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The
    Chairman
            speaks ...

Perhaps, the most crucial strategic decisions which a company makes are those concerned
with its capital investment. The purpose of these investment decisions includes allocation
of the company’s resources most effectively in order to ensure the best return possible.

These decisions become so vital because of the consequential heavy costs involved and also
due to the long term commitment to be made, usually spread over several years. The pace of
changes taking place in the socio-economic and political environment and the increasingly
unpredictable nature of the business environment make these decisions all the more complex
and difficult to arrive at.

Traditional tools commonly used for capital investment analysis had certain limitations
and are considered to be totally inadequate today, because of the fast-changing socio-political
and economic environment.

Nevertheless, recent developments in real options analysis have provided a better tool and
have unlocked the possibilities to revolutionize the process of capital investment decision
making. It offers a fresh look at evaluating capital investment strategies by providing a
method to properly account for managerial flexibility and strategic adaptability. Therefore
real options analysis has been widely accepted as a better tool to guide a company’s strategic
plans and to create more value for the company.  Environmental factors are treated as
major ingredients in real options analysis.

In the present context of economic slowdown this tool assumes greater relevance. Therefore,
I hope you will find the lead article in this issue, which deals with the merits and demerits
of Real Options interesting and informative.

Pricing options on stocks give a person using them high leverage while speculating. Volatility
is an important factor of option trading and at the same time the least understood by common
traders. Hence, we bring to you a study paper on Pricing Options: The Volatile versus the Actual.

As usual, you will find many other interesting topics like mutual funds, performance
measurement, alleviation of stress, workaholics, service quality, etc, discussed at length in

various articles in this issue. I am sure you will enjoy the assortment.

Dr.G.P.C.NAYAR

Chairman, SCMS Group of Educational Institutions
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Editorial

Manage the manna we get from the mother earth

“Drip, dribble, trickle, and drizzle.” Don’t you hear the “splash” sounds? They are

the sounds of water.

Water is one of the commonest substances in the universe. Water wraps the

planet.  But ninety percent of water so available is salty.  Much of the rest is locked

up in ice.  The human ingenuity and passions demand an adequate supply of

water. It has been the prize in conflicts around the world.

Even in the century ahead, we cannot boast to procure and conserve adequate

water to satisfy the increasing demand.  Despite our progress, half of the world’s population till suffers

with water services inferior to those available to the ancient Greeks and Romans.

Local mismatches between demand and supply could push groups to violence, retard economic progress,

and devastate populations.

Pure water marks off heaven from Hell.  Future days are not too far off for us to think that the place

bestowed with water is the place blessed with sanctity.  God of water will be the power centre in the near

future. Human life on earth will be hydrocentric. Water god will be the chief among deities.

We drink it. We generate energy from it.  We soak our crop with it.  We have stretched our supplies to

the breaking point. Do we have enough clean water to fulfill our water requirement?

If we invoke the Purana to justify our argument that a war between the demons and gods took place for

manna, we can well hope that a similar scene will be re-enacted soon for the sake of pure water as the

scanty availability of this life sustaining liquid will make it manna.   Myths, legends and written histories

reveal repeated controversy over fresh water sources since ancient times.   Scrolls from Mesopotamia

indicate that the states Umma and Lagesh in the Middle East clashed over the control of irrigation canal

some 4,500 years ago.

As the world’s population continues to grow, dams, aqueducts

and other kinds of infrastructure will have to be built in countries

where basic needs have not been met.  The fastest and cheapest

solution is to expand the productive and efficient use of water.

In many countries,  more than thirty percent water never

reaches the intended destinations owing to the leaky pipes, faulty

equipment, and properly maintained distributive system.

Business shall turn its focus on Man’s Basic Needs including

tapping and generating Water.  Management shall take up the

tasks to preserve Water to sustain the life of all the living.

Editorial Assistant: Mr. E.V. Johnson Assistant Editor: Dr. Rajagopal N.

              Dr.D.Radhakrishnan Nair
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Investment Decision Tool:

“Real Options”
Pankaj  M.Madhani

I

P r o f . P a n k a j  M .  M a d h a n i ,   A s s i s t a n t

P r o f e s s o r,  I C FA I  B u s i n e s s  S c h o o l ,  I C F A I

H o u s e ,  N e a r  G N F C  To w e r ,  S G  R o a d ,

B o d a k d e v ,   A h m e d a b a d  -  3 8 0 0 5 4 ,

p m m a d h a n i @ y a h o o . c o m

n the current era of new economy, managers the world

over  a re  fac ing  inc reas ing  uncer ta in ty  wh i le  tak ing

complex strategic decisions of investments in emerging

technologies.  Such decis ions are having an endur ing

impact on f i rms long term prof i tabi l i ty and susta ined

g r o w t h .  U s u a l l y ,  t h i s  t y p e  o f

uncer tainty erodes real value when

such  i n ves tmen t  dec i s ions  a re

e v a l u a t e d  u s i n g  c o n v e n t i o n a l

capital budgeting techniques such

as D iscounted Cash F low (DCF)

based Net Present Value (NPV) or

Internal Rate of Return (IRR). They

are too l imited a basis on which to

m a k e  e m e r g i n g  t e c h n o l o g y

i n v e s t m e n t  d e c i s i o n s  a s  t h e y

u n d e r v a l u e  r e t u r n s  a n d  f o c u s

management  a t tent ion on shor t

term cash flow when, perhaps, the

biggest benefits l ie in bui lding a

strategic asset for long term growth and competi t ive

advantages.

Traditional Capital Budgeting Tools

Capital budgeting tools help firms

in the decision making process of

al locating resources to investment

projects, normally on a long-term

basis .  Managers are requi red to

make capital investments decisions

on a regular basis. These decisions

are especia l ly  cha l lenging when

they involve the commitment of

l a r ge  quan t i t i e s  o f  a s se t s  to  a

par ticular course of action that is

not easy to reverse ex post - getting

them wrong can be very expensive.

Tr a d i t i o n a l  p r o j e c t  e v a l u a t i o n

approaches on expected va lues

C u r r e n t  e r a  i s  c h a r a c t e r i z e d  b y  i n c r e a s e d  u n c e r t a i n t y  b e c a u s e  o f

c h a n g e d  m a r k e t  c o n d i t i o n s ,  g l o b a l i z a t i o n ,  i n c r e a s e d  c o m p e t i t i o n ,  a n d

e m e r g i n g  t e c h n o l o g i e s .  T h e  t y p i c a l  a p p r o a c h e s  t o  p r o j e c t  i n v e s t m e n t

e v a l u a t i o n  a r e  b a s e d  o n  D C F  b a s e d  m e a s u r e s  l i k e  N P V  a n d  I R R .

H o w e v e r,  t h e  e r a  d e m o n s t r a t e s  w e a k n e s s e s  i n  d e a l i n g  w i t h  u n c e r t a i n t y ,

c o m p l e x i t y ,  a n d  f l e x i b i l i t y .  The  pap e r  d i s c u s s e s  a p p l i c a t i o n  o f  r e a l

o p t i o n s  i n  e m e r g i n g  t e c h n o l o g i e s  l i k e  R F I D .
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a n d  a b i l i t y  t o  m a k e  f u t u r e  d e c i s i o n s .  T h e  t y p i c a l

approaches to project evaluation are based on DCF based

measures l ike NPV and IRR.

NPV is defined as the difference between the present

value of the estimated net cash inflows and the present

value of the estimated net cash outflows. It is used when

the discount rate (the cost of capital, required rate of

return, hurdle rate) is known or specif ied. The classical

ru le for making capita l  budget ing decis ion is  to take

projects that maximize shareholder value. Firms have as

primary objective the maximization of its shareholder ’s

wea l th ,  and consequent l y ,  o f  the  re tu rn  f rom t he i r

investments.  NPV is consistent with this  objective. In an

ideal market where there are no capital constraints or

const ra ints  for  any other  input ,  shareholder va lue is

maximized by choosing projects with positive NPV. Other

valuation measures used in industry, such as the ARR and

the IRR , are considered to be inferior.

A f i rm optimizes its market value when it successful ly

implements strategies that generate posit ive discounted

cash flows applied against init ial investments with NPV

greater than zero. In the absence of risks, the risk free

oppor tunity cost of capital is used to discount back the

cash f lows assoc ia ted wi th  the s t ra tegy .  I f  r i sks  a re

involved, and the level of uncer tainty is presumably known

fo r  t he  cash  f lows  gene ra ted  by  the  s t r a tegy ,  t he

corporate weighted average cost of capital is used to

ca lcu la te  the  wor th  o f  the  s t r a tegy.  Fo r  i nnova t i ve

strategies, with higher level of uncer tainty, the discount

rate is raised to compensate for risky ventures. Many built-

in assumptions behind the discount rate used are implicitly

created to account for the real facts of how l itt le we

know about how the projects wil l unfold.

Limitations of Traditional Capital Budgeting

Tools

Over the years, several techniques have been used in

capital budgeting and investment decision. I t s  simplicity

and consistency made NPV tool the most widely used

cap i t a l  budge t i ng  dec i s i on  too l  fo r  p r ac t i t i one r s .

Nonetheless, it demonstrates weaknesses in dealing with

uncer tainty, complexity, and above all , f lexibil ity. In an

NPV approach, different management forecasts of project

values are weighted in order to get a single forecast of

the average project value, thereby neglecting the extra

information in the entire data set. NPV approach fai ls to

fu l ly  incorporate the myr iad opt ions that  are usua l ly

associated with many projects. Because the project is a

set of different options, a model is needed to account

for uncer tainty and to permit f lexibil ity.

While conceptually and relatively simple, NPV rule has the

fol lowing shor tcomings which l imit i ts scope for val id

application:

1. It does not explicit ly deal with uncer tainty when

valuing the project .

2. It does not consider the extent of management’s

flexibil ity to respond to uncer tainty over the l i fe

of the project.

3. I t  i g n o r e s  t h e  v a l u e  o f  c r e a t i n g  o p t i o n s .

S o m e t i m e s  a n  i n v e s t m e n t  t h a t  a p p e a r s

uneconomical when viewed in isolation may, in

fact, create options that enable the company to

under take mult iple investments in the future ,

should market conditions turn favourable. By not

a c c o u n t i n g  p r o p e r l y  f o r  t h e  o p t i o n s  t h a t

investments in emerging technology may yield,

naive NPV analyses lead companies to invest too

litt le.

When these shor tcomings exist in a project, the NPV

consistently underestimates the value of a project as it

ignores the value of the implicit options that managements

have in the project. Despite the wide use of the traditional

capital budgeting techniques such as NPV and IRR among

organizations, crit icism has been raised against the static

use of them. The techniques only use tangible factors

and do not take into account intangible factors such as

future competit ive advantage, future oppor tunit ies, and

managerial f lexibil ity.

Dealing with Uncertainty

Traditional NPV calculations do not factor the project’s

risk except for an increase in the discount rate used in

the calculation. They also leave no scope for changing

the course of action when new information becomes

available. Decision under conditions of uncer tainty should
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be made on the basis of the current state of information

available to decision makers. Current project valuation by

NPV method has proved itself to be incomplete as it fai ls

to properly account for uncer tainty. If the expectation of

t h e  N P V  w e r e  n e g a t i v e  f o r  t h e  i n v e s t m e n t ,  t h e

conventional approach would be to reject the investment.

However, if one has the abil ity to delay this investment

decision and wait for additional information, the option

to invest later has value. This implies that the investment

should not be under taken at the present time. It leaves

open the possibil ity of investing in future periods. The

weakness of NPV approach is its fai lure to account as to

how uncer ta in ty,  ra ther  than imply ing a  h igher  r i sk -

adjusted discount rate, can increase the value of a project

investment. Therefore, by assuming management’s passive

commitment to a cer tain operating strategy, DCF based

method such as NPV usually underestimates the upside

value of investment.

NPV based approaches provide an easy and instructive

way to analyze the decision whether to commit resources

to a new investment in a stable environment. Never theless,

they  a re  l i ke l y  to  f a i l  i n  cases  when marke t s  move

unpredictably and managers have the possibility to adapt

their decisions in real-time. To implement NPV, we need

estimates of expected future cash flows and an appropriate

discount rate but an NPV calculation  uses only information

that is known at the time of the appraisal. The NPV rule

requires the decision maker to generate point estimates of

all the project’s cash flows over its entire economic life. A

discount rate is then used to identify the present value of

these uncer tain cash flows. There are several problems

with this approach to dealing with risk.

1. The use of a single risk adjustment to the discount

rate has the effect of masking the multiple sources

of uncer tainty as it defines risk in terms of a single

measure. This approach does not faci l i tate a

c o n s i d e r a t i o n  o f  t h e  m u l t i p l e  s o u r c e s  o f

uncer tainty that project cash flows face over the

life of the project.

2. By def in ing r isk in terms of the var iance, the

skewness of future cash flows is ignored. Again

these can be vital ly impor tant especial ly if they

affect the extent of the project’s downside risk.

3. The use of the variance as a risk proxy also makes

it vital that unbiased cash flow forecasts are used

when calculating the NPV.

Dealing with Flexibility

In the context of managerial f lexibil ity, determining the

pr ior i ty  o f  potent ia l  inves tments  i s  v i ta l  in  s t ra teg ic

planning. NPV rule assumes a f ixed scenario without any

contingencies. Static NPV fai ls to factor in the ful l range

of oppor tunit ies that a new and innovative strategy may

create for a firm in the future. NPV approach assumes that

al l future cash f low is static, neglecting the real-world

options to stop investing in the project or change course

because of market circumstances. NPV has then no regard

of f lexibil ity through the l ife of the project. Managers of

the investment may take strategic decisions along the

investment process according to the way condit ions

(market or others) evolve. Traditional NPV tool fai ls as it

neglects the value of f lexibi l i ty: how managers would

respond to unfolding events in uncer tain markets. This

approach assumes project risks remain constant over the

life of the strategy. It also, fai ls to factor in the ful l range

of oppor tunit ies that a new and innovative strategy may

create for a f irm in the future. These rules can mean very

wrong decis ions, for investments in projects in which

wai t ing is  bet ter,  or  not invest ing in  good emerg ing

technologies with high growth options.

Managers have the flexibility to sell the asset, invest fur ther,

wait and see or abandon the project entirely. NPV based

approaches assume impl ic i t l y  that  a  pro ject  wi l l  be

under taken now and operated on continuously at a set

time scale, unti l the end of its expected useful l i fe, even

though the future is uncer tain. Therefore the NPV ignores

the upside potential of added value that could be brought

to the project through the flexibil ity and innovations of

management to alter the course of investment. The NPV

rule also has the effect of ignoring the presence of any

flexibil ity that management has to respond to a changing

environment. This can fundamentally change the realized

(as compared to the expected) value of a project. The

NPV ru le  wou ld prov ide an  accura te  es t imate  o f  a

project’s value only if there is either no flexibil ity or if

there is no uncer tainty. However, the combinat ion of

uncer tainty and managerial flexibility leads to the presence
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of real options in capital investment decisions. Where

this combination exists, the NPV approach is f lawed as a

decision rule. It gives estimates of project value that are

biased downwards because it ignores the value of the

real options incorporated in the project.

Dealing with Options

Traditional investment appraisal techniques such as NPV

can be conceived as being concerned with a one-shot

va l u a t i on  o f  an  i n ve s tmen t  i n  an  a s se t .  T he  i n i t i a l

investment is followed by a series of (of ten) uncer tain

cash flows over time. NPV approach neglects the insight

which arises from recognizing the phased nature of many

investment decisions, which may begin with exploratory

phases before final asset investment decisions are made.

Many investment projects have in effect an options phase

pr ior  to the asset  phase.  Dur ing the opt ions phase,

investments are not being made in an asset to generate a

stream of cash f lows but to establish the oppor tunity

(but not the obligation) to invest subsequently invest in

such an asset .  In the case of  investment in  emerg ing

technologies, a pilot study is a meaningful option - i .e. an

exploratory phase, which is the necessary precursor in

order to al low future investment in the final asset phase –

which in this case is the future commercialization project,

i f  the pi lot is successful .  

With a standard NPV analysis, it is not practical to capture

the ful l value of an investment strategy that involves real

op t ions .  The  NPV  me thod  imp l i c i t l y  a s sumes  p re -

commitment to future plans and defines an investment

decision as a now (go) or never (no go) proposition; it

does not properly take into account the value of a wait-

and-see strategy to make decisions as the value of the

project evolves and uncer tainty is revealed. Standard NPV

a p p r o a c h  m i s s e d  incorpora t ion   of o p t i o n  v a l u e

completely. NPV techniques are inappropriate to value

projects in options phases, such as new and emerging

technology investment, because f irst they do not take

into account the value of the option phase, and second

they  neg l ec t  t he  f ac t  t h a t  commi tmen t s  to  f u t u re

investments are contingent on how the future unfolds. In

the case of emerging technology, they wil l be contingent

on technical success as well as market circumstances.

The abil ity to abandon a project - i .e. not to exercise the

option for fur ther investment - means that downside risk

can be reduced to the init ial investment when things go

wrong. If circumstances are favourable, however, the ful l

upside benefit can be captured. This asymmetry generates

the real options value.

Current Scenario: Transition from

Traditional to New Economy

Current era of new economy or information economy is

characte r ized by increased uncer ta in ty  because of

changed  ma r ke t  demand ,  g loba l i z a t ion ,  i nc rea sed

c o m p e t i t i o n ,  a n d  a d v e n t  o f  n e w  a n d  e m e r g i n g

technologies. Another type of environmental uncer tainty

in knowledge economy is  technologica l  uncer ta inty.

When a firm intends to invest into a new technology, it

w i l l  be  unce r t a i n  whe the r  t he  techno logy  w i l l  be

successful or not. Technological uncer tainty affects the

success of an investment in a new technology. Therefore,

it can have an impact on the level of future revenues.

Firms are using new IT based tools and technologies for

creating competit ive advantages. The option to invest in

new and emerging technologies can be interpreted as an

option to expand into a new business area while it is

uncer tain whether the technology wil l be successful or

not.

Following is a par tial l ist of emerging technologies in new

economy:

1. RFID deployment in supply chain

2. Bioinformatics for drug discovery and research

3. Biomaterials Integrated biochips

4. Embedded sensors and computational devices

in commercial goods

5. Hydrogen fuel cells

6. Microelectronics

7. Nano biotechnology

8. Quan tum-based  c r yp tog raph ic  s y s tems  fo r

secure information transfer

9. Telecommunications and Wireless technologies

10. Third generation (3G) wireless broadband

internet & mobile technologies.

Today, the world is characterized by major changes in

market and economic condit ions, coupled with rapid
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a d v a n c e s  a n d  e m e r g e n c e  o f  n e w  t e c h n o l o g i e s .

Management  i s  o f ten  conf ron ted wi th  the  d i lemma

whether or not to invest in emerging technologies given

market and technology uncer tainties sur rounding such a

decis ion in current s i tuat ion. The changing economic

conditions and technologies combined with increased

domest ic and global competit ion, changing customer

needs, rapid product obsolescence and the emergence

of new markets require  fast investment decisions and

resource a l loca t ion  process  fo r  new and emerg ing

technologies. At the same time, market and technology

uncer tainty demand flexibil ity in the decision; therefore it

requires trade-off between speed of new technology

adoption for gaining competit ive advantage or wait ing

for emerging technology to stabi l ize but loosing the

growth oppor tunity.

The key parameter of uncer tainty is very crucial during the

emerg ing technology adopt ion s tages and a f ter  the

implementation stages. When uncer tainty is high, there is

high probabil ity that a high (low) project value turns out

to be low (high). Since management has the flexibil ity to

opt  out  the  new techno logy  process  a t  a l l  s tages ,

downward risk is l imited while upward potential is not.

Therefore, a higher uncer tainty is beneficial during the

in i t i a l  s t ages  o f  the  emerg ing  techno logy  p rocess .

However, with  high uncer tainty at the final stages, the

options approach induces firms to postpone ful l scale

deployment and there is high risk of fai lure.

F o l l o w i n g  a r e  s o m e  o f  the cha r ac te r i s t i c s  p r o j e c t

investments in emerging technologies of new economy:

1. Large investment

2. Some sunk costs that can’t be recovered if the

project is abandoned (irreversibil ity)

3. H i g h  d e g r e e  o f  u n c e r t a i n t y  ( m u l t i p l e  a n d

interdependent sources of uncer tainty) in the

return  to such inves tments  ( r i sk )  and h igh ly

profitable  if successful (reward)

4. S ign i f icant  t ime l ag  between investment and

realization of return

5. Some leeway in the timing of the investment

6. Abundant f lex ibi l i ty  to react as uncer ta int ies

unfold.

Adapting to emerging technologies is crucial for success

in vibrant new economy. In a dynamic high-tech business

environment, adaptabil ity is essential in capital izing on

favourable future strategic investment oppor tunit ies or

responding appropriately to competit ive moves. In fact

in the new economy it is precisely the intangible and

strategic value of i ts growth oppor tunities that determines

most  of  the market  va lue of  f i rms in  a  cont inuous ly

changing environment. Firms operating in a changing and

turbulent marketplace of new economy must be flexible

and agile and by making the right business moves today,

they open up windows of oppor tunity for learning and

future profitabil ity. In many business today the risks and

uncer tainties have increased manifold. Firms have to take

crucial decisions which can make or break them. They

learn from mistakes, learn faster than competitors, and

make  qu ick  ad jus tment s  to  se ize  oppor tun i t i e s  by

exercising the options presented to them.

In today ’s bus iness scenar io,  t radi t ional  measures of

capital budgeting are no longer adequate to reflect the

dynamic world of new economy. The corporate business

wor ld  has  changed notab ly  over  the  pas t  decade ;

u n f o r t u n a t e l y  m a n y  m a n a g e m e n t  s t r a t e g i e s  a n d

approaches have not changed with this transformation.

Traditional f inancial measures, such as NPV and IRR are

sti l l commonly used to evaluate investment oppor tunities

in new and emerging technologies project. But they fai l

to  va lue cor rect ly  pro jects  tha t  conta in  embedded

options.

Real Options: An Introduction

The term ‘real option’ was coined in 1977 by Stewar t C.

Myers of  Massachusetts  Inst i tute of  Technology.  Rea l

options approach is a method of evaluating and managing

strategic investments decisions in an uncer tain business

environment. It seeks to quantify numerically each of the

investment options available in a par ticular situation. A

real option is an option relating to real things, as opposed

to i l lusory things. An option is the power of choice, or

the freedom of alternatives. It refers to the application of

option pricing theory to investment of non-financial or

real or brick and mor tar assets. Real option can also be

defined as a right to take an action in the future, without

an obligation to do so.
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Real options analysis is a very excit ing development in

the practice of capital budgeting. It promises much in

terms of providing improved estimates of capital project’s

expected value. This does come at a pr ice the extra

analysis required and the additional complexity of the

valuation model. However, it does bring other more subtle

yet fundamental benefits to the capital investment decision

making process. This approach has the potential to include

the value of the project from active management and

strategic interactions. NPV assumes passive management;

the end result is known in advance, and managers aren’t

expected to add significant value to a project. Real option

valuation, by contrast, recognizes that f irms can and do

obtain valuable information after a project is launched,

and  t h a t  t he i r  i n fo rmed  ac t i on s  can  make  a  huge

di f fe rence.  Thus ,  Rea l  opt ion seeks  to uncover  and

quant i f y  a  pro jec t ’ s  embedded opt ions ,  o r  c r i t i ca l

decision points. The greater the uncer tainty and flexibility,

the greater the value of management’s options.

Although conceived 30 years ago, real-options analysis

is put into wider use only recently. I ts earl iest applicat ions

were in oil, gas, energy, copper and gold mining sectors.

What’s hot now is the extension of real options beyond

commodit ies—into di f ferent  f ie lds of  new economy

such as biochips, biotechnology, pharmaceuticals, RFID

and other emerging technologies.  Chip manufacturer

Intel Inc., computer and periphery manufacturer Hewlett-

Packard and biotechnology giant, Genentech  are using

it to analyze a number of new and emerging technology

capital investment projects. Such financial tools can offer

companies signif icant competit ive advantages over their

r ivals.

The real option approach emphasizes three characteristics of

firm’s investment decision:

1. Investments are irreversible in the sense that when

tak ing the decis ion to invest  a  f i rm incurs  a

cer tain irrecoverable sunk cost.

2. The investment decision is assumed to be taken

in the condit ions of uncer tainty, and thus the

payoffs from investment are not sure.

3. An  i n ves tmen t  dec i s ion  i s  no t  a  t a ke -i t  o r

abandon-it type, in the sense that the decision

about the timing of an investment constitutes a

vital par t of the overall decision making process.

The new economy is well characterized by these three

characteristics. Unlike the traditional economy, the new

economy is largely based on knowledge, and adaptation

to a changing environment. The market value of a f irm is

not completely captured by the expected cash f low

generated by the tangible assets that are currently in place

and measured by NPV approach. In the current scenario,

i n ves tmen t  app ra i s a l  me thods  shou ld  cap tu re  t he

components of f lexibil ity and strategic value, as they may

contribute signif icantly to the firm’s market value in the

uncer tain competit ive environment of the new economy.

Real options provide a useful f ramework for strategic

decis ion making. I t  is precisely the way in which real

options deal with uncer tainty and flexibility that generates

their value. Real options analysis has its foundations in

NPV,  but  i t  prov ides an improvement  in  the way of

hand l i ng  o f  unce r t a i n t y ,  complex i t y  and f l ex ib i l i t y.

Therefore this approach is more consistent and powerful.

Real options valuation offers a method of incorporating

managerial flexibil ity options into the investment decision,

calibrating the contributions that these options provide

to the investment’s strategic value. Real option is not a

simple calculation, to be sure, but it gives better answers

than the methods that most companies use today to make

major investment decisions.

There are several other benefits for decision makers if

they decide to use real options analysis.

1. It forces a change in the emphasis of decision

m a k e r s  ( a n d  t h e  v a l u a t i o n  p r o c e s s )  f r o m

‘predicting the future outcome per fectly ’ (the

NPV ru le)  to ident i fy ing what  can (or  ra ther

should) be done about responding to business

uncer tainty.

2. It gives decision makers the abil ity to identify the

optimal levels of f lexibil ity.

3. B y  f o c u s i n g  m a n a g e m e n t ’ s  a t t e n t i o n  o n

responding optimally to uncer tainty as it evolves,

i t  p r o m o t e s  a  s e n s e  o f  d i s c i p l i n e  in t h e
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management of assets that  extends over the

entire l i fe of the project –not simply when the

decision is original ly made.

Analogy between Real and Financial Option

Real option is a r ight but not an obligation to acquire the

present va lue of  expected cash f lows by mak ing an

irreversible investment outlay on or before the date the

oppor tunity wil l cease to exist. Real options only have

value when investment involves an irreversible cost in an

uncer ta in bus iness env i ronment .  And the favourable

asymmetry between the right and the obligation to invest

under these conditions is what generates the option’s

value. Real option is compared with f inancial option in

following way:

Real Option Financial Option

1. Option to invest 1. Call Option

2. Present value of project 2. Stock price

3. Present value of investment 3. Exercise price

4. Length of deferral t ime 4. Time to maturity

5. Time value of money 5. Risk-free rate

6. Volati l i ty of project’s returns 6. Variance of stock returns

7. Project cash flow 7. Dividends

8. Longer maturity (in years) 8. Shor t maturity (in months)

9. Personal assumptions and actions 9. Personal assumptions and actions

drive the value  have no bearing on valuation

10. Outside factors drive the value 10.  Competit ive or market effects are

 irrelevant to its value and pricing

11. Not traded and propriety in nature with 11 Marketable and traded security with

no market comparable comparable and pricing information

Benefits of Real Options in New Economy

In the current era of knowledge-driven economy, there is

increasing emphasis on new and emerging technologies to

enhance compet i t i ve  advantages  of  f i rms .  S t ra teg ic

investment and budget decisions within any organization

are now increasingly focused on decisions to acquire,

exercise, abandon or let expire real options related to

investment in knowledge assets. Real-options analys is

s imply says that  companies benef i t  by keeping thei r

options open. Unlike NPV, which fai ls to incorporate the

full objective of management, real options management

can properly analyze and quantify the value wor th of

opt ions of an investment proposal  an uncer ta in and

dynamic world of new economy. Management’s outlook

now sh i f ts  f rom avoiding r i sks to leverag ing on r isks

derived form uncer tainty. By managing and control l ing

downside risks, management distinguishes itself from the

tradit ional thinking of r isk-reduction and diversif icat ion

strategies. NPV does not correctly value project options,

Real options aims to correct NPV deficiencies.

A n  e a r l y  i n v e s t m e n t  i n  e m e r g i n g  t e c h n o l o g y  i s  a

prerequisite for opening up future growth oppor tunit ies

where strategic actions are impor tant for long term survival

and g rowth  i n  new economy.  I n  con t ras t  w i th  the

tradit ional NPV method, this approach recognizes the

ability of managers to delay, suspend or abandon a project

once it has star ted. This approach helps to structure the

project as a sequence of managerial decisions over time,

clar i f ies the role of uncer ta inty in project evaluat ion.

Instead of viewing an asset or project as a single set of

expected cash flows, the asset is viewed as a series of

compound options that, if exercised, generate another
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option and a cash flow. To maximize a f irm’s value its

managers must match internal  capabi l i t ies to external

oppor tunit ies. Flexibil ity in t iming of decisions about the

firm’s capabil it ies and oppor tunit ies give managers ‘real

options.’

At any point in the developmental process, the company

reserves the r ight to abandon the project because of

changing market or technology conditions, competit ive

movements or internal budgetary l imitat ions. Thus, the

risk profi le of a project can be altered considerably by

controll ing downside risk (e.g., abandoning the project

in response to adverse market conditions) and increasing

upside potential (e.g., continuing development under

favorab le market  condi t ions) .  In  th i s  way,  emerg ing

technology investments provide options that f irms can

subsequently choose to exercise. Often, exercising an

option involves investing in fur ther development; scale

up facil it ies, and so on. Thus, the investment needed to

exercise an option may be much larger than the investment

needed to create an option. However, the decision to

make this larger investment is contingent on improved

knowledge of a variety of market and technology factors.

Tradi t iona l  investment  ana lys is  i s  not  wel l  su i ted for

addressing investments that have an ini t ia l  investment

option and a later investment option that is contingent on

factors that will not be known until the contingent decision

is to be made. Real options approach provides a means

for representing this type of decision-making problem.

The real options approach can be viewed as a method of

opt im iza t ion  under  unce r t a i n t y  o f  a  rea l  a s se t  i . e .

investment in emerging technology projects, given the

avai lable options.  The real options approach is dynamic

in the sense that it  includes the effect of uncer tainty along

the time, and what / when / how the relevant real options

shall be exercised.

R e a l  O p t i o n s  i n  N e w  E c o n o m y :  R F I D

Deployment in Supply Chain

Wal-Mar t, the world’s largest retai ler had directed that its

300 top suppliers use RFID tagging on pallets and cases.

Wal-Mar t’s RFID directive was well-suited to a real options

analys is .  In RF ID adopt ion, there was a great deal  of

technology  uncer tainty (i.e. higher cost of RFID tags and

r e a d e r,  R F I D  t e c h n o l o g y  s t a n d a r d s ,  s u p p l i e r  R F I D

compl iance) ,  a  s teep lea rn ing  curve wi th  probable

course-corrections along the way, and the value of the

investment  based on future growth oppor tunit ies rather

than cur rent cash flow. Skeptical of the NPV outcome,

the retai lers have turned to real options. Real options

analyze the financial and business logic behind investing

in RFID technology. Suppliers and retai lers discovered

hidden sources of value in the RFID project, which they

would not have found using the traditional NPV technique.

The  bene f i t s  i nc luded the  opt ion  to  expand more

aggressively to realize benefits from superior customer

experience and from reductions in unsaleable goods,

product shrinks, inventory write offs, shipment errors,

out-of-stocks, labour and inventory holding costs.

Measuring the value of investment in emerging technology

such as RFID becomes very difficult due to its wide scope

of application coupled with embedded options in its

a d o p t i o n .  P r o j e c t e d  c a s h  f l o w s  s e e m  m e a g e r  i n

compar ison to the in i t ia l  investment required, or the

discount rate chosen to compensate, for the risk is so

high that it renders the calculated NPV unpalatable. RFID

being a disruptive technology i.e. it cannot match the

performance that users expect from product and services

in the shor t term, real options analysis should be a better

way to evaluate its adoption in the supply chain.

The cash-flow calculations signif icantly undervalue RFID

adoption since it fai ls to account for al l the effects of

better  customer centr ic st rategies,  learn ing benef i ts ,

innovat ion sk i l l s ,  reduced r i sk  and improvements  in

shareholder va lue.  To rea l ize customer and bus iness

re la ted benef i t s  o f  RF ID more broadly ,  rea l  opt ions

approach evaluates these manager ia l  intangibles and

builds a stronger business case for RFID investments and

focuses managerial attention on the areas of RFID that

would perhaps offer the firm greater value than cash flow

alone. Real options may be a better means of valuing such

strategic investments decisions. Investment in RFID is of

st rateg ic nature s ince i t  i s  c lear ly  l inked to bus iness

strategy in the following way:

1. By process innovation and better posit ioning of

the firm,

2. B y  i m p o r t a n c e  o f  i t s  a d o p t i o n  i n  B u s i n e s s

P roces s  Reeng i nee r i ng  ( B P R ) ,
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3. By enhancing IT  capabi l i t ies and act ing as IT

enabler.

In  the shor t  run R F ID  can  be dep loyed fo r  focused

different iat ion i .e. providing something unique that is

valuable to the customers beyond simply offering a lower

price.  For example, this can be done by deploying RFID

technology exclusively in a warehouse or distr ibut ion

center and only for some class of items in compliance to

retailer ’s (e.g. Wal-Mar t) mandate. The key is creating value

init ial ly for few customers and subsequently be uti l ized

for ful l differentiation to cost leadership through staged

investment approach i.e. from pallet level to item level

tagging. This “staged investment approach” makes RFID a

good case of real options analysis. After availabil ity of

more field data about the results and fur ther developments

in technology and cost, i t  can be extended to other

facil i t ies as well.

Traditional capital budgeting tools neglect the value of

flexibil ity achieved through RFID deployment. Emerging

technologies require a new logic for investment in IT

enabled applications and other similar strategic assets. A

typical RFID investment project requires signif icant init ial

capita l  out lay and is general ly i r revers ible or par t ia l ly

irreversible. RFID investments usually have huge business

and technological uncer tainties. All these characteristics

make real option an appropriate approach in evaluating

RFID investment projects. Managers must recognize that

the uncer tainty associated with cur rent strategic business

oppor tunit ies in RFID is manageable because f lexibi l i ty

c a n  b e  u s e d  t o  b o t h  a v o i d  l o s s e s  a n d  t o  t a p

oppor tunities that unexpectedly emerge. Uncer tainty is

the dr iver  of  ups ide potent ia l  and the rea l  opt ions

approach captures th is va lue-creat ing aspect of RF ID

investments.

Wal-Mar t commiss ioned a pi lot study to examine the

influence of RFID on out of stocks (i.e. improvement in

the in-stock posi t ion of products on the shel f)  f rom

February 14 to September 12, 2005, out of stocks were

examined daily in 24 Wal-Mar t stores (12 RFID-enabled

stores, 12 control stores) representing al l store formats.

All Wal-Mar t formats — Super centers, Discount Stores

and Neighbourhood Markets — were included in the

s tudy .  Du r i ng  t he  29 -week  s t udy ,  t he  re sea rche r s

conducted dai ly inventor ies of 4,554 di f ferent SKUs,

representing products from all store depar tments, looking

for out-of-stocks. As the net option value of pursuing an

investment in RF ID technology was posit ive, Wal-Mar t

expanded RFID adoption. The total number of its retai l

locations using the RFID technology already crossed 1,000

(total 3900 in US). Beginning January 2007, more than

600 of largest suppliers have star ted using RFID technology

in concer t with Wal-Mar t.

RFID Deployment in Supply Chain: Types of

Real Options

F o l l o w i n g  a r e  v a r i o u s  o p t i o n s  a v a i l a b l e  f o r  R F I D

deployment in supply chain.

Waiting-To-Invest Options

The value of wait ing to adopt RF ID, t i l l  better market

information becomes available, may exceed the value of

its immediate adoption. The option to postpone can be

applied when current investment decisions would impede

or hur t future ones. An early adoption of the wrong RFID

technology or substituting it could increase future costs

o f  adopt i ng  a  more  appropr i a te  one .  S im i l a r l y ,  i n

applications where technology standards are impor tant,

there is a clear value in the option of waiting “to see”

which technology becomes the industry standard.

Growth Options

This  involves invest ing in an emerging technology to

develop a platform for future growth oppor tunities. An

ear ly investment may create oppor tuni t ies to pursue

valuable follow up  on projects. The most obvious options

in RFID implementation projects are the future possibilities

of us ing inf rastr ucture to fur ther appl icat ions.  This is

par ticularly evident in a ubiquitous technology like the RFID,

in which existing tags and readers can be used for multiple

purposes e.g. from pallet level to item level tracking.

Flexibility Options

The value of a project, viewed as an option, l ies in the

abil ity to exploit beneficial scenarios (call) and to reduce

losses in case of adverse scenarios (put). Real call option
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involves f lexibil ity to expand projects if uncer tainties are

beneficial (high demand, successful pilot study etc.) while

real put option involves f lexibi l i ty to shrink projects i f

uncer tainties are adverse (high input costs, low demand,

etc.). An option to reallocate resources or switch has a

value. By adopting RFID at two locations instead of one to

se r ve  need-ba sed  r equ i r emen t s  by  sw i t ch i ng  t he

resources (e.g. reader) as conditions dictate. RFID reader,

which is used at the checkout process, can be uti l ized

for cycle counting operat ion (for inventory accuracy)

when there is no rush in the retai l store.

Exit (or Abandonment) Options

Option to abandon a project is a viable option when

project can be pursued in phases with init ial emphasis

on pilot study. If conditions turn out for the worse, the

f i rm may abandon the project before the end of i ts

economic l ife, thus avoiding loss.

Following are main features of option to abandon

o In i t i a l  e f fo r t s  can  be  sma l l ,  hence l im i ted

downside

o Information from each phase drives subsequent

decisions

o Continue only if promising and advantageous

The option to walk away from a project in response to

new information increases the value of the project. Similar

to the f lexibi l i ty options, the options to dis invest are

related with technology fai lures. The possibil ity of sell ing

the RFID infrastructure and par tial ly recovering investment

in case of adoption fai lure has to be considered and

valued in early adoption decisions.

Example of Real Options in New Economy

What impact can real options have on evaluating emerging

technologies projects? Suppose corporate planning team

thinks that they can instal l an emerging technology such

as RF ID that could radica l ly  change the way the f i rm

competes.

Problem Statement

I n v e s t  $ 1 0  m i l l i o n  i n i t i a l l y  f o r  R F I D  p i l o t  s t u d y

implementation; $50 mil l ion to develop business if we

go ahead. With 40 percent  chance of success with future

decreasing cost of RFID tags and smooth implementation;

60 pe rcen t  chance of dismal fai lure with high cost of

RFID tags and implementation hurdles. If favourable, gross

profit is $140 mil l ion, if not, loss is $60 mil l ion.

Under NPV, expected profit is negative $ 40 million as NPV

ignores conditional nature of follow-up on investments

$-40 mil l ion = -10 - 50 + 0.4(140) + 0.6(-60)

As a real option, the value is

$26 mil l ion = -10 + 0.4(140-50)

Once the value of the option is accounted in the expected

returns from the init ial project investment, it may have

been well justif ied, even though a traditional NPV would

not have found it attractive. This f lexibi l i ty has several

strategic forms as described below:

1. Using real options values the abil ity to invest now

and make follow-up investments later if the original

project is a success (a growth option). These kinds

of options characterize investment in new and

emerging technologies.

2. Real options can also value the abil ity to abandon

the project if it is unsuccessful (an exit option).

3. Real options can value the ability to wait and learn,

resolving uncer tainty, before investing (a t iming

option). And the option holder does not lose

from increased uncer tainty if things turn out wrong

but gains if they turn out right. More uncer tainty

increases the l ikelihood of larger positive payoffs,

and therefore the value of an option, as larger

down-sides can be avoided.

The rigour of thinking about strategic decisions as real

options can help in making better decisions. Real options
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focus on “dynamic complexity ”: the evolution of a few

complex factors over time that determines the value of

investment and cash flows. These are factors about which

decisions can be taken at any time over a period. Valuing

investment oppor tunit ies under uncer tainty using NPV

does not take into account flexibility of managerial options

and treats capita l  assets as pass ively held. Wherever

appropr ia te ,  rea l  opt ions wi l l  he lp in  mak ing bet ter

decisions. NPV analysis ignores the adjustments that an

organization can make after a project is accepted. These

adjustments are called real options. In this respect, NPV

can underestimate the true value of a project.

Real  opt ion approach is most s igni f icant in fol lowing

situations:

Uncertainty

There must be high uncer tainty; e.g. new and emerging

technologies. In fact, the option value increases with

i nc rea s i ng  unce r t a i n t y .  Th i s  i s  i n  con t r a s t  to  mos t

tradit ional th ink ing; instead of fear ing the uncer ta inty

(r isk) ,  opt ion th ink ing is  act ive ly tak ing advantage of

uncer tainty.

New Information

I t must be very l ikely that new information is received

(decreasing uncer tainty) over time.

Managerial Flexibility

If there is high uncer tainty and new information decreases

t h i s  u n c e r t a i n t y ,  t h e r e  i s  n o  o p t i o n  v a l u e  u n l e s s

management is able to respond appropriately to this new

information.

Real option is a useful tool for stimulating thinking about

a range of possible options and helping to make decisions

on what to and where to invest in. Real option helps to

keep i nves tmen t  op t ions  open ,  and  enab le  r i s k i e r

approaches to be explored, without making long-term

commitments to them. It also enables analysis of the range

of options available both now and in the future, while

identifying in advance investment cut-off points. Those

f i rms that develop methodologies for evaluat ing and

pursuing emerging technology investment oppor tunities,

whi le control l ing r isk and uncer ta inty,  wi l l  inexorably

outperform more t imid competitors who do not. The

classical application of real option is to show that a given

investment with a negative NPV may in fact have substantial

value, thanks to its embedded option. Increasingly, that’s

the way managers are thinking in industries characterized

by large capital investments and quite a bit of uncer tainty

p a r t i c u l a r l y  e m e r g i n g  t e c h n o l o g i e s  s u c h  a s  R F I D ,

biotechnology, nanotechnology etc.

Real option offers potential advantages over tradit ional

DCF approaches such as NPV, which leads to under-

investment in high-risk areas. It places a posit ive value on

risk by exploit ing the oppor tunity to phase investments

and stage key decisions so as to al low termination of

i n i t i a l  e x p l o r a t o r y  p r o j e c t s  w h i c h  t u r n  o u t  t o  b e

unsuccess fu l ,  and inves t ing  more in  those pro jects

showing positive future prospects. By contrast, NPV views

risk negat ively and, by ignoring the option approach,

impose higher discount rates to ‘adjust’ for higher risk,

thus  reduc ing the va lue of  fu ture expected income

st reams.   

Real-options analysis persuades companies to create lots

of possibil it ies for themselves. As events unfold, many

options won’t be wor th pursuing but a few could be

blockbusters. Uncer tainty has the potential to be fr iend,

not foe. Traditional capital budgeting tools would have

had f i rms not  to adopt emerg ing new technolog ies

because it wasn’t earning its cost of capital . But real-

options analysis says that a period of losses can be a

wor thwhile price to pay for keeping al ive an enterprise

that might earn well in the future. Competing in the new

economy with inflexible investment tools is ineffective.

Firms in the fast-growing, ever-changing industries of the

new economy require dynamic approach such as real

options in investment decisions.

