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The
    Chairman
            speaks ...

Gone are the days when business organisations could be self-reliant and self-sufficient

in meeting their needs for survival and growth. Today, they operate in a totally different

environment of interdependence externally as well as internally. Therefore, a holistic

approach is essential in handling issues, particularly the complex ones.

Successful business organisations are those that operate on the basis of well-defined

strategies. Strategic management has now become the key to achieving performance

excellence.  It employs a dynamic and complex process that gives due consideration to

internal and external factors as well as short term and long term objectives.

Our lead article in this issue deals with ‘System Thinking in Strategic Planning’ which

is a holistic  approach that looks at  the bigger picture for better management of

interdependency and complexity.

Almost everything we do in today’s business world involves some amount of risk. A

risk analysis can pave way to manage it better and minimise the damage.  Our second

lead article in this issue, therefore, is on ‘Risk Analysis in Strategic Investment.’

The subsequent  art ic les  deal  with  a  var iety  of  topics  l ike  advert is ing,  conf l ic t

management, salesforce compensation, automobile industry, risk measurement, and

the like.

We are confident that you will find this issue informative and enlightening.

Dr. G.P.C. NAYAR

Chairman, SCMS Group of Educational Institutions



SCMS Journal of Indian Management ,   October-December,  2010.                                                                                               3

A Quarterly Journal

SCMS Journal of Indian Management

A QuarA QuarA QuarA QuarA Quar ter ly  Publ icat ion ofter ly  Publ icat ion ofter ly  Publ icat ion ofter ly  Publ icat ion ofter ly  Publ icat ion of

SCMS-COCHINSCMS-COCHINSCMS-COCHINSCMS-COCHINSCMS-COCHIN

Editor-in-Chief : Dr.G.P.C.Nayar
Chairman
SCMS Group of Educational Institutions

Editor : Dr.D.Radhakrishnan Nair
Professor, SCMS-COCHIN

Editorial Advisory Board

Dr.Subramanian Swamy : Professor, Har vard Univers i ty,  Cambridge, MA , US.
Formerly, Professor of Economics, IIT, Delhi.

Dr.V.Raman Nair : Director, SCMS-COCHIN.

Dr.Radha Thevannoor : Director, SCMS School of  Technology and Management,
Kochi.

Dr.Thomas Steger : Professor of European Management, Chemnitz University
of  Technology, Chemnitz, Germany.

Dr.Kishore G.Kulkarni : Professor, Metropolitan State College of Denver and
Editor - Indian Journal of Economics and Business,
Denver, US.

Dr.Naoyuki Yoshino : Professor of Economics, Keio University, Tokyo, Japan.

Dr.Mathew J.Manimala : Professor  of  Organ izat ion Behav iour  and Jamuna
Raghavan Chair Professor of Entrepreneurship at the
Indian Inst itute of Management, Bangalore.

Dr.Tapan K.Panda : Professor of  Marketing, Indian Institute of Management,
Indore.

Dr.Azhar Kazmi : Professor, Department of Management and Marketing,  King
Fahd University of Petroleum and Minerals, Dhahran, Saudi
Arabia.

Dr.Jose Maria Cubillo-Pinilla : P r o f e s s o r,  I n t e r n a t i o n a l  M a r ke t i n g ,  Po l y t e c h n i c
Univers i ty of Madrid, Spain.

Dr.I.M.Pandey : Director, Pearl School of Business, Gurgaon.

Dr.George Sleeba : Asst .  Managing Director,  V-Guard Industr ies.

Mr.Jiji Thomson IAS : Agr icultural  Market ing Adviser, Government of India.



SCMS Journal of Indian Management ,  October-December, 2010.                                                                                                  4

A Quarterly Journal

Editorial

The “Cave Image” and Learning

The Allegory of the cave is a chapter in the Greek Philosopher Plato’s The Republic.

