical Personnel, Management and Application and Market,
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mirror the successful influences so closely emphasi zes the importance of these areas.

However, one more level of data can be viewed, detailing how the points were alocated to unsuccessful

companies, tablefour.

Dimensions Early Stage % Growth Stage %
Standards & Regulation 1.6 0.8
Technical Enablers 13.5 22
Technical Personnel 17 14.3
Management 11.4 22
Market 14.8 14.3
Competition 10.5 7.2
Business Model 12.8 9.2
Monetization 8.8 3.2
Financial Enablers 7 6.3
Knowledge Creation 2.6 0.6

Table 4. Showing the rankings of each dimension in relation to the impact they have on unsuccessful companies.

These data points were transferred to a graphical format to allow visualisation, figure seven.
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Figure 7. Showing the point allocation to dimensions as they influence unsuccessful companies.

This mirrors the analysis of data point two, showing the top three most influential dimensions

are Application and Market, Management and Technical Personnel. However, as noted in the
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rankings for unsuccessful companies, Technical Enablers play an extremely important role at
a growth stage for defining a company’s success. This is also shown through the importance of

Management at a growth stage over an early stage.

5. Recommendations

High-growth companies, looking to raise private financing, can take learning points from this

report in regard to the evaluation process of potential investments.

The focus on the early stage should be Market and Team. This should focus around the size of
the Market and whether it is growing. Factors affecting this may include, but not limited to,
whether the market is greater than £1Bn, expected growth rate over the next year and
Compound Annual Growth Rate for the following four years for the territories the company is
targeting. For an Early Stage company Technical Personnel also has to be a major focus. This
may include investigating potential employees previous track record with academic

qualifications but especially any previous commercial product experience.

For companies in the growth stage, in addition to investigating the Market, Management
should be able to break down why they are able to lead the company. This can include
relevant academic qualifications but a more prevalent example would be their previous
experience in the market. Management should be involved in real-time detailed discussions
about the market and external factors of the company’s success. However, the detail of these

conversations are reliant on the investors understanding of the market..

Secondary levels of focus are the Business Model, Monetization and Competition elements.
These need to be investigated in more depth for a company in a growth stage since they
should be becoming finalized at this point. For Business Model, a simple Powerpoint
presentation may suffice for an overall picture of the management’s thoughts. This medium is
recommended over a written document since it is the instrument of choice in Silicon Valley for
distributing investment opportunities, and for good reason. It enables the presentation ‘deck’ to
be made or altered quickly, the information can be absorbed rapidly and it can be easily
passed around multiple parties who have shown an interest in investing. Of course further due

diligence for the Business Model and Monetization dimensions can be requested through
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spread sheets if required. As with all dimensions, Monetization should be taken on a case by
case basis. It can be noted that simply because a company hasn’t started monetizing its user
base does not mean it will not be a successful company, especially in the web sector. A strong
user base provides a platform for product feedback. Competition elements can be discussed
within the business model deck to cover pricing options, product placement, potential growth

and even acquisition.

Due to the extent of the investment community in Silicon Valley Financial Enablers (other
investors) can often play an important role in investment decisions since it shows a certain
confidence in a company if a top tier investor is also investing. These investors can provide
vital introductions and open multiple doors to speed the growth of a company. However, due to

the smaller scale of the investment community in the UK this factor holds less weight.

Factors such as Knowledge Creation and Standards & Regulation are not directly required for
the decision making process on investment and should not be required to be asked. If suitable
levels of questioning are covered in the other dimensions it enables these bottom two

dimensions to become insignificant.

Reflections

Throughout the research undertaken in this report it was clear that when the top dimensions
had been identified, which they have, the next stage would be to research the most prevalent
actions to maximize the opportunity of commercial success. Although recommendations have
been given on certain actions that could be taken, a full research paper should be carried out

to investigate the questions and answers during successful investments.

One method of doing such an investigation would be to follow a similar methodology to this
paper. This would include interviewing top tier private investors such as Venture Capitalists
and Angel Investors, along with management from companies that have successfully passed
through private funding rounds. Investors may be interviewed about the direct actions that

create top tier Management, Technical Personnel and Market opportunities.

Appendix A
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Private Funds

Redpoint Ventures
Lightspeed Venture Partners
XG Ventures

Union Square Ventures
August Capital

Draper Fisher Jurveston
Reed Elsevier

Mayfield Fund

Growth Stage companies

Yotta Mark

Heroku

Tesla Motors

Boku

Unity

Le High Technology
Xobni

Airbnb

Vayologic

Cutting Edge

Early Stage Companies

Rethink DB
Heyzap
Scoopler
Vid.ly

Jam Legend
Uservoice
Kontagent

Mooral
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Abstract

The aim of the paper is to sudy the branding and marketing practices of the
Small-Scale Indusry in the leading industrial state of Punjab. India. The
entrepreneur s perception relating to various issues of branding and marketing have
been highlighted in this paper. Total 173 units manufacturing textiles, bicycle and
bicycle parts, food products and beverages and leather and leather products have
been surveyed. A number of statements indicating the branding and marketing
i ssues have been developed and the respondents were asked to rank thesein order of
preference. The weighted rankings have been calculated for ranking the various
objectivesin order of importance by assgning the weights, 4, 3, 2 and 1 to ranks 1,

2, 3 and 4 respectively.

The major finding revealsthat small manufacturers are not usng branding for ther

products and have limited approach towards mar keting.

Key Wbrds: Branding, marketing issues, leather and leather products, small

manufacturers

I ntroduction

Marketing is a dynamic process and it plays asignificant role in the success of
a business. It is the process of finding customer needs and serving those needs
immediately with profit. The present modern marketing concept concentrates on the
various needs, desires and wants of the consumers and plans to satisfy them right from
production stage to after sales services. The purpose of marketing is to create a
competitive advantage. Effective strategy moves are grounded in valid and insightful
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monitoring of the current competitive position coupled with evidence that reveals the
skills and resources affording the most leverage on future cost differentiation
advantages (Day and Wensley, 1988). The sensitive issues of marketing such as
setting of market objectives, collecting marketing information system, proper market
segmentation strategies are extremely important in the domestic and international
markets. (Kaplan and Norton, 1993) observed that different market strategies and

competitive conditions are required for balanced growth.

Marketers needs to focus on brand building efforts which help the organization
to deliver the promises to customer through al company departments, intermediaries
and suppliers (Ghodeswar, 2008). Core value is vital for continuity, consistency and
credibility as the brand awareness, knowledge and interest for branded product among
Indian buyers is increasing. So, Indian companies should emphasize on strong brand
building, maintaining brand and making necessary changes in their brands according

to market demands (Urde, 2003).

Hence, due to increased competition there is need to opt for appropriate
strategies especially by the small manufacturers in the area of marketing for the
success of their organizations. The small industry no longer can seek protection from
the government as at present very few items are reserved exclusive production for the
SSI in manufacturing area, namely, food and allied industries, wood and wood
products, paper products, plastic products, injection moulding and thermo plastic
products, organic chemicals drugs and drug intermediaries, other chemicals and
chemical products, glass and ceramics, mechanical engineering excluding transport
equipments, electrical machines etc. The reserved items in 1990s were 836
(Development Commissioner, MSME, 2010). Hence, the SSI is directly or indirectly

facing competition from medium, large and multinational companies.

| SSN 2076-9202

111



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

Objectives of the Study
The specific objectives of the study are:
e To ascertain the marketing objectives and types of markets being covered by the

selected small sector units manufacturing textiles, bicycle and bicycle parts,

food products and beverages and leather and leather products.

e To know the basis of market segmentation and market information system being

used by these units.
e To identify the reasons for branding and non branding of products.
e To know the purpose of packaging of products.
Resear ch M ethodology

For the purpose of present study, selected SSI units manufacturing
textiles, bicycle and bicycle parts, leather and leather products, and food products
and beverages in the state of Punjab have been considered. The planned sample
of 200 units comprised 50 small-scale units each selected from manufacturing
areas such as textiles, leather and leather products, bicycle and bicycle parts, and
food products and beverages. However, as the information provided by the
respondent entrepreneurs of 27 units was not complete, therefore, they were
excluded from the final analysis. Thus, the final sample comprised of 173 SS|
units of Punjab. The study is based on primary data which has been collected by
a structured, non-disguised and pre-tested questionnaire. The analysis has
been done on the basis of three variables, viz. Industry, Age of the units and
Turnover of the units. Industry-wise analysis has been done on the basis of four
industries, viz. textiles (TX), bicycle and bicycle parts (BBP), food products and

beverages (FPB), and leather and leather products (LLP), and food products and
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beverages (FPB). On the basis of age, units have been categorized into three
age-groups, viz. A1 (up to 10 years), A2 (10 to 20 years), and A3 (above 20
years). Turnover-wise units have been classified into three categories, that is T1

(uptoRs. 2 crore), T2 (Rs.2to 4 crore) and T3 (above Rs. 4 crore).
Discussion and Analysis

The sample comprising 173 units includes 43 textiles units, 46 bicycle
and bicycle parts units, 43 food products and beverages units, and 41 leather and
leather products units. It has been observed that 82 units fall into age group A2,
54 units belong to A1 and 37 units relate to age group of A3. It has also been
seen that 66 units relate to turnover-group T1 followed by group T3 (65) and T2

(42).

A number of statements indicating the research objectives on SSIs have been

developed and the respondents of surveyed units were asked to rank these in order of

preference. The weighted rankings have been calculated for ranking the various

objectives in order of importance by assigning the weights, 4, 3, 2and 1to ranks 1, 2,

3 and 4 respectively. The responses on the basis of weighted rankings have been

shown in Tables 1, 2 and 3.

Table 1

M arketing Objectives (I ndustry-wise Analysis)

(Weighted Ranking)

o Total
Objectives FPB LLP
TX BBP
(@ Profit maximization 83 66 109 nz 375
(b) Customer satisfaction 140 123 115 114 492
(c) To provide better 133 134 118 104 489
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products
to the market
(d) To increase the market 349
65 133 77 74
share
(e) Any other (product leader) 4 5 8 8 25
N = 43
46 43 41 173

The above Table shows that most of the respondents ranked °‘customer
satisfaction’ (weighted ranking 492), followed by ‘to provide better products to the
market’ (weighted ranking 489), ‘profit maximization’ (weighted ranking 375) and ‘to
increase the market share’ (weighted ranking 349) as the most important marketing

objectives.

Industry-wise analysis shows that the marketing objectives, viz.
‘customer satisfaction’ and ‘to provide better products in the market’ (weighted
ranking being higher) are quite important among most of the respondents relating to
textiles, and bicycle and bicycle parts. However, relatively more respondents
belonging to leather and leather products, and food products and beverages considered
‘profit maximization’ (weighted ranking 117, 109 respectively) as the important
objective as compared to the respondents belonging to other surveyed industries.
Similarly, the respondents relating to bicycle and bicycle parts industry aso

considered ‘to increase the market share’ as the important marketing objective.

The findings with regard to marketing objectives reveal that ‘customer
satisfaction” and ‘to provide better products to the market’ are the main marketing
objectives of the units manufacturing textiles whereas ‘profit maximization’ have
been ranked as the maor objectives by the units relating to leather and leather
products. The findings further reveal that none of the unit from all industries laid
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emphasis on product leadership as the main marketing objective.

Table 2 shows the responses with respect to marketing objectives given

by respondents belonging to different age groups.

Table?2
Marketing Objectives (Age-wise Analysis)
(Weighted Ranking)

Objectives Al A2 A3 Total
(a) Profit  maximization 114 182 79 375
(b) Customer  satisfaction 147 241 104 492

(c) To provide better  products

to 159 217 113 489
the market

(d) To increase the market share 110 167 72 349

(e) Any other (product leader) 9 16 0 25

N = 4 82 37 173

The Table depicts that respondents relating to age group A2 have considered
‘customer satisfaction’, ‘to provide better products to the market’, ‘profit
maximization’ and ‘to increase market share’, (weighted ranking being higher) in that
order as the most important marketing objectives as compared to respondents
belonging to other age-groups. Comparatively, more respondents relating to age group
A3 have not given much importance to the above mentioned marketing objectives

(weighted ranking being lowest).

The foregoing analysis reveals that units relating to age groups A2 are more

considerate about setting the market objectives over rest of the age groups.
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The analysis for marketing objectives has aso been done across

turnover categories and the information is presented in Table 3.

M arketing Objectives (Tur nover-wise Analysis)

(Weighted Ranking)

Table 3

Objectives T1 T2 T3 Total

(a) Profit maximization 148 90 137 375

(b) Customer satisfaction 181 119 192 492

(c) To provide better  productsto 186 114 189 489

the market

(d) To increase the market share 125 95 129 349

(e) Any other (product leader) 12 5 8 25
N = 66 42 65 173

Turnover-wise analysis reveals that ‘customer satisfaction’, ‘to provide better

products to the market’, ‘profit maximization’ and ‘to increase market share’ are the

most important objectives among majority of the respondents belonging to turnover

groups T3, and T1 (weighted ranking being more than T2). Relatively, more

respondents relating to turnover group T1 considered other objective like ‘product

leader’ (weighted ranking 12) important as compared to the respondents relating to

turnover groups T2 and T3.

The findings of the study

reveals that units belonging to turnover group T3

shown more concern for setting the marketing objectives in comparison to turnover

groups Tl and T2.

Type of Markets

The industries studied under the study, were enquired about the marketing of
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products in domestic as well as international markets. The domestic market includes

government institutions, private organizations, individuals, whereas international

market means the export of products to USA, Europe, Australia, Africa, Asia, and

North America, etc. The entrepreneurs of the surveyed units were asked to name the

markets they are catering to. Industry-wise, age-wise and turnover-wise responses of

the units are shown in Tables 4, 5 and 6 respectively.

Table4

Type of Markets- Domestic and I nternational (Industry-wise Analysis)

Markets X BBP FPB LLP Total
Domestic 7 0 9 0 16
(& Govt. institutions (16.3) ()] (20.9) ()] (9.2
. o 43 46 43 41 173
(b) Private organizations
(100.0) (100.0) (100.0) | (100.0) (100.0)
o 18 1 18 9 56
(c) Individuals
(41.9) (23.9) (41.9) (22.0) (329
(d) ) Any other (PSUs) 0 0 4 0 4
g © © | 0| O | @3
I nternational M arket 7 0 3 14 24
(a) USA (16.3) ()] (7.0 (34.2) (13.9)
(b) Europe 10 1 7 13 31
(23.3) (2.2 (16.3) (3L.7) (17.9)
(c) Austraia 2 ! 2 2 !
(4.7) (2.2 (4.7) (4.9 (4.0)
o Afri 10 15 15 8 48
(d) Africa (23.3) (32.6) (34.9) (19.5) (27.7)
As 14 18 16 21 69
(6) Asia (32.6) (39.2) (37.2) (51.2) (39.9
(f) North America 2 ! ! 4 20
(4.7) (15.2) (16.3) (9.8 (11.6)
N =
43 46 43 41 173
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It has been observed that in case of domestic market, all the surveyed units sell
their products to private organizations. A noticeable number of units (32.4%) also sell

their products to individuals.

Industry-wise analysis reveals that 100 per cent respondents relating to
different industries are selling their products to private organizations. It has also been
observed that 41.9 per cent respondents each belonging to textiles, and food products
and beverages, 23.9 per cent respondents from bicycle and bicycle parts, and 22 per
cent respondents from leather and leather products sell their products to individuals.
Only 9 respondents (20.9%) from food products and beverages, and 7 respondents

(16.3%) of textiles are supplying their products to ‘government institutions’.

In case of international markets, it has been found that 39.9 per cent
respondents export their products to Asian markets followed by Africa (27.7%) and
Europe (17.9%). Industry-wise analysis shows that the main export markets for the
respondents relating to leather and leather products are Asia (51.2%), USA (34.1%)
and Europe (31.7%). However, relatively more number of units belonging to food
products and beverages are exporting to Africa (34.9%). Similarly, respondents
from bicycle and bicycle parts are covering mostly markets of Asia (39.1%), and
Africa (32.6%). The units relating to textiles are exporting to Asia (32.6%), Africa

and Europe (23.3% each).

It has been found that only 20.9 per cent units from food products and
beverages, and 16.3 per cent units of textiles are supplying their products to
government institutions. Magjority of the units are exporting their products to Asian
markets followed by African and European markets. It has also been observed that

none of units manufacturing bicycle and bicycle parts is exporting to USA market.

The information relating to types of markets being covered by
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different age groups s presented in Table 5.

Table5

Type of Markets - Domestic and International (Age-wise Analysis)

M arkets Al A2 A3 Total
Domestic 2 9 5 16
(& Govtinstitutions (3.7) (11.0) (13.5) (9.2
. - 4 82 37 173
(b) Private organizations
(100) (100) (100) (100)
o 18 20 18 56
(c) Individuals
(33.3 (24.9) (48.6) (32.9)
(d) ) Any other (PSUs) ! y 0 4
(2.9 (3.7) ()] (2.3
International M arket 5 13 6 24
(a) USA (9.3 (15.9 (16.2) (13.9)
(b) Europe 8 19 4 31
(14.8) (23.2) (10.8) (17.9
(c) Austraia 2 4 ! !
(3.7) (4.9 2.7) (4.0
13 19 16 48
(d)Africa
(24.2) (23.2) (43.2) (27.7)
14 36 19 69
(e) Asia
(25.9) (43.9) (51.9) (39.9
(f) North America 4 X ! 20
(7.9 (11.0) (18.9) (11.6)
N= 173
82 37

The table reveals that all the respondents in different age groups are selling

their products to ‘private organizations’. In the age groups A3 (48.6%), Al (33.3%)

and A2 (24.4%) respondents are catering to ‘individuals’ also. However, relatively

higher proportion of units belonging to A3 age group are exporting to Asia(51.4), and
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Africa (43.2%), whereas respondents from category A2 are exporting to Asia
(43.9%), Africa and Europe (23.2% each). The respondents belonging to age group

A1 have been exporting to Asia (25.9%), and Africa (24.1%).

An analysis of respondents from different turnover groups is presented in

Table 6.

Table 6

Type of Markets - Domestic and I nternational (Turnover-wise Analysis)

M arkets T1 T2 T3 Total
Domestic 5 4 7 16
(a) Govt. institutions (7.6) (9.5 (10.8) (9.2
: N 66 42 65 173
(b) Private organizations
(100) (100) (100) (100)
- 19 10 27 56
(c) Individuals
(28.8) (23.8) (41.5) (329
d) Any other (PSUs ! ! 2 4
(d) Any ( ) (1.5) (2.9 (3.2 (2.3
International M arket 7 5 12 24
(a) USA (10.6) (11.9) (18.5) (13.9)
8 9 14 31
(b) Europe
(12.2) (21.9) (21.5) (17.9)
: 1 2 4 7
(c) Austraia
(1.5) (4.8) (6.2 (4.0)
_ 13 12 23 48
(d)Africa
(29.7) (28.6) (35.9) (27.7)
_ 18 18 33 69
(e) Asia
(27.3) (42.9) (50.8) (39.9
_ 6 3 1 20
(f) North America
(9.2 (7.2 (16.9) (11.6)
N= 66 12 65 173
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The above table shows that al the respondents are catering to private
organizations irrespective of their turnover. However, 41.5 per cent units from
turnover group T3, 28.8 per cent of T1 and 23.8 per cent of T2 are also supplying
their products to individuals. The table further reveals that Asia and Africa are the
main export markets for most of the respondents belonging to different turnover

groups.

Periodicity of Market Information
The respondents of the surveyed units were further asked to give the periodicity
for obtaining the market information. The industry-wise, age-wise, and turnover-wise

information has been presented in Tables 7, 8 and 9 respectively.

Table7

Periodicity of Marketing I nformation (I ndustry-wise Analysis)

Periodicity BBP FPB LLP Total
TX
(@) Year 0 0 4 0 4
g © | © | © | o | @3
(b) Half- yearly 0 ! 4 ! °
(0) (2.2 (9.3 (2.4 (35
20 20 22 18 70
(c) Quarterly
(46.5) (46.5) (51.2) (43.9) (40.5)
(ii) Regularly (day to day basis) 0 ! ! 3 >
(0) (2.2 (2.3 (7.3 (2.9)
. 27 43 28 33 131
(iii) Asper requirements
(62.8) (93.5) (65.2) (80.5) (75.7)
N= 43 46 43 41 173
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It can be observed from Table 7 that most of the respondents (75.7%) obtain
market information ‘as per requirements’, whereas a noticeable number of
respondents (40.5%) collect market information on ‘quarterly’ basis too.
Industry-wise analysis reveals that highest proportion of respondents belonging to
bicycle and bicycle parts (93.5%) followed by leather and leather products (80.5%),
food products and beverages (65.1%) and textiles (62.8%) collect market information
as and when the need arises.

It has been observed that most of the units belonging to different industries
collect market information ‘as and when required’ by them, whereas a noticeable
number of units also collect market information on a quarterly basis too. It has also
been noticed that very low percentage of units are collecting market information on
the regular basis.

Age groups-wise responses regarding the periodicity of the market information

are shown in Table 8.

Table 8

Periodicity of Market I nformation (Age-wise Analysis)

Periodicity A3 Total
Al A2
() Yearly 2 1 1 4
(3.7) (1.2 2.7 (2.3
(b) Half- yearly ! 4 ! 6
(1.9 (4.9 (2.7 (35
- 21 32 17 70
(©) Quarterly (389 (39.0) 459 | (405)
(ii) Regularly (day to day basis) ! y ! >
(1.9 (3.7) (2.7) (2.9)
. 40 62 29 131
(iii) As per requirements
(74.1) (75.6) (78.9) (75.7)
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4 82 37 173

The Table reveals that majority of the respondents from all age groups collect
information as per requirements. Generally the respondents belonging to age groups
A3 (45.9%), A2 (39%) and A1 (38.9%) also collect information on ‘quarterly’ basis

duringthe year.

Table 9 shows the turnover group-wise periodicity for collection of

market information by the respondents.

Table9

Periodicity of Market Information (Turnover-wise Analysis)

Periodicity T1 T2 T3 Total

() Yearly 2 1 1 4
(3.0 (2.9 (1.5 (2.3

(b) Half- yearly ! 2 3 0
(1.5 (4.8 (4.6) (35

o Ouarterl 20 14 36 70
(©Qu Y (30.3) (33.3) (55.4) (40.5)

(ii) Regularly (day to day basis) 2 ! 2 >
(3.0 (2.9 (3.1 (29

51 33 47 131

(iii) As per requirements

(77.3) (78.6) (72.3) (75.7)

N= 66 42 65 173

The table shows that a large mgority of the respondents belonging to various
turnover categories obtain information as per their requirements. The proportion of
respondents collecting market information on ‘quarterly’ basis is quite higher in

category T3 (55.4%) in comparison to categories T2 (33.3%) and T1 (30.3%).
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In brief it has been observed that the percentage of units collecting market
information on quarterly basis is higher in the case of units falling under higher

turnover category T3 than the lower turnover categoriesTland and T2.
Market Segmentation

The respondents of the manufacturing units were asked to indicate the basis of
market segmentation used for the market purpose. Tables 10, 11 and 12 present the

responses of the respondents in this respect.
Table 10

Bases of M arket Segmentation (I ndustry-wise Analysis)

Bases TX BBP FPB LLP
Total
G hica 27 30 28 21 106
r
(8) Geograph (62.8) (65.2) (65.1) (51.2) (61.3)
(b) Psych . 1 2 0 2 5
chogrgphics
(2.3 4.3 (0) (4.9 (29
16 2 16 9 43
(c) Behavioura
(37.2) (4.3 (37.2) (22.0) (24.9)
4D . 7 1 1 3 12
(d) Demographic (16.3) (2.2 (2.3 (7.3 (6.9)
(e) Any other (demand and 8 23 n 17 59
consumption) (18.6) (50.0) (25.6) (41.5) (34.1)
N= 43 46
43 41 173

Table 10 indicates that 106 respondents (61.3%) out of the total 173 surveyed
units divide the market on ‘geographical’ basis. This is followed by ‘demand and

consumption’ (34.1%) and ‘behavioural’ (24.9%).
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Industry-wise analysis shows that respondents relating to bicycle and
bicycle parts (65.2%), food product and beverages (65.1%), textiles (62.8%), and
leather and leather products (51.2%) have done market segmentation on ‘geographical’
basis. ‘Behavioural segmentation’ is also popular among the respondents belonging to
textiles, and food products and beverages as depicted by respective percentage of 37.2
per cent each. However, a noticeable number of respondents relating to bicycle and
bicycle parts (50%), followed by leather and leather products (41.5%), food products
and beverages (25.6%), and textiles (18.6%) have also been dividing the market on

the basis of other reasons such as  ‘demand and consumption’ in the market.

Findings of the study shows that majority of the units have been doing market
segmentation on ‘geographical’ basis. ‘Behavioural segmentation’ is popular among
the units belonging to textiles, and food products and beverages. A noticeable number
of unitsrelating to bicycle and bicycle parts and leather and leather products have also
been dividing the market on the basis of demand and consumption of the productsin

the markaet.

The information on the basis of different age groups regarding market
segmentation is presented in Table 11.

Table11

Bases of M arket Segmentation (Age-wise Analysis)

Bases Al A2 A3 Total
33 47 26 106
(a) Geographical
(61.2) (57.3) (70.3) (61.3)
3 2 0 5
(b) Psychographics
(5.6) (2.9 (0) (2.9)
1 26 6 43
(c) Behavioura
(20.9) (3L.7) (16.2) (24.9)
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(d) Demographic § ° ‘ L
(3.7) (7.3 (10.8) (6.9

(e)  Any other (demand and 19 26 14 59
consumption) (35.2) (3L.7) (37.9) (34.1)

N = 4 82 37 173

It is clear from the above table that the respondents in age groups A3 (70.3%),
Al (61.1%) and A2 (57.3%) mentioned ‘geographical segmentation’ as the preferred
basis of market segmentation. However, 37.8 per cent respondents  in age group A3,
35.2 per cent in age group Al and 31.7 per cent in the age group A2 mentioned that

they divide the market on the basis of other reasons such as ‘demand and consumption’

of products.

In nutshell, it has been found that most of the units in different age-groups
have been dividing the market on ‘geographical’ basis. The number of units dividing
the market on the basis of demand and consumption of their products is greater in the

age group A3 than the groups Al and A2.
Thetable 12 shows turnover-wise responses for segmenting the markets.

Table 12

Bases of M arket Segmentation (Turnover-wise Analysis)

Bases T1 T2 T3 Total
() Geographica 40 24 42 106
(60.6) (57.2) (64.6) (61.3)
(b) Psychographics 4 ! 0 >
(6.2) (2.9 (0) (2.9)
(c) Behavioura 1 10 10 N
(21.2) (23.8) (29.2) (24.9)
6 0 6 12
(d) Demographic
(9.2 (0) (9.2 (6.9)
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(e) Any other (demand and 24 17 18 59
consumption) (36.4) (40.5) (27.7) (34.1)
N = 42 65 173
66

The turnover-wise responses of the surveyed units in table 5.15 reveal that
64.6 per cent respondents  in turnover group T3, 60.6 per cent in turnover group T1
and 57.1 per cent in turnover group T2 are dividing the market on ‘geographical basis’.

A noticeable number of the respondents in different age groups also divide market on

the basis of ‘demand and consumption’ of products.

The foregoing analysis reveals that most of the units are dividing the market
on ‘geographical’ basis. A good number of units in different turnover-groups also

divide market on the basis of demand and consumption of their products.

Branding of Products

The entrepreneurs of the surveyed  units were asked to state whether
they use any brand name for the products manufactured by them. Industry-wise,

age-wise and turnover-wise responses are shown in Tables 13, 14 and 15 respectively.

Table 13

Branding of Products (I ndustry-wise Analysis)

Use TX BBP FPB LLP Total
15 14 17 14 60
Branding of products
(34.9 (30.4) (39.5) (34.1) (34.7)
Not Branding of 28 32 26 27 113
products (65.1) (69.6) (60.5) (65.9) (65.3)
N = 43 46 43 41 173

Table 13 reveals that only 60 respondents (34.7%), out of the total respondents
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have been using brand name for their products. Industry-wise analysis shows that
respondents relating to food products and beverages (39.5%), textiles (34.9%), leather
and leather products (34.1%), and bicycle and bicycle parts (30.4%) have been using
brand name. However, a large mgjority of respondent entrepreneurs (65.3%) out of the
total 173 surveyed units are not using any brand name for their products. It is also
clear from the table that respondents relating to bicycle and bicycle parts (69.6%),
leather and leather products (65.9%), textiles (65.1%) and food products and

beverages (60.5%) have not been using any brand name for their products.

The findings with regard to branding reveals that low percentage units out of

the total respondents have been using brand name for their products.

Table 14 shows age-wise information on branding and not

branding of products manufactured by the respondents.

Table 14

Branding of Products (Age-wiseAnalysis)

Use Total
Al A2 A3
_ 15 27 18 60
Branding of products
(27.8) (329 (48.6) (34.7)
_ 39 55 19 113
Not Branding of products
(72.2) (67.2) (51.4) (65.3)
N =
54 82 37 173

The Table indicates that 48.6 per cent respondents belonging to age group A3,
32.9 per cent respondents relating to age group A2 and 27.8 per cent respondents from
age group A1 have been using brand name for their products. Table also indicates that

72.2 per cent units belonging to age group Al, 67.1 per cent units relating to age
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group A2, and 51.4 per cent units relating to age group A3 are not using any brand
name. It is clear that majority of the units from different age categories have not been
using brand name for the products manufactured by them.

Findings of the study revels that more units relating to age group A3
have been using brand name for the products in comparison to units of other age

groups.

Turnover group-wise responses for branding and not branding of products are

given in Table 15.
Table 15
Branding of Products (Tur nover-wise Analysis)
Use T1 T2 T3 Total
_ 17 10 33 60
Branding of products
(25.7) (23.8) (50.7) (34.7)
_ 49 3?2 3?2 113
Not Branding of products
(74.3) (76.2) (49.3) (65.3)
42
N = 65
66 173

Turnover-wise analysis reveals that relatively higher number of respondents from
category T3 (50.7%) have preferred to use brand name as compared to caegory T1
(25.7%) and T2 (23.8%). The table further reveals that the respondents of surveyed
units belonging to turnover groups T2 (76.2%), T1 (74.3%) and T3 (49.3%) are not

using any brand name for their products.
Reasons for Branding the Products

The entrepreneurs of surveyed units using brand name were further asked to
state the reasons for doing so. They were asked to rank the important reasons for

branding the products manufactured by them. The weighted rankings were calculated
| SSN 2076-9202
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for ranking the various reasons in order of their importance by assigning the weights
4, 3, 2 and 1 to ranks 1, 2, 3 and 4 respectively. Industry-wise, age-wise and
turnover-wise weighted ranking is presented in Tables 16, 17 and 18 respectively.
Table 16
Reasons for Branding (I ndustry-wise Analysis)

(Weighted Ranking)

Reasons TX BBP FPB LLP Total
(8 Tobuild image 32 47 48 35 162
(b) Todifferentiate from

29 40 44 31 144

competitor’s products
(c) To ensurerepest purchase 37 40 52 24 153
(d) Toincrease market share 28 11 35 18 122
(e) To competein the market 37 21 33 16 107
(f) Tocharge higher prices 13 9 16 9 47
(g9 Any other 0 8 1 2 1
N =
15 14 17 14 60

It can be observed from the above table that most of the units have stated the
reasons such as ‘to build image’ (weighted ranking 162), followed by ‘to ensure
repeat purchases’(weighted ranking 153) and ‘to differentiate from competitors

products’(weighted ranking 144) important for branding the products.

Industry-wise analysis in the Table 5.25 reveals that ‘to ensure repeat
purchase’, ‘to build image’ and ‘to differentiate from competitor’s products’(weighted
ranking 52, 48 and 44 respectively in that order) are considered important reasons for

using brand name by most of the respondents relating to food products and beverages,
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followed by the units from bicycle and bicycle parts industry. Relatively, higher
number of respondents belonging to textile industry considered ‘to compete in the
market’ as the important reason for branding the products as compared to respondents

relating to other industries.

It has been observed that most of the units use brand name in order ‘to build
image’ and ‘to ensure repeat purchase’. However, the units belonging to food products
and beverages, do branding of their products mainly with a view ‘to ensure repeat
purchase’ and this reason attains greater significance in such units as compared to

other units.

An analysis of respondents from different age groups s presented in Table 17.

Table 17
Reasons for Branding (Age-wise Analysis)
(Weighted Ranking)
Reasons Al A2 A3 Total
(a) To build image 51 65 46 162
(b) To differentiate from competitor’s 144
products 40 65 39
(c) To ensure repeat purchase 12 67 a4 153
(d) Toincrease market share 20 54 48 122
(e) To compete in the market 40 38 29 107
(f) To charge higher prices 14 24 9 47
(9) Any other 0 7 4 n
N= 15 27 18 60

Table 17 explicitly explains that the respondents from age group A2 as
compared to respondents belonging to age groups Al and A3 attribute greater

significance to the reasons, such as ‘to ensure repeat purchase’ (weighted ranking
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67) ‘to build image’, ‘to differentiate from competitor’s products’(weighted
ranking 65 each) and ‘to increase market share’(weighted ranking 54) for branding
their products. However, the respondents relating to age group A1l also considered
‘to compete in the market’ (weighted ranking 40) as the important reason for
branding their products.

In brief it has been observed that units falling in group A2 have different reasons
for branding their products. In such units the branding of products is done with a view
‘to increase their market share’, ‘build image’ and ‘ensure repeat purchase’. The
importance provided to these reasons is greater anong such units as compared to those

faling under groupsAl1and A3

Age groups-wise responses for the reasons of branding the products are

shown in Table 18.