Limitations of Real Options

Rea l  opt ion ana lys i s  i s  a  s ign i f icant ly  more complex

approach to valuation and decision making than the NPV

approach and does require a greater investment in t ime,
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effor t and judgment by the decision makers. Real option

is an interdisciplinary subject combining finance, strategy

and IT. It’s computational intensive and l ike a black box

causes  l ack  o f  proper  unders tand ing by users .  The

sophist icated mathemat ics such as par t ia l  di f ferent ia l

equations of real options, and the consequent lack of

transparency and simplicity, are real concerns. But thanks

to more-powerful PCs and spreadsheets, one can model

multiple options comfor tably. Also it’s too complex to

be wor thwhile for minor decisions. And it’s not useful

for projects that require a ful l commitment right away,

since the value of an option l ies in the abil ity to spend a

litt le now and decide later whether to forge ahead or not.

The information requirement for making capital investment

decision using real options is voluminous. Real options

of ten overestimate the value of cer tain projects.

Conclusion

The new economy, which is marked by rapid changes

and lots of uncer tainty, demands speed and agil ity from

firms. Better valuat ion approach for capital budgeting

decision should incorporate both the uncer tainty inherent

in business and the dynamic strategic decision making

required for an investment plan to succeed. Real options

analysis is a powerful f inancial tool that meshes nicely

with the complexities of emerging technology projects

that  inherent ly  car r y s ign i f icant  uncer ta inty,  but  a lso

represent great potential value for the firm. Real options

analysis rewards flexibility—and that’s what makes it better

than today ’s standard decision-making tool, NPV. Though

NPV is not useful in presence of high uncer tainty, it wil l

always be useful for basic analysis. Real option is a new

economy tool and gives a better structured decis ion

mak i ng  p roces s  f o r  comp lex  and  i n t e rdependen t

investment decisions of new economy. However, real

options analysis is not a technique that replaces NPV

technique - rather it expands on and improves the insights

of strategic valuation.

Keywords : Capital Budgeting; Emerging Technology;

New Economy; NPV; Real Options
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Pricing Options:
The Volatile versus

the Actual

Charles V. and Parasuraman N.R.

D r. C h a r l e s  V. ,   A s s o c i a t e  P r o f e s s o r  o f  D e c i s i o n  S c i e n c e ,

M a n a g e m e n t  a n d  S c i e n c e  U n i v e r s i t y  ( M S U ) ,   1 7 - G ,

B l o c k  A ,  J a l a n  E q u e s t r i a n  1 3 / 5 2 ,   O f f  J a l a n  P e r s i a r a n

S u k a n ,  S e k s y e n  1 3 ,  4 0 1 0 0  S h a h  A l a m ,   S e l a n g o r  D a r u l

E h s a n ,  M a l a y s i a ,  E m a i l :  v . c h a l s @ g m a i l . c o m

D r. P a r a s u r a m a n  N . R . ,  P r o f e s s o r  o f  F i n a n c e ,  S D M - I n s t i t u t e

f o r  M a n a g e m e n t  D e v e l o p m e n t ,   # 1 ,  C h a m u n d i  H i l l

Ro a d ,  S i d d a r t h a n a g e  P o s t ,  M y s o r e ,  I n d i a ,  E m a i l :

n r p a r @ h o t m a i l . c o m

The  B l ac k -Scho le s  mode l  i s  w ide l y  u sed  a s  t he  f i r s t  gues s  de te rm inan t  o f  op t ion

p r i c e s .  O n e  o f  t h e  k e y  i n p u t s  i n  t h e  m o d e l  i s  v o l a t i l i t y .  O p i n i o n s  d i f f e r  i n  t h e

methodology  o f  comput ing  vo la t i l i t y .  Hence,  both  h i s to r ica l  vo la t i l i t y  and empi r ica l

vo la t i l i t y  a re  wide ly  in  use .  Th i s  paper  seeks  to  make an exp lora tory  s tudy on data

re la t ing  to ca l l  p r ices  for  th ree months  and tes ts  the appl icab i l i t y  o f  h i s tor ica l  vo la t i l i t y

i n  t h i s  p r i c e .   T h e  t e s t  r e v e a l s  t h a t  t h e r e  i s  s i g n i f i c a n t  d i f f e r e n c e  b e t w e e n  t h e

theoret ica l  and actua l  pr ices .  The tes t  a l so f inds s ign i f icant  cor re la t ion between the

pr ices  as  per  h i s to r ica l  vo la t i l i t y  and ac tua l  p r ices .

h e  B l a c k - S c h o l e s  m o d e l  o f  O p t i o n  P r i c i n g  i s

universal ly considered as the most useful valuation

m o d e l  f o r  d e t e r -

mining option prices.  The

Mod e l  cen te r s  a round

c h a n g e s  i n  t h e  b a s i c

Stock Price, Time to expiry

of the opt ion,  R isk f ree

rate of interest, Exercise

Price and the Volati l i ty of

the stock.  Of the above,

the f i rst four are readi ly

a v a i l a b l e  f o r  i n c o r p o -

r a t i o n .  T h e  f a c t o r  o f

v o l a t i l i t y  i s  o n e  t h a t

involves some subjective

considerations.

The impact of volatility can

be assessed from various

angles.  From the angle of checking the validity of the

model itself , the test would involve comparing the

historical volati l i ty of scrip

o r  a  b a s k e t ,  w i t h  t h e

imp l ied vo la t i l i t y  a r i s i ng

out  of  the going opt ion

price.  The latter is used

tak ing the B lack-Scholes

assumpt ions to be va l id

f o r  t h e  c a s e  i n  p o i n t .

Al ternat ive ly ,  the opt ion

p r i ce  t h a t  s hou ld  h a ve

b e e n  t h e r e  g i v e n  a

historical volati l i ty can be

compared with the actual

option price for testing the

s i g n i f i c a n c e  o f  t h e

differences, if any.

The question of estimating
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the volat i l i ty and plugging this in to an option pricing

model has always been a matter of contention.  Let us

examine the major issues involved.

First, the underlying asset volati l i ty can be estimated on

the basis of past experience.  The question arises as to

how far back one goes to get a correct estimate.  The

prob lem i s  s im i l a r  to  the  es t imat ion  o f  re tu rns  and

comparison under the Capital Assets Pricing Model.  In

analysing stock prices, it can be noticed that there are

two types of volati l i ty that they suffer from.  The first is

the result of the inherent risk of its projects not going

through to expectations, the extent of its own growth

potential, the competit ion from within and outside the

country and changes in i ts management and f inancing

patterns .  These are company-speci f ic  r i sks  that s tem

occasionally from industry-specific risks.  These are called

b y  t h e  t e c h n i c a l  n a m e  “ u n s y s t e m a t i c  r i s k . ”   I t  i s

demonstrated by por tfolio theory that unsystematic risk

could be diversified away by combining it with other stock

that have a different element of such risk, in a manner that

will result in the por tfolio combination having a combined

unsystematic risk that is negligible.

The other type of r isk is the “systematic” risk or market

risk.  Here, depending on the overall market movements,

the  sc r ip  w i l l  move up or  down depend ing  on i t s

“connection” with the market.  We are all aware that there

are cer tain incidents that affect the entire stock market

such as changes in budget pol icy,  fa l l  in agr icul tura l

product ion, changes in RBI  pol icy and f luctuat ions in

foreign exchange posit ion. Apar t from these, there is

something cal led “market sent iment” which takes the

overa l l  s tock pr ices up or  down f rom t ime to t ime.

Depending upon each stock’s relationship with the overall

market, it wil l be affected by some degree.  Some stocks

move exactly with the market, which some move more

than propor tionately on the same side of the market, while

some others move inversely.

From the angle of the trader, i t is necessary to go by

some historical volati l i ty as a star t ing point.  True, some

embell ishments can be made to such historical data, but

to have a basis, it will necessarily have to begin with some

historical data.  The question often arises as to how far

back one should go to get an estimate of volati l i ty that is

good enough.   The questions are:

1. Is there sufficient evidence to show that these

prices are based on a clear historical volatility?

I f  the market is perfect and informat ion asymmetry is

minimal, one would expect al l  market players to have

homogenous expectat ions.  In such a scenar io, pr ice

movements have to follow the historical volati l ity pattern,

unless there are changes in circumstances.  In the semi-

strong form Efficient Market Hypothesis, al l the repor ted

information is also within the reach of the market and the

price is reflective of that.

2. If so, what period does the market reckon to be

a suitable indicator of volatility for option price

determination?

Here there cannot be unanimity.   Just as in the case of

est imation of Beta, the period to be reckoned becomes

a matter  of  subject iv i ty .   Unless the market  i s  h igh ly

volat i le in the shor t r un, i t  may make more sense to take

the  long- te rm ( say  3  yea r s )  vo l a t i l i t y  a s  the  bas i s .

However, because changes in Government pol icy have

a great bearing on the systematic r isk, i t  may be r ight to

take a 1-year horizon ,since policy changes in India have

shown remarkable change almost on a yearly basis s ince

1992.

3. Or, will it be right to conclude that the market

prices of options are not based on any clear

estimate of volatility but are arbitrary?

The implication of such a suggestion is that the Black-

Scholes Model itself has then no applicabil ity to the price

determination model. In any nascent options market, we

find that market prices wil l not correspond to a model-

determined price.  This is because the writers charge a

special premium and there are few combinations going

around which act as an effective mechanism for checking

radical price changes. However, as the market becomes

a  l i t t l e  exper ienced (as  i n  I nd ia  now) ,  i t  becomes

increas ingly adept at  us ing opt ion combinat ions and

other synthetic instruments, which make sure that the

prices are based on uniform assumptions.  Since the

B l a c k - S c h o l e s  m o d e l  d e s c r i b e s  o p t i o n s - p r i c e

determination in the most scientif ic way, we wil l have to

take the postu la tes of  the model  to be r ight  un less
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ev idence i s  overwhe lm ing ly  d i f fe rent .   As  such ,  the

es t imates  o f  vo la t i l i t y  by  the  opt ions  marke t  has  to

be based on  vo l a t i l i t y  es t ima te  fo r  the  spot  a s se t

marke t ,  w i th  some modi f ica t ions  fo r  the  per iod o f

the  opt ion .

Literature Review

As Hu l l  [2003]  says ,  the  ma jo r  i s sue  in  tes t i ng  the

appl icabi l i ty of the B lack-Scholes model is  that there

are two basic hypotheses involved.  The f i rst  is  that the

pr ic ing formula is  correct and the second is that the

markets are ef f ic ient .   I f  our test  proves the theoret ica l

pr ic ing to be wrong, i t  does not necessar i ly  mean that

the formula is  at  fau l t  or that the market is  not ef f ic ient .

Fur ther,  the quest ion of est imat ing volat i l i ty  cannot be

easi ly accomplished.  This is because histor ical volat i l i ty

might  d i f fe r  substant ia l l y  f rom the impl ied vo la t i l i t y .

Also, i f  the opt ions in quest ion are t raded only in smal l

volumes, they may not ref lect the volat i l i ty impl icat ions

inherent in the stock pr ice.

S e v e r a l  s t u d i e s  h a v e  g o n e  i n t o  t h e  q u e s t i o n  o f

vo la t i l i t y ,  h i s to r ica l  p r ices ,  imp l ied vo la t i l i t y  and the

app l icab i l i t y  o f  B l ack -Scho les  mode l  to  shor t - te r m

and long- te rm pr ices .

Whaley [1982] has made a detailed study of the empirical

evidence of pricing of stock options. The data in this

s tudy  spans  a  th ree-yea r  pe r iod .   Based on  a  week ’ s

o p t i o n  p r i c e s ,  t h e  a u t h o r  a r r i v e s  a t  t h e  i m p l i e d

v o l a t i l i t y ,  w h i c h  i s  u s e d  i n  t h e  p r i c e  o f  t h e

s u b s e q u e n t  w e e k .   B a s i c a l l y ,  t h e  B l a c k - S c h o l e s

Mode l  has  been  used .   The  s tudy  f i nds  a  p red ic t ion

e r ro r  o f  1 .08  pe rcen t  w i th  a  s t anda rd  dev i a t ion  o f

23 .82  pe rcen t .

In  h is  s tudy,  Rubinste in  [1985]  focuses on the B lack-

Scholes formula  and uses a  t ransact ion database for

f i n d i n g  t h e  p r i c e s  o f  t w o  o p t i o n s  o n  t h e  s a m e

under ly ing which d i f fer  on ly  in  some character i s t ics .

S ince the two opt ions should have ident ica l  impl ied

vola t i l i t y ,  i f  there i s  an actua l  d i f fe rence in  the i r  actua l

impl ied vo la t i l i t y ,  i t  would suggest  that  there i s  a  b ias

i n  t he  fo rmu l a  i t s e l f .   T he  au tho r  f i nds  s i gn i f i c an t

d i f fe rences in  impl ied vo la t i l i t y .

Stulz [2003] refers to the empirical evidence on negative

correlation between stock prices and volati l i ty for small

f irms.  He avers that if volati l i ty were to change randomly,

but is not perfectly correlated to the stock price; the

binomial model wil l no longer work: Consequently we

may have to incorporate other models into the Black-

Scholes framework to get a fair prediction.

Dennis and Mayhew [2006] study the “dynamic relationship

between dai ly stock returns and dai ly innovat ions in

options-derived implied volati l i ty.”  Their f inding is that

asymmetric volati l ity is due to market-level changes rather

than firm-level factors. They also argue that innovations in

implied volati l ity are more stable than innovations in stock

volati l ity.

Bent and Prabhala [1996] have taken a different approach

to volati l i ty.  They claim that their results differ from those

repor ted previously due to differences in the data and

sampling procedure.  They use volati l i ty t ime series that

cover a relatively higher period of t ime and use lower

frequencies.  According to them this ensures that “implied

and real ized volat i l i ty est imates per ta in to each t ime

period under considerat ion.”  They conclude that “a

higher signal-to-noise ratio explains why implied volati l ity

is less biased in our study, whereas the inefficiency of

implied volati l i ty documented previously appears to be

an ar tifact of a spurious regression phenomenon, which

(i) is induced by the use of overlapping data and (i i)

overstates the predictive power and regression coefficient

associated with past real ized volati l i ty.”

Haeberle and Kahl [1991] have studied the comparison

between histor ic and impl ied volat i l i ty for predict ing

agr icul tura l  opt ion premiums.  Premiums of corn and

soybean  opt ions  du r i ng  the  per iod 1986-88  were

calculated by substituting a direct estimate of implied

volatil ity and a 10-day historic volatil ity into Black’s Option

Pricing formula.  They find that premiums estimated using

the implied volati l i ty method is more accurate.

Eraker [2004] performance of jump diffusion models of

stock price dynamic from joint options and stock markets

data.  As given in the abstract “the paper introduces a

model with discontinuous correlated jumps in stock prices

and stock price volati l i ty, and with the state-dependent
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ar rival intensity.  We discuss how to per form l ikel ihood-

based inference based upon joint options/returns data

and present est imates of r isk premiums for jump and

volati l i ty r isks.  The paper f inds that while complex jump

speci f icat ions add l i t t le  explanatory power in f i t t ing

options data, these models fare better in f itt ing options

and returns data simultaneously.”

Bollen and Whaley [2004] look at the implied volati l i ty

function in its relationship with the net buying pressure.

The analysis has been carr ied out for both index and

individual stock options.  They conclude that changes in

implied volati l i ty are directly related to the net buying

pressure.  They also find that changes in implied volati l i ty

of index options – S&P 500 options are affected by buying

pressure for index puts and those changes in implied

volati l i ty of stock options are dominated by call option

demand.  They state that “simulated delta-neutral option-

writ ing trading strategies generate abnormal returns that

match the deviations of the implied volati l i ty functions

above realized historical return volati l i t ies”

In developing a market model for impl ied stochast ic

vo l a t i l i t y ,  Schonbuche r  [1999 ]  seeks  to  p rov ide  a

framework for market-based pricing and hedging of exotic

options and options on volat i l i ty indices.  The model

draws out the conditions that prevent arbitrage.

Another phenomenon that has been observed is the

positions when deep-in-the-money or deep-out-of-the-

money contracts are observed.  The Black-Scholes model

does not seem to price these correctly.  In their paper on

implied volati l i ty skews and stock index skewness and

kur tosis, [Cor rado and Su 1997] refer to this volati l i ty as

“skew ” or smile.  They examine S&P500 index option

prices using the Black-Scholes Model and an extension

of the model by Jarrow and Rudd.  They say that “we find

that non-normal skewness and kur tosis in options-implied

distributions of index returns contribute signif icantly to

the phenomenon of volati l i ty skews.”

F leming [1998] looks at the performance of S&P 100

impl ied volat i l i ty as a forecast of future stock market

volati l i ty.  He finds that the implied volati l i ty is an upward

biased forecast, but that it would contain information

regarding future volati l i ty.  He says that “implied volati l i ty

dominates the histor ical  volat i l i ty in terms of ex-ante

forecasting power, and its forecast er ror is or thogonal to

parameters f requent ly l inked to condit ional  volat i l i ty ,

including those employed in various specif ications.”

Ederington and Guan [1998] examine whether implied

volati l i ty can be taken as an unbiased predictor of future

volati l i ty and if so its predictive power.  If the markets are

eff ic ient and the pr ic ing model used for determining

option prices is correct, then implied volati l i ty can be

taken as a good predictor of future volati l i ty.  They say

that “at least par t of the apparent ineff iciency of implied

volati l i ty from past studies stems from measurement error

which biases est imates of the impor tance of impl ied

volati l i ty downward and of the impor tance of historical

volati l ity upward.  Once we cor rect for this er ror, there is

no significant inefficiency.”  They say that implied volati l ity

has  s t rong pred ic t i ve  power  and tha t  s tock  market

vo l a t i l i t y  p red i c t i on  r e su l t s  a r e  qu i t e  sen s i t i v e  to

forecasting horizon and the period to which they relate.

In his study on the stock volati l i ty in NASDAQ, Schwer t

[2001] says that the factor that seems to explain unusual

volati l i ty is technology and not f irm size or the immaturity

of the firm.  His sample relates to NASDAQ shares which

“tend to be smaller companies with more growth options,

in relation to the more seasoned issues reflected in the

S&P 500 por tfolio.”

Gwilym and Buckle [1999] study UK companies in their

relative predictive performance of historical and implied

volati l it ies.  They find that historical volati l ity estimators to

be more accurate for forecasting than implied volati l i t ies.

They say that  “a l though impl ied volat i l i ty  is  a biased

estimator of real ized volati l i ty, regression tests show that

it contains more information than historical volatil ity.  Also,

a simple trading rule using historical volati l i ty estimators

is unable to exploit the forecast improvements since it

fai ls to earn abnormal profits after transaction costs.”

Objectives, Scope and Methodology

This paper seeks to

1. Formulate a well-defined methodology for testing

the applicability of historical volatility in the actual

option prices,
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2. To  make  c l ea r  d i s t i nc t ion  among  h i s to r i ca l

volati l i ty of various periods, and

3. As a sample measure test the system over a three-

month period

The scope of the study is l imited to the volati l i ty of the

parent NSE index NIFTY over a period of 36 months up to

31/03/05.  Separate volati l i ty estimates have been taken

for a 3-year, 1-year, 6 month and 3-month horizon, leading

to the star t of the sample period.

Historical Volatility

Log return at t ime t is defined as R
t
 = ln (S

t
/S

t-1
), where S

t

is the stock’s price at t ime t, S
t-1

 is the stock’s price at

t ime t-1, and ln refers natural logarithm.  The average

logarithmic return and variance over n period is defined

as R
m
 = 

n
 R

t
 / n, and 2 =   

n
 (Rt - R

m
)2 / n-1 respectively.

annual 
= 

daily 
(number of trading days per annum), is the

relat ionship that helps to scale from dai ly volat i l i ty to

annual volati l i ty.

B.S. Model

Black-Scholes formula for option pricing is as follows:

C = S N(d
1
) – X e -rt N(d

2
), where

d
1
 = [ln(S / X) + (r + 2/2)t] / [ / t],  d

2
 = d

1
 - t,  N(.)

is cumulative distr ibution function of normal distr ibution,

ln – natural logarithm, S – spot price of the stock, X –

exercise price of the stock, r –  r isk free rate of return,

and t – time of expiry of the option.

The Model

The following procedure was followed in the study:

♦ Historical data was taken from the NSE web site

in respect of c los ing pr ices of NIFTY for the

period from 01/01/02 to 31/12/05.  This data was

grouped into the 3-year, 1-year, 6-month and 3-

month periods up to December 2005.

♦ Daily Returns on index were calculated based on

closing prices, the standard deviation of the daily

returns were computed, the standard deviation

of daily returns in respect of the relevant range

period was annualized using Section 3.1.

♦ In annualizing, the actual number of trading days

for the 3-year period (758) was reckoned in

arr iv ing at the 3-year volat i l i ty. For the 1-year

volatil ity, the actual number of days in the sample

i.e. 251 was taken for the purpose. For the other

estimates of volatil ity, the number of trading days

was taken as 252 in accordance with the practice

in Hull [2003].

♦ Using Section 3.2, the Black-Scholes theoretical

price for each of the trading days from 01/01/

2006 to 31/03/2006 was arrived at by putting in

the daily stock price (S) (based on the previous

trading day ’s closing price), t ime to maturity (t)

(based on the number of days remaining to the

settlement date of the option concerned), r isk-

free rate (r) (taken as five percent, based on T-

Bil l and Bond rates prevalent) and exercise price

(X) as applicable.  To the above, separate figures

of volati l i ty were put in based on the 3-year, 1-

year, 6-month and 3-month periods.

♦ The above process resul ted in four separate

theoret ica l  B lack-Scholes  pr ices .   These are

separately compared with the actual call prices

on the dates (taking the closing price).

♦ A correlation analysis was performed between

the separate theoretical prices and actual prices.

♦ Fur ther, paired t-tests were run for ascer taining

the signif icance of the differences between the

actual and the theoret ical cal l  values for said

periods.

Findings

Tab le  1 ,  p rov ides  u s  va r ious  desc r ip t i ve  s t a t i s t i c s

information of NIFTY values for various periods, and the

last column is of our interest which depicts the annualized

vola t i l i t y  of  N IFTY va lues based on da i ly  log returns

(ignoring dividends).
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(Oct 2005 to Dec 2005)

Table 1: Descriptive Statistics of NIFTY for Various Periods

Period   Number of Average log   Daily              Annualized

 trading days         return volatility           volatility

            (n)            (R
m

)     (
   daily

)                  (
  annual

)

3 years 758 0.00125 0.01400 0.22254

(Jan 2002 to Dec 2005)

1 year 251 0.00123 0.01114 0.17643

 (Jan 2005 to Dec 2005)

6 months 125 0.00196 0.01149 0.18243

(Jul 2005 to Dec 2005)

3 months   62 0.00140 0.01261 0.20014

(Oct 2005 to Dec 2005)

Table 2:  Paired Samples Statistics

                         Pair    Mean        Sample            Std.                   Std.

                                                                                                                      Size                   Deviation               Error

                                                                                                 Mean

P a i r  1 T h e o r e t i c a l  c a l l  v a l u e  -  3          8 5 . 5 1 4 0          94          4 5 . 9 3 9 5 6                  4 . 7 3 8 3 0

years volat i l i ty          6 3 . 9 8 9 9          94          3 3 . 5 4 7 8 1               3 . 4 6 0 1 9

A c t u a l  c a l l  p r i c e

P a i r  2 T h e o r e t i c a l  c a l l  v a l u e  -  1          6 9 . 5 4 5 4          94            3 8 . 1 8 6 7 5               3 . 9 3 8 6 6

y e a r  v o l a t i l i t y          6 3 . 9 8 9 9          94            3 3 . 5 4 7 8 1               3 . 4 6 0 1 9

A c t u a l  c a l l  p r i c e

P a i r  3 T h e o r e t i c a l  c a l l  v a l u e  -  6          7 1 . 6 1 9 4          94            3 9 . 1 8 8 1 1              4 . 0 4 1 9 4

m o n t h s  v o l a t i l i t y          6 3 . 9 8 9 9          94            3 3 . 5 4 7 8 1              3 . 4 6 0 1 9

A c t u a l  c a l l  p r i c e

P a i r  4 T h e o r e t i c a l  c a l l  v a l u e  -  3          7 7 . 7 5 2 2          94            4 2 . 1 5 9 8 5              4 . 3 4 8 4 6

m o n t h s  v o l a t i l i t y          6 3 . 9 8 9 9          94            3 3 . 5 4 7 8 1              3 . 4 6 0 1 9

A c t u a l  c a l l  p r i c e

Imputing this volatil ity along with other factors in the Black-

Scholes formula viz, stock price (S), str ike price (X), r isk-

free return (r), and time to maturity (t), defined in Section

3.2 , we get the theoretical price for call options on the

Index.  These theoretical prices are thus based on the

historical volati l i ty.

The theoretical values of calls as found out above are

compared with the actual option prices on the trading

days in the sample period and the required statist ics is

l isted out in table 2-4.

H igh ly  s ign i f icant  leve ls  of  cor re la t ion coef f ic ient  a re
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found between the theoret ica l  ca l l  pr ices based on

volati l i ty estimates over various periods on the one hand

and the actual call prices on the other, which is exhibited

in table 3.

Table 4, gives the clear picture of mean differences among

the theoretical call value based on volati l it ies over various

periods with the actual cal l prices.

Since p-values of the considered pairs are less than that

of f ive percent  level of signif icance, the null hypothesis

that there is no signif icant difference between the two

prices has to be rejected; and we have to conclude that

there is a signif icant difference between theoretical call

values of various periods with the actual price. And also

t-values for each pair is positive hence actual price is less

than that of theoretical cal l values, which is substantiated

in table 4, column 2 (mean).

Table 3: Paired Samples Correlations

               Pair Sample Size         Correlation                      Sig.

Theoretical call value - 3 years 94 0.810 0.000

volatility & Actual call price

Theoretical call value - 1 year 94 0.807 0.000

volatility & Actual call price

Theoretical call value - 6 months 94 0.808 0.000

volatility & Actual call price

Theoretical call value - 3 months 94 0.809 0.000

volatility & Actual call price

Table 4: Paired Samples t -  Test

                                                                                                    Paired Differences

                                                                                                                 Std.             95% Confidence

                                                                                                                Error            Interval of the

                                                                                                                 Mean              Difference             t         df

                     Pair

                      Std.

                                                                Mean    Deviation                           Lower      Upper

Theoret ica l  ca l l  va lue - 3 years     21.5241 27.1826 2.8037 15.9575 27.0916 7.677 93 0.000

volat i l i ty  & Actual  ca l l  pr ice

Theoret ica l  ca l l  va lue - 1 year 5.5555 22.7157 2.3429 0.9029 10.2081 2.371 93 0.020

volat i l i ty  & Actual  ca l l  pr ice

Theoretical cal l  value - 6 months 7.6295 23.1904 2.3919 2.8797 12.3793 3.190 93   0.002

volat i l i ty  & Actual  ca l l  pr ice

Theoretical cal l  value - 3 months 13.7623 24.7936 2.5573 8.6841 18.8405 5.382 93   0.000

volat i l i ty  & Actual  ca l l  pr ice

Sig.

 (2- tailed)
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Conclusion

The actual cal l  values of stock options in the sample

period are significantly different from the theoretical prices

based on volati l i ty for various periods indicated.  While

the difference is signif icant in al l cases, it is relatively less

signif icant in the case of 1-year volati l i ty.

There appears to be good corre la t ion between the

theoret ical pr ices and the actual pr ices. But this only

indicates the direction of the movement of change and

not the magnitude.  Intuit ively the direction can be more

easily predicted than the magnitude.

In tune with other empir ica l  s tudies the wor ld over;

indications in this study are that the actual cal l values of

the index are qui te di f ferent f rom the indicat ions of

volati l i ty.  Fur ther it appears that the market rel ies more

on the volati l ity estimate of a one-year historical period in

arriving at the call values.

One factor that makes studies of this nature not conclusive

is that the volumes for various specif ic options are not

uniformly high and this results in inaccurate price finding.

Fur ther, the study can be extended to a longer horizon.

Keywords :  B lack-Scholes ,  t - tes t ,  Vola t i l i ty,  Opt ion

pricing, NIFTY.

References

Bent , Chr i s tensen  and P rabha la  Nagpurnanand.  “The

Dynamic Relationship between Implied Volati l i ty

and Realized Volatility.” Journal of Finance. 51(3):

1033, 1996.

Cor rado, Charles and Su Tie. “Implied Volatil ity Skews And

Stock Index Skew Ness And Kur tosis Implied By

S%P 500 Index Option Pr ices.” The European

Journal of Finance. 3: (1997): 73-85.

Denn i s , Pa t r i c k ,  Mayhew S tewar t  and S t i ve r s  Ch r i s .

“Implied Volati l i ty Innovations and Asymmetric

Volati l i ty Phenomenon.” Journal of Financial and

Quantitative Analysis. 41(2):  (2006): 381-406.

Ederington, Louis and Guan, Wei. “Is Implied Volati l i ty an

Informationally Eff icient and Effective Predictor

of Future Volat i l i ty?” Social  Science Research

Network, Journal of Risk. 2002. (abstract given

i n < h t t p : / / p a p e r s . s s r n . c o m / s o l 3 /

papers.cfm?abstract_id=136689>), 1998.

E raker, B jo r n .  “Do Stock P r ices  and Vola t i l i t y  Jump?

Reconci l ing Evidence from Spot and Options

Prices.” Journal of Finance.  59(3): 1367-1403,

2004.

Fleming, Jeff. “The Quality of Market Volati l i ty Forecasts

Implied by S&P 100 Index Option Prices.” Journal

of Empirical Finance. 5: 317-345, 1998.

Gwilym Owain Ap. and Buckle Mike. “Volati l ity Forecasting

in the Framework of the Option Expiry Cycle.”

The European Journal of Finance. 5: 73-94, 1999.

Haeberle Carlos, G. and Kahl Kandice, H. “A Comparison

of Historic and Implied Volati l i ty for Predicting

Agricultural Option Premiums.” Atlantic Economic

Journal 39-88, 1991.

Hull, C John. Options, Futures and Other Derivatives, India:

Prentice Hall, 5 th Edition, 2003.

Rubinstein, Mark. “Alternative Paths to Por tfolio Insurance.”

Financial Analysis Journal. 41(4): 42-52, 1985.

Schewer t  W i l l i am ,  G .  “ S tock  Vo l a t i l i t y  i n  t he  New

Mil lennium, How Whacky is NASDAQ. Working

Paper: National Bureau of Economic Research.”

w/8436. www. nber.org/papers/w8436, 2001.

Schonbucher  Ph i l ip .  “A Market  Model  for  Stochast ic

Imp l ied Vo la t i l i t y. ”  Mathemat ics  o f  F inance .

(1999):  2071-2092.

Stulz M, Rene. “Risk Management and Derivatives.” South

Western, 1 st Edition. 2003.

Whaley and Rober t. “Valuation of American Call Options

on Div idend Pay ing Stocks:  Empir ica l  Tests . ”

Journal of Financial Economics. 10: 29-58, 1982.

<http://www.nseindia.com>



SCMS Journal of Indian Management ,  January - March,  2009.                                                                                                       26

A Quarterly Journal                                                                                                                                                Published by SCMS-COCHIN

L

Workaholics Perceive
How Bosses Behave

Ronald J.Burke, Stig Berge Matthiesen, Stale Einarsen,

 Lisa Fiksenbaum and Vibeke Francisca Een

Dr.Ronald J .  Burke, Por fessor of  Organizat iona l  Behav iour,  Schul ich School of  Bus iness , York Univers i ty, Toronto Ontar io

Canada, M3J 1P3,  E-mai l :  rburke@schul ich .yorku .ca

Prof .St ig Berge Matth iesen,  Univers i ty  of  Bergen,   Facul ty of  Psychology,   Chr is t iesgate 12,   N-5015 Bergen,  Norway.

P ro f . S t aa le  E i na r sen ,  Un i ve r s i t y  o f  Be rgen ,  F acu l t y  o f  P scho logy ,  Ch r i s t i e sga te  12 ,  N-5015 Be rgen ,  Norway , Email:

st a le .E ina r sen@psysp.u ib .no

Ms.L isa F iksenbaum, Ph.D.  Candidate , York Univers i ty, Depar tment of  Psychology, 4700 Keele St reet ,  Toronto,  ON, M3J

1P3, Email: l i sa f i x@yorku .ca

Mrs .V ibeke  F r anc i sca  Een ,   L i cenced Psycho log i s t ,  F a l c k  Nu tec ,  Pos tboks  6  Y t re  L a k sevåg ,   5848  Be rgen ,  Email:

V ibeke . F r anc i sca .Een@fa lcknu tec .no

T h i s  r e s e a r c h  e x a m i n e s  t h e  i n t e r  r e l a t i o n s h i p  b e t w e e n  w o r k a h o l i s m  a n d  e m p l o y e e

p e r c e p t i o n s  o f  l e a d e r s h i p  s t y l e .   T h e  f o r m e r  c o n s i s t s  o f  i n n e r  p r e s s u r e  d r i v e r  f e e l i n g  a n d

w o r k  e n j o y m e n t .   T h e  l a t t e r  c o m p r i s e s  f i v e  l e a d e r s h i p  b e h a v i o u r a l  s t y l e s  a n d  e m p l o y e e

p e r c e p t i o n s  o f  l e a d e r s h i p  b e h a v i o ur a l  s t y l e .  I n n e r  p r e s s u r e  d r i v e  f e e l i n g  a n d  w o r k

e n j o y m e n t  f o r m  t h e  f o r m e r ’s  c o m p o n e n t s .  E m p l o y e e s  s c o r i n g  h i g h e r  o n  F e e l i n g  d r i v e n

w o u l d  p e r c e i v e  h i g h e r  l e v e l s  o f  d e s t r u c t i v e  l e a d e r s h i p  b e h a v i o r a l  s t y l e s .  E m p l o y e e s

s c o r i n g  h i g h e r  o n  w o r k  e n j o y m e n t  w o u l d  p e r c e i v e  h i g h e r  l e v e l s  o f  c o n s t r u c t i v e  l e a d e r s h i p

b e h a v i o ur a l  s t y l e s .  E m p l o y e e ' s    r a t i n g s  o f  h i s /her s u p e r v i s o r ' s  l e a d e r s h i p  b e h a v i o u r a l  s t y l e s

w e r e  i n f l u e n c e d  b y  t h e i r  e m p l o y e e ' s  s t a b l e  t r a i t s .     T h e  r e s e a r c h  o p e n s  f u r t h e r  a v e n u e s

f o r  r e s e a r c h  i n  t h e  s u b j e c t .

eader sh ip  i s  a  much  resea rched top ic  i n  s tud ies

o f  o r g an i z a t i ona l  c a r ee r s  and  to  a  l e s se r  e x t en t

i n  s t u d i e s  o f  w o r k  t e a m  a n d  o r g a n i z a t i o n a l

performance. I t  i s  di f f icu l t  to quarre l  with the bel ief

tha t  leadersh ip  i s  c r i t i ca l  to  organ iza t iona l  success

(Kaiser,  Hogan and Cra ig,  2008). Unfor tunately there is

emerging evidence that many in leadership posi t ions

are fa l l ing shor t ,  despite the thousands of ar t ic les and

books devoted to th is topic (Burke and Cooper,  2006;

Charan  and Colv in,  1999; Dot l i tch  and Cai ro,  2003;
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F inkelste in,  2003; Kel lerman, 2004; Padi l la ,  Hogan  and

Kaiser,  2007).   I t  has been est imated that over ha l f  of

the men and women holding supervisory and execut ive

leadersh ip pos i t ions are not  doing a successfu l  job

(Hogan, 1999; Hogan and Hogan, 2001; Lubit ,  2004).

Our understanding of leadership may have been l imited

by the common assumption that leadership should be

def ined in construct ive terms; leadership research has

focused on  e f fec t i ve  leadersh ip  w i th  the  uns ta ted

assumpt ion tha t  ine f fect i ve  leadersh ip  i s  e i ther  the

absence of  leadersh ip or  the oppos i te  of  e f fect ive

leadership (T ier ney and Tepper,  2007).

R e s e a r c h e r s  h a v e  b e g u n  t o  a d d r e s s  t h i s  g a p  i n

understanding of leadership by devot ing attent ion to

the “dark s ide” of leadership (Burke, 2006).   We are

beginning to understand why leaders fa i l  and why so

many organizat ions and indiv iduals tolerate bad leader

(Kel lerman, 2004; Lombardo and McCal l ,  1984; L ipman-

Blumen, 2005; E inarsen, Aas land and Skogstad, 2007).

Th is  research explores both the “dark s ide” and the

“b r i gh t  s ide”  o f  l e ade r sh ip ,  u s i ng  a  d i f f e ren t i a ted

conceptua l  f ramework and measures  deve loped by

E inarsen and h is  col leagues .   E inarsen,  Aas land and

Skogstad (2007) def ine destruct ive leadership as “the

sys temat ic  and repeated behav iour  by  a  leader  o r

manager  tha t  v io la tes  the  leg i t imate  in te res t  o f  the

organ iza t ion by undermin ing  and/or  sabotag ing the

organizat ion’s goals ,  task,  resources and effect iveness,

and/or the mot ivat ion, wel l -being or job sat is fact ion of

s u b o r d i n a t e s ”  ( p .2 0 8 ) .  U s i n g  t w o  d i m e n s i o n s

(behaviours directed towards subordinates; behaviours

directed toward the organizat ion i tse l f)   and whether

those behaviours are pro or ant i ,  they ident i fy three

types  o f  des t ruc t i ve  l eade r sh ip  behav iou ra l  s t y l e s

(Tyrannical, Derai led, Suppor t ive but dis loyal), one type

o f  c o n s t r u c t i v e  l e a d e r s h i p  b e h a v i o u r a l  s t y l e

(Constructive) and another potential type of destructive

leadership behavioura l  s ty le (La issez fa i re) .

Let us f i rs t  consider thei r  f ive leadership behavioura l

s ty les .

Tyrannical    leadership – behaviours that undermine the

m o t i v a t i o n ,  w e l l - b e i n g  o r  j o b  s a t i s f a c t i o n  o f

subordinates without necessar i ly  being destruct ive of

the organizat ion’s goals .

Derai led leadership – a combination of ant i-subordinate

behaviours and ant i -organizat ional  behaviours

S u p p o r t i v e  b u t  d i s l o y a l  l e a d e r s h i p – b e h a v i o u r s

s u p p o r t i n g  t h e  w e l l - b e i n g  o f  s u b o r d i n a t e s  b u t

undermining organizat ional  tasks and goal  at ta inment.

L a i s s e z - f a i r e  l e a d e r s h i p – b e h a v i o u r s  i n d i c a t i n g  a n

abdicat ion of leadership dut ies and responsibi l i t ies .

Construct ive   leadership–behaviours   suppor t ing both

subord ina te  we l l -be i ng  and  t he  a t t a i nmen t  o f  t he

organizat ion’s goals .

Leadership – In the Eye of the Beholder?

The behav iours  of  leaders  and managers  have been

most commonly evaluated and descr ibed by thei r  own

se l f - repor t s  o r  by  pe rcept ions  o f  t he i r  l eade r sh ip

b e h a v i o u r s  h e l d  b y  t h e i r  s u b o r d i n a t e s  ( o r  o t h e r

observers) .   An emerging l ine of research has begun to

explore the re lat ionship of par t icular  stable indiv idual

d i f fe rence character i s t ics  of  subord inates  and the i r

pe rcep t ion s  o f  l e ade r sh ip -behav iou r s .   A re  some

ind i v idua l  t r a i t s  o f  subord ina tes  more  l i ke l y  to  be

associated with favourable or unfavourable perceptions

of leadership behaviours?

R e c e n t  r e s e a r c h  o n  l e a d e r s h i p  h a s  s h o w n  t h a t

subordinates’  percept ion of leadership is  inf luenced

by more than the actual  behaviour of leaders.   Factors

i n f l u e n c i n g  f o l l o w e r ’ s  p e r c e p t i o n s  o f  l e a d e r s h i p

include mood (Schyns and Sanders,  2003, 2004a),  the

impl ic i t  leadership theor ies held by fol lowers (Schyns

and Sanders,  2004b) and the personal i ty of fol lowers

(Fel fe and Schyns,  2006).   Keeler (1999) repor ted that

p r e f e r e n c e  f o r  c h a r i s m a t i c  a n d  t r a n s f o r m a t i o n a l

leadersh ip was in f luenced by fo l lower ’s  persona l i ty

t ra i ts  on the bas is of perceived s imi lar i ty of fol lower

and leader.  Schyns (2001) noted a smal l  but posi t ive

r e l a t i o n s h i p  b e t w e e n  p e r c e i v e d  t r a n s f o r m a t i o n a l

leadership and occupat ional sel f-eff icacy.   Schyns and
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Fel fe (2006),  in a study conducted with 81 employees

o f  a n  a c c o u n t i n g  f i r m  i n  t h e  U S ,  r e p o r t e d  t h a t

subo rd ina te  ex t r a ve r s ion  and  ag reeab lenes s  we re

related to percept ions of t ransformat ional  leadership.

Transfor mat ional  leadership has been most f requent ly

s t u d i e d  i n  t h e  c o n t e x t  o f  t h e  l e a d e r - f o l l o w e r

re l a t ionsh ip  a s  seve ra l  wr i t e r s  have  d i scussed  the

personality of fol lowers that seek out, prefer and accept

th is leadership sty le.

Schyns and Sanders (2007),  in studies of students and

fol lowers f rom three di f ferent  companies ,  observed

relat ionships between personal i ty and percept ions of

t r ans fo rmat ional  leadersh ip.   Among students ,  those

scor ing higher on extravers ion and neurot ic ism rated

leade r s  h i ghe r  on  pe rcep t ions  o f  t r an s fo rma t iona l

leadership. In a sample of fol lowers in an accounting

company, followers scoring higher on conscientiousness

rated their leaders higher on transformational leadership.

In a sample of employees f rom two organizat ions (a

hospital , a telecommunications company) there was a

relationship in the hospital sample between agreeableness

o f  s u b o r d i n a t e s  a n d  p e r c e p t i o n s  o f  c h a r i s m a  i n

supervisors, and fol lowers in the te lecommunicat ions

c o m p a n y  s c o r i n g  h i g h e r  o n  a g r e e a b l e n e s s  a n d

c o n s c i e n t i o u s n e s s  r a t e d  l e a d e r s  h i g h e r  o n

transformat ional  leadership.

They suggest  tha t  the set t ing  –  f ie ld s tud ies  versus

exper imenta l  s tudies – may play a role in the nature of

t h e s e  r e l a t i o n s h i p s .  T h e y  a l s o  n o t e  t h a t  s o m e

character ist ics are more vis ible in par t icular contexts.

Thus  in  account ing  f i rms ,  consc ient iousness  i s  ve ry

impor tant.  In the telecommunicat ions company, being

agreeable may be more impor tant. Thus there was the

suggestion that context had an impact on the relationship

between personal i ty and subordinate perceptions of

leadership.    National culture may also play a role in the

nature of these re lat ionships.

Personal i ty was a lso found to act as a moderator of the

re l a t ionsh ip  be tween work  p l ace  exper iences  and

employee behav iour  (e .g . ,  workp lace in jus t ice  and

counterproductive work behaviours, F laher ty and Moss,

2007;  leader-member exchange and work  tens ions ,

Brouer and Harr is ,  2007).   Brouer and Harr is  (2007)

a s s e s s e d  n e g a t i v e  a f f e c t i v i t y ,  a  d i s p o s i t i o n a l

character is t ic associated with feel ing dr iven to work,

and found that h igh negat ive af fect iv i ty coupled with

high levels of leader-member exchange produced the

highest levels of work tension. Negative effect ampli f ied

the impact of in just ice on var ious   outcomes; negat ive

a f f ec t i v i t y  s e r ved  to  i nc r ea se  one ’ s  s en s i t i v i t y  t o

in jus t ice .

Consistent with what is  known more genera l ly about

percept ion, perceiver character is t ics such as mot ives,

n e e d s  a n d  p e r s o n a l i t y  a r e  l i k e l y  t o  i n f l u e n c e

assessments of leadership behavioural style.  Leadership

assessment,  being then in the eye of the beholder,  may

tel l  you as much about the observer as the observed.