It’s taken from a fictional dialogue between Plato’s mentor, Socrates and Plato’s

brother, Glaucon.  It is used to illustrate our nature in its education and want of

education.  The physical world is in the form of a cave.   Human beings are trapped

inside the cave from the beginning of life. They are stationary.  They cannot move

their heads. They perceive only shadows and sounds.  If one of them is released

and is encouraged to travel upward to the entrance of the cave!  There the light may pain the eye that’s

accustomed to the dark. He is exposed to daylight.  The world of day light represents the realm of ideas.

His eyes grow slowly accustomed to this light. Gradually, he can look up to the sun.  He can understand

what the ultimate source of light and life is. This gradual process is a metaphor of education and

enlightenment.

Plato’s parable “cave image” leads to the concept of   ideal education. What is expected of a good student

is like that of a prisoner in the cave who breaks the shackles and reaches the opening of the cave to see

the outside world.   The source of light in the cave is a burning fire behind them.  Those in the cave see

only the light against the far wall of the cave.  There are several people who play puppets in front of the

fire, yet behind the prisoners.  This projects shadows on to the far wall. The prisoners assume that these

shadows are real, as they cannot see the fire, the puppets, or the puppeteers.  Who are the prisoners?

Who are the puppeteers?  What are these puppets?  The prisoners are those who have desire to know

reality, but they don’t have the will to come to light.  The shadows of puppets and puppeteers give us an

illusion of reality.  The puppeteers make these puppets sing and

dance and move to the tunes of the puppeteers.  But they are not

visible to the prisoners.  The insiders, the prisoners, are trapped

by circumstance, ignorant to a great deal of the happenings.

The Cave, as we see   the image, is not real at all, yet it is believed

to be so by the prisoners.  The fire continuously burning behind

them is the urge for knowledge.

Editorial Assistant:  Mr. E.V. Johnson Assistant Editor:  Dr. Poornima Narayan R.

              Dr. D. Radhakrishnan Nair



SCMS Journal of Indian Management ,   October-December,  2010.                                                                                               5

A Quarterly Journal

Sy s t em  Th i n k i ng ,  an  agen t  o f  i n t eg r a t i on  and  enab le r  o f  e f f ec t i ve  dec i s i on  mak i ng  fo r  pe rmanen t

so l u t i on s  o f  t h i s  comp lex  wo r ld ,  h a s  deve loped  a s  an  impo r t an t  t oo l  f o r  s t r a t eg i c  p l a nn i ng  and

dec i s ion  mak ing .  The  concepts  o f  sys tem th ink ing  tend to  rega rd  s t r a teg ic  p lann ing  by  cont r ibu t ing

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

mu l t ip le  leve l s  o f  con t r ibu t i ng  f ac to r s .  An  i n teg ra t ion  o f  sys tem th ink ing  and s t r a teg ic  p l ann ing  w i l l

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

Th i s  conceptua l  pape r  p rov ides  a  sound d i scus s ion  on  the  Sys tem Th i n k i ng  by  t a k i ng  an  i n -depth

look  a t  i t s  o r i g i n s ,  concept  and imp lementa t ion  s t r a tegy .

A
b
s
t
r
a
c
t

T

System Thinking:
Strategic Planning

Arush Batra, Prabhakar Kaushik, and Leena Kalia
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he  rea l  o r i g i n s  o f  s y s tem th i n k i ng  a re  s t i l l  ve r y

controversial  and it is believed that it emerged and

established itself as a trans-discipline in the 1940s and

ear ly 1950s. The

foundation  of System

Thinking was laid in the

field of system dyna-

mics, founded in

1956 by MIT Professor

Jay For rester.   He

recognized the need

for a better way of

test ing new ideas,

and in the same way

the ideas can be

tested in f ie ld of

management espe-

cial ly strategic pla-

nning. The concept

of System think ing

helps people in understanding the systems problems and

finds a solution to those problems by finding out the root causes

of the problem and considering all of them as a whole system,

and improve their

understanding of pla-

nning  systems.  Accor-

ding to Hammond,

systems theory is the

one metaphor that

highl ights the rela-

tionships and inter-

connections among

the biological, ecolo-

gical, social, psycho-

logical, and techno-

logical dimensions of

our increasingly com-

plex lives.  Notable

scientists in the field

of systems thinking
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are Ludwig von Bertalanffy, Kenneth Boulding, Ralph Gerard and

Anatol Rapopor t, Wiener, Shannon and Weaver, John von

Neumann and Laswell.