Table 18
Reasons for Branding (Turnover-wise Analysis)

(Weighted Ranking)

Reasons T1 T2 T3 Total
(a) Tobuild image 44 29 89 162
(b) To differentiate from competitor’s products 48 21 75 144
(c) To ensure repeat purchase 33 39 81 153
(d) Toincrease market share 25 21 76 122
(e) To compete in the market 29 17 61 107
(f) To charge higher prices 9 12 26 47
(9) Any other 1 5 5 1
N =
17 10 33 60
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It is clear from Table 18 that the respondents belonging to turnover group T3
in comparison to respondents from categories T1 and T2 give more importance to the
reasons, such as ‘to build image’, ‘to ensure repeat purchase’, ‘to increase market
share’, ‘to differentiate from competitors products’ and ‘to compete in the market’

(weighted ranking being higher in that order) for branding their products.

It has been observed that units falling under turnover group T3 have provided
more importance to these reasons for branding of their products as compared to groups

Tland T2.

Reasons for Not Branding the Products

Further, the respondents not branding their products were asked the reasons for
doing so. The weighted rankings were calculated for ranking the various reasons in
order of their importance by assigning the weights 4, 3, 2and 1 toranks 1, 2, 3and 4
respectively. Industry-wise, age-wise and turnover-wise information is presented in

Tables 19, 20 and 21 respectively.

Table 19
Reasons for not branding the Products (I ndustry-wise Analysis)

(Weighted Ranking)

Reasons TX BBP FPB LLP Total
(a) Lack of resources 55 63 53 74 245
(b) Lack of proper return 63 58 62 71 254
(c) Uncertain future plans 18 50 29 25 122
(d). Involvement as outsourcing 20 o4 17 114
unit

(e) Costly proposition 55 37 49 59 200
(f) Any other - - - -
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N= 28 32 26 27 113

The above table reveals that most of surveyed units have stated the reasons
such as ‘lack of proper return’ and ‘lack of resources’ (weighted ranking 254 and 245
respectively) as the most important for not branding the products.

Industry-wise analysis of the table 19 shows that the respondents
relating to leather and leather products considered ‘lack of resources’ (weighted
ranking 74) and ‘lack of proper return’ (weighted ranking 71) as the significant
reasons for not using the brand name. This is followed by units relating to textiles and
food products and beverages. However, the respondents belonging to bicycle and
bicycle parts believed ‘involvement as outsourcing unit’ and ‘uncertain future plans’
(weighted ranking being 53 and 50) as the important reasons for not branding their
products. Further, units from textiles and leather and leather products aso considered
‘costly proposition’ (weighted ranking 55) as more important reason for not branding
of their products as compared to other surveyed industries.

Findings with regard to non branding of products reveal that units relating to
leather and leather products considered ‘lack of resources’ and lack of proper return’
as the main reasons for not branding their products. However, the units from bicycle
and bicycle parts have given ‘“uncertain future plans’ and ‘involvement as outsourcing
unit’ as the important reasons for not branding their products.

The responses regarding the reasons for not branding the products

given by different age groups are presented in Table 20.

Table 20
Reasons for not branding the Products (Age-wise Analysis)

(Weighted Ranking)

Reasons Al A2 A3 Total
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(a) Lack of resources 77 129 39 245
(b) Lack of proper return 98 116 40 254
(c) Uncertain future plans 48 65 9 122
(d) Involvement as outsourcing unit 40 64 10 114
(e) Costly proposition 69 99 32 200
(f) Any other - - -

N =113 39 55 19 13

The table

reveals that proportionately higher number of

respondents relating to age group A2 as compared to Al and A3 have given ‘lack

of resources’, ‘lack of proper return’, ‘costly proposition’, ‘uncertain future plans’ and

‘involvement as outsourcing unit (weighted ranking being higher) as the important

reasons for not branding their products.

Findings of the study revels that units from category A2 have provided more

importance to these reasons for non branding of their products as compared to other

age- group categories.

Table 21

Reasons for not branding the Products (Tur nover-wise Analysis)

(Weighted Ranking)

Reasons T1 T2 T3
Total

(a) Lack of resources 112 72 61 245
(b) Lack of proper return 122 63 69 24
(c) Uncertain future plans 47 55 20 122
(d) Involvement as outsourcing 114

_ 64 29 21
unit
(e) Costly proposition 91 51 58 200
(f) Any other - - -
N =113 49 32 32 113
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Table 21 exhibits that respondents belonging to turnover group T1 in
comparison to groups T2 and T3 have given more significance to the reasons,
‘lack of proper return’, ‘lack of resources’, ‘costly proposition’ and ‘involvement as
outsourcing units’ (weighted ranking being higher) for not using the brand name for
their products. Whereas the units from category T2 considered the reason ‘uncertain
future plan’ important for not branding their products.

It has also been found that the units from category T2 considered ‘uncertain

future plan’ as important reason for not branding their products
Conclusion

The small industry has to focus more on the product related improvement
including product leadership to increase it share in the market. In the present era
importance of branding can not be ignored which is lacking in case of small
manufacturing units. Branding helps the manufacturers to build image, increases
chances of repeat purchases, increases market share and to compete and serve the
market successfully. Branding of products would also open the new market
opportunities for the small enterprises. The small units need to understand that non
branded products are not encouraged in the market as the markets have become highly

competitive.

Small entrepreneurs should explore the possibilities to enter the foreign
markets such as USA, Australia and European Markets to increase their sales and
turnover. For this purpose, they have to obtain market information on regular basis
without any delay. The industry needs to understand the importance of quick and
accurate market information system to remain in the market. Small manufacturers

should also focus on proper market segmentation for their products by way of market

| SSN 2076-9202

136



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

research. No organizations can survive or serve the market without understanding the

psychology and behaviour of the customers.

It is the time when industry has to generate their own resources asit is
no longer can seek the protection from the Governments. The small units have to meet

al business standards prevalent in the market.
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Abstract

A sectoral mutual fund aims to generate the excess returns focusing on specific
themes or industry sectors. This kind of mutual funds come in the high risk and high
reward category due to the concentration of their portfolio in a particular sector or
industry. In this paper an attempt has been made to measure the performance of
different sectoral funds by using both risk adjusted measures and downside measures
of total 20 open ended and growth schemes belonging to Banking, FMCG, Power,
Pharma and Technology sectors. The risk adjusted measures include Sharpe ratio,
Treynor index and Jenson alpha while the down side risk measures include downside
probability, information ratio and Sortino ratio. The result of the study indicates that
selected FMCG sector funds and banking sector funds outperformed the market index.
These sectoral fund schemes also generated higher positive alphavalues among al the
selected sectoral funds.

Keywords: Sectoral mutual funds, Performance evaluation, Risk adjusted measures,

Downs de measure
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1 Introduction

Mutual Fund is one of the most preferred investment alternatives for the investors as it
offers an opportunity to invest in a diversified, professionally managed portfolio at a
relatively low cost. A Mutual Fund is a trust that pools the savings of a number of
investors who share a common financial goal. Over the past decade, mutual funds
have increasingly become the investor’s vehicle of choice for long-term investing.
The academic literature paid little attention about the sector funds performance
evaluation, as the focus of mutual fund performance evaluation is on more diversified
funds excluding the sectoral funds due to their concentration on specific industry or
investment theme. The investment attractiveness of sectoral funds changes across the
industry and business cycle of economy, as the investment returns from the different
industry sector varies according the business cycle. The current net fund flows to

Indian mutual fund industry can be given by the following chart.

—Industry AUM (Rs trilion)

AUMTRS trillion

Jar=10
Feb-10
Mar-10
Apr-10
- 10
Jun-10
Jul-1o

10
Mov- 10
Cec-10

(& ]
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Chart 1 - Mutual fund industry AUM and net fund flows
(Source: AMFI)

Sector mutual funds are those mutua funds that restrict their investments to a
particular segment or sector of the economy. Also known as thematic funds, these
funds concentrate on one industry such as infrastructure, banking, technology, energy,
real estate, power, heath care, FMCG and pharmaceuticals etc. The idea is to allow
investors to place bets on specific industries or sectors, which have strong growth
potential. Sector funds are actively managed equity funds that are generally

diversified within their respective sector of the economy or market, but not
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well-diversified in the conventional sense because of their narrow industry focus.
These funds tend to be more volatile than funds holding a diversified portfolio of
securities in many industries. Such concentrated portfolios can produce tremendous
gains or losses, depending on whether the chosen sector isin or out of favour. Sectoral
mutual funds come in the high risk high reward category and are not suitable for
investors having low risk appetite. Generally, mutual fund houses avoid launching
sectoral funds as they are seasonal in nature and do well only in cycles. Since these
funds focus on just one sector of the economy, they limit diversification and the fund
manager’s ability to capitalize on other sectors, if the specific sectors aren’t doing
well. Sector funds have a very narrow investment opportunity set, when compared
with the diversified equity funds. The performance of sectoral also linked to the
current business cycle of the economy. Given, the high risk and return profile of
sectoral mutual funds. It would very interesting to evaluate and know the performance

of sectoral mutual fund schemes.

2 Objectives of the study

Indian mutua fund industry is featured by a plethora of mutua fund schemes
consisting of varying portfolio mix, investment objectives and expertise of
professiona fund management. For the small investor, choosing a suitable one is
therefore a complex decision. This present study has the objective of finding out the
necessary facts regarding performance of selected sectoral mutua fund schemes
(growth-oriented and open-ended schemes) which can benefit the investors and fund
managers. The specific objectives of the study are:

a) To evaluate the performance of selected sector specific mutual fund schemes by

using acomprehensive risk adjusted performance measures.

b) To find out those sectoral mutua fund schemes offering the advantages of
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diversification, along with adequate systematic risk compared to market beta risk.
¢) To analyze the excess return per unit of risk evidenced by different sectoral mutual

fund schemes.

3 Review of literature

The portfolio performance evaluation literature is extensive, but highly controversial.
During the past four decades researchers and practitioners across the world have
devoted a considerable attention to study the performance of managed portfolios.
Some of the widely acknowledged measures employed in evaluating the performance
of managed portfolios include the methodologies advocated by Treynor, Sharpe,
Jensen, Fama and others. A few research studies that have influenced the preparation
of this paper substantially are discussed in this section.

Jack L. Treynor (1965) used ‘characteristic line’ for relating expected rate of return of
a fund to the rate of return of a suitable market average. He coined a fund
performance measure taking investment risk into account. Further, to dea with a
portfolio, ‘portfolio-possibility line’ was used to relate expected return to the portfolio
owner’s risk preference. He has suggested a new predictor of mutual fund
performance, one that differs from virtually all those used previously by incorporating
the volatility of afund's return in asimple yet meaningful manner.

The most prominent study by Sharpe, William F. (1966) developed a composite
measure of return and risk. He evaluated 34 open-end mutual funds for the period
1944-63. Reward to variability ratio for each scheme was significantly less than DJIA
and ranged from 0.43 to 0.78. Expense ratio was inversely related with the fund
performance, as correlation coefficient was 0.0505. The results depicted that good
performance was associated with low expense ratio and not with the size. Sample

schemes showed consistency in risk measure. He also suggested a measure for the
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evaluation of portfolio performance. Michael C. Jensen (1967) derived arisk-adjusted
measure of portfolio performance (Jensen’s alpha) that estimates how much a
manager’s forecasting ability contributes to fund’s returns.

Gupta (1974) evaluated the performance of mutua fund industry for the period
1962-71 using Sharpe, Treynor, and Jensen models. All the funds covered under the
study outperformed the market irrespective of the choice of market index. The results
indicated that all the three models provided identical results. Return per unit of risk
varied with the level of volatility assumed and he concluded that, funds with higher
volatility exhibited superior performance.

Sarkar (1991) critically examined mutual fund evaluation methodology and pointed
out that Sharpe and Treynor performance measures ranked mutual funds like inspite
of their differences in terms of risk. The Sharpe and Treynor index could be used to
rank performance of portfolios with different risk levels.

Kae and Uma (1995) conducted a study on the performance of 77 schemes managed
by 8 mutual funds. The study revealed that, growth schemes yielded 47 percent
CAGR, tax-planning schemes 30 percent CAGR followed by balanced schemes with
28 percent CAGR and income schemes with 18 percent CAGR.

Jayadev (1996) evaluated the performance of two growth oriented mutua funds on
the basis of monthly returns compared to benchmark returns over a study period of 21
months. He employed risk-adjusted performance measures suggested by Jensen,
Treynor and Sharpe for evaluation. He found that both the funds were poor in earning
better returns either adopting market timing strategy or in selecting underpriced
securities. Further, the study concluded that the two growth oriented funds have not
performed better in terms of total risk and were not offering advantages of
diversification and professionalism to the investors.

Khorana and Nelling (1997) analyze the performance of 147 sector funds for the
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period 1976-1992. Their results revealed that sector funds perform better than sector
indexes but less well than diversified indexes. They exhibit high idiosyncratic and low
systematic risk. However, the comparison with equity funds is confusing. If the
benchmark is the S& P 500, sector funds underperform equity funds but results change
if the benchmark is a sector index. The authors conclude that sector funds perform
globally as well as equity funds on arisk-adjusted basis.

Singla and Singh (2000) evaluated performance of 12 growth oriented mutual funds
scheme using risk-return relationship models given by Sharpe, Treynor, Jenson and
found that the selected funds reported lower average returns than the market return.
Kallberg, Liu, and Trzcinka (2000) analyzed mutual funds that invest in real estate
investment trusts (REITs), and find that these funds outperform their benchmarks by
an average of two percent a year after paying for the fund expenses and transaction
costs.

Dellva and a. (2001) study the selectivity and the market timing performance for 35
Fidelity sector funds during the period 1989-1998. They used several
benchmark/model/period specifications in order to assess the selectivity and the
market-timing performance of sector funds. Whichever the specification, sector funds
exhibit positive stock picking and negative market-timing abilities.

Muthappan and Damodharan (2006) evaluated the performance of Indian Mutual
Fund schemes in the risk and return framework during the period April 1995 to March
2000 employing Sharpe, Treynor, Jensen, Sharpe differential measure and Famas
components of performance measures. The results indicated that the risk and return of
mutual fund schemes were not in conformity with their investment objectives. The
sample schemes were found to be inadequately diversified. However, the funds were
able to earn higher returns due to selectivity.

Kader and Kuang (2007) examined risk—adjusted performance, selectivity, timing
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ability and performance persistence of thirty Hong Kong mutual funds during August
1995 to July 2005. They employed single factor model, three factor models, Jensen's
apha and Treynor index for evaluating weekly returns of the funds as against the
benchmark, Hong Kong Hang Seng Index. In addition selectivity and timing ability of
fund managers was addressed using Treynor and Mazuy quadratic model. The study
evidenced that the funds underperformed relative to the market. Further, the study
revealed insignificant selectivity and market timing ability.

Sehgal and Jhanwar (2008) evaluated the performance of 60 growth and
growth-income mutual fund schemes in India from January 2000 to December 2004.
They examined both the stock selection skills and the timing abilities of the sample
fund managers and argued that multi-factor benchmarks provide better selectivity and
timing measures compared to oneffactor CAPM as they control for style
characteristics such as size, value and momentum. The study found that the evidence
on selectivity improved marginally when higher frequency data such as daily returns
were used instead of monthly returns.

Despite the obvious importance of sector specific mutual funds, thereis little evidence
on the performance of sector fund managers or sector fund investors in the academic
finance literature. Especially in Indian context, there are few or no research studies
which evaluated the performance of sectoral funds. From the above review of
literature, it was observed that considerable focus has been given on the performance
evaluation of various mutual fund schemes but not on sectoral funds. However, the
present researcher could identify the research gap and differences some extent to
earlier studies and concentrates on the performance evaluation of sectoral mutual
funds by measuring (a) Risk adjusted performance (b) Downside and relative adjusted

performance.
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4 Data and M ethodology

In this study, dataset includes weekly NAV's of select sectoral funds (growth oriented)
as exhibited in Table-1 and the benchmark index, S&P CNX 500 over the period from
March 2010 to February 2011. The S&P CNX 500 is Indias first broad based
benchmark of the Indian capital market representing 95.11% of total market
capitalization and about 94.84% of the tota turnover on the NSE as on March 31,
2010. For this study, S&P CNX 500 have been used as market proxy.

The data for the funds was taken from the web site of Association of Mutual Funds of
India. Further, National Stock Exchange Website is used for obtaining information
about the benchmark index. The bank rate of RBI has been used as a surrogate for risk
free rate of return. Any missing values for the NAV of the sample schemes and for the
index have been excluded to egualize the financial time series data. These values
formed the basis for the study to examine the risk-adjusted performance of the sample
funds. The weekly returns were calculated for the sample funds and the market proxy
using their week end values. The daily returns of the fund and the benchmark were
found out using the formulas respectively. Where, NAV, is the net asset is value of the
fund at timet and NAV.1 isthe net asset value of the fund at timet-1. Similarly, I; and
l..1 are the value of the market proxy at timet and t-1 respectively.

and

This section describes the data and methodology employed to examine the risk
adjusted performance of sector funds. Risk adjusted returns are composite risk - return
measures used to determine whether or not the fund's return earned were sufficient
compared to those earned by similar portfolios and benchmarks exhibiting a similar
level of risk. For better exposition, the task is divided into two sections: measures

based on Modern Portfolio Theory and the measures based on down side and relative
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risk.

Before proceeding to operational formulae, the notations that are used are summarized
here: Rf = Risk-free interest rate; R, = Return from the portfolio; Rm = Return from
the market portfolio; o = Standard deviation of the returns of fund; B = Market risk of
the fund p (beta); P= Number of observations.

Sharperatio: The Sharpe Index (1966) developed by William Shape is probably still
the most widely employed performance measure in practice. It is a reward to
variability ratio and uses the standard deviation as the measure of total risk. All other
things being equal, higher Sharpe Index translate into a higher performance and vice

-versa. Thus Sharpe ratio can be computed as follows.

Treynor ratio: Treynor Index proposed by Jack Treynor (1965) measures the excess
return per unit of systematic risk. It is a reward-to-volatility ratio based on the fact
that preferred portfolio lies on the most counter clockwise ray in the expected
return-beta space. Higher the index, better is the fund performance and vice-versa.
This simply measures a fund manager’s ability to choose investments with higher

rates of return than others with similar values. Thus Treynor ratio can be computed as

Jensen's Alpha: According to Jensen (1986), equilibrium return on a portfolio would
be a benchmark equilibrium return of the portfolio which is correctly priced by the
market with respect to systematic risk of the portfolio. It is a regression of excess fund
return with excess market return and is expressed as: Where Ry, - Ry is the excess
return (the raw return less the risk-free rate) on fund, a is a measure of the aobnormal

performance of fund, B is a measure of the market beta risk for fund; Rm, - Ry is the
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excess return on a benchmark market index; and ‘e’ is a mean zero error term. In this

model, the intercept ¢ ’is the Jensen's measure of the fund manager's ability.

Downside and relative risk measures: The following ratios were used in this study
to measure the downside and relative risk of mutual funds.

Downside Probability = Total number of negative returns in a period/ Total number
of returnsin a period.

Sortino ratio: The Sortino ratio, associated with Dr. Frank Sortino is a modification
of the Sharpe ratio but penalizes only those returns falling below a required rate of
return. The required rate of return is often taken to be the risk free rate of return and
was originally known as the minimum acceptable return. Unlike Sortino ratio, Sharpe
ratio penalizes both upside and downside volatility equally.

The Sortino Ratio = (Compound Period Return - MAR) / Downside Risk
Information ratio: Also known as appraisal ratio, information ratio is a measure of
benchmark relative return gained for taking on benchmark relative risk. To put it
differently, it is the signal-to-noise ratio of a fund manager's forecast reflecting the
divergence between the performance of the fund and benchmark. The information

ratio is calculated as follows:

Where “R” is the portfolio return, ‘Ry’ is the benchmark return, o = E [R — Ry] is the
expected value of the active return, and ® = o is the standard deviation of the active

return, which is an aternate definition of the aforementioned tracking error.
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5 Results and Discussion

The results of risk adjusted performance measures are exhibited in the Table-1. Based
on the aove analysis and results, among the selected schemes higher Sharpe ratios
were found in the FMCG sector funds and banking sector funds. These sectors
outperformed the market index. Figure 1 (Appendix) shows the performance of
different sectoral funds in comparison to S&P CNX 500. It clearly shows that
Banking Sectoral funds and FMCG performed better than the benchmark. While the
Sharpe ratios of entire selected infrastructure fund schemes have negative values
indicating that this sector underperformed the market index. The selected banking,
FMCG and Pharma sector fund schemes recorded positive Treynor ratios, while the
infrastructure and power sector fund schemes recorded negative Treynor values. The
highest Treynor ratio was found in the Reliance banking fund scheme (0.58) followed
by ICICI Prudentia technology fund (0.46) and Franklin FMCG fund (0.42). Beta
values of higher than unity implies higher portfolio risk for the schemes than the
market portfolio, and vice versa. Four schemes namely, Bharati AXA Focused
Infrastructure Fund- Growth, L& T Infrastructure Fund-Growth, Tata Infrastructure
Fund-Growth and Reliance diversified power sector fund were found to be more risky
(beta >1) than the market. Remaining schemes had betain the range of 0.38 to 0.96.
Higher value of R-square shows higher diversification of the schemes portfolio that
can easily contain the market variability. The highest R* value was found in UTI
banking sector fund (0.97) followed by Religare banking fund (0.96) and L&T
Infrastructure fund (0.94). These results indicate that these schemes have reasonably
exploited the diversification strategy for forming their portfolio. Lower values of R?
found in the schemes Tata life sciences and technology fund (0.38) and DSP Black
Rock technology fund (0.66).

Higher alpha values indicate better performance. Among the selected sector funds,
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Reliance banking fund scheme (0.20) recorded the highest apha followed by ICICI
Prudentia technology fund (0.18) and reliance diversified power sector fund (0.11).
The Alpha values of entire selected infrastructure sector fund schemes were negative
in comparison with the bench mark. In addition, two schemes of technology sector
funds Tata life sciences and technology fund and DSP Black Rock technology fund
were also recorded negative alphas. Negative alpha value suggests that the fund
managers lack micro forecasting abilities. A close at these deviations exhibit, inter alia,
the varied equity selectivity abilities of fund managers for different sectoral schemes.
Downside and relativerisk adjusted performance:

The results of Downside and relative risk adjusted performance measures are
exhibited in Table-2. Sortino ratio uses a downside risk as a proxy for risk and the
target return as the hurdle rate as a proxy for return. The selected Banking, FMCG and
Pharma sector fund schemes as well as ICICI Prudential technology fund and Tata life
sciences and technology fund schemes have earned excess return to downside risk.
While the selected infrastructure and power sector fund schemes have negative
Sortino ratio indicating these schemes failed to earn excess return to downside risk.
The highest Sortino ratio was found in ICICI Prudentia technology fund (0.33)
followed by Reliance banking fund (0.28) and ICICI Prudentia FMCG fund (0.28).
Information ratio measures the benchmark relative return gained for taking on
benchmark relative risk. It measures the active investment manager's skill. Among the
entire selected sectoral fund schemes, UTI Energy fund recorded the highest
information ratio (0.20) followed by Reliance banking fund (0.16) and ICICI
Prudential technology fund (0.14). Based the on the results, it was observed that the
selected banking sector and power sector fund schemes have positive information
ratio. While the selected FMCG sector and infrastructure fund schemes have negative

information ratio. The negative information ratio indicates that a fund underperformed
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its benchmark in generating incremental return given the amount of benchmark
relative risk taken to earn it. It also signals that fund managers failed to depart from
benchmark on account of lack of special information, which otherwise would have
resulted in value addition to the benchmark return.

Among al the selected sectors funds, the downside probability of returns is the
highest in infrastructure fund schemes as revealed the results. This was followed by
the power sector and technology sector funds. On the other hand the least downside
probability was observed in the banking sector fund schemes. The highest down side
probability was found in the scheme of Bharati AXA Focused Infrastructure Fund-
Growth scheme (0.50) followed by UTI Energy fund (0.49) and Escorts Power and

Energy fund (0.46).

Table 1: Results of Risk Adjusted Performance Measures Of different Sectoral
fundsin India.

Scheme Name
Banking Sector Funds Standard Sharpe Treynor Jenson
R-square Beta
Deviation Ratio Ratio Alpha
Religare Banking Fund-Growth 312 0.96 0.91 0.11 0.37 0.01
Reliance Banking Fund-Growth 314 0.88 0.87 0.16 0.58 0.20
UTI Banking sector Fund-Growth 313 0.97 0.92 0.11 0.37 0.02
FM CG Sector Funds Standard Sharpe Treynor Jenson
R-square Beta
Deviation Ratio Ratio Alpha
Franklin FMCG Fund-Growth 2.23 0.68 0.76 0.16 0.42 0.06
ICICI Prudential FMCG-Growth 2.02 0.74 0.80 0.15 0.39 0.03
SBI Magnum FMCG 210 0.70 0.77 0.19 0.37 0.08
Infrastructure sector Funds Standard Sharpe Treynor Jenson
R-square Beta
Deviation Ratio Ratio Alpha
Bharati AXA Focused | nfrastructure Fund- Growth 274 0.85 111 -0.13 -0.32 -0.41
Birla sun life I nfrastructure Fund- Plan A- Growth 2.39 0.92 0.99 -0.06 -0.14 -0.19
L&T Infrastructure Fund-Growth 248 0.94 1.03 -0.08 -0.19 -0.26
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ICICI Prudential I nfrastructure Fund-Growth 214 0.92 0.88 -0.02 -0.05 -0.09
Tata I nfrastructure Fund-Growth 2.38 0.95 1.01 -0.04 -0.11 -0.16
Power Sector Funds Standard Sharpe Treynor Jenson
R-square Beta
Deviation Ratio Ratio Alpha
Escorts Power and Energy Fund-Growth 2.39 0.79 0.95 -0.14 -0.36 0.02
Reliance Diversified Power sector Fund-Growth 2.50 0.85 1.03 -0.11 -0.26 0.11
UTI Energy Fund-Growth 191 0.82 0.77 -0.10 -0.25 0.10
Pharma Sector Funds Standard Sharpe Treynor Jenson
R-square Beta
Deviation Ratio Ratio Alpha
Franklin Pharma Fund-Growth 1.70 0.86 0.75 0.16 0.36 0.07
Reliance Pharma Fund-Growth 1.93 0.79 0.82 0.10 0.25 0.01
SBI Magnum Sector Unberlla-Growth 1.93 0.84 0.83 0.13 0.30 0.04
Technology Sector Funds Standard Sharpe Treynor Jenson
R-square Beta
Deviation Ratio Ratio Alpha
Tata Life sciences and Technology fund-Growth 1.82 0.38 0.46 0.019 0.07 -0.08
DSP Black Rock Technology.com Fund- Growth 212 0.66 0.72 -0.01 -0.04 -0.21
ICICI Prudential Technology Fund-growth 242 0.80 0.89 0.17 0.46 0.18

# Ratios have been calculated taking one-year weekly rolling, risk free being 5.5%

Table 2: Results of downside and relative Risk Adjusted performance M easures
of different sectoral fundsin India.

Scheme Name

Banking Sector Funds Downside Probability Information Ratio Sortino Ratio
Religare Banking Fund-Growth 0.38 0.02 0.18
Reliance Banking Fund-Growth 0.38 0.16 0.28

UTI Banking sector Fund-Growth 0.38 0.04 0.18

FM CG Sector Funds Downside Probability Information Ratio Sortino Ratio
Franklin FMCG Fund-Growth 0.38 -0.01 0.27
ICICI Prudertial FMCG-Growth 0.40 -0.01 0.28

SBI MagnumFMCG 0.42 -0.01 0.25
Infrastrucutre sector Funds Downside Probability Information Ratio Sortino Ratio
Bharati AXA Focused | nfrastructure Fund- Growth 0.50 -0.28 -0.19
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Birla sun life I nfrastructure Fund- Plan A- Growth 0.42 -0.267 -0.09
L&T Infrastructure Fund-Growth 0.44 -0.42 -0.12
ICICI Prudential | nfrastructure Fund-Growth 0.44 -0.12 -0.03
Tata I nfrasturcture Fund-Growth 0.44 -0.25 -0.07
Power Sector Funds Downside Probability Information Ratio Sortino Ratio
Escorts Power and Energy Fund-Growth 0.46 0.04 -0.20
Reliance Diversified Power sector Fund-Growth 0.44 0.12 -0.16
UTI Erergy Fund-Growth 0.49 0.20 -0.15
Pharma Sector Funds Downside Probability Information Ratio Sortino Ratio
Franklin Pharma Fund-Growth 0.38 0.03 0.27
Reliance Pharma Fund-Growth 0.42 -0.03 0.19
SBI Magnum Sector Unberlla-Growth 0.39 0.02 0.23
Technology Sector Funds Downside Probability Information Ratio Sortino Ratio
Tata Life sciences and Technology fund-Growth 0.40 -0.10 0.02
DSP Black Rock Technology.com Fund- Growth 044 -0.19 -0.02
ICICI Prudertial Technology Fund-growth 0.39 0.14 0.33

# Ratios have been calculated taking one-year weekly rolling, risk free being 5.5%

6 Conclusion

This paper aims to the measure the performance of different sectoral funds by using
both risk adjusted measures and downside measures of total twenty open ended and
growth schemes of different sectors such as Banking, FMCG, Power, Pharma and
Technology sectors. The result of the study indicates that selected FMCG sector funds
and banking sector funds outperformed the market index. These sectoral fund
schemes also generated higher positive alpha values among all the selected sectoral
funds. While the infrastructure sector fund schemes have underperformed the market
index. It was found that selected infrastructure sector fund schemes were the worst
performing under both risk adjusted and downside risk measures. Overall, the selected

banking and FMCG Sector fund schemes performance ranked high on the basis of
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both risk adjusted performance as well as downside risk measures. While, the selected
Infrastructure sector fund schemes are ranked least on all performance measures
followed by the Technology sector funds. While the performance of Pharma sector

funds was ranked medium and found in between these two categories.
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Abstract

This research study investigates the seven factors of customer switching behavior in

private bank industry of India. These factors are price, reputation, service quality,

effective advertising competition, involuntary switching, distance and switching cost.

Two major objectives were fulfilled in the study and for this purpose, in first objective

seven hypotheses were tested and for second objective marginal effects of seven

factors were analyze. Zheng (2009) study questionnaire tool were employed and 196

respondents were take part in survey. Positive relationship found in unfavorable

perception of price/ reputation/ service quality/ effective advertising/ distance and

customers’ switching banks and negative relationship established in involuntary

| SSN 2076-9202

156



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

switching and switching cost and customers’ switching banks. Distance ranked most

important factor for customer switching and involuntary switching grade least

important.

Keywords. Customer satisfaction; Service Marketing; Retail banking; Price;

Advertising;

SERVQUAL; India

1. Introduction

Old Japanese quote ‘Okyaku-sama wa kami-sama desu” which means

‘customer is God’ sound right for businesses. As they provide the revenue, recognition,

reason to existence or even they can stop or cut business operations if they start to

appreciate competitor. The companies have to develop new business strategies based

on customer-driven value creation to improve productivity and profitability in the new

service competition (Grénroos 2000). Clemes et al. (2007) wrote in research study

that, new competitors emerged in market with new technologies and strategies,

boosting the chances of tough time. With the intense competition and increasing

globalization of the financial markets, building customer loyalty has become a critical

strategy for most financial institutions (Zheng, 2009). Healthy competition is

beneficial for customers but can be depress factor for businesses. As Khan et al. (2010)

suggested that customer is the reason of revenue generation; on the other hand,
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switching and loyalty of customer generally are two opposite split ends for future

profit realization for any company. For the success of businesses loyal customers or

retain customers are the main revenue source and their toggle from using particular

businesses or services can hurt the performance. Blodgett & Granbois (1992) posited

that customers seem to change both their overall behavior and their perceptions about

service quality during a long-term relationship, as their perception is influenced by

factors that provoke a dynamic behavior. This perception affects the loyalty and

initiates the switching behavior into the most influential resource of business.

According to Oyeniyi & Abiodun (2010) customer switching incurred by

buyers for stop transaction relationships and initiating a new relation with some other

business. Customer switching is negatively related to loyalty of customer with

particular product or service. Loyaty normally establishes a stable relationship with

an organization compared to non-loyal customers (Zeithaml, et. al, 1996). customers

On the other hand, Jones and Sasser (1995) elucidated that a satisfied customer will

return for arepurchase.

Banking is the most leading sector of the financial system and plays an

essential role in the development and expansion of an economy by offer services such

as investment/ managing funds and loans As perspective of India, Balasubramanian

(2007) illustrated that,
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‘Private sector bank plays an important role in
development of Indian economy. The Indian
banking industry was dominated by public
sector banks. Foreign banks also were permitted
to enter Indian banking industry. But now the
situations have changed new generation banks
with used of technology and professional
management has gained a reasonable position in
the banking industry. The new generation private
sector bank has best used the technology, utilize

the manpower in an effective manner.’

For the perspective of banking industry importance as relation with customers, Zhang

(2009) study employed to analyze the factors affecting the customer switching of

banking industry of India.

1.2 Research Purpose and Objectives

This study will find the switching behavior factors’ effect as Zheng (2009) study in

private banking industry of India. The main research objectives of this study are:

i. To identify the factors that influence customers switching in the retail banking

industry of India.

ii. To determine the most important factor that influence customers switching behavior

in the retail banking industry of India

iii. To determine the least important factor that influence customers switching

behavior in the retail banking industry of India.