Workaholism Components and Perceptions

of Leadership Behavioural Styles

Th is  research explores the re la t ionsh ip of  par t icu la r

s t a b l e  i n d i v i d u a l  d i f f e r e n c e  c h a r a c t e r i s t i c s  a n d

p e r c e p t i o n s  o f  l e a d e r s h i p  s t y l e  b e h a v i o u r s .  Two

workahol i sm components  ident i f ied by Spence and

Robbins (1992) were selected for study:  Feel ing driven

t o  w o r k  b e c a u s e  o f  i n n e r  p r e s s u r e s  a n d  Wo r k

enjoyment.  Measures of these two concepts have been

s h o w n  t o  b e  r e l i a b l e  i n  a  n u m b e r  o f  d i f f e r e n t

occupat iona l  samples in  var ious countr ies  and both

have been found to be only weakly corre lated.

In addit ion, feel ing dr iven to work and Work enjoyment

were corre la ted wi th d i f ferent  work and wel l -be ing

outcomes (Burke 2007).   Feel ing dr iven to work has

b e e n  f o u n d  t o  b e  c o r r e l a t e d  w i t h  b u r n o u t  a n d

psychological  dist ress;  work enjoyment with indicators

of job and career sat is fact ion and success.

I t  has  been sugges ted tha t  workaho l ics  have  more

dif f icu l ty in re lat ionships (K i l l inger,  1991; Por ter,  1996;

2001; Robinson, 1998).   Por ter (2001) repor ted that

i n d i v i d u a l s  s c o r i n g  h i g h e r  o n  P e r f e c t i o n i s m ,  a

workahol ic behavioura l  mani festat ion, were more l ike ly

to quest ion the value of co-workers as indiv iduals ,  and

see co-workers as not conscient ious.   Th is is  l i ke ly to

be seen as a lack of respect for co-workers.  Indiv iduals
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sco r i ng  h i ghe r  on  pe r f ec t i on i sm  a l so  t hough  t h a t

management reacted more strongly to mistakes than to

pos i t i ve  cont r ibu t ions .  Pe r fec t ion i s t s  be l ieved they

were more asser t ive,  more responsive, more aware of

deta i l  and were bet ter  workers  than others  in  the i r

organization.  Perfectionists also bel ieved that they held

h igher  s tandards  than they  thought  ex i s ted in  the i r

o rgan iza t ions .   I nd i v idua l s  sco r i ng  h i ghe r  on  Work

enjoyment bel ieved that management would recognize

posi t ive contr ibut ions.

Burke,  Mat the isen,  E inarsen,  F iksenbaum and Soi land

(2008) found that Norwegian oi l  r ig workers scor ing

higher on Feeling driven to work repor ted more negative

organ iza t iona l  ac ts  whereas  o i l  r i g  workers  scor ing

h igher  on Work  en joyment  repor ted fewer negat ive

organizat ional  acts .

The fol lowing genera l  hypotheses were then offered.

1. Employees scoring higher on feel ing driven to work

were more l ike ly to ascr ibe destruct ive leadership

behavioura l  s ty les to thei r  managers and less l ike ly

to  asc r ibe  cons t ruc t i ve  leadersh ip  behav iou ra l

s ty les .

2. Employees scoring higher on work enjoyment were

more  l i ke l y  to  a sc r ibe  cons t ruc t i ve  l eader sh ip

behavioura l  s ty les to thei r  managers and less l ike ly

to ascribe destructive leadership behavioural styles

to thei r  managers.

Method

Procedure

Da t a  we re  co l l ec ted  f rom o i l  r i g  wo r ke r s  u s i ng  a

quest ionnaire.  Quest ionnaires were distr ibuted by mai l

t o  1 8 0 0  r a n d o m l y  s e l e c t e d  o f f  s h o r e  w o r k e r s

represent ing var ious companies and insta l la t ions.  Al l

w e r e  m e m b e r s  o f  e i t h e r  N O P E F  ( N o r s k  O l j e - o g

Pe t rok jem i s k  F ag fo rbund)  o r  OFS  (O l j ea rbe ide rnes

F e l l e s s a m m e n s l u t n i n g )  -  l a t e r  r e n a m e d  S A F E

(Sammenslut ingen Av Fagorgoniser te: Energisektoren),

the major unions for offshore workers in Norway.  A total

of 1017 indiv iduals returned completed quest ionnaires

to the research team, in pre-stamped envelopes that

were provided, a 59 percent response rate.

Respondents

Table 1 shows the demographic character is t ics of the

sample.  Most respondents were male (86 percent) ,

between 35 and 55 years of age (76 percent) ,  were

about equal ly represented by the two  unions,  were

employed by the instal lat ion operator (54 percent), had

non-superv isory jobs (71 percent) ,  had long off  shore

and plat form tenure (66 percent had 11 or more years

of off-shore tenure and 52 percent had s ix or more

years of plat form tenure),  most worked 100 percent

of f -shore (95 percent) ,  were permanent  employees

(86 percent) ,  worked the same work  schedule – 2

weeks on and 3-4 weeks off  (93 percent) ,  and worked

i n  M a i n t e n a n c e ,  D r i l l i n g  o r  C a t e r i n g  ( 2 6  p e r c e n t ,

19 percent,  16 percent) respect ively.

Table 1:  Demographic Characteristics of Sample

Age                              N                         Percent                 Gender N              Percent

35 or younger 169 16.8 Males 87  85.9

36-40 179 17.8 Females 143 14.1

41-45  195 19.3

46-50  186 18.5 Union

51-55  147 14.6 NOPEF 490 48.2

56 or older  131 13.0 OFS 527 51.8
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Employer Offshore tenure

Operator    544 54.1 1 year or less 4 .4

Contracted 320 36.8 1-5 years 99 9.9

Ship company  92 9.1  6-10 237 23.7

11 or more 658 65.9

Organizational level

Non-supervisory 722 79.7 Platform tenure

Supervisor    123  13.6 Less   than 1 year 107 11.0

Group leader       60     6.6 1-5 359 36.9

Platform manager 1 .1 6-10 206 26.2

11 or more 360 36.9

Function

Production 89 8.8 Time off-shore

Administration 31 3.1 100% 949 94.9

Dri l l ing                                           197 19.4 Less than 100% 51 5.1

Maintenance 269 26.5

Service 89 8.8 Work status

Deck crew 82 8.1 Permanent 860 86.3

Construction 3 .3  Temporary 137 13.7

Catering                                         165                        16.2

Other 91 9.0 Work schedule

2 weeks on,

3-4 weeks off 878 92.8

Other 68 7.2

Measures

Some of the measures used were developed in Norway;

others were trans lated from Engl ish to Norwegian us ing

the back t rans lat ion method.

Personal Demographics

These were measured by single i tems and included age,

gender and mar i ta l  s tatus.

Work Situation Characteristics

These were also measured by single i tems and included

j o b  f u n c t i o n ,  o f f - s h o r e  a n d  p l a t f o r m  t e n u r e ,

organizat ional  level  and employer (see Table 1 for a

complete l is t ing of these).

Workaholism Components

Spence and Robbins (19922) derived three workaholism

components  on the bas i s  o f  an extens ive l i te ra tu re

review, work involvement,  feel ing dr iven to work and

work enjoyment, and developed measures of each. Two

of thei r  measures were used in th is study.

Feel ing dr iven to work (a lpha=.80) had seven i tems

(e.g . ,  “ I  of ten fee l  that  there’s  someth ing ins ide me

that dr ives me to work hard”).

Work enjoyment (a lpha=.88) had ten i tems (e.g. ,  “My

job is more l i fe fun than work” ).
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Leadership Behavioural Style

Leadership behaviour was measured by a quest ionnaire

developed by E inarsen and his col leagues (2007) that

con ta i ned  33  i t ems .   Re sponden t s  i nd ica ted  how

frequent ly thei r  superv isor exhibi ted each behaviour

(0=neve r,  3=o f t en / a lmos t  a lway s ) .   Cons t r uc t i v e

leadership consisted of 6 i tems (a lpha=.83),  an i tem

w a s  “ G a v e  p o s i t i v e  r e c o g n i t i o n  f o r  g o o d  w o r k

per for mance.”   Tyrannica l  leadersh ip had n ine i tems

(a lpha=.85) ;  “Has  humi l i a ted you or  some of  your

subordinates i f  you have not met h is/her standards.”

D e r a i l e d  l e a d e r s h i p  w a s  m e a s u r e d  b y  s i x  i t e m s

(alpha=.74),  “Has exposed you or your subordinates

to angry outbursts ,  or su lk ing,  and spent t ime on th is

i n s tead  o f  do ing  h i s /he r  own work . ”   Popu l a r  bu t

dis loyal leadership contained seven i tems (alpha=.63).

“ H a s  b e e n  f r i e n d l y  a n d  e n c o u r a g e d  y o u / y o u r

subordinates to extend   thei r  lunch break.” La issez-

fa i re leadership had f ive i tems (a lpha=.69).

Results

Inter-correlation among Study Variables

Tab l e  2  s hows  t he    co r r e l a t i on s  among  t he  f i v e

leadership behavioura l  sty les and the two workahol ism

components .   18 of  the 21 corre la t ions (86 percent)

w e r e  s i g n i f i c a n t l y  d i f f e r e n t  f r o m  z e r o  ( p < . 0 5 ) ,

ref lect ing   in par t ,  the large sample s izes.  Cor relat ions

ranged f rom .02 to .79 (Const ruct ive   leadership and

Fe e l i n g  d r i v e n  t o  w o r k ,  Ty r a n n i c a l  a n d  D e r a i l e d

leadership).

Table 2 :  Inter-Correlations among Main Study Variables a

 Variables                               2                 3               4                5                 6              7

1. Construct ive          - .34***       - .31***        .24***       - .41***          .02           .28***

2. Tyrannica l                                                       .79***       .15***         .58***          .14***     - .06

3. Dera i led                                                                           .16 ***        .53***          .15***     - .04

4. Popular  but dis loyal                                                                                    .08*             .08*         .12***

5. La issez fa i re                                                                                                                      .16***      - .13***

6. Feel ing dr iven                                                                                                             .20***

7. Work enjoyment

*** p<.001

   *  p<.05

a

 Ns range f rom 973 to 1006.

The fol lowing comments are offered in summary.   F i rs t ,

the four destruct ive leadership behavioura l  sty les were

s ign i f icant ly  and pos i t ive ly  corre la ted.   Second, the

c o n s t r u c t i v e  l e a d e r s h i p  b e h a v i o u r a l  s t y l e  w a s

s i g n i f i c a n t l y  and n e g a t i v e l y  c o r r e l a t e d  w i t h  t h r e e

destruct ive leadersh ip behav ioura l  s ty les ( tyrannica l ,

dera i led, la issez-fa i re) but posi t ive ly corre lated with

the Posi t ive but dis loyal  scale.   Th i rd,  feel ing dr iven to

w o r k  a n d  wo r k  e n j o y m e n t  w e r e  s i g n i f i c a n t l y  a n d

posi t ively but weakly cor related. Four th,  feel ing dr iven

to work was s igni f icant ly and posit ively correlated with

fou r  o f  t he  f i ve  l e ade r sh ip  behav iou r a l  s t y l e s  ( a l l

d e s t r u c t i v e  s t y l e s ) .   F i f t h ,  wo r k  e n j o y m e n t  w a s

signi f icant ly correlated with three of the f ive leadership

behaviours;  posi t ive ly with Construct ive and Popular

but dis loyal ,  negat ively with La issez-fa i re leadership.

Predictors of Leadership Behavioural Styles

Hiera rch ica l  reg ress ion ana lyses  were  under taken in
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which each of  the leadersh ip behav ioura l  s ty les  were

separa te ly  reg ressed on th ree b locks  o f  pred ic tors

e n t e r e d  i n  a  s p e c i f i e d  o r d e r.   T h e  f i r s t  b l o c k  o f

predictors  (n=3) cons is ted of  persona l  demographic

character i s t ics  (e .g . ,  age,  gender,  mar i ta l  s ta tus) .   The

second b lock  of  pred ic tors  (n=5) cons i s ted of  work

s i tua t ion characte r i s t ics  (e .g . ,  o rgan iza t ion leve l ,  o f f -

shore  tenure ,  p la t fo rm tenure) .   The th i rd  b lock  o f

pred ic tors  (n=2)  cons i s ted of  the  two workaho l i sm

c o m p o n e n t s  ( F e e l i n g  d r i v e n  t o  w o r k ,  Wo r k

en joyment ) .

When a block of predictors accounted for a s igni f icant

amount or increment in expla ined var iance (p<.05),

v a r i a b l e s  h a v i n g  s i g n i f i c a n t  a n d  i n d e p e n d e n t

re lat ionships with a leadership behavioura l  s ty le were

ident i f ied (p<.05).  These analyses control led for both

p e r s o n a l  d e m o g r a p h i c  a n d  w o r k  s i t u a t i o n

character ist ics before examining the relat ionship of the

two workahol i sm components wi th each of  the f ive

leadership behaviours.

Tab le  3  shows  the  re su l t s  o f  t hese  ana l y ses .   The

fol lowing comments are offered in summary.

Table 3:  Predictors of Leadership Behavioural Styles

Leadership Behavioural Styles  R                   R2       Change R2            P

Constructive  (N=791)

Personal demographics .07                .00              .00                   NS

Work s i tuat ion .21                .04              .04                  .001

     Union (-.11)

     P latform tenure (-.09)

     Work status (-.08)

Workahol ism components

     Work enjoyment (.28)

Tyrannical (N=790)

Personal demographics .09               .01                .01                  .05

     Age (-.10)

Work s i tuat ion .14               .02                .01                   NS

Workahol ism components .17               .03                .01                  .05

     Feel ing driven (.10)

Derai led (N=781)

Personal  demographics .09               .01                .01                 .05

     Age (-.09)

     Gender (-.07)

Work s i tuat ion .17               .03                 .02                 .01

     P latform tenure (.11)

Workahol ism   components .20              .04                 .01                 .05

     Feel ing driven (, .11)
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Popular but dis loyal (N=790)

Personal demographics .21               .04                .04                 .001

     Age (-.19)

     Gender (-.07)

Work s i tuat ion .24               .06                .02                   .05

     Union (.09)

     Work status (.08)

Workahol ism components   .28                .08                .02                 .01

     Work enjoyment (.12)

Laissez faire (N=787)

Personal demographics   .05              .00                 .00                  NS

Work s i tuat ion   .18               .03                .03                  .01

     P latform tenure (.16)

     Work status (.08)

Workahol ism  components

     Work enjoyment (-.12)

     Feel ing driven  (.12)                       .

Constructive Leadership

Bo th  wo r k  s i t u a t i on  and  wor k aho l i sm  componen t s

accoun ted  fo r  s i gn i f i c an t  i nc remen t s  i n  e xp l a i ned

va r i a nce  on  cons t r uc t i ve  l e ade r sh ip .   NOPEF  un ion

membe r s ,  emp loyees  hav i ng  l e s s  p l a t fo rm  t enu re ,

a n d  p e r m a n e n t  e m p l o y e e s    r a t e d  t h e i r  l e a d e r s

h i ghe r  on  cons t r uc t i ve  l e ade r sh ip  (B s= - . 11 ,  - . 09 ,

a n d  - . 0 8 ,  r e s p e c t i v e l y ) .  O i l  r i g  w o r k e r s  s c o r i n g

h i g h e r  o n  W o r k  e n j o y m e n t  a l s o  r a t e d  t h e i r

s u p e r v i s o r s  h i g h e r  o n  C o n s t r u c t i v e  l e a d e r s h i p

( B = . 2 8 ) .

Tyrannical Leadership

Tw o  b l o c k s  o f  p r e d i c t o r s  a c c o u n t e d  f o r  a

s i g n i f i c a n t  a m o u n t  o r  i n c r e m e n t  i n  e x p l a i n e d

v a r i a n c e  ( p e r s o n a l  d e m o g r a p h i c s ,  w o r k a h o l i s m

c o m p o n e n t s )  o n  t y r a n n i c a l  l e a d e r s h i p .   Yo u n g e r

o i l  r i g  w o r k e r s  r a t e d  t h e i r  l e a d e r s  h i g h e r  o n

t y r a n n i c a l  l e a d e r s h i p  ( B = - . 1 0 ) .   O i l  r i g  w o r k e r s

sco r i ng  h i ghe r  on  Fee l i n g  d r i ven  to  wo r k  a l so  r a t ed

t h e i r  s u p e r v i s o r s  h i g h e r  o n  t y r a n n i c a l  l e a d e r s h i p

( B = . 1 0 ) .

Derailed Leadership

A l l  t h r e e  b l o c k s  o f  p r e d i c t o r s  a c c o u n t e d  f o r  a

s igni f icant amount or increment in expla ined var iance

on percept ions of the dera i led leadership behavioura l

s ty le.  Younger oi l  r ig workers ,  and males,  rated thei r

supervisors higher on Derai led leadership (Bs=-.09 and

- . 07 ,  r e spec t i ve l y ) .  O i l  r i g  wo r ke r s  h a v i ng  l onge r

plat form tenure a lso rated thei r  superv isors h igher on

Dera i led leadersh ip (B=.11) .  F ina l l y ,  o i l  r ig  workers

scor ing higher on feel ing dr iven to work a lso rated their

superv isors h igher on dera i led leadership (B=.11).

Popular but Disloyal Leadership

Each block of predictors accounted for a s igni f icant

a m o u n t  o r  i n c r e m e n t  i n  e x p l a i n e d  v a r i a n c e  o n

p e r c e p t i o n s  o f  p o p u l a r  b u t  d i s l o y a l  l e a d e r s h i p .

Younger oi l  r ig workers, males, and OFS union members,

rated thei r  superv isors h igher on Popular  but dis loyal

l eade r sh ip  (B s=- .19 ,  - . 07 ,  and  .09 ,  r e spec t i ve l y ) .

Temporar y o i l  r ig  employees ra ted the i r  super v isors

h igher  on popu la r  but  d i s loya l  leadersh ip  (B=.08) .

F inal ly,  oi l  r ig workers scoring higher on work enjoyment
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a l so  r a ted  the i r  superv i so r s  h i ghe r  on  Popu la r  bu t

dis loyal  leadership (B=.12).

Laissez Faire Leadership

Two b locks  o f  pred ic tors  accounted for  s ign i f icant

inc rements  i n  exp la ined va r i ance on o i l  r i g  worke r

percept ions of the la issez fa i re leadership behavioura l

s t y l e  (wo r k  s i t u a t i on  cha r ac te r i s t i c s ,  wo r k aho l i sm

components) .  Oi l  r ig workers having longer plat form

tenure,  and   temporary  o i l  r ig  workers ,  ra ted the i r

s upe r v i so r s  h i ghe r  on  t he  l a i s sez  f a i r e  l e ade r sh ip

behav iour  s ty le  (Bs=.16 and .08 ,  respect ive ly ) .   In

addit ion, oi l  r ig workers scoring higher on Feel ing driven

to work ,  and oi l  r ig  workers  scor ing lower on work

enjoyment,  rated thei r  superv isors h igher on  la issez

fa i re leadership (Bs=.12 and  - .12) respect ively.

Discussion

This exploratory study examined the relat ionship of two

workahol i sm components  ident i f ied by Spence and

Robbins (1992) in their research on work addict ion and

pe rcep t ion s  o f  l e ade r sh ip  behav iou r a l  s t y l e s . The

Spence and Robbins measures are the most widely used

measures in  the growing s tudy of  workahol i sm (See

Burke, 2007).

There is both conceptual izat ion and empir ical evidence

that workahol ic behaviours (e.g. ,  perfect ionism, h igh

performance expectat ions) are l ike ly to be associated

with problematic relat ionships, both inside and outside

the  wor kp l ace  (Oa te s ,  1971 ;  Po r t e r,  1996 ;  2001 ;

Robinson, 1998).   In addit ion, par t icular  workahol ism

components have been found to be associated with

nega t i ve  a f fec t  ( see  Bu r ke ,  2007) ,  and  w i th  o the r

personal i ty t ra i ts  (e.g. ,  Type A  behaviour,  neurot ic ism)

also l ikely to be associated with higher levels of confl ict

in work re lat ionships and elevated levels of workplace

s t r e s s  ( B u r k e ,  2 0 0 7 ) .   P a r t i c u l a r  w o r k a h o l i s m

components,  and par t icular types of workahol ics (e.g. ,

Work addicts versus Work enthus iasts) and par t icular

mot ives for work ing hard (addict ion versus pass ion)

are a lso l ike ly associated with lower respect for co-

workers.   Thus,  extending th is l ine of reasoning, i t  was

hypothes ized that  workers scor ing h igher on feel ing

d r i ven  to  wo r k  becau se  o f  i n ne r  p re s su re  wou ld

perceive their supervisor ’s leadership behavioural  sty le

in a more negative l ight, whereas workers scoring higher

on work enjoyment would perceive  thei r  super v isor ’s

leadership behavioura l  s ty le in a more posi t ive l ight .

G iven the emphas i s  in  the leadersh ip research and

wri t ing on leadership being equated with ef fect ive or

successfu l  leaders,  i t  was impor tant to include areas

of  fa i l i ng  leadersh ip as  wel l .  E ina rsen ,  Aus land and

Skogs t ad  (2007)  concep tua l i zed  fou r  des t r uc t i ve

leadership styles along with a definit ion of a constructive

l e a d e r s h i p  b e h a v i o u r a l  s t y l e .   T h e i r  l e a d e r s h i p

framework and measures were included here.

What did we f ind?  F i rst ,  the four destruct ive leadership

behavioura l  s ty les were posi t ive ly inter-corre lated and

the measure of construct ive leadership was genera l ly

negat ively corre lated with the destruct ive leadership

behav ioura l  s ty les  (see Tab le  2) .   Second,  the two

workaho l i sm components ,  cons i s t i ng  wi th  prev ious

f indings,  were posi t ive ly but weakly corre lated.

The results of hierarchical regression analyses examining

the re lat ionship of the two workahol ism components

wi th  each of  the f i ve leadersh ip behav ioura l  s ty les ,

control l ing for both personal  demographic and work

s i t u a t i o n  c h a r a c t e r i s t i c s ,  p r o v i d e d  c o n s i d e r a b l e

suppor t  fo r  the genera l  hypotheses  under ly ing  th i s

research (see Table 3).  That is ,  o i l  r ig workers scor ing

h i ghe r  on  Fee l i ng  d r i ven  to  wo r k  desc r ibed  t he i r

super v isors h igher on Tyrannical ,  Dera i led and La issez

fa i re leadership behavioura l  s ty les whi le oi l  r ig workers

scor ing  h ighe r  on  work  en joyment  desc r ibed the i r

superv isors  h igher  on const ruct ive and popular  but

d is loya l  leadersh ip behav ioura l  s ty les  and lower on

la issez fa i r  leadership.

I n  a d d i t i o n ,  t h e s e  f i n d i n g s  w e r e  c o n s i s t e n t  w i t h

emerg ing  f ind ings  on the impor tan t  ro le  p layed by

s u b o r d i n a t e  s t a b l e  p e r s o n a l i t y  c h a r a c t e r i s t i c s  i n

leadersh ip assessments .

Practical and Theoretical Implications

Pract i t ioners  and research commonly  use subordinate



SCMS Journal of Indian Management,  January - March,  2009.                                                                                                       35

A Quarterly Journal                                                                                                                                                Published by SCMS-COCHIN

employee percept ions of thei r  superv isor ’s leadership

behaviours as the bas is for evaluat ions of superv isor

a n d  m a n a g e r i a l  p e r f o r m a n c e  a n d  a s  c r i t e r i a  o f

super v i so r y  e f fec t i veness .   Our  f i nd ings ,  however,

s u g g e s t  t h a t  e m p l o y e e  p e r c e p t i o n s  o f  t h e i r

super v isor ’s leadership sty le may be af fected by work

s i tuat ion character is t ics such as organizat ional  tenure

or experience, and stable disposit ions (e.g, workahol ic

components such as feel ing dr iven to work because

of inner pressure) .  This raises the quest ion of the extent

these factors need to be considered in understanding

percept ions  of  leadersh ip s ty le  and behav iour  Th i s

seems to be a fer t i le area of inquir y.   More attent ion

l i ke ly  needs to be devoted to the la rger  context  in

which leadersh ip is  obser ved.  Typica l  or  expected

leadership behavioura l  s ty les are l ike ly to be di f ferent

on oi l  r igs than in a cr i t ica l  care uni t  in a hospita l .

Limitations of the Research

S o m e  l i m i t a t i o n s  o f  t h e  r e s e a r c h  s h o u l d  b e

acknowledged to put the f indings in a larger context .

F i r s t ,  a l l  d a t a  w e r e  c o l l e c t e d  u s i n g  s e l f - r e p o r t

quest ionnai res ra is ing the poss ibi l i ty of response set

tendencies and common method bias.   Second, data

were co l lected a t  on ly  one poin t  in  t ime mak ing i t

d i f f i c u l t  t o  d e t e r m i n e  c a u s a l i t y .  D o  w o r k a h o l i s m

c o m p o n e n t s  a f f e c t  p e r c e p t i o n s  o f  l e a d e r s h i p

behavioura l  s ty le of does leadership behavioura l  s ty le

a f f ec t  wo r k aho l i sm  componen t s ?   T h i rd ,  t he  two

workaho l i sm components  cons idered here  address

di f ferent domains;  work enjoyment may be seen as an

att i tude whi le feel ing dr iven to work may be seen as a

stable personal  t ra i t .   Four th,  i t  i s  not c lear the extent

to  wh ich  these  f i nd ings  wou ld genera l i ze  to  other

occupat ions .

Future Research Directions

I t  i s  suggested that future research in th is  area address

at least  three major issues.   F i rs t ,  other dimensions of

w o r k a h o l i c  m o r e  r e f l e c t i v e  o f  b e h a v i o u r s  ( e . g . ,

perfect ionism, inabi l i ty to disengage f rom one’s work)

would complement the two dimensions included in the

present research. Second, i t  would be useful to col lect

data at  two points in t ime to cons ider quest ions of

c a u s a l i t y .   T h i r d ,  e x t e n d i n g  t h e  s t u d y  t o  o t h e r

occupat ions would determine the robustness of the

present conclus ions.    I t  i s  l i ke ly that work ing on an oi l

r ig in the Nor th Sea for extended periods of t ime would

n o t  b e  r e p r e s e n t a t i v e  o f  w o r k  a n d  l e a d e r s h i p

exper iences of the typical  blue col lar  job.

Footnotes

Preparat ion of th is  manuscr ipt was suppor ted in par t

by York Univers i ty,  And the Depar tment of Psychosocia l

Science, Univers i ty of Bergen.  We thank the two unions

t h a t  p a r t i c i p a t e d  i n  t h e  d a t a  c o l l e c t i o n  f o r  t h e i r

cooperat ion.
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Performance Measurement

TQM Perspective
Puja Chhabra Sharma

oday ,  in  compet i t i ve  bus iness  env i ronment ,  i t  i s

imperative that organizations monitor organizational

performance. For years this has been done primari ly

i n  t e r m s  o f  p u r e l y  f i n a n c i a l

i nd i ca to r s  such  a s  Re tu r n  on

Inves tment ,  Re tu rn  on Assets ,

Operat ing P rof i t  Marg in ,  P rof i t

af ter Tax, Earning Per Share etc.

These  a re  too  s imp l i s t i c  and

b a c k w a r d l y  f o c u s e d  t o  b e

eff icient for successful modern

competit ive organizations.

If a company ’s exist ing per for-

mance measurement system is

largely f inancial it may undercut

its strategy especially if the latter

focuses on customer service and

satisfaction.

A  w e l l - d e s i g n e d  a n d  d e d i c a t e d  Pe r f o r m a n c e  M e a s u r e m e n t  Sy s t e m  h e l p s  a n y

o r g a n i z a t i o n  t o  i m p r o v e  a n d  c h a n g e  q u i c k l y  a s  p e r  e v e r c h a n g i n g  c u s t o m e r

r e q u i r e m e n t s .  A  b a l a n c e d  s c o r e c a r d  i s  a  n e w  t e c h n i q u e  d e v e l o p e d  b y

R o b e r t  K a p l a n  a n d  D a v i d  N o r t o n .  I t  i s  a  m u l t i d i m e n s i o n a l  t o o l  f o r

c o m m u n i c a t i o n ,  i m p r o v e m e n t  a n d  c o n t r o l .  I t  i n t e g r a t e s  n o n - f i n a n c i a l

p e r f o r m a n c e  m e a s u r e s  i n t o  b a s i c  m a n a g e m e n t  s t r u c t u r e  o f  t h e  o r g a n i z a t i o n

a n d  h e l p s  m a n a g i n g  m o s t  e f f e c t i v e  i n d i c a t o r s  o f  f u t u r e  s t r a t e g i c  s u c c e s s .

T h e  r e s e a r c h e r  h a s  d e v e l o p e d  a  p e r f o r m a n c e  m e a s u r e m e n t  t o o l  t o  m e a s u r e

c o r p o r a t e  p e r f o r m a n c e  i n  T Q M  p e r s p e c t i v e  o f  s e l e c t  I T  C o m p a n i e s  i n  I n d i a .

Tw o  C a s e  S t u d i e s  o f  TATA  I N F O T E C H  a n d  D C M  T E C H N O L O G I E S  a r e  p r e s e n t e d .

Enhanced Competitiveness Depends on

♦ identifying improvement measures of performance

for a given strategy.

♦ under s t and ing  i n te r -

r e l a t i o n s h i p s  o f

measures,

♦ focusing on measures

wh ich   t r u l y  p red i c t

l o n g  t e r m  f i n a n c i a l

success of the business.

Income-based financial measures

are better at measuring conse-

quences of yesterday ’s decisions

than they are an indicat ion of

tomor row ’s per formance. What

organisations need to do is to evolve
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a ‘Balanced Score Card,’ which provides a composite set

of performance measures comprising both financial and

non-f inancia l  wi th emphas is  on la t ter,  and use i t  for

tracking their performance. Many organisations are already

doing so as par t of TQM and related programs. Various

l e ad i ng  o r g an i s a t i on s  and  se r v i ce  p rov ide r s  h a ve

committed substant ia l  resources to developing non-

financial measures such as defect rates, response time

and delivery performance on their products, services and

operat ions. Qual i ty measures represent most posit ive

steps taken to-date in broadening basis for business

per fo rmance measurement .  Qua l i t y  awards  such as

Malcom National Quality Award require that a company

before applying for the award must devise criter ia to

measure performance of its entire operation, not just its

products or services.

Just as quality related metrics have made performance

m e a s u r e m e n t  r e v o l u t i o n  m o r e  r e a l ,  s o  h a s  t h e

deve lopment  o f  Benchmark ing .  Benchmark ing  g i ves

managers a methodology that can be appl ied to any

measure, f inancial or non-financial. It has a transforming

effect on the mindsets and perspectives. An externally

oriented approach of Benchmarks makes people aware

of improvements that are order of magnitude beyond what

they would have thought possible. In contrast internal

yardstick that measures current performance in relation

to prior period results or current budgets rarely have such

a n  e y e  o p e n i n g  e f f e c t .  T h e s e  i n t e r n a l l y  f o c u s e d

comparisons have disadvantage of breeding competition

in market place. Therefore, organizat ions f i rst have to

devise a su i table per formance measurement system,

which is ‘Balanced’ in its approach and then use it for

Benchmarking to gain a competi t ive advantage in the

market.

Essentials  of  a  Performance Measurement

System are as under:

♦ E m p h a s i s  h a s  t o  b e  o n  m e a s u r e m e n t  o f

performance of business processes crit ical to the

corporate goals. Processes need to be managed

on a basis of measurable data.

♦ Performance measures wil l have a strong customer

orientation.

♦ Measu re s  a re  cong ruen t  w i t h  o rgan i za t i ona l

priorit ies.

♦ Measures wil l  be, broadly along six dimensions

n a m e l y  –  e f f e c t i v e n e s s ,  e f f i c i e n c y ,  q u a l i t y ,

t imeliness, productivity and safety.

♦ Customer Satisfaction Index based on customer

survey be an integral par t of the system.

♦ M e a s u r e s  b e  g e n e r i c  i n  n a t u r e  t o  f a c i l i t a t e

collection of Benchmarking data.

♦ I t is imperative that the performance appraisal and

reward system is al igned with it.

♦ I t  mea su re s  e f f ec t i v ene s s  a nd  e f f i c i ency  o f

business processes.

Review of Literature

Init ial ly, performance measurement research was focused

on measurement problems attr ibuted to traditional cost

accounting system in manufacturing firms adopting world-

c lass  manufactu r ing  techn iques .  Kap lan  (1983)  was

among the first to point out shor tcomings of traditional

Cos t  Account ing  in  today ’ s  dynamic  manufac tu r ing

environment. In 1989, Finch and Cox wrote an ar ticle,

which challenged the assumption that inventory was an

asset and i l lustrated how this assumption misrepresented

plant and business performance. In 1989, Fry and Cox

wrote an ar t ic le on how tradi t iona l  cost  account ing

systems promote local optimization of resources within

a manufacturing facil ity. The authors called for adoption

of global measures that optimize performance of the

entire business. As performance measurement research,

researchers began to explore a relat ionship between

funct iona l  and bus iness un i t  per formance.  In  recent

l iterature, a majority of useful evidence is based on case

studies Bossink et al., 1982.

Different National Quality Awards generally accepted TQM

framework for  establ i sh ing a l ink  between TQM and

business per formance. However, awards guidelines are

not based on empirical evidence. This contributes to a

l ively debate concerning suitabil ity of the awards, which

have persisted since inception. Every individual involved

in the debate has his own distinct perception of the award

framework as appl ied to organizat ions. This range of

viewpoints is inevitable in the absence of a scientif ical ly

establ ished framework.  S ince there is  no conceptual

reference, people v iew the same phenomenon f rom
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radically different perspectives. The literature has focused

on factors, which contribute to success. This is briefly

summarized below:

Lu, et al., discuss the factors that contribute to success

i n  a  T Q M  p r o g r a m m e ,  a n d  i d e n t i f y i m p r o v e m e n t

oppor tunit ies in the approach adopted by Austral ian

organ i sa t ions .  They  a l so  g i ve  some common myths

concerning TQM and its implementation. Factors l ikely to

contribute to success are:

1. Identif ication of the direction of the business is

mission, vision, and policies.

2. Determinat ion of customer expectat ions and

m e a s u r e m e n t  o f  p e r c e p t i o n s  i . e .  m a r k e t

research, surveys, and focus groups.

3. F o r m a l  s t r u c t u r e  t o  c o n t r o l ,  m o n i t o r  a n d

ma in t a i n  imp rovemen t  i n i t i a t i ve s  ( s t ee r i ng

committee, improvement teams).

4. Train the trainer concept (par ticipants wil l train

own staff eventually).

5. Qua l i t y  assurance sys tem ( ISO 9000,  other

standards).

6. Use of external consultants.

Capon et a l .  provide evidence in thei r  research that

measuring and displaying results increases chances of

success in a TQM programme. They take a set of s ix

monitors based on the Baldrige award and recommend

as the most effective measure to use. Their work is carried

out in one of the industries of UK by forming different

teams with checks on the effects of such monitors.

Kasu l ,  e t  a l . ,  ident i f y  cr i t ica l  factors  and suppor t ing

performance measurements of TQM in the manufacturing

environment. Their study was only a review of l iterature

on quality. World class manufacturing management was

performed for the purpose of clarifying the critical factors

and measures that constitute TQM.

Bossink et al. , have repor ted a method for diagnosing

TQM programme based on interview of managers and

employees. From extensive l i terature research a TQM

model was developed. Their  model descr ibed basic

element of TQM, and provided the way in which basic

elements can be made operational in practice. Based on

this model a quality-diagnostic instrument was developed

to establish actual TQM-situation in an organisation. Two

case studies have been used to test the instrument (basic

e l e m e n t  o f  m o d e l  t o t a l i t y ;  l i n e - s t a f f  r e l a t i o n s h i p ;

t e c h n o l o g i c a l  p e r s p e c t i v e ;  c u l t u r a l  i m p l a n t a t i o n ;

management commitment; upstream emphasis; market-

in-approach; and integration).

Grav in  (1987) has ident i f ied e ight  impor tant  qua l i ty

dimensions. These are performance, features, rel iabil ity,

conformance, durabil ity, serviceabil ity, aesthestics, and

perceived quality.

Saraph et al.(1987), have used data collected from 162

g e n e r a l  m a n a g e r s  a n d  q u a l i t y  m a n a g e r s  f r o m  2 0

companies in the Minneapolis/St. Paul area to identify the

crit ical factors for quality management practice.

Black et al. (1994) have developed a firmer understanding

of how TQM can be used in industry for performance

measurement. Their survey was performed on a sample

of managers from UK organizations. Their results provide

new information concerning current quality management

practices in UK industry and through empirical study they

reached ten critical factors of TQM; based on the Baldrige

criteria. The results generated a new model of TQM and a

tool for TQM programme assessment and performance

measurement.

Sinclair and Zair i  (1996) highl ight a case study which

examined the implementat ion of a total qual i ty-based

per formance measurement  sys tem.  The organ isa t ion

selected is responsible for repair and maintenance of

pho tog raph ic ,  pho tocopy ing  and  med ica l  imag ing

equipment.  The analys is  revealed that there is  a gap

between information sought by people and what they

tend to receive. It shows that personal involvement in

p e r f o r m a n c e  m e a s u r e m e n t  i s  v i t a l  f o r  e f f e c t i v e

p e r f o r m a n c e  m e a s u r e m e n t .  T h e  p e r f o r m a n c e

measurement criteria mentioned are: quality, productivity,

f inancial performance, customer satisfaction, employee

factors, and environmental performance.

Lokamy et al. (1995) have carried exploratory research by

examining integrated performance measurement systems

of six manufacturing f irms identif ied as world class by

a c a d e m i c  a n d  p r a c t i t i o n e r  e x p e r t s .  C a s e  s t u d y

methodology was used to collect detai led information

on division and plant strategic objectives, performance
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measurement system, and performance measurement

s y s t e m  l i n k a g e .  T h e  r e s u l t  o f  t h i s  s t u d y  w a s  t h e

development of the principles on the above issues.

The study by Maddu et al. (1986), was an attempt to test

through an empir ica l  study, i f  there is  any s igni f icant

assoc ia t ion between qua l i t y  d imens ions ,  (cus tomer

sat is fact ion, employee sat is fact ion, employee serv ice

quality) and organizational performance. They used middle

managers’ perceptions to make some inferences about

the association between the variables that are compared.

They val idate some of claims that are largely made by

quality exper ts and practitioners regarding the impor tance

of TQM to organisational success. The study provided

some insight into the perception of managers on the

re la t ionsh ip between changes in  qua l i ty  d imens ions

performance items.

Venkata raman et  a l .  (1996)  focussed the i r  s tudy to

different approaches to the measurement of business

performance in strategy research and to highl ight the

b e n e f i t s  a n d  l i m i t a t i o n s  o f  e a c h  a p p r o a c h .  T h e y

complement recent discussions on the operationalization

o f  k e y  s t r a t e g i c  m a n a g e m e n t  c o n c e p t s  s u c h  a s ,

organisat ional  st rategy; bus iness- level  st rategies;  and

organisational slackness. In addition, specific data analytic

issues and their implications for operationlizing business

performance in future strategy research were highlighted.

The study prov ided a two-dimens iona l  c lass i f icat ion

scheme h igh l i gh t i ng  ten  d i f fe ren t  approaches  to  a

measu remen t  o f  bus i nes s  pe r fo rmance  i n  s t r a tegy

research.

The following is a summary of l iterature of Case Study

f i n d i n g s  a n d  P e r f o r m a n c e  M e a s u r e m e n t  i n  T Q M

perspective.

Table 1: Authors and Research Findings

Sl .No.   Author (year)                                                           Findings

1. Gar vin, A .D. (1987) Lists dimensions that improve qual i ty performance, features i .e.

rel iabi l i ty, conformance, durabi l i ty, serviceabi l i ty, aesthetics, and

perceived qual i ty.

2. Saraph et al .  (1987) Lists eight cr i t ical factors based on l i terature that may be used for

implementat ion improvement programmes of their organisat ion.

3. Sink (1991) Lists seven cr iter ia measuring performance of an organisat ion and

provides way as how to implement TQM.

4. Janz et al . ,  (1993) I l lustrates team approach as the basic bui lding blocks of a TQM

organsiat ion.

5. Kolay M.K. (1993) Total per formance of an organisat ion is ref lected not by the returns

alone but also by its impact on the consumers, the nat ional economy

and the society at large in relat ion to i ts investment base.

6. Bossink, et al . ,  (1993) Indicat ing a diagnostic study of TQM programme.

7. Lu, E. et al . ,  (1993) Provides a review of progress to data of TQM in Austral ian organisat ions.

8. Spencer, B.A . (1994) Examines role and impact of TQM culture model in an organizat ion.

9. Black et al . ,  (1994) Lists 10 cr i t ical factors. Their study provides the init ia l  stages for fur ther

invest igat ion of CSFs research.

10. Schlnerg. MV (1994) Necessity for performance measurement as an instrument for qual i ty

management.

11. Kasul, R .A . et al . L ists factors that suppor t per formance measurement of TQM in

(1995) manufacturing environment.

12. Sinclair,  D; et al . , Shows how personal involvement in performance measurement, is vita l

(1996) for effective performance measurement system, identi fy ing the gaps of

measurement system.
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Objective of the Study

The objective of the study was to measure impact of total

qua l i t y  managemen t  on  co rpo ra te  pe r fo rmance  i n

selected IT companies; with reference to Leadership,

Strategic Planning, Customer and Market Focus, Human

Resource Focus, Supplier Focus, Process Management and

Information Management.

The researcher has adopted Case Study Method for the

present Study.

Research Methodology

A Comprehensive questionnaire was designed to survey

TQM pract ices being fol lowed in selected IT re lated

organizations. The survey questionnaire was based on

Malcolm Baldrige National Quality Award Model. It focuses

on a Business Excel lence Model compris ing of twelve

key variables including seven TQM Enablers  and five TQM

Results .

TQM Enablers

1. Leadership

2. Strategic Planning

3. Customer  and Market Focus

4. Human Resource Focus

5. Supplier Focus

6. Process Management

7. Information management

Results

1. Human Resource Satisfaction

2. Customer Satisfaction

3. Supplier Satisfaction

4. Impact on Society

5. Organization Specific Results

A l l  t w e l v e  v a r i a b l e s  w e r e  f u r t h e r  c l a s s i f i e d  i n t o

subcategories and respondents were asked to evaluate

each factor on f ive point Liker t scale as per practices

followed in their respective companies. For the purpose

of sur vey five point Liker t scale was defined as shown

below.

Table 2: Relationship of Scores with Organizational Quality Maturity

 5 – Point            Achievement        Characteristics     Grade         Description

  (Likert)

     Scale

5 Excel lent World Class A              Excel lent  Approaches.

(80% & above) Qual i ty                  Fu l l  Deployment.

Performance                  Cont inuous Improvement.

                 Susta ined Resul ts

4 Ver y Good Super ior Qual i ty B               Good Systemat ic and

(60% to< 80%) Performance                  Ef fect ive approaches

                 deployed.

                 Resul ts Good to Excel lent

                 in most key areas.

                 Cont inuous Improvement

                 in place.

                 Posi t ive Improvement Trends.
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3 Good  Strong Qual i ty C Strong Systemat ic &

(50% to <60%)  Implementat ion Effect ive approach to Qual i ty .

Good Resul ts & improvement

Trends in most key areas.

No major gaps in deployment.

2 Average Qual i ty Awareness D Awareness Ex i ts .

(Less than 50%) Need to begin to formal ize

qual i ty ef for t .

No systemat ic approaches.

Resul ts are week & poor.

1 Fair Tradit ional  F ind & F ix E Main emphasis is  on quar ter ly

prof i t  Maximizat ion, Cost

Control  & Cost Reduct ion.

Case study methodology was used to collect detailed

in fo rma t ion  th rough  a  ques t ionna i re ,  pe r sona l  and

telephonic interviews.  Company l iterature and websites

of the respective companies were also used extensively.

D a t a  c o l l e c t e d  r e l a t e d  t o  C o m p a n y  p r o f i l e ,  T Q M

implementation, TQM analysis to reveal performance of

the company through TQM enablers and results. Two case

s t u d i e s  a r e  p r e s e n t e d  t o  h i g h l i g h t  p e r f o r m a n c e

measurement of TQM variables.