2. Literature Review
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Zhang (2009) study covers price, reputation, service quality, advertising, involuntary

switching, distance and switching cost. The price is a fundamental part of the whole

service/ product mix and makes consumer expectations about quality of service/

product he/ she going to receive. According to Lam & Lam (2000) economy/ industry/

business dependent on trading and trading is often dependent on price. Price is

becoming more and more important for every company especially where competition

is intense. Stewart (1998) illustrated that price sensitivity makes important impact on

customers switching decisions. In the financial service industry, price has wider

implications than in other services industries because money is matter in money issues

(Gerrard & Cunningham, 2004). Pricing strategies can build customer satisfaction and

retention links. Naveed et al. (2010) study on banking industry of Pakistan revealed

positive relationship between an unfavorable perception of price and customers’

switching banks.

Reputation has been described an identity of a business in the mind of

customer. Reputation is a key asset to firms as it is valuable, distinctive, difficult to

duplicate, non-substitutable, and provides the firm with a sustainable competitive

advantage (Wang et al., 2003) and plays a key part in measuring customer satisfaction

(Naveed et al. 2010). It is an important and intangible resource that can significantly

contribute to afirm's performance and its survival (Rao, 1994). Businesses judged by
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stakeholders from the first day as they enter into the market. Gibbs et a. (2009)

suggested that further reputation is important and customers give more weight to the

reputation. Bloemer et al. (1998) study results revealed that image is indirectly related

to bank loyalty via perceived quality. Naveed et al. (2010) study on banking industry

of Pakistan illustrated positive relationship between unfavorable bank reputation and

customers switching banks.

Service can’t be transfer or store and intangibility is the key feature of it.

Gronross, (1988) exemplified that service simultaneously experiences at the time of

occurrence of production and consumption. The banks understand that customers will

be loyal if they can produce greater value than competitors (Dawes and Swailes,

1999). High quality of service leads to customer satisfaction and loyalty and greater

willingness to suggest and or recommend to someone else, reduction in customer

complaints, and improved customer retention rates to a great extent (Zeithaml et al.,

1996). In present competitive banking environment, most of the banks offer the same

or similar products around the world and service quality is a vital means to

differentiate them in the market place.

It has been reported that more than 70% of the defection of customers in the

financial services sector is due to dissatisfaction with the quality of services delivered

(Bowen and Hedges 1993). Naveed et a posit that positive relationship between
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unfavorable good service quality and customers switching banks.

To judge service quality SERVQUAL scale used widely by researchers in

academic and applied research settings (Naveed et a. 2010). SERVQUAL scale has

five components, tangibles, reliability, responsiveness, assurance and empathy. Zhang

(2009), describes ‘tangible’ are physical facilities and amenities, equipment, and

appearance of staff/ personnel, ‘reliability’ is the capability to carry out the promised

service dependably and accurately, ‘responsiveness’ is the motivation to help

customers and endorse service, ‘assurance’ is knowledge and courtesy of employees

and ability to inspire trust and confidence, and ‘empathy’ is caring such as

individualized attention and consideration which the employees provide for its

customers. Studies of (Avikiran, 1994; Ennew & Bink, 1996; Donthu and Yoo, 1998;

Furrer et a., 2000; Fragata & Muioz-Gallego, 2010; Naveed et a. 2010) used the

SERVEQUAL scale to analyze the banks and other businesses services level.

The magnitude of communications for increasing the sales by acquiring a

brand image and increasing has been budding for companies. Advertising is one of the

modes of the communication for business. The main aim of advertising is to sell; it

helps business, as well as the economy, to prosper and makes the consumer aware of

the various choices that are available (Zvomuya, 2011). Any paid form non persona

presentation and promotion of ideas, goods or services by an identified sponsor
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(Kotler & Armstrong, 2003). Cengiz et al. (2007) studied on banks’ customer behavior

of banks in Turkey and Naveed et al. (2010) finds that advertising improves and

amplifies the banks’ customer loyalty and helps in retaining customers.

Factors like (change of job/ house, illness), which uncontrollable for

businesses or customers which enforced customer(s) to switch called ‘involuntary

switching’. According to N’Goala (2006), the lack of customer’s calculative

relationship commitment influenced the consumers’ switching. A change in the bank

(closing) or customer (move) situation or the opening of competitors’ new branches

closer to customers’ homes or workplaces seem to be seen as opportunities to switch

to another service provider and to recover more freedom and independence, as it was

previously demonstrated in the resource dependence theory (Pfeffer and Salancik,

1978). Naveed et al. (2010) posit that involuntary switching factors affect customers

switching banks. Ganesh et. al, (2000) and found involuntary switching, the most

common switching behavior of customers.

In today’s daily life customer prefer his preferred brands/ products/ services

near to his home or job location, so distance really matter. Convenient, easy and near

location could be the first priority for many customers and they forge the other crucial

point of service (Naveed et al. 2010). Levesque & McDougall (1996) gave their view

about the distance that convenience also contributed positively to customer
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satisfaction. Kraut et al. (1990) found that public located nearer in a building was
more likely to collaborate. Chigppori et al. (1995) found that geographic
transportation costs incurred by consumers as an important constituent of banking
competition. Brevoort & Wolken (2008) suggested the close proximity of firms and
their financial service suppliers, as well as the frequent use of in person interaction,
suggest that the importance of geographic proximity remains. Naveed et a. (2010)
found positive relationship between unfavorable perception of distance and customers
switching banks.

Matthews & Murray (2007) referred switching cost as all financial and
non-financial cost occurred in changing suppliers. Switching costs arise from avariety
of factors, including the general nature of the product, the characteristics of customers
that firms attract, or deliberate strategies and investments by product and service
providers (Chen & Hitt, 2002). Consumer switching costs may have important
implications for issues arising in macroeconomics international economics and reduce
the product variety available to consumers by reducing firms incentives to
differentiate their products in any real (functional) way (Klemperer, 1995). Naveed et
al. (2010) showed negative relationship between high switching costs and customers
switching bank.

3. Research M ethodol ogy
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3.1 Theoretical Framework & Objective of the study
Seven factors considered to analyze their effect/ affect, most significant factor
to least significant factor and most important factor and least important factor on

customers switching in banking industry of India as examined in Zhang (2009) study.

3.2 The Research Framework:
Factors Customer Switching

(IVS) (DV)

Price

Reputation

Service Quality

M ost Significant

Effective Advertising Or

Competition L east Significant

CAantAr

Involuntary
Switchina

Distance

| SSN 2076-9202

165



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

Switching Cost

3.3 Hypotheses Development

The hypotheses are develop by the help of Zheng (2009) and Naveed et al. (2010)

studies

H1: There is a positive relationship between an unfavorable perception of price and

customers’ switching banks.

H2: There is a positive relationship between unfavorable bank reputation and

customers’ switching banks.

H3: There is a positive relationship between unfavorable good service quality and

customers’ switching banks.

H4: There is a positive relationship between effective advertising competition and

customers’ switching banks.

H5: Involuntary switching factors affect customers switching banks.

H6: There is a positive relationship between unfavorable perception of distance and

customers’ switching banks.

H7: There is a negative relationship between high switching costs and customers’

switching banks.

3.4 Sampling and Data Collection Procedure
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To attain the research objective a self administrative survey which employed in Zheng
(2009) was conducted in Nashik District, where 23 maor private banks and their
branches covered in the study. The data was collected through a convenience sample
method, in which respondents were selected randomly. This survey took 31 days to
complete in which 358 questionnaires were randomly distributed out of which 211
were returned and 196 were find appropriate for analysis with the response rate of
54.75%. Questionnaires were collected through field survey and questionnaires were
also send and received by using email service.

4. Research Findings

4.1 Descriptiveresults

The overall profile of the participating respondents demographic characteristics is
presented in banks.

Table 1. Respondent background

Frequency Percentage
Switch within last 3 year:
Yes 76 38.78%
No 120 61.22%

Gender:
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Mae 145 73.98%

Female ol 26.02%
Age:

36 to 45 years 71 36.22%

26to 35years 59 30.10% 56 to
65 years 32 16.33%

46 to 55 years 21 10.713%

18to 25 years 09 04.59%

66 to75 years 09 04.59%

76+ years 05 02.55%
Education:

Bachelor Degree 102 52.04%

Postgraduate Degree 51 26.02%

High School Education 19 09.69%

Diploma& Certificated 09 04.59% Middle School
Education 03 01.53%

Primary Education 02 01.02%

Other - -
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Occupation:
Professional 67 34.18%.
Government Servants 49 25.00%
Self employed 45 22.96%
Students 27 13.78%
Unemployed 05 02.55%
Retired 03 01.53%
Other - 0.66%
I ncome:
18,334-28,333 INR/ month 65 33.63% 28,334-38,333
INR/ month 43 21.94%
8,333-18,333 INR/ month 49 25.00%
58,334-68,333 INR/ month 15 07.65%
38,334-48,333 INR/ month 12 06.12%
48,334-58,333 INR/ month 12 06.12%

4.2 Results Pertaining to Resear ch Objective One (Hypotheses 1 through 7)

Logistic regression analysis was used to satisfy Research Objective One. The Table-3

shows the logistic regression results. All predicted factors are statistically significant
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(Chi-Square = 222.05, P value = 0.000, Degree of Freedom = 20). Table 5.3: The

Table. 2. Logistic Regression Results for Influencing Factors

Factors B SE Sig.
. 0.5703 0.011 | 0.0000**
Price
. 0.5830 0.129 | 0.0000**
Reputation
i i 0.2480 0.176 | 0.0000**
Service Quality
. - 0.6329 0.148 | 0.0000**
Effective Advertising
Competition
o -0.4222 0.162 | 0.0000**
Involuntary Switching,
) 0.7395 0.144 | 0.0000**
Distance
o -0.5463 0.158 | 0.0000**
Switching Cost

** Significant at 0.05 level

Consequently, Hypotheses 1 to 7 are summarized in the following table

Table 3: Hypotheses testing

Summary of Hypotheses Testing Results Hypotheses Result

H1: There is a positive relationship between an unfavorable

perception of price and customers’ switching banks. Accept

H2: There is a positive relationship between unfavorable

bank reputation and customers’ switching banks. Accept
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H3: There is a positive relationship between unfavorable

good service quality and customers’ switching banks. Accept

H4: There is a positive relationship between effective

advertising competition and customers’ switching banks. Accept

H5: Involuntary switching factors affect customers’

switching banks. Accept

H6: There is a positive relationship between unfavorable

perception of distance and customers’ switching banks. Accept

H7: There is anegative relationship between high switching

costs and customers’ switching banks. Accept

As shown in table 2 the coefficient value (0.05 level of significance) for all factors

Price, Reputation, Service Quality, Effective Advertising Competition, Involuntary

Switching, Distance, and Switching Costs are significant. So its shows that all factors

make influence on customer switching. In H1 (price), H2 (Reputation), H3 (Service

Quality), H4 (between effective advertising competition) and H6 (distance) price

factor positively influences customer switching behavior. H5 (Involuntary Switching)

and H7 (High Switching Cost) projected that negative relationships align between

customers switching behavior and impact factors. .

Resear ch Pertaining to Resear ch Objective Two & Three
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Table 3 shows the outcome of research objective two and three by margina effect of

sengitivity analysis.

Table. 3. Marginal Effects of Customers Switching Behavior

Ranking Factors’ Name Marginal
effect

0.1863
1 Distance

-0.1729
2 Effective Advertising

Competition

-0.1669
3 Service Quality

-0.0973
4 Reputation

0.0836
5 Price

-0.0541
6 Switching Cost

-0.0445
7 Involuntary Switching

The marginal effects table 3 demonstrates that ‘distance’ factor making the maximum

effect by probability of 18.6% that a customer will switch bank if distance increases.

Furthermore, the figure confirms that second highest impact maker is effective

advertising competition and a unit decreases in effective advertising competition will

results 17.3% probability that a customer will switch bank. Third highest impact
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maker is service quality which has 16.7% probability that a customer will switch bank
if a unit decrease in it. At rank 4™, the reputation factor illustrated in list that 8.36%
probability for customer will switch if a unit decrease in it. The price factor, switching
cost factor and involuntary switching ranked 5th, 6th and 7" respectively.

5. Conclusion & Recommendations

Findings of study shows that customer switching is dependent on the
appropriate price according to market, reputation of particular bank in the eyes of
customers/ family/ colleagues, excellent service quality, effective advertising
campaign, appropriate distance, involuntary switching situation and easiness and
tolerable switching cost.

Banks can avoid or minimize the customer switching by applying the
strategies according to competition to concentrate on factors like price, reputation,
service quality, effective advertising, distance, involuntary switching and switching
cost. Every bank can’t be fulfill the requirement of every factor so they should
concentrate on their strong areas and consider that as their competitive advantage over
their competitors.

In objective two, the respondents choose the distance, advertising and service
guality as the most important/ significant factors which can enforce them to switch
their bank. So these three are the main factor where every bank should concentrate to
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avoid loosing the customers.
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ABSTRACT

Failure to recognize undesirable outputs under states the cost efficiency of a
decision making unit, in this case a commercial bank. Price inefficiency is found
pervading the public, private and foreign sector banks as they fail to procure their
inputs at constant prices. Non-performing assets (NPA) is an undesirable output that
harms the performance of a commercial bank. This study decomposes economic
efficiency of 63 commercial banks into the product of price, risk and Farrell input cost
efficiency.

The foreign sector banks operate relatively in a risk free environment but at
relatively high price inefficiency. The public sector banks operate at a relatively high

risk environment.
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1. INTRODUCTION:

Price inefficiency is a common factor of every input and output market of
decision making units. Owing to a number of reasons production units employing
similar inputs to produce similar outputs procure their inputs at prices variable over
DMUs, and market their outputs at variable prices. This environment prevails in
financial markets such as commercial banks where funds are traded. Commercial
banks funds buying and selling are vulnerable due to interception of money policies of
Reserve Bank of India, and fiscal policies of the government. To reduce inflation rate
government’s expenditure is reduced, cash revenue ratio (CRR) is increased and fund
buying rates of interest are increased. To counter recession things above are reversed.

Deposit mobilization and lending are two prime activities of every commercial
bank. The later activity produces valuable as well as non-performing assets.

Banks are modeled differently by analysts viewing them as financial intermediaries
between depositors and borrowers, producers of deposits and loans and non-interest
income combining inputs like staff, fixed assets (comprised of premises, information

technology and non-interest expenses), where deposits and loans proxy services to

| SSN 2076-9202

179



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

customers partly.

Banks can be modeled similarly under ‘user cost approach’ which determines
whether afinancial product is an input or output on the basis of its net contribution to
bank’s revenue. If returns on a financial product exceed the opportunity cost then it is
treated as output, otherwise input, as such NPA may be treated as ‘input’.

The objective of this study is to treat non-performing assets as an undesirable
output and to measure its impact on input cost efficiency of a decision making unit, in
the present case acommercial bank.

Suppose a commercia bank employs m-inputs to produce s-desirable outputs
and one undesirable output, viz., non-performing assets (NPA), which we shall denote
by u, . Treating the additive inverse of u, asadesirable output is atransformation.

To measure efficiency of decision making units, Charnes et.al (1978), for the
first time introduced a multiplier problem. But the roots of this method were found in

the seminal contributions of Farrell (1957) and Shepherd (1970).

2. Data Envelopment Models:

A variant of CCR multiplier problem in the present context is,

s
Max Z = zururo — HsaUyp

r=1

subject to
mo 1
zui Xp=1 ®
i=1
DU, —=> v x; <0, j=12,...,n
r=1 i=1
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The objective function measures input technical efficiency. The dua of the multiplier

problem is the following DEA problem:

A, =Min A

subject to
27\4] XIJ S)LXiO ’ i:1,2,...,m """""""""" (2)
j=1

n
DUy 2u,, r=12...s
i1

n
D AUy < Uy
i1

Due to dudlity between the two problems the extremities of the objective functions are

equal. The envelopment problem treats undesirable output as non-discretionary input

whose control is not in the hand of bank management.
If NPA are ignored the envelopment problem takes the form,

Ay =Min A
subject to

n
Zx,.xij <X,
=1

n
DUy = U
i1

A, >0

Clearly, &, <A,

Failure to recognize undesirable output under estimates input technical efficiency.

Fare et.al (1985) formulated a linear programming problem to assess input cost

efficiency of decision making units. In the absence of NPA, factor minimal cost can

be obtained solving the following linear programming problem:
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Q(umpo) = Mxinzpioxi
i=1
subject to

DX <X, 1=12..,m
j=1

n
ZKjurj >u,, r=12...,s
=1

The factor minimal cost in the presence of NPA can be estimated solving the linear

programming problem:

Q(um_ubo’ po)= Min Z P X;
i=1

subject to

S AUy < Uy
r >0
------------------- (5)
Clearly,
Q(Ug, Py ) < QUg—Up, Py)
R R

A commercial bank achieves price efficiency if it procures its inputs at minimum

prices. These minimum prices can be picked up from the observed prices faced by the

banks in competition.

Let p™ =Minp;, i=12...m

Kj<n
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These prices were used by A.S.Camanho and R.G.Dyson (2008) in an attempt to
estimate price or market efficiency of decision making units.
A commercial bank with zero NPA, procures inputs at minimum prices, its factor

minimal cost at these prices is,

Qlup™ )= Min 3"px
i=1
subject to
Zn:k,-xij <X, L, 1=12,...,Mm s (6)
j=1
Zn:kjurj >2u, , r=12...,s
j=1

A, >0

This cost is incurred under the most ideal conditions, which can be decomposed as

follows:
Q(uo’ p™ ) Z(Q(uo’ p™ )j ( Q(Uo’po) j Q(uo’_ubo,po)
Spax, | AorPo) J{Qotiape) | S
i=1 i=1
1 % measures price efficiency.
0'Mo
2. Qf(uol;poz) , measures risk factor dueto NPA.
0 Yo Mo
3. M , measures efficiency attributable to Farrell cost measure.
Zpioxio
i=1
Qluo,P™ )< Q(Ug,Po) < QUgUpPo) € D PoXp e @
i=1

Banker and Morey (1986) discussed the impact of non-discretionary inputs on
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efficiency of decision making units. Let us consider a variation of (1) and (2) and

denotethemas (') and (2).

s
Max Zururo_usﬂubo
r=1

subject to

S m
DUy —vg Uy — > v x; <0, j=12,...,n
r=1 i=1

Zui Xip =1

i=1

u, e r=12...,s
v, >¢g, 1=12....,m

The dual version of the above problem is,

Min e-g[isi +Zslsjj
i=1

r=1
subject to

n
DA X+ =Xp0, i=12...,m
=1
n
N
D AU, -s =Ug, r=12..5s
=1
n
D AUy +S, = Uy
=1

A, >0, j=12,...,n

The input variables in the control of management are discretionary inputs.
Non-discretionary variables are exogenously fixed.

Except 6 al variables are constrained to be non-negative, e >0 implies that the
slack variables are to be handled at a second stage where, they are maximized in a

manner that does not disturb the previously determined first stage minimization of 6

to achieve 6=0". s, is not included in the objective function, therefore s,
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does not enter directly into the efficiency measure. They can, nevertheless, affect the
efficiency evaluations by virtue of their presence in the constraints.

Since the extremities of the objective functions are equal we write,

o —?{Zsi* +ZS?*j =D U —Hlyy e (8)
i=1 r=1

r=1

If the last constraint in (2') is equality, then 5" =0, which implies due to

complementary slackness theorem, s, u_,, =0. If p_,, is positive an increase in

NPA will reduce input technical efficiency.

Q(UO’_ub’p0)= l\/lxinZ:p?xi
Subject to ZMXU <X

i

D AUy = Uy

i

ijzl

Taking NPA into account as undesirable output, or non-discretionary input, Farrell

cost efficiency is expressed as,

Q(um_uw po)

zpiOXiO

Farrell Cost Efficiency

3. DATA

The first and most important step in data envelopment analysis is specification of
inputs and outputs. The analyst shall be parsimonious while he adds inputs and
outputs to DEA data list. DEA looses discriminatory power in the presence of too
many inputs and outputs with which a commercial bank is modeled, since a greater
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proportion of banks emerge with 100% efficiency score. Alternatively, too small a
number of inputs and outputs fail to model the financial institution adequately.
While exercising parsimony the analyst shall be cautious that the input and output
selection is suitable to fulfill his objectives.

The data used in the present study are collected from Reserve Bank of India
Bulletins (2007). Number of employees and fixed assets are inputs. Deposits are one
output variable, but several studies do exist which considered this as an input variable.
However, this study views collection of deposits a resource consuming activity, so
that it has an ‘output’ status. Loans and advances are another output variable and we
avoided selecting interest income as an output because, loans and advances and
interest income are heavily correlated ( r = 0.997) which is very highly significant.
Further, the underlying linear relationship posses ‘zero’ intercept. Therefore, in
addition to loans and advances, if non-interest income is used as an output, the
efficiency distribution is found to be relatively stable. Bank’s inputs do produce
non-interest income due to diversifying activities different from deposit collection and
advancing loans. Non-interest income is chosen as an output variable.

A commercial bank’s investments, for example, in government securities, mutual
funds etc., is another output variable. Activities of a commercial bank create
non-performing assets (NPA), which are chosen as undesirable output. The ‘user cost
approach’ identify NPA as input since returns from them are less than their
opportunity cost. This study views NPA as a non-discretionary input whose shocks are
assumed exogenous to commercial bank’s  performance.

The input and output data are collected from balance sheets submitted by the
commercial banks to the Reserve Bank of India

Total wage bill of abank is divided by the number of employees to arrive at wage

rate. Cost of funds proxy the unit price of fixed assets.
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4. Empirical Analysis

Failure to recognize non-performing assets in cost efficiency assessment, under
estimates factor minimal cost, consequently the Farrell cost efficiency. NPA measures
the risk factor of commercial banks. It does not upset cost efficiency uniformly the
public, private and foreign sector banks. Imputing a negative weight an undesirable
output in CCR multiplier problem, reflects the status of this variable as a
non-discretionary input whose variation is capable to influence not only the input
technical efficiency, but also the input cost efficiency.

The most idealistic situation at a bank can operate is that its prices are

minimum, no NPA prevails and factors of production minimize cost of production.

Consequently, the cost incurred may be expressed as, Q(uo,p”“”), where

u, and p™ are the output vector and minimum (market efficient) price vector

respectively. For any commercial bank the factor minimal cost at ruling prices is

Q(uy, Po), in the absence of NPA, which is larger than Q(u,, p™ ). The ratio

QU P™ )/Q(u,, p,) Measures the price efficiency of the targeted commercial bank.

The following table displays factor minimal costs under different hypotheses and the
observed cost for 63 commercial banks.

No commercial bank operated procuring its inputs at minimum prices. The mean price
efficiency revealed that the private commercial banks hired employee services and
created fixed assets at relatively lower prices compared to the public and foreign
sector banks. The price efficiency score is the poorest for the foreign sector banks,

implying that what it paid to the factors that it has employed is considerably higher.

Price efficiency

| SSN 2076-9202

187



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

Coefficient
Sector Minimum | Maximum | Mean | Standard Deviation
of Variation
Public Sector Banks 0.3963 0.6568 0.4827 0.0598 12.3913
Private Sector Banks 0.2713 0.9316 0.5141 0.1605 31.2217
Foreign Sector Banks 0.0451 0.6997 0.2190 0.1736 79.2385

It is always desirous to know the extent by which NPA harms the performance of a
commercia bank. Inclusion of NPA as an undesirable output (or non-discretionary
input or quasy fixed input) dramatically increased the factor minimal cost. The ratio
Q(Uy, Py )/Q(Ug,—Uy,, P,) Measures the risk factor due to NPA, and larger scores
imply lower risk. The mean of this ratio is largest for foreign sector banks (=0.8238).
Risk factor as revealed by the ratio Q(u,,p,)/Q(Uy,—Uy.P,) IS larger in public
sector banks compared to the foreign and private sector banks.

Risk Efficiency

Coefficient
Sector Minimum | Maximum | Mean | Standard Deviation
of Variation
Public Sector Banks 0.2305 0.6627 0.5630 0.0763 135470
Private Sector Banks 0.5404 1.0000 0.6861 0.1426 20.7831
Foreign Sector Banks 0.5602 1.0000 0.8238 0.1882 22.8433

The ratio Q(u,,~U,P,) ZpioxiO measures the traditional Farrell cost efficiency.

i=1

Failure to include NPA under estimates the cost efficiency of a commercia bank,

since,

Q(UO' po)S Q(UO'_ubO'pO)

Among nationalized banks the State Bank of India and the IDBI Ltd are the only
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banks which enjoy cost efficiency. The Bank of Tokyo-Mitsubishi, Citi Bank,
Deutsche Bank and JB Morgan Chase Bank are Farrell cost efficient among foreign
sector banks.

The ICICI Bank emerges to be the only Farrell cost efficient bank among 23 private

sector banks.
Farrell Cost Efficiency
Coefficient
Sector Minimum | Maximum | Mean | Standard Deviation

of Variation
Public Sector Banks 0.3172 1.0000 0.4908 0.1677 34.1648
Private Sector Banks 0.0563 1.0000 0.4222 0.2357 55.8331
Foreign Sector Banks 0.2087 1.0000 0.7032 0.3027 43,0368

The following table displays price, risk and cost efficiency scores individually for 63

Indian commercial banks comprising public, private and foreign sector banks:

o Qupp™)  Qluypy) | AotinPo)
Bank Name Qug,Py) Q(uo ’_Ubo,po) le PioXio
i

U

Nationalized Banks
1 State Bank of India 0.41%4 0.2305 1.0000
2 State Bank Bikaner & Jaipur 0.4188 0.6029 0.3826
3 State Bank of Hyderabad 0.4491 0.5735 0.5180
4 State Bank of Indore 0.5023 0.6211 0.4878
5 State Bank of Mysore 0.4899 0.6145 0.3630
6 State Bank of Patida 0.4900 0.6024 0.5589
7 State Bank of Saurashtra 0.5735 0.5901 0.3471
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8 State Bank of Travancore 0.5140 0.5998 0.4269
9 Allahabad Bank 0.5548 0.5622 0.4607
10 | AndhraBank 0.4421 0.5779 0.4750
11 | Bank of Baroda 0.3963 0.5744 0.5119
12 | Bankof India 0.4388 0.5879 0.4589
13 | Bank of Maharashtra 0.5084 05734 0.3915
14 | CanaraBank 0.6568 0.4193 0.4755
15 | Centra Bank of India 0.5623 0.5382 0.3467
16 | Corporation Bank 0.5228 0.5835 0.5697
17 | DenaBank 0.4601 0.5779 0.4161
18 | IDBI Ltd. 0.4786 0.6627 1.0000
19 | IndianBank 0.4178 0.5551 0.3512
20 | Indian Overseas Bank 0.4173 0.5812 0.4553
21 | Oriental Bank of Commerce 0.4764 0.5676 0.7029
22 | Punjab & Sind Bank 0.4372 0.5604 0.3172
23 | Punjab National Bank 0.4399 0.5827 0.3862
24 | Syndicate Bank 0.4336 0.5597 0.5119
25 | UCO Bank 0.5093 0.5820 0.4237
26 | UnionBank of India 0.5488 0.5819 0.5018
27 | United Bank of India 0.5077 0.5379 0.3460
28 | VijayaBank 0.4528 0.5623 0.5552
Foreign Sector Banks
29 | ABN Amro Bank 0.1826 0.6825 0.7869
30 | Abu Dhabi Commercia Bank 0.1372 1.0000 0.8759
31 | American Express Bank 0.2637 0.5602 0.2147

190
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32 | Bank of Bahrain & Kuwait 0.3269 1.0000 0.3568
33 | Bank of Ceylon 0.6997 1.0000 0.2081
34 | Bank of Tokyo-Mitsubishi UFJ 0.1182 1.0000 1.0000
35 | Chinatrust Commercial Bank 0.2649 1.0000 0.5921
36 | Citi Bank 0.1536 0.7151 1.0000
37 | Deutsche Bank 0.0451 0.6099 1.0000
Hongkong & Shanghai Banking
38 | Corporation 0.1740 0.6280 0.7356
39 | JB Morgan Chase Bank 0.0464 1.0000 1.0000
40 | Standard Chartered Bank 0.2160 0.6900 0.6685
Other Scheduled Commercial Banks
41 | AxisBank 0.4158 0.5404 0.9109
42 | Bank of Rgjasthan 0.4195 0.5579 0.3957
43 | Catholin Syrian Bank 0.5364 0.6553 0.2298
44 | Centurion Bank of Punjab 0.9316 0.5809 0.1753
45 | Citi Union Bank 0.6830 0.7780 0.3057
46 | Development Credit Bank 0.4218 0.6585 0.3098
47 | Dhanaakshmi Bank 0.5429 0.7266 0.2576
48 | Federa Bank 0.3994 0.5999 0.5435
49 | HDFC Bank 04724 0.5660 0.5029
50 | ICICI Bank 0.3393 0.6473 1.0000
51 | Indusind Bank 0.4670 0.5514 0.9028
52 | Ing VysyaBank 0.3729 0.6564 0.4369
53 | Jammu & Kashmir Bank 0.5616 0.5781 0.5796
54 | Karnataka Bank 0.6465 0.5437 0.5044

191
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55 | Karur Vysya Bank 0.5889 0.6345 0.4319
56 | Kotak MahindraBank 0.2713 0.6945 0.3234
57 | Lakshmi VilasBank 0.5819 0.6798 0.3674
58 | Lord krishna Bank 0.8895 0.8940 0.1496
59 | Ratnakar Bank 0.4395 1.0000 0.13%4
60 | Sangli Bank 0.5574 1.0000 0.0563
61 | SBI Comm.& Intl Bank 0.3595 1.0000 0.3260
62 | SouthIndian Bank 0.4883 0.5850 0.4820
63 | Tamilnad Mercantile Bank 0.4369 0.6508 0.3778

5.CONCLUSIONS:

A.S.Camanho and R.G.Dyson (2008) defined price efficiency and a method of
decomposing a modified cost efficiency into the product of input price and Farrell
cost efficiency. We have extended this decomposition into the product of price, risk
and Farrell cost efficiencies.

Foreign sector banks are found hiring inputs at much higher prices than the
private and public sector banks. The private sector banks are found enjoying greater
price efficiency.

The risk due to NPA is felt stronger in public sector banks than private and
public sector banks. When compared the foreign sector banks control risk due to NPA
better than private and public sector banks.

Two banks in public, one bank in private and four banks in foreign sector are
found to be Farrell cost efficient. In terms of proportions foreign sector appears to be

more Farrell cost efficient than public and private sector banks.
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Abstract: Bangladesh is a developing country. Foreign direct investment (FDI) is
very important for the Sustainable Development of Bangladesh. Due to the
globalization, e-business is increasing. Since the distance is reduced due to the world
wide internet connectivity. Now it is easy to communicate one person to another
person from one state to another state. So, e-commerce can be implemented
successfully in the developing countries like Bangladesh. For making the export and
import sectors of Bangladesh lucrative, Now-a-days it is very essential to control
these sectors electronically. The life cycle centers around the magor e-commerce
applications. business-to-consumer done on the internet; business-to-business done
on the internet and extranets; and business-within-business done on the intranet. Now
it is essential to develop the infrastructure for introducing e-commerce with foreign
countries. This paper argues that the national and international growth of e-commerce
(whether business-business, business-consumer or consumer—business) can increase
a critical technology infrastructure gap that disadvantages less-developed countries
(LDCs) in their future e-commerce participation. This gap is linked to the type as well
as the volume of FDI which economies at different levels of development attract.

Security, new computer viruses, satisfaction of the consumers, customer relationship,
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and lack of blueprint for handling e-commerce are the major limitations in this sector.
To ensure successful e-commerce, technology based redistic strategy is the most
important. To build up the standard e-commerce, we need to establish a community of
loyal customers keep track of their needs and performance, make our site responsible,
easy to use and easy to navigate. The main theme of this paper is to study the scope,
preparedness and challenges of e-commerce in Bangladesh for the development of

FDI in Bangladesh.

Keywords: FDI, E-commerce, Telecommunication, Business, Development.

1.1Introduction

Economic development is the main feature of the modern world. For the existence of
Bangladesh, thereis no option without attaining economic development. Foreign Direct
Investment (FDI) is recognized as a key component for economic growth for
Bangladesh. Being one of the Least Developed Countries (LDC) with insufficient
domestic savings rate for investment after fulfilling its basic needs, the importance of
foreign investment is unquestionable. FDI will create employment, increase efficiency
of labor, encourage technology transfer and develop new exportable sector. To attract
more and more FDI the government of Bangladesh has been trying to establish private
investment friendly environment. A number of opportunities have been given by the
Government of Bangladesh to attract foreign investors to invest in the country in some
prospective sectors. Since Bangladesh has no sufficient domestic savings for
investment, FDI is the most significant tool for its economic development. Though
Bangladesh is like an LDC there are a lot of opportunities to attain economic
development by undertaking someinitiatives. FDI isone of them. In thefirst part of this
is to open the present features of FDI in Bangladesh.

FDI is defined as an investment involving a long-term relationship and reflecting a
lasting interest and control by aresident entity in one economy (foreign direct investor
or parent enterprise) in an enterprise resident in an economy other than that of the
foreign direct investor (FDI enterprise or affiliate enterprise or foreign affiliate). FDI
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implies that the investor exerts a significant degree of influence on the management of
the enterprise resident in the other economy. Such investment involves both the initial
transaction between the two entities and all subsequent transactions between them and
among foreign affiliates, both incorporated and unincorporated. FDI may be
undertaken by individuals as well as business entities. Flows of FDI comprise capital
provided (either directly or through other related enterprises) by a foreign direct
investor to an FDI enterprise, or capital received from an FDI enterprise by aforeign
direct investor. FDI has three components. equity capital, reinvested earnings and
intra-company loans.

As a market, e-commerce is a world wide network. A local store can open a web
storefront and find the world at its doorstep-customers, suppliers, competitors and
payment service. In contrast e-business means connectivity critical business system
directly to critical constituencies viathe internet, Extranets and intranets [1]. Through
the successful implementation of e-commerce in FDI, Bangladesh can be developed
fro the develop ping country. The basic needs of human beings are food, cloth, house,
education and health. Telecommunication, Especially mobile sector already developed
in Bangladesh through the FDI. The main theme of this paper is to discuss the future
potential of FDI through the effective use of e-commerce. There are some examples of
companies who implemented e-commerce successfully. These are [1]
www.hermitagemuseum.org Russia’s historic St. Petersburg museum uses a digital
library and high resolution imaging to put 2000 pieces of art online.

www.usopen.org This site for the U.S. Open tennis tournament handled a billion hits
in 1year.

www.servicearizona.com This custom application for the state of Arizonalets drivers
renew their auto registration online.

www.shwab.com Schwab customers trade over $2 billion dollars per day online. The
system alows customers to buy and sell securities, tap into research, and ask
guestions over the Net. The web service has generated over 1 million online accounts
totaling $70 billion dollars in assets. Some successful E-commerce sites [4] of the
world are:

U.S. Government (e-commerce site) http://www.ecommerce.gov/

Bilateral Statements  http://www.ecommerce.gov/joint_statements.htm

U.S.T.R (E-commerce Site) http://www.ustr.gov/sectors/e-commerce.shtml

Asia-Pacific Economic Cooperation (APEC) http://www.apecsec.org.sg/

European Union http://europa.eu.int/| SPO/ecommerce/
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1.2 Objective of the study:
Due to globalization through the effective use of ICT, the internet users are increasing
day by day. Fig -1 shows this. For this reason e-commerce is becoming easier for our
citizens. Now the learned people of our country are interested to get the benefits of
e-commerce. At the same time foreign investors becoming interested to invest in our
country due to the low labor cost, infrastructural development etc. The main objective
of this paper is to
promote

e-commerce in a o8 - third
world country like | ..

Bangladesh (having | °° ﬁ_F ﬁE —
160million  people) o —’» Ll in order

.. year
to maXImlze FDI . |EI2‘DDS D2004 O2005 02005 m2007 02005 @2008 o2010

0.6

Millions

Fig-1: Number of internet users by year wise [8]

1.3 M ethodology

This paper is fully based on secondary information. In this paper we have used the
content analysis method that is used the review of the previous literature. Some
information has been collected from the daily newspapers. Apart from that secondary
information have been collected from the statistics department of Department of
Bangladesh Bank, Investment Handbook of Bangladesh Investment, Bangladesh
Economic Review 2006 to 2010, and Bangladesh Bank’s Annual report 2006 to 2010,
world investment report etc.

2. Results & Discussions:
2.1 Inflows of foreign direct investment

Foreign Direct Investment (FDI) has played a key role in the modernization of the
Bangladesh economy for the last 15 years. There was an inflow of $666m foreign
direct investment in 2007 which rose significantly in 2008 to $1086m [5]. As of June
2009, inflows of foreign direct investment recorded to $358m.
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Fig 1: Inflows of foreign direct invesment during 2001-2009

2.2 Investment climate:

Bangladesh offers an unparalleled investment climate compared to the other South
Asian economies. Here are eight key pointers to Bangladesh's investment climate
today.

e Industrious low-cost workforce
Bangladesh offers awell-educated, highly adaptive and industrious workforce with
the lowest wages and salaries in the region. 57.3% of the population is under 25,
providing ayouthful group for recruitment. The country has consistently developed a
skilled workforce catering to investors needs. English is widely spoken, making
communication easy.

e Strategiclocation, regional connectivity and worldwide access
Bangladesh is strategically located next to India, Chinaand ASEAN markets. Asthe
South Asian Free Trade Area (SAFTA) comes into force, investors in Bangladesh will
enjoy duty-free access to India and other member countries.

e Stronglocal market and growth
Bangladesh has proved to be an attractive investment location with its 146.6 million
population and consistent economic growth leading to strong and growing domestic
demand.

e L ow cost of energy
Energy prices in Bangladesh are the most competitive in the region. Transportation on
green compressed natural gas is less than 20% of the diesel price.

e Proven export competitiveness
Bangladesh enjoys tariff-free access to the European Union, Canada, Australiaand
Japan. In Europe, Bangladesh enjoys 60% of the market share and is the top
manufacturing exporter amongst 50 least developed countries.
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e Competitiveincentives
Bangladesh offers the most liberal FDI regime in South Asia, allowing 100% foreign
equity with unrestricted exit policy, easy remittance of royalty, and repatriation of
profits and incomes.

e Export processing zones
Bangladesh offers export-oriented industrial enclaves with infrastructural facilities
and logistical support for foreign investors. The country is also developing its core
infrastructures, including roads, highways, surface transport and port facilities for a
better business environment.

FDI Magazine of The Financial Times in March 2010 conducted a competition under
the head “Global Ranking Competition of Economics Zones”. In this competition out
of 700 Economic Zones globally 200 participated in the competition. All the zones
were evaluated on a 10 point scale on the basis of some set criteria. Among the top 10
of the two categories Chittagong Export Processing Zone, Bangladesh scored 3rd
position in the “Best Cost Effectiveness” and also 4th position in the “Best Economic
Potential” for 2010-2011. Source: http://www.fdiintelligence.com

2.3 Impact of FDI in Bangladesh through e-commer ce:

Lower cost E-commerce for FDI is cost effective, reduces the logistical difficulties.
Every financial transaction is turned into electronic process using online banking
system.

Economy E-commerce for FDI is economical. There is no need of renta of physical
space, Insurance, or infrastructure investment rather than need a partner to do
fulfillment. Every thing will be automated electronically.

Higher Margins when the manual transactions are done electronically e-commerce
ensures higher margins. For example for the manual processing of air lines ticket if it
needed of 1000 taka. then electronically it will take 1taka.

Better customer service E-commerce ensures better and quicker customer service.
Through internet, customer can access the web merchant in a better way.

Productivity gains E-commerce gains productivity. For example IBM which
incorporated the web into every corner of the firm-Products, Marketing and practices.
They save $750 million by better customers find answering to technical questions via
its website.

Team work E-commerce helps people to work together, for example e-mail through
which we can transform information, communicate with suppliers, vendors, business
partners and customers. More communication means better results.

Information sharing, convenience and control e-commerce ensure information
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sharing with merchants and customers and promote quick, just — in-time deliveries.
Convenience is the main focusing point for he consumers. Consumers can save money
through online 24 hours communications , 7 days a week, get no traffic jams, no
crowds, need not have to carry heavy shopping begs. It is easy to Control a business
through internet; controlling banking via internet web sites.

2.4. Infrastructural part of eecommercefor escalating FDI in Bangladesh

There are four dimensions of e-commerce these are Business-to-Business (Internet
and Extranet), Business-to-Consumer (Internet), and Business-within—Business
(Intranet), and Business -to-Government. Internet services are presently available in
Bangladesh. Its usage for e-commerce by the Bangladeshi producers to export as well
as to access imports will be dependent on their Willingness and ability to use this
medium as well as that of the buyers of final products and the sellers of intermediate
goods and services.

Business
— Business

Government

Figure2: The Four Dimensions of E-Commerce
The Main focusing point of E-commerce that we have discussed in this paper are
Electronic payment system and its architecture and Electronic securities which are
discussed below:

2.4.1 Electronic Payment system and its Ar chitecture:

A typical electronic payment system is shown in Figure 3. In order to participate in a
particular electronic payment system, a customer and a merchant must be able to
access the Internet and must first register with the corresponding payment service
provider. The provider runs a payment gateway that is reachable from both the public
network (e.g., the Internet) and from a private interbank clearing network. The
payment gateway serves as an intermediary between the traditional payment
infrastructure and the electronic payment infrastructure. Another prerequisite is that
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the customer and the merchant each have a bank account at a bank that is connected to
the clearing network. The customer’s bank is usually referred to as the issuer bank [6].
The term issuer bank denotes the bank that actually issued the payment instrument
(e.g., debit or credit card) that the customer uses for payment. The acquirer bank
acquires payment records (i.e,, paper charge slips or electronic data) from the

merchants [6]. When purchasing goods or services, the

Issuer
Bank

Clearing

" Interbank (clearing) network

Acquirer
Bank

>}

.......

Withdrawal

............

Deposit

Payment
Gateway

Registration

Regis‘ty

Payment

Payment authorization
Payment transaction

A

Customer
(Payer)

Merchant
(Payee)

Fig 3: E-payment system
customer (or payer) pays a certain amount of money to the merchant (or payee). Let
us assume that the customer chooses to pay with his debit or credit card. Before
supplying the ordered goods or services, the merchant asks the payment gateway to
authorize the payer and his payment instrument (e.g., on the basis of his card number).
The payment gateway contacts the issuer bank to perform the authorization check. If
everything is fine, the required amount of money is withdrawn (or debited) from the
customer.s account and deposited in (or credited to) the merchant.s account. This
process represents the actual payment transaction. The payment gateway sends
notification of the successful payment transaction to the merchant so that he can
supply the ordered items to the customer. In some cases, especially when low-cost
services are ordered, the items can be delivered before the actual payment
authorization and transaction have been performed.
2.4.2 Payment I nstruments:
Payment instruments are any means of payment. The traditional payment
instruments are Paper money, credit cards, and checks. Electronic payment systems
are: electronic money (also called digital money) and electronic checks. These are
described below by the following figures:
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\A. Credit Cards:

Issuer Acquirer
Bank ...__,......_'::,.-n.....,...-- o -.,‘."' Bank
¢ Interbank (clearing) networf,
e 3 Authorization 4
6 : 6 Settlement : 6
7 Notificatio “Interbank settlement 5 oyy [ [ 5 Charges
account
1Credit card info R
« [
Customer Merchant
(Payer) (Payee)

Fig 4: A credit card payment transaction.
B. Electronic M oney:
Issuer Acquirer

Bank ‘_ e i ‘ Bank
‘_g'lnterbank(clearing) network

6 4 Settlement ‘ 6
Checking | ™. Interbank settlement”" Checking
account account account

ODebitl(buy coins) 3Creditl(redeem coins)

1 Payment 001101100...

Customer Merchant
(Payer) (Payee)

Fig: 5 An electronic money payment transaction.
C. Electronic Check:

Issuer Acquirer
Bank ’

Bank
:,h‘lte rbank (clearing) network ™,

4 Settlement ’

>

<. Interbank settlement ~
account 3 Endorsed check

1 Invoice

2 Signed check

A

Merchant

(Payer) ; m (Payee)

Customer
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Fig 6: An electronic check payment transaction.

2.4.2 Electronic Payment Security
It is sometimes considered that IT (Information Technology) security to be the main
obstacle to widespread use of e-commerce many people do take that view, however,
mainly because of the frequent reports on security incidents and denia-of-service
attacks. One positive consequence of such attacks is that certain governments have
now recognized the importance of a common network security infrastructure, because
vulnerabilities a one place on the network can create risks for al. The security
problems of traditional payment systems are well known [6]:

e Money can be counterfeited;

e Signatures can be forged,
e Checks can bounce.

Electronic payment systems have the same problems as traditional systems, and more
[6]:

¢ Digital documents can be copied perfectly and arbitrarily often;
e Digital signatures can be produced by anybody who knows the private key;
e A payer’s identity can be associated with every payment transaction.

Obviously, without additional security measures, widespread e-commerce is not
viable. A properly designed electronic payment system can, however, provide better
security than traditional payment systems, in addition to flexibility of use. Generally,
in an electronic payment system, three types of adversaries can be encountered [7]:
1. Qutsiders eavesdropping on the communication line and misusing the collected
data(e.g., credit card numbers);
2. Active attackers sending forged messages to authorized payment system
participants in order either to prevent the system from functioning or to steal the
assets exchanged (e.g., goods, money);
3. Dishonest payment system participants trying to obtain and misuse payment
transaction data that they are not authorized to see or use.
The basic security requirements for electronic payment systems can be summarized
as.

e Digita signature mechanisms,

e Access control mechanisms;

e Dataintegrity mechanisms;
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e Authentication exchange mechanisms;
¢ Routing control mechanisms;
e Notarization mechanisms.

2.5 Telecommunications: An example of FDI through E-Commerce

Access, pricing, and the quality of Internet services are critically dependent on the
status and performance of the telecommunications sector. The government has
demonstrated the need for increased participation of the private sector in the
production and delivery of telecommunication services. Although the Bangladesh
Telegraph and Telephone Board (BTTB) continues to be a monopoly in providing
basic telephone connections, the private sectors involvement in cellular phones and as
Internet Service Providers (ISP) have been allowed. Private sector participation in
improving and widening the telecommunication infrastructural facilities has also been
accepted. In the backdrop of the public-private mix, the legal and regulatory
environment plays a key role in the type of market structure under which this sector
will perform. The prevailing statutes and their implementation will play an important
role in bringing local and foreign investments, infusion of technology, and dictate the
level of competition among the providers of telecommunication services relating to
the Internet. The National Telecommunications Policy (NTP98) was enacted in 1998.
NTP98 aims at magor reforms in the telecommunication sector by the local and
foreign investors. With the objective of improving the quality and availability of
services, NTP98 emphasizes infusion of technology (e.g. digitalization), greater
access across the country, and a competitive framework. NTP98 suggests
establishment of an independent regulator, Bangladesh Telecommunications
Regulatory Commission (BTRC). Foreign investors has alredy invested in this sector
such as Grameen Phone(Norway), Banglalink(Egypt), Robi(Malaysia).From this
telecom sector ten percent revenue has come in 2010. 60% FDI have been injected
from the telecom sector in 2010 in Bangladesh.
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Telecoms contribution to Govt Revenue (%)
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Fig: Telecoms sector major contributor of Tax Revenues
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3. Drawbacks/ Problems of | mplementing E-commer ce

This paper highlights various constraints to ecommerce. Many of these constraints are
common across the business sector and demands major reforms through strong
political commitment and an ability to implement policy changes. A list of specific
constraints to e-commerce summarized below:

() Lack of Power deficit

(i) Lack of English and computer literacy,

(i)  Insufficient Managerial talents,

(iv)  Lack of insufficient internet connectivity,

(V) Absence of encryption law that precludes acceptance of digital

(vi)  Signature,
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(vii)  Strong dependence of Letter of Credit to conduct international transactions

(vii

(ix)

i) Non-issuance of international credit cards for cross border transactions,
Interest rate ceiling on export loans,

4. Recommendation & Conclusion

Short term

IT declared as athrust sector

Waiver on al taxes and duties on the importation of computer hardware and
software to increase affordability and proliferation of PC use in Bangladesh
Bangladesh Telecommunications Regulatory Commission (BTRC) should be
established independent of the government control.

V SAT operating licenses should not limit the bandwidth.

Medium term:

Basic telephony in private sector should be allowed for nationwide
operations.

Posting of government documents and publications including budgetary
information on the Web should be instructed.

Contracts and other aternates to Letter-of-Credit (L/C) should be allowed as
legal methods for international transactions.

Foreign exchange controls on travel and for business should be relaxed.

Long term:

For Implementing E-commerce to maximize FDI, It is urgent to produce
sufficient power supply for the sustainable investment climate.

Tax holiday for software and IT services companies.

One hundred percent remittance on profit and capital gains for foreign
investors without any approval.

Laws that allow encryption should be developed, thereby paving the way for
authenticating transactions electronically.

Government officials are to be oriented on the benefits of e-commerce. For
instance short course can be offered at training centers such as the Public
Administration Training Center (PATC).

Political commitment to improve governance and institutiona strengthening
are essential for successful application of e-commerce
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e Deregulation of the process of acquisition and use of VSAT to facilitate faster,
cheaper, and higher-bandwidth connections and to encourage widespread
Internet use

Conclusion:

Liberalizing the telecom and IT sectors as well as reforming the country’s financial
and commercial procedures is the preconditions of successfully implementing
ecommerce in Bangladesh. In the case of marketing, simply having a website in the
vast sea of the Internet is not sufficient. Uniformity is an important factor in the
commencing of contracts through the Internet. Banks, customs and other supporting
ingtitutions, along with the entrepreneurs exporting goods and services will have to
accommodate the external demands in order to maintain competitiveness and open
new global opportunities. Creating awareness among the Bangladeshi exporters
regarding e-commerce is essential. They have to be knowledgeable to appreciate and
to utilize the benefits of IT. Technological and infrastructural constraints to
e-commerce can be overcome if existing laws and regulations are implemented. A
better understanding of the potential benefits of e-commerce by the policy makers and
bureaucrats is essential for increasing FDI to achieve vision 2021
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ABSTRACT

The Indian mutual fund industry has witnessed significant growth in the past few

years driven by several favorable economic and demographic factors such as rising

income levels and the increasing reach of Asset Management Companies (AMCs) and

distributors. Recent developments triggered by the globa economic crisis have served

to highlight the vulnerability of the Indian mutual fund industry to global economic

turbulence and exposed our increased dependence on corporate customers and the

retail distribution system. It is therefore an opportune time for the industry to dwell on

the experiences and develop a roadmap through a collaborative effort across all

stakeholders, to achieve sustained profitable growth and strengthen investor faith and

confidence in the health of the industry. Building investors’ trust and increased

customer Awareness through initiatives aimed at promoting financial literacy will be

Critical factors towards building greater retail participation. This paper summarizes

the current state of the ‘Indian mutual fund Industry ’ highlighting kinds of mutual

fund, reason for selecting and not selecting mutual fund for investment purposes, the
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key challenges and issues.

Key Notes: Classification of Mutual Funds, Indian Mutual Fund Industry — The

Current State, Mutual Fund Firmsin India, Challenges and Issues, Distribution

Channels

| ntroduction

Mutual Fund was introduced in the year 1963 in India. UTI isthe first concern to deal

with mutual fund in India. The performance of mutual fund started going high after

liberalization in the country. Mutual Fund came into existence in India in the year

1963. Unit trust of India was the first association to launch the concept of Mutual

Fund in India. It invited a lot of investors to invest in UTI Mutual Funds in order to

make savings. UTl Mutual Fund ruled India for around 30 years and there were no

competitors till 1988 when some new mutual fund companies came into existence.

Classification of Mutual Funds in India is done on the basis of their objective and

structure. Classification of Mutual Funds in India has helped to categorize them into

major types such as Funds of Funds, Regiona Mutua Funds, Closed- End Funds,

Large Cap Funds, and Interval Funds.

° Interval Funds

° Income Funds

o Tax Saving Funds
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. Sector-Specific Funds

° Fixed-Income Funds

. Closed-End Funds

o Open-End Funds

o Large Cap Funds

o Mid-Cap Funds

. Equity Funds

. Balanced Funds

. Growth Funds

° No Load Funds

. Exchange Traded Funds

° Value Funds

. Money Market Funds

. International Mutua Funds

. Regional Mutual Funds

° Sector Funds

° Index Funds

. Fund of Funds
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Mutual Fund Firmsin I ndia

Mutua Fund Firms in India offer different kinds of mutual funds to suit the varying

needs of investors. The Mutual Fund Firmsin Indiaare regulated by the AMFI.

The mutual fund firms in India offers awide variety of mutual funds, each tailor made

to suit the need of the investor. Today, there are plenty of mutual fund firms in India

catering to the need of the investors and the numbers of such firms are growing

steadily.

. India Growth Fund

. NJ India Invest

J SUN F&C

. ABN AMRO Mutua Fund

o AIG Global Investment Group  Mutual Fund

. Benchmark Mutua Fund

° BirlaMutual Fund

° BOB Mutual Fund

Canara Robeco Mutua Fund

DBS Chola Mutua Fund

Deutsche Mutua Fund

DSPMerrill Lynch Mutual ~ Fund
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Escorts Mutual Fund

Fidelity Mutual Fund

Franklin Templeton  Investments

HDFC Mutua Fund

HSBC Mutual Fund

|CICI Prudential Mutual Fund

JM Financial Mutual Fund

JP Morgan Mutual Fund

Kotak Mahindra Mutua Fund

LIC Mutual Fund

Lotus India Mutua Fund

Morgan Stanley Mutual Fund

PRINCIPAL Mutual Fund

Quantum Mutual Fund

Reliance Mutua Fund

Sahara Mutua Fund

SBI Mutual Fund

Standard Chartered Mutual  Fund

Sundaram Mutua Fund
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. Tata Mutual Fund

. Taurus Mutual Fund

. UTI Mutual Fund

° ING Mutual Fund

Thelndian Mutual Fund I ndustry — The Current State

The Indian mutual fund industry has evolved from a Single player monopoly in 1964

to afast growing, Competitive market on the back of a strong regulatory framework.

Fig-l : Key stakeholders of the mutual fund industry

Customers Asset Management
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Thelndian Mutual Fund I ndustry — Key Characteristics
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(1) Customers
Retall Investors comprising 96.86 percent in number terms held approximately 37
percent of the total industry AUM as at the end of March 2008, significantly lower

than the retail participation in the US at 82 percent of AUM as at December 2008.

Fig-11 :Indian Mutual Fund Industry — I ndustry Investor Mix
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Source: SEBI data
Out of atotal population of 1.15 billion, the total Number of mutua fund investor
accounts in India as of 31 March 2008 was 42 million (the actual number of Investors
is estimated to be lower as investors hold Multiple folios. As per the Invest India
Incomes and Savings Survey 2007 of individual wage earners in the age group 18 to
59 years conducted by 1IMS Dataworks, only 1.6 Percent invested in mutual funds.
Ninety percent of the Savers interviewed were not aware of mutua funds or Of

investing in mutual funds through a Systematic Investment Plan .
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(2) Products
The Indian mutual fund indugtry isin arelatively nascent sage in terms of its product
offerings, and tends to compete with products offered by the Government providing
fixed guaranteed returns. As of December 2008, the total number of mutual fund
Schemes was 1,002 in comparison to 10,349 fundsin the US. Debt products dominate
the product mix and Comprised 49 percent of the total industry AUM as of FY 2009,
while the equity and liquid funds comprised 26 percent and 22 percent respectively.

Open-ended Funds comprised 99 percent of the total industry AUM as of March

20009.

Fig-111 :Growth Rate (Fiveyear CAGR) acr oss Fund Categories
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(3) Markets

While the mutual fund industry in India continues to be Metro and urban centric, the
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mutual funds are Beginning to tap Tier 2 and Tier 3 towns as a vital Component of

their growth strategy. The contribution of the Top 10 cities to total AUM has gradually

declined from approximately 92 percent in 2005 to Approximately 80 percent

currently.

Fig-1V Number of Distributors by Category Registered Annually by AMFI
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Source: AMFI data

Distribution Channels

As of March 2009, the mutual fund industry had 92,499 registered distributors as

compared to approximately 2.5 million insurance agents. The Independent Financial

Advisors(IFAs) or Individual distributors, Corporate employees and Corporate

comprised 73, 21 and 6 percent respectively of the total distributor base. Banks in

general, foreign banks and the leading new Private sector banks in particular,

dominate the mutual Fund distribution with over 30 percent AUM share. National and

Regional Distributors (including broker dealers) together with IFAs comprised

(30+27)57 percent of Thetotal AUM as of 2007.
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Fig-V Distribution Channel Mix
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I ndustry Structure

The Indian mutual fund industry currently consists of 38 players that have been given
regulatory approval by SEBI. The industry has witnessed a shift has changed
drastically in favour of private sector players, as the number of public sector players

reduced from 11 in 2001 to 5 in 2009.

Fig-VIl Growth in the Number of AM Csin India
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Fig-VIl Market
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Share of Players as of March 2009

The market leaders have focused across product categories for a more diversified

AUM base with an equitable product mix that helps maintain a consistent AUM size.

Although the Indian market has relatively low entry barriers given the low minimum

networth required to venture into mutual fund business, existence of a strong local

brand and awide and deep distribution footprint are the key differentiators.

Fig-VIIl Reasons provided by Survey Respondents for not investing in M utual

Funds
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Fig - X Channels Preferred by Survey Respondents for Investing in Mutual

Funds
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Requlatory Framework

The Indian mutual fund industry in terms of regulatory framework is believed to

match up to the most developed markets globally. The regulator, Securities and

Exchange Board of India (SEBI), has consistently introduced several regulatory

measures and amendments aimed at protecting the interests of the small investor that

augurs well for the long term growth of the industry.

The implementation of Prevention of Money Laundering (PMLA) Rules, the latest

guidelines issued in December 2008, as part of the risk management practices and

procedures is expected to gain further momentum. The success of the relatively

nascent mutua fund industry in India, in its March forward, will be contingent on
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further evolving a robust regulatory And compliance framework that in supporting the

growth needs of the Industry ensures that only the fittest and the most prudent players

survive.

Challenges and | ssues

While the Indian mutual fund industry has grown at an impressive rate in the last few

years, the recent developments of the past few months triggered by the globa

financial crisis have impacted the fortunes of the Industry resulting in AUM decline,

adversely impacting the revenue and profitability.  There is a thrust to identify and

highlight some of the key issues and challenges being faced by the industry

participants that are preventing the industry from harnessing its true growth potential.

(1) Low Levels of Customer Awareness

Low customer awareness levels and financial literacy pose the biggest Challenge to

channelising household savings into mutua funds. IIMS Dataworks data released in

2007 establishes that low awareness levels Among retail investors has a direct bearing

on the low mutua fund off take in the retail segment. A large mgjority of retail

Investors lack in understanding of risk-return, asset allocation and Portfolio

diversification concepts. Low awareness in India has resulted in a majority of the

customers investing in lump sum manner.

(2) Limited Focus on I ncreasing Retail Penetration
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The Indian mutual fund industry had limited focus on building retail AUM and has

only recently stepped up efforts to augment branch presence in Tier 2 and Tier 3

towns. Players have historically garnered AUM by targeting the institutional segment

that comprises 63 percent AUM share As a March 2008. Building retail AUM

Requires significant distribution capability and awide footprint to be able to penetrate

into Tier 2 and Tier 3 towns, which AMCs have recently started focusing on

institutional AUM.

(3) Limited Focus beyond the Top 20 Cities

The mutual fund industry has continues to have limited penetration beyond the top20

cities. Cities beyond Top20 only comprise approximately 10 percent of the industry

AUM as per industry practitioners. The retail population residing in Tier 2 and Tier 3

towns, even if aware and willing, are unable to invest in mutual funds owing to

limited access to suitable distribution channels and investor servicing. The distribution

network of most mutual fund houses is largely focused On the Top 20 cities given the

high cost associated with deeper penetration into Tier 2 and Tier 3 towns. However,

some of the mutual fund houses have begun focusing on cities beyond theTop20 by

building their branch presence and strengthening distribution reach through

non-branch channels.
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(4) Limited I nnovation in Product Offerings

The Indian mutual fund industry has largely been product-led and not sufficiently

customer focused. The popularity of NFOs triggered a proliferation of schemes with a

large number of non-differentiated products. The industry has had a limited focus on

innovation and new product development, thereby catering to the limited needs of the

customer. Products that cater specifically to customer life stage needs such as

education, marriage, and housing are yet to find their way in the Indian_market. The

Indian mutual fund industry offers limited investment options viz. Capital guarantee

products for the Indian investors, a large maority of whom are risk averse. The Indian

market is still to witness the launch of green funds, socialy responsible investments,

fund of hedge funds, enhanced money market funds, renewable and energy/ climate

change funds.

(5) Limited Flexibility in Fees and Pricing Structures

The fee structure in the Indian mutual fund industry enjoys little flexibility .Unlike

developed markets where the level of management fees depend on a variety of factors

such as the investment objective of the fund, fund assets, fund performance, the nature

and number of services that a fund offers. While the expenses have continuously risen,

the management fee levels have remained stagnant. Distributors are compensated for

their services through a fixed charge in the form of entry load and additional fees as
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considered appropriate by the AMC. Regardless of the quality of advice and service

provided, the commission payable by the mutual fund customer to the distributors is

fixed.

(6) Limited Customer Engagement

Mutual fund distributors have been facing questions on their competence, degree of

engagement with customer and the value provided to the customer.  In the absence of

aframework to regulate distributors, both the distributors and the mutual fund houses

have exhibited limited interest in continuously engaging with customers post closure

of sale as the commissions and incentives had been largely in the form of upfront fees

from product sales (although trail commissions have adso been paid in limited

instances regardless of the service rendered). As a result of the limited engagement,

there have been rising instances of mis-selling to customers.

(7) Limited Focus of the Public Sector Network on Distribution of Mutual

Funds

Public sector banks with a large captive customer base, significant reach in semi

urban and rura areas, and the potential to build the retail investor base, have so far

played a very limited role in mutua funds distribution. The India Post network

operating the largest postal network in the world Mgority of which isin rural

aress, is stated to have 250 post offices selling mutual funds of five AMCs only;
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further most of the post offices

selling mutual funds are located in Tier 1 and Tier 2 cities which are already been
catered to,by national level and other distributors24. Further the credibility enjoyed by
the Nationalised Banks, Regional Rural Banks and Cooperative Banks in the rural

hinterland has not been fully Leveraged to target the retail segment.

Conclusion

The Future of Mutual Funds In India suggests that the industry has got huge scopes
of development in the times to come. The Future of Mutua Funds In India is quite
bright. Mutual Funds are one of the most popular forms of investments as these funds

are diversification, professional management, and liquidity.

Important aspects related to the future of mutua fundsin Indiaare -

e The growth rate was 100 % in 6 previous years.

e Thesavingratein India is 23 %.
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There is ahuge scope in the future for the expansion of the mutual funds

industry.

e A number of foreign based assets management companies are venturing into

Indian markets.

« The Securities Exchange Board of India has allowed the introduction of

commodity mutual funds.

o Theemphasisis being given on the effective corporate governance of Mutual

Funds.

e The Mutua fundsin India has the scope of penetrating into the rural and semi

urban areas.

« Financial planners are introduced into the market, which would provide the

people with better financial planning.
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ABSTRACT

Workplace stress is a problem faced by employees and the firms across the globe
since the inception of organization. Stress management interventions have become a
major concern for the organizations to cope up with the workplace stress.  The prime
objective of this article is to patronize the workplace stress in context of definition,
antecedents, and outcomes from the academic literature. This article has identified
and surveyed 74 articles related to workplace stress.  The literature showed that there
was disagreement for the construct of stress. Mostly research efforts were made for
the outcomes of stress in the developed economies; very little research has been
conducted for the developing economies to cope up the stress. Furthermore,
antecedents of workplace stress need to be researched more to compensate the

research gap.

K eywor ds: workplace, stress, burnout, organization, performance

1. INTRODUCTION
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A considerable amount of literature has been published on workplace stress in
pertinent literature contextualizing organizational behavioral. Workplace stress
situates at working places and it is diagnosticated as a source of employees’ distress
along with loss of business with financial impact (Nash, 2010). In recent years there
has been an increasing amount of literature on workplace stress, prevalence of
occupational stress in organizations engenders productivity losses. Occupational
stress is the major sole factor that can influence employees to have turnover intention
(Coffey, Dugdill, & Tattersall, 2009); therefore, organizations are seriously
intervening for stress management.  Stress is a problem of every organization around
the globe (Burke, 2010; Idris, Dollard, & Winefield, 2010; Tourigny, Baba, & Wang,
2010) aswell asfor every individua in each organization (Markiewicz, 2008).

Therefore, workplace stress is a growing concern of employers and their
employees (Fevre & Kolt, 2010). World class organizations are implanting special
programs to cope up with the stress at workplace(Payne, 2009) as well as to reduce
stress (Richardson, Yang, Vandenberg, Dedoy, & Wilson, 2008). However, most of the
research for workplace stress is conducted in developed economies such as Australia,
France, Sweden, Germany, UK, and USA (Bhagat et al., 2010). This paper is an
endeavor to illustrate stress by revisiting contemporary literature for its explanation,

root causes, and outcomes in perspective of an organization.

2. DEFINITION OF STRESS
Stress corresponds to a dilemma that insinuates an individua to aberrate from
equanimity state with psycho physiological response (Panari, Guglielmi, Simbula, &
Depolo, 2010; Weiss, 1983). The generalisability of much published research on the
definition of stress is problematic and it lacks the consensus of scholars. There is a

difficulty to depict one established definition of stress. The nature of stress
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encompassed its sources and effects of its process, moreover, it was considered as the
most inexact word in academic literature (Williams, 1994). Lack of consensus is
existing about the definition and measurement of stress; furthermore, exiguity of
agreement about environmental factors (Marmot & Madge, 1997).

Research on basic nature of stress predominantly existed in literature during
past two decades such as: stress; environmental characteristics; and a state felt by an
employee (Schuler & Jackson, 1986). Lazarus (1974) described stress, “any
demands which tax the system, whatever it is, a physiological system, a social system
or a psychological system, and the response of that system”. Stress deals to
wide-ranging fields of enquiry; however, some assumed that stress was no longer
useful as a scientific construct (Schuler & Jackson, 1986). Stressin not a bad event;
any normal activity can fabricate considerable stress without causing any detrimental
effects (Selye, 1974, 1982). Weiman (1977) suggested: “Occupational stress is the
sum total of factors experienced in relation to work which affect the psychosocial and
physiological homeostasis of the worker. The individual factor is termed a stressor
and stressis theindividual worker’s reaction to stressors”.

Cummings and Cooper (1979) described that stress was a psychological or
physical factor that was to create athreat for an individua. The definition of stressis
debated often in pertinent literature. It is an unlikable condition emotional as well as
physiological situation ensuing as of disagreeable employment practices,
predominantly practices with the purpose of doubtful and exterior the employee’s
power (T A Beehr & Bhagat, 1985; Hart & Cooper, 2001). Robbins (2001) described
stress as a changing situation when an employee is affronted with favorable
circumstances, constraints, and impetration to what the employee expects outcomes as

highly important with uncertainty.
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3. ANTECEDENTSOF STRESS

Individual, organizational, and environmental factors possibly cultivate stress
(Cook & Hunsaker, 2001; Matteson & lvancevich, 1999); moreover, these variables
are documented as stressors of organization (Von Onciul, 1996). Stressors are work
experiences due to which stress is generated; however, strain is effect of stress (Hart
& Cooper, 2001; Kahn & Byosiere, 1992). Environmental stress encompasses
factors such as: psychological factors, dissimilar situations; unexpected success;
humiliation; fear; and emotional arousal (Ganster & Schaubroeck, 1991); therefore, it
is not possible to pick only one factor as cause of stress (Selye, 1982). Sutherland

and Cooper’s (1988) summarized these factors (see Table 1).