Case Study I: Tata Infotech

Analysis of TQM Variables:

A review of responses and analysis of TQM variables as

per score card placed at  appendix 1 indicated the

following scores:

The foregoing scores envisage the following observations

relating to TQM variables under study relating to corporate

performance.

Table 3: Tata Infotech - Analysis of TQM Variables

Sl. No. Variable Numeric Score %

     1 Leadership 65/70 92.85

     2 Strategic P lanning 31/35 88.57

     3 Customer and market Focus 48/55 87.27

     4 Customer Sat is fact ion 40/50 80.0

     5 Suppl ier Focus 9/10 90.0

     6 Suppl ier  Sat is fact ion 9/10 90.0

     7 Human Resource Focus 50/60 83.33

     8 Human Resource Sat is fact ion 65/80 81.25

     9 Process Management 30/35 85.71

   10 Informat ion Management 40/45 88.88

   11 Impact on Society 20/25 80.0

   12 Organizat ion Speci f ic Resul ts 22/25 88.0

Overal l  Average Score 429/500 85.80

GRADE ‘A’



SCMS Journal of Indian Management ,  January - March,  2009.                                                                                                       44

A Quarterly Journal                                                                                                                                                Published by SCMS-COCHIN

Leadership

Leadership variable having a score of 92.85 percent is

indicative of a visionary, highly committed and dedicated

Leadership. There is top management’s personal and visible

involvement in al l  aspects of qual ity management. The

Leadership has successfully managed change process.

Strategic Planning

The company has a score of 88.5 percent for strategic

planning. To remain competitive company sets measurable

goals emerging from strategic planning that serve to al ign

the work of every one in the organization. The strategic

planning incorporates the needs of the customers after a

thorough understanding of their needs. The profi le of the

company ’s st rengths,  weaknesses,  oppor tuni t ies and

threats form the basis of strategies. Effor ts are made to

integrate qual i ty i .e.  qual i ty planning, qual i ty control ,

qua l i t y  improvemen t  w i t h  bus i nes s  s t r a teg ie s .  The

organ izat iona l  s t ra teg ies  a re ta rgeted for  quant i f ied

measurable improvement in quality cycle, response time

and waste reduction.

Information Management

Effective Information management has improved quality

of decision making. The success of the company is based

on decisions taken based on facts and figures and not

on the basis of intuit ion and gut feelings. The power of

Information Technology is fully used to coordinate various

act iv i t ies and infor mat ion access across depar tments

through shared databases information transformation takes

place rapidly and across large distances. Decisions based

on shared information are very impor tant for effectiveness

of any organization. Company periodically evaluates and

improves i ts  processes with the help of  In format ion

technology to fur ther improve overall per formance and

organ iza t ion  g i ves  p r io r i t y  to  qua l i t y  improvement

decis ions vis-à-vis f inancial performance. The average

score of 40/45 (88.88 percent) shows that the above

performance is due to an excellent leverage of IT for the

overall management of the organization.

Customer and Market Focus

Appropriate customer and supplier par tnerships are to

be promoted on the basis of added value and joint

strategies. Organization regular ly determines customer

requirements and expectations using customer l istening

technology l ike QFD etc.  Information on customer loss /

g a i n  and  p roduc t  pe r fo rmance  to  deve lop  f u t u re

strategies. To cement strong relationship with customers,

commitments l ike guarantee / warranty are made simple

and effectively communicated and are regularly evaluated

to improve service performance and to match customer

expectat ions. Average score of 87.27 percent clear ly

establ ishes an excel lent customer focus and resultant

customer satisfaction.

Supplier Focus

For success of TQM, the company gives great impor tance

to suppliers and treats them as business par tners. With

the company, the process of improvement of supplier

rating system, supplier training and development form an

on going act iv i ty .  I t  has emphasized QS-9000. Major

suppliers work jointly in teams on issues l ike new product

development, resource saving and energy conservation.

The company shares with them resources and systems

like financial  and accounting system, information system,

production planning system, quality system  and technical

exper tise. An average score of 9/10 i.e. 90 percent is

indicative of the achievements of the company in sharing

resources for  mutua l  benef i t  and improv ing qua l i ty ,

lowering cost and delivery.

Process Management

The company firmly believes that TQM success depends

upon effective implementation of process management.

This includes, project activity, corrective and preventive

action, cost of qual ity, suppliers audit ing, competit ive

bench marking and measured customer satisfaction and

dissatisfaction. An effective use of PDCA circle helps in

continuous improvement. An overall average score of 30/

35 (85.71 percent) corroborates increasing awareness

o f  a  need fo r  p rocess  management .  The  company

continuously val idates i ts product design considering

customer ’s implied and future needs.

Human Resources

The success of TQM depends upon ful l use of potential

o f  a l l  emp loyees .  I n  t he  Su r vey ,  fou r  a rea s  o f  HR

s a t i s f a c t i o n  w e r e  f o c u s e d  i . e .  H u m a n  R e s o u r c e
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Sat isfact ion monitor ing, team work, value system and

individual relationships. A high score of more than 80

percent vindicate company ’s high per formance in the

above areas. HR satisfaction is continuously monitored

and cor rect ive  act ions  taken when necessary .  TQM

approaches have successfully organized teamwork and

engrained core values into the hear t of the organization

and have helped employees to have superior individual

relat ionships.

Impact on Society

A score of  80 percent  shows that  organ izat ion has

balanced societal responsibil it ies with the demands of

shareholders. An effective implementation of TQM has

involved al l  employees who value and promote their

organizational culture within the community. Company has

established prevention–based systems for environmental

management, considers qual i ty of l i fe whi le deciding

employees’ service conditions. The Company effectively

conserves energy and global resources/raw materials.

Organization Specific Results

A balanced view is taken by the company in respect of

o rgan i z a t i on  spec i f i c  r e su l t s  to  unde r s t and  i f  t he

organization is becoming good or merely looking good.

An  a s se s smen t  aga i n s t  t h i s  c r i t e r i on  con f i rms  t he

organizations TQM approaches have successfully imbibed

the core values into the mainstream of enterprise. A score

of 88 percent presents a balanced interest of al l stake-

holders is being watched fully and results are encouraging.

Conclusion

Tata Infotech is a global systems integrator. The company

develops and commercializes products in pioneering XML

Technology. Its manufacturing division offers Customers

Value-added services (EMS) and hardware embedded

design ser vices. Tata Infotech impar ts concept-based

Computer  Educat ion to compan ies ,  ins t i tu t ions  and

students. It has developed products in the areas of CRM

( C u s t o m e r  R e l a t i o n s  M a n a g e m e n t ) ,  d o c u m e n t

engineering, business excellence, f inance and banking,

in te ract i ve  vo ice response and messag ing e tc .  Ta ta

Infotech was conferred several distinguished awards, in

expor t performance, supplier excellence, Networking, as

technology pioneer, quality in manufacturing and national

award by Computer Society of India etc.

The company has emerged as most respected corporate

group of India. Tata group continues to be the first movers

in emerging business and technology, which meaningfully

impact on India’s march into the global economy. Tata

Infotech is  a member of Tata Counci l  for  Community

Initiatives and suppor ts Tata group’s united effor t directed

towards community development programs. Information

Technology is Tata Infotech’s core competence. It takes

up projects in IT education and impar ts voluntarily training

to teachers who in turn transfer knowledge to students.

Company has donated Personal Computers and other

i n f r a s t r u c t u r e  t o  s u p p o r t  t h e  c a u s e  o f  c o m p u t e r

education.

An analysis of TQM Variables has indicated that it has an

overall average score of 81.18 percent. This shows that

there are excel lent  TQM approaches.  There i s  a  fu l l

deployment. A continuous improvement is a par t of the

system and there are sustained results. TATA Infotech has

evolved into a company where TQM philosophy is a way

life. A World Class Quality Per formance is achieved.

It may be noted that TATA INFOTECH Ltd. has merged

with TATA Consultancy Services Ltd.,  on July 19, 2005.

Case Study II: DCM Technologies

Analysis of TQM Variables

An analysis of TQM variables as per score card placed at

appendix 2 indicated the fol lowing scores to monitor

performance measurement.

Table 4: DCM Technologies - Analysis of TQM Variables

Sl.No.         Variables                                      Numeric Score     %

    1.         Leadership    56/70     80
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2. Strategic P lanning 30/35 85.71

3. Customer Focus 51/55 92.72

4. Customer Sat is fact ion 42/50 84

5. Suppl ier Focus 8/10 80

6. Suppl ier  Sat is fact ion 8/10 80

7. Human Resource Focus 49/60 91.66

8. Human Resource Sat is fact ion 71/80 88.75

9. Process Management 30/35 85.71

10. Informat ion Management 38/45 84.44

11. Impact On Society 23/25 92

12. Organizat ion Speci f ic Resul ts 24/25 96

Overal l  Average Score 430/500 86

GRADE ‘A’

A detailed review of scores and responses under various

TQM variables revealed the following notable features:

Leadership

To p  m a n a g e m e n t  l e a d e r s h i p  i s  h a v i n g  p e r s o n a l

involvement in quality management. It is always active in

providing and receiving training. It encourages core team

to set high performance goals and provides appropriate

resources. It is suppor tive; it pays due attention to the

needs of the people and it welcomes suggestions by

employees. It encourages incremental effor ts.

Strategic Planning

S t r a t eg i e s  a r e  t a r ge ted  fo r  quan t i f i ed  measu r ab l e

improvement in quality, cycle/response time and waste

reduction. Commitment of resources for new facil it ies,

p r o c e s s e s ,  i m p r o v e m e n t s  a n d  t r a i n i n g  i s  d o n e

considering long term objectives.

Customer Knowledge

Organization regularly evaluates and improves upon its

processes based on changing customer expectations. It

determines specific product features and relative importance

using customer listening techniques like QFD etc.

Customer Satisfaction

Company has an effective system to reward and motivate

customer-contact employees. It regularly evaluates and

uses  cus tomer  feed back  to  improve  per fo rmance

standards. Customer satisfaction level is compared with

key competitors by using independent survey and in-

house scientif ic studies.

Supplier Focus

Organization constantly tr ies to develop capabil it ies of

its supplier. Company shares with its suppliers, f inancial

resources and accounting system.

Human Resource Focus

Company makes ef for ts  to in tegrate employee’s  job

performance with key quality improvement targets and

business results. Employee motivation level is high and

consistently high performance is effectively rewarded.

Human Resource Satisfaction

Employees believe in superior quality and superior service,

and they understand that each and every job is essential

and every individual makes a difference. Company has

cordial and good Industrial Relations.

Product Management

Company ’s product designs consider customers implied

a n d  f u t u r e  n e e d s .  They  e f f e c t i v e l y  u s e  a l t e r n a t e

technology, process research and testing for business

process improvement.
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Information Technology

I n format ion Management  sys tem i s  eas i l y  access ib le

th roughout  the organ iza t ion .  I T  and communica t ion

technology are used to spread information and to reduce

time lag. IT has transformed unstructured processes into

routine transactions through shared date bases.

Impact on Society

Company effectively promotes ethical conduct in al l its

activit ies.

Organization Specific Results

TQM implementat ion has s ignif icant ly helped improve

bottom-line year-after-year and has signif icantly reduced

product cost and improved product quality.

Conclusion

DCM Technologies value proposition is to integrate human

resources, development process and exper tise in diverse

technologies to prov ide solut ions and serv ices with

speci f ic  emphas is  on “ t ime to market”  and “cost  to

market.”

In order to serve customers better, Company is constantly

e v o l v i n g  n e w e r  a n d  b e t t e r  s o l u t i o n s .  T h e y  h a v e

developed IP blocks in select technologies that can be

used to deploy customized solutions. Company clients

include several For tune 500 OEMs.

The Company has developed strategic relationships with

various technology providers and is member of several

bleeding edge technology SIGs, which enables delivery

of  end-to-end so lut ions encompass ing arch i tecture ,

des ign and suppor t  act iv i t ies  in  ASIC,  W i re less  and

Embedded markets.

Ever since its inception, the company has striven hard to

continuously improve the quality of products and services,

with a constant emphasis on delighting customers. The

quality management system is a passion in the company.

This has led the company from ISO 9000 cer tif ication in

1994  fo r  i t s  ha rdwa re  and  so f twa re  deve lopmen t

processes to straight SEI-CMM Level f ive cer tif ication in

the year 2000. The company feels honoured to be in an

elite group of few companies world-over.

At  DCM Technology,  Qua l i t y  improvement  and cost

reduction are perennial objectives that suppor t business

miss ions. Rapid advances in technology and product

d e v e l o p m e n t  h a v e  b e e n  c o n s t a n t l y  t h r e a t e n i n g

obso le scence  o f  con tempora r y  manu f ac tu re s  and

weakening of  the bus iness .  In  such an env i ronment ,

management has to sustain their strength and effectively

compete in the race for leadership.

The product and system design is first made defect-proof

from the production and operabil ity angles. TQM makes

rapid str ides to aver t crises in inspection and testing,

quality control and assurance in production management.

The bulk of the effor t is transformed into verif ication and

conf idence bui lding demonstrat ion exercises.  Design

rev iew,  a  spec ia l ized e f for t  in  upst ream cont ro l ,  i s

applied. The basic aim is to make the design defect-free

and economical.

Technology advancement and optimization exercise has

been receiving global attention in recent years. R and D,

engineering, quality and marketing specialists are the prime

par t icipants in the exercise. Top management at DCM

Technologies is aware that investment in this area pays

rich dividends. Design and analysis of experiments is a

valuable tool that does not call for much investment and

has yielded posit ive results.

TQM Variables analysis brought to l ight that the company

has excellent approaches. Customer Focus and Human

Resource Focus  have y ie lded exce l lent  resu l t s .  Top

Management Leadership displays personal involvement in

quality management and is highly suppor tive. Resources

are ful ly deployed. Continuous Improvement is a way of

company l i fe .  There a re  sus ta ined resu l t s .  TQM has

emerged as a company phi losophy. The company is

p l a c e d  i n  G r a d e  ‘A’  i n d i c a t i n g  e x c e l l e n t  q u a l i t y

performance.
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I n  t h e  p a s t ,  o f t e n  c u s t o m e r s  h a d  t h e  i d e a  t h a t  p r i v a t e  l a b e l s  o r  s t o r e  b r a n d s

w e r e  i n f e r i o r  a l t e r n a t i v e s  t o  n a t i o n a l  b r a n d s .  T h e  s t o r e  b r a n d s  e n j o y e d  v e r y

l i t t l e  t r u s t  a m o n g  t h e  c u s t o m e r s .  H o w e v e r,  a s  f a l l o u t  o f  i n n o v a t i v e  m a r k e t i n g ,

b r a n d i n g  a n d  p a c k a g i n g  t a c t i c s  a d o p t e d  b y  s o m e  o f  t h e  w o r l d ' s  l e a d i n g  r e t a i l e r s ,

t h e  v e r y  i d e a  a b o u t  s t o r e  b r a n d s  h a s  u n d e r g o n e  a  p a r a d i g m  s h i f t .  N o w - a - d a y s ,

r e t a i l e r s  a r e  i n c r e a s i n g l y  u s i n g  s t o r e  b r a n d s  a s  a  p o t e n t  t o o l  t o  c r e a t e

d i f f e r e n t i a t i o n  a n d  s t r o n g  c u s t o m e r  l o y a l t y .  P r i v a t e  l a b e l s  a r e  n o t  j u s t  s e e k i n g

g r e a t e r  m a r k e t  p e n e t r a t i o n  a b r o a d  b u t  a l s o  i n  I n d i a .  T h e r e  a r e  v a r i o u s  a p p a r e l

a n d  g r o c e r y  b r a n d s  t h a t  h a v e  b e e n  i n t r o d u c e d  b y  l e a d i n g  r e t a i l e r  l i k e  P a n t a l o o n s ,

S p e n c e r ' s  a n d  F o o d  B a z a a r  i n  I n d i a  t h a t  a r e  a p p e a l i n g  t o  r e g i o n a l  p a l e t t e s  a n d

a r e  f i n d i n g  g r e a t e r  c u s t o m e r  a c c e p t a n c e .

tore brands, also called private labels, are products

that are developed by a reta i ler and are avai lable

for   sa le only through that  reta i ler.  The brand

names of such products are owned by the retailer. It has

been general ly observed that store brands are priced

20 percent - 30 percent lower than

the national brands. Moreover, if

properly created, private labels can

contribute handsomely to the sales

revenues of a store. In the US,

pr ivate labels contr ibute to 15

percent of sales; while in Canada

and Europe, private labels account

for 25 percent to 50 percent of

sales revenues. The figures clearly

indicate the kind of potential that

p r i va te  l abe l s  have  as  f a r  a s

enhancing the financial prospects

of a store is concerned.

Store brands have been found to serve the following roles

for retai lers:

1. Differentiation – that reduces Price Competit ion

2. Customer Loyalty

3. Higher Margins

4. Consumer Value

There are cer ta in key steps of

developing a store brand:

•  Benchmark, the Brand Leader

• Look-a-l ikes

• Category Segmentation

• Space Allocation

• Selective Listing of Brand Leader

    SKU’s

Store brands offer cer tain definite

advantages. Firstly, through store

brands, a retailer assumes greater
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control  over the development process of a product

which al lows him to gain more control over his business.

Private label strategy is an effective option for a retai ler in

case he wants to market high quality products. There are

no competitors in the market for any store brand which

motivates sales people to sell the product to customers.

There are signif icant cost savings to be considered for

store brands vis-à-vis national brands. Globally, private

labels offer the following categories and extent of cost

advantages:

Suppliers Cost Saving : 10.6 percent

Lower Supplier Margin : 18.8 percent

Retai lers Purchase Saving : 29.4 percent

Lower Retai l Price                 : 19.3 percent

Higher Retai l Margin              : 10.1 percent

Store Brands:  The Prerequisites

There are various key ingredients that go into the making of

private labels or store brands (Exhibit-I). They can be mainly

classified into types – rational and emotional. Apar t from

conforming to the 4Ps of marketing viz. product, price, place

and promotion, any successful  store brand needs to

possess brand values and distinct positioning. All the above

mentioned elements constitute the rational ingredients of

store brand building. The key element constituting emotional

ingredient is communication. A store needs to communicate

to customers both within and outside the store. Media plays

an impor tant role as far as communicating with customers

outside retail stores is concerned. Visual merchandising

plays the def in ing role as far  as communicat ing with

customers within the store and creating a favourable appeal

for a store brand is concerned.

Exhibit-I:  The Ingredients of a Store Brand

Source: ht tp:/ /www.presston.com/contenidos/prensa/anceco/Jos%20de%20Vr ies.pdf

There are cer tain crit ical elements that need to be taken

into consideration by retai lers, both before as well as

during the introduction of private labels. The f irst and

foremost requirement for a private label to be successful

is that it needs to launch after adopting suitable targeting

strategy. Generally, it has been observed that retail stores

target the middle income and the high income group with

their own brands as because these segments visit retai l
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stores frequently. In other words, the ‘consuming class’

and the ‘cl imbing class’ are two consumer segments that

offer lucrative oppor tunit ies to retai lers as far as store

brands are concerned.

Before a store brand is introduced, a retai ler needs to

identify the relevant needs and wants of customers. The

needs and wants can be identif ied either by conducting

a survey on the target customers or the information can

be obtained through a few key customers. The demand

gaps have to be identified and products need to be  designed

accordingly by retai lers in order to successful ly tap the

demand gaps.

Be s ides  t he  qua l i t y  a spec t  ano the r  key  f ac to r  t h a t

n e e d s  t o  b e  c o n s i d e r e d  b y  a n y  r e t a i l e r  b e f o r e

i n t roduc i ng  i t s  p r i v a t e  l abe l  i s  t he  p r i c i ng  s t r a t egy .

Un t i l  a nd  un l e s s  a  s to re  b r and  i s  l a unched  to  f i l l  a

s i g n i f i c an t  demand  gap  o f  cu s tome r s ,  a  p rem i um

p r i c i ng  s t r a t egy  i s  no t  f o l l owed  by  r e t a i l e r s .  T he

ex ten t s  to  wh ich  re t a i l e r s  reduce  the  p r i ces  o f  t he i r

p r i v a t e  l abe l s  depend  upon  t he  p roduc t  c a tego r y

i n  wh i ch  a  pa r t i cu l a r  b r and  i s  l a unched .  Gene r a l l y ,

s to re  b r ands  a r e  p r i ced  a  t h i rd  l owe r  t h an  na t i ona l

b rands .  However,  emerg ing  ma r ke t s  have  the  l a rges t

d i f f e r en t i a l  i n  t h i s  con tex t  ( E xh ib i t - I I ) .

Exhibit-II:  The Pricing of Store Brands

Sou rce :  h t tp : / / a t . n i e l sen .com/pubs /documen t s / P r i v a te L abe l_RMS .pd f

Among the product categories, Personal Care products

a re  pr iced the  lowest  compared to  other  product

c a t e g o r i e s  v i s - à - v i s  n a t i o n a l  b r a n d s  ( E x h i b i t - I I I ) .

Re f r i ge ra ted foods  have been found to  re f lec t  the

smal lest  differential in this regard.

There needs to be a well-thought posit ioning strategy

before a pr ivate label  i s  in t roduced by any reta i le r.

General ly, retai lers across the globe follow two kinds of

strategy while positioning their store brands. One of them

is the differentiation strategy where retailer launches quality

brands that differentiate them form national brands. Sam’s

Choice from Wal-Mar t is one example which can be cited

in this context. But then more than 50 percent of private

label introductions are based on imitation strategy where

retai lers introduce a me-too product in comparison to a

well recognized national brand.

Packaging is another aspect which retailers need to focus

on. Since store brands are not adver tised in the mass

media, packaging of products should be such that when

customers browse through the merchandise in a store,
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Sou rce :  h t tp : / / a t . n i e l sen .com/pubs /documen t s / P r i v a te L abe l_RMS .pd f

Exhibit-III:  Product Categories and their Respective Pricing

they should be attracted to private labels due to their

packaging and design. The packaging should be in tune

with the tastes and temperaments of  the two major

consumer segments frequenting the retai l stores.

The sales people on the shop f loor needs adequate

product training when it comes to store brands since

they are the people who wi l l  be handl ing customer

queries regarding store brands. Customers generally wil l

have no idea about the functions of a brand unti l and

unless they visit a store and the sales people should be

so trained that they can actual ly act as substitutes for

mass-media adver tising.

During the introduction of store brands, promotion plays

a major role. Strategies l ike adver tising, personal sell ing;

sales promotions and publicity play a signif icant role in

introducing a store brand to its customers. Adver tising

on signages, handbil ls, posters within the store can be

some effective means to make the consumer aware about

the arrival of some latest store brand. Customer feedback

enables a  reta i le r  to unders tand the impl icat ions of

launching a store brand. Such an exercise allows a retailer

to make tangible changes to the store brand if required in

order to improve the quality of the brand.

Store Brands: The Global Scenario

I n  r e c e n t  t i m e s ,  s a l e s  o f  s t o r e  b r a n d s  o u t p a c e d

manufacturer brands in two-thirds of the countries across

the globe. Sales of private labels increased by five percent

overall in these countries while manufacturer brands grew

by just two percent. Europe has been found to occupy

the ‘numero uno’ posit ion as far as value share of private

labels is concerned while emerging markets witnessed

the fastest growth in value of store brands (Exhibit-IV).

T h e  g r o w i n g  p r e s e n c e  o f  d i s c o u n t  c h a i n s  a n d

supermarkets across the globe has been the reasons for

the s igni f icant growth of pr ivate labels.  Store brands
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Exhibit-IV:   Private Label Value Share and Value Growth

Exhibit-V:  Discount Retailers and their Percent Sales in Store Brands

S o u r c e :  h t t p : / / P r i v a t e L a b e l / D i c k B e l l / O x f o r d / 2 0 0 5 . p d f

account for almost 95 percent of sales of Aldi, the German

discount retai ler. One major reason behind Europe being

the leader as far as private label retai l ing is concerned is

the presence of a large number of discount retai lers in

countries l ike Germany, France and the UK (Exhibit-V).

Among the product categories, refrigerated food is the

most saleable category followed by paper, plastic and

wraps. As far as baby food is concerned, consumers

prefer to go with private brands the least. However, as far

as growth of private labels category wise is concerned,

cosmetics have been found to witness the fastest growth

(Exhibit-VI).

In various European countries and in the US, all consumers

were found to purchase store brands. In other words,

100 percent household penetration was repor ted in these

countries (Exhibit-VII).

Source :  h t tp : / / a t . n ie l sen .com/pubs /documents / P r i va teLabe l_RMS .pdf
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Source: http://at.nielsen.com/pubs/documents/Pr ivateLabel_RMS.pdf

Exhibit-VI:  Private Label Share and Growth Rate for Product Categories

Exhibit-VII:   The Penetration of Private Labels

Source :  h t tp : / / a t . n ie l sen .com/pubs /documents / P r i va teLabe l_RMS .pdf
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Exhibit-VIII:  Private Label Buying: Based on Income

 S o u r c e :  h t t p : / / a t . n i e l s e n . c o m / p u b s / d o c u m e n t s / P r i v a t e L a b e l _ R M S . p d f

Exhibit-IX: Private Label Buying: Based on Family Size

Source:  h t tp : / /a t .n ie l sen .com/pubs/documents /P r i va teLabe l_RMS.pdf
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I t  was  f u r t he r  obse r ved  g loba l l y  t ha t  l ow i ncome

customers were found to go for private labels in a bigger

way compared to customers belonging to the premium

strata (Exhibit-VIII). It was also noted that buyers with large

famil ies were purchasing store brands more compared

to nuclear famil ies (Exhibit-IX).

Store Brands in the Indian Context

In India, store brands presently contribute to a turnover

of INR 700 crores. There are various retai l entit ies that

have launched their private labels in the recent past and

most of them have been either from the food or from the

apparel industry. However in India, people’s awareness

level regarding store brands is pretty low and hence when

it comes to acceptance, they shy away from store brands

and want to stick with the tried and tasted national brands.

The requirement thus for the organized retai lers is to

educate the customers and under their buying behaviour

properly in order to make inroads into their perceptual

territory.

Although organized retai l ing in India is present ly at a

nascent stage, it is set to take off in a big way by the year

2010. Presently, it accounts for three to four percent of

the retai l market in India (US$ 350 bil l ion). India has been

rated the fifth most attractive emerging retai l destination

and the number of organized retai l  outlets in India is

around 12 mil l ion and this has largely been due to the

corporat izat ion of  the Indian reta i l  t rade.  Corporate

houses like RPG, Future Group, Bhar ti Group, Raheja Group

and Tata Group are executing ambitious plans to tap the

growing potential of the organized retail market. They are

not just expanding their retai l  operations but are also

act ive ly  toy ing wi th  va r ious  innovat ive pr iva te  labe l

strategies.

However, private labels have a long way to go before

they  en te r  the  ac t i ve  consumpt ion  r ada r  o f  I nd ian

customers. As Nirmalya Kumar (Kumar), Director of the

Aditya Bir la India Centre at the London Business School

puts it, “…organized retai l ing in India is sti l l  at a nascent

stage and private labels occupy less than five percent of

the total Indian market.” Echoing simi lar opinion, Jan-

Benedict Steenkamp, Professor of marketing at University

of Nor th Carolina observed, “The highly fragmented nature

of the Indian retail market has limited the growth of private

labels in India.” Private labels or store brands offer cer tain

definite advantages to retai lers but then there are cer tain

crit ical prerequisites for the creation and sustainabil ity of

store brands. The organized retai lers need to adhere to

the prerequisites and must also be aware of the possible

chal lenges for the pr ivate labels in India.  I f  proper ly

nur tured, store brands can prove to be an effective tool

in  generat ing s ign i f icant  revenues for  any organ ized

retailer.

In Indian context, it has been observed that when it comes

to local tastes (in food products), people prefer private

labels  or  s tore brands as because they are not  jus t

reasonably priced but also cater more to local palettes.

Food Bazaar did something similar with its Tasty Treat l ine

of food products that included pickles, ketchup and jams.

The move contributed to 5-10 percent of its overall sales.

Speak ing on the a reas  where s tore brands have an

advantage over national brands, Arvind Chaudhury, CEO

of Food Bazaar observed, “When it comes to local tastes

and preferences, private label brands have an advantage

over national brands. For example, the mustard kasundi

(sauce), which is very popular in east India, is not sold

by any nat ional  manufacturer,  but only through smal l

regional players. We introduced our private label brand

Tasty Treat Kasundi to customers looking for a qual i ty

offering which cannot be met by small regional players.”

Indian retai lers in the organized sector have been found

to offer qual i ty products at  compet i t ive pr ices.  Food

Bazaar was found to launch a premium heal th sa l t  and

pr iced i t  l i ke an ordinary sa l t .  Food Bazaar fol lowed

dif ferent iat ion st rategy and tasted success with i t  as i t

was found to enjoy 40-45 percent market share in i ts

categor y among a l l  the Food Bazaar out lets .  However,

exper ts  wi th in  the indus t r y  have d i f fe rent  op in ions

regarding pr ivate labels .  Whi le some feel  that pr ivate

labels in India have lots of chal lenges to counter and

hence lot  of  caut ion needs to be exerc ised by the

ent i t ies of the organized reta i l  sector when i t  comes to

developing and int roducing pr ivate labels ,  there are

others who are quite opt imist ic about the emergence

of store brands.
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I t has been widely felt that private labels as of now wil l

y i e ld  r e tu rn s  on l y  i f  t hey  a re  i n t roduced  i n  n i che

demographics. Moreover, the retailers should be cautious

that such introductions are not made in highly branded

spaces or in high-involvement product categories. In this

context, Samar Singh Sheikhwat, Vice-president marketing

at Spencers Retail said, “We are developing private labels

in unbranded spaces, which are currently dominated by

the unorganized market. Spencers Retai l has a chain of

320 supermarkets across the country, and houses 25

pr ivate labels,  which contr ibutes to a quar ter of the

turnover.” He added, “Cur rently we are staying out of high

involvement and h igh technology products as these

require a high level of trust, and it wil l take a while before

consumers accept [our] brands in these categories.”

Al though reta i le rs  l i ke Food Bazaar  have in t roduced

products l ike Mustard Kasundi after suitably identifying a

demand gap, it wil l be too early to forecast the consumer

behaviour if and when such products are launched as

extensions to brands like Maggi and Kissan. After all, these

have been household brands for decades and consumers

have developed a deep trust in such brands. How wil l

store brands compete to sustain in such a scenario is a

crit ical issue to consider?

Many exper ts feel that Indian consumers need to be

educated so that they accept the logic behind the making

of store brands. Today, most private labels are introduced

in food categories l ike grains, peas, beans and lenti ls

which are normal ly bought f rom local markets in less

hyg i en i c  pack i ng  fo rma t s .  The  va l ue  add i t i on  t ha t

organized reta i lers are impar t ing to such products is

hygiene which needs to be highlighted. Retai ler l ike Food

Bazaar has been observed to go a step fur ther in educating

customers and winning their trust as far as their private

labels are concerned. Arvind Chaudhury of Food Bazaar

observed, “Many Indians believe in the age old tradition

of ‘chakki atta’ (making and using freshly ground wheat

flour). Hence, in most of our stores we have a person

grinding wheat in front of our customers to educate the

shopper that the branded atta (wheat f lour) we sell is

also freshly ground, and packaged to retai l its aroma.”

With the increasing number of organized retai l  outlets

across the country and the increase in the disposable

income among the Indian middle-class, private labels do

have a very promising future. The rising power of the youth

in the country and their tendency to experiment with new

products and services is another favourable trend for

private labels. But then, for the private labels to thrive in

Ind ia ,  the Ind ian organ ized re ta i l  indust ry  needs to

undergo a signif icant makeover. As Nirmalya Kumar puts

it, “A key factor in the growth of private label brands in

India will be retail consolidation. Developing a private label

brand has huge fixed costs and to be able to absorb

these costs, Indian retai l chains wil l need to scale up.”

Store Brands: Future Trends

Over the years, store brands have been found to offer

customers not just cheaper alternatives but also quality

products. Quality products at competitive prices are what

have made customers to adopt private labels globally and

in India. A trend that has been widely observed is that

while some product categories have fared well as private

labels, there are many categories that have not been able

to make significant penetration. Perhaps people’s reliance

on a  s to re  brand i s  more  fo r  i n  cases  where  low-

involvement purchases are involved. Where a product is

cr i t ical  to human wel l-being, customers rely more on

national brands. A case in point is Baby Foods category.

There are many challenges facing organized retai lers as

far as store brands are concerned. One of the foremost

chal lenges facing the pr ivate labels is that organized

retail ing in India is yet to develop in a big way. Majority of

customers across the country sti l l  shop at kirana stores

and they  t rus t  the  ne ighbourhood vendor  fo r  the i r

shopping needs. There is a very powerful bonding that

exists between the kirana owners and the customers. In

the present scenario thus, acceptabil ity of private brands

by a significant chunk of customers is a distant possibil ity.

Apar t from managing the psychology of customers and

countering their resistance new brands, entit ies in the

organized retai l  sector have var ious other chal lenges.

Supply chain efficiency, overcoming high initial fixed costs

and upgrading management operation with the aid of

technology are some of them. The above said factors

have either a direct or indirect role to play as far as private

labels are concerned.
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Howeve r,  w i t h  t he  g rowth  o f  o r gan i zed  r e t a i l i n g ,

innovative solut ions wil l  be devised for promoting store

brands wh ich in  tu rn  wi l l  w i tness  the i r  g rowth and

acceptabi l i ty.

References

< h t t p : / / a t . n i e l s e n . c o m / p u b s / d o c u m e n t s /

P r i v a t e L a b e l _ R M S . p d f >

<http://www2.acnielsen.com/repor ts/documents/2005_

p r i v a t e l abe l . pd f>

K h i c h a  P r e e t i ,  “ W h a t ’ s  i n  S t o r e  f o r  P r i v a t e  L a b e l s ? ”

< h t t p : / / w w w. b r a n d c h a n n e l . c o m / f e a t u r e s _

effect. asp?pf_id=399> December 10 th 2007.

Pradeep S. and Dhamayanthi  L .  “Pr ivate Labels/ Store

B r ands  -  The  Money  make r. ”< h t tp : / /www.

i n d i a n m b a . c o m / O c c a s i o n a l _ P a p e r s / O P 1 3 2 /

op132.html>



SCMS Journal of Indian Management,  January - March,  2009.                                                                                                       59

A Quarterly Journal                                                                                                                                                Published by SCMS-COCHIN

L

P r o f . J i t e n d r a  M .  M i s h r a ,  P r o f e s s o r  o f  M a n a g e m e n t ,

S e i d m a n  C o l l e g e  o f  B u s i n e s s ,   4 6 9 C  D e Vo s  C e n t e r,

4 0 1  W. F u l t o n ,  G r a n d  R a p i d s ,  M I  4 9 5 0 4 ,   U S A ,

E . m a i l :  m i s h r a j @ g v s u . e d u

D r. R a m  M i s h r a ,  M B B S ,  S t u d e n t s - M S  B i o i n f o r m a t i c s ,

M H A  ( H e a l t h  A d m i n i s t r a t i o n )  G r a n d  Va l l e y  S t a t e

U n i v e r s i t y ,  3 3 6 0  E . F u l t o n ,  S E ,  G r a n d  R a p i d s ,  M I

4 9 5 4 6 ,  U S A .

Nap Recharges

Labour Force
Jitendra M.Mishra and Ram Mishra

Naps,  for ty  winks ,  s ies tas  have caught  on a  s low-natura l  acceptance of  pos i t i ve  th ink ing

manage r s .  Napp ing  ha s  lo s t  i t s t aboo  i n voked  a  f ew yea r s  ago .  Napp ing  enhances

produc t i v i t y .  A  sho r t  nap  o f  40  m inu tes  improves  pe r fo r mance  by  34  pe rcen t  and

a ler tness  by 100 percent .  S lowly,  a  number  of  compan ies  have incorporated "napping"

in to  the i r  workp laces  and some a re  a l lowing  super v i sed s ies tas .  Tak ing  naps  m idday

enhances  c rea t i v i t y ,  and a  15 to  20 minu te  nap boosts  product i v i t y  (K l ie ,  2007) .

ong  s t i gma t i zed ,  napp ing  i n  t he  workp l ace  has

g a i n e d  m o r e  a t t e n t i o n  d u e  i n  l a r g e  p a r t  t o  a n

increas ing ly  s leep de-

priv e d  p o p u l a t i o n .   T h e

Nat ional  S leep Foundat ion

( N S F )  r e l e a s e d  s o m e

alarming statistics concerning

overworked and u n d e r -

res ted Amer icans .   Wh i le

s leep exper ts recommend

a t  l e a s t  e i g h t  h o u r s  o f

sleep a night, 33 percent of

adults are gett ing only 6.5

hours or less.   Over hal f  of

t h e  A m e r i c a n  w o r k f o r c e

r e p o r t s  t h a t  a b s e n c e  o f

s l eep  i n te r fe res  w i th  t he

amount  o f  work  they  ge t

done on the job. Employees

estimate that the qual i ty and quant i ty of thei r  work is

diminished by about 30 percent (Fox, 2000).  Workplace

napping is a natural no-cost

way to increase worker

productivity.  Most employers

do not mind coffee break but

if employees take a nap break

they will probably get fired.  In

today ’s fast-paced society,

cut-throat- global-competition,

most companies frown on the

idea of  “napping” in  the

workplace. Some bosses fear

napping al lows workers to

slack off.  Others feel that it is

kind of giving up. But if, the

concept of napping is going

through a slow evolution it is

because of the concerns about
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the “bottom line,” reduced product iv i ty ,  prof i ts  due to

s leep depr ivat ion.  S leep depr ivat ion is  est imated to

cost  the  U .S . bus inesses  $18 b i l l ion  annua l l y  (Pau l ,

1998).

N a p p i n g  h a s  b e e n  s c i e n t i f i c a l l y  p r o v e n  t o  b o o s t

a l e r t n e s s  a n d  c r e a t i v i t y .   T h i s  h a s  i n t e r e s t i n g

impl icat ions for the workplace. I f  managers were to let

thei r  employees take a shor t  20-30 minute nap dur ing

the af ter noon, i t  could boost product iv i ty.   Today ’s

24/7 cul ture has created a s leep-depr ived nat ion, with

too many people cheat ing on their s leep to get through

al l  thei r  act iv i t ies .  Tradi t ional ly many companies have

been against  let t ing thei r  employees take a nap, but

many Americans are s leep-depr ived and a shor t  nap

makes a lot of sense.  Whi le more companies are now

al lowing a shor t  nap, they are a smal l  minor i ty.

Sleep and Sleep Deprivation

Shakespeare cal led ‘s leep’ the ‘chief  nour isher of l i fe ’s

feast . ’  But s leep is a rare commodity in st ressed out

America.  Overachievers used to state loudly “Lunch is

f o r  L o s e r s ”  a n d  b e l i e v e d  “ S l e e p  i s  f o r  S u c k e r s ”

Add i t iona l l y ,  soc i a l  cu l tu re  g lo r i f i e s  s leep lessness .

Encouraging a cul ture of s leepless is  nonsensica l  and

downright dangerous.   The ul t imate perk for the t ru ly

successful  is now eight (8) hours of s leep (Ann-Jeffrey,

1999).  Near ly two th i rds of adul ts get less than eight

(8) hours of s leep at n ight ,  according to the Nat ional

S leep Foundat ion,  Wash ington,  D.C.  And near ly  one

thi rd (1/3) of Amer icans go with 6½ (s ix and a hal f)

hours or less s leep a n ight dur ing the work week.

Sleep deprivat ion is not just an individual health hazard,

i t  is  a publ ic one (Czeis ler,  2006).   S leepy workers are

dangerous ,  less  product ive ,  and a  ma jor  source of

increased Hea l th  care costs  and corporate l i ab i l i t y .

Studies of the workplace and transpor tat ion industr ies

reveal  that  human error causes up to 90 percent of

accidents,  with inadequate s leep represent ing a major

factor in human error (T ime, 1990).  In the U.S they are

responsible for a f i f th of a l l  motor vehic le accidents

and 8000 deaths annual ly .  Est imates are that 80,000

dr ivers fa l l  as leep at the wheel every day, 10 percent

of them run off  the road and every two minutes, one of

them c rashes  (Cze i s le r,  2006) .   S leepy  employees

e x p e r i e n c e  p o t e n t i a l l y  d a n g e r o u s  d e g r e e s  o f

impairment-essent ia l ly comparable to that of substance

abusers.  Their  impairment can jeopardize your bottom

l ine- in  v i r tua l l y  ident ica l  manner.  And you probably

employ even more of them.

Yawning through Life

Many Amer icans are yawning the i r  way through l i fe .

A c c o r d i n g  t o  t h e  N a t i o n a l  S l e e p  F o u n d a t i o n ,

Wash ing ton ,  D .C . ,  about  62 percent  o f  adu l t s  have

driven while drowsy during the past year and 27 percent

have dozed off  behind the wheels .  About 40 percent

of adul ts are so s leepy dur ing the day that i t  inter feres

with thei r  jobs,  fami ly dut ies and other dai ly act iv i t ies

( A n n - J e f f r e y ,  1 9 9 9 ) .  I n  t h e  o l d  d a y s  o f  t h e

“organ izat ion man,”  when moving up the corporate

ladder meant working longer and staying later than your

co-workers,  s leeping eight (8) hours never paid off .

But in today ’s h igh-tech, infor mat ion dr iven economy,

the  f reshe r,  more  c rea t i ve  m ind  o f ten  w ins  today.

Changes  i n  techno logy  such  as  e -ma i l ,  vo ice  ma i l ,

intranets, the World Wide Web (www.), hand-held PC ’s,

notebooks ,  etc . ,  -  has  made the 24 hour  work day

possible.  And the old macho idea “ I  work,  work and I

don ’ t  s l eep  i s  s ay i ng  tha t  t he  o rgan iza t ion  man  i s

everyth ing and I ’m nothing doesn’t  cut any more. The

days of the boss showing up at 6:30 a.m.,  and going

home at 8 p.m.,  are real ly passé. “The more balanced

and rested and resi l ient you are, the more you are going

to produce” (Ann-Jeffrey, 1999). Even Madison Avenue

i s  sp read ing  the  gospe l  o f  we l l - re s tedness .  S leep

restores energy to the body par t icular ly to the bra in

and nervous system. Most adults s leep from seven to

eight-and-one-hal f  hours every n ight .  Persons who go

without their normal amount of s leep lack concentrat ion

a n d  b e c o m e  q u i c k  t e m p e r e d .  E x t r e m e  s l e e p

deprivat ion (two days or more without sleep) can result

in ha l lucinat ions.  S leep loss af fects our communicat ion

s k i l l s  b y  r e d u c i n g  t h e  n u m b e r  o f  w o r d s  i n  o u r

vocabu l a r y ,  bo th  i n  ve rba l  commun ica t i on  and  i n

writ ing.  This results in st i l ted conversat ion and a greater

use  o f  c l i chés .   Lea rn ing  and memory  can  a l so  be

impaired.  Tests done on 10-14 year olds who s lept

about ten hours had performed far  better on tests of
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memory ,  verba l  f luency ,  and overa l l  c reat iv i ty ,  than

students who only s lept ha l f  that t ime.  Th is test  and

m a n y  o t h e r s  h a v e  s h o w n  t h a t  t h e r e  i s  a  d i r e c t

connec t ion  be tween  s leep los s  and  the  ab i l i t y  to

concent ra te  and remember.  D r.Es ra  Tasa l i ,  a s s i s t an t

professor of the Univers i ty of Chicago Medical  Center

recently repor ted that disrupting sleep damages body ’s

abil i ty to regulate blood sugar levels and that poor sleep

may lead to type two diabetes (The Grand Rapids Press

Jan.2,  2008).