Table 1 Causes of stress

Causes [llustration

Intrinsic job factors Physical demands such as. noise, vibration, temperature
variation, humidity, ventilation, lighting, hygiene, and

climate

Task factors Shift/night work, workload, long hours, new technology,

repetitiveness, monotony, experience of risk, and

hazards
Individual’s in Role conflict, role ambiguity, and responsibility
organization
Interpersona and With supervisors, colleagues and/or subordinates

relational demands
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Career Job insecurity, status incongruity, and under/over

promotion

Organizational structure Participation in decision-making.

Adapted from Sutherland and Cooper (1988)

A high level of stress is possibly prevalent when organizational environment is
unpleasant, no privacy, hassle to perform job, and distractions (Eugene, 1999; Miller,
Ellis, Zook, & Lyles, 1990). When an individual has to perform several roles; it can
lead to stress. Role conflicts make up expectations that are possibly difficult to
resolve; however, job stress is positively related to role conflict (Roberts, Lapidus, &
Chonko, 1997). Foot and Venne (1990) documented that career development
barriers were positively related to job stress; moreover, strong evidences were found
that isolation produced stress because employees with high social needs were facing
more stress (Eugene, 1999; Kanungo, 1981; Mirowsky & Ross, 1986; Thoits, 1995).
Numerous studies have attempted to describe the potential impact of personality traits
on job stress (Deary, Blenkin, Agius, & Endler, 1996; Goldberg, 1993). Five
persondlity dimensions are documented in pertinent literature: neuroticism,
extraversion, openness, agreeableness, and conscientiousness (Costa & McCrag, 1985;
McCrae & Costa, 1991; McCrae & John, 1992).

Empirically it was proved that work overload (quantitatively and qualitatively)
was linked to physiological, psychological, and behaviora stress (Terry A. Beehr &
Newman, 1978; Roberts, et al., 1997); intense workload decreased employees’
psychological health that resulted in stress (Greenhaus, Bedeian, & Mossholder,
1987).

Sauter, Murphy and Hurrell (1992) documented, “Poor relations with colleagues,
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supervisors and subordinates at work have been identified as important risk factors for
stress-related problems”. Cox and Griffiths (1995) identified those individuals who
were relatively isolated and with slight support from colleagues, supervisors, friends,
and family were more stressed. Taylor (1992) documented that too much work and
pressure to perform were the maor stressors, moreover, when changes are taking
place in an organization then stress level would be high in that organization (Coffey,
et al., 2009). Highly competitive work climate as well leads to stress (Arnold,
Flaherty, Voss, & Mowen, 2009). Now a day’s recession is another externa factor
that is leading towards the higher level of stress for employees and employers across

the globe (Mujtaba, Lara, King, Johnson, & Mahanna, 2010; Paton, 2010).

4. EFFECTSOF STRESS

While a variety of definitions of the term job stress have been suggested, this
paper will use the definition suggested by Parker and DeCotiis (1983), “stress is an
uncomfortable and undesirable feeling experienced by an individual who is required
to deviate from normal or self-desired functioning in the work place as the result of
opportunities, constraints, or demands relating to potentially important work- related
outcomes”. Job stress possibly leads to individual’s illness and unhealthiness (Hayashi,
Selia, & McDonnell, 2009; Kelloway, 2011; Kram & Hall, 1989; Moustaka &
Constantinidis, 2010); decreased performance (Jamal, 1990; Motowidlo, Packard, &
Manning, 1986; Moustaka & Constantinidis, 2010); decreased effectiveness (Terry A.
Beehr & Newman, 1978; Motowidlo, et al., 1986); and ultimately resulting in
increased costs for the firm (Manning, Jackson, & Fusilier, 1996).

Job stress can have positive or negative effect on performance (Gardner &
Fletcher, 2009); there is consensus that too much stress effects performance

negatively (Buck, 1972; Hall & Lawler, 1970; Sheridan & Vredenburgh, 1979).
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Workplace stress affects turnover of employees; productivity; and performance of a
firm (Ongori & Agolla, 2008).  However, some researchers reported job stressors as
related to turnover intention (Dunham, 1976; Gupta & Beehr, 1979). Baumeister
(2001) reported that behaviors of over-eating and lack of exercise reflected difficulties
in self-control resulting in depletion of stress. Stress is a state and it is not a disease;
nevertheless, it leads towards illness. Excessive stress leads to hedth problems
(Teasdadle & McKeown, 1994).

Tom Cox, Griffiths, and Leka (2008) documented that the experience of stress
did not necessarily had pathological development. Moreover, asserted it possibly
affect health; however, an unhealthy employee with stress would sensitize individuals
to other sources of stress by reducing their ability to cope. Therefore, a relationship
between the experience of stress and poor health appeared justified.

Burnout is a widely cited outcome of chronic stress; it is chronic affective
response that results in loss of feeling for accomplishment (Salami, 2011; Yu, Lin, &
Hsu, 2009). However, Sonnentag and Frese (2003) associated burnout with stressors
and argued the relationship between the variables; the insinuations for employers of
stressful workplaces possibly be economic and humanitarian. Karasek and Theorell
(1990) argued that exhausted and depressed employees were not energetic, innovative,
and accurate; therefore, these losses may conseguence for larger than health care as
avoidable costs. Moreover, Ganster and Schaubroeck (1991) concluded that strong
indirect evidence existed for stress to cause illness. Stress is a leading cause for
absenteeism, turnover, and reduced performance (Jamal, 1984; Macy & Mirvis, 1976).
DeFrank and Ivancevich (1998) emphasized when a firm ignored the impact of stress

on the employees then the firm’s productivity was decreased.

5. CONCLUSION
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Irrefutably, there is consensus that too much workplace stress is negatively
related to firm performance. Chronic stress leads to malingering, health problems,
turnover intention, and burnout resulting in decreased productivity and financial
losses. Not only internal factors can lead to workplace stress but external factors can
aso cause workplace stress. The factors that produce stress can specific
environment factors such as individual and organizational. Moreover, general
environmental factors such as recession of world economy can lead to workplace
stress for the employees and for employers as well.  We suggest that future research
is needed to investigate strategies for coping up stress at workplaces as well as for

remedies to control the antecedents of workplace stress.
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ABSTRACT

International migration should become an integral part of national,
regional and global strategies for economic growth, in both the developing and
developed world.The number of international migrants, or people residing in a
country other than their country of birth, has increased more or less linearly
over the past 40 years. International migration has attracted a great deal of
policy attention in recent years, Moreover, for many developing countries,
remittances have become a critical form of financing their balance of payments.
While remittances are generally pro-poor, their effects are greatest on transient
poverty. However, the long-term effects on structural poverty are less
clear, principally because the consequences of remittances on long- term
economic development are not well understood. The role that migrants play in
promoting development and poverty reduction in countries of origin, as well as
the contribution they make towards the prosperity of destination countries,
should be recognized and reinforced. The paper aims to analyze the capability
of international migration to reach the poor and increase their income levels

and also suggest measures for Inclusive Development.
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Introduction

The international migration of labor is a vital component of globalization
and economic development in many less developed countries (LDCs) .
Remittances have emerged as an important source of external
development finance in recent vyears. The number of international
migrants, or people residing in a country other than their country of birth, has
increased more or less linearly over the past 40 years. International migration
has attracted a great deal of policy attention in recent years, While remittances
are generally pro-poor, their effects are (greatest on transient
poverty. However, the long-term effects on structural poverty are less
clear, principally because the consequences of remittances on long- term
economic development are not well understood. Moreover, for many developing
countries, remittances have become a critical form of financing their balance of
payments. The role that migrants play in promoting development and poverty
reduction in countries of origin, as well as the contribution they make towards
the prosperity of destination countries, should be recognized and reinforced.
International migration should become an integral part of national, regional and
global strategies for economic growth, in both the developing and developed

world.

In considering the consequences of alternative migration regimes for
development, it is important to recognize that improvements in average
incomes within the countries of origin by no means guarantee betterment for all.
In the midst of overall economic development, pockets of poverty may well be

left behind; indeed poverty may even be deepened for some. For the most part,
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the evidence suggests that economic growth dominates, resulting in few cases
of rising poverty incidence. Nonetheless the issues remain as to the effects of
migration upon inequality, whether some groups are left behind in any gains
from migration, and indeed whether some are made absolutely worse off. The
paper aims to analyze the capability of international migration to
reach the poor and increase their income levels and also suggest
measures for Inclusive Development. Further it also focuses the

remittance issues relating to India.

Global trends

There are 214 million estimated international migrants in the world
today. Migrants comprise 3.1 per cent of the global population. The
number of the migrants worldwide would constitute the fifth most populous
country in the world. Women account for 49 per cent of global migrants—In
2008, remittance flows are estimated at USD 444 billion worldwide,
USD 338 billion of which went to developing countries. There are roughly 20 to
30 million unauthorized migrants worldwide, comprising around 10 to 15
per cent of the world's immigrant stock. In 2008, there were 26 million
internally displaced persons (IDPs) in at least 52 countries as a result of
conflict .In 2008, the global number of refugees reached an estimated
15.2 million persons. Today there are 16 million refugees worldwide.
Migration flows have shifted in recent years with changing poles of attraction
for labour migration . In some parts of the world, migrant stock has actually

decreased.
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s Although the number of Asian migrants has increased from 28.1 million
in 1970 to 43.8 million in 2000, Asia's share of global migrant stock
decreased from 34.5 per cent to 25 per cent over the same period.

= Africa has also seen a decline in its share of international migrants: from
12 per cent in 1970 to 9 per cent in 2000.

«= This is also true for Latin America and the Caribbean (down from 7.1 per
cent to 3.4 per cent); Europe (down from 22.9 per cent to 18.7 per cent)
and for Oceania (3.7 per cent to 3.3 per cent).

s Only Northern America and the former USSR have seen a sharp increase
in their migrant stock between 1970 and 2000 (from 15.9 per cent to
23.3 per cent for Northern America and 3.8 per cent to 16.8 per cent for
the Former USSR). In the latter case however, this increase has more to
do with the redefinition of borders than with the actual movement of
people.

&= The stock of international migrants remains concentrated in relatively
few countries.

& 75 per cent of all international migrants are in 12 per cent of all countries

Research on Migration

Today, the share of females in the world’s international migrant population
is close to one half, but there are differences among sending and receiving
countries. The share of females in migration to some countries is higher than
that of males. The share to other countries is lower for females. Some countries
of emigration send more females than males abroad, and others do the

opposite. What explains these differences in international migration between
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the genders is just now becoming a focus of international migration research.

Researchers used to ask whether migration has a positive or negative
effect on development. Today they are more likely to ask: “Why does
international migration seem to promote economic development in some cases
and not in others?” and “Can policies be designed to influence migration’s
impacts in migrant-sending economies?” Negative effects of international
migration on developing countries have received considerable attention in both
academic research and the press. These include the cost to LDCs of losing labor

and human capital to foreign labor markets, especially the “brain drain.”

Less attention has been given to the positive effects of international
migration. Increasingly the conclusion of academic research is that, although
the negative effects of international migration cannot be ignored, they need to
be balanced with the positive effects. These include remittance income and the
economic multipliers that it produces; the influences of migration and
remittances on investments, which appear to increase productivity in
agricultural and nonagricultural activities; poverty alleviation; and
migration-induced incentives to invest in schooling and health. In the past,
research on the impacts of international migration and remittances focused on
the households and regions that sent migrants and received remittances, and it
considered only the direct effects of migration and remittances in these
households and regions. New research is uncovering many indirect ways in
which migration and remittances influence incomes and production, both in the
households that send migrants and in those that do not. The impacts of

international migration appear to be greater and considerably more complex
I SSN 2076-9202
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than simple remittance humbers suggest. The newly uncovered links between
international migration and development potentially open the way for a variety
of new policy interventions to increase migration’s contribution to inclusive

development.

Globalisation shapes migration

People have always moved but the current phase of globalisation —
the growing economic and social interdependence of countries

worldwide — is creating new and powerful drivers for people to move.

& People are now, as never before, aware of opportunities elsewhere and
the falling cost of travel makes it easier to get there. Globalisation has
stimulated international trade and competition and put a premium on
mobile, especially skilled populations.This in turn stimulates the flow and
exchange of new ideas and financial resources across borders, raising

and sharing prosperity.

Globalisation is also shaping migration within individual countries.

& As companies search the globe for the cheapest, most efficient workers
to manufacture their products, new areas of economic growth and
opportunities arise. Economic activities are greatest and most likely to
produce long-term growth in certain locations such as towns, cities,
ports and areas of high agricultural potential. Internal labour migration is
often a response to the growth and employment opportunities in these

areas.
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Despite the limited availability of data for developing countries we
know that poor people often choose to migrate as a way of improving
their lives.

@ The differences in demand for labour, and economic inequality between
local areas, countries and regions mean that poor men and women often
move elsewhere to take advantage of job opportunities and better
wages.The inclusion of poor men and women in global and internal
labour markets can make a significant contribution to reducing poverty.
For many poor families in the poorest countries, the migration of one or
more members is an important way of earning a living. For example, one
recent study found 50-80% of rural African households had at least one
migrant member18 working in another part of the country in which they

lived.

The link between migration and poverty is complex and dependent
on the specific circumstances in which migration takes place.

& Migration can both cause and be caused by poverty. Poverty can be
alleviated as well as exacerbated by migration. In Kerala, India, for
example, migration to the Gulf States has caused wages to rise, reduced
unemployment, and improved the economic situation of those left
behind. In other situations, migration does not lead to economic or
social improvement. Research on the impact of labour migration in tribal
Western India found that for poorer migrants many years of migration
have not led to any long-term increase in assets or any reduction in

poverty’. However the study also noted that migration offered poor
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migrants ‘a short-term means to service debt and avoid the more

extreme forms of dependency and bondage),

& migration can increase or decrease inequality but on balance
migration does not lead to higher inequality. It is often the better-off
members of a community who first migrate as they have the resources
to support migration. This first phase of migration, including remittances,
can reinforce existing inequalities — but over time, with the spread of
information beyond the original migrants’ families and the build-up of
social networks, lower-income individuals get the opportunity to migrate.
As migration becomes widespread, the receipt of remittances, skills
gained, and opening up of new opportunities begins to benefit poorer

households.

Migration can benefit poor people and developing countries.
& For individuals and their families, migration can increase income, lead to
new skills, improve social status, build assets and improve quality of life.
For communities and developing countries, emigration can relieve labour
market and political pressures, result in increased trade and direct
investment from abroad, lead to positive diaspora activity such as
remittances, promote social and political change and lead to the

inclusive development

Migration and Underdevelopment: Chicken or Egg?

There is little doubt that the loss of human resources to international

migration can have negative effects on economic development in
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migrant-sending areas. If, as is likely to be the case, international migrants
come from relatively labor-abundant areas, then sacrificing these individuals to
foreign labor markets may not have a very large impact on production at the
origin. However, if individuals who migrate abroad more skilled and highly
educated than those who stay behind, and if this “human capital” contributes to
productivity in rural areas, then international migration could reduce production

and make those who stay behind less productive than they were before.

A big problem that researchers have in trying to test whether migration
affects development is that underdevelopment also drives emigration. One
usually does not see streams of migrants leaving economies that are dynamic
centers of employment creation. If migration and underdevelopment seem to
go hand in hand, it might be because the loss of people to migration retards
development. Or it might be that people migrate away from underdeveloped
areas, which have little to offer them if they stay. Naturally, both may be true;

the question is which dominates. It is difficult to separate out cause from effect.

Remittance in India

Remittances have emerged as an important source of
external development finance for developing countries in recent
years The impact of migrant remittances upon household economies in
developing countries has become an important research and policy question,
since the incomes of a large proportion of households in developing countries

are linked with migrants’ remittances.
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India reported remittances of $52 billion in 2008, sharply higher than the
earlier estimate of $45 billion, says the most recent World Bank update on
migration & remittances. The reason for this unexpected surge are many,
including the continued hiring of migrants in the Gulf countries and the falling
asset prices, rising interest rate differentials and a depreciation of the local
currency, all of which have attracted investments from migrants. There seems
to be a switch in the motivation of remittances from consumption to
investments.  Remittance flows to developing countries are, however,
expected to be $304 billion in 2009, down from an estimated $328 billion in
2008. Though the flows have slowed down in many corridors since the last
quarter of 2008, the total flows in the year was much larger than the previous
estimate of $305 billion. In line with a recent downward revision in the forecast
of global economic growth, the World Bank also lowered its forecasts for
remittance flows to developing countries and the flows are projected to fall by
7.3% in 2009 from the earlier forecast of a 5% fall. But the remittances will
remain relatively more resilient despite the predicted 7.3% decline, when
compared to the private flows to developing countries, where the fall is
expected to be much steeper contracting at even 50% or more. According to
the World Bank, remittances are relatively resilient because, while new
migration flows have declined, the number of migrants living overseas has been
relatively unaffected by the crisis. However, there are downside risks to the
outlook as final flows will depend on the depth and duration of the current crisis,
unpredictable movements in exchange rates, and the possibility that

immigration controls may be tightened further in major destination countries.
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The reason for the fall in remittance in 2009 would vary across regions.
Remittance flows to Latin America have been falling in large part because of a
slowdown in the US construction sector. The new forecasts show a 6.9%
decline in remittances for the Latin America and Caribbean region. Sub-Saharan
Africa is also likely to experience a 8.3% fall in its remittance flows. However,
flows to South Asia and East Asia have been strong; but remittances are
expected to decline somewhat in 2009. It show inflows to South Asia will

decline by 4%.

International Remittances Agenda

The financial crisis has highlighted the importance of migration and
remittances. At over $300 billion a year, remittance flows provide an enormous
source of development financing. In the near-term, the resilience of these flows
has made them even more important as a source of external financing, offering
a ray of home in these difficult times. The development community can further
leverage these flows for development by making them cheaper, safer and more
productive for both the sending and the receiving countries. An “International
Remittances Agenda” as summarized in figure would involve: (1) monitoring,
analysis and projections; (2) improving retail payment systems through use of
better technologies and appropriate regulatory changes; (3) linking remittances
to financial access at the household level; and (4) leveraging remittances for

capital market access at the institutional or macro levels.
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International Remittances Agenda

1. Monitering. analysis, proiection

-Size, corridars, channels

-Counter-cyclicality

=Effects on poverty, education, health, investment
-Policy (costs. eampstition, =:change controls)

3. Financial access
-Deposit and saving products 4. Capital market access

-Loan products (mortgages, = banks and corporations (securitization)
-consumer loans, microfinance) ments (diaspora bonds)

-Credit history for MFI clients ian credit rating
=Insurance praducts =

2 _Relall payrnant systems

~Payment platforms/instruments

-Regulstion (clearing, settlement, capital adequacy,
exchange controls, disclosure, cross-border arbitration)

-Antl-mioney laundering/Countering financing of tarrorism

International Remittances Agenda

Top Receivers of Remittances

w# The top five recipients of migrant remittances in 2007 were India, China,
Mexico, the Philippines, and France :

Countries receiving the most remittances, 2007

(estimates in US$ billion)

India 27.0
China 25.7
Mexico 25.0
Philippines 17.0
France 12.5

Sources: Development Prospects Group, World Bank
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Top Senders of Remittances

While South-South migration nearly equals South-North migration, rich countries are still the

main source of remittances:

Countries from where most remittances were sent,

2007
(in US$ billion)
us 42.2
Saudi Arabia 15.6
Switzerland 13.8
Germany 12.3
Russia 114

Sources: Development Prospects Group, World Bank

Top Emigration Countries

Countries from where the largest number of migrants originated were Mexico
and Russia, India, China, Ukraine (6.1 million) and Bangladesh ( 4.9 million).

Countries sending the largest number of migrants,

2007
(in millions)
Mexico 11.5
Russia 11.5
India 10.0
China 73
Ukraine 6.1
Bangladesh 4.9

Sources: Development Prospects Group, World Bank

Top Immigration Countries

migrants, 2007

‘ Countries receiving the largest number of
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us 38.4
Russia 12.1
Germany 10.1
Ukraine 6.8
France 6.5
Saudi Arabia 6.4
Canada 6.1
India 5.7

Sources: Development Prospects Group, World Bank

Relative Importance of Remittances

It is generally assumed that in a large economy like India's, the impact of
remittances is negligible. But, compared with some important economic and fiscal
indicators, their relative

importance is significant. Today, remittances represent 3.08 percent of the
country's GDP — a sharp rise from 0.7 percent in 1990-1991 . In 2005-2006,
remittances were higher than the US$23.6 billion in revenues from India's software
exports, which is particularly impressive since software exports increased 33

percent that year.

Migrant remittances and reduction of poverty

Remittances can help families to meet their basic needs — buy food, see a
doctor or make repairs to their home. In some cases the money received from
relatives who have migrated can be enough to provide savings or investment
opportunities in small-scale enterprise, to buy land or open a bank account. The
value of remittances sent by migrants working away from home but still in their

home countries is lower than that of international remittances, but the
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difference they can make to families should not be underestimated. Cheap, safe
banking and investment services can encourage rural migrants to invest in their
home community and support rural development through the purchase of land,

equipment and labour.

Remittances can help to improve economic growth.

B When remittances are saved or used to make investments they help to
stimulate economic growth. Even when remittances are used to buy
food or health and education services, they stimulate demand for other
goods and services. This is particularly important in countries with high
unemployment. Remittances are also a source of foreign exchange for
some of the poorest countries and in some small economies represent a

large share of gross domestic product (GDP) and of export earnings.

The sending of money by migrants to their families and communities

is made difficult and costly by weak financial infrastructure, poor

payments systems, a lack of accessible financial institutions, weak
accountability and a weak regulatory environment.

® It means migrants frequently turn to informal channels to transfer

money. Informal transfer systems are not necessarily ‘bad’ and, from the

point of view of migrants, they can offer an inexpensive and reliable way

to send money home when there are no banking or financial services

available. However, transparent and accountable ways of transferring

money are important to prevent financial crimes and money laundering

or the diversion of funds to finance other illegal activities such as

terrorism. Preventing these illegal activities is best achieved through
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regulated formal systems. The challenge is to create a set of rules that
are flexible and inclusive enough to cover both informal and formal

sector approaches.

® Supporting migrants to use the formal financial sector might include
lowering the cost of money transfers, providing them with information
about the services available and helping to overcome their concerns
about using formal institutions such as the need for identification. It will
also be important to take account of the different ways in which men and
women remit. Men remit relatively large amounts of funds while women
generally send back small amounts (although a larger share of their
income) and do so more frequently than male migrants. Women are also

the largest receivers of remittances.

In response to the growing value of remittances, some governments
have started to encourage these flows.

B They are putting in place new legislation and regulations to make it
easier to send money home. But it is important that governments do not
damage what is essentially a private transaction between individuals and
that there is recognition of the impacts for migrants who send money
home. Remittances involve a tradeoff between the needs of the migrant
and those of the families to whom they send money. Any attempts to
increase the volume and poverty reduction impact of remittances should
not place additional burden on migrants who may also be in a vulnerable
situation

Diasporas and poverty reduction
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When people migrate across international borders they (and their families)
tend to form communities in their destination areas that can continue to have
strong personal and material links with their countries of origin. Referred to as
diasporas, these communities have historically been viewed as negative or
irrelevant to formal international development efforts. The main concern is the
support provided by some diaspora to groups involved in violent conflict in their
countries of origin. However, the positive economic, social and political
connections that diasporas maintain with their countries of origin have the

potential to be an engine for development

¥ Many diaspora groups and individuals are playing significant
roles in their countries of origin.Their involvement is extremely
varied. It ranges from disaster relief to business development, from
exporting machinery to importing ideas, from instigating war to
searching out paths to peace. In addition to private remittances,
diasporas are active in a range of practices between nations — Foreign
Direct Investment (FDI), market development (including outsourcing of
production), technology transfer, charitable activities, tourism and

political contributions.

3 International development organisations are just beginning to
realise the contribution diaspora communities can make to
reducing poverty and improving development. However, many
national and international donors and NGOs are structured in a formal

manner, and may overlook, be reluctant, or find it very difficult to work
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with the often less formal, traditional self-help organisations that make
up a significant percentage of diaspora groups. It is important that
real partnerships are developed that accept the limitations and build on
the strengths of diasporas.This will take time and recognition on both

sides but will bring benefits.

¥ Many governments now recognise that their diasporas can
support national development from abroad. As a result they have
begun to give ‘'their’ migrants special rights, protections and
recognitions. For example, in 1998 the Indian government launched a
huge sale of five-year bonds guaranteed by the State Bank of India and
available only to non-resident Indians (NRIs).There were significant
benefits to make the bonds attractive including the option of
redemption in US dollars or German marks and exemption from Indian
income and wealth taxes. Similarly, the Philippine government has
created incentives including tax breaks and privileged investment
options for Filipinos abroad. Governments’ involvement with their
diasporas takes different forms and has differing priorities. The most
immediate positive effects on poverty are likely to come from plans that
aim to maximise the income that comes from remittances and goes

directly to households.

Are remittances a new development paradigm or another
destabilizing force of globalization?

& Remittances are one of the most visible . and beneficial . aspects of how
international migration is reshaping the countries of origin. In a variety
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of settings they are quietly transforming societies and regions and are
the most manifest example of selfhelp undertaken by poor households in
the global arena. Their role is particularly important in augmenting
private consumption and alleviating transient poverty in receiving
countries. However, their effects on structural poverty and long-term
economic development, are less well understood. Unlike foreign aid,
remittance flows do not put any burden on taxpayers in rich countries.
Nonetheless, they occur only to the extent that emigrants from poor
countries can work in richer countries. It is clear that countries that are
de facto much more open to immigration are also the principal sources
of remittances and in so far as these constitute substantial sources of
external finance to poorer countries, should they not be viewed as a

country.s contribution to poor countries?

Effects of financial remittances

The effects of remittances are complex and are a function of the
characteristics of migrants and the households they leave behind, their
motivations, and the overall economic environment. Remittances are a form of
household transfers and its motivations include altruism, as an implicit
intra-family contractual arrangement or as an implicit family loan. The relative
importance of motives appears to vary with the institutional setting.
Remittances finance consumption, land and housing purchases and
philanthropy; they are an important source of social insurance in lower income
countries; and they provide liquidity for small enterprises (in the absence of

well functioning credit markets) as well as capital investments in equipment,
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land, wells and irrigation works and education with longer-term implications for
economic development. However, at this point it is important to dispel one myth
surrounding remittances . that remittances compensate for the brain drain. It is
often argued that while poor countries might loose the scare factor that is
critical for development (human capital), they gain another scarce factor,
namely financial resources in the form of remittances. The two are not
substitutes. Although, as we shall note later, emigrants are positively selected,
remittances are not a quid pro quo for the brain drain for several reasons. The
real detrimental effects of the brain drain for developing countries arise from
the migration of the upper end of human capital distribution, comprising of

engineers, scientists, physicians, professors etc.

As a whole, it consider migration to be desirable when it is seen
as:

» an opportunity for inclusive development

# serving the interests of capital: shift in ‘reserve army of labour discourse’
to empowerment and agency, rational decision-making

modernity and progress

a way out of poverty

Remittance can be utilized as Micro credit

strengthening social capital, social structures and networks

¥ ¥ ¥ ¥ ¥

as a form of population control (population size and composition)

Suggestions
To maximise the benefits and reduce the risks of migration for poor
people and Inclusive development, a number of important issues

need to be addressed:
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& Policy attention is needed urgently in the areas of developing social
security systems for migrants, building human capacities so that their
bargaining power vis-a-vis employers and law-keepers is improved.
There is also the need to strengthen data on migration trends, the
impacts of migration on poverty, and occupational mobility, so that policy
reforms can be introduced to maximize the benefits to migrating

individuals and society at large.

& Policy makers need to recognize the importance of migration for poverty
reduction and inclusive development. Policy should aim to ease the
hardship of migrants and facilitate a flexible labour force in the short
term, in order to distribute the benefits of growth as evenly as possible.
But there is a need to build human capabilities over the long term so that
people who currently have to depend on such livelihood strategies can

diversify into more remunerative options.

& Countries of origin can enter bilateral agreements with countries of
destination to design incentives for migrants to return, both to bring
savings and new ideas back to source communities and to minimize the

disruption of families for migration.

& Governments can limit the direct costs of finding employment overseas.
First, they can ensure that the cost of obtaining a passport represents a
low income share. To limit migration costs, several Asian countries have
licensed companies to recruit immigrants for low-skilled jobs, which can

lower the cost of migration because recruiters can provide information
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on, or even negotiate, lower transportation costs, passports, and work
visas. However, such companies should always be monitored by

governments to ensure that emigrants are not exploited.

@ International migration could stimulate development through
remittances, brain circulation and the contributions of transnational
communities, but it should not be pursued as the vehicle or strategy for
development. Such an approach promotes short-term socioeconomic
“stability” and contributes to limited survival opportunities rather than
sustainable.

& Governments could establish portable pensions for migrants to access in
their country of origin. If migrants benefited in their countries of origin
from social welfare contributions made while in their destination

countries, they may be more likely to return home.

& The immediate need is to change the policy level discourse on migration
by reviewing key documents and policies and moving away from theory
and language which portrays migration as bad and something that must
be stopped. Other Asian countries have recognized the need to support
migrant workers and reduce their vulnerability by improving their access
to education, housing and health programmes. India needs to take

similar steps urgently.

& create a working group on remittances whose main tasks would be to
adopt an operational definition of remittances, and monitor and report
cross-border and domestic remittances. There may be  lower

remittance costs through the development of appropriate legislative
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frameworks for remittances, as well as through innovation and the use

of technologies.

& Expand both cross-border and domestic remittance services, fostering
financial inclusion and improving the dissemination of information on
recorded systems among remittance senders and receivers. As
remittances” developmental impacts are limited in scale, it is
fundamental to continue supporting rural livelihoods, expanding access
to basic service delivery, protecting vulnerable businesses, creating

employment and strengthening social protection systems.

& Remittances’ developmental impacts are likely to be further enhanced
under the framework of pro-poor human and sustainable development

policies that address persisting inequalities.

& Migrants should not be viewed as “milking cows” for the development of
their home countries. They can indeed contribute to sustainable
development, but it should be in a voluntary and participatory way.
States and civil society organizations in destination countries can provide

appropriate support.

& Financial literacy training programs should be established to help
migrants increase their understanding of, and access to, formal banking
systems in destination countries, while the development of credit unions
and community-based micro-finance institutions represents another way
of extending financial services to remote rural areas in countries of
origin.
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& Support for migrant organizations — such as hometown associations —
by governments and civil society actors is one way to boost informal

social networks that help to ensure the basic safety of migrants.

@ Hawala and other informal funds transfer systems play a key role in
facilitating remittances. Governments need to ensure that such systems
are not abused by criminals, but should also ensure that regulatory
solutions are proportionate to the risks and sensitive to the possible
impacts on those who rely on remittances

Conclusion

Migration is a complex phenomenon and given the new challenges posed
by a ‘globalised’ and rapidly changing world, drawing lessons from the mass
migration of the past century is not an easy task either._india has clearly achieved a
large sustained level of remittances. Policy initiatives by the government and banking institutions have
achieved two significant results. First, most remittances flow thorough formal channels. Second, an
increasing number of remitters have moved from being pure "savers" to "investors." The Indian policy
regime has demonstrated its ability to attract NRI capital through NRI deposit accounts and successive
bond issues. The challenge is to channel some of these flows for socio-economic development. If the
government and the banking community are strategic, they could offer higher rates of return on
remittance receipts placed in specified assets in the domestic capital market. Investing in microfinance
operations would be a good place to start, given their success in India. The Indian diaspora has proven
responsive to incentives Offering investment options that are tied to development goals could be a

winning strategy.

Therefore, Migrants make a valuable economic, political, social and
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cultural contribution to the societies they have left behind. The remittances that
migrants send home play an important part in alleviating poverty in countries of
origin, and can also support the development process if the governments of
those countries provide a conducive environment for economic growth.
Migration helps to limit the level of unemployment and underemployment in
countries that have an excess supply of labour. Individual migrants and
diaspora associations make financial and other investments in their homeland,
strengthening the economy, serving as conduits for new ideas and enriching
understanding between countries of origin and destination. When migrants go
back to their own country, whether on a temporary or long-term basis, they
take new skills, experiences and contacts with them, vital assets in a global

economy and achieve inclusive development
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Abstract

Today the organization to maintain its survival and progressin the competitive
world need to ingitutional innovation. Accordingly recent emphas s has been on the
role of total quality management in organizational innovation. Total quality
management is a function that will be affected by many factors that consdering to
these factors will ensure the success of the organi zation in achieving excellent results.
This study attempted to examine the relationship between the components of total
guality management and organizational innovation in the insurance industry in
Guilan. Based on this research to formulate hypotheses has been to investigate
whether the total quality management and innovation, there are sgnificant
ingtitutional interface. For this purpose was used the field method and then using a
guegtionnaire has been measured each one component of the research Such as total
quality management (autonomy, internal communication, consultation, quality
flexibility, and support management methods and organizational innovation) and
finally, relationships between variables was evaluated with Pearson correlation test
and this result was achieved that TQM has a direct inmpact on organizational
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innovation and also there is no meaningful relationship between domestic
Communi cation, autonomy and quality flexibility, with organizational innovation And
there is a direct relationship between consultation and support with organizational
innovation.