Perhaps most dangerous of al l  is the fact that our motor

ski l ls are impaired because of lack of s leep.  According

to the Nat ional Highway Traff ic Safety Administrat ion,

there is a direct connection between sleepiness and

impaired hand-eye coordinat ion. In the workplace, this

impaired hand-eye coordination has contr ibuted greatly

to the $150 bi l l ion in  losses in  product iv i ty ,  not  to

mention the thousands of work-related accidents each

year. Some of the biggest vict ims of s leep deprivat ion

are adolescent teenagers in h igh school and col lege

students.  30 percent of high school students fal l  asleep

in class weekly.  There are four main effects of acute

sleep loss: sleepiness, motivational aspects of t iredness,

emot iona l  changes ,  and a l te ra t ions in  a t tent ion and

performance.  One of the most drast ic effects of s leep

deprivation is that it takes an increased effor t to per form

the same cognitive, emotional, or physical tasks.  Due to

lack of refreshing sleep, everything is harder for people

to do because they must  focus  harder.  A person’s

sleeping patterns develop gradually. Teens require 9-9.5

hours of sleep per 24-hour period compared to 7.5-8

hours in adulthood. Newborn babies sleep for periods

throughout the day and night. Four-year-olds average from

10 to 14 hours of sleep a night and ten year olds average

10 to 14 hours of sleep a night and ten-year-olds average

from 9 to 12 hours. At age 60 you may need less sleep

say seven hours of sleep.

Sleep Deprivation

Sleep Deprivation affects some 70 million Americans. Sleep

Deprivation impairs the ability to make good judgments on

the job.  They become quick tempered. Sleep Deprived

workers are less productive and make mistakes. It affects

the ability to concentrate, remember, communicate.  They

do complex tasks and make sound decisions and results

in deficit in performance. (Har tmann, 1973). People who

go without sleep for two days or more have difficulty in

thinking, hearing, seeing clearly. Lower level of employee

productivity occurs, as workers want to nap rather than

work. Clark states that lack of sleep impairs speech, memory

and innovative flexible thinking. Sleep-deprived individuals

have difficulty in finding and delivering the right words and

ideas .  The i r  commun ica t ion  s k i l l s  a r e  seve re l y

compromised. Sleep loss reduces the ability to cope with

unforeseen changes and to revise information and adapt

to new circumstances (Clark, 1998). What is the main cause

of Sleep Deprivation? Tools of technological society-TV

and Internet. Fifty-one (51) percent of men and 42 percent

of women would go to sleep earlier if they didn’t have a

TV or access to the Internet sa id the Nat ional  S leep

Foundation Survey (Dougan, 1998). The age group that is

most affected by sleepless nights are those in their late

teens  and early 20’s. One of the easiest ways to detect

sleep problems is to view work patterns.  “About 40 percent

of adults are so sleepy during the day that it interferes with

their jobs, family duties and other daily activities” (WSJ,

April 2, 1999).  Other little signs of sleep disorders or lack

of sleep are also easily detected.  If one sleeps less than

six hours per night, relies on an alarm clock to wake up, or

s imply dreads mornings then that individual probably

suffers from some sor t of sleep problem.

Sleep Deprivation and Accidents

The National Transpor tation Safety Board estimates that

out of 100,000 crashes, there were 1,500 fatal it ies and

71,000 injuries due to drivers that drifted off to sleep

while driving. Higher rates of motor vehicle accidents

occur at night, rather than during the day. Shift workers

repor t an increased incidence of traffic accidents or near

misses due to sleepiness on their commute home. Sleep

Deprivation is a huge issue in the trucking industry where

drivers are prone to micro sleep, where they just kind of

go in and out of sleep while driving. (Dougan, 1998).

Disasters such as Three Mile Island, Bhopal, and Exxon

Valdez have al l been associated with workers suffering

from lack of normal sleep.
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Another  unfor tunate acc ident  that  the ent i re  nat ion

witnessed in disbel ief was the Chal lenger space shutt le

t ragedy.  On January 28, 1986, the space shutt le l i f ted

off  only to explode in midai r  less than eight minutes

af ter  i t  lef t  the ground. Key managers of that  launch

had been ser ious ly  s leep depr ived.   A P res ident ia l

Commiss ion ci ted ground crew fat igue as a s igni f icant

factor in causation of that disaster. The study concluded

that the crew who worked on the Chal lenger shutt le

was great ly s leep depr ived and that th is  accident may

easi ly have been avoided if the crew had been properly

rested so as to not over look any cr i t ica l  errors in the

preparat ion of the shutt le miss ion. In the U.S they are

responsible for a f i f th of a l l  motor vehic le accidents

and 8000 deaths annual ly .  Est imates are that 80,000

dr ivers fa l l  as leep at the wheel every day, 10 percent

of them run off  the road and every two minutes, one of

them crashes (Czeis ler,  2006). Harvard Women’s Health

Wa tch  i nd ica te s  t ha t  s l eep  dep r i v a t ion  can  cause

headaches, i r r i tabi l i ty and fat igue. Sleep debt can result

in weight ga in,  diabetes,  hear t  disease, st roke memor y

loss (HWHW, 2006).   Shor t  naps may be answer to

many of the above problems.

Short Naps

A new approach  to  i nc reas i ng  p roduc t i v i t y  i n  t he

workplace is  to a l low employees to take naps.  Tak ing

naps dur ing the workday has been shown to increase

the a ler tness of employees, which leads to increased

product iv i ty .   Despite th is  posi t ive re lat ionship, many

employers have been hesi tant to a l low employees to

take naps.  In fact ,  less than one percent of companies

al low employees to nap on the job tak ing a shor t  nap

in the ear ly af ternoon has been pract ised for ages in

Ch i na ,  I nd i a ,  I t a l y ,  G reece ,  No r th  A f r i c a  and  L a t i n

Amer ica.  The idea or ig inated f rom the fact af ter eat ing

a large meal ,  a chemical  is  re leased f rom the bra in that

makes one t i red.  30-40 minutes was found necessary

to refresh, recuperate.  Born out of s iesta cul ture and

now suppor ted by scient i f ic research, a shor t-nap has

proven to improve a ler tness and the mood. In down-

under  count ry ,  Aust ra l i a  workp laces a l low naps for

f i r e m e n ,  t r u c k  d r i v e r s ,  d o c t o r s  and i n t e r n s . I t  i s

i n t e r e s t i ng  to  no te  t h a t  Dav id  Johnson ,  manag i ng

director of Deloi t t le Consul t ing Company in P i t tsburg

feels h is company has increased product iv i ty due to

“nap-room.” “They love i t ,  they lap i t  up” (O’Connor,

2004) .  At Yarde Metals branches have “nap rooms.”

This helps workers enhance performance, teamwork.

Cra ig  Yardee,  pres ident  of  Yarde fee ls  that  napping

c o n t r i b u t e s  t o  h i g h e r  s a l e s ,  h i g h e r  p r o d u c t i v i t y ,

ef f ic iency and zero turnovers.  Anthony and Cami l le of

Boston Univers i ty conducted a survey and found that

70 percent of 1000 respondents admitted that they nap

at work and i t  benef i ts  them.  Gould Evans insta l led 10

b y  1 2  f o o t  “ n a p  r o o m ”  a n d  a c c o r d i n g  t o  i t s

spokesperson,  there is  no st igma at tached to those

us ing i t .  Workers at  Gould Evans found that napping

helps them get refreshed and revita l ized (Meyer 2001).

Ben and Jer r y Ice Cream of Waterbuy, VT has no formal

napping pol icy but does provide make-shi f t  napping

rooms and feel  that naps help workers get recharged.

It appears that providing workers a place to rest is along

the l ines of providing them t ime to get snack or have a

coffee break Karl Rose director of Time Warner Inc states

that two beds are used by t i red workers who need to

catch 40 winks   (Haupt,1993). Mac World and PC World

has  “nap rooms”  and c la im tha t  workers  a re  tak ing

advantage of nap rooms. The nap rooms are equipped

w i t h  two  f u ton s ,  i nc l ud i ng  down  comfo r t e r s  and

cur ta ins for pr ivacy and “nap rooms” have never been

m i s u s e d  ( F l y n n ,  1 9 9 4 ) .  O t h e r  c o m p a n i e s  s e e i n g

benef i ts  f rom nap rooms are Cal i forn ia consul t ing f i rms

who have cut down on soda and coffee by 30 percent

(Paul  1998).

J im Lehrer of publ ic te lev is ion closes h is of f ice door

ever y day at  12:30 p.m. for an hour ’s  nap whi le an

ass is tant holds a l l  the cal ls  (Markels ,  1995).

Some companies have concerns about the “napping

place.” Common quest ions that rose are: Who should

supply pi l lows, beds, a larm-clocks? etc or should the

“nap place” be gender specif ic? Metro Naps a company

which sel ls  h igh-tech s leeping pods to organizat ions

for $12,485 has some answers.  The chai rs recl ine to

scient i f ic napping posi t ion where legs are at  the same

level  as the hear t .  The pods have a sound-proof dome

that provides pr ivacy and a t imer wakes you up. Metro

Naps s leeping pods look l ike a recl iner that e levates a

person’s legs with an overhang that covers a person’s
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head and torso,  prov iding pr ivacy and block ing out

noise and l ight (Weintraub 2007) . The s leeping pods

not only put you in a space to nap, they put you in a

more fat igue reducing posit ion. Vancouver hospita l  has

three Metro-Nap-pods which they monitor the usage

and the ef fects of naps in the workplace.

Procter and Gamble and Cisco Systems are among the

30 plus c l ients .  S l igh Furn i ture Co.,  Hol land, Michigan

offers a $2700 F i le-A-Way-Desk Bed that conta ins two

twin s ize mat t resses  (Marke l s ,  1995) . Compan ies  in

Japan are invest igat ing us ing napping as a re juvenat ion

tact ic for their employees. Japan Matsushita Electr ic Co.

has invested $4700 in re lax and refresh chai r  that has a

bui l t - in-massager.

Napping has been pract ised in countr ies l ike Mexico

and Spain for ages (Haupt,  1993).

In other countr ies,  i t  is  catching on as wel l .  In Austra l ia ,

t he  gove rnment  has  sanc t ioned napp ing  r i gh t s  fo r

f i remen,  t ruck  dr i ve rs ,  doctors  and in te rns  on long

sh i f t s  (O ’Conno r,  2004) .  S t ud ie s  sugges t  t h a t  t he

solut ion to s leep depr ivat ion is  to take a shor t  nap 20-

30 minutes.  Napping does help employees to be more

aler t ,  recharge batter ies,  per for m better and lead to

h ighe r  e f f i c i ency  and  p roduc t i v i t y  (Na t iona l  S leep

Foundat ion, 2007).

The Importance of Sleep

How much s leep did you get last  n ight?  Studies by

s leep research centers indicate that most adults need

approx ima te l y  e i gh t  hou r s  o f  con t i nuous  s l eep  to

funct ion at fu l l  ef f ic iency.  However, one-third of adults

only average s ix hours or less per day (Frazee, 1996).

Unfor tunately, many adults may not even recognize how

much s leep they need. Dr.Tasa l i ,  of  the Univers i ty of

Chicago Medical  Center, recent ly repor ted that poor

sleep may lead to type two diabetes (The Grand Rapids

Press Jan.2,  2008)

I t  is  recommended that the average adult  get 7-8 hours

of s leep a n ight ,  but 63 percent of adults do not get

the recommended amount of s leep per night (Hel lmich,

2004).  Teens require 9-9.5 hours of s leep per 24-hour

p e r i o d  c o m p a r e d  t o  7 . 5 - 8  h o u r s  i n  a d u l t h o o d .

Newborn babies s leep for per iods throughout the day

and night .   Four-year-olds average f rom 10-14 hours of

s leep a n ight and ten-year-olds average 9-12 hours .

At age 60 you may need less s leep than 6 hours of

s leep per n ight .

A person’s s leep pattern develops over t ime.  Exper ts

seem to agree that there are indiv idual  genet ic factors

so there may be var iat ions in s leep requirements among

ind i v idua l s .   Howeve r,  t he re  i s  gene ra l  ag reemen t

among exper ts that each indiv idual has to get whatever

amount of s leep that is  required.  The next sect ion of

our paper wi l l  focus on the impor tance of s leep.

Why is sleep so important?

Sleep is a process dur ing which a person rests body

a n d  m i n d .   S l e e p  r e s t o r e s  e n e r g y  t o  t h e  b o d y ,

par t icular ly to the bra in and the nervous system (World

B o o k ,  1 9 9 8 ) .   T h e r e  a r e  t w o  k i n d s  o f  s l e e p

dist inguished by the presence or absence of rapid eye

movement (REM).  Dur ing REM s leep bra in waves are

faster and less organized and eyes can scan back and

for th under the l ids.  REM s leep is good for improving

creat iv i ty and perceptual  abi l i ty .  Dur ing non REM s leep,

bra in waves become s lower and more synchronized

and are good for restor ing muscle funct ion (HWHW,

2006).The purpose of s leep is rest  and recovery f rom

the “wear and tear ” of wakefulness.   The wear and tear

that  resul ts  f rom not gett ing the required amount of

s leep prevents employees f rom being as capable as

they  cou ld be dur ing  the  course  o f  the  work  day .

E m p l o y e e s  m i g h t  f i n d  c o n c e n t r a t i o n  a n d  b e i n g

mot ivated to work di f f icu l t .   I t  i s  hard to pay at tent ion

when you feel  s leepy.  Two-thi rds of U.S.  workers (an

e s t i m a t e d  3 6  m i l l i o n  A m e r i c a n s )  b e l i e v e  t h a t

s l e e p l e s s n e s s  h a r m e d  t h e i r  j o b  p e r f o r m a n c e .   A

byproduct of s leeplessness may be i l lness, depression,

f o r g e t f u l n e s s ,  i r r i t a b i l i t y ,  n e g a t i v e  a t t i t u d e s ,  a n d

impaired judgment and slowed reaction t ime (Simmons,

2004).   The problems associated with s leeplessness

have been compared to  subs tance abuse .   S leepy

workers are dangerous,  less product ive, and a major

source of increased heal th-care costs and corporate

l iabi l i ty .   S leeplessness has been found to be a factor
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in  n inety percent  of  acc idents  resu l t ing f rom human

er ror (Toufexis ,  1990).

Concern with the negat ive ef fect of s leeplessness is

paramount in av iat ion, nuclear power,  min ing, mi l i tar y,

hea l t hca re ,  t r an spor t a t ion  and  o the r  a reas  whe re

employees have to perform over extended per iods

(D r i s ke l l  a nd  Mu l l en ,  2005 ) .   T he  Na t i ona l  S l eep

Foundation est imates that over-t i red employees lacking

s leep cos t  bus inesses  $18 b i l l ion  a  yea r  (Pappas ,

D a u r a t  a n d  G o r d o n ,  1 9 9 8 ) .   D e s p i t e  t h e  c o s t s

associated with s leeplessness for business,  there is  a

st igma in Amer ica associated with s leeping at work;

af ter a l l ,  our 24/7 cul ture requires serv ice on demand.

Between cel l  phones and e-mai l  there is  no escape.

However,  as stated ear l ier,  there are companies that

do not fol low the ant i -napping norm and a l low thei r

employees  to nap dur ing  the workday .   As  s ta ted

ear l ie r,  N ike ,  Spr ing ,  De lo i t te  Consu l t ing and Gould

Evans are some of the prominent companies that have

al lowed thei r  employees to take naps.

Workplace Napping

Workplace Napping is  an innovat ive no-cost method

being introduced in some areas.  Bus inesses with nap

rooms are exper iencing an increase in product ion and

are seeing less human errors than previously .  Napping

has cons idered an indulgence,  perhaps a l lowed to

i d i o s y n c r a t i c  g r e a t s  l i ke  A l b e r t  E i n s t e i n ,  T h o m a s

Jefferson. But even Churchi l l  took br ief  naps. He once

scolded his col leagues when he was caught tak ing a

nap, “Don’t  th ink you wi l l  be doing less work because

you s leep dur ing the day. That is  a fool ish not ion held

by people who have no imaginat ion.” Many feel  that

napping a lso seems to be leading to increased job

sat is fact ion and better  hea l th for  employees of  the

b u s i n e s s .  B y  n a p p i n g  1 5 - 2 0  m i n u t e s ,  y o u  c a n

r e e s t a b l i s h  c r e a t i v i t y  a n d  p r o b l e m  s o l v i n g  s k i l l s .

(Mulr ine, 1998). And many companies have found that

s ince they created companies nap room, money spent

on coffee and soda has decl ined by 30 percent.  Nova

corp. found that 25 percent of workers,  who took a

nap, did repor t a feel ing of more aler t and less stressed

at n ight (E lash,  1998).  So nap is  inching i ts  way into

corporate cul ture.  Many companies have found what

employees real ly need is nap room. Mar t in,  Professor

of Phys iology at Harvard Medical  School recommends

that  companies establ i sh napping pol ic ies ,  because

sleep depr ivat ion can cause shor t-term memor y loss,

loss of a ler tness etc.

Napping in America Today

Employees interested in tak ing a nap whi le work ing are

a l s o  r e c e i v i n g  a s s i s t a n c e  f r o m  o f f i c e  f u r n i t u r e

manufacturers.   Manufacturers are designing furni ture—

for instance off ice chai rs—with back rests to enhance

comfor t i f  the employee wants to take a nap (Baker,

2002).   Baby Boomers are g iven credit  for creat ing th is

more relaxed and comfor table work environment.  They

were the f i rs t  to wear jeans to school and now they

wear them to work.   Baby Boomers created a change in

Amer ica ’s  a t t i tude toward work .   A l though Amer ica

cont inues to focus on work and achievement ,  more

employees today are concerned with balancing work

along with fami ly and other act iv i t ies.  Work is impor tant

but i t  i sn’ t  everyth ing.   There is  research that indicates

that younger individuals are more l ikely to make napping

a nor mal par t  of thei r  dai ly rout ine.  For instance, 38

percent of adul ts in the U.S.  on average nap at least

once dur ing the work week.  However,  41 percent of

18-29 year olds nap dur ing the work week whi le 35

percent of 30-64 year olds nap dur ing the work week.

Younger indiv iduals seem to have a di f ferent at t i tude

toward napping (Vangen, 1999).

There are studies that suggest that naps do improve

employee performance and product iv i ty.   A study from

Harvard Univers i ty indicated an hour- long nap at work

resulted in computer programmers writ ing better code.

The study suggested that the brain uses sleep to restore

overused bra in c i rcui ts and consol idate the memories

of act ions and sk i l l s  learned dur ing the day.  Harvard

concluded that any amount of s leep, even a shor t  nap

less than an hour,  appears to improve our abi l i ty  to

process informat ion and to teach (Jackson, 2003).  The

Harvard researchers indicated that 15-30 minute naps

revive and refocus s luggish employees, thus improving

thei r  product iv i ty and overa l l  job performance.  The

researchers concluded that for some employees, such
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as pi lots ,  t ruck dr ivers and night sh i f t  labourers ,  tak ing

a nap should be mandatory (Barnes,  2004).   Despite

t h e  d e v e l o p i n g  e v i d e n c e ,  A m e r i c a n  e m p l o y e r s

cont inue to res ist  napping in the workplace.  However,

th i s  i s  not  the  case  when one looks  a t  bus inesses

throughout the world and other cul tures.

Napping is  an establ ished par t  of the cul ture in many

countr ies such as India,  I ta ly ,  Mexico, Spain,  Germany,

Japan ,  and  Por tuga l .   Fo r  examp le ,  Span i a rds  t a ke

s i e s t a s ,  G e r m a n s  e n j o y  e i n  S c h l a f e e n ,  J a p a n e s e

profess ionals l i ke to power snooze .   Naps are a t ime-

honoured par t  of many cul tures and between 40-60

percent  of  the wor ld’s  adul t  populat ion naps.   The

actua l  Spanish word s iesta  i s  der ived f rom the Lat in

word sexta ,  wh ich s tands for  the s ix th  hour  or  the

middle of the day.  Argent inean workers begin work at

e ight in the morning and work unt i l  noon.  Then they

have their s iesta .   Argent inean workers are not required

to return to work unt i l  four-o’c lock and f in ish thei r  day

at e ight in the evening.

Despite the evidence that suggests s leeping at work

improves performance and companies throughout the

world a l low i t ,  there cont inues to be a st igma attached

to napping at work in America.  In fact, the stigma against

n app i ng  i n  Ame r i c a  may  be  i nc rea s i ng  o r  ge t t i n g

stronger.  There is research that suggests that employers

are less l i ke ly to permit  napping at  work today.  For

instance, research that focused on shi f t  workers (e.g. ,

ca l l  center workers) repor ted that in 2001, 48 percent

a l lowed employees to nap at work on thei r  breaks and

in 2002, 44 percent al lowed it .   By 2003, however, only

21 percent of sh i f t  workers were a l lowed to nap at

work.   The study a lso found that more employers—52

percent in 2003 compared to 38 percent in 2002—

were punishing workers for catching a few Z’s at  work,

even when they were on break (Shel lenbarger,  2003).

Famous Nappers

Some of  the famous nappers  a re Winston Church i l l ,

Alber t  E inste in,  Thomas Jef ferson, Brahms, Napoleon,

Stonewal l  Jackson, Sa lvador Dal i ,  and  George W. Bush.

Winston Churchi l l  a lways loved his midday naps whi le

Brahms napped at piano. Pa inter Sa lvador Dal i  napped

in h is  cha i r  wi th a spoon in h is  hand and when the

s p o o n  f e l l  a n d  m a d e  n o i s e  h e  w e n t  b a c k  t o

work(Shumard,  2001) .  Napping has been used as a

batter y charger.  Society should have an open-minded

att i tude a l lowing for a planned workplace napping.

Conclusions and Recommendations

In today ’s competit ive global society, cut-throat-global

compet i t ion,  the impor tance placed on product iv i ty

and eff ic iency cannot be over looked. Over hal f  of the

American workforce repor ts that s leepiness on the job

in te r fe res  wi th  the amount  o f  work  they  get  done.

Employees est imate that the qual i ty and quantity of their

work is  dimin ished by about 30 percent (Fox, 2000).

Workplace napping is a natura l  no-cost way to increase

worker product iv i ty .   Often management wi l l  have an

a d  h o c  n a p p i n g  p o l i c y  w h e r e  m a n a g e r s  a l l o w

employees to take naps at thei r  desks.  We aren’t  fan of

ad hoc pol icy.  F i rs t  they are uncontrol led.  We don’t

refresh and re juvenate. Workplace naps should help us

refresh and re juvenate.  Naps, i f  they are br ief- less than

a  ha l f -hour,  a re  e f fec t i ve  i n  res to r i ng  per fo r mance

(Czeis le r,  2006) .  A 30 minute nap in  the a f ter noon

would be ideal .  You don’t  want to get into deep s leep

because you need to be aler t .  Shor t nap wi l l  a l low you

to be product ive r ight af ter the nap. Organizat ions can

invest to buy a pod or rent one or they can go s imple

cost-eff icient way of laying down on yoga met or having

a recl iner chair  somewhere away from the work stat ion.

T h e  e v i d e n c e  s u g g e s t s  t h a t  n a p s  i m p r o v e  a n

emp loyee ’ s  pe r fo rmance  and  ove ra l l  p roduc t i v i t y .

A m e r i c a n  b u s i n e s s e s  w i l l  b e  w i s e  t o  r e v i e w  t h e

approach taken by bus inesses throughout the wor ld

regarding employees’  napping at  work.  We feel  that

implementat ion of napping wil l  be beneficial in aviat ion,

n u c l e a r  p o w e r,  m i n i n g ,  m i l i t a r y ,  h e a l t h c a r e ,

t ranspor tat ion and other areas where employees have

to per form over  extended per iods but  not  in  reta i l

industry where customer serv ice is  a must at a l l  t imes.

24/7 cul ture requires serv ice on demand. Companies

can th ink  of  implement ing napping pol icy on a t r ia l

bas is .  A good s leep pol icy is  a smar t  business st rategy

for Amer ican companies.  Superv isors and middle level

managers should undergo tra in ing in s leep and fat igue

management.  NSF (Nat ional  S leep Foundat ion) repor ts
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U .S . compan i e s  l o se  abou t  US  $18  b i l l i on  a  yea r

because employees are not funct ioning at thei r  best

(Traves ,  2005) .  Det ro i t  News a t tes t s  tha t ,  “Day t ime

snoozing is an impor tant par t of “fu l l  spectr um f i tness.”

Workplace napping is a natura l  no-cost way to increase

worker product iv i ty .
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h i g h .  T h e  e s t a b l i s h m e n t  o f  p a t i e n t ’s  l o y a l t y  a m o n g  t h e  h e a l t h  c a r e  c e n t r e s  i s  a

v e r y  d i f f i c u l t  t a s k .  S e r v i c e  q u a l i t y  i s  a  p o w e r f u l  t o o l  t o  e s t a b l i s h  t h e  p a t i e n t ' s

l o y a l t y  t o  h e a l t h  c a r e  c e n t r e s .   T h e  p r e s e n t  s t u d y  a n a l y s e s  t h e  i m p a c t  o f  s e r v i c e

q u a l i t y  i n  h e a l t h  c a r e  c e n t r e s  w i t h  r e f e r e n c e  t o  p a t i e n t ’s  l o y a l t y  a t  t h r e e

d i f f e r e n t  d i m e n s i o n s : ph y s i c i a n ’s  beh a v i o u r,  s u p p o r t i v e  s t a f f ,  a t m o s p h e r i c s  a n d

o p e r a t i o n a l  p e r f o r m a n c e .

nd i a  h a s  been  w i t ne s s i ng  an  i nc rea s i ng  conce rn

regarding the quality of health care services especial ly

after global isat ion and l ibera-

l i z a t i o n  p o l i c i e s .  D u e  t o

u r b a n i z a t i o n  a n d  i m p r o v e d

standard of l iv ing of the people,

the  awareness  on  hea l th  ca re

services is high.   The consumer ’s

expec ta t ion  on  the  qua l i t y  i n

health care services grows at a

faster rate.  Service qual i ty has

been shown to be an impor tant

e l e m e n t  i n  t h e  c o n s u m e r ’ s

choice of hospita ls (Lynch and

Schuler, 1990).  Qual i ty in health

care is defined as the total i ty of

features and character ist ics of a

product or service that bear on its abil ity to satisfy stated

or implied needs (Korwar, 1997).  Health care service

quality is giving patients what they

want (pat ient qual i ty) and what

they need (professional quality),

and doing so using fewest resources,

without error, delays and waste, and

with in h igher  leve l  regu lat ions

(management qual i ty;  Over tre i t ,

1992).  The health care deals with

different services such as hospital

se r v i ces ,  d i agnos i s  se r v i ces ,

phys i c i an ’ s  consu l t anc i e s  and

some other emerging fields.  In the

p resen t  s t udy ,  t he  focus i ng

services are all health care services

together.



SCMS Journal of Indian Management,  January - March,  2009.                                                                                                       69

A Quarterly Journal                                                                                                                                                Published by SCMS-COCHIN

SERVQUAL and SERVPERF Model: An Overview

The SERVQUAL mode l  was  or ig ina l l y  deve loped by

Parasuraman et al .  (1988) and later redefined in 1991 as

a  m u l t i - d i m e n s i o n a l  s c a l e  t o  c a p t u r e  c u s t o m e r

perceptions and expectat ions of service qual i ty which

involves the ca lcu la t ion of  the d i f ferences between

expectat ions and perceptions on a number of specif ied

criter ia (Brown et al . ,  1993).  SERVQUAL highl ights the

major qual i ty requirements of del ivered service in f ive

d i m e n s i o n s  n a m e l y  R e l i a b i l i t y ,  R e s p o n s i v e n e s s ,

Assurance, Empathy and Tangibles (Zeithaml and Bitner,

2003; Zeithamal, 1990; and Butt le 1994).

The SERVQUAL model developed by Cronin and Taylor

(1992) ,  and  Babakas  and Bol le r  (1992) rece ived a

signif icant conceptual and empir ical suppor t in ser vices

research.  The study of Brady et al . ,  (2001) repl icated

the superior ity of SERVPERF model for measuring service

qual i ty.   The strategic value of using SERVPERF model

can be better addressed through a focus on specif ic

dimensions of service qual i ty, especial ly with respect

to their relevance to sat isfact ion and outcome var iable

(Sm i th  1995) .   The  SERVPERF  mode l  measu res  t he

perception on var ious dimensions of service qual i ty.  In

the present study, the SERVPERF model has been used

to measure service qual i ty.

Literature Review

The research l i terature on serv ice qual i ty has thrown

numerous models by dif ferent researchers across the

world.  Lehtimere and Jukka (1985) present a hol ist ic

view to measure, monitor, and operat ional ise customer

perceptions of service quality in health care organisation.

John (1989) opined that there are four dimensions of

health care service quality: the cure dimension, the caring

d imens ion ,  the access  d imens ion ,  and the phys ica l

env i ronment .  Babakus  and G lynn  (1992)  eva lua ted

SERVQUAL for  i t s  potent i a l  use fu lness  in  a  hosp i ta l

s e r v i c e  e n v i r o n m e n t .   S h a r m a  a n d  C h a h a l  ( 1 9 9 9 )

identi f ied the need of evaluat ing the service qual i ty of

health care service.  Bowers et al . ,  (1994) studied the

five common attributes of quality from SERVQUAL model.

Caring and communication were found to be signif icant.

Three of the generic SERVQUAL dimensions were found

to  be  s i gn i f i c an t  to  pa t i en t  s a t i s f ac t ion :  empa thy ,

responsiveness and rel iabi l i ty.

Takeuchi and Quelch (1983) assessed the service quality

of health care services by six dimensions: a) rel iabi l i ty,

b) service quality, c) prestige, d) durabil ity e) punctuality

and f) ease of use. Walters (2001) judged the qual i ty of

s e r v i c e  i n  h e a l t h  c a r e  o r g a n i s a t i o n  b y  r e l i a b i l i t y ,

avai labi l i ty ,  credibi l i ty ,  secur i ty,  competence of staf f ,

understanding of customer needs, responsiveness to

customers, cour tesy of staff,  comfor t of sur rounding,

communicat ion between par t ic ipants and associated

goods provided with the service. Gri f f th and Alexander

(2002) compared the service quality rendered by private

and publ ic hospitals in UAE.  Rohini and Mahadevappa

(2006) strat i f ied the hospitals on the basis of special i ty-

non-special ity, Government-private; and missionary, ISO-

9000 cer t i f ied and ISO -9000 non-cer t i f ied.  Abu Naser

et al . ,  (2006) analysed the customer ’s expectat ions and

perceptions towards health services through SERVQUAL

model especial ly in Diagnosis services at Bangaladesh.

The l i terature review identif ies a research gap discussing

serv ice  qua l i t y  o f  hea l th  ca re  organ iza t ion  and the

pat ient ’s loyal ty in India.   To f i l l  th is  research gap, a

ser vice qual i ty perception study was under taken in two

corpora te  and non-corpora te  hosp i ta l s  in  Madura i ,

Tami lnadu.

Research Objectives

The specif ic object ives of the study were to

determine

� the impor tant service quality factors in the health

care organisat ion,

� how wel l  the pat ien ts  perce ive the serv ice

qual i ty factors of health care organisat ion,

� the patient’s loyalty on the health care centres,

and

� the impact  of  serv ice qua l i ty  factors  on the

patients loyalty on the health care organisat ion.

Data Collection and Generation of Scale Items

The study is based on the primary data collected through

the construct which was tested and ref ined at three

d i f f e r e n t  s t a g e s  ( S h a r m a  a n d  C h a h a l ,  2 0 0 3 ) .  A
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standardized quest ionnai re was developed after the

discussions on the aforesaid research problem with the

panel of pat ients, academic and medical exper ts.  The

i tems in  the const ruct  used,  take care of  bas ic and

integral components of health care services.  Besides

the  demograph ic  p ro f i l e ,  t he  tes ted ques t ionna i re

consisted of 34 items on ser vice qual i ty per taining to

the components of health care delivery system designed

within the framework of a L iker t f ive point scale (Chahal,

Hardeep, 2003; Bhat Ramesh, 1999; Sharma and Chalal ,

1995; Youseef and Boviard 1995; and Lein and Tang,

2000).  The finalized questionnaire was initial ly subjected

to necessary a l ternat ions by administer ing a pre-test

among 50 randomly selected patients in corporate and

non-corporate health care organisation equally.  The final

l ist of ser vice qual i ty var iables given in Table 1.

Table 1: Variables Related to the Service Quality of Health Care Service

Sl.No.                       Variables Sl.No.                     Variables

1. Physician knowledge 18. Helpfulness of suppor tive staff

2. Caring of suppor tive staff 19. Water facil ity

3. Natural l ighting at hospital 20. Physician’s co-operation

4. Well equipped operational centre 21. Prompt service

5. Init ial Diagnosis of Physician 22. Delivery of staff ’s ser vice to the

patients’ expectation

6. Working hours 23. Polite attempt by suppor t staff

7. Quer ries handling suppor t staff 24. Operation theatre facil ity

8. Cleanliness in the hospital 25. Helpfulness of physician

9. Handling querries by physician 26. Power facil ity

10. Conducive internal environment 27. Regularity in attending patient

by staffs

11. Reliabil ity of suppor tive staff ’s service 28 Welcoming the suggestions

12. Satisfactory functioning 29. Bathroom facil ity

13. Work of physicians according to 30. Physicians check-up

patient’s expectation

14. Neatly dressed staffs 31. Bedding management

15. Grievance redressed system 32. Active par ticipation of suppor tive

staff

16. Careful understanding by

suppor tive staff 33. Physicians honest

17. Personal attention of physician 34. Implementation of the suggestions
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Sample Design

Keep i ng  i n  m i nd ,  t he  r ep re sen t a t i v e  cha r ac t e r  o f

corporate and non-corporate health care organisat ions’

services, the health care organizations located at Madurai

City, Tamilnadu were purposively selected. In total ,  100

each patients who vis i ted the two types of health care

centres during January-March 2007 were contacted for

data col lect ion. The appropriate stat ist ical tools were

applied with the help of Stat ist ical Package for Social

Sciences.

Results and Discussion

Descriptive Analysis

The impor tant sex among the patients in the present study

is male which constitutes 70.50 percent to the total.  The

patients from urban Madurai constitute 68.5 percent to

the total.  The impor tant level of education among the

pat ien ts  i s  g raduat ion and above g raduat ion wh ich

cons t i t u t e s  34 .00  and  29 .00  pe rcen t  to  i t s  to t a l

respectively.  The impor tant annual income categories

among the patients are below Rs.2.00 lakhs and Rs.2.0 to

3.0 lakhs which constitute 37.50 and 35.00 percent to the

total respectively.  The impor tant nature of patient among

the patients is in patients which constitute 57.00 percent

to the total.  The details of demographic profile of patients

are given in Table 2.

S e r v i c e  Q u a l i t y  f a c t o r s  i n  H e a l t h  C a r e

Organisation

For determining the service qual ity factors, principal axis

procedure of factor analysis in SPSS was used.  Init ia l ly,

the data reliabil ity for factor analysis has been conducted

Table  2:   Demographic Profile of Respondents

Sl .No.      Profile variables       Male Female                   Total

A. Location

1. Rural 39 24 63

2. Urban 102 35 137

                                         Total 141 59 200

B. Level of Education

1. High school and below 57 17 74

2. Graduation 44 24 68

3. Above graduation 40 18 58

                                          Total 141 59 200

C. Income

1. Below 2,00,000 56 19 75

2. 2,00,000-3,00,000 49 21 70

3. Above 3 lakhs 36 19 55

                                          Total 141 59 200

D. Nature of Patient

1. In-pat ients 91 23 114

2. Out-pat ients 14 17 31

3. Minor operat ion 22 13 35

4. Major operat ion 14 6 20

                                          Total 141 59 200
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w i t h  t h e  h e l p  o f  K a i s e r - M e y e r - O h l i n  m e a s u r e  o f

sampl ing adequacy and Bar t le t t ’ s  tes t  of  spher ic i ty.

Measu re  o f  sampl ing  adequacy  i s  a  s t a t i s t i c  wh ich

indicates the propor t ion of  var iance in  the var iab les ,

w h i c h  i s  c o m m o n  v a r i a n c e ,  i . e . ,  w h i c h  m i g h t  b e

caused by under ly ing factors .   H igh va lues (C lose to

1.0)  genera l ly  ind icate that  a  factor  ana lys i s  may be

usefu l  wi th  the data .   I f  the va lue i s  less  than 0.50,  the

resu l ts  of  the factor  ana lys i s  probably  could not  be

ve r y  u se fu l  (Ha i r,  e t  a l . ,  2003) .   B a r t l e t t ’ s  t e s t  o f

spher ic i ty  ind icates whether  the corre la t ion mat r ix  i s

an  iden t i t y  ma t r i x ,  wh ich  wou ld  i nd i ca te  t h a t  t he

v a r i a b l e s  a r e  u n r e l a t e d .   T h e  s i g n i f i c a n c e  l e v e l

g i v e s  t h e  r e s u l t  o f  t h e  t e s t .   Ve r y  s m a l l  v a l u e s  ( l e s s

t h a n  0 . 0 5 )  i n d i c a t e  t h a t  t h e r e  a r e  p r o b a b l y

s i g n i f i c a n t  r e l a t i o n s h i p s  a m o n g  t h e  v a r i a b l e s .   A

v a l u e  h i g h e r  t h a n  a b o u t  0 . 1 0  o r  s o ,  m a y  i n d i c a t e

t h a t  t he  da t a  i s  no t  s u i t ab l e  fo r  f a c to r  ana l y s i s  ( R ao

a n d  S a i k i a ,  2 0 0 6 ) .   I n  t h e  p r e s e n t  s t u d y ,  t h e  K M O

m e a s u r e  o f  0 . 8 0 1 7  a n d  s i g n i f i c a n c e  o f  c h i - s q u a r e

a t  z e r o  p e r c e n t  l e v e l  s a t i s f y  t h e  v a l i d i t y  o f  d a t a

f o r  f a c t o r  a n a l y s i s .   T h e  e x t r a c t e d  s e r v i c e  q u a l i t y

f a c t o r s  o f  h e a l t h  c a r e  o r g a n i z a t i o n s  a r e  s h o w n  i n

Ta b l e  3 .

Table  3 :  Service Quality Factors  in Health Care Organisation

Sl .No.    Service Quality   Number of          Reliabili ty             Eigen              Percent  of

                        Factors                      Variables           Co-efficient           Value                Variation

                                                                   in each SQF                                                                        Explained

1. Phys ic ian  behav iour 9 0.8687 4.3684 20.68

2. Suppor t i ve  s ta f f s 9 0.7903 3.9033 18.84

3. A tmosphe r i c s 8 0.8144 2.5642 17.68

4. Operat iona l 8 0.7639 2.2609 15.36

per formance

KMO measure  o f  sampl ing  adequacy :  0 .8017              Ba r t le t t s ’  Tes t  o f  spher ic i t y :  Ch i - square :  114.43*

* S i g n i f i c a n t  a t  z e r o  p e r c e n t  l e v e l .

This factor rotation resulted in four service quality factors

(SQF) explaining 72.56 percent of the overal l  var iance.

The most impor tant SQF is physican behaviour s ince its

Eigen value and the percent of var iat ion explained are

4.3684 and 20.68 percent respectively.  I t  consists of

n ine serv ice qua l i ty  var iables wi th the re l iab i l i ty  co-

eff icient of 0.8687.  I t  is inferred that the included nine

SQ variables explain the physician behaviour to the extent

of 86.87 percent.  The next two SQFs are suppor t ive

staff and atmospheres since its Eigen values are 3.9033

and 2.5642 respectively.  The suppor t ive staff consists

of nine SQ var iables with the rel iabi l i ty co-eff icient of

0.7903 whereas the atmospherics consist of eight SQ

variables with the rel iabi l i ty co-eff icient of 0.8144.  The

last factor narrated by the factor analysis is operat ional

performance with the Eigen value of 2.2609.  I t  consists

of eight SQ var iables with the rel iabi l i ty co-eff icient of

0.7639.  The factor analysis results in four impor tant SQFs

n a m e l y  P h y s i c i a n  B e h a v i o u r,  S u p p o r t i v e  S t a f f ,

Atmospherics and Operat ional Per formance for fur ther

analys is .

Status of Service Quality Factors

The perception on each service qual i ty factor among

the patients is drawn from the mean score of perception

on all SQ variables involved in each service quality factor.

The perception on SQ factors in two different health

care organizat ion is calculated separately.  The ‘t ’  test

has been applied to f ind out the signif icant dif ference

among the patients ’ perception on corporate and non-

corporate health care centres (HCCs).  The results are

shown in Table 4.
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Table 4 :  Perception on Service Quality of  Health Care Centres

Sl .No.             Service Quality                                     Mean score in

          Factors  in Health                  Corporate           Non-corporate        t -statist ics

        Care Organization             HCC                      HCC

1.  Phys ic i an  behav iour 3.9289 2.9127 2.3089*

2. Suppor t i ve  s ta f f 3.6141 2.5068 2.1708*

3. A tmosphe r i c s 3.7306 2.6644 2.4172*

4. Opera t iona l  per formance 3.8187 2.6033 2.5991*

* S i g n i f i c a n t  a t  f i v e  p e r  c e n t  l e v e l .

The perception on SQFs in corporate HCCs is identi f ied

a s  h i g h e r  a m o n g  t h e  p a t i e n t s  c o m p a r e d  t o  t h e

perception on SQFs in non-corporate HCCs.  The highly

perceived SQFs among the patients in corporates HCCs

are Physic ian Behaviour and Operat ional  Performance

s ince  the  respec t i ve  mean  sco res  a re  3 .9289  and

3.8187.  Among the pat ients in non-corporate HCCs,

these SQFs are Physician Behaviour and Atmospherics

s i n c e  t h e i r  m e a n  s c o r e s  a r e  2 . 9 1 2 7  a n d  2 . 6 6 4 4

respect ively.   Regarding the percept ion on SQFs the

signif icant dif ference among the patients in corporate

and non-corporate HCCs is identi f ied in al l  SQFs since

the respective‘t ’  stat ist ics are signif icant at f ive percent

level.

Patient Loyalty

The service qual i ty is a mean of achieving organizat ional

success in the competit ive market s ince it is one of the

n o n - p r i c e  s t r a t e g i e s  a v a i l a b l e  t o  t h e  s e r v i c e

organizat ions.  The customer ’s relat ionship management

and customer ’s loyalty are the two sides of a coin. To

s u s t a i n  p a t i e n t  l o y a l t y  i n  a n  e r a  o f  h e i g h t e n e d

competit ion, the qual i ty of interpersonal experiences

with staff ,  the operat ional qual i ty of the hospitals and

overal l satisfaction and quality of the health care services

are highly essential . The patient loyalty is more impor tant

since the cost of acquir ing new customer is greater than

the cost of retaining exist ing customers (Jain and Gupta,

2004).  In the present study, the performance of the

HCCs is measured by the patient’s loyalty. The patient’s

loyalty is measured by UPAS (Using the Provider Again

for the same treatment), UPAD (Using the Provider Again

for  a  D i f fe rent  Trea tment)  and RPO (Recommending

Provider to Others).  The above said three measurements

are observed from the patients with f ive each related

statements measured at five point scale (Hardeep Chahal,

2007).   The re l iabi l i ty test  has been administered to

f indout the val idity of the statements to each measure.

Since, al l  the three rel iabi l i ty co-eff icients suppor t the

val idity of the instrument; the mean score of the f ive

statements have been treated as the score of the UPAS,

UPAD and RPO respectively.

The mean score of three measures of patient loyalty has

been computed to exhibit the level of loyalty among the

patients on corporate and non-corporate HCCs.  The ‘t ’

test have been applied to test the signif icant dif ference

among the two HCCs regarding the patients loyalty. The

results are shown in Table 5.