Keywords: Organizationa Innovation, TQM, Autonomy, Interna Communication, Consultation,

Quality Flexibility, Support Management

1- Introduction

Key is considered words quality and a magic word, athough is significant
differences in a different field of work, in the concept, application and quality issue
position and can be found less than a category that such a comprehensive, Due to has
involved his professional and is converted general indicators for assessing progress
and career success. Therefore everyone continually seek effective ways to increase
and improve the quality of their products and services and occasionally found a new
way that promise quality creation and of quality problems solving. (Bayazita et al.,
2007)
Perhaps the term Total Quality Management (TQM) is one of the most common terms
of trade that in recent years has been applied about all recorded attempts to promote
and improve of quality (Jafari, 2004) Total quality management Combine clear
objectives with revolutionary approach for change and includes all aspects of the
work - of identify the customers’ needs to assess customers based on whether are
satisfied or not. (Bayazita et al., 2007).Today we
live in a society so-called network that in it, the organization of knowledge, individua
creativity and learning ability are considered as a work valuable resource and capital.
The combination of knowledge and creativity in a favorable environment leads to
innovation. ( Taa Tila et al., 2006) However our managers should try a favorable
environment and by using Innovative creative thinking, and a suitable culture for
fostering creative thinking in their schools Increase their performance qualities.

2. Literature Review

Defining TQM as a philosophy is key in differentiating TQM from management
fads. Paton (1994) stated: TQM is a philosophy, not a science. Philosophies are
seldom suddenly born, and they almost never die; they simply get improved upon.
Therefore, a philosophy can be negotiated and renegotiated, adapted to differences
within an organization, and cannot be a simple formula or solution to organizational
problems. The structure of TQM in an organization lies in the basic values that a
manager has to figure out in order to implement it in the organization. Therefore,
TQM as a philosophy acts as a theoretical base for making organizational change. In
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other words, it is a set of values or a way to reorganize a business, and not a
cut-and-paste technique (Miller and Hartwick, 2002; Paton, 1994).

Organizations should be well informed the benefits of TQM practices. In other words,
encouraging TQM practices produce beneficial effect on people. When fully
implemented, TOM brings good benefits to organization in term of quality,
productivity, and employee development (Lawler et al., 1995). People are most
important resources in dedicating their effort of achieving the high level of quality
product and service. Moreover, many of the basic elements of TQM deal with people
such as team work creativity, innovation, extensive training, high level of
communication, employee and management trust, and quicker decision making.
Without their honest self-scrutiny and purposeful analysis, and without their
commitment toward common goals, the organization may fail to achieve its objectives.
In fact, most of the successful TQM implementations depend heavily on changes in
employees’ attitudes and activities. The employees who will be affected most directly
are the agents of change in organization that are involved in implementing TQM or
other programs for continuous improvement. But what is the impact of these changes
on the employees and does TQM provide benefit for the employees. The influence of
TOQM processes will produce positive impact on employees; improve level of
satisfaction and commitment, and organizational effectiveness. Consequently, TQM
must focus not just on the quality of product but also on the quality of its employees
to remain an effective management approach. Many organizations that adopted
quality management practices have experience an overall improvement in
organization performance such as attitude, commitment, and effectiveness. Butler
(1996) found that companies that use TQM practices achieved better employee
relationship (i.e. employee satisfaction, attendance, turnover, safety, and health).
McAdam et a. (1998), in compaing TQM—as represented by continuous
improvement—to innovation in 15 companies in Ireland, report two important results.
First, they find that there is asignificant and very high correlation between the overall
continuous improvement score and innovation score, suggesting that continuous
improvement can act as a solid foundation on which to build an innovative
organization. Second, through a qualitative study, they find that certain practices
reflecting a culture of continuous improvement exist in the organizations deemed to
be innovative. They conclude, therefore, that the strong correlation between
continuous improvement and innovation scores is not simply a correlation but
suggests a causal relationship, meaning that the introduction of continuous
improvement over a period of time will lead to increased innovation. Baldwinand
Johnson (1996) fined that the adoption of TQM as a management strategy contributes
significantly in differentiating the more-innovative organizations from the
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less-innovative ones.

To implement a TQM program, Levy (2003) recommends five necessities. First, the
support of top management must be sought and senior management must receive
training on what TQM is, how it operates, and what their responsibilities are for
effective implementation. Second, employees need to be trained on quality methods.
Even the lowest level employee is empowered to take steps toward quality
improvement, when and where necessary (Jex,2002). For
effective TQM implementation, for instance, all employees should have access to
guality control data and be encouraged to act on problems related to product quality.
Third, employees are also expected to be trained on the processes and procedures of
TQM. Such training should center not only on identification of areas in which
department or division excels, but also areas of deviation from quality standards (i.e.
errors). The potential causes of these deviations or output variations are examined,
corrected, and brought within the range of expected quality. The fourth goal is
self-comparison analysis, whereby the organization compares its effectiveness to that
of the competitors who were used to set the goals. The fifth necessity is the linking of
rewards to the achievement of the TQM intervention’s process goals (see Cummings
and Worley, 2001; Ehigie and Akpan, 2004).

Total quality management approach in organizations such as insurance is very
important who Customers do not buy their products as volunteer. Because central this
approach is attention to customer needs. In the insurance industry, the genera attitude
and philosophy based on principles of marketing, is that nobody buys our products,
but it must be sold (sales orientation) and therefore requires a national insurance
agency With appropriate actions such as quality service delivery and quality, and other
incentive policies, stimulate people to buy their products. So can be easily found that
one of the success factors a nationa insurance is use of Principles and theories of
management, including quality management Because central total quality
management is customer needs and continuously improve al products, services and
process.

TOM implementation, which is used in this study include autonomy, internd
communication, consultation, quality flexibility and support management methods.
The researchers seek to answer to this question that is there a relationship whether
between implementation of TQM practices and organizational innovation in the
insurance industry of Iran (Guilan)?
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TOQM  Elements

Autonomy

Internal Communi cation

Consultation
Quality Flexibility
Support Management Methods

Figurel. research model (Abrunhosa Moura Ee sa,2008)

2.1 Total Quality Management (TQM)

The importance of Total Quality Management (TQM) in the manufacturing and
service organizations has been significantly increased within the past twenty years.
However, there is no consensus among practitioners and scholars concerning the
meaning of the term “quality.” This confusion may be related to different aspects of
quality, the way it has been defined, and the approach that has been taken to
conceptualize it. The origination of TQM and its philosophica approaches should be
attributed to the Japanese approach towards quality improvement after World War 1.
Through the collaboration of Japanese scientists, engineers, governmental officials,
and policy makers, along with the works of Deming and Juran, the Japanese
developed a management philosophy that later entitled Total Quality Management
(TQM) (Walton, 1986; Powel, 1995). In fact, the concept of quality has evolved from
basic manufacturing and engineering-related activities to a philosophy that
encompasses all organizationa activities and processes. What today is defined as
TQM hasits origin in the ideas of quality gurus (Deming, Juran, Crosby, Feigenbaum,
Ishikawa) whose primary goals were customer satisfaction and continuous
improvement. Despite the number of articles and studies, TQM is an ambiguous
concept (Dean and Bowen, 1994). The differences between the various frameworks
proposed by quality experts and scholars have contributed to the ambiguity of TQM
definition, concepts, and constructs. Differences are due to the fact that different
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people have different. Understanding of the term “quality,” and, in that regard, the
way they define quality may result in different constructs and models for TQM.

A baseline technical definition of what TQM is all about has been given by the
American Federal Office of Management Budget Circular (cited in Milakovich, 1990,
p. 209), “TQM is a total organizational approach for meeting customer needs and
expectations that involves all managers and employees in using quantitative methods
to improve continuously the organization’s processes, products and services.”
According to the latter definition TQM is not merely atechnical system. In fact, TQM
is associated with the organization itself, which is also a social system. Pike and
Barnes (1996) argue that organizations are not only technical systems, but also human
systems. In addition, Oakland (1993) states that TQM is an attempt to improve the
whole organizations’ competitiveness, effectiveness, and structure. For Dale (1999),
TQM is the mutual co-operation of everyone in an organization and associated
business processes to produce products and services, which meet and, hopefully,
exceed the needs and expectations of customers. TQM is both a philosophy and a set
of management guiding principles for managing an organization. (p. 9)

From the above definitions, we can identify two important aspects that comprise TQM:
management tools and techniques as well as management concepts and principles.
The techniques refer to what has been referred to as the “hard” aspects of TQM, while

the principles refer to the “soft” side.

Objectivesof TQM:

Process improvement

Defect prevention

Priority of effort

Developing cause-effect relationships

Measuring system capacity

Developing improvement checklist and check forms
Hel ping teams make better decisions

Developing operational definitions

Separating trivia from significant needs

Observing behaviour changes over a period of time

TQM revolves around:

Commitment by Senior Management and all employees
Effective strategy, vision, mission and goas

Customer/ Supplier relationships

Communication
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Tools and techniques for improvement

Team work

Systems to facilitate improvement

And most of all TRUST

Table 1. History of Quaity Control

1900 Quality control by the operator (worker)
1910 Quality control by Head of worker
1915 inspection Quality Control

1940 Statistical Quality Control

1960 | Defined of quality as quality assurance and quality management (comprehensive quality

control)

1980

Birth of total quality management

Table 2.0ld and new Culture about the quality

Quality elements

From the perspective of the past

From the perspective of the TQM

Definition
Decisions
Emphasis
Error source
Responsibility
the problem Solution
Gaining

Manager role

Product-oriented
Short-term
Cross-examination
Staff
Quality Control Department
Management
Price

Planning, assign tasks, control, force acts

Customer-oriented
Long Term
Prevention

System
All employees
Groups
Life-cycle costs, partnership
Delegated authority, guidance,

facilitator and trainer

2.2 Organizational I nnovations

According to De Furia (1997), the benefits that an organization can have of the
high level of trust include: stimulation of innovations; movement towards high
emotional stability; facilitation of acceptance and openness for free expression and
encouragement for risk acceptance. As opposed to the above-mentioned, the
consequences of the low level of trust imply: lack of understanding when it comes to
values and motives of other employees, non-efficient communication; reduced
possibility of recognizing and accepting good ideas; increasing the efforts for
obtaining relevant information; increasing the control mechanisms — self-control is
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replaced by externa control; increase of rejection, defensive and hostility; delayed
implementation of activities and projects; mentality ,,victory-victory is replaced by
,victory-defeat (De Furia, 1997).

Theoretically, research on organizationa innovation opens new perspectives on a
number of interesting issues that have surfaced recently, including the issues of
societal evolution and institutional change, the dynamics of knowledge societies (Bell
1973, Hage & Powers 1992), and the integration of macro and micro levels of
anaysis. Beyond sociology, organizational innovation can make important
contributions to several important arenas of new research in economics. The most
obvious one is research on national systems of innovation (Lundvall 1992, Nelson
1993), but it is equally relevant to endogenous theories of economic growth (Romer
1986, 1990, Solow 1992) more generally.

Organizational innovation has been consistently defined as the adoption of an idea or
behavior that is new to the organization (Damanpour, 1988, 1991; Daft & Becker,
1978; Hage, 1980; Hage & Aiken, 1970; Zaltman, Duncan & Holbek, 1973;
Oerlemans et al., 1998; Wood, 1998; Zummato & O.Connor, 1992). The innovation
can either be a new product, a new service, a new technology, or a new administrative
practice. The research usually focuses on rates of innovation and not on single
innovations except in the instance of diffusion studies (e.g. Collins et al 1987, Ettlie et
al 1984, Walton 1987) where the speed of adoption is an issue. The importance of
studies of innovation rates rather than a case study of a single innovation must be
stressed. In the met analysis of Damanpour (1991), he found that the greater the
number of innovations considered in the research study, the more consistent the
findings. This is an important conclusion, namely, that the focus on rates of a
phenomenon will produce more consistent results than the analysis of asingle event.

3. Resear ch hypotheses

1- There isrelationship between TQM Implementation and Organizational Innovation.
2- There is relationship between Autonomy and Organizational Innovation.

3- There is relationship between Internal Communication and Organizational
Innovation.

4- There isrelationship between Consultation and Organizational Innovation.

5- Thereis relationship between Quality Flexibility and Organizationa Innovation.

6- Thereis relationship between Support Management methods and Organizational
Innovation.

4. Resear ch M ethodology
Research methods is "descriptive - correlation™. Statistical Society is includes all
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head administration and supervision of the insurance industry in Guilan which is
comprised of 23 branches. In this study is used the stratified random sampling.
Sampling was conducted based on the following conditions:

- Companies that have more than five branches: three samples

- Companies that have between 2 to 5 branches: 2 samples

- Companies that have only one branch: 1 sample

The research sample was comprised of 23 branches.

For assess the validity of question used Content validity method. Questionnaire to
measure the reliability of each variable using Cronbach's apha coefficient was greater
than 70% shows that questionnaire is reliability. Also Correlation method is used to
test research hypotheses.

5. Data analysis

20 respondents are male and 3 female.

2 person of respondents were Associate Degree, 14 bachelor, 7 person master & over.
1 person of respondents were between 25 to 30 years, 3 between 30 to 35 years, 9
between 35 to 40 years, 4 between 40 to 45 years and 5 between 45 to 50 1
between 55 to 60 years old.

Experience of respondents. 1 person was between 1 - 5 years, 1 between 5 - 10 years,
7 between 10 - 15 years, 5 between 15 - 20 years, and 2 were between 20 - 25 and 3
have between 25 to 30 years of experience.

Table 3) Pearson Correlation test

hypotheses | Pearson Correlation SIG Hypotheses status
H1 4717 % 0/021 Confirmed
H2 37/4 0079 Rejected
H3 14/6 0/507 Rejected
H4 514 0/012 Confirmed
H5 2517 0/226 Rejected
H6 45/7 0/028 Confirmed

In the first hypothesis is positive and significant relation between TQM and
organizationa innovation about 23 percent of TQM can predict by organizational
innovation. Test this hypothesis by comparing the results with that of
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NuriaLo’pez-Mielgo in year (2009) showed that between the capacity for innovation
and quality management, there is a positive the relationship. Also research by
M.Giebel,H.Essmann,N.Du preez,R.Jochem in 2009 showed that Between TQM and
innovation in organizations, there is a positive the relationship and also Hui  study in
2008 showed that There is a positive the relationship between TQM and technological
innovation.

The second hypothesis could be found that there is no significant relationship between
autonomy and organizational innovation.

The third hypothesis can be found that between internal communication and
organizational innovation, there is no meaningful the relationship.

In the fourth hypothesis, there is a significant the relationship between consultation
and organizational innovation. So that consultation variable can predict about 27
percent organizational innovation.

The fifth hypothesis could be found that there is no significant relationship between
Quality flexibility and organizational innovation

The relationship between support management methods and organizational innovation
in the sixth hypothesis, there is significant so that support management variable can
predict about 21 percent organizational innovation.

6. Conclusions and suggestions

With the increasing developments and transformations in the current world is that era
of information and communication and due to the instability and variability and
unpredictable nature of these changes what the countries of the world especialy in
developing countries in order to increase productivity and help them deliver

development. Certainly use the opportunity in competition with other countries .This

is not possible unless with management of innovation and creativity together in order
to grow and flourish organization and as a result community attempt. Results of this
study can be used by managers to improve their performance actions can be more
serious. According to first study confirmed the hypothesis that there is a significant
relationship between TQM and organizational innovation, we can offer the following
suggestions:

1- Senior director should be involved staff in the TQM effort. Therefore is suggested
managers consider to comments and suggestions and ideas of employees and
necessary conditions and facilities deliver to provide and do new things, innovative
and creative in organization.

2 - According to the second hypothesis of this study based on the autonomy and
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organization innovation rejected. This can be dueto lack of support from managers to
adopt a participatory decision making. So it is recommended that the organizations
created the space that people can participate in the making decisions and have be
activerole in the planning, timing and work quality control.
3- Considering that the third hypothesis of this study rejected based on the internal
communication and organizational innovation, this can be due to inadequate
communication between the units or groups. Thus is proposed that is considered to
vertical communication (hierarchical), communication in among parts and return
communication (inside part) and accessibility managers and employees to be added
together.
4- according to fourth research hypothesis that a significant relationship between

consulting and organizational innovation can be offered the following suggestions:

- Make a system for collecting employee suggestions

- Employee involvement in decision making
5- According to fifth hypothesis of this study rejected based on the relationship
between quality flexibility and organizational innovation, the reason for this lack of
adequate training or can be considered inappropriate selected with regard to flexibility.
Thusis recommended:

- Theuseof rotation job

- development competencies that employees have several duty

- Specialist Professional Learning

- Employee selection based on the overal capabilities (education, qudified to

perform specific tasks)

6- According to sixth research hypothesis based on relation between support
management and organizational innovation, the following suggestions are provided:

- Continuing education and training

- Implementation plan Performance Evaluation
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Abstract

lobalization is a complex phenomenon that has far reaching effects.

Nowadays, managers need to understand social, economic, political and
legal ramifications of global markets. This paper is devoted to advocating sustainable
development and competitive advantage through showcase of right leadership talent
in organizations. It is very important that leaders must feel like citizens of the world
who have an expanded and well- defined vision. | strongly feel that this study on
leadership excellence will benefit not only future leaders but also aspiring students
pursuing an MBA course who will lead the organization in the time to come and thus

be cognizant of global and local trends.

This paper will provide an insight and an approach towards usefulness and

effectiveness of this trait (leadership) and how well it can be practiced though
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conceptua models and frameworks illustrated by various eminent leadership

practitioners and authors. The premise of this paper is well depicted and highlighted

in the form of this conceptual paper which seeks to present examples/ cases where

leaders have shown remarkable leadership talent and entrepreneurship qualities.

Leadership excellence provides a framework which automaticaly demarcates

ordinary and extraordinary and creates broader impact on the growth of the

organization. The aim is to characterize the development and analysis of Strategic

Leadership qualities amongst Leaders in incubation. Leadership serves as a catalyst

and is an important part of the management but it is not the whole story. Managers

plan strategy, plan activities, organize appropriate structures and control resources.

A literature study highlights the new dimension to leadership development and

defines its characteristics. Further it points to the need of developing leadership

capacities and sustaining then by being aware of the supporting environment.

Moreover the methodology adopted through this research presents different instances

where employee has exhibited charismatic leadership, the study made by the earlier

researchers on the leadership excellence where the approach adopted has shown

results are studied and well analyzed and thus valid conclusions are drawn. Thus the

study mainly focuses and is done using secondary data because the objective of this
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paper is to present examples/ cases thereby its impact / result on the growth, stability

and sustainability of organizations.

All successful organizations has one magor attribute that sets it apart from

unsuccessful organizations Dynamic and effective leadership. Strategy creates a

vision and every substantial organization that has had high performance standards is

due to its effective strategies. If one wants superior performance then one must set

high standards for sustainability. In retrospect, Leadership is the process of

influencing and supporting others to work enthusiastically towards achieving

objectives. It is the most critical factor that helps an individual or group identity their

goals and then motivates and assists in achieving predetermined objectives. This

thesis is truly devoted in fulfilling its purpose by discussing the very strategic nature

of Leadership Capacities and defines the inherent characteristics, behaviors, roles and

skills that combine to form the framework for sustainability. Thus leaders of today

should have the potential traits of transforming organizations and coach people to

make progress, lead ateam like a maestro, have aleadership vision and voice, develop

the look of leadership and lastly lead the transformation.

Keywords: Leadership, productivity, maestro leadership, capadties, Sustainable

development, transformational leader ship
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OBJECTIVESOF THE STUDY

e To study the ways in which leadership capacities can prove to be an approach

to sustainable development and competitive advantage.

e To present an insight and a highlight on the importance of Leadership

capacities in today’s changing business scenario.

e This study is to equip management students at MBA level with quick practical

and quintessential points on various approaches to Leadership and how it can

be suitably developed to groom managers of today into transformed and

charismatic leadersof tomorrow.

e To study the usefulness of Competitive Intelligence in Strategic thinking and

decision making for effective leadership.

LIMITATIONS OF THE STUDY

The paper is limited to the approaches required for developing leadership capacities,

hence this study is to give an insight to the management students at an MBA level as

to what capabilities and competencies are required to become a successful leader.
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The study excludes detailed analysis on development of leadership capacities since

the main purpose of this study is to highlight the importance of the subject and

provide practical solutions .The boundaries are drawn to keep the study within the

permissible limits thereby giving a myriad of approaches that are actually required to

develop atrue maestro leader.

REVIEW OF LITERATURE

Literature reviewing of the rising horizons to leadership excellence has been done to

explore the approaches of leadership capacities towards sustainable business practices

thereby outlining the economics of benchmarking in BOLD to the business world.

“Read and reread the campaigns of Alexander, Hannibal, Caesar, Gustavus, Turenne

and Frederick. Make them your models. This is the only way to become a great

general, a leader and to master the secrets of the art of war, the competition indeed -

Nick Skellon

The 21st century business leaders of today have started looking for the recognition of

the employees in terms of driving and delivering sustainable business practices.

Human resource is the most important element in an organization , hence in order to
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foster sustainable development capabilities organizations need to have leaders who

have well-defined strategies, pursue priorities relentlessly so that specific problems

can be dealt with perfect replicability and increased efficiency. There have been

countless mentions, assignments and theories that have been written and developed on

the basis of the approaches and practices thus developed by the empirical guru’s of

management and specifically leadership.

When we talk about prominent theorists of leadership there are only three names that

come in our minds and are indeed the leaders of the decade like Warren Bennis,

Edward De Bono and Gary Hamel. They developed a number of theories that

advocated sustainable business growth through development of leadership capacities

through creative and lateral thinking, strategic planning, practicing Competitive

Intelligence and above al having a vision, Passion and Integrity which are the major

contributions and ingredients to leadership. Warren Bennis (85) is an American

Scholar, Organizational consultant and an author and is considered as a pioneer in the

field of leadership studies outlined leadership as a necessity in this digital world and

the education in leadership prepares one for what needs to be done to maintain and

develop leadership capacities and how well this trait can prove to be a strategic factor

to sugtainability. It is indeed very important to know the downside of leadership and

assume the role of the observer who can himself offer suggestions as to how to meet
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the challenges and understand the very reasons as why leaders fail to bring about

sustainability in organizations.

Edward De Bono (77) leading authority in the field of creative thinking and strategic

leadership explained leadership as “ A leader is the inventor of the concept and

process of lateral thinking —a creative skill from which managers can benefit

enormously”. This form of lateral thinking has helped develop leadership capacities in

a prudent manner and further helps to change perceptions into creation of new ideas

and concepts as enablers of growth and stability. Gary Hamel (56) is regarded as the

management guru of the 21st century and has been ranked as the greatest strategic

thinker and the world’s most influential business thinker and leader by Wall street

Journal. He defined leadership as “ a pioneering concept towards creating Strategic

intent, core competence, industry revolution and management innovation” together

the mix of all these key ingredients will help in developing the leadership capacities.

Larry Kahaner in his book on Competitive Intelligence explained leadership as a

concept which is important as a trait to define any raiding strategy thereby

outmaneuvering and outperforming competitors. He emphasized on the establishment

and development of Competitive Intelligence units in every organizations and

outlining the role of the leader as a catalyst to both inclusive and exclusive growth.
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RESEARCH METHODOL OGY

As the study is exploratory and empirical in nature therefore focus is more on the

secondary data. The paper is purely conceptua in nature. The basic data has been

derived from past experiences and inspired by the learning’s from other theorists and

authors, journals, books and websites.

INTRODUCTION

Quote: Managers are people who do things right, while leaders are people who do

theright thing. — Warren Bennis, Ph.D. On Becoming a Leader.

In these uncertain and fearful times when there are so many changes happening in the

business environment managers need to be proactive and assertive. Today what is

more required are leaders who put their own interests at bay before the organizations

well being. It is indeed a difficult task to orient managers of today, groom them to

take top positions in organizations since most of the leaders commit the act of

visionocide. Normally in such a circumstance the leader uses hypnotic and autocratic

influence on the employees and in a manner kill people’s dreams and lead them

towards misdirected behavior and efforts. For effective leadership to be developed

one needs to have qualities and competencies which are different and can be

harbingers of sustainable human resource and continual business growth. Leaders are
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not only harbingers of change in organizations and the economy but also sustainable

self being. We can surely take examples of Dhirubhai Ambani, Ratan Tata and

Lakshmi Narayan Mittal who are no less than hallmarks of transformational

leadership.

DATA ANALYSISAND INTERPRETATION

The analysis can be done with the help of several factors or approaches mentioned

below as A,B,C,D, E and F. However a case study has also been included since the

paper is based on developing leadership variables how these variables have been

identified and developed by successful organizations like Procter & Gamble is been

depicted in the case study.

A. Theart of Planning

Indeed the leader who has the right vision and a well defined strategy will be able to

plan and give strategic direction to the organization. It is important to plan right from

areas which require micro managing to effectively leading through people orientation

just as the the musicians will work harmoniously and together only and only under the

directions and gestures of the effective leader similarly in order to enable the

organization function with the best synchronicity planning needs to be highly

effective. Strategic planning should be done to lead and thrive in bad times, thisis one
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such leadership capacity which is difficult to build but one needs to exercise enough

courage and apply tactics in order to convert those bad times to good times and not

consider it a paralyzing agent. Certain tactics that can be used are:

1. Reallocate time to high percentage short term returns.

2. Create measures around high impact programs and projects.

3. Meet directly and frequently with work force.

4. Get in front of customers more.

5. Instal innovation and improvement teams.

6. Triple communications

7. Make tough moves and lead with courage.

Source: www.linkagesinc.com/ Journal of Leadership Development, managerial

effectiveness and organizational productivity, November 2010 issue- | ndia edition.

B. Change Management

In this era of constant change and with the markets fast emerging it is very essential

that a leader should have qualities that project best results with this an organization is

best known and its strength witnessed in an ever changing phenomenon. Infact such

changes are positive for organizations to become perfect and aberrant. Today’s

managers should be forward looking and aggressive to locate any dysfunctional
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domains which need attention like conflict management, improving on

communications and problem solving.

In times of turbulent changes a manager can best exercise its leadership trait by

smoothening these changes, it is important to take these tactics into consideration to

deal with changes:

1. Firstly outline the dysfunctional areas which needs urgent attention and study

its impact on the work place.

2. ldentify areas which are severely or are worst hit by the changes.

3. Analyze the change being perceived

4. See how well the change is been understood, do people support such achange.

5. Anayze political and legal implications of changes.

6. Recruit ateam of analyst to monitor and analyze such changes.

7. Resort to developing human resource through training programmes and

retooling.

8. Guide areas which show resistance to change.

9. Monitor communication and feedback systems thereby keeping people well

informed about any change.
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C. Positive Re-enforcement theory towar ds Leader ship productivity

“I think the Army would make a serious mistake if we made a distinction and said,

"You are a manager, and you are a leader." So my philosophy is that we are all

leaders! We also must be responsible managers or stewards of resources entrusted

to us. We would make a serious mistake to think that we could be one and not the

other. — General John Wickham.

Managers just need to develop the right attitude which will enable them to develop

their own leadership capacities. A lot many things are required to inject a culture of

excellence through leadership in organizations. Practical tips to nurturing right

leadership attitude:

e Develop clarity in your thoughts.

e Be presentable and have a good body language.

e Beamentor and not ajudge.

e Always try to find out solutions and never fume on problems. Be a problem

solver.

e Bean effective and active listener.

¢ Bepolite and humane towards employees

e Shareleadership with diverse talent and practice patience.

| SSN 2076-9202

296



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

Coach future leaders

e View technology as an integral part of your life hence be technological savvy.

e Be helpful, supportive and not hypnotic, sarcastic or even judgemental.

e Havethe look of leadership by speaking with positive authority and image.

e Envision a better and brighter future, sometimes go beyond business and care

for your employees, motivate them.

D. Practical tips to leadership that clearly develops and outlines the approaches to

sustainability

The role modeling approaches attempt to describe the leaders or CEO in terms of the

different roles that they play in organizations. For instance, a leader may be

considered as a:

a. Thechief architect of the organizational purpose, strategist or planner.

b. Theorganizational leader, organizer or organizational builder

c. Thechief administrator, implementer or coordinator.

d. Thecommunicator of organizational purpose, personal Leader or mentor.
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The other approaches directly and indirectly attempt to describe the role of CEO’s in

terms of different parameters like:

=

Focus on both development and performance. Make teamwork the norm for

al actions. Model teamwork in the way you conduct business and the way

you interact with your colleagues.

2. Use all your leadership tools, such as coaching, counseling, mentoring,

tutoring, and concentrating on improving performance.

3. Use informal processes, such as the way you communicate, showing

respect, and appreciating and celebrating their achievements.

4. Your feelings must show commitment, loyalty, pride, and trust in your team.

5. Sharethe credit.

6. Create subcommittees for key areas and give them decision making

authority.

7. Taketurns having adifferent member facilitate or lead the meetings.

8. Talk last in discussions, after you've heard from the others.

9. Be clear about when you're expressing your own persona opinion, that of

the organization, or that of the whole team.
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Source: Margerison, C. and McCann, D. (1985). How to Lead a Winning Team.

MCB University Press/Seidman, D. (2007). How: Why how we do anything means

everything. New Jersey: John Wiley & Sons.

E. Development of Transformational leadership capacities through application of

Competitive I ntelligence

Nowadays, leaders have recognized the importance of competitive intelligence which

is indeed a key to success in organizations and thus provides ongoing support to

strong development and transformation of leaders in domains which are not our

strengths. This method needs to be used as a tactical tool to exercise leadership

through strategic decision making and practicing sustainable development practices.

Competitive Intelligence according to Larry Kahaner is the most dynamic and

systematic process of gathering information to further the business trends towards

achieving organizationa objectives. In this information age where most CEOs are

stuck with using the right kind of information, making this information usable and

actionable to outwit and outperform your competitors. Ideally development of

leadership capacities can be a strategic factor to sustainability by taking the right

move and positioning yourself as an organization by development and application of

full blown Competitive Intelligence program. The exercise of leadership is mainly
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recognized and focuses on decision making taking largest strategic decision to taking

smallest tactical move that helps to permeate the organization.

The journey of a thousand miles to sustainability begins with a single step of building

asustainable Competitive Intelligence program. A central Cl unit needs to established

where the leader who is ethically and truly a Competitive Intelligence Director who

exercises the very position of being a leader to exhibit before the employees the

current situation and how best it can be dealt with to remove any business blindspots.

It is the director, the leader and the architect of the organization to decide and

determine who the key intelligence users are and where would he locate himself to

design a network and move information and intelligence thereby ethically establishing

the legal and ethical guidelines and rules of Competitive Intelligence.

F. Application of the approach of action logics

In today’s management leadership plays a very significant role in shaping the

organization and it is the leader that add value to the people and hence leaders are

responsible in nurturing the right vision that can overcome all hurdles and the

actualize the vision and mission of all the stakeholders in an organization. The

concept has its root in Buddhist, greek, Hindu cultures. This instrument is used

specifically for human development and in development of leadership capacities.
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Under this specid emphasis is laid on developing the leadership development

framework which hasits Focal point on logics derived from behaviors like:

e Opportunists

e Diplomat

o Expert

e Achiever

e |Individualists

o Strategists

e Alchemists

| nter pretation on the application of Action Logics

Action

Logic

Opportunist

Key Characteristics

Wins any way possible.

Self-

manipulative;

makes right".

oriented;

"might

Leadership style associated with each

Action Logic

Short term horizon; focus on concrete

things, deceptive; regjects feedback;

externalizes blame; distrustful; fragile

self-control; possibly hostile humor or

"happy-go-lucky"; views luck as centrd;

views rules as loss of freedom; punishes
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Diplomat

Expert

Avoids overt conflict.

Wants to belong; obeys

group  norm;

rocks the boat.

Rules by logic

rarely

and

expertise. Searches for

improvement

rationa efficiency.

and

according to "eyefor eye" ethic; treats what

they can get away with as legitimate. Seeks

personal advantage: takes an opportunity

when it arises.

Observes protocol; avoids inner and outer

conflict; works to group standard; speaksin

cliches and platitudes; conforms; feels

shame if they violate norm; avoids hurting

others; seeks membership and status;

face-saving essential; loyaty is to

immediate group, not distant organization

or principles. Attends to socia affairs of

group and individuals. Provides supportive

social glue.

Is immersed in the self referential logic of

their own belief system, regarding it as the

only valid way of thinking. Interested in

problem solving; critical of self and others

based on ther belief system; chooses
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Achiever

Meets strategic goals.

Delivery of results by

most effective means.

Success focused.

efficiency over effectiveness; perfectionist;
accepts feedback only from "objective"
experts in their own field; dogmatic; values
decisions based on the incontrovertible
facts, wants to stand out and be unique as
an expert; sense of obligation to wider,
internally  consistent  moral  order.
Consistent in pursuit of improvement.
Strong individual contributor.

Effectiveness and results oriented;
long-term goals; future is vivid, inspiring;
welcomes behavioral feedback; feels like
initiator, not pawn; begins to appreciate
complexity and systems; seeks increasing
mutuality in relationships, feels guilt if
does not meet own standards; blind to own
shadow, to the subjectivity behind
objectivity; seeks to find ways around

problems in order to deliver, may be
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Individualist

Strategist

Innovates processes.

Relativistic position

with fewer fixed truths.

Self, relationships and

interaction with the

system.

Creates persona and

organizational

transformations. Links

between principles,

contracts, theories and

judgment.

unorthodox. Adopts rather than creates

goals.

Focus on self and less on goals; increased

understanding of complexity, systems

operating and working through

relationships; deepening personal

relationships; takes on different role in

different situations; increasingly questions

own assumptions (part of rise in self

absorption) and assumptions of others;

attracted by change and difference more

than by stability and similarity;

increasingly aware of own shadow.