The higher pat ient loyalty has been ident i f ied on the

corporate HCCs since the mean score on UPAS, UPAD

and RPO are relat ively higher in Corporate HCCs. The

signif icant difference among the two group of HCCs have

been identi f ied regarding the three measures of pat ient

loyalty s ince the respective ‘t ’  stat ist ics are signif icant at

f ive percent level. The lesser mean difference is noticed

in the case of Us ing the Provider again for the same

treatment. It infers that patient loyalty on corporate HCCs

is higher in the case of UPAD and RPO.
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Table 5 :   Patients  Loyalty on Health Care Centres

Sl .No.      Measures of  Patients                             Mean Score in                    t -Statist ics

                                                    Loyalty                    Corporate       Non Corporate

                                                                                                       H CCs                  HCCs

   1 .     UPAS                                                   3 .6894                 3 .0063                          1 .9806*

   2 .     UPAD                                                   3 .9193                 2 .5674                          3 .0782*

   3 .      RPO                                                   4 .2176                  3 .1718           2 .8674*

* S i g n i f i c a n t  a t  f i v e  p e r  c e n t  l e v e l .

Impact of SQFs on the Patient Loyalty on HCCs

The percept ion on SQFs of  HCCs may have i ts  own

impact  on  the  pa t ien t  loya l t y  on  HCCs .  I t  i s  h igh l y

imperat ive for the pol icy makers to formulate suitable

strategy to enrich the patient loyalty at the HCCs. Hence

the present study has made an attempt to analyze the

impact of perception on SQFs on the patient loyalty with

the  he lp  o f  mu l t ip le  reg ress ion  ana l ys i s .  The  f i t ted

regression model is:

Y = a+b
1
X

1
 + b

2
X

2
 + b

3
X

3
 + b

4
X

4
 + e

Whereas

Y = UPAS or UPAD or RPO

X
1

= Score of perception on physician   behaviour

X
2

= Score of perception on suppor t ive staffs

X
3

= Score of perception on atmospherics

X
4

= Score of perception on operat ional performance

b
1
,  b

2
,  b

3
,  b

4
 = Reg ress ion  co-e f f i c i en t s  o f

independent var iables

a   = Intercept and

e = error term.

Impact of Service quality factors on Using the

Provider again for Same Treatment (UPAS)

The impact of perception on SQFs in HCCs on the patient

loyalty especial ly (UPAS) have been examined with the

help of mult iple regression analysis. The ordinary least

square method has been followed.  The fitted regression

model is:

Y = a + b
1
X

1
 + b

2
X

2
 + b

3
X

3
 + b

4
X

4
 + e

Whereas

Y – Score on UPAS

X
1

– Score on perception on Physician behaviour

X
2

– Score on perception on suppor t ive staff

X
3

– Score on perception on atmospherics

X
4

– Score on percept ion on operat ional

    performance

b
1
,  b

2
,  b

3
,  b

4
–  r e g r e s s i o n  c o - e f f i c i e n t  o f

independent var iables

a – Intercept and

b – error term

The below table reveals the regression co-eff icients of

service qual i ty factors on USAS among the patients in

corporate and non-corporate HCCs.  In the corporate

HCCs, al l  the service qual i ty factors have a s ignif icant

and posi t ive impact on USAS. A uni t  increase in the

percept ion on phys ic ian behaviour,  suppor t ive staf f ,

atmospherics and operat ional performance results in an

increase in USAS by 0.4384, 0.3968, 0.2911 and 0.4506

units respect ively.  The changes in the perception on

SQF explain the changes in UPAS to the extent of 70.14
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Table  6: Impact of SERVPERF Scale on SQFs on UPAS

             Sl.No.                        SQFs                                                 Regression Co-efficient in

                                                                                                           Corporate Non-Corporate        Pooled

                                                                                                                  HCC                         HCC                          Data

1. Phys ic ian behaviour 0.4384* 0.1344 0.3672*

2. Suppor t ive staf f 0.3968* 0.1968* 0.3141*

3. Atmospher ics 0.2911* 0.1243 0.2406*

4 Operat ional  performance 0.4506* 0.2064* 0.3191*

Constant 2.1787 0.9785 1.3845

R 2 0.7014 0.6534 0.6939

F-stat i s t ics 11.3918* 9.8646* 12.7168*

*S i gn i f i c an t  a t  f i v e  pe r  cen t  l e ve l .

pe rcen t .  I n  t he  ca se  o f  non -co rpo r a t e  HCCs ,  t he

significantly influencing perception on SQF on UPAS are

only suppor tive staff and operational per formance since

their respective regression co-efficients are significant at

five percent level. The analysis infers that the increase in

the perception on physician behaviour, suppor tive staff

and operational performance results in an increase in UPAS.

The analysis of pooled data reveals that the changes in

the perception in SQFs explain the changes in UPAS to

the extent of 79.08 percent. Hence, the analysis reveals

the impor tance of physician behaviour, suppor tive staffs

and operat ional performance in the determinat ion of

using the provider again for same treatment (UPAS).

Impact of SQFs on Using the Provider Again

for Different Treatment (UPAD)

The patient loyalty has been also measured with the help

of UPAD. Since the perception of var ious SQFs among

the patients may have its own inf luence on UPAD, the

present study has made an attempt to analyse the impact

of SQFs on UPAD among the patients in corporate,   non-

corporate HCCs and also for pooled data. The mult iple

regress ion ana lys i s  has  been used to f ind out  such

impact. The results are shown in Table 7.

The s igni f icant ly inf luencing SQF on the UPAD among

the patients in corporate HCCs are al l  four SQFs. A unit

increase in the perception on the physician behaviour,

s u p p o r t i v e  s t a f f ,  at m o s p h e r i c s  a n d  o p e r a t i o n a l

per formance among the pat ients  in  corporate HCCs

results in an increase in UPAD by 0.4018, 0.2344, 0.1829

and 0.2738 units respectively. Among the pat ients in

non-corporate HCCs, the signif icantly inf luencing SQFs

are physician behaviour, suppor tive staff and operational

performance.  The analysis of pooled data reveals that a

unit increase in the perception on physician behaviour,

suppor tive staff and operational per formance among the

patient’s results in an increase in UPAD by 0.2968, 0.2245

and 0.2904 units. The changes in the perception on SQFs

explain the changes in the UPAD to the extent of 79.08

percent. The analysis infers that the most inf luencing SQF

in corporate HCCs is physic ian behaviour whereas in

non-corporate HCCs, i t  is operat ional performance.  The

deg ree  o f  i n f l uence  o f  SQF  i s  r e l a t i ve l y  h i ghe r  i n

corporate HCCs compared to the non-corporate HCCs.
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Table  7 :   Impact  of  SERVERPF Sca le  on  SQFs  on  UPAD

                  S l .No.          SQFs                                                Regress ion  Co-ef f i c ients  in

                                                    Corpora te              Non Corpora te      Pooled  data

                                                                                                         HCCs                                 HCCs

1 . Phy s i c an  behav iou r 0 .4018* 0 .1409* 0 .2968*

2 . Suppo r t i ve  s t a f f 0 .2344* 0 .2807* 0 .2245*

3 . A t m o s p h e r e s 0 .1829* 0.1144 0.1209

4 . Ope ra t i a l  pe r fo rmance 0 .2738* 0 .3681* 0 .2904*

C o n s t a n t 1 .5089 0.9197 1.1989

 R 2 0.8144 0.7499 0.7908

F -S t a t i s t i c s 12 .4041* 10 .1423* 11 .4924*

I m p a c t  o f  S Q F s  o n  t h e  R e c o m m e n d i n g

Provider to Others (RPO)

The service qual ity of the HCCs is an impor tant motivator

to recommend the HCCs to other patients by the existing

patients. It is highly imperative to understand the degree

of inf luence of four SQFs on the RPO among the patients

for some policy implicat ions.  The impact of SQFs on

RPO is examined with the help of mult iple regression

ana lys i s  th rough ord ina ry  leas t  square  method.  The

impact of SQFs on RPO among the patients in corporate,

non-corporate HCCs and also for pooled data is shown

in Table 8.

The signif icantly inf luencing SQF on the RPO among the

pat ients  in  corporate HCCs are phys ic ian behav iour,

suppor tive staff and operational per formance since their

respective regression co-eff icients are signif icant at f ive

percent level. In the case of non-corporate HCCs, the

s ign i f ican t  impact  i s  ident i f ied by  the  SQFs  name ly

physician behaviour and suppor t ive staff.  The analysis

o f  poo led da ta  revea l s  t ha t  a  un i t  i nc rease  i n  the

perception on physician behaviour, suppor tive staff and

operat ional performance results in an increase in RPO

among the patients by 0.3174, 0.2508 and 0.1524 units

respectively. The change in perception on SQFs explains

the RPO among the pat ients  to the extent  of  71.41

percent. The most impor tant SQFs inf luence on RPO in

corporate HCCs i s  suppor t ive s ta f f  whereas in  non-

corporate HCCs, i t  is physician behaviour.

Research Implications

I t  is clear ly evident from the f indings that the impor tant

Se rv ice  Qua l i t y  F ac to r s  i n  Hea l th  Ca re  Cen t res  a re

Phys ic ian Behaviour,  Suppor t ive Staf fs ,  Atmospher ics

a n d  O p e r a t i o n a l  Pe r f o r m a n c e  w h i c h  s u p p o r t  t h e

previous f indings (Chahal and Sharma, 2004; Wal lr idge

et. al., 1993; Rober ts and Fred, 2003). The service quality

in corporate HCCs is rated high by the patients compared

to the non-corporate HCCs regarding a l l  four serv ice

qual i ty factors. The s igni f icant ly associat ing prof i le of

patients on the perception of overal l  performance of

the HCCs are educat ion and nature of pat ient which

resembles  the f indings of Elbeck, (1987); Naucer and

Mohammed,  (2003) ;  and Re idenbarch and Sand i fe r

(1990).
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Ta b l e  8 :   I m p a c t  o f  S E RV P E R F  S c a l e  o n  S Q F s  o n  R P O

              S l . N o .       S Q F s         R e g r e s s i o n  Co - e f f i c i e n t  i n

   C o r p o r a t e         N o n - c o r p o r a t e         P o o l e d

                                                                                                     HCCs                               HCCs                        D a t a

1 . P h y s i c i a n  b e h a v i o u r 0 .2896* 0 .3962* 0 .3174*

2 . S u p p o r t i v e  s t a f f 0 .3402* 0 .1741* 0 .2508*

3 . A t m o s p h e r i c s 0 .1047 0 .1016 0 .0917

4 O p e r a t i o n a l  p e r f o r m a n c e 0 .1924* 0 .0969 0 .1524*

C o n s t a n t 1 .3496 0 .9317 1 .2082

R 2 0 .7217 0 .6981 0 .7141

F - s t a t i s t i c s 9 .3687* 8 .2342* 9 .0866*

* S i g n i f i c a n t  a t  f i v e  p e r  c e n t  l e v e l .

Regarding the patient loyalty, the signif icant dif ference

among  t he  co rpo r a t e  and  non -co rpo r a t e  HCCs  i s

identif ied in the case of al l three loyalty measures (UPAS,

UPAD and RPO). The higher patient loyalty is identif ied in

the case of corporate HCCs. The signif icantly inf luencing

SQFs on UPAD and RPO are perception on physician

behaviour, suppor tive staff and operational per formance

whereas the signif icantly inf luencing SQFs on UPSD are

percept ion on Phys ic ian Behaviour,  Suppor t ive Staf f ,

Atmospherics and Operational Performance. The present

study infers the pat ient loyalty is h igher in corporate

HCCs especia l ly  because of the phys ic ian behaviour

Suppor t ive staff and Operat ional Per formance.

Managerial Implications

In order to enhance the present level of service qual i ty

in Health Care Centres, the present study offers some

managerial implications for a paradigm shift from medical

service to customerized service in the medical f ield.

Init ial ly, the attitude of the physicians and their behaviour

towards the pat ients  can be enr iched by prov id ing

continuous and on-going training programmes especial ly

in the case of human technology. The physicians should

be impar t ia l ,  f r iendly,  sympathet ic and cour teous to

pa t i en t s  unde r  a l l  c i r cums t ances .  The  wor k shops ,

c o u n s e l l i n g  a n d  t r a i n i n g  c o u r s e s  o n  t h e  h u m a n

psychology may show a considerable posit ive impact

on  the  en r ichment  o f  se rv ice  qua l i t y  o f  phys ic i ans

(Sharma and Gupta ,  2004;  Boyt  and Sch i  B rowskey,

1998).

Since the pat ient’s loyalty is highly inf luenced by the

Physician Behaviour, Suppor t ive Staff and Operat ional

Performance in the HCCs, the HCCs have to concentrate

more on these aspects. The Suppor tive staff should also

be properly trained mentioning about the management

of HCCs and method to interact with the patient. Since

the suppor t ive staff spent more t ime with the patients

than the physician, the management has to give equal

impor tance on this aspect. Nowadays, i t  is ver y dif f icult

to establ i sh the pat ient ’s  loya l ty  s ince the i r  leve l  of

awareness  and knowledge on medica l  se rv ices  a re

increasing to a greater extent.  Hence, the management

has to understand the present needs of the customers
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and posit ion the customized service at the r ight market

at r ight t ime. The operat ional performance in the HCCs

should be enriched by the establishment of a permanent

Resea rch  and Deve lopment  Ce l l  i n  the i r  HCCs .  The

personnel in the cel ls have to be trained to predict the

future requirements for the HCCs and also ensure the

optimum uti l izat ion of avai lable resources at HCCs.

Directions for Future Research

The present study focuses on the patient oriented study

especial ly in corporate and non-corporate HCCs.  This

study may extend to the staf f  as wel l  as to doctors.

Apar t from that, the comparat ive study on the ser vice

qual i ty of var ious aspects l ike doctors, suppor t ive staff ,

operational performance, nursing staff, and para-medical

staff may also be conducted.  The present study is based

on the performance only (SERVPERF).  The gaps model

formulated by Parasuraman et al (1988) could be used

for better understanding of pat ient’s expectat ions and

their respective perceptions on service qual i ty at HCCs.

The service qual i ty at publ ic HCCs may be focused in

future.   Thus the scope for future research is very broad.

The results would be more effective if a holistic approach

is considered.
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for
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l a n c y u o m @ y a h o o . c o . i n

The study attempts to invest igate the type and extent to which how top level,  middle level

and lower level IT employees apply coping strategies to al leviate stress at their work place.

A total of 600 respondents (40 top level employees, 154 middle level employees and 406

lower level employees ) working in Information Technology Companies in and around Mysore

and Bangalore par t ic ipated in the study. The respondents completed the Coping Check L ist

by  Rao et  a l  (1986) .One-way ANOVA was employed to f ind out  the s ign i f icance of  the

d i f fe rence between manager i a l  leve l s ,  i n  d i f fe rent  cop ing  s t ra teg ies  employed by the I T

personnel.  The results revealed that Software employees of different managerial levels differed

s ign i f icant ly  on subscales of  coping-heal thy cogni t ive mechanisms,  phys ica l  act iv i ty  re lated

coping and unproductive coping mechanisms, where lower level IT professionals, were found

to possess higher scores.  In unproductive coping mechanisms, middle level IT professionals

were found to possess least scores and lower level IT employees possessed the highest.

o p i n g  b e h a v i o u r  i s  m a i n l y  c o n s i d e r e d  i n  t h e

stress research as a moderator  var iable between

job  demands and

nega t i ve  o r  pos i t i ve

outcomes (e.g., anxiety,

satisfaction).The concept

of  cop ing  i s  a  cent ra l

aspect of contemporary

theories of stress. Coping

refers to person’s effor ts

to  manage  (m in im ize ,

reduce ,  mas te r  o r

tolerate) the internal and

external demands of the

p e r s o n - e n v i r o n m e n t

transaction that is viewed

as taxing or exceeding

the person’s resources

( Fo l kman  and  Laza rus

1986).

Coping refers to the behaviour that protects people from

be ing  psycho log ica l l y  harmed by problematic social

experience, a behaviour

that importantly mediates

the impact that societies

have on their members.

The protective functions

of coping behaviour can

be exerc ised in three

ways, by eliminating or

moderat ing condit ions

giving rise to problems,

by  perceptua l l y  con-

trolling the experience in

a manner that neutralizes

its problematic character

and  by  keep ing  t he

emotional consequences

o f  p rob lems  w i t h i n
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manageable bounds (Pearlin and Schoolar, 1978).

The Stress and coping paradigm hold that life stresses are

associated with a wide range of disorders, while coping

resources are compensatory factors that help maintain

health (Bill ings and Moos, 1984). Coping is viewed as a

s tab i l iz ing  factor  tha t  may he lp ind iv idua l s  ma in ta in

psychological adaptation during stressful periods (Folkman

and Lazrus, 1980).There is a longstanding and widely held

conviction that among practitioners and researchers in the

field mental health, the ways in which people cope with

the demands of stressful situation determines or influences

how they feel emotionally.

“Coping” is a combination of responses made in a stressful

situation, to, in some way; reduce the adverse qualities of

that situation. Lazarus and Folkman (1984) considered

coping to be a response in cognitive or behavioural terms

to the stressful demands of a given situation. “Coping,”

then, is used to refer to the aspects of the stress process

which include the individual’s attempts to deal with the

stressors. It is a response brought about by the stressful

s i tuat ion and implemented in order to deal  with,  or

neutral ize i t .  This assumes the existence of excessive

demands and attempts by the individual to restore the

balance (Rodríguez -Marín, 1995).

Obviously, just as stressors affect each person differently

in each situation, each person will l ikewise try to cope

with stressors in a dif ferent way, in accordance with

individual variables and with their resources. If we consider

the type of response employed to deal with stressors,

coping strategies can be of the “approach” or “avoidance”

type, depending on whether the subject opts for fight or

f l ight .  One could a lso add, according to Perrez and

Reicher ts (1992), “passive” coping, where no action is

taken, involving strategies is often referred to as “wait and

see.”  A l though coping s t ra teg ies  have ch ie f l y  been

considered as defensive, from another angle, closer to

positive psychology, they are seen as being related to well-

be ing and hea l th  (Tay lor,  Kemeny,  Reed,  Bower and

Gruenewald, 2000). Coping need not only be reactive,

but can also take active forms to prevent situations from

becoming stressful. These forms of proactive coping are

proposed from a perspective of the promotion of health

and quality of life.

Deborah and Callan  (1997) tested the uti l i ty of stress-

coping model of employee adjustments to organizational

change. It was proposed that the characteristics of the

change situation, employees’ appraisals of the situation,

their coping strategies, and the extent of their personal

resources would influence employees’ adjustment to this

type of  work  s t ress .  Resu l t s  revea led h igh leve ls  of

psychologica l  dist ress were re lated to a re l iance on

informal sources of information, high appraised stress, low

appra ised cer ta inty,  and use of avoidant rather than

p rob lem focused  s t r a t eg i e s ;  whe rea s  poo r  soc i a l

functioning was associated with low self esteem, high

levels of disruption across the period of change, a reliance

on informal sources of information, and use of avoidant

coping strategies. There was no evidence that coping

strategies mediated the effects of the event characteristics,

s i t u a t i ona l  app ra i s a l s ,  and  pe r sona l  r e sou rces  on

adjustment; however there was some evidence l inking

these variables to coping strategies, in par ticular problem-

focused coping.

The  presen t  s tudy  a imed a t  compar ing  the  cop ing

strategies adopted by top level, middle level and lower

level employees of IT companies. These three groups were

analyzed on the dimensions of Coping Checklist. It was

hypothes ized that  the th ree groups d i f fe r  on these

dimensions because of thei r  di f ferent role demands,

working conditions and application of coping strategies

to alleviate the stress in, day to day, work place.

Sample

Stratified random sampling was adopted to gather data. A

total of 600 respondents (40 top level employees, 154

middle level employees and 406 lower level employees)

working in Informat ion Technology Companies in and

around Mysore and Bangalore par ticipated in the study.

Tools and Procedure

Cop ing  Check l i s t  (CCL )  by  R ao  e t  a l  (1986)  was

administered to assess the coping strategies among the

three groups .  The quest ionna i re  was g iven to each

par ticipant, who was requested to fil l up and to return the

same in four days. They were also br iefed about the

purpose of the study and their informed consent was

obtained. Rao developed the Coping Checklist within the
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transactional perspective to be used on the urban Indian

populat ion. The transactional model used, referred to

individual’s “Cognitive and Behavioural effor ts to manage

the  i n te rna l  and  ex te rna l  demands  o f  t he  pe r son-

environment transaction that is appraised as taxing, or

exceeding the person’s resources. Coping behaviours

selected for this tool was required to serve one of the

three following functions: (a) to change a stressful situation

(b) to control the meaning of the situation (c) to control

emotional distress in relation to stress. Therefore problem-

focused, emotions-focused and appraisal focused coping

behaviours were included in this instrument.

The CCL comprised 56 items and the responses were

scored in binary fashion-Yes/No indicative of the presence

or absence of a par ticular coping behaviour. The total of

pos i t i ve ly  responded to i tems were summed up to

represent the size of the coping reper toire. This procedure

assessed the individual’s coping patterns or resources in

terms of the tendency for use in cer tain stressful situations.

The response ca tegor ies  were modi f ied to inc lude

frequency of coping behaviours, rated on a five point scale.

The scale ranged from ‘never ’ (1) to ‘always’ (5). The

response categories were as follows: Never- If the method

of coping was never used at all, seldom - if the method

was used 25 percent of the time, sometimes -iIf the method

was used 50 percent of the time, often - if the method was

used 75 percent of the time, always - if the method was

used 100 percent of the time. The various dimensions are:

healthy cognit ive mechanisms, social suppor t coping,

spiritual religious coping, physical activity related coping,

p rob lem so l v i ng  cop ing ,  unhea l t hy  cop ing  hab i t s ,

unproductive coping mechanisms and high risk coping.

One  way  ANOVA has  been  emp loyed  to  te s t  t he

significance of the difference between means of subscales

of coping strategies, of top level, middle level and lower

level IT employees.

Table 1 presents mean scores of each subscale of Coping

Check List (CCL) of top level, middle level and lower level

IT employees along with results of one way ANOVA.

Table 1: Presents mean scores of each subscale of Coping Check List (CCL)

of top level, middle level and lower level IT employees

along with results of one way ANOVA.

                            Sub scale           Mean    SD                F         P

Healthy Top-Level 45.78 9.01

Cognit ive Middle-Level 47.78 8.14 4.804 .009

Mechanisms Lower-Level 49.15 7.12

Total 48.57 7.57

Social Top-Level 14.95 4.09

suppor t Middle-Level 14.90 4.10 .201 .818

coping Lower-Level 15.12 3.63

Total 15.05 3.78

Spiritual Top-Level 15.10 4.89

Rel ig ious Middle-Level 14.28 3.99 .849 .429

Coping Lower-Level 14.67 4.01

Total 14.60 4.07

Physical Top-Level 18.70 4.19

activity Middle-Level 19.44 3.80 4.647 .010

related Lower-Level 20.17 3.46

coping Total 19.88 3.62
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Problem Top-Level 17.95 4.21

solv ing Middle-Level 18.57 3.06 .630 .533

coping Lower-Level 18.47 3.04

Total 18.46 3.13

Unhealthy Top-Level 8.40 3.52

coping Middle-Level 7.82 2.70 .896 .409

habits Lower-Level 7.82 2.53

Total 7.86 2.65

Unproductive Top-Level 27.00 7.87

coping Middle-Level 26.03 6.69 3.179 .042

mechanisms Lower-Level 27.56 6.15

Total 27.13 6.44

High Top-Level 7.53 2.60

r isk Middle-Level 7.67 2.58 .267 .766

coping Lower-Level 7.50 2.49

Total 7.54 2.51

Influence of Secondary Variables on Coping
Mechanisms

Healthy Cognitive Coping

Results of one way ANOVA revealed that top level, middle

level and lower level employees of IT differed significantly

in their ‘healthy cognitive coping’( F=4.804; p< 0.009).

The respective mean cognitive coping values of top level,

middle level and lower level IT employees were found to

be 45.78, 47.78 and 49.15 respectively.

Social Support Coping

Software employees belonging to different managerial

levels did not differ significantly in subscale social suppor t

coping, as the F value of .201 was found to be non

significant (p=.818).  The mean ‘social suppor t coping’

scores obtained by top-level, middle-level and lower levels

so f twa re  emp loyees  a re , 14 .95 ,  14 .90  and  15 .12

respectively.

Spiritual Religious Coping

Manager ia l  levels did not inf luence ‘spir i tual  re l ig ious

coping’ as the F value of .849 was found to be non-

signi f icant ( .429). The mean spir i tual  rel ig ious coping

scores obtained by top-level, middle-level and lower level

so f twa re  emp loyees  a re  15 .10 ,  14 .28  and  14 .67

respectively, which are  statistically all same.

Physical Activity Related Coping

In this subscale also top-level (mean 18.70), middle-level

(mean 19.44) and lower level (mean 20.17) software

employees differed significantly (F=4.647; p<.010).

Problem Solving Coping

A non-s ign i f icant  d i f ference was observed between

software employees belonging to different managerial

levels as the obtained F value of .630 was found to be

non-signif icant (P=.533).  The mean ‘problem solving

coping’ scores obtained by top-level, middle-level and

lower level software employees are 17.95, 18.57 and 18.47

respectively, which are all same statistically.

Unhealthy Coping Habits

Resu l t s  o f  one way ANOVA revea led tha t  so f tware

employees belonging to different managerial levels had

stat ist ical ly equal scores on ‘unhealthy coping habits’

subscale as the obtained F value of .896 was found to be

non-signif icant (P=.409).  The mean ‘unhealthy coping

habits’ scores obtained by top-level, middle-level and

lower level software employees are 8.40, 7.82 and 7.82

respectively.
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Unproductive Coping Mechanisms

Emp loyees  i n  d i f f e ren t  manage r i a l  l e ve l s  d i f f e red

significantly in ‘unhealthy coping mechanisms’ subscale,

as the obtained F value of 3.179 was found to be significant

(P=.042) .  The mean ‘unhea l thy coping mechan isms’

scores obtained by top-level, middle level and lower-level

so f twa re  emp loyees  a re  27 .00 ,  26 .03  and  27 .56

respectively. This indicates that the influence of managerial

level on the stress in the subscale ‘unhealthy coping

mechanisms’ is significantly more among the lower level

employees and least among the middle level employees.

High Risk Coping

A non-s ign i f icant  d i f ference was observed between

software employees belonging to different managerial

levels as the obtained F value of .267 was found to be

non-signif icant (P=.766).  The mean ‘high r isk coping’

scores obtained by top-level, middle-level and lower level

software employees are 7.53, 7.67 and 7.50 respectively,

which are all the same statistically.

Findings and Suggestions

The major findings that have emerged from this study are:

1.Software employees of different managerial levels

differed significantly on subscales of coping- healthy

cognitive mechanisms, physical activity related coping

and unproductive coping mechanisms, where lower

level IT professionals have found to possess higher

scores.

2.In unproductive coping mechanisms, middle level IT

professionals were found to possess least scores and

lower level IT employees possess the highest.

3.In the remaining coping mechanisms the managerial

level did not have significant influence.

According to Bonita (1998) the personality disposition of

a genetic trait has a stranger influence on coping strategies

for different levels of positions in an organization. The

lower the level, lesser will be the coping resource, which

might result in more distress and less satisfaction. Managers

who had been declared surplus were less likely to engage

in positive thinking and direct action coping, repor ted

h igher  leve l s  o f  s t ra in  and burnout ,  perce ived less

organization suppor t (Majorie, 1997). Coping strategies

also depend upon job satisfaction, mental and physical i l l

health. It was also found that role efficiency and job anxieties

were negatively related (Singh and Mohanty, 1996). They

a lso found that  managers  d i f fe red s ign i f icant ly  f rom

supervisors with respect to their role efficacy.

Active coping involves active coping and behavioural

attempts to manage stress. This includes a meaning based

coping process, in which the individual actively seeks and

finds positive meaning in a stressful event, and attempts to

engage in activit ies to alleviate the stress. This form of

coping can be equated with problem-focused coping,

which is a goal directed strategy including information

gathering, decision making, planning and conflict resolution

in order to manage or solve the problem obstructing the

goals and creating distress (Peter et al 2005). Problem

focused coping is associated with reduced depression

(Mitchell et al 1983 Folkman, 1997; stein et al 1997).

Reappraisal is an expansion of appraisal, incorporating a

feedback system of stress related information involving

subsequent evaluations of reactions to the environment

and a  process  o f  ongo ing  re f lec t ion .  Pos i t i ve ly  re -

apprais ing the event as less stressful or reframing the

situation to see it in a positive light, can sustain coping

effor ts to deal with the ongoing stressor (Folkman, 1997).

Social Suppor t Coping is an interpersonal approach to

coping, involving social suppor t, and, confronts approach.

Increased use of social suppor t was associated with high

stress and high anxiety. There may be instances when

an IT  employee’s  soc ia l  suppor t  may be res t r ic ted.

Consequently, they may feel isolated from the rest of the

organization, and therefore are unable to receive adequate

suppor t from other personnel, which might contribute to

higher levels of stress and anxiety being experienced

(Huarng, 2001).

Conclusion

In  the present  s tudy we did not  f ind any s ta t i s t ica l

difference in the ‘coping strategies’ of social suppor t,
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spiritual religious, problem solving, unhealthy coping, and

high risk coping. Surprisingly, IT professionals in lower

managerial levels were found to use significantly more of

hea l thy cogni t ive mechanisms which were expected

otherwise.  At present we do not have any study suppor ting

this finding.  However, IT employees at lower levels found

to use more of  phys ica l  act iv i ty  re la ted coping and

unproductive coping mechanisms, which is likely.

The increas ing demands being imposed on f i rms by

customers to deliver services and products more efficiently

and effectively is often reliant on IT personnel being able

to be adaptive and responsive to the environment within

which they work .  In  addi t ion,  IT  personnel  a re a l so

confronted with the demands of users, and increasingly,

the stakeholders who are reliant on the information system

and the data produced. If IT personnel are not able to

manage and cope wi th  the job s t ra in  tha t  they a re

confronted with, then there is a danger that customers

could be lost to competitors, which are considered more

re l iab le .  Consequent ly ,  i f  f i rms a re to improve the i r

performance, then they need to provide their IT personnel

with an environment that encourages problem-focused

coping through improved training and skills development.

As there has been limited research under taken that has

addressed psychological adjustment and coping of IT

personnel, the findings repor ted in this paper provide the

impetus for future research in this area.
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connec t ions  a l l  ove r.   I nnova t i venes s  o f  t he  consumer s  i s  ano the r  impor t an t  f ac to r  wh ich

w i l l  dec ide  t he  succes s  o f  t h i s  channe l  i n  I nd i a .  The  p ropens i t y  to  t a ke  r i s k  and  t r y  new

m e a n s  i s  v e r y  m u c h  e s s e n t i a l  f o r  O n l i n e  s h o p p i n g  t o  g r o w  i n t o  n e w  d i m e n s i o n s .  T h e

pa rame te r s  o f  Se r v i ce  Qua l i t y  a re  d i scus sed  and  the  cus tomer  expec ta t ions  a re  ana l yzed .

Web s i t e  f ac i l i t i e s ,  De l i ve r y  Re l i ab i l i t y  On l i ne  Un iquenes s ,  I nc l i n a t ion  to  buy  a re  t he  f ac to r s

p rom inen t  i n  on l i ne  buy i ng  o f  appa re l .  Th i s  a r t i c l e  ou t l i ne s  t he  Dec i s ion  mak i ng  p roces s  i n

O n l i n e  s h o p p i n g  f o r  a p p a r e l  p r o d u c t s .  O n l i n e  c h a n n e l  i s  m a d e  u s e  o f  f o r  i n f o r m a t i o n

seek i ng  and  buy i ng  o f  appa re l .  The  re su l t s  a re  s i gn i f i c an t  to  ma r ke te r s  o f  appa re l  t h rough

the  i nnova t i ve  on l i ne  channe l .

nl ine shopping m a k e s  use of the I n t e r n et to

gather information and to purchase through the

web. It is an innovative marketing channel, where

the  po ten t i a l  i s  t r emendous .

Apparel shopping by consumers

t h rough  t he  web i s  ga the r i ng

momentum. The consumers  may

ei ther  gather  in format ion and/or

purchase through the web.

Literature Review

Nature of Apparel Shopping

Purchasing over the Internet is one

o f  t he  mos t  r ap id l y  expand ing

channels of shopping, and online

shopping i s  the fas tes t  g rowing

application of the Internet.  Online

apparel sales are estimated to total $12 bill ion in 2002.

However, this figure is dwarfed by apparel sales from other

distribution channels, totaling around $200 bil l ion, and

total US online sales, estimated at

about $2.5 trill ion.  Growth in online

apparel sales lags far behind other

on l i ne  p roduc t  s a l e s ,  s uch  a s

books or CDs, and online apparel

sales figures currently stand at only

27 percent of all online sales.

In  Ind ia ,  the re  a re  38 .5  m i l l ion

Indians Online Today. The Internet

offers an audience that will grow to

a 100 mill ion users by 2007-08.

One key reason for this is the nature

o f  appa re l  s hopp ing .  W hen
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consumers are shopping for apparel, they like to physically

examine the products to assess colour, size, design, and

fabric. Also for apparel,  fit is very impor tant. Due to the

sensory and interactive nature of the apparel purchase

process, apparel products are categorized as high-risk

items and apparel shopping has been associated with high

perceived risk.  Several studies found that the inability to

examine apparel products contr ibute to the high r isk

associated with the in-home shopping channel  found that

non -ca t a log  shoppe r s  t ended  to  have  h i ghe r  r i s k

perceptions related to catalog apparel purchases than

cata log shoppers .  For  Internet  shopping,  consumers

consider apparel products to be risky to purchase on the

Internet because of uncer tainty about colour, fabrics, and

fit.

However, highly innovative people, who tend to have

higher incomes higher levels of education greater r isk

propensity (venturesome)  and higher occupational status,

are more likely to adopt new products and services than

people with low general innovativeness. Research shows,

for example, that innovators are frequent catalog apparel

shoppers, despite the higher risk. Therefore, an innovative

person might adopt and util ize the Internet for apparel

shopp ing  even  though  h igh  r i s k  i s  a s soc ia ted w i th

purchasing apparel on the Internet.

We might also expect gender differences in Internet apparel

shopping behaviours. Previous research has shown that

women tend to be more innovative than men.8 In addition;

research has shown that women are st i l l  the pr imary

shoppers for personal clothing in married households.

And, among students, gender stereotypes exist relative to

shopping formats and product types with both males and

females perceiving the typical shopper to be a woman.

Thus, men and women might exhibit different adopting

intent ions and ut i l izat ion behaviours about us ing the

Internet for apparel shopping.

Internet Apparel Shopping and the Innovation-

Decision Process

In adopting the innovation-decision process, this study

assumes that each stage of the innovation-decision process

applies to Internet apparel shopping. In the current study,

Internet shopping refers to online information search for

apparel products and online purchase of apparel products.

In the knowledge stage, consumers become aware of and

unde r s t and  I n te rne t  appa re l  shopp ing  i n  t e rms  o f

in format ion search and actua l  purchas ing based on

previous conditions such as prior Internet usage, previous

i n -home shopp ing  expe r i ences ,  and  pe r sona l

cha r ac te r i s t i c s  o f  t he  shoppe r  such  a s  gene r a l

innovat iveness and demographic character is t ics (e.g.

gender). To reduce uncer tainty about Internet apparel

shopping, consumers seek informat ion about Internet

information search and Internet purchasing for apparel

p roduc t s .  I n  the  pe r suas ion  s t age ,  based on  the i r

knowledge about Internet apparel shopping in terms of

informat ion search and actual  purchasing, consumers

develop favourable or unfavourable attitudes and beliefs

about Internet apparel shopping. These att i tudes and

beliefs are influenced by the five perceived characteristics

of Internet apparel shopping as an innovation. For example,

in terms of relat ive advantage, i f  consumers perceive

In te rnet  appare l  shopping to save t ime and money

compared to traditional retail shopping, then the adoption

of Internet information search and purchasing for apparel

products may increase rapidly. In terms of compatibility, if

consumers perceive Internet apparel shopping to be

compatible with their lifestyles, then they may rapidly adopt

the Internet for information search and purchasing of

apparel products. In the case of complexity, if consumers

think that the Internet is easy to use for information search

and actual purchasing for apparel products, then they may

rapidly adopt the Internet for apparel shopping. For trial

ability, if consumers can try out the Internet, then they may

be more comfor table using the Internet for information

search and purchasing for apparel products. And for

observability, if consumers observe the results of adopting

the Internet for information search and actual purchasing

for apparel products, they may rapidly adopt the Internet

fo r  appa re l  s hopp ing .  Du r i ng  t he  dec i s ion  s t age ,

consumers wi l l  decide whether or not to adopt the

Internet for information search or/and actual purchasing

for apparel products based on their attitudes and beliefs

developed in the persuasion stage. In the implementation

stage, consumers who decide to adopt Internet apparel

shopping actually engage in Internet shopping behaviours

(e.g .  in format ion search and actua l  purchas ing) .  For

example, if consumers decided to adopt the Internet to

search for information about apparel products, then they

would use the Internet for apparel information search and
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i f  consumers decided to adopt the Internet for actual

apparel  purchasing, then they would purchase some

appa re l  p roduc t s  on l i ne  du r i ng  t h i s  s t age .  I n  t he

confirmation stage, based on satisfaction with the actual

shopping experience during the implementation stage and

new in fo rma t ion  abou t  I n te rne t  appa re l  shopp ing ,

consumers will reconsider whether or not to continue to

use  the  I n te rne t  fo r  i n fo rma t ion  sea rch  and ac tua l

purchasing for apparel products.

Internet Apparel Shopping Behaviour

From the shopping process, people derive several different

outcomes such as products, information, and pleasure. In

other words, shopping includes both information searching

behav iou r  and  pu rchas i ng  behav iou r  i n ves t i g a ted

differences among Internet apparel purchasers, browsers,

and non-purchasers. They found that purchasers were

significantly different from browsers and non-purchasers

in terms of perceptions of relative advantages and ease of

Internet shopping. In addition, compared to browsers and

non-purchasers, Internet apparel purchasers tended to

perceive Internet shopping as safe for using credit cards.

Browsers and non-purchasers showed similar att itudes

toward Internet appare l  shopping.  Researchers have

studied how and why consumers use the Internet to make

purchases. They have discovered two basic consumer

usage patterns: information search and purchase.

Online Information Search

Information search is the process by which consumers

gather informat ion about goods or serv ices before a

purchase is made. Due to the ease of viewing the vast

amount of information available and to the interactive nature

of the Internet, information search on the web (a.k.a.

browsing or “exploratory behaviour ”) is a crucial element

in online consumer decision-making. When a consumer

has enough information about a product’s price, size,

colour, function, etc., he/she will make a decision as to

the purchase of that product. Therefore, information search

can be directly linked to purchasing behaviours. In fact, it

is crucial to purchasing behaviours proposed that intention

to search for information online is a predictor of intention

to buy online.

Online Purchasing Behaviour

Online purchasing behaviour is the act in which consumers

actually pay for goods over the Internet. Many consumers

are hesitant to buy online, and more than half abandon

thei r  se lect ions before payment occurs .  For appare l

purchases, this fear of purchasing may be related to many

factors, including perceived f inancial  or product r isk.

However, due to convenience,  good price and product

va r i e t y ,  consumer s  u sed  t he  I n te rne t  fo r  p roduc t

purchasing as well as information search. The present

research intends to discover how innovativeness of the

consumer is related to information search and purchasing

behaviour.

Service Quality in Online Retailing

Services are the results that customers want, which can be

obtained by the interactive processes between customers

and ser v ice prov iders .  Tradi t iona l ly,  such interact ive

processes primarily refer to human-to-human interactions

th rough  e i the r  f ace- to- face  meet ings  o r  t r ad i t iona l

communication media, such as telephone, fax, and mail.

However, in the context of online retailing, there are almost

no face-to-face interactions. Instead, the following two

types of interactions may occur:

1. The interactions between customers and online

retai lers’  employees via ei ther Internet-based

communication tools, such as e-mail, chat room,

and message board, or traditional communication

channels; and

2. The interactions between customers and online

retailers’ Web sites, through which customers can

search and retrieve necessary information, and

place their orders.

Par t icular ly, these customer-to-Web site interactions in

online retailing, to a great extent, have replaced traditional

customer-to-employee interactions such as sales clerk

services.

The unique interacting processes between online retailers

and customers  present  a  ser ious cha l lenge to both

practitioners and academicians regarding online service

quality measurement. Currently, one of the most widely
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known serv ice qua l i ty  measures i s  SERVQUAL which

consists of 22 items measuring f ive key dimensions of

service quality:

1. tangibles;

2. reliability;

3. responsibility;

4. assurance; and

5. empathy.

However, prior research suggests that service quality tends

to be context-bounded and service-type-dependent.

Hence,  SERVQUAL may not be suf f ic ient  enough for

measuring service quality across industries and situations,

not to mention online service quality. The SERVQUAL does

not embrace the unique facets of online service quality,

such as customer-to -Web-s i te interact ions,  s ince th is

instrument was constructed based mainly on customer-

to-employee interactions.

Accordingly, various researchers have recently attempted

to identify key service quality attributes that best fit the

online business environment. have found 11 dimensions

of  on l ine serv ice qua l i ty  in  a  ser ies  of  focus group

interviews:

1. access;

2. ease of navigation;

3. efficiency;

4. flexibility;

5. reliability;

6. personalization;

7. security/privacy;

8. responsiveness;

9. assurance/trust;

10. site aesthetics; and

11. price knowledge.

Later,  develop a measurement instrument of online service

quality, SITEQUAL, which consists of four dimensions: ease

of use, aesthetic design, processing speed, and security

have noted that traditional service quality dimensions, such

as competence,  cour tesy,  c lean l iness ,  comfor t ,  and

fr iendl iness, are not relevant in the context of onl ine

retai l ing, whereas other factors, such as accessibi l i ty,

communication, credibility, and appearance, are critical to

the success of online businesses. Similarly, propose the

following 15 dimensions of online service quality based

on the relevant literature review: performance, features,

s t r uc tu re ,  ae s t he t i c s ,  r e l i ab i l i t y ,  s to r age  capac i t y ,

se r v i ceab i l i t y ,  secu r i t y  and  s y s tem i n teg r i t y ,  t r u s t ,

respons iveness ,  product /serv ice d i f fe rent ia t ion and

customization, Web store policies, reputation, assurance,

and empathy. In the same vein, through focus group

interviews, a content analysis, and an online survey, have

uncovered four factors of online retailing experience: Web

site design, rel iabi l i ty ,  pr ivacy/secur i ty,  and customer

service (this factor is primarily related to the customer-to-

employee interactions).  In addition, other studies have

attempted to identify key dimensions of service quality in

the context of narrowly defined online businesses, such

as online banks, por tal services, and travel agencies or a

cer tain segment of online business processes, such as

Web site design, contents, and online exchange processes.

Yet, it should be noted that most of the inquiries have

dealt with online service quality primarily from the online

buyers’ perspective.

Objective of the Study

Based on Literature Review, the objective of the research

was to identify the factors influencing online purchase of

apparel.

Research Design

Secondary data and objective of the study were arrived

from Extens ive L i terature Rev iew. Pr imar y data to be

collected by Questionnaire administration.

Questionnaire Design

The tool of data collection, Questionnaire was designed

based on the Literature review. It was pretested and a  pilot

study was conducted. The reliability of the instrument was

found to be 0.66 (cronbach’s alpha). Reliability is good.
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Sampling Design

A sample of 500 respondents was interviewed in the city

of Chennai ,  which included both onl ine shoppers of

apparel and onl ine users for information gathering on

apparel. The age group of the respondents was among

18-60 of both genders. Random sample approach was

followed.

Data Analysis and Discussion

The data were analyzed with SPSS software. Factor analysis

with Principal Component analysis and varimax rotation was

used. The components with Eigen values of more than 0.9

were taken as factors. In all 12 factors were extracted.

These 12 factors explained more than 65 percent of the

variances. From the rotated component matrix, the variables

contributing to these factors can be obtained.