Recognizes importance of principle,

contract, theory and judgment - not just

rules and customs, creative at conflict

resolution; process oriented as well as goal

oriented; aware of paradox and

contradiction; aware that what one sees
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Alchemist

Generates social

transformations.

Interplay of awareness,

thought, action and

effect. Transforming

self and others.

depends upon ones world view; high value

on individuality, unique market niches,

particular historical movements; enjoys

playing a variety of roles; witty, existential

humor (as contrasted to prefabricated

jokes); aware of dark side of power and

may be tempted by it - may misuse their

own abilities and manipulate others. Post

conventional.

Seeks participation in historical / spiritua

transformations; creator of events which

become mythical and reframe situations;

anchoring in inclusive present, seeing the

light and dark in situations, works with

order and chaos; blends opposites, creating

"positive-sum" games; exercises own

attention continually; researches interplay

of institution, thought, action and effects on

outside world; treats time and events as
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symbolic, analogical, metaphorical (not

merely linear, digital, literal), involved in

spiritual quest, often helps others in their

life quests.

Source: Fisher, D. Rooke, D. & Torbert, W. 2003. Personal and Organizational

Transformations through action inquiry. Edge/Work Press/Torbert, Bill & Associates.

2004. Action Inquiry: The Secre of Timely and Transforming Leadership.

Berrett-Koehler.

Key Findings

1. Leadership skills and capacities can be developed and learned through practice

and self confidence

2. Emotional intelligence is a key factor for effective leadership, hence the focal

point is on effective communication

3. Systemsthinking and dialogical abilities are key to deal with the current

complexities

4. In order to sustain leadership effectiveness and continuous change, leaders

need to renew their own energy and the one of others around them
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5. Interms of organizational sustainability leadership is one of the key ingredient

for contributing to its success or failure. The leader gives direction and vision

to the organization.

6. This paper does not give a complete description of how leadership capacities

can be developed for organizational growth and best health neither this study

is adetailed study on development of leadership capacities since it just gives a

highlight on how important it is as afactor, as acatalyst for inclusive growth.

CONCLUSION AND RECOMMENDATION

The paper thus concludes with the fact that leadership is indeed aremarkable trait that

has potentia to transform any organization from ordinary to extraordinary. To cope

with the changing scenario, it is essential that leaders not only cope with these

dynamic changes in the environment but also enable their team to cope with such

continuous change. The main aim of presenting this paper before the audience is not

to provide a direct tool for sustainability and immediate practice but to instill in the

minds of the reader and create awareness that in order to win over any situation and

turbulent times, it is important to lead to win.

| strongly recommend this paper to al management practitioners, executives, MBA

students, instructors to who will truly benefit from this study and would understand
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the significance of this trait since leaders are not in abundance and indeed are hard to

find. It is indeed difficult to get the right recipe for effective leadership with all the

three flavors of magnetism, vision and personality traits.

Annexure-1 CASE STUDY

L eadership Training and Development at P& G

Abstract:

The case examines the measures taken by the US based multinational consumer

products company, P& G to nurture leadership at the company. It discusses in length

about A G Lafley’s, former CEO of P&G, efforts to develop a company-wide

leadership development process, encompassing areas like selection, training and

individual assessment. The case also presents the “Build-from-within” policy of the

company and its efforts to combat the insularity that was thought to result from the

policy. In addition, the case explains the succession planning process at P& G and the

“Talent Portfolio” that contained the list of the up-coming leaders at the company

“We teach that the best leaders are those who have ambition for the organization, but

not for themselves. If an individual’s ambition is for himself or herself, chances are

people will not want to follow them. %
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- Robert A. McDonald, Current CEO and Former COO of P& G, in October

2008.

“Procter & Gamble epitomizes what leadership can create. When | think of this

corporation, | picture the torch of leadership being passed from person to person,

. . ”» 2
generation to generation, century to century. =

- Dennis F. Haley, Co-author of ‘The Leader’s Compass: A Personal Leadership

Philosophy is Your Key to Success’, in May 2004.

I ntroduction

In November 2009, US-based Procter & Gamble Company (P& G) was placed second

in Fortune magazine’s list of ‘25 Top Companies for Leaders’. Fortune, along with

human resources consultants, Hewitt Associates (Hewitt), and strategic HR and

leadership development advisor, the RBL Group, assessed various companies in the

list on their capacity to draw, preserve, and foster talent. According to Fortune, P& G

had excelled at the task of fostering leaders and had created new methods to assess its

employees in the globa marketplace, especially during tough economic times. Robert

Gandossy, Global Practice Leader of Leadership Consulting at Hewitt, said, “Our

research and experience tells us that while leadership talent is in short supply around

the world, the Global Top Companies for Leaders are till able to groom a
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near-constant supply of world-class leaders... year after year and regardless of
economic conditions. This capability gives them a unique advantage over their
competitors and will poise them to emerge stronger - and more quickly - out of the
economic downturn.”® P& G, a 172-year-old multinational consumer goods company,
had several renowned brands. The company had along history of nurturing leadership.
However, it was under the leadership of AG Lafley who became the CEO in June

2000 that the leadership development process at the company was streamlined.

Lafley ensured that the right people were hired, that adequate training was provided to
them, and that they were then groomed into capable leaders who would in turn lead
the company in the future. P& G started the process of nurturing leaders right from the
recruitment process, wherein it selected candidates based on their intelligence as well
as their leadership capability. At each stage of their career, the company provided
training to these new recruits through a series of programs to further improve upon
their leadership skills. In addition, the company placed specia emphasis on
inculcating values like integrity and trust in its employees and also made efforts to
provide them with a diverse working experience...

Background Note

In 1837, William Procter, a candle maker, and James Gamble, a soap maker, formed a
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partnership called Procter & Gamble to manufacture and sell soaps and candles. The

business grew gradually over the years and by 1860, it had achieved annual sales of

more than US$ 1 million...

TheEntry of Lafley

By late 1999, it became evident that the restructuring exercise was a failure. Industry

analysts pointed out that Jager had not only introduced expensive new products but

had also mismanaged existing brands at the same time... P& G placed emphasis on

developing the leadership capability of its employees. The process of identifying

potential leaders at the company had commenced way back in 1947, under the

auspices of the then CEO Richard “Red” Deupree who said, “If you leave us our

buildings and our brands but take away our people, the company will fail...

"Values-Based" L eadership

Lafley believed that a value system that included integrity and trust were compulsory

for aleader. The P& G board, Lafley, and Bill Conaty, the longtime head of HR at GE

(who was hired by Lafley as a consultant in 2008), went on to develop a 10-point list

of qualities that a CEO required to have...
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Risk of I nsularity?

P& G with its management continuity and practice of promoting from within, had had
only 12 CEOs in its 172-year history and all of them were insiders, including two
family members. Industry observers said that most of the P& G employees had started
their careers at the company, socialized solely with co-workers, and continued to stay

put at the company throughout their careers...

Thelnterpretation & outcome

Over the decades, P& G received several accolades for its efforts to nurture leadership
a the company. A G Lafley has contributed hugely to management theory and
practice and has oriented employees in such a manner so that every task is done with

perfection and objectives achieved with perfect replicability.

Source: www.icmrindia.org/casestudies/icmr_case_studies.htm
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ABSTRACT

A condderable amount of literature has been published on globalization. These
studies investigate the globalization with varying contexts. This literature review is
an endeavor to investigate globalization in the context of Olympic and sports. This
article defines the globalization, discusses Olympic as antecedent of globalization,
and explores cultural aspect of globalization in perspective of Olympic.
Furthermore, it suggests the future direct to investigate impact of globalization for
cultural ass milation in per spective of Olympic.

K eywor ds — Globalization, culture, business, Olympics

INTRODUCTION
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The world is heading towards a global village due the rapid growth of

technological advancement. Several factors are contributing for the globalization;

whereas, Olympic is considered as one the factor. This study investigates

globalization in context of Olympics because this factor is least discussed in

perspective of globalization. Sophisticated production along with consumption for

ever country was registered as catalyst for global business expansion successfully more

than hundred years ago (Marx, Engels, & Hobsbawm, 1998). Sports are vestige above

al differences of religion, politics, and culture; moreover, sports project common

meaning for positive feeling and shared experience. Cosmopolitan character to

production and consumption in every country can be seen with association of popular

sports stars globally; product and services; and corporate logos (Smart, 2007).

Globalization has been discussed widely and some of definitions are presented

in this article. While there is no need to redefine globalization; however, some

widely used definition are discussed with varying contextualization for various fields

of knowledge. Several scholars have defined globalization for various disciplines

such as. economics and international interest rate and establishment of an

environment for single currency and financial system (Scholte, 2000); moreover,

globalization is defined shortly as an action at distance (Tomlinson, 1994). Mostly

definitions clarify the phenomenon of globalization in a broader perspective. For
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instance, Held and McGrew (2007) described that “globalization as the process by

which events, decisions, and activities in one part of the world can come to have

significant consequences for individuals and communities in quite distant parts of the

globe”. Furthermore, other scholars have defined globalization in perspective of a

process that “embodies a transformation in the spatial organization of social relations

and transactions” (Held, McGrew, Goldblatt, & Perraton, 2000).

Some authors have considered globalization a phenomenon of the world as a

whole and awareness of world as a single place (Giulianotti & Robertson, 2006).

Globalization is as well as thought of the connectivity of world as a single culture and

society (Held & McGrew, 2007). It is argued that globalization is to promote one

culture by process of ‘globalization’, whereby local culture adopts the needs, customs

of global culture, and beliefs; furthermore, it is described that globalization reveals the

nations difference for culture (Held & McGrew, 2007). For example in sports the

utilization of media among different cultures of world’s nations in production

techniques, camera angles, and how the viewer interpret the televised sports are

different for every nation. Globalization is argued as good or bad; both types of

arguments are presented in literature.  The favoring arguments encompass

opportunities for prosperity, peace and democracy (Hogan & Paterson, 2004). Sports

are considered to promote the harmonization of cultures as well a major contributor to
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spread globalization (Horne & Manzenreiter, 2006).

OLYMPICASANTECEDENT OF GLOBALIZATION

China has turned Olympics’ mega-event into celebration of a Chinese

renaissance and harmonization of world civilizationsunder the slogan ‘One World, One

Dream’ in year 2008.  Nevertheless, it is recognized that world fair is valued more

than amusement park and trade fair (Whitson & Macintosh, 1996). The world fair

plays several implicit and explicit roles. The world fairs such as Olympics promote

ideas; building of relationships among several nations; promotion of education;

promotion of technological advancement all over theworld; and presentation of artistic

sense of the participating nations (Benedict, 1991).

The Olympic gives an opportunity to the nations to advance their image in a

progressively growing market conscious as well as economically competitive world;

moreover, is described about the first international exhibition that was held in Hyde

Park at London in 1851 when Prince Albert said, “It was the only way to out-do the

French” (Maurice, 1994). Traditionally, sports have subscribed to the belief as of

practices, institutions, and ideologies that are evolved and transferred across national

boundaries under an umbrella of globalization’s transformative pressures (Dyreson,

2003).  Olympics with use of technological advancement are bringing nations
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together; bringing citizens of the world at one place; and the man in the street (Roche,
2006).

Sports are considered to be the best example of globalization as there are no
national boundaries for sports (Roche, 2006) as well as Olympic serves as a great
public exposure (Hill, 1996). Modern nationhood and international relations are
emphasized by sporting activities (Brownell, 1995). Olympicsare most significant in
promoting social, economic, physical legacies. These factors impact the host nation
for larger time period (Hall, 2006). Olympic is declared as mega “large-scale cultural
(including commercial and sporting) events, which have a dramatic character, mass
popular appeal and internationa significance”. Roche (2006) has defined some
sports’ events as mega and described mega as able to transmit promotional messages to

billions of people through telecommunication.

CULTURE AND GLOBALIZATION

When one athlete represents one’s nation during Olympics then the athlete is

presenting and promoting its culture and identity to the rest of the world (Xu, 2006).

Brownell (1995) has described Olympic as the world’s largest single event for the

production of nationa culture for international consumption. Olympics provide

cultural resourcesto reflect the identity and construction of meaningful social life of the
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host country (Horne & Manzenreiter, 2006). However, mega-event merely shows off

the city to rest of the world and just showing a global show to locals (Whitson &

Macintosh, 1996). Olympic gives an opportunity to host nation for renewal identities

as citizens of world (Horne & Manzenreiter, 2006). Olympic is paving way for

assimilation of aglobal culture for the entire globe.

Olympic generates cultural showswhich are used to be organized by host nation

and ultimately it encourages hospitability. It provides ways of communication among

other nations of theworld (M arivoet, 2006). Political, cultural, and economic projects

are implemented for the nation with association of experiences (Roche, 2006).

Giulianotti & Robertson (2004) have described that during opening and closing

ceremonies of Olympics, when the supporters from al over the world support their

nation displaying distinct dress, music and patterns of behavior, they are actually

bring their culture to the world.

Eriksen (2007) has raised another aspect of sports that the people of countries,

which play a specific game, are more aware of the countries playing the same game.

One can see that people of Pakistan know more about West Indians than Venezuela

although both are in the same region; because Pakistan and West Indians both play

cricket. Even some citizens of Pakistan are not even having the knowledge of

central Asian Countries which are more nearer to Pakistan than West Indies. This is
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only because of the exposure of sports; therefore, Olympics provide a great deal of

knowledge about the culture dissemination for the entire world. However, some

scholars believe that Olympics are popularizing American culture only to therest of the

world just like Hollywood movies have a complete package of exporting American

culture (Keys, 2004).

CONCLUSION

Although Olympics are spreading globalization and the economic benefits are

large to a vast extent that one would wish to remove all ills of the world through

staging Olympic Games. However, the economic benefits just go to few

corporations.  Political changes may occur with evolution of democracy by

spreading Olympic because nations meet one another during the Olympic. Now

firms are utilizing globa brands which can have their impact on for the spread of

globalization with association of Olympic all over the globe. Mostly, this objective

is achieved by sponsoring of sports which have impact for promoting globalization.

Olympic strikes acautionary notefor cities about whether hosting the Olympics

makes for good public policy. However, it might be simple to be seduced by possible

glory, the insensitive realities of private power as well as internationa stage should

make the public and their elected representatives think twice about pursuing Olympic.
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Review of literature pertaining to globalization in context of Olympic, suggests that
Olympic act as antecedent of globalization with the conduct of mega-event. Moreover,
Olympic in context of globalization, is promoting one culture as well as with the
identification of national culture for the host country of Olympic. Future research can
conducted to investigate the impact of globalization for cultural assimilation in

perspective of Olympic.
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ABSTRACT

This article investigates the effect of strategic environmental scanning on
organisational performance. We try to ascertain if strategic environmental scanning
has significant relationship between environmental scanning and organisationa
performance and to examine whether the use of environmental scanning enables an
organisation in seizing opportunities and avoiding threats existing in the external
environment and to formulate recommendations regarding environmental scanning
and organisationa performance. The study adopted survey research design method
with the administration of questionnaire as instrument of data collection. The case

study companies were selected through stratified and simple random sampling
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techniques; while our respondents were selected by using simple random sampling
technique. Analysis of data was done using descriptive statistics with the aid of
Statistical Package for Social Sciences. Simple linear regression and coefficient of
correlation analysis were used in testing our hypotheses. This study found that there is
significant relationship between environmental scanning and organisation
performance and that the use of environmental scanning in evaluating the
environmental forces has help in seizing the opportunities and avoiding threats and it
leads to organisation performance and profitability. Thus, we recommend that since
environment is an indispensable tool in management, it should not be taken with kids’
glove as it influences the organisation in achieving its stipulated objectives from time
to time and that managers should keep abreast of the developments and changes in the

organisation environment and manage such changes and developments gppropriately.

K ey Words: Business environment, Environmental scanning, Organisational

performance, Business Organisations.

INTRODUCTION

In today business environment, competition is the order of the day. Business
organisations are operating in environment characterised dynamism, complexity and
uncertainty. This means that organisations should be constantly scanning their
environment to be abreast of the events unfolding in their domain. Organisations can
use environmental scanning to determine whether or not to enter new market and also to
know the present situation or condition of its environment. Its purpose is to identify
strategic factors- external and internal elements that will determine the future of the
organisation. The external environments consist of variables like opportunities and

threats that are outside the organisation and not typically within the short-run control
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of the top management. The management of any organisation has little or no influence

on the external environment.

The importance of environmental analysis lies in its usefulness for evaluating the
present strategy, setting strategic objectives, and formulating future strategies. The
fortunes of business enterprise are known to have been determined by changes in the
social, economic, political, technological, business and industrial conditions (Rouibah
and Ould-Ali, 2002). It is therefore pertinent that a thorough and careful analysis be
carried out on these factors. A number of studies have been conducted on the subject
of environmental scanning and corporate performance. Research on environmental
scanning first appeared in the 1960s with the studies by Aguilar (1967) and Keegan
(1978) have found that managers who perceive greater environmental uncertainty tend
to do more scanning. Other researchers have conducted researches on environmenta
scanning and other variables (Nishi et al., 1982; Daft et al., 1988; Lester and Waters,
1989 Choo and Auster, 1993; Freeman, 1999; Groom and David, 2001; and Rouibah
and Ould-Ali 2002). Miller, (1994) carried out analysis on eighty-one detailed case
studies of successful and failing businesses. The study found that environmental
scanning was by far the most important factor in separating the successful companies
from the unsuccessful, that this, it accounted for more than half of the observed
variance. Newgren et al. (1984) compared the economic performance of twenty-eight
corporations that practiced environmental scanning with twenty-two non-practicing
firms. They measured performance over a period of five-year (1975-1980) using the
firm’s share price/earning ratio, normalised by industry. The results showed that
scanning firms significantly outperformed non-scanning firms. The average annual
performance of the scanning firms was also consistently better than the non-scanning

firms throughout the period. The study concluded that environmental scanning and
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assessment has a positive influence on corporate performance.

From the foregoing, it is obvious that many organisations regard environmental
scanning as a potentially beneficial way of running an organisation. However, the ex-
tent to which Nigerian manufacturing companies regard environmental scanning and
the performance impact of practicing it have not received adequate research attention.
Besides, most of the studies on environmental scanning that have been reported were
carried out in industrialised countries. This implies that there is a major dearth of
relevant literature on Third World countries, including Nigeria, which has to be
covered by research. Even the one that was conducted in Nigeria was based on
banking industry and transport sector (Ojo, 2008; Ugboga, 2002). The study at-
tempts to examine the impact of environmental scanning on corporate performance in
the manufacturing industry. Thus, it is hoped that this study will add new information
to the present state of knowledge in the field and this will be of assistance to
academics and other researchers in this field and other related research areas.
Moreover, this study will also be of immense benefits to practicing managers who

might be willing to consider this approach in managing their organisations.

In is against this backdrop that this study addresses the following research questions (i)
How do the strategic environmental analysis increase the level of organisation
performance? (i) How do organisations use environmental scanning to seize
opportunities and avoiding threats existing in the external environment?

Hypotheses are aso proffered and tested in order to know how much knowledge the
organisation have about their environment and to know if there is any relationship
between environmental scanning and organisation performance in the manufacturing
industry operating in Nigeria.

Asaway of managing an organisation strategically, the managers have to keep abreast
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of everything about his environment (internal and external) for the purpose of
achieving the organisation goals and objectives. It is the fundamental decision about
the future direction of an organisation, its purpose, its resources and how it interacts

with the world in which it operates.

LITERATURE REVIEW

Business managers must realise that they are operating in a given environment. Thus,
they must take into account the influence of the environmental forces that can affect
the performance of their organisations. They must have sufficient knowledge to be
able to identify, evaluate and cope with environmental forces that may affect the
operations of their organisations. Therefore, any manager that wants to succeed must

be mindful of the organisation’s environment, both internal and external (Ojo, 2007).

All businessmen operate within an environment and every business organisation
operates in an environment that transcends its official boundaries. The environment
of business is a highly dynamic, complex, and competitive one. The forces a business
isto contend with are varied as they are continually changing (Ojo, 2008).

An environment can be defined as the interrelated and interdependent forces and
conditions within and outside the organisation that affect the business in its
day-to-day activities. The business environment is a highly dynamic one and the
forces a business has to contend with are as varied as they are continually changing.
Thus managers must take into account the influence of the environmental forces that
can affect the performance of ther organisations. They must have sufficient
knowledge to be able to identify, evaluate and cope with environmental forces that
may affect the operations of their organisations. A thorough understanding and
analysis of the business environment by the businessman will enable the business to
cope adequately with the changing forces within the environment.

Business environment can be divided into two major ways: the externa environment
and the internal environment. The externa environment refers to all relevant forces
and conditions outside the business boundaries that affect its activities. The interna
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environment on the other hand consists of all forces and conditions within the
business that influence its activities. The external environment can be divided into two
broad groups for proper analysis. These are the general environment and the task
environment.

Characteristics of the Organisational Environment

When we examine the elements of organisational environments carefully, it is
discovered that these environments create a complex set of conditions for any
particular organisation. Although the specifics vary from one organisation to the other,
the characteristics of the environment can be broadly described in terms of its

dynamism, complexity, uncertainty and munificence (Ojo, 2009)..

1. Dynamism: Environmenta dynamism refers to the rate and predictability at which
the elements of an organisation’s environment are changing. Environmental
dynamism can be divided into two mgjor groups: stable and unstable environments.
Organisation’s environment is said to be stable when the rate of change is slow and
it’s relatively predictable. On the other hand, environments in which the rate of
change is fast and it’s relatively unpredictable are said to be unstable. The greater the
elements of the environment become more unstable, the greater the challenges they
present to the businessman. Thus, environmental dynamism requires managers to
continually keep abreast of what is happening by studying the organisation’s

environment as an important ongoing process, not a one-time task.

2. Complexity: This term “environmental complexity” simply refers to the number of
elements in an organisation’s environment and their degree of similarity or
segmentation. The greater the environment contains many different forces, the more
complex the environment is. Environment in which there are relatively small number
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of similar elements are said to be homogeneous or simple. Conversely, environments
with a large number of dissimilar or segmented elements are referred to as
heterogeneous or complex. The more the elements in the environment become

heterogeneous, the more the variables the managers will have to contend with.

3. Uncertainty: According to Pfeffer and Salancik (1978), environmental uncertainty
is a condition in which future environmental circumstances affecting an organisation
cannot be accurately assessed and predicted. The degree of environmental uncertainty
is a function of two mgor factors — complexity and dynamism. The more an

environment is dynamic and complex, the more its future is uncertain.

Every organisation faces some level of uncertainty. The more uncertain an
organisation’s environment is the more strenuous for managers in monitoring it,
assessing the implications for the organisation and deciding what actions to take at

present and in future.

Environmental uncertainty increases information processing within organization
because managers must identify opportunities, detect threats, interpret problem areas

and implement strategic or structural adaptation (Hambrick, 1982).

4. Munificence: Environmental munificence can be defined as the degree to which the
environment supports sustained growth and stability by making resources available to
an organisation. In the words of Castrogiovanni (1991), environmental munificence
can range from relatively rich to relatively lean, depending on the level of resources

that are available to the organisation within the environment.
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Organisations that are able to operate in rich environments usually built up a cushion
of internal resources. Unfortunately, rich environments eventually tend to attract other
organisations which will ultimately lead to inter-organisational rivalry. In spite of that,
managers should look for and capitalise on the aspects of the environment that are

likely to support the organisation’s activities.

Environmental Scanning

This involves monitoring and evaluating changes and trends in the environment. It
dedls with searching out information about the environment that is not available to
most people. This can be done through analysis of current competitors, nature of
entrance into the industry, bargaining power of key players and so on. Outcomes from
this analysis lead to competitive intelligence. Environmental scanning is the
monitoring, evaluating, and disseminating of information from the external and
internal environment to key people within the corporation or organisation. (Kazmi,
2008).

Environmental scanning is a process of gathering, analysing, and dispensing
information for tactical or strategic purposes. The environmental scanning process
entails obtaining both factual and subjective information on the business environments
in which a company is operating or considering entering. Environmental scanning
involves surveillance of a firm’s external environment to predict environmental
changes to come and detect changes already under way. Successful environmental
scanning alerts the organisation to critical trends and events before the changes have
developed adiscernible pattern and before competitors recognise them. Otherwise, the

firm may be forced into areactive mode instead of being proactive.

Before an organisation can begin strategy formulation, it must scan its environment

for strengths and weaknesses. Strategic managers view environmental scanning as a
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prerequisite for formulating effective business strategies (Beal, 2000). Environmental
scanning includes both looking at information (viewing) and looking for information
(searching) (Benczdr, 2005). As leaders, strategic managers are challenged to
anticipate changes in the environment and be flexible enough to adjust strategies to
creatively seek out new opportunities. Applying the process of environmental
scanning creates the opportunity to weave together the past, present, and future
change (Mason, 2001). A corporation uses this tool to avoid strategic surprise and to
ensure its long-term hedlth. It is against this background, the researcher believes that
there is a positive relationship between environmental scanning and corporate

performance.

Coates (1985) identified the following objectives of an environmental scanning
system:

* detecting scientific, technical, economic, social, and political trends and events
important to the institution;

» defining the potential threats, opportunities, or changes for the institution implied by
those trends and events;

* promoting a future orientation in the thinking of management and staff, and

» alerting management and staff to trends that are converging, diverging, speeding up,

slowing down, or interacting.

Fahey and Naravanan (1986) suggest that an effective environmental scanning
program should enable decision makers to understand current and potential changes
taking place in their institutions' external environments. Scanning provides strategic
intelligence useful in determining organisational strategies. The consequences of this

activity include fostering an understanding of the effects of change on organisations,
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aiding in forecasting, and bringing expectations of change to bear on decision making.

Beginning from the analysis of the possibility to analyse the environment and
organisational involvement, we can elaborate a matrix model of environmental as

shown in the figure below:

Figure1: A Model for Environmental Scanning

Undirectionated Conditioned Scanning
Scanning

Approach

F assive

Testing Scanning | Active Scanning

Organi zational
Active

Cannot be analysed
Can be analysed

The possibility to analyse the
environment

Sour ce: Adapted from C. W. Choo, 2001

Undirectionated scanning exists when the manager perceives the environment to be
difficult to analyse, therefore it doesn’t interact with the environment for
understanding it. Information need is slightly defined and unclear but a great part of
information is getting from accidenta actions. While the environment is considered
hard to analyse the organisation is satisfied with few information and it doesn’t want

to obtain more information. The fact that enterprise doesn’t allocate resources for the
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environment scanning represent an advantage of undirectionated scanning, but the
enterprise can be caught off guard. Environment conditioned scanning comes into
being when manager considers the environment being analysable but he has passive
attitude concerning the information getting and influence of the environment.
Information need consists of a little number of elements, considered the most
interesting for the firm. Searching information becomes standard on the basis of
internal and external sources. In this case, the examination is limited because it refers
to searching documents, reports, publications and informational systems which
appeared over the years. Conditioned scanning activity comes into being when the
firm uses the necessary information considered to be important in the environment.
Structure procedures of the scanning activity can be an advantage but sometimes this
standard can’t detect new technology and life style (Choo 2001).

Testing scanning is achieved when the manager considers environment being less
analysable or difficult to analyse. However, a manager has an active attitude with a
view to influence events and results. It requires strong actions and best firm positions.
Information is searched from channels created by the organisation. Information is
obtained in the following way: the firms launch a new type of behavior and after it
they follow what happens. Therefore information analysis is made by acting.
Information analysis depends on the person ability and talent - person who make the
analysis (Choo 2001).

Active scanning exists when the manager considers the environment being analysable
and interacts with it for obtaining precise information. Searching objectives are
detailed, specific and wide enough. The manager is ready for the new discoveries in
the organisation’s environment. The manager is looking for the actual and precise
information which often time can be obtained from market studies. There are many

differences between active and conditioned scanning.  Searching information
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concerning conditioned scanning is reduced to some routine subjects based on
previous results. On the other hand, in active scanning searching is detailed and there
is based on a continuous improvement knowledge process. In a complex environment
of the present-day society the organisations must manage the dilemma: first, the firm
environment is less analysable because its density and fast installment of changing.
Second, the organisations are aware that they must be proactive and flexible in order

to adapt to the environment and influence it.

RESEARCH METHODOL OGY

This section discusses concisely the methods and procedures employed by the
researcher in conducting this research. The research design used in this study is the
survey research design. This means that all sampled subjects and the variables that are
being studied are simply being observed as they are without making any attempt to
control or manipulate them (Ojo, 2003). The population of this research study consists
of al management staff of all food manufacturing companies operating in Nigeria.
Owing to the widespread of network of these food manufacturing companies, it is
therefore impossible to conduct this study using the whole population. The study is
therefore restricted to Lagos State, the economic and commercial capital of Nigeria
and Ogun State. More than 75% of food manufacturing companies in Nigeria are
concentrated in Lagos and Ogun States. The following companies were randomly
selected for the study: Nestle Nigeria Plc, Cadbury Nigeria Plc, UAC Foods Plc, and
Freshland Foods WAMCO Nigeria Plc. From the various offices of these companies,
152 management staff was selected using simple random probability sampling method.
Primary data were collected through structured questionnaire that were completed by
selected sampled elements. Of the 152 copies of the questionnaire distributed to these

respondents, only 120 of them were adequately filled and were used for analysis. This
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gives us 78.9% response rate. To ensure the validity of the research instrument for this
study, content validity which deals with item validity and sampling validity is used to
ensure adequate by the instrument of the scope implied by the subject of study. In
addition, experts in the field also helped in the evaluation of the question items of the
instrument and adequacy of the sampled elements of the population by the measuring
instrument used. The test-retest reliability was used to check the degree of consistency
of the instrument. This was done by distributing questionnaires on two different
occasions to determine the level of consistency. The results obtained were not the
same but highly correlated which implies that the research instrument is reliable for
the research work. Data collected through the questionnaire were analysed using
descriptive statistics such as total score and percentage while inferential statistics was

used to proof the level of significance in testing stated hypotheses.

DATA PRESENTATION AND ANALY SIS

This section focused on the presentation, analysis and interpretation data collected
with the aid of structure questionnaire.

The table below gives the summary of the rate of return of questionnare and
participation level of the respondents.

Tablel: Respondents’ Response Rate

Questionnaires | Number of Respondents | Percentage (%)

Returned 120 78.9
Non- Returned 32 21.1
Total 152 100

Source: Field Survey, 2010.
A total of 152 copies of the questionnaires were administered to selected respondents.

Of these, 120 copies (i.e. 78.9%) were adequately filled, returned and used in this
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analysis while 32 copies of the questionnaires representing 21.1% were not returned.
The return rate indicates that mgjority of the respondents cooperated in the process of

data gathering.

Table 2: Environmental Scanning is Responsible for Effective Perfor mance of

your Organisation.

Response Frequency Per centage (%)
Strongly Agree 40 33.3

Agree 38 31.7

Undecided 22 18.3

Disagree 12 10.0

Strongly Disagree 8 6.7

Total 120 100

Source: Field Survey, 2010.
From table 2 above, the responses presented reveal that 33.3% of the respondents
strongly agree that environmental scanning is responsible for effective performance of
their organisations, 31.7% agree to the statement, 18.3% were undecided, 10%
disagree while the remaining 6.7% strongly disagree. From the above we can infer

environmental scanning is responsible for effective performance organisations.

Table 3: Thereis Correlation between Exter nal Environmental For ces and

Organisation Performance.

Response Frequency Per centage (%)
Strongly Agree 37 30.8
Agree 47 39.2
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Undecided 19 15.8
Disagree 14 11.7
Strongly Disagree 3 25

Total 120 100

Source: Field Survey, 2010.
The above shows that 30.8% of the respondents strongly agree that there is correlation
between external environmental forces and organisation’s performance. 39.2% of the
respondents agree to the statement, 15.8% of the respondents were undecided about
the statement, 11.7% of the respondents disagree with the statement and only 2.5% of
the respondents strongly disagree with the statement. Therefore, from the respondents’
feedback, the conclusion that can be drawn here is that external environmental forces

correlate with organisational performance.

Table4: Thereis Significant Relationship between Good Working
Environment and Employee Performance.

Response Frequency Per centage (%)
Strongly Agree 46 38.3

Agree 53 44.2

Undecided 9 75

Disagree 8 6.7

Strongly Disagree 4 33

Total 120 100

Source: Field Survey, 2010.
The above table indicates that 38.3% of the respondents strongly agree that there is
significant relationship between good working environment and employee

performance. 44.2% of the respondents agree to this statement, 7.5% of the
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respondents were undecided about this statement, 6.7% of the respondents disagree
about the statement and 3.3% of the respondents strongly disagree with the statement.
The implication of the above is that there is significant relationship between good
working environment and employee performance which will translate to overall

organisational performance.

Table5: Scanning the Business Environment has Effect on your Company’s

Performance.

Response Frequency Per centage (%)
Strongly Agree 33 27.5

Agree 4 45.0

Undecided 12 10.0

Disagree 16 13.3

Strongly Disagree 5 4.2

Total 120 100

Source: Field Survey, 2011.
Table 5 above shows that 27.5% of the respondents strongly agree that scanning the
business environment has effect on the company’s performance. 45% of the
respondents agree to this statement, 10% of the respondents were undecided about the
statement, 13.3% of the respondents disagree and 4.2% of the respondents strongly
disagree with the statement that scanning the business environment has effect on the
organisation’s performance. Therefore, this means that the external environmental
force has effect on the organisation performance. And as such, the use of strategic
environmental scanning in evaluating the environmenta forces (both opportunities

and threats) has help in seizing the opportunities and avoiding threats can lead to
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improved organisational performance and profitability.

HYPOTHSESTESTING AND DISCUSSION OF RESULTS

Hypothesis 1

Ho: There is no significant relationship between environmental scanning and
organisation performance.

H1: There is significant relationship between environmental scanning and

organisation performance.

Null Hypothesis (Ho) T-cal T-tab Df Decision

There is no significant relationship | 7.47 235 0.05 Reject Ho

between environmental scanning and

organisation performance.

Decision Rule: The decision rule here is to rgect Ho if T-calculated is greater than
T-table (i. e. t-cal > t-tab). Therefore, the above table depicts the t-calculated to be
7.47 while the t-table is 2.35. This shows that there is significant relationship between
environmental scanning and organisation performance. Our null hypothesis is
therefore rejected and our alternative hypothesis is accepted. Also, the coefficient of
determination (R?) is 0.973. It shows that 93% of the variation or change in effective
organisation performance is caused by variation in environmental scanning. When the
remaining 7% unexplained variation is due to other variables outside the regression
model.

Hypothesis 2

Ho: The use of environmental scanning will not enable an organisation in seizing
opportunities and avoiding threats existing in the external environment.

H1: The use of environmental scanning will enable an organisation in seizing
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opportunities and avoiding threats existing in the external environment.

Null Hypothesis (Ho) T-cal T-tab Df Decision

The use of environmental scanning will | 9.87 235 0.05 Reject Ho
not enable an organisation in sezing

opportunities and avoiding threats

existing in the external environment.

Decision Rule: The decision rule here is to rgect Ho if T-calculated is greater than
T-table (i.e. t-cal > t-tab). From the above table, our t-calculated is 9.87 while the
t-table is 2.35. This shows that the use of environmental scanning in evaluating the
environmental forces has help in seizing the opportunities and avoiding threats and it
leads to organisation performance and profitability. We therefore reject the null
hypothesis and the alternative hypothesis is thereby accepted. Also, the coefficient of
determination (R?) is 0.943. It shows that 96% of the variation or change in
organisation performance is caused by variation in the external environmental. When
the remaining 4% unexplained variation is due to other variables outside the
regression model.

From the above analysis, it was discovered that:

1. Proper scanning of the business environment is performance driven which is
supported by respondents’ feedbacks to whether environmental scanning accelerates
and reinforces employees’ effectiveness and productivity. Thus, organisations’
management should pay adequate attention to scanning the business environment as
this usually leads to positive organisation performance.

2. There is a significant relationship between good working environment and
employees’ performance. In other words, when the atmospheric condition of the

working environment is conducive, this promotes employees’ commitment,
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encourages participation and reinforces their effectiveness and productivity.

3. There is correlation between external environmental forces and organisational
performance. When the external environment forces present opportunities, the
organisation performs very well. On the other hand, whenever the external
environmental forces present threats, this will curtail the performance of the
organisation to some extent.

4. Environmental scanning is responsible for effective performance of the
organisation. Thus, every good manager must take the duty of scanning the business
environment with all seriousness as this will tell on the performance of the

organisation.

CONCLUSION

In this study, the research examines the effect of scanning the business environment
and its implications on organisation performance with evidence from Nigerian food
manufacturing companies. Questionnaires were administered to respondents who
were randomly selected from the study population to find out their opinions and views
on whether environmental scanning as implication on organisation’s performance.
Judging from the various computations, analyses and findings resulting from data
collected for this study, the result revealed some important facts which our
conclusions are based on. The first thing that can be deduced from this study is that
environmental scanning is very important in every business organisation and it has
implications on organisation performance. In addition, good working environment
affect the level of employees’ commitment to corporate goals in a positive way. The
study also reveals that there is correlation between external environmental forces and
organisation performance. Besides, environmental scanning is responsible for

effective performance of the organisation.
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Considering the high percentage of respondents in favour of the two aternative
hypotheses, we can deduce that scanning the business environment has a lot of
implications for corporate performance. This research has been able to describe and
evaluate the implications of various dimensions of environmental scanning on
corporate performance and to explain why some organisations outperform others.
Thus, if management can strategically and periodically scan the business environment
and pay adequate attention to the threats and opportunities in the environment, the

level of performance of such organisation will be high in all ramifications.

RECOMMENDATIONS

In the light of this study, the data analysed and hypotheses tested, concerning the
implications of environmental scanning on corporate performance, the following
recommendations are hereby made for Nigerian food manufacturing companies.

1. Since environment is an indispensable tool in management, it should not be taken
with kids’ glove as it influences the organisation in achieving its stipulated objectives
from time to time.

2. Managers should keep abreast of the developments and changes in the organisation

environment and manage such changes and developments appropriately.

3. Problems encountered during environmental scanning should be dealt with before it

escalates and affects the performance of the organisation negatively.

4. The management of the organisation should continue to take environmental forces
(both internal and external) seriously as away of controlling and minimising negative

effects of the instability of the environment.
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Abstract
The behavior of stock returns has been extensively debated over the past few years.
Researchers have examined the efficient market hypothesis and random walk
characterization of returns. The validation of random walk implies that market is
efficient and current prices ‘fully reflect’ available information and hence there is no
scope for any investor to make abnormal profits. The present study addresses this
issue in the context of Indian stock markets. The result of the study indicates that the

Indian stock markets are ‘efficient’ and follow ‘random-walk’.

Keywords

Random walk, weak-form efficiency, stock prices, India,

I ntroduction

Since the liberalization process started in 1991, Indian stock market has grown
tremendously and has substantially aligned itself with the international order. Over the
last 20 years, the following developments have made the Indian stock markets at par
with the global markets:

e Screen-based trading systems have replaced the conventional open outcry
system of trading and now, everyone acclaims the contribution of the
screen-based trading in developing the culture of equity investing in India.

e The replacement of the fourteen-day account period settlement system gave
way to rolling settlements on T+2 has brought down the settlement time and
risk involved, to asubstantial extent.

e Dematerialization of securities and demutualization of exchanges have further
given impetus to smooth and reliable process of stock trading.
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e Derivatives’ trading has added another dimension in the success story of stock

marketsin India.

The growth of Indian stock market can be well understood with the following figures:

TABLE 1

GROWTH OF INDIAN STOCK MARKET

CAPITAL MARKET SEGMENT (NSE)

Parameter Date M agnitude
Number of trades May 19,2009 11,260,392
Traded Quantity May 19,2009 19,225.95 lakh
Turnover May 10,2009 40,151.91 cr.(US $8,894.97 mn.)
Market Capitalization | January 07,2008 6,745,724.00 cr. (US $ 1,687,696.77
mn.)

Source: NSE Fact book 2010 (www.nseindia.com)

Despite spectacular growth in terms of the market capitalization, turnover, traded
guantity and number of trades, the process of growth has been shrouded with frequent
news in the media of stock scams, cases of price rigging and insider trading leading to
the extreme volatility of the market. This puzzles the common investors who finds it
difficult to comprehend the market and whose confidence in the market shatters again
and again. This brings forth the question of efficiency of the stock markets in India.
Stock markets are essentially though of capital resources alocator and their presence
in the economy is supposed to provide optimum allocation of capital resources with
the sole motive of economic growth and development. If the efficiency of stock
markets is lost, the possibility of earning abnormal profits by adopting certain
strategies may assume greater importance which may hamper the justification of the
primary role of the stock market and is not good for any economy.

Objective of the Study

The present study aims to study the weak-form efficiency of the Indian stock market.
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The weak-efficiency of the stock market proves arandom walk. Hence, it curbs down
any possibility of making extra ordinary profits by predicting the patters of change in
stock prices.

Literature Review

There is wide literature available on random walk theory and market efficiency
hypothesis. Perhaps, Bachelier (1900) is the first who theorized the concept of market
efficiency. The seminal works of Samuelson (1965) and Fama (1965, 1970) triggered
keen interest in this area. Samuelson (1965), Fama (1965) and Jennergeen and
Korsvold (1974) examined the behaviour of stock returns by applying serial
correlation tests and they found markets as efficient.

Kim, Nelson & Startz (1991) examined the random walk process of stock prices by
using weekly and monthly returns in five Pacific-Basin stock markets. They
concluded that the mean reversion was only a phenomenon of the pre-World War |1
period, and not a feature of the post-war period. They found that the variance ratio
tests produced positive serial correlation.

Ayadi and Pyun (1994) showed that the South Korean market doesn’t follow random
wak when tested under homoscedastic error term assumption and follows random
walk when the test statistic is corrected for heteroscedasticity.

Grieb and Reyes (1999) employed variance ratio test on weekly stock returns to
re-examine the Brazilian and Mexican stock markets. The findings indicated
non-random behavior in the Mexican market while the Brazilian market indicated
evidence in favor of the random walk. Ming,

Alam et al. (1999) tested the random walk hypothesis for Bangladesh, Hong Kong, Sri
Lanka and Taiwan. They found that all the stock indices except the Sri Lankan stock
index follow arandom walk.

Magnusson and Wydick (2000) tested the random walk hypothesis for a group of
African countries and find that there is greater support for the African stock markets
than for other emerging stock markets.

Chian et al. (2000) analyzed stock returns for a group of Asian economies and found
that most markets exhibit an autoregressive process rejecting weak form efficiency.
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Nor and Guru (2000) showed multiple various ratio tests regect random walk for
Kuala Lumpur Stock Exchange. They further showed that trading rules like variable
length moving average (VMA) and fixed length moving average (FMA) have
predictive ability of earning profits over and above the transaction costs.

Darrat and Zhong (2000) examined random walk hypothesis for the two newly
created stock exchanges in China. They followed two different approaches,
namely-the various ratio tests and the NATVE Model (based on assumption of random
walk) with other models like ARIMA and GARCH. They reected the existence of
random walk in newly created Chinese stock exchanges using both the methodologies.
They further suggested artificial neural network (ANN) based models as strong tools
for predicting prices in the stock exchanges of developing countries.

Smith et al (2002) reported auto correlation in returns of Botswana, Egypt, Kenya,
Mauritius, Morocco, Nigeria and Zimbabwe. The study found empirical evidence in
support of random walk only in case of South Africa. Further, Segot and Lucey (2005)
confirmed random walk in Israel and Turkey.

Narayan et al. (2004) examined the linkages between the stock markets of Bangladesh,
India, Pakistan and Sri Lanka using a Granger causality approach among the stock
price indices within a multivariate co-integration framework. They found that in the
long run, stock prices in Bangladesh, India and Sri Lanka Granger-cause stock prices
in Pakistan while in the short run there is unidirectional Granger causality running
from stock prices in Pakistan to India, stock prices in Sri Lanka to India and from
stock prices in Pakistan to Sri Lanka. Bangladesh is found to be the most exogenous
of the four markets.

Borges (2008) who employed tests namely, autocorrelation, runs, ADF unit root and
multiple variance ratios to verify the presence of random walk revealed that the
markets in France, Germany, U.K and Spain followed arandom walk; however, there
exist positive serial correlation in returns of Greece and Portugal.

In the Indian context, Sharma and Kennedy (1977), Barua (1981), Gupta (1995)
observed that the stock returns in India conform to random walk hypothesis
Madhusoodanan (1993) used the various ratio tests in order to find out the temporary
and permanent components of the stock market based on industry indices. He
concluded that the Indian stock market is mean reverting.
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Ramasastri (1999) tested Indian stock markets for random walk during post
liberalization period using three Dickey-Fuller hypotheses. Contrary to other studies,
he could not reject the null hypothesis that stock prices are random walks.

Mitra (2000) who employed neural network method rejected the random walk
hypothesis. Similarly, Chaudhuri and Wu (2004) on the basis of unit root tests,
conclude that returnsin India do not follow arandom walk.

Poshakwale (2002) provides evidence of non-linear dependencies in BSE stock
returns. A set of tests as such auto correlation, unit root, GARCH model and non
parametric runs and Kolmogorov-Smirnov test find support against random walk
(Ahmad et al, 2006). However, interestingly Chawla et al (2006) reported that Nifty
and Sensex are weak form efficient. Thus, as in case of other markets, the results for
Indiatoo remain inconclusive.

To sum up, athough, the literature on random walk and market efficiency is vast;
there is no consensus among the researchers regarding efficiency of the market. The
different tests yield different results. Hence, we thought to verify the presence of the
weak form of efficiency in the contemporary context.

Hypothesis

The following hypotheses have been selected for the study:

Ho1=The Indian stock markets follow a random walk

Ha;=The Indian stock markets do not follow arandom walk.

Data, Variables and Methodology

The present study has been done for a period of five years, i.e. 1 January, 2006 to 31%
December, 2010 on the basis of daily data of the following four indices:

BSE 100
BSE 500
CNX 100
S & PCNX 500

AN
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In this study, the stock returns are measured as the continuously compounded daily
percentage change in the share price index in order to avoid the influences of extreme
index values. Symbolically,

Rt = [Pt — (Pt_]_)/(Pt_]_)]* 100

Where R; is the return in the period‘t’, Pt is the daily closing share price index of the
NSE at a particular time ‘t’; (Pw.1) is the closing share price index for the preceding
period.

The study employs tests of normadlity, unit root test, Durban Watson (DW),
Box-Pierce Q Statistics, Runs Test.

Results and Discussion

Test of Normality

One of the basic assumptions for testing the random walk modél is that return series

should be normal. The assumption of normality has been tested with the help of
Kolmogorov Smirnov Test. The results obtained are as follows:

TABLE
SELECTED INDEX K-STEST STATISTIC | ASYMP.SIG.(2-TAILED)
(2)
BSE 100 3.133 .000*
BSE 500 3.216 .000*
CNX 100 3.008 .000*
S & PCNX 500 3.238 .000*

*Significant at 1% Level of Significance.

The results of the tests indicate that the return series is normally distributed. Now, we
can test for unit root.

Unit Root Test
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Augmented Dickey Fuller Test (ADF) Test
At the outset, an attempt has been made to verify the
stationary nature of the series in the form of returns on
the closing selected indices in Indian Stock Market. For
an empirical test of the above, Augmented Dickey-Fuller(ADF) Unit Root Test is made

with null hypothesis as

there is unit root in the series and alternate hypothesis as

there is no unit root and the series in stationary.

TABLE
SELECTED ADF t-Statistic Probability
INDEX
BSE 100 -32.46501 0.0000*
BSE 500 -31.82580 0.0000*
CNX 100 -33.20581 0.0000*
S& PCNX 500 -32.14873 0.0000*
Ted critical values: 1% level -3.435419
5% level -2.863666
10% level -2.567952

* Significant at 1% Level of Significance as well.

Durbin Watson Statistics

The most celebrated test for detecting serial correlation/autocorrelation is that
developed by datisticians, Durbin and Watson. If DW statistic is two or near to two,
then the series have no autocorrelation or it’s near to zero; if the value of DW statistic
is moving away from two and going towards zero, then there is positive
autocorrelation; and if this value is more than two but less than four, then the series
have negative autocorrelation

TABLE

SELECTED INDEX TEST STATISTIC (d)

BSE 100 1.996279

BSE 500 1.998111
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CNX 100 1.998241

S & PCNX 500 1.999260

The result of Durbin Watson Statistic shows that all the three indices have DW
statistic very much near to two. So, it can be judged that there is no autocorrelation in
the stock market returns on any of the three selected indices.

Runs Test

The runs test (also called Wald-Wolfowitz test) is a nonparametric test that checks a
randomness hypothesis for atwo-valued data sequence. More precisely, it can be used
to test the hypothesis that the elements of the sequence are mutually independent.

Runs Tests is Used to Test

1. The randomness of a distribution, by taking the data in the given order and marking
with + the data greater than the median, and with — the data less than the median;
(numbers equalling the median are omitted.)

2. Whether a function fits well to a data set, by marking the data exceeding the
function value with + and the other data with — For this use, the runs test, which takes
into account the signs but not the distances, is complementary to the chi square test,
which takes into account the distances but not the signs.

To measure the central tendency median is used for these three selected indices: CNX
100, BSE 200, and S&P CNX 500 (Table-7, Table-8, and Table-9). With the help of
SPSS (statistical software) run test on median is used and the result for all these three
selected indices are in favour of the hypothesis that daily returns on the market indices
are independent to previous day returns and random walk theory persist in the Indian
stock market also.

It is also called Wald-Wolfowitz test. This is a non-parametric test which is used to
determine whether the change of pricesis serial or random. This test is an appropriate
statistical technique to test the weak form market efficiency. A run is defined as a
series of consecutive returns of the same sign. “+” stands for a price increase,

stands for a price decrease, and “0” stands for no change in price. To test the
randomness of distribution, the data whose value is greater than median is marked
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with + sign, with — sign the data less than the median.

SELECTED NUMBER OF ZVALUE ASYMP S G.(2)
INDICES RUNS TAILED
BSE 100 611 -.540 .589
BSE 500 595 -1.449 147
CNX 100 615 -.313 .55

S & PCNX 500 599 -1.222 222

*pbased on M edian.

Conclusion

W Iten welook at tlze random wu Ik
theory thereturns can not be predicted
becau sethey f oll()w random w'alk But
there are som e com paniesw hich
follows particu lar pattern and therefore
returns can be predicted

Thereturnti of all theabovescrips

can be predicted by INeinvestors by
using the hisforical inf orm afion of the
scrips, thereason being fhat scrips of
these com panies follow certain pattern.
Taking into coltsideration the oljectives
of the study the follow ing conclusion
can bedraw n.

The stock prices of a substantial

num ber of selecked stocks listed on NSE
have accepted the null itypothesis. This
im plies that these stoc ks cannot be

I vedicted by tzsing historical pzices. In
otherwordstbetechnical annalist
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cannot play an inlportant Tolei n

fram ing investm ent strategy. However
the majority of the scrips folltyw random
w alk. | lere technical analyst can play
an im portant role. It helps them to find
ou t thecom panieswheretrends are

repeated in future. It can be seen that
the majority of thescripsi.e 69 % are
pursuing randorr walk. They canncrt
earn abnorm al retu rn f rom their
investmeni in fhosescrips. This finding
helps them to take w ise: investm ent
decisions.

ASISM Jeurnal of Managemenl, 1 (1), 2008
W Iten welook at tlze random wu Ik
theory thereturns can not be predicted
becau sethey f oll()w random w'alk But
there are som e com paniesw hich
follows particu lar pattern and therefore
returns can be predicted

Thereturnti of all theabovescrips

can bepredicted by INeinvestors by
using the hisforical inf orm afion of the
scrips, thereason being fhat scrips of
these com panies follow certain pattern.
Taking into coltsideration the oljectives
of the study the follow ing conclusion
can bedraw n.

The stock prices of a substantial

num ber of selecked stocks listed on NSE
have accepted the null itypothesis. This
im plies that these stoc ks cannot be

I vedicted by tzsing historical pzices. In
otherwordstbetechnical annalist
cannot play an inlportant Tolei n

fram ing investm ent strategy. However
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the majority of the scrips folltyw random
w alk. | lere technical analyst can play
an im portant role. It helps them to find
ou t thecom panieswheretrends are
TheEM H statesthat it w ou 1d be
impossibleto consistently outperform
them arket in an environm en t
charaeterize¢dbmald nycompeiing
investors, each wfth similar objectiv'es
and equal access to sam einftlrm ation
Thuss if the m azkets aar e efficjent the.n
trying topick up winnersf or
investment purposewril) be awaste of
tim e. On the other hand if the m arkets
arepot efficient then excessreturns can
bem ad eby correctly pic king the
winners. If the stock prices arenot
independent, it is fxlssibleto oblain
increased profits fm the basis of price
change lvedictions. The study adopted
runstasL ein fivesectors to find whether
rand om w alk hypothesisisvalid in
them or not. The result show s that
random walk hypothesisis not valid

fn case of som e com panies from all
sectors. Theem pirical resu Its shown
hertl aze lentative and further rtlsearch
is needed to address thelssue.
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IV. Policy Implications

The efficiency of stock markets is closely related to the allocation of
scarce capital resources. The allocation of capital resources to their most
productive use can only be achieved in the presence of an efficient pricing
mechanism. The efficient dissemination of information should ensure that
capital is allocated to projects that yield the highest expected return with
necessary adjustment for risk. Thus, pricing in an efficient market has the
potential of affecting the allocation of an economy’s savings and investment.
As India moves towards a free economy, where stock markets have a major
role to play, this has serious implication for resource allocation. The
government has to formulate policies to ensure that the stock markets
discharge this allocation function effectively. The government has permitted
the participation of foreign institutional investors and it is said that their
participation improves the efficiency of the markets. However, if markets
are inefficient, profitable trading opportunities may exist, which may be
used by the foreign institutional investors to earn excess profits at the cost of
other players in the market. SEBI needs to take steps to increase the
informational efficiency of the stock market.

| SSN 2076-9202

358



International Journal of Information, Business and Management, Vol. 3, No.2, 2011

IV. Conclusions

The empirical results from the Dickey-Fuller test for a unit root did not
reject the null hypothesis for the entire data sample, including all 14 stocks
and the BSE 100 stock index. This provides us with evidence supporting
the random walk hypothesis for the time series.

Our empirical findings from the variance ratio test suggests that stocks
on the Bombay Stock Exchange follow a random walk process. Our
empirical findings from Lo and MacKinlay's variance ratio test supports
the random walk process for stocks on the Bombay Stock Exchange,
However, there is an indication of stationarity for the BSE 500 stock index.
Nonetheless, random results are displayed by the BSE 100 Index. Qur
findings are consistent with the conclusions of many other researchers
(see, for example, Lo and MacKinlay (1988), Fama and French (1988) in the
U.S. capital market). It should be noted that rejection of the random walk
hypothesis would not necessarily imply rejection of market efficiency.
According to Summers (1986), the rejection of the random walk hypothesis
in a given market can only mean the findings are inconsistent with the
particular martingale process of a random walk. A possible explanation
for the rejection of the random walk hypothesis is market imperfection
arising from suboptimal information transparency, which prevents proper
dissemination of information among investors. The rejection of the random
walk process also conforms with Fama and French's (1988) hypothesis on
the mean reverting behavior of stock prices as a possible result of
overreacting to sudden changes in fundamentals. These conclusions are
similar to those found in the US. stock market and elsewhere., The
implications of these results are that investors cannot earn excess profits
using past stock prices as their sole source of information.
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Abstract: Existing research works on process quality improvement focus largely on
the linkages between quality improvement cost and production economics such as
set-up cost and defect-rate reduction. This paper deads with the optimal design
problem for process improvement by baancing the sunk investment cost and revenue
increments due to the process improvement. We develop an optimal model to imitate
this condition. According to this research, the management can adjust the investment
on prevention and appraisal cost on quality improvement that enhances process
capability, reduces product defect-rate and, as aresult, generates remarkable financial

return.

K eywords: Process quality improvement , revenue management.
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1. Introduction

The optimal investment problem in balancing of investment sunk cost and future
financial return generated from set up cost reduction and quality improvement was
initially dealt by Porteus (1986). A stream of follow-up research has been extensively
studied since then, that primarily focus on optimizing the economics of production
quality improvements. Notable works include Tapiero (1987) that links the optimal
quality inspection policies with the improvement in manufacturing costs, Fine (1988)
who used a stochastic dynamic programming model to characterize optimal inspection
policies, and Fine and Porteus (1989) who refined Porteus’s original work to allow
smaller investments over time with potential process improvement of random
magnitude. In addition, Chand (1989) took the learning effect into account in model
development, Hong et a. (1993) established the relationship between process quality
and investment, and Ganeshan et al. (2001) applied Taguchi’s cost of poor quality into
the model.

The aforementioned research works investigate the interaction between the
economics of production and process quality improvement. However, there are some
shortcomings in the existing works. Their research emphasizes particularly on
discussing benefits of economic lot-size models (ELSM) generated by quality
improvements. The thinking of lot-size scheduling comes from the Japanese lean
manufacturing philosophies and is an important part of the Just- In-Time system. The
Japanese lean manufacturing philosophies emphasize the policies of continua
investment in quality improvement and setup cost reduction towards the goals of zero
defects and zero cycle inventories (Schonberger, 1986). The economic lot-scheduling
model can contribute to the joint decisions of economic production and quality
investment, but it is difficult to measure the financial return on quality investment to a
company. This shortcoming limits the practical use of previous models.

With the emerging of the 6-sigma quality method, quality improvement activities
are valued by their financial return on quality investment. Basically, this is an
extension of the concept of yield management. Yield management applications that
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use mathematical programming methodology to maximize net revenue have been
applied in many service industries (Bitran and Mondschein, 1995; Smith et al., 1992).
In a manufacturing environment, yield management is a tool for motivating extra
demand, and generating additional revenue (Weatherford and Bodily, 1992).

In this paper, we make three significant contributions to the area. First, we
develop a model that can help the joint decision on financial and quality. This job is
very difficult for the traditional production-quality model. In our model, we focus on
the financial return of quality investment but not the lot-size optimization. Second, we
extend the applications of yield management especially in the field of quality
improvement. In our model, quality enhancement has been seen as an incentive to sale.
This change extends the definition of discount in yield management. Third, a practical
case in the automotive industry, which obeys the methodology of 6-sigma quality
improvement, is discussed to verify the model we proposed. To the best of our
knowledge, this is the first 6-sigma quality improvement case in the yield
management research and the economics of quality investment.

In the next section, we will introduce the model in this paper. Afterward, a case
in automotive industry will be used to verify the model we proposed. In this case, the
6-sigma quality improvement methodology will be applied in the process of problem

solving. Finally, the conclusion of this paper will be made.

2. Financial model on quality investment

We start with the objective function that states the net earning of production
equals to the revenue minus the cost of production (Elimam and Dodin, 2001). This
objective function is emerging from the concept of yield management in business
operation. Elimam and Dodin’s research has brought the concept of yield management
to the production line to enhance productivity and maximize net revenues. This
concept will be applied as the basis to develop our model.

Net earning = Revenue — Cost
where
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Revenue = Sales + Sales increased by quality improvement

and
Cost = Manufacturing cost + Variable cost of sales increased by quality
improvement
+ Cost of poor quality + Cost for quality investment
Then, the objective function can be represented by
Net earning = Sales + Sales increased by quality improvement
— Manufacturing cost
— Variable cost of sales increased by quality improvement
— Cost of poor quality
— Cost for quality investment.
The notation is summarized below.
Parameters

S: salesin theinitial stage
a :exponent constant in the function relating quality investment with the increase
in sales
P: unit price
USL : upper specification limits
LSL : lower specification limits
(o Initial value of population mean of quality characteristic
(. t- target value of population mean of quality characteristic function.
o - maximum level of the variance of the system
o 2 minimum level of the variance of the system
F: fixed cost of production
V: variable cost of unit production
C:: rgjection cost / unit
Independent Variables
| :total cost of quality investment
X: actual value of the quality characteristic
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Dependent Variables
SQ(1): sales increasing by quality Investment

SQl)=1%/P
D(X, I ): quality distribution function; (normal distribution function)
1 2 2
D(X, 1 )= g (X-u(1)?/20(1)
x.1) o(I)V2r
u(l)  : population mean of quality characteristic

p (1) = pl + (g —ul)e™ .9 >0

o(1)  :population standard deviation of quality characteristic
c’()=c2+(c} -c2)e™ b>0

L(X): loss of poor quality per unit products

L(X) =K (X-¢)?; LSL=X = USL

L(X)=C;; X=LSL,X=USL

K: Taguchi loss parameter

K= C/U?

U: distance of the target mean from the specification limits

U= (USL- 1) =(ueLSL)

Each term in our objective function can be defined as below:
Sdes=S* P
(1)

The first term in the net earning equation is the initial sales income. The sales
income of a company can be expressed as the product of the amount of sales and the
unit price of each item.

Sales increased by quality improvement = SQ(1 ) * P
)

The second term is the sales increased by quality improvement. We define this

term as the product of sales increased and the unit price of each product.

Based on the model of Eliman (2001), the function of sales increased by quality
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investment, SQ( | ), can be defined as :

SQ( I ): sales increasing by quality investment

SQ(l)=1*/P

a : exponent constant in the function relating quality investment with the increase

in sales

Asa =0.5and P= 15, we can draw the function of SQ( 1 ).

The exponent constant, «, can be generated by regression analysis of the
historical data of the sales and quality level in acompany.

Manufacturing cost = Fixed cost + Variable cost = F + (V*S)
©)

The third and fourth terms in the objective function are fixed and variable cost of
manufacturing. The manufacturing cost can be divided into two parts, one is the fixed
cost of company operation and the other is the variable cost that increases with the
amount of production.

Variable cost increase by sales increased by quality improvement =V * SQ(1 )
(4)

The cost of production that is increased by the sales increase by quality
improvement can be expressed as the product of variable cost of unit production and
the sales increase by quality improvement, and this is the fifth term in our objective
function.

Cost of poor quality = (S+SQ( | ))* TL(X)* D(X, 1)dX

©)
The sixth term is the cost of poor quality. This term is the product of total sales and
the Taguchi’s PQC of unit product.

D(X, 1) is the quality distribution function of production. In this model, we
propose the quality characteristic performs as a normal distributive function. Under

this hypothesis, we can define the quality distributive function as:
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e—(X—y(l))Z/Zcr(l)2

1
D(X,1)= (OV2r

u(1): population mean of quality characteristic; population mean of normal

distribution function.

o(1): population standard deviation of quality characteristic

o(1) and u(l )are defined as functions of quality investment, | . The value of
a(l ) has an upper and positive lower bound. This is bound produced by the nature of
production system or the limiting of practice. It is noted as, o m, the maximum or
(current) level of thevarianceand, o , the minimum level.

There is an initial mean of the population of quality characteristic, (zo. (tiSthe
target value of quality characteristic. Both of o(l) and u(l) are functions of
quality investment, 1. The function of o(1) and u(l) can be written as (Hong et
al., 1993, Ganeshan et al., 2000):

pi (1) = pl + (1o — p)e™ 9 >0

(o Initial value of population mean of quality characteristic

( +. target value of population mean of quality characteristic

As/ =499, u=5and¢=0.01,thefunction, u(l).

c’()=c?+(c} -c2)e™ b>0

o, - maximum or (current) level of the variance of the system

o2 minimum level of the variance of the system

Asg, =01, ¢, =0.05andb=0.01, thefunction, o(l)

There are two categories of the cost of poor quality. One is direct cost and the
other isindirect cost. The direct poor-quality cost (PQC) encompasses two major type
of expenditure: controllable PQC and resultant PQC. Controllable PQC includes
prevention cost and appraisal cost. Resultant PQC includes internal error cost and
external error cost. The other category, the indirect poor-quality cost, includes
customer-incurred poor-quality cost, customer-dissatisfaction poor-quality cost and
loss-of-reputation PQC (Harrington, 1987).

In order to link the costs of poor quality and quality performance, Taguchi has
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provided a quadratic function to describe this relationship. Taguchi defines quality as,
‘The quality of a product is the (minimum) loss imparted by the product to the society
from the time product is shipped’ ( Bryne and Taguchi,1986). Taguchi’s function
direct link to the internal error cost and external error cost in direct PQC and indirect
PQC. In our model, L(X) has been used to denote Taguchi’s function.

In Taguchi’s function, this cost reduces to zero when the output of the process
exactly meets the target, and it increases quadratically as the process moves away. If
X isthe actual value of the quality characteristic, Taguchi’s PQC function, L(X), can
be expressed as: (Taguchi and Wu,1980)

L(X) =K (X-¢)?; LSL=X = USL
L(X)=C;; X=LSL,X=USL
K= C/U?
U= (USL- o) = (u+LSL)
(6)

Where K is defined as C,/U?, C; is the rejection cost of unit product and U is the
distance of mean from the specification limits. It is assumed that the USL and LSL are
equidistant from the mean i.e,, U = (USL- 1z¢) = (1 +LSL). C; includes the internal
error cost and externa error cost in direct PQC and indirect PQC to reject unit of
product.

Quality investment cost = |
(7)

The seventh term in our objective function is the cost of quality investment. As
mentioned above, there are prevention cost and appraisal cost in the direct PQC. The
prevention cost and appraisal cost are used to improve the production to enhance the
quality of product. We define the cost invested in improving the product quality to
ensure that only customer-acceptable products and services are delivered to the
customer as the cost of quality investment, | .

It is believed that the total quality investment, | , will affect the population mean
and standard deviation of product quality distribution in the mathematical formulawe
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have mentioned previously.

With the definition above, we can develop the mathematical model that links the
net earning and the cost of quality investment in a company. This is the objective
function of our mode!.

Maximize
Net earning = [S*P+ SQ(1 )*P]- [F+ (V*S) +V * SQ(I )
+(S+SQ( 1 ))* TL(X)* D(X,1)dX +1 ]

(8

Terms in the right side of the objective function include: initial sales income,
sales increased by quality improvement, fixed and variable cost of manufacturing,
production cost increased by the sales increased by quality improvement, the cost of
poor quality, and the cost of quality investment.

The objective function subjects to:

3. Conclusions

This paper has developed a mathematical model to optimize the return from
guality investment. This model is based on the concept of yield management, and
Taguchi’s perspective of cost of poor quality has been used to develop the model of
quality improvement. This model can be applied in such manufacturing companies as
automotive, consumer electronic, computer, air condition, etc. Not only
manufacturing company but also service industry can apply this model to enhance
their yield management scheme. The potential application industries include air line,
hotel, retailing, car rental, and network service enterprises.

Such a quality optimization model has several managerial implications. First, it
can calculate the quality-associated cost, and compare it with improving the process to
attain its optimal levels. Second, the quality cost in this model has been divided into
two parts, the controllable PQC and the resultant PQC. Controllable PQC includes
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prevention cost and appraisal cost, which is the item | in our model. The resultant
PQC includes internal error cost and external error cost, which is Taguchi’sloss in our
model. In order to optimize the profit of operation, the management can adjust the
investment on prevention and appraisal cost to change the outcome of the business
operation.

Extension to this research includes introducing more financial factors and
different quality evaluation models into this model. Sensitivity analysis on factors and

different case applications are another direction to explore.
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