Factors influencing Customer Satisfaction in Online Purchase of Apparel

Table : 1 Rotated Component Matrix(a)

Component

1 2 3 4 5 6 7 8 9 10 11 12

Credit card -1.717E- 6.867E- 9.982E- -3.981E- -1.958E-

information 03 .358 02 02 .306 -.164 .361 -.245 03 -.255 02 -.258

Personal -2.575E 9.815E- -9.168E- 9.686E-

information -02 .164 .135 02 .612 03 02 -.381 -.177 .103 -.114 .113

Trustworthy 8.444E- -7.319E- 4.742E- 3.430E- 6.758E- 4.254E- 1.056E- 4.637E- 8.029E- -802 -2.695E-

02 04 03 02 .116 02 03 02 02 02 .802 02

Timely -.120 .731 .161 .147 -.144 6.991E- 6.195E- 7.900E- 5.433E- 1.341E-

delivery 02 02 02 02 02 .119 -.107

Products .254 .682 5.183E- 9.382E- -2.233E- -8.141E- 6.895E- -2.329E-

importance 03 -.153 02 02 -.204 02 02 03 -.107 .241
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Component

1 2 3 4 5 6 7 8 9 10 11 12

Undamaged 6.322E- 8.851E- 6.269E- 2.002E-

delivery 02 .151 .145 .138 .208 -.164 03 02 .586 -.339 .268 02

Easy to 3.026E- 3.169E- 2.059E- -7.313E- 5.676E- -6.342E- -4.584E- 8.790E-

return 02 02 02 02 -.150 02 .153 02 .777 .255 02 02

Easy to -2.381E- 9.703E- 3.513E- 5.714E- -3.007E- -1.757E -3.864E- 8.954E-

contact 02 03 02 .120 02 02 -02 02 02 .809 .114 -.123

customer

service

Will buy -2.378E- 4.846E- 9.249E- 5.172E- 3.579E- 4.580E- 9.277E- -1.536E-

within 02 02 -.120 02 .148 02 02 02 02 -.111 02 .811

next year

Will buy .124 3.722E- .210 .639 -5.237E- -2.295E- .181 2.145E- -.165 .137 -5.567E- .329

within 02 02 02 02 02

Next Three

months

Ease in 8.639E- 1.050E- -5.150E- .799 7.990E- 2.472E- -8.221E 2.626E- 7.245E- 8.785E- 5.666E- -4.514E-

placing 02 02 02 02 02 02 -02 02 02 03 02 02

order
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Component

1 2 3 4 5 6 7 8 9 10 11 12

Access to .574 -.153 .235 .153 2.722E- .317 8.539E- -.138 .102 -.158 -.140 .104

website 02 02

Ease in .764 3.218E- 5.300E- .151 -6.203E- -.108 1.411E- 5.455E- 2.887E- -1.495E .160 -6.272E-

touch & try 02 02 03 02 02 02 -02 02

Security .229 9.766E -.370 .255 .131 .122 .586 .189 5.079E- 2.702E- -4.375E- -5.544E-

-02 02 02 02 02

Payment .462 .260 .112 -.214 -5.700E- -4.435E- .243 1.233E- -9.088E- .242 .364 .128

options 02 02 02 02

Safe -2.321E- -.105 .144 -8.959E- -4.822E- 7.520E- .726 -2.383E- .108 4.823E- 3.884E- 9.260E-

shipping 02 02 02 02 02 03 02 02

Easy 7.645E- .180 .726 7.963E- -1.027E- 8.988E- 5.974E- 3.515E- -6.838E- 3.096E- 6.338E- -7.230E-

findings 02 02 02 02 02 02 02 02 02 02

Quality 4.226E- -2.537E- .277 -.215 .414 -2.620E- .178 .311 6.854E- .331 6.973E- .152

products 02 02 02 02 03

Unique .107 -1.181E- .597 -1.950E- .168 5.583E- -1.044E 9.416E- .368 2.028E- -6.899E- -4.696E-

products 02 02 02 -02 02 02 02 02
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Component

1 2 3 4 5 6 7 8 9 10 11 12

Large 3.677E- -.149 -2.434E- 4.109E- .683 5.087E- -7.350E .158 5.636E- -3.548E .223 5.293E-

selection 02 02 02 02 -02 02 -02 02

(variety)

Immediately -4.305E- .158 -5.027E- 3.267E- -6.417E- .758 2.146E- -.138 4.091E- 5.248E- .313 8.119E-

02 02 02 02 02 02 02 02

Lowprice 6.244E- -.103 .195 -1.834E- 9.070E- .668 .108 .199 -6.182E- -6.381E -.163 -3.698E-

02 02 02 02 -02 02

Price .461 .205 -.197 -5.985E- .256 .246 -.196 .254 8.855E- 9.510E- -.132 -.363

comparison 03 02 02

National 1.519E- 1.769E- 8.517E- 6.375E- 3.098E- 2.641E- 2.938E- .830 -3.391E- -2.578E 2.935E- 3.233E-

brands 02 02 02 02 02 02 02 02 -02 03 02

Extraction Method: Principal Component Analysis.

Rotation Method: Varimax with Kaiser Normalization.

 Rotation converged in 26 iterations.



SCMS Journal of Indian Management,  January - March,  2009.                                                                                                       97

A Quarterly Journal                                                                                                                                                Published by SCMS-COCHIN

The variables coming under the first factor (F1), Web site

facilities, are 24 hours accessibility, enabling customers to

touch and try, providing multiple options for payment and

enabling price comparison.

The variables coming under the second factor (F2), Delivery

Reliability, are online purchases are delivered in a timely

manner, and Delivered products match those described

on the website.

The variables coming under the third factor (F3), Online

Uniqueness, are in onl ine shopping i t  is  easy to f ind

merchand ise  and on l ine  shopping  prov ides  un ique

merchandise, available only through web.

The va r i ab les  coming  under  the  four th  f ac tor  ( F4) ,

inclination to buy, are whether the customer wil l make an

online purchase for a product within next three months

and It is easy to place an order through website.

The var iables coming under the f i f th factor (F5), Variety

and confidentia l i ty, are personal information provided

for onl ine purchase is  conf ident ia l ,  Onl ine shopping

prov ides  qua l i t y  merchand i se  and on l ine  shopping

provides large selection (var iety) of merchandise.

The variables coming under the sixth factor (F6), Prompt

and economical, are online shopping provides immediate

availabil ity of merchandise and online shopping provides

low prices.

The variables coming under the seventh factor (F7), Safety

and security, are credit card information used for online

purchase is secure, online shopping provides safety and

secur i ty  and onl ine shopping provides re l iable,  safe

shipping of purchased goods.

The variable coming under the eighth factor (F8), National

Brands availability, is online shopping makes available well

known national brands.

The variables coming under the ninth factor (F9), Delivery

Safety ,  are Products purchased onl ine are del ivered

undamaged and Product  returns are easy for  on l ine

purchase.

The variable coming under the tenth factor (F10), Customer

service accessibility, is contacting customer service is easy

for online purchases.

The var iable coming under the eleventh factor (F11),

Trustwor thiness, is –Online retailers are trustwor thy.

The variable coming under the twelfth factor (F12), Purchase

after sometime, is –Whether the customer will make an

online purchase for a product within the next year.

Conclusion

This ar ticle outlines the decision making process in Online

shopping for apparel products. Online channel is made

use of for information seeking and buying of apparel. The

SERQUAL frame work is applied to online shopping and its

suitabil ity is discussed. The Service Quality parameters

sought after by consumers are vital inputs into the strategic

plans of organizations, who intend to tap this channel to

reach the consumers .  Managers  in  the indust ry  and

Academics and Research scholars, wil l f ind it useful as

leads for fur ther research. Thus, the findings of the study

are not easily applicable to attracting and transforming

information searchers, who are the potential customers

targeted by many online retailers, into loyal online buyers.

Therefore, it would be necessary to investigate key online

service quality dimensions as perceived by two groups of

Internet users, online buyers and information searchers.

From the online retailers perspective, these dimensions

could serve as core service quality evaluation criteria that

transcend various types of Internet users. These will be

the scope for fur ther research.
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D r. R a j  K u m a r,  P r o f e s s o r  -  M a n a g e m e n t  S t u d i e s ,

B a n a r a s  H i n d u  U n i v e r s i t y ,  Va r a n a s i - 5  E m a i l :

r a j k u m a r _ b h u @ r e d i f f m a i l . c o m

M s . P r i y a n k a  S h a r m a ,  R e s e a r c h  S c h o l a r,  F a c u l t y  o f

C o m m e r c e ,  B a n a r a s  H i n d u  U n i v e r s i t y ,  Va r a n a s i - 5 ,

Em a i l :  p r i y a n k a s h a r m a . b h u @ g m a i l . c o m

Househo ld  s av i ng s  p l a y  an  impor t an t  ro l e  i n  domes t i c  cap i t a l  fo r ma t ion .  On l y  a  sma l l  pa r t

o f  t h e  h o u s e h o l d  s a v i n g s  i n  I n d i a  i s  c h a n n e l i s e d  t o  t h e  c a p i t a l  m a r k e t .  A t t r a c t i n g  m o r e

househo ld  to  t he  cap i t a l  ma r ke t  r equ i r e s  e f f i c i en t  i n t e rmed i a t i on s .  T he  mu tua l  f unds  have

e m e r g e d  a s  o n e  o f  t h e  i m p o r t a n t  c l a s s es o f  f i n a n c i a l  i n t e r m e d i a r i e s  w h i c h  c a t e r  t o  t h e

n e e d s  o f  r e t a i l  i n v e s t o r s .  A s  a  t r a d i t i o n a l  i n v e s t m e n t  v e h i c l e ,  t h e  m u t u a l  f u n d s  p o o l

re sou rces  f rom the  househo lds  and  a l l oca te  va r ious  i n ves tmen t  oppor tun i t i e s  a s  i n  ma tu re

ma r ke t s .  I n  eme rg i ng  ma r ke t s ,  mu tua l  f unds  have  been  among  t he  f a s te s t  g row ing  i n s t i t u t iona l

i n ves to r s .   The  s t udy  a ims  a t  eva l ua t ing t he  impac t  o f  F I I s  and  mu tua l  f unds  on  Sensex .  The

pape r  a l so  ana l yzes  t he  t r ends  i n  mu tua l  f unds  re sou rce  mob i l i z a t ion ,  scheme w i se  a s  we l l

a s  ob jec t i ve  w i se  du r i ng  l a s t  f i ve  yea r s .  I t  h a s  been  conc luded  tha t  F I I s  a f f ec t  t he  sensex

s i gn i f i c an t l y  due  to  l a r ge  number  o f  F I I s  and  huge  amoun t  o f  i n ves tmen t  by  t hem whe re  a s

m u t u a l  f u n d s  i n v e s t m e n t  i s  l e s s  s i g n i f i c a n t  d u e  t o  s m a l l  n u m b e r s  a n d  s m a l l  a m o u n t  o f

i n v e s t m e n t  c o m p a r e d  t o  F I I s .

n  I n d i a ,  t h e  s t o c k  m a r k e t  r e f o r m s  w e r e  a i m e d  a t

creating an active, eff icient and competit ive securit ies

market subject to effective

regulation by SEBI, which would

ensu re  inves to r  p ro tec t ion .

There is almost unanimity among

the academics that liberalization

encourages the format ion of

equity markets where they did

not exist previously and helps

in their deepening where they

predated the reforms.

In the f inancial industry, talk of

the day is mutual funds. Of late,

mutual funds have become a

hot  f avour i te  o f  m i l l ions  o f

people al l over the world. The

driving force of mutual funds

is the ‘safety of the principal’ guaranteed, plus the added

advantages of capita l  appreciat ion together with the

income earned in the form of

interest or div idend. People

prefer Mutual Funds to bank

deposi ts ,  l i fe insurance and

even bonds because with a

l i t t le money, they can get into

the investment game. Mutual

f unds  ac t  a s  a  ga teway  to

e n t e r  i n t o  b i g  c o m p a n i e s

h i the r to  inaccess ib le  to  an

ordinary investor with his small

investment.

I n  s imp le  wo rds ,  a  mu tua l

fund collects the savings from

smal l  investors, invest them in

g o v e r n m e n t  a n d  o t h e r

Mutual Funds:
Expanding Horizons

Raj Kumar and Priyanka Sharma
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corporate securit ies and earn income through interest

and dividends, besides capital gains. I t  works on the

principle of ‘smal l  drop of water make a big ocean.’

Hence, a mutual fund is nothing but a form of col lect ive

investment. I t  is formed by the coming together of a

number of investors who transfer their surplus funds to

a professional ly qual i f ied organizat ion to manage it .  I t

has emerged as a popular vehicle of creat ion of wealth

due to high return, lower cost and diversi f ied r isk.

The growth of mutual  funds industry g lobal ly can be

accredited to increase in the investment oppor tunit ies

due to l ibera l izat ion of capita l  market worldwide. In

emerg ing economies ,  the demand for  mutua l  funds

p r o d u c t  i s  e x p e c t e d  t o  i n c r e a s e  f u r t h e r  d u e  t o

privat izat ion of the pension/ insurance systems. Indian

investors prefer to invest in capital market through some

inst i tut ional str ucture having professional exper t ise in

fund management.

As in mature markets, mutual funds in emerging markets

have  been  among  the  f a s tes t  g rowing  i n s t i t u t iona l

i n v e s t o r s .  I n d e e d ,  m u t u a l  f u n d s  a s s e t s  u n d e r

management in emerging markets grew by 214 percent

between 1999-2000 and 2005-06. One key difference

between mutual funds of mature and emerging markets

has been the relat ive impor tance of bond and equity

funds. In the mature markets, the assets under equity

funds are often much larger than those of bonds funds

(par t icu lar ly  in Japan,  the UK,  the USA).  In contrast ,

emerging market bond funds in a number of countr ies

have larger assets under management than do equity

funds par t icular ly in Brazi l ,  Mexico, Korea and Taiwan. In

p a r t ,  t h i s  r e f l e c t s  t h e  d i f f e r e n c e  i n  t h e  r e l a t i v e

development of the local markets in mature and emerging

markets. This difference ref lects a search for higher yield

on the par t of retai l  investors. As the nominal interest

rates have decl ined in many emerging countr ies s ince

the late 1990s, retai l  investors have seen as extended

d e c l i n e  i n  t h e  i n t e r e s t  r a t e  o f  t r a d i t i o n a l  s a v i n g s

ins t r uments .  To obta in  h igher  y ie lds ,  re ta i l  investors

subscribe to bond funds with investment in longer terms

government and corporate bonds. Mutual funds, as a

class, have become an impor tant segment of institutional

investors .

Objective of the Study

The major objective of this study is to analyze the trends

in mutual fund industry in India and to study the impact

of F I Is and mutual fund on sensex.

Methodology

Under th is backdrop the study a ims at evaluat ing the

impact of F I Is and Mutual Funds on Sensex. The paper

a l so  ana l yzes  the  t rends  i n  Mutua l  Funds  resou rce

mobi l izat ion,  scheme-wise as wel l  as  object ive-wise

during last f ive years.  The t ime frame of this study is

taken from 2001-2002 to 2005-06. Data from 2001-02 to

2005-06 used in this study have been col lected from

secondary sources i .e. SEBI Annual Repor t, SEBI Bul let in,

SEB I  Handbook ,  Month ly  Bombay Exchange Rev iew.

Besides these, other sources are acknowledged as and

when data from such sources are used for the study. For

analyzing data mathematical tool like percentages, ratios,

averages, regression analyses etc, have been used.

Review of Literature

Massa (1998) argues that market segmentat ion and fund

prol i ferat ion can be seen as market ing strategies used

by famil ies to exploit investors’ heterogeneity, showing

the posit ive spi l lover that having a star fund provides to

al l  the funds belonging to the same family. Khorana and

Servaes (1999) empir ical ly analyze the determinants of

mutual fund star ts, identifying several factors that induce

the family to set up new funds, such as economies of

scale and scope, the family ’s prior per formance, and

the overall level of funds invested. Mamaysky and Spiegel

(2001) derive an equi l ibr ium model of the mutual fund

indus t r y  i n  wh ich  f am i l i e s  gene ra te  funds  to  a l low

investors to overcome their hedging needs. Bhattacharya

and Daouk (2002) note that i t  is not the mere presence

of ins ider t rading regulat ions,  but thei r  enforcement,

w h i c h  i s  e c o n o m i c a l l y  i m p o r t a n t .  S i m i l a r l y ,  w h e n

account ing standards are lax, investors may be more

l ikely to invest through professional intermediar ies such

as funds, who can col lect superior information. These

a rgumen t s  a re  mos t  r e l evan t  fo r  equ i t i e s  because

in fo rma t ion  asymmet r ie s  a re  more  p ronounced fo r

equit ies than for bond and money market investments.



SCMS Journal of Indian Management ,  January - March, 2009.                                                                                                       102

A Quarterly Journal                                                                                                                                                Published by SCMS-COCHIN

Nanda et al .  (2003) empir ical ly invest igate whether fund

famil ies seek to generate star funds by increasing the

cross-fund return var iance or the number of funds in the

family. The authors f ind some evidence of this family-

level behaviour and conclude that investors do not seem

to benefit from such strategies in terms of subsequent

period returns. Other evidence on fund family strategies

not coinciding with s imple r isk adjusted performance

maximization is uncovered by Massa (2003), who studies

how industry structure affects fund behaviour and the

relat ions among performance, fund prol i ferat ion, and

product differentiat ion. In par t icular, the study shows

that the degree of product di f ferent iat ion negat ively

a f f e c t s  p e r f o r m a n c e  a n d  p o s i t i v e l y  a f f e c t s  f u n d

prol i ferat ion.

Guedj and Papastaikoudi (2004) repor t that per formance

persistence is more prevalent within big fund famil ies,

suggest ing that famil ies purposeful ly al locate resources

across funds in an unequal way.

Mutual Funds - Origin in USA

As with many other innovative f inancial products, Mutual

Funds, as an attract ive investment source star ted in the

USA . MF is an investment company created under the

I n v e s t m e n t  C o m p a n y  A c t  o f  1 9 4 0  t h a t  p o o l s  t h e

resources of investors to buy a var iety of secur i t ies,

d e p e n d i n g  o n  t h e  f u n d ’ s  s t a t e d  o b j e c t i v e s  a n d

management style. The investments typical ly are chosen

b y  a  p r o f e s s i o n a l  m a n a g e r.  M u t u a l  f u n d s  o f f e r e d

diversi f icat ion and convenience even to smal l  investors,

and the thousands of mutua l  funds that  came to be

establ ished cater to every conceivable investment need

and taste.

Popularity of Mutual Funds in the USA

The popularity of the Mutual Fund has increased manifold.

In developed f inancial markets, l ike the United States,

Mutual Funds have almost over taken bank deposits and

total assets of insurance funds. As of date, in the US

alone there are over 7,000 Mutual Funds with total assets

of over US $ 3 tr i l l ion (Rs.100 lakh crores). According to

“The Invest ing Kit” (Dearborn Financial Publ ishing, Inc.,

Ch icago) ,  mutua l  funds of fer  “profess iona l  por t fo l io

management, diversif ication, a wide variety of investment

styles and objectives, easier access to foreign markets,

dividend reinvestment, ease of buying and sel l ing shares

and exchange privi leges.”

“Mutual funds have become the investment of choice

for mi l l ions of investors. The basic idea of a mutual fund

is s imple. I t  is an organizat ion whose only business is

the investment of its shareholders’ (Unit-holders’) money

into cash equivalents (money markets), stocks, bonds

or a combinat ion of stocks and bonds, for the purpose

of achiev ing speci f ic investment goals .  To do th is ,  i t

a t t racts  funds f rom many indiv idua l  and ins t i tu t iona l

investors, and it attempts to invest and manage those

funds more effectively than investors could do on their

own. More and more investors are using mutual funds

to ach ieve a t  leas t  some of  the i r  inves tment  goa l s .

According to Stephen Littauer, author of “How to Buy

Mu tua l  Funds  t he  Sma r t  Way ”  (Dea rbo r n  F i n anc i a l

Publ ishing, Chicago, 1993), one of the most impor tant

reasons  why  i nves to r s  choose  mutua l  f unds  i s  t he

avai labi l i ty of past per formance records. You can see a

complete and unquest ionable picture of what a fund

has achieved in the past. However, past per formance

may not be an indicator of future per formance. To help

you achieve your investment objective, mutual funds can

provide you with the three basics of prudent invest ing:

(1) careful selection of securit ies, (2) diversif ication and

(3) l iquidity.

M u t u a l  f u n d s  h a v e  a  n u m b e r  o f  a d v a n t a g e s  o v e r

individual securit ies. A key advantage is that mutual funds

are general ly more diversi f ied. A typical fund invests in

dozens of securit ies. Thus, smal l  investors can achieve

a level of diversi f icat ion greater than they could on their

own or with less effor t than they could on their own.

The funds are professional ly managed, which logical ly

should add to your investment returns in the long run.

Invest ing in a mutua l  fund wi l l  a lso save you lots of

paperwork headaches because the monthly and annual

statements wil l  summarize shor t- and long-term gains,

dividends and interest earned on your account. Many

offer telephone and onl ine trading, which makes buying,

se l l ing or  swi tch ing funds a  snap.  Id le cash can be

automatical ly invested at competit ive rates in a money

market fund and many companies also offer unl imited

checking priv i leges, debit cards and credit cards, much

as a bank would. You can even designate a beneficiar y

so that, when you die, there wil l  be none of the delays

and expenses of probate.
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Bel ieve it or not, there are now more mutual funds than

there are publ icly traded stocks. As a result ,  you can

f ind a fund that easi ly f i ts your own investment tastes.

Some funds invest in stocks and bonds. Some invest

only in U.S.-based companies, whi le others focus on

overseas securit ies. Some even invest in other mutual

funds! Some carry sales charges, called loads, and others

do not. Choose careful ly because less than one of three

funds successful ly beats the return on the S&P 500.

There are now approximately 7,000 act ively managed

mutual  funds in the Uni ted States,  with wide var iat ions

in s ize, age, purpose and pol icy.  The oldest have been

in existence for more than 65 years;  many have been

establ ished in the last f ive years. Some have only several

mi l l ion dollars under management, whi le others measure

thei r  assets in the tens of bi l l ions.  The greatest growth

of mutual  funds occur red af ter World War I I  and has

cont inued s ince with only occasional  pauses.  In 1946

mutual  fund companies managed just  over $2 bi l l ion in

assets .  By 1956 th is had grown to $10.5 bi l l ion and to

more than $39 bi l l ion in 1966. In the 1980s growth

exploded, jumping f rom $64 bi l l ion in 1978 to more

than $1 t r i l l ion by the end of 1991. Today, there are

approximately $3 tr i l l ion dol lars invested in a l l  types of

mutua l  funds.  Whi le  a  great  dea l  of  th is  growth has

de r i ved  f rom the  r e t u rn  on  i n ves ted  a s se t s ,  mos t

growth has come from new money going into the funds.

For example,  according to the 1996-97 Directory of

M u t u a l  F u n d s  ( I n v e s t m e n t  C o m p a n y  I n s t i t u t e ,

Washington, D.C.) ,  the number of funds has grown from

1,528 in 1985 to about 7,000 today. The number of

shareholder accounts has grown from 45.1 mi l l ion in

1986 to about 150

History of Mutual Funds in India and Role of

SEBI in Mutual Funds Industry

THE INDIAN laws and rules governing mutual funds have

borrowed heavi ly from simi lar pieces of legis lat ion in

the US.

A Comparison of the Mutual Fund Legal Framework

           US Laws          Indian Laws

Fund def in i t ion Fund ab in i t io i s   def ined No Such  de l ineat ion;
as  d ivers i f ied or  not St r ic t  d ivers i f icat ion ru les

Reg is t ra t ion Statement Reg is t ra t ion s ta tement  needs Can a f ford to be vague;

to be deta i led.  For  example, Funds have changed

indust ry  concent ra t ion,  i f  any , investment  focus wi thout

to be to speci f ied. un i tholder  approva l

Fund Names Fund names cannot be Fund names can be

mis lead ing  mis leading

Disc losures More meaningfu l  and Cumbersome and add

detai led  l i t t le  va lue

Laws govern ing se l l ing and

Investment  adv isory serv ices Ex i s t  No speci f ic  law ex is ts

Persona l  Investment  act ions of

associa ted persons of

mutua l  funds Regulated No speci f ic  law ex is ts
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Over t ime, the framework of regulatory provisions of the

US securit ies market has been put to test and, i f  found

want ing ,  su i tab ly  amended.  Th i s  wou ld pr ima fac ie

suggest that the Indian laws present a picture of stabil ity,

even i f  not superior to that in the US securit ies market.

But for al l  the learning value that the US code offers, the

Securit ies and Exchange Board of India (SEBI) has found

i t  n e c e s s a r y  t o  i s s u e  o c c a s i o n a l  c l a r i f i c a t i o n s  t o

s t r eng t hen  t he  deg ree  o f  p ro tec t i on  a v a i l ab l e  to

investors. Surpris ingly, the clar i f icat ions too are based

o n  t h e  U S  l a w s ,  m a k i n g  o n e  w o n d e r  w h y  t h e s e

clar i f icat ions were not incorporated in the f i rst place.

What ai ls the Indian legal framework governing mutual

funds? A look at the US’ Investment Companies Act of

1940 reveals that the Indian laws fail to go the full distance

in outl in ing the intent ion of the law-makers in greater

detai l .  Consequently, whi le the Indian laws are simi lar to

their American equivalents, they are also fundamental ly

dif ferent.

This dif ference obtains in the definit ion of mutual funds

and  t he i r  f u nc t i on .  Wh i l e  t he  I nd i a n  l aws  do  no t

s ign i f icant ly  weaken the protect ion ava i l ab le  to the

investor, the l iberal framework provides fund managers

greater  operat ing leeway.  S t i l l ,  in  cer ta in  a reas ,  the

detai led nature of the US laws appears desirable. This is

especial ly true of disclosures.

In shor t, there is need for regulat ion to cover these two

aspects — mutual fund sel l ing practices and investment

advisory services. In both instances, the American laws

are well-defined and tested, especial ly by the events of

the past two decades. It has to be debated if disclosure

alone is suff ic ient. I f  that be the case, the disclosure

norms need to be t ightened fur ther. However, i t  may be

necessary to put in place a legal framework too. Given

that the nature of mutual fund investments in India is fast

changing with the advent of  futures,  opt ions,  asset-

backed securit ies and so on, investors may feel the need

for protection sooner rather than later.

In the year 1992, Securit ies and Exchange Board of India

(SEBI) Act was passed. The objectives of SEBI are – to

protect the interest  of investors in secur i t ies and to

p romote  t he  deve lopmen t  o f  and  to  regu l a te  t he

securit ies market.

As far as mutual funds are concerned, SEBI formulates

pol icies and regulates the mutual funds to protect the

interest of the investors.  SEBI not i f ied regulat ions for

the  mutua l  funds  in  1993.  Therea f te r,  mutua l  funds

sponsored by private sector entit ies were al lowed to

enter  the cap i ta l  market .  The regu la t ions  were fu l l y

revised in 1996 and have been amended thereafter from

time to time. SEBI has also issued guidelines to the mutual

funds f rom t ime to t ime to protect  the in teres ts  of

investors .

Al l  mutual funds whether promoted by public sector or

pr ivate sector  ent i t ies  inc luding those promoted by

fo re i gn  en t i t i e s  a r e  gove rned  by  t he  s ame  se t  o f

R e g u l a t i o n s .  T h e r e  i s  n o  d i s t i n c t i o n  i n  r e g u l a t o r y

requirements for these mutual funds and al l  are subject

t o  m o n i t o r i n g  a n d  i n s p e c t i o n s  b y  S E B I .  T h e  r i s k s

associated with the schemes launched by the mutual

funds sponsored by these entit ies are of s imi lar type.

The mutual fund industr y in India star ted in 1963 with

the formation of Unit Trust of India, at the init iat ive of the

Government of India and Reserve Bank. The history of

mutual funds in India can be broadly divided into four

dist inct phases.

First Phase – 1964-87

Unit Tr ust of India (UTI) was establ ished on 1963 by an

Act of Par l iament. I t  was set up by the Reserve Bank of

I n d i a  a n d  f u n c t i o n e d  u n d e r  t h e  R e g u l a t o r y  a n d

administrat ive control of the Reserve Bank of India. In

1978 UTI was de-l inked from the RBI and the Industr ia l

Development Bank of India (IDBI) took over the regulatory

and admin i s t ra t i ve  cont ro l  in  p lace of  RB I .  The f i r s t

scheme launched by UTI was Unit Scheme 1964. At the

end of 1988 UTI had Rs.6,700 crores of assets under

management.

Second Phase – 1987-1993 (Entry of Public

Sector Funds)

1987 marked the entry of non-UTI, publ ic sector mutual

funds set up by publ ic sector banks and Li fe Insurance

Co rpo r a t i on  o f  I nd i a  ( L I C )  and  Gene r a l  I n s u r ance

Corporat ion of India (GIC). SBI Mutual Fund was the f i rst
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non- UTI Mutual Fund establ ished in June 1987 fol lowed

by Canbank Mutual Fund (Dec 87), Punjab National Bank

Mutual Fund (Aug 89), Indian Bank Mutual Fund (Nov

89), Bank of India (Jun 90), Bank of Baroda Mutual Fund

(Oct 92). L IC establ ished its mutual fund in June 1989

while GIC had set up its mutual fund in December 1990.

At the end of 1993, the mutual fund industry had assets

under management of Rs.47, 004 crores.

Third Phase –  1993-2003 (Entry of  Private

Sector Funds)

With the entry of private sector funds in 1993, a new era

star ted in the Indian mutual  fund industr y,  g iv ing the

Indian investors a wider choice of fund famil ies. Also,

1993  was  t he  yea r  i n  wh ich  t he  f i r s t  Mu tua l  Fund

Regulat ions came into being,  under which a l l  mutua l

funds, except UTI were to be registered and governed.

The erstwhi le Kothar i  P ioneer (now merged with Frankl in

Templeton) was the f i r s t  pr iva te sector  mutua l  fund

registered in July 1993.

T h e  1 9 9 3  S E B I  ( M u t u a l  F u n d )  R e g u l a t i o n s  w e r e

substituted by a more comprehensive and revised mutual

fund regulat ions in 1996. The industry now funct ions

under the SEBI (Mutual Fund) Regulat ions 1996.

The number of mutual fund houses went on increasing

with many foreign mutual funds sett ing up funds in India

and also the industry has witnessed several mergers and

acquisit ions. As at the end of January 2003, there were

33 mutual funds with total assets of Rs.1,21,805 crores.

The Unit Trust of India with Rs.44,541 crores of assets

under management was way ahead of other mutual funds.

Fourth Phase – since February 2003

In Febr uar y 2003, fol lowing the repeal of the Unit Tr ust

of India Act 1963 UTI was bifurcated into two separate

entit ies. One is the Specif ied Under taking of the Unit

Trust of India with assets under management of Rs.29,

835 crores as at the end of January 2003, representing

broadly,  the assets of US 64 scheme, assured return

and cer tain other schemes. The Specif ied Under taking

of Unit Trust of India, functioning under an administrator

and under the rules framed by Government of India and

does not come under the purview of the Mutual Fund

Regulat ions.

N o t e :  E r s t w h i l e  U T I  w a s  b i f u r c a t e d  i n t o  U T I  M u t u a l  F u n d  a n d  t h e  S p e c i f i e d  U n d e r t a k i n g  o f  t h e  U n i t  T r u s t  o f  I n d i a  e f f e c t i v e  f r o m

Fe b r u a r y  2 0 0 3 .  T h e  A s s e t s  u n d e r  m a n a g e m e n t  o f  t h e  S p e c i f i e d  u n d e r t a k i n g  o f  t h e  U n i t  Tr u s t  o f  I n d i a  h a s  t h e r e f o r e  b e e n  e x c l u d e d

f r o m  t h e  t o t a l  a s s e t s  o f  t h e  i n d u s t r y  a s  a  w h o l e  f r o m  F e b r u a r y  2 0 0 3  o n w a r d s .

        Chart: 1 Growth of Assets
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The second is the UTI Mutual Fund Ltd., sponsored by

SBI ,  PNB, BOB and L IC.  I t  i s  registered with SEBI  and

functions under the Mutual Fund Regulat ions. With the

bifurcation of the erstwhile UTI which had in March 2000

more than Rs.76, 000 crores of assets under management

and with the sett ing up of a UTI Mutual Fund, conforming

to the SEBI Mutual Fund Regulat ions, and with recent

mergers  tak ing p lace among di f ferent  pr ivate sector

funds, the mutual fund industry has entered its current

phase of consol idat ion and growth. As at the end of

September, 2004, there were 29 funds, which manage

assets of Rs.153108 crores under 421 schemes. The

char t 1 indicates the growth of assets over the years.

Status of Mutual Fund Industry

As in mature markets, mutual funds in emerging markets

have  been  among  the  f a s tes t  g rowing  i n s t i t u t iona l

i n v e s t o r s .  I n d e e d ,  m u t u a l  f u n d s  a s s e t s  u n d e r

management in emerging markets grew by 96 percent

between the end of 1997 and June, 2003 and as a result,

i t  rose from eight percent of GDP to 15 percent. One

key di f ference between mutua l  funds of mature and

emerging markets has been the relat ive impor tance of

bond and equity funds. In the mature markets, the asset

under equity funds are often much larger than those of

bond funds (par t icular ly in Japan, the United Kingdom,

the United States). In contrast, emerging market bond

funds in a number of countr ies have larger assets under

management than do equity funds par t icular ly in Brazi l ,

Mex ico,  Korea and Ta iwan.  In  par t ,  th i s  re f lects  the

di f fe rence in  the re la t i ve  deve lopment  of  the loca l

markets in mature and emerging markets. This difference

ref lects a search for higher yield on the par t of retai l

investors. As the nominal interest rates have decl ined in

many emerging countr ies s ince the late 1990s,  reta i l

investors have seen an extended decl ine in the interest

rate of tradit ional savings instr uments. To obtain higher

y ie lds,  reta i l  investors subscr ibe to bond funds with

investment in longer term government and corporate

bonds.

In India the mutual fund industr y star ted with the sett ing

up of the Unit Trust of India in 1964. Publ ic sector banks

and f inanc ia l  ins t i tu t ions  were a l lowed to es tab l i sh

mutual funds in 1987. Since 1993, private sector and

fore ign inst i tut ions were permit ted to set  up mutua l

funds. In February 2003, fol lowings the repeal of the

Un i t  Tr us t  o f  Ind ia  Act  1963 the  e rs twh i le  UT I  was

bifurcated into two separate entit ies viz the specif ied

under tak ing  of  the Un i t  Tr us t  o f  Ind ia ,  represent ing

broadly, the assets of US 64 schemes, assured returns

a n d  c e r t a i n  o t h e r  s c h e m e s  a n d  U T I  M u t u a l  Fu n d

conforming to SEBI Mutual Fund Regulat ions.World wide,

Mutual Fund or Unit Trust as i t  is refer red to in some

par ts of the world, has a long and successful histor y.

The popular i ty of Mutual Funds has increased manifold

in manifold in developed financial markets, l ike the United

States. As at the end of March 2006, in the US alone

there were 8,002 mutual funds with total assets of over

US$ 9.36 tr i l l ion (Rs.427 lakh Crores).

Exhibit :  1 Growth of Assets

   Year                                        No of Schemes                             Growth of Assets

(Rs.  In Crores)

1988-89 21 13455

1993-94 167 61028

1998-99 277 68472

2003-04 403 139616

2004-05 451 149554

2005-06 592 231862

S o u r c e :  A M F I
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Chart 2: No. of Schemes

Chart 3: Growth of Assets (Rs. in Crores)

As at the end of March 2006, there were 29 mutual

funds, which managed assets of Rs.231, 862 Crores (US

$ 52 B i l l ion)  under  592 schemes.  Th i s  fas t  g rowing

industry is  regulated by the Secur i t ies and Exchange

Board of India (SEBI).

Resource Mobilization by Mutual Funds

Household savings plays an impor tant role in domestic

capital formation. Only a smal l  par t of the household

savings in India is  channel ised to the capita l  market .

Attracting more household to the capital market requires

efficient intermediations. The mutual funds have emerged

as one of the impor tant classes of financial intermediaries

wh ich  ca te r  to  the  needs  o f  re t a i l  i nves to r s .  As  a

tradit ional  investment vehic le,  the mutual  funds pool

resources f rom the households and a l locate var ious

investment oppor tunit ies.

The gross mobil izat ion of resources by al l  mutual funds

dur ing 2001-02,  Rs .164,523 crores compared to an

amount of Rs.92,957 crore, dur ing the previous year

2000-01 recording a sharp growth of about 77 percent

over the previous year. In 2005-06 it was Rs.10,98,149

crores compared to as amount of Rs.8,39,708 crores

during the previous year 2004-05 recording a growth of

31 percent over the previous year (Exhibit 2 and 3).

Gross mobil izat ion by mutual Funds in the year 2005-06

was 567.47 percent over the year 2001-02.
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The mutual fund industry has experienced slow growth

in the year 2003-04, with assets under management

nearly stagnant at Rs.1,50,537 crore. The bulk of mutual

fund assets continues to be in debt securit ies. However,

assets in growth funds rose sharply in 2004 to reach

Rs.31,551 crore. These small magnitudes, compared with

overal l  market s ize, are consistent with the picture of

India being a h ighly reta i l  market ,  where households

directly own the bulk of securit ies. Mutual funds are an

impor tant avenue through which households par t icipate

in the securit ies market. Intermediat ion through mutual

funds is  par t icu lar ly  at t ract ive f rom the v iewpoint of

sys temic  s tab i l i t y ,  because  mutua l  funds  on ly  ho ld

transparent assets, do dai ly marking to market, have no

leverage, and al l  losses are instant ly passed on to the

ba l ance  shee t s  o f  househo lds .  Wh i l e  a s se t s  under

management of al l  mutual funds had stagnated at roughly

Rs.1.5 lakh crore between 2003 and 2004, there was a

s igni f icant r ise to a level of roughly Rupees Two lakh

crore in 2005.

         Gross Mobilization               Redemption              Net inflow        Assets

           Private      Public                       Private     Public                  Private    Public      at the end

           sector   sector        UTI       sector       sector       UTI  sector      sector     UTI      of the

                      period

     1                2      3         4              5                6       7          8          9            10           11

2001-02 147798 12082 4643 134748 10673 11927 13050 1409 -7284 100594

2002-03 284095 23515 7096 272026 21954 16530 12069 1561 -9434 109299

2003-04 534649 31548 23992 492105 28951 22326 42545 2597 1667 139616

2004-05 736463 56589 46656 728864 58266 49378 7600 -2677 -2722 149600

2005-06 914703 110319 73127 871727 103940 69704 42977 6379 3424 231862

Source: SEBI

 Exhibit 2: Trends in Mutual Fund Resource Mobilization

The net mobil izat ion of resources by al l  mutual funds

was Rs.52779 crore in 2005-06 is the highest ever in a

single year compared to Rs.2200 crore in 2004-05 and

Rs.46808 crore in 2004-05. In the year 2001-02 Net

resource mobil izat ion was Rs.71752 crore (Exhibit 4).

The UTI Mutual Fund and other public sector Mutual Fund

witnessed net inf low of Rs .3424 crores and Rs.6379

crore, respectively in 2005-06 as against net outf low of

Rs.2722 crores and Rs.2677 crore in 2004-05 (Exhibit 2).

However, the net resource mobil ization by private sector

mutual fund increased signif icantly in 2005-06. The major

reason behind such performance of mutual  fund has

been the redemption pressure mainly on income and

gilt schemes lost some of its appeal par t of the proceeds

redeemed from the Mutual Funds investments might have

been re invested in the smal l  sav ings scheme due to

attract ive rates offered by the government along with

the f iscal incentives.

Foreign Inst itut ional Investors as well as domestic Mutual

Funds have increased their stake in most of the publ ic

and private sector banks over the past one year. I t  is

not  jus t  domest ic  I T  g ian ts  and other  heavy weight

blue-chips that are attracting overseas investors on Dalal

Street, banking stocks are also f inding favour with them

and have gone fur ther up on their radar over the past

one year.

The private Mutual funds continued to dominate resource

mobil izat ion effor ts during 2005-06. Of the net amount

of resource mobil ized by al l  mutual funds, the private

sector mutual fund accounted for 81.4 percent, followed

by public sector Mutual Fund (12.1 percent) and the UTI

Mutual Funds (6.5 percent). The share of private sector

mutual funds, Publ ic sector mutual funds and the UTI

Mu tua l  f unds  i n  t he  g ros s  mob i l i z a t ion  we re  83 .3

percent,  10.1 percent and 6.6 percent,  respect ively

during 2005-06. The share of private sector Mutual funds

i n  t h e  g r o s s  m o b i l i z a t i o n  o f  r e s o u r c e s  d e c l i n e d

(Rs. in crores)

 Period
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moderately in 2005-06 over the previous year. On the

contrary, the shares of other two categories of Mutual

Funds improved marg ina l l y  dur ing the same per iod.

Fur ther analysis of data shows that there was net inf low

of funds of Rs.12069 Crore.

Mr.Kur ian sa id that  one of  the big cha l lenges for  the

mutual fund industry in the near future was to mount an

educational campaign to bring investors into equity funds.

Another area that requires to be addressed seriously is

to spread to the semi-urban areas of India as mutual funds

are currently confined to some of India’s major cit ies.

“There are now emerging pockets of h igh net wor th

investors in other urban and semi-urban areas and mutual

funds have to create awareness in these areas,” he said.

Exhibit 3:  Mobilization of Resources by Mutual Funds

S o u r c e :  S E B I

1999-00 61,341 42,271 18,970 1,07,946

2000-01 92,957 83,829 9,128 90,587

2001-02 1,64,523 1,57,348 7,175 1,00,594

2002-03 3,14,706 3,10,510 4,196 1,09,299

2003-04 5,90,190 5,43,381 46,808 1,39,616

2004-05 8,39,708 8,37,508 2,200 1,49,600

2005-06 10,98,149 10,45,370 52,779 2,31,862

Period Gross Mobilisation Redemption Net Inflow

1 2 3 4

Assets at the
End of Period

5

Exhibit: 4 Schemes Wise Resource Mobilization by Mutual Funds

Sou rce :  SEB I

N o t e :  f i g u r e s  i n  b r a c k e t  i n d i c a t e  n u m b e r s  o f  s c h e m e s

A. Income (Debt 130644(205) 57806(202) 396033 (197) -5244(227) 16622(325)

oriented Schemes)

(a +b +c +d)

a. Liquidity 32914 (30) 50050 (32) 245765 (36) 10348 (39) 4205 (29)

(Money market)

b. Gilt 15633 (29) -6905 (31) 22317 (30) -1345 (30) -1560 (45)

c. Debt (other than

assured return) 71941 (120) 85510 (118) 128054 (131) -14247 (158) 13977 (251)

d. Debt

(assured return) 10156 (26) -70849 (21) -103(0) 0(0) 0(0)

B. Growth

(Equity Oriented

Schemes)(a+ b) -5348 178) 433 (168) 72182 (169) 7100 (188) 35231(231)

a. ELSS -2817 (63) -6573  (47) -4664 (43) -194 (37) 3592 (37)

b. Other -2531(115) 7007(121) 76846(126) 7294(151) 31639(194)

C. Balanced Schemes -53544(34) -16275(36) -131(37) 345(35) 927(36)

Total 71752(417) 41964(406) 46808(403) 2200(450) 52779(592)

 Schemes
Period

2001-02 2002-03 2003-04 2004-05 2005-06

2 3 4 5 61

(Rs. in crores)

 (Rs. in crores)
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Scheme w i se ,  re sou rce  mob i l i za t ion  w i tnessed an

impor tant shif t in the patter n in the wake of strong ral ly

in the stock markets during 2005-06.  In consonance

with the unusua l  buoyancy in  the s tock market ,  the

amount of resource mobil ized under growth and equity

oriented schemes rose substantia l ly in 2005-06. The net

inf low of funds at Rs.35231crore in 2005-06 was the

highest under growth/ equity oriented schemes in a single

year, fol lowed by income and debt oriented schemes

(Rs .16622  crore)  (Exh ib i t  3) .  The tota l  assets  under

management went up by 7.2 percent to Rs.1,49,600

crore by end of March 2005 from Rs.1,39,616 crore as

on March 31, 2004. In India, the assets under equity

funds are meagre as compared to debt simi lar to many

other emerging markets. There were 592 mutual funds

as on March 31, 2006, of which 325 were income/debt

oriented schemes, 231 were growth/ equity or iented

schemes and the remaining 36 were balanced schemes.

The  b reak  up o f  schemes  be tween c lose-end and

open-end and on the bas is of object ives is  provided

in exhibit 5. The Indian market, l ike any other developed

market is dominated by open-end schemes, with close-

end schemes play ing a distant second role.  Numbers

of  open-ended schemes a re increas ing cons is tent ly

over the per iod from 307 in the year 2001-02 to 446 in

2005-06.

I n v e s t m e n t  o b j e c t i v e  w i s e  c l a s s i f i c a t i o n  s h o w s

dominance of the open-ended schemes in India.  As

on March 31, 2006, 463 schemes were open ended

and 129 schemes were close-ended schemes. Of the

129 closed ended schemes, 112 were debt-or iented

schemes ,  fo l lowed by  15  g rowths /equ i t y  o r ien ted

schemes and two balanced schemes. The amount of

r e s o u r c e  m o b i l i z e d  ( g r o s s )  u n d e r  o p e n - e n d e d

schemes during 2005-06 was Rs.1057117 Crore or 96.3

percent of the gross mobi l izat ion.

S im i l a r l y ,  r e sou rces  mob i l i zed  unde r  c lo se -ended

schemes stood at Rs.41031 crore, which constituted 3.7

percent of the gross mobil izat ion in 2005-06. Of the

total resource mobil ized under open-ended and close-

ended, private sector accounted 82.8 percent and 94.5

percent, respectively during 2005-06.

The total assets under management of al l  mutual funds

rose substant ia l ly by 55 percent to Rs.231862 crore as

on March 31, 2006 from Rs.149600 crore a year ago. Al l

categories of mutual funds schemes, which witnessed a

r ise in the assets except, gi l t  schemes, which witnessed

a decl ined 31.5 percent. The assets under management

of growth / equity or iented schemes were Rs.99,456

crore whi le  the same under  income/  debt  or iented

schemes were Rs.124913 crore. The highest r ise in the

assets was not iced in 2005-06. As a resul t ,  the gap

between two major categories of mutual fund schemes

shrank during 2005-06.

Chart: 4: Numbers of Schemes by Investment Objectives
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Exhibit :  5 Resource Mobilizations (Net)  By Mutual Funds

                                                                                                                                                                    (Rs. in crores)

  Year                     Open Ended Schemes          Closed Ended Schemes           Total

      1          2         3          4

2001-02 92196 (307) -20444(110) 71752(417)

2002-03 36423(337) -458(69) 35964(406)

2003-04 460332(363) 7752(40) 468084(403)

2004-05 -3972(403) 6173(47) 2200(450)

2005-06 25783(463) 26996(129) 52779(592)

S o u r c e :  S E B I

N o t e :  F i g u r e s  i n  b r a c k e t  i n d i c a t e  n u m b e r s  o f  s c h e m e s .

Mutual funds play a s ignif icant role in the purchase and

sale of equity shares and debt in the secondary market.

A close examination of the exhibit 6 at disaggregate level

provides no clear-cut pattern in the equity segment.

There i s  some amount  of  random behav iour  in  the i r

purchase and sale of equity shares. The mutual funds

have hither to been the major player in the debt segment

of the Indian capital market. However, there was a change

in the pattern of par t icipat ion in 2005-06. Mutual funds

were also active in the equity market for the greater par t

of the year. During 2005-06, the combined investment

(net) by mutual funds in debt and equity was Rs.51104

crore compared to Rs.17435 crore in 2004-05. Their net

investment in the equity market rose approximately by

32 times to Rs.14303 crore in 2005-06 from Rs.448 crore

in 2004-05.

Chart: 5  Resource Mobilizations (Net) By Mutual Funds
 (Rs. in crores)

Month-wise data indicate that net investment by mutual

fund in equity was posi t ive in eight months. The net

investment by mutual funds in equity was, in fact, higher

than that of debt during, October 2005 and March 2006.

Net investment in debt by al l  mutual funds during 2005-

06 was positive in every month except in December 2005.

The net purchase of both equity and debt securit ies by

Mutual Funds amounted to Rs.17,435 crore in 2004-05

of which 97.4 percent was in debt.  The debt-oriented

fund segment witnessed the bir th of a new category

capi ta l  protect ion or iented funds.  These funds of fer

inves tors  w i th  a  low to modera te  r i s k  appet i te ,  an

oppor tun i ty  to  inves t  in  a  market - l inked inves tment

avenue without compromising on their r isk profi le. The



SCMS Journal of Indian Management ,  January - March, 2009.                                                                                                       112

A Quarterly Journal                                                                                                                                                Published by SCMS-COCHIN

Exhibit 6: Trends in Transactions on Stock Exchanges by Mutual Funds

          Period   Equity                      Debt                   Total

               Gross    Gross            Net           Gross    Gross          Net            Gross   Gross          Net

            Purchase      Sale      Purchase/  Purchase       Sale      Purchase/  Purchase      Sale       Purchase/

          Sale         Sale          Sale

             1     2     3     4      5      6      7     8     9   10

2001-02 12098 15894 -3796 33557 22594 10963 45655 38488 7167

2002-03 14521 16588 -2067 46664 34059 12604 61185 50647 10538

2003-04 36664 35356 1308 63170 40469 22701 99834 75825 24009

2004-05 45045 44597 448 62186 45199 16987 107232 89796 17435

2005-06 100389 86081 14308 109551 73066 36486 209941 159146 50795

Source :  SEB I

f i rst fund to be launched in this segment in adherence

to SEBI ’s  gu idel ines is  the Frank l in Templeton Capita l

Safety Fund.

Tw o  c l a s s e s  o f  i n s t i t u t i o n a l  i n v e s t o r s  t h a t  p l a y  a

signif icant role in the capita l  market are mutual funds

and foreign inst i tut ional investors. Between these two,

FI Is are s ignif icant ly ahead of mutual funds in India. F I Is

have been net buyers of equity and debt throughout

the year. F I Is have invested more in equity and less in

debt due to regulatory restr ict ions.

Another impor tant inst i tut ional investor in the capita l

market was the Foreign Inst i tut ional Investors (F I Is).  A

posit ive contr ibution of the FI Is has been their role in

improving the stock market infrastructure. The SEBI has

no doubt  cont r ibuted much in  improv ing the s tock

exchange infrastructure. However, i t is doubtful whether

one would have witnessed such rapid developments in

computeris ing the operat ions of the stock markets and

introduction of paperless trading in the demat form if

the FI Is had not bui l t  up pressure on the authorit ies to

move in this direction.

Comparing both the classes of inst i tut ional investors, i t

was found that net investment by mutual funds in debt

at  Rs .16,987 crore was much h igher than that  by F I I

investment at Rs.1,759 crore. Reverse was the case with

equity where net investment by F I I  was much higher

(Rs.44,123 crore) as compared with mutual funds.  Less

investment in debt market by FI Is can be explained in

terms of regulatory restr ict ions which put the cumulat ive

l imits of US $ 1.75 bi l l ion on G-sec including Treasur y

bi l ls and US $ 500 mil l ion on corporate debt.

During the year 2003-04, total investment of F I Is have

worked out to Rs.45,767 crore (US$ 9.950 bn) whereas

total investment of mutual funds worked to Rs.24,009

crore. This picture may mislead to some extent, because

out of the total investment of Rs.24, 009 crore, Rs.22,

701 crore was in the debt market and the remaining

Rs.1,307 crore was in the equity market.

This is a dif f icult t ime for investors al l  over the world,

India being no exception. The mutual fund industry in

India is  operat ing in an env i ronment where in market

sent iment is  down. Just  when i t  seems that  investor

sentiment is improving, a fresh blow str ikes the capital

markets .  Ear l ier,  the Indian capi ta l  markets were less

integrated with world financial markets, and hence could

t a k e  a  c o n t r a r y  v i e w.  H o w e v e r,  w i t h  i n c r e a s i n g

convergence, adverse internat ional developments have

the i r  impact  on  Ind ian  f i nanc ia l  ma rke t .   The FIIs are

playing an impor tant role in bringing in funds needed by

  (Rs. in crores)
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Exhibit  7: Investments by MFs, FIIs and Sensex

        Months  Net investment by Mutual funds                Net investment by FIIs    Sensex

                                                                                                                                                                                               (Avg

                Monthly)

                 Equity                  Debt           Total       Equity      Debt         Total

Apr,  04 -219                    2452    2232                 7638                -919               6720                5809.01

May,  04 1005     627    163                  -3247 -300             -3545                5204.65

Jun,  04 -260 -1272 -1531 516 -790 -274 4823.87

Ju l ,  04 -470     350 -120 914 -200   713 4972.88

Aug,  04 -98   1355 1257 2892 -371 2521 5144.17

Sep, 04 -229   1209 980 2386 190 2575 5423.27

Oct ,  04 -422    -465 -886 3263 -1235 2028 5701.61

Nov,  04 -695  -1182 487 6741 1445 8185 5960.75

Dec,  04 -356    2701 2345 6684 3456 10140 6393.83

Jan,  05 548    2680 3228 454 -774 -317 6386.99

Feb,  05 -102    2754 2855 8376 833 9209 6595.05

Mar,  05 1543    3413 4956 7502 424 -7927 6679.18

Apr,  05 1465    5035 6500 -654 -821 -1475 6379.29

May,  05 3340    4725 8065 -1140 -246 -1386 8272.32

Jun,  05 -1817   3597 1781 5329 -70 7760 8220.45

Ju l ,  05 482   3970 4458 7934 -174 7760 8552.09

Aug,  05 2293   6033 8326 5051 -430 4621 9162.07

Sep, 05 3233   4766 8000 4647 -188 4458 8272.32

Oct ,  05 3020   2193 5213 -3694 -934 -4627 8220.45

Nov,  05 581   2633 3214 4039 -2164 1874 8552.09

Dec,  05 -1377    -770 -2147 9335 -974 8361 9162.07

Jan,  06 -1158      905 -254 3678 -922 2756 9539.67

Feb,  06 -246      925 679 7588 -152 7436 10090.08

Mar,  06 4487   2783 7270 6689 -258 6430 10857.03

S o u r c e :  S E B I

t h e  e q u i t y  market. Addit ional ly, they are contr ibuting

to  t he  fo re i gn  exchange  i n f low as  t he  f unds  f rom

mult i lateral f inance inst i tut ions and FDI are insuff icient.

However, the fact remains that FI I investments are volati le

and market driven, but this r isk has to be taken i f  the

country has to ensure steady inf low of foreign funds.

Mutual  funds have emerged as dominant inst i tut ional

player in the stock marketing 2005-06 their exposure in

the equity segment increased signif icantly in the f inancial

year. In fact, s ince the last quar ter of 2004-05 there has

been substant ia l  mobil izat ion of resources under equity

schemes. The mutual funds have contributed substantial ly

to the l iquidity of the equity market by complementing

the  F I I .  Du r i ng  Apr i l  and  May  2005 ,  when  the  F I I s

investment turned negligible in the equity segment, mutual

f u nds  s t epped  i n to  s uppo r t  i t .  T he  mu tua l  f u nds

investment in the equities had remained negative since

December 2005. In March 2006, the trend was reversed

with the highest investment in a single month by the mutual

funds at Rs.4483 crore in the equities.

The combined investment by mutual funds in the equities

and debt during March 2006 was Rs.7133 crore. During
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2005-06, the total net investment by the mutual funds

increased substant ia l ly by 1915 to Rs.50794 crore from

Rs.17429 crore in 2004-05.

The correlat ion between net investment by FI Is and BSE

Sensex  was  ra the r  weak  about  0 .25 .  However,  the

correlat ion coeff icient between gross purchase by FI I

and the BSE Sensex was h igh at  0 .65 and the same

between gross sales and BSE sensex was 0.60 during

2005 -06 .  Mu tua l  f u nd  exposu re  to  equ i t y  ma r ke t

improved s igni f icant ly in the last  quar ter of the year

2004-05 reflecting large mobil ization of resources under

equity schemes.

Multiple Regression Analysis

Dependent var iable: Sensex

Independent var iables:       F I Is

                                       Total MFs

Standard       T

Parameter Estimate Error Statistic P-Value

CONSTANT 6073.66 516.518 11.7589 0.0000

FI Is 0.141748 0.0695607 2.03776 0.0544

Tota l  MFs 0.264349 0.106579 2.48031 0.0217

R-squared = 29.2092 percent

R-squared (adjusted for d.f .) = 22.4672 percent .

One percent change in FIIs investment results in 0.141748

percent change in sensex in the same direction and one

percent change in investment by mutual funds results in

0.264349 in the same direction.

The output shows the results of f i t t ing a mult iple l inear

regression model to describe the relat ionship between

Sensex and two independent var iables.  The equation

of the fitted model is Sensex = 6073.66 + 0.141748*FIIs

+ 0.264349*Total MFs.

Since the P-value in the ANOVA table is less than 0.05,

there is a stat ist ical ly s ignif icant relat ionship between

the var iables at the 95.0 percent confidence level.

One percent change in FIIs investment results in 0.141748

percent change in sensex in the same direction and One

percent change in investment by mutual funds results in

0.264349 in the same direction.

The R-Squared stat ist ic indicates that the model as f i tted

explains 29.2092 percent of the var iabi l i ty in Sensex.

The adjusted R-squared stat ist ic, which is more suitable

f o r  c o m p a r i n g  m o d e l s  w i t h  d i f f e r e n t  n u m b e r s  o f

independent var iables, is 22.4672 percent.

In determining whether the model can be s impl i f ied,

not ice that  the h ighest  P-va lue on the independent

var iables is 0.0544, belonging to FI Is .   Since the P-value

is greater or equal to 0.05, that term is not stat ist ical ly

significant at the 95.0 percent or higher confidence level.

Consequently, you should consider removing FI Is from

the model.

The market is going up purely on the back of momentum

from inf lows from overseas investors. Mutual Funds are

not as aggressive as their foreign counterpar ts. As long

as FI Is keep pouring money the benchmark indices wil l

keep r is ing gradual ly. The moment there is a s lowdown

in foreign capital inf lows, the market wi l l  f ind it  dif f icult

to sustain the advance. I t  would be prudent to remain a

l i t t le caut ious as the key indices are trading at al l-t ime

highs and the upside is l imited. The market wil l  face a lot

of volat i l i ty. Though the correction, i f  and when it takes

place, wi l l  not be as severe as in May and June, i t  pays

to be on the safer s ide rather than repent later.

In our view, the ‘ feel good’ has only ser ved to mask

some of the murkier issues that investors must not lose

sight of. Another distressing trend in the mutual fund

indust ry  i s  the endless contests .  The t rouble i s  that

mutual fund contests are not for rewarding investors,

they are for rewarding mutual fund agents, for gett ing
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investors invested in mutual funds! Mutual fund contests

are only a distract ion for agents, the focus shifts from

the investor ’s  f inanc ia l  p lan to the tempt ing pr izes/

overseas tr ips. After al l ,  i ts not l ike mutual fund agents

do charity, they do make healthy commissions on every

mutual fund scheme they sel l .

Sett ing objectives before embarking on an investment

activity is crit ical to the achievement of investment goals.

That is why it is impor tant to first identify your investment

objectives/goals (child’s education/marriage, retirement,

buying a proper ty) and then work resolutely towards

achieving them. Of course, your f inancial planner plays

an impor tant role in chalking out a viable investment plan.

But remember, i t ’s your money and your goals at the

end of the day; you must take the f i rst step by shor t-

l ist ing the most impor tant f inancial mi lestones of your

l i fe and then approaching your f inancial planner for his

help on how best the objectives can be achieved.

Shortcomings in Operation of Mutual Fund

The mutual fund has been operat ing for the last f ive to

six years. Thus, i t  is too ear ly to evaluate i ts operat ions.

However one should not lose sight to the fact that the

formation years of any inst i tut ion is ver y impor tant to

evaluate as they could  know the good or bad systems

get evolved around this t ime. Fol lowing are some of the

shor tcomings in operat ion of mutual fund:

1. The mutual funds are external ly managed. They

do not have employees of their own. Also there

is no specif ic law to supervise the mutual funds

in India. There are mult iple regulat ions. Whi le

UTI  i s  governed by i ts  own regulat ions,  the

banks are supervised by Reserved Bank of India,

t h e  C e n t r a l  G o v e r n m e n t  a n d  In s u r a n c e

Co m p a n y . Mu t u a l  r e g u l a t i o n s  f u n d s  a r e

regulated by Central Government.

2. At present, the investors in India prefer to invest

in mutual fund as a subst i tute of f ixed deposits

in Banks. About 75 percent of the investors are

not wil l ing to invest in mutual funds unless there

was a promise of a minimum return.

3. Sponsorship of mutual fund has a bearing on

the integrity and efficiency of fund management

w h i c h  a r e  ke y  t o  e s t a b l i s h i n g  i n v e s t o r ’ s

c o n f i d e n c e .  S o  f a r,  o n l y  p u b l i c  s e c t o r

sponso r sh ip  o r  owner sh ip  o f  mu tua l  f und

organizat ions had taken care of this need.

4. Unrestra ined fund r is ing by schemes without

adequate supply of scr ips can create severe

imbalance in the market and exacerbate the

distor t ions.

5. Many smal l  companies did very wel l  last year,

by schemes without adequate imbalance in the

market  but  mutua l  funds can not reap the i r

benefits because they are not al lowed to invest

in smal ler companies. Not only this, a mutual

fund is al lowed to hold only a f ixed maximum

percentage of shares in a par t icular industry.

6. The mutual funds in India are formed as trusts.

As  t he re  i s  no  d i s t i nc t ion  made  be tween

sponsors ,  t rus tees  and fund managers ,  the

trustees play the rol l  of fund managers.

7. The increase in the number of mutual funds and

various schemes have increased competit ion.

Hence it has been remarked by Senior Broker:

“mutual funds are too busy trying to race against

each other.” As a result they lose their stabil ising

factor in the market.

8. Whi le UTI publ ishes detai ls of accounts their

i n v e s t m e n t s  b u t  m u t u a l  f u n d s  h a v e  n o t

publ i shed any prof i t  and loss Account  and

balance sheet even after i ts operat ion.

9. The mutual fund has eroded the f inancial clout

of institution in the stock market for which cross

transaction between mutual funds and f inancial

inst i tut ions are not only al lowing speculators

to manipulate pr ice but a lso providing cash

leading to the distor t ion of balanced growth

of market.

10. As the mutual fund is very poor in standard of

e f f i c i e n c y  i n  i n v e s t o r s ’  s e r v i c e ;  s u c h  a s
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despa tch  o f  ce r t i f i c a t e s ,  r epu rcha se  and

attending to inquir ies lead to the deter iorat ion

of  in teres t  of  the investors  towards mutua l

fund.

11. Transparency is  another area in mutua l  fund

which was neglected t i l l  recent ly .  Investors

have r i gh t  to  know and asse t  management

companies have an obl igat ion to inform where

and how his money has been deployed. But

i n v e s t o r s  a r e  d e p r i v e d  o f  g e t t i n g  t h e

informat ion.

Future Outlook and Suggestion

As mutual fund has entered into the Indian Capital market,

growing profitable enough to attract competitors into

this cherished terr i tory encouraging competit ion among

all the mutual fund operators, there is need to take some

strategy to bring more confidence among investors for

which mutual fund would be able to project the image

successful ly. The fol lowing are some of the suggest ions.

As there is no comprehensive law to regulate the mutual

fund in India, uniform coordinated regulations by a single

agency would be formed which would prov ide the

shelter to the investors. Secondly, as the investors are

not wi l l ing to invest in mutual fund unless a minimum

return is assured, it is very essential to create in the mind

of the investors that mutual funds are market instruments

and associated with market r isk hence mutual fund could

not offer guaranteed income. Thirdly,  due to operat ions

of many mutual funds, there wil l be need for appropriate

guidel ines for se l f - regulat ion in respect of publ ic i ty/

adver tisement and inter-scheme transactions within each

mutual fund. Four thly,  the growth of mutual fund tends

to increase the shareholdings in good companies, give

r ise the fear of destabi l iz ing among industr ia l  group,

hence introduction of non- voting shares and lowering

t h e  d e b t - e q u i t y  r a t i o  h e l p  t o  r e m o v e  t h e s e

apprehension. Fi fthly ,  as there is no dist inction between

trustees, sponsors and fund managers, i t  is necessary

to regulate frame work for a clear demarcation between

the role of const i tuents,  such as shelter,  t r ustee and

fund  manage r  to  p ro tec t  t he  i n te res t  o f  t he  sma l l

investors. Sixthly, steps should be taken for funds to

make fair and truthful disclosures of information to the

investors, so that subscribers know what r isk they are

tak ing  by inves t ing  in  fund.  Seventh ly  in f ras t ructu re

bott lenecks wil l  have to be removed and banking and

postal systems wil l  have to be taken place for growth of

mutual funds. Last ly ,  mutual funds are made by investors

and investors’ interest ought to be paramount by sett ing

s tandard o f  behav iours  and e f f ic iency  th rough se l f

regular izat ions and professional ism.

Conclusions

The mutual funds have hither to been the major player in

the debt segment of the Indian capital market. However,

there was a change in the patter n of par t icipat ion in

2005-06. Mutual funds were also active in the equity

market for the greater par t of the year.

Mutual  funds have emerged as dominant inst i tut ional

player in the stock marketing 2005-06 their exposure in

the equity segment increased signif icantly in the f inancial

year. In fact, s ince the last quar ter of 2004-05 there has

been substant ia l  mobil izat ion of resources under equity

s c h e m e s .  T h e  m u t u a l  f u n d s  h a v e  c o n t r i b u t e d

substant ia l ly  to the l iquidi ty of  the equi ty market by

complementing the FI I .

Mu tua l  f und  exposu re  to  equ i t y  ma r ke t  imp roved

s ign i f icant ly  in  the las t  quar ter  of  the year  2004-05

ref lect ing large mobil izat ion of resources under equity

schemes.

The market is going up purely on the back of momentum

from inf lows from overseas investors. Mutual Funds are

not as aggressive as their foreign counterpar ts.  The FI Is

are playing an impor tant role in bringing in funds needed

by the equity market. Addit ional ly, they are contr ibuting

to  t he  fo re i gn  exchange  i n f low as  t he  f unds  f rom

mult i lateral f inance inst i tut ions and FDI are insuff icient.

The debt-oriented fund segment witnessed the bir th of

a new category – capita l  protect ion or iented funds.

These funds offer investors with a low to moderate r isk

appet i te,  an oppor tuni ty to invest in a market- l inked

investment avenue without compromising on their r isk

profi le.
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In the past decade, Indian mutual fund industry had seen

a dramatic improvement, both qual i ty-wise as wel l  as

quant i ty-wise. The main reason of i ts poor growth is

that  the mutua l  fund indust ry  in  Ind ia  i s  new in  the

country. Large sections of Indian investors are yet to be

intel lectuated with the concept. Hence, i t  is the prime

responsibi l i ty of al l  mutual fund companies, to market

the product correctly abreast of sel l ing.
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Skimming and
            Scanning

oes your hear t  leap no more when i t  beholds a

rainbow in the sky?

No books in running brooks, tongues in trees, sermons

in stone, or good in everything?

Well then, chances are you are low on your mojo. Tr uer

st i l l ,  you have lost your mojo. In al l  probabil i ty, you let i t

s l ip through your f ingers .  You lost  i t .   And now you

want i t  back…that f izz, that spark…that something that

charges up your l i fe. You want your MOJO back.

In the first place, who stole your mojo? You have a pretty

good idea, because it was you who stole your mojo.

Don’t panic. For, helping you get i t  back bit by bit ,  is a

man who thinks differently…a man who has reshaped

the definit ion and concept of the word “thinking.”

Read Gary Ber twist le’s r unaway hit “Who stole my Mojo?

How to Get I t  Back and Live. Work And Play Better ’ ’  and

we’l l  be star t led by the amazing power our thoughts

can unleash provided they are channel ised by posit ive

forces which l ie latent in al l  of us.

Cal l  i t  magic, verve, pizzazz, oomph, zip or spark. That’s

what mojo is al l  about. Mojo’s that feel-good factor that

tr iggers the “get-set-go” gunshots that helps us leap over

obstacles with élan.

“Who Stole My Mojo?” contains no mantras. It’s a practical

set of thoughts which have the power of helping us raise

the bar for ourselves. Full of real-l ife experiences, it makes

us s i t  up and think. And at the end of i t  a l l  we hear

ourselves saying: Hey, I can do it. I can. I can.

The book of fers  no quick- f ix  remedies for  rega in ing

mojo. Nor does it  dish out instant two-minute solut ions

to l i fe’s problems. It should be al lowed to grow on you.

Str iv ing for mojo is to be seen as a del iberate pursuit to

push back mental blocks thereby helping us walk that

extra mi le.

E a c h  p a g e  o f  t h e  c o m p a c t  v o l u m e  c o n t a i n s

anecdotes…of how ordinary men and women made their

l ives look up for them by daring to think posit ively and

making a wil l ingness to work hard to concretize those

posit ive thoughts.
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Mo jo  i s  tha t  ex t r a  spa r k  tha t  makes  the  d i f fe rence

between having a good day and a great day. I t ’s the

difference between getting good results and outstanding

results, says Ber twist le.

Ber twis t le   got  h is  Mojo work ing for  h im dur ing the

I n t e r n a t i o n a l  A l l i a n c e  o f  L e a r n i n g  C o n f e r e n c e  i n

Washington DC in 2006. Watching so many par t icipants

ar t iculat ing their  ideas with gusto and convict ion, he

felt that, sadly, this adrenalin-charged energy would wane

within weeks. And al l  of them would sett le into comfor t

zones of  unproduct ive ex is tence.  He was sure they

would ask themselves at a later stage: What happened

to my mojo?”

This got Ber twist le thinking. He took upon himself the

task of helping people have that extra something that

helps them get a l i t t le bit more out of any situat ion. …to

help them have that twinkle in their eye, that zing in their

l i fe…..the mojo.

Al l  the same, Mojo is not a work which you can refer to

for trying to whip up solutions to everyday ’s tricky spots.

As he himself says: “Now I’m not saying i t ’s a matter of

running around proclaiming that the world is perfect and

that everything is great.  I t ’s about understanding that

w h e n e v e r  s o m e t h i n g  h a p p e n s  o r  a n  o p p o r t u n i t y

presents i tself ,  you, and you alone have the choice of

how you wil l  react to i t . ”

As you turn each page you feel your lost mojo creeping

back into you, especial ly when Ber twist le tel ls you that

curiosity sparks mojo which in turn tr iggers creat iv i ty.

Mojo has no place in the bland or the mediocre. To hel l

w i th  modesty .  When you ra i se the roof ,  you’ re  not

bragging or trumpeting that you are the best. On the

contrary, i t ’s the inner knowledge in our minds that sets

the bar above the mediocre, above the bland. Let this

not be misconstrued as arrogance. But the more you

raise the bar for yourself ,  the more wil l  you be up for

censure by those who have set standards of mediocrity

for themselves.

Let there be no misconception about the mojo book.

It’s ear thy. And he tells us how our food habits condition

our thought processes.  There’s a word of caution for

a l l  g lu t tons and guzz lers .  Be k ind to your  d igest ive

system. Clogged intest ines can rob creat iv i ty. Want your

mojo back? Eat less, eat good and feel great.

Al l  the same, Ber twist le’s convict ion that from a physical

po in t  o f  v iew,  sex  i s  t he  o the r  ac t i v i t y  o the r  than

digest ion which saps the mojo out of you may go up for

debate.

In al l , Who Stole My Mojo? is a bible of practicable ideas.

However, the author himself sounds a word of caution.

When you’ve read a l l  about f inding your mojo back,

you’re f i red on al l  cyl inders, ready to blast off .  In the

process you are l ikely to scare away those who are not

yet ready for their mojo. Just wait for others to steal

back their mojo, says Ber twist le.

Thus, Who Stole My Mojo? is al l about you…your thinking

and your mojo, from a thinker-trainer from Down Under.

Gary Ber twist le  has been working in the business of

thinking and creat ing new ideas for the last 20 years

inspir ing people and helping them ignite the spark in

them. A guide for the lay man and the corporate, i t ’s a

must-read in these days of general meltdown.

A great book. Wor th every mojo word. Happy Mojoing!!
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he HRM funct ions  a re  judged to  be the ama lgam

o f  H u m a n  R e s o u r c e s  M a n a g e m e n t ,  I n d u s t r i a l

R e l a t i o n s  a n d  L a b o u r  L e g i s l a t i o n  e n d u r i n g

momentous changes in this express world. This book

Human Resources Management  by Mirza S. Saiyadain has

endeavoured to stretch out and update, conceptual ly

and empir ica l ly  the s igni f icance of Human Resources

Management in Indian mil ieu. The book wil l  expl icit ly be

of  immense  ass i s t ance  to  the  execu to r s  o f  Human

Resources Management.

The book deals with the Evolut ion of Human Resources

Management  and i t s  funct ions ,  the i r  impact  on  the

organizat ion and workforce. Increasing organizat ional

s ize and its complexity, transit ion from the tradit ional to

professional management, changing social and cultural

norms, g lobal izat ion, and informat ion technology are

persistently changing the profi le of HRM functions. The

role of HR has grown from the ambit of recrui tment,

tra ining, payrol l  etc to more sophist icated and broader

areas l ike competency mapping, succession planning,

cr is is and change management. Job sat isfact ion among

the Employees and its inf luence on productivity are very

much explored. A high-qual i ty system for the selection

o f  e m p l o y e e s  h e l p s  t o  b u i l d  t h e  i m a g e  o f  t h e

organizat ion.

Retaining Human Resources is imperat ive control led by

v a r i o u s  f a c t o r s  l i k e  w o r k  m o t i v a t i o n ,  s u p e r v i s o r y

behav iour,  o rgan i sa t iona l  change ,  and per for mance

appraisal .  Even though the l ink between behaviour and

motivat ion looks simple, motivat ion is a very complex

and highly subjective phenomenon. Inf luencing group

members to achieve common goals is the responsibi l i ty

of the leaders. Strategies l ike T - groups and par ticipative

approach faci l i tate to bring changes in the organizat ion.

Whenever an organizat ion goes for a change the role of

HR is not only impor tant but inevitable. On the other

hand, Performance Appraisal is focused on the individual

development to achieve the desired performance.

The other  factors  that  serve to the development of

H u m a n  R e s o u r c e s  a r e  t r a i n i n g  a n d  d e v e l o p m e n t ,

perception and communicat ion. The effect of training

o n  p e r f o r m a n c e  i s  d i f f i c u l t  t o  i s o l a t e  b e c a u s e

pe r fo rmance  i s  a  f unc t ion  o f  comp lex  fo rces  and

m o t i v e s .  P e r c e p t i o n  a n d  c o m m u n i c a t i o n  a r e  t w o

signif icant facets of an organizat ions’ l i fe. An effective
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st ra tegy to mot ivate employees to per form the i r  best

i s  i n t e r n a l  m o b i l i t y .  C o m p e n s a t i o n  M a n a g e m e n t ,

deve lop i ng  s t r uc t u r e s  o f  compensa t i on  packages

becomes  one  o f  t he  ma jo r  a s s i gnmen t s  o f  Human

Resource Management .  I f  the organ izat ion wishes to

at t ract  and re ta in  ta lented people they have to be

better  pay masters .  Human Resources spect rum as a

whole is  squashing into the Industr ia l  Re lat ions,  Qual i ty

of  work ing l i fe ,  Work ing condi t ions ,  Work behav iour,

HR aud i t ,  I n fo rma t ion  Sy s tems ,  and  f i n a l l y  to  HRM

eth ics .  The Qua l i ty  of  Work L i fe  man i fes ts  i t se l f  in  a

v a r i e t y  o f  o p e r a t i o n a l  s y s t e m s  l i k e  w o r k e r s

par t ic ipat ion,  job enr ichment ,  and qua l i ty  c i rc les .  The

h igher  the v i s ib i l i ty  of  par t ic ipat ion,  the greater  i s  i t s

e f f e c t i v e n e s s .  T h e  wo r k i n g  c o n d i t i o n s  a n d  wo r k

behav iou r  a re  more  a s soc i a ted  w i t h  p roduc t i v i t y ,

mo ra l e ,  absen tee i sm ,  acc iden t s ,  f a t i gue  e tc .  S a f e

work ing condi t ions ,  Incent ive schemes,  act iv i t ies  that

i n d u c e  g r e a t e r  m o t i v a t i o n  a n d  m o r a l e  c r e a t e  a

suppor t ive environment to attract and retain the worker

on the job.  Eth ics  and Human Resource Management

are ve ry  much cor re l a ted and e th ics  a re  p r inc ip les

prescr ib ing a  behav iour  code tha t  exp la ins  what  i s

good and bad,  r ight  and wrong.  E th ics  i s  in terpreted

i n  m a n y  w a y s  a n d  i s  a  b r a n c h  o f  p h i l o s o p h y

cons idered normat ive .  Un l i ke other  funct iona l  a reas

Human Resource Management i s  more suscept ib le to

v i o l a t i o n  o f  c o d e  o f  e t h i c s  b e c a u s e  m o s t  o f  i t s

act iv i t ies  a re based on judgment .  Author  has quoted

Kenneth Johnson’s suggest ion of  EP IC  approach for

manag ing  e th ics .  The au thor  M i rza  S .  Sa iyad ian  has

tapped in to the techn iques of  s ta t i s t ica l  ana lys i s  that

which he lps in to the in terpretat ion of  Human Resource

Behav iour.

T h e  m a n a g e m e n t  o f  o r g a n i z a t i o n s  t o d a y  i s  t h e

m a n a g e m e n t  o f  h u m a n  r e s o u r c e s .  T h i s  b o o k  i s

o s t e n s i b l y  e n g r a v e d  w i t h  a l l  t h e  f a c t s  o f  H u m a n

Resources Management with sol id rea l  l i fe case studies

and per fect ly  gu ided to ta i lor  the new techn iques of

Human Resources Management .  E f for ts  a re made not

only to deal  wi th bas ic i ssues but  have a lso suggested

the  ways  and means  to  e f fec t i ve l y  manage  Human

Resources .  I t  i s  def in i te ly  a  va luable input  and should

be  re fe r red  by  t he  execu to r s  o f  Human  Resou rce

Management and the aspi r ing HR Managers .  By put t ing

a l l  these aspects  in to pract ice,  the HR Managers  can

pul l  of f  themselves to persona l  as  wel l  as  profess iona l

h e i g h t s .  T h i s  b o o k  i s  a l s o  a  u s e f u l  s o u r c e  o f

in format ion for  s tudents ,  teachers ,  profess iona ls  and

researchers .
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h i s  b o o k  o n  m a n a g e r i a l  e c o n o m i c s  p r o v i d e s

insights on micro-economic theories and concepts

a n d  m a c r o - e c o n o m i c  c o n c e p t s  p e r t i n e n t  t o

bus iness economics .  The micro-economics chapters

(Par t 1-5) provide a detai led description on the basic

concepts and pr inc ip les involved in economics and

neatly have stressed the impor tance and relevance of

economics to managerial decision making. The chapters

in micro-economics are explained through the chapters

on theory of  the f i rm,  demand and supply  ana lys i s ,

consumer preferences and choice, elasticity of demand,

demand forecasting, production theory, cost concepts,

market structure and market morphology, and product

pricing.

As far  as the macro-economic chapters (Par t  6) are

considered, the book concentrated on national income

and its estimation, business cycles, and also covered the

aspects of inflation and money supply, considering the

growing problems of inflation in the economy.

Good things about this book!

1. The presentation of the book is lucid, as said by the

au tho r s  “ i n  t he  conve r s a t i on  mode , ”  wh i ch  i s

maintained throughout the book.

2. Every chapter  has addi t iona l  in format ion on the

mathematical models associated to the concepts and

theories discussed in the chapter.

3. The remember keys and the consolidated points of

the various concepts is very useful for quick reading

and memorising.

4. The analyt ical  corner and “Think out of the box”

statements and questions faci l i tates true analyt ical

th ink ing for  hungry learners as wel l  prompts the

student to learn and apply fur ther the neo-classical

theories and propositions.

5. The case study presented at the end of each chapter

is very interesting and more relevant to the Indian

scenario. And also for the instructors it’s very handy

to use these case studies for driving discussions in

the class.

Suggestions for Improvement:

1. Most of the times students from different streams

d o  n o t  u n d e r s t a n d  t h e  p u r p o s e  o f  l e a r n i n g

economics ,  a t  least  unt i l  they at tend placement
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interviews or join a job. It’s mainly because only unti l

the first chapter or unit of managerial economics is

completed, the role of managerial decision making is

spoken about.  I also do recognise that reality bites

are built to address the application of economics in

reality. However, it could be better if at the end of

every chapter a brief note is made about, how the

concepts described would be useful for a manager

in decis ion making, what should be the factors a

manager need to consider which could probably be

the chapter outcome.

2. In the case of micro-economic chapters, although I

appreciate the case study presented at the end of

each chapter, more examples could be provided

along with the explanation of concepts especial ly in

the case of demand and supply,  cost concepts,

market structures, to enable readers to assimilate the

concepts better.

3. In  the book,  an addi t iona l  chapter  per t inent  to

calculat ing the investment wor thiness of projects

(including the economic Impact assessments) in a

similar presentation style. This could add benefits to

purchase this book as a reference text book.

4. Many managerial economics text books lack the equal

emphas is  of  macro and micro-economics.  In the

for thcoming edit ions a brief insight on balance of

payment and its implication for managerial decision

making, understanding the impor tance of budgets,

monetary policy and trade policy, how to read the

impor tant indicators of macro-economic variables in

decision making would solve the problem of students

running around for different economic text books to

cover their syl labus.

I would highly recommend this book as a reference at

this stage for students of economics, as well as students

pursuing management related courses. In simple words,

This  book takes you quick ly and swif t ly  to learn the

concepts, and think beyond with respect to reality and

existing theories.
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C
opt ions ,  wh ich  were  never  hea rd  before , a re  now

ava i lab le .  The web adver t i s ing and in teract ive media

are pr ime examples of  technolog ica l  advancements .

To d a y  c o m p a n i e s  a r e  c o o r d i n a t i n g  a l l  t h e s e

communicat ion ef for ts  to send cohes ive messages to

the i r  customers ( In tegrated Market ing Communicat ion

( IMC)-Solut ions) .  Some companies are bu i ld ing brand

with l i t t le  or  no use of  t rad i t iona l  media  adver t i s ing .

Marke te rs  a re  chang ing  the  way they  a l loca te  the i r

promot iona l  spends and expect  promot iona l  rupees

t o  g e n e r a t e  i m m e d i a t e  s a l e s ,  d e m a n d i n g  m o r e

a c c o u n t a b i l i t y  f r o m  t h e i r  a g e n c i e s .  R e t a i l e r s  a r e

becoming larger and more powerfu l ,  forc ing marketers

t o  s h i f t  m o n e y  f r o m  a d v e r t i s i n g  b u d g e t  t o  s a l e s

promot ion.  Many exper ts  a rgue that  ‘brand content ’

i s  t h e  w a v e  o f  t h e  f u t u r e ,  a n d  t h e r e  i s  g r o w i n g

movement to re invent  adver t i s ing and other  for ms of

m a r k e t i n g  c o m m u n i c a t i o n  t o  b e  m o r e  a k i n  t o

ente r ta inment .  As  IMC i s  ga in ing  more  impor tance ,

author  has  dedicated two sect ions cover ing a l l  the

e l e m e n t s  w i t h  t h e  e x a m p l e  o f  “ I n c r e d i b l e  I n d i a ”

campaign that  captures the wor ld through in tegrated

communicat ions and case studies on Cadbur y and VIP.

ommun ica t ion  rema ins  the  on ly  d i f fe ren t i a t ion

tool  for  a marketer  when products at ta in par i ty .

I n  Ad v e r t i s i n g  and P r o m o t i o n s  a n  I MC

Perspective ,  Krut i  Shah and Alan D’souza use the text

to expl icate the concept.   As Madhukar  Kamath (MD &

CEO, Mud ra  G roup)  r i g h t l y  points out that  t h i s  book

c a r r i e s  ”K r u t i ’ s  y o u t h f u l  e n t h u s i a s m  a n d  d i v e r s e

indust ry  and academic exper ience,  wi th over  three

decades of  wisdom tha t  A lan has  co l lected in  the

Indian Adver t i s ing indust r y . ” Near ly  ever yone in  the

m o d e r n  w o r l d  i s  i n f l u e n c e d t o  s o m e  d e g r e e  b y

a d v e r t i s i n g  a n d  o t h e r  f o r m s  o f  p r o m o t i o n .   T h i s

dynamic and fasc inat ing f ie ld i s  undergoing dramat ic

changes f rom a l l  corners .

A number of  factors are in f luencing the way marketers

a re  communica t ing  wi th  consumers .  The aud iences

that marketers seek a long with the media and methods

for  reach ing them get fragmented down. Adver t i s ing

a n d  p r o m o t i o n a l  e f f o r t s  h a v e  b e c o m e  m o r e

reg iona l ized and ta rgeted to speci f ic  audiences.   In

recent  past ,  there ha s  been  growth of  innumerable

b r o a d c a s t  a n d  T V  c h a n n e l s , n a t i o n a l  d a i l i e s  a n d

magazines .  I t  has been the t ime for  the adver t i sers  to

search for  the r ight  medium to reach the customers .

Apar t  f rom the t rad i t iona l  medium, many other  media
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Authors  a re par t icu la r ly  inc l ined towards adver t i s ing ,

a s  t h e y  p e r c e i v e  i t  a s  a  t o o l  t h a t  o f f e r s  h i g h e s t

oppor tun i ty  for  s t ra teg ic and creat ive work .  It i s  t r ue

in Ind ian context  where adver t i s ing i s  the most  used

f o r m  o f  c o m m u n i c a t i o n  a n d  a n y  o t h e r  f o r m  o f

communication almost always involves some adver tising.

Reviewing adver t is ing these days reveals that a large

chunk of i t  is neither creat ive, nor strategical ly sound

and lost in c lutter. Authors say “creat iv i ty that is  not

leashed by sound strategic rules or strategy that is not

given creat ive wing can fa l l  f la t  on a communicators

face.”  At the same t ime, campaigns l ike “daag achche

hain” [Surf Excel] ,  ‘Dimag ki batt i  ja la de’ [Mentos], “Dum

lagake haisha” [Fevicol] are creat ing buzz with sound

strategy and bri l l iant execution.

Nea r l y  e ve r y  day,  a n  e x amp le  o f  adve r t i s i n g  and

promotion in pract ice is  repor ted in media but cur rent

books  on  t he  sub jec t  concen t r a t e  e i t he r  on l y  on

t h e o r e t i c a l  a s p e c t  o r  o n  e x e c u t i o n .  T h e  f o r m e r

f o c u s e d  t o w a r d s  a c a d e m i c s  a n d  l a t t e r  o n

profess iona ls .  The quest ion , s tudents  or  readers  ask

most  of ten , i s  “How do I  use th is  in  the rea l  wor ld?”

Rare ly  does one come across a  book,  which shows

equan imi ty  between theory and pract ice in  th is  a rea

of  s tudy.  Though there are severa l  in ternat iona l  books

on adver t is ing and promotion, they lack Indian context

and  case  s t ud ie s  ( I nd i an  Examp les ) .   A  pa r t i cu l a r

s t rength of  th i s  text  i s  the in tegrat ion of  theory wi th

pract ica l  app l ica t ion focus ing  Ind ian  market ing  and

adver t i s ing indust r y.

The authors  exp la in  wi th  the he lp of  examples  l i ke

Raymond’s ,  Hyundai ,  Ta ta  Sa l t ,  Mar ico,  L i febuoy  and

Rasna ,  how the process of  communicat ion  is used for

bu i ld ing brand image.   In  addi t ion,  a  few examples on

how the idea fa i l s to ach ieve i t s  object ive ,  act  as  a

reve la t ion for  the readers .  Creators  of  communicat ion

mus t  h ave  ‘ Spa r k ’  bu rgeoned  f rom unde r s t and i ng

consumer behav iour.  Th is  wi l l  he lp to br ing out  “Big

Idea”  and he lp a brand to s tandout  f rom c lut ter.
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