On the other side Strategic management as a discipline originated

in the 1950s and 60s. Although there were numerous early

contributors to the literature, the most influential pioneers were

Alfred D. Chandler, Philip Selznick, Igor Ansoff, and Peter Drucker.

In 1957, Philip Selznick introduced the idea of matching the

organization’s internal factors with external environmental

circumstances and now we call this as SWOT analysis.  Alfred

Chandler recognized the importance of coordinating the various

aspects of management under one all-encompassing strategy

and he also stressed the importance of taking a long term

perspective.”  Igor Ansoff built on Chandler ’s work by adding a

range of strategic concepts and inventing a whole new

vocabulary. Peter Drucker was a prolific strategy theorist, author

of dozens of management books, with a career spanning five

decades. His contributions to strategic management were many

but two are most important. Firstly, he developed the concept

of management by objectives and secondly he helped in

predicting the importance of intellectual capital.

System Thinking Approach and Strategic Planning

System thinking is a holistic way of thinking, fundamentally

different from that of traditional forms of analysis in which the

observer considers himself the part of reality as a whole system.

System thinking resists the breaking down of problems into its

component parts for detailed examination and focuses on how

the thing being studied interacts with the other constituents of

the system - a set of elements that interact to produce behaviour

of which it is a part. By examining the links and interrelationships

of the whole system, patterns and themes emerge which offer

insights and new meaning to the initial problem. This means that

instead of taking smaller and smaller parts or view of the system

taken for study, it actually works by expanding its view by taking

into account larger and larger numbers of views or parts of the

system. This procedure sometimes results in strikingly different

conclusions than those generated by traditional forms of analysis,

especially in those cases which are more complex or are having

dependence / feedback from other sources i.e. internal or

external.

The character / nature / approach of systems thinking makes it

extremely effective on the most difficult types of problems to

solve: those involving complex issues, those that depend a

great deal dependence on the past or on the actions of others,

and those stemming from ineffective coordination among those

involved and some of the examples in which system thinking

has proven its value include:

♦ Complex problems that involve helping many actors

see the “big picture” and not just their part,

♦ Recurring problems or those that have been made

worse by past attempts to fix them,

♦ Issues where an action affects (or is affected by) the

environment surrounding the issue, either the natural

environment or the competitive environment, and

♦ Problems whose solutions are not obvious,

There are cer tain laws which are related to system thinking

and which help in understanding and solving the problems in

a better and effective way. These laws are stated as:

♦ Today’s problems come from yesterday’s solutions,

♦ The harder you push, the harder the system pushes

you,

♦ Behaviour grows better before it grows worse,

♦ The easy way out usually leads back in,

♦ Cause and effect are not closely related in time and

space,

♦ Small changes can produce big results,

♦ Dividing an elephant in half does not produce two

small elephants,

♦ You can have your cake and eat it too, and

♦ Faster is Slower.
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The System Thinking Approach has a set of defined moves or

indicators [5] which help in defining and solving the problems

in a better way. These indicators are underlined as following:

♦ Define the Situation,

♦ Develop Patterns of Behaviour,

♦ Evolve the Underlying Structure,

♦ Identify the factors contributing to the underlying

structure,

♦ Identify the Leverage Points,

♦ Develop an Alternate Structure, and

♦ Find solution to the problem.

Areas of Application

Strategy

System thinkers have been interested in strategy for a long time.

Some of the early texts on strategic planning were written by

prominent systems experts. A first look / glance at these early

works by the system experts seem to give the impression that

system thinking and strategic thinking were almost similar or we

can say synonymous.  But now a days, it is currently argued that

system thinking has much to offer in strategic planning or

development. Ackoff was the first and foremost to propose an

unambiguous system approach to strategic planning. His major

contribution was that the strategic decisions were generally

messed-up, often characterised as an interactive system of

related issues.  Others have also highlighted and contributed in

this observation for example, the context for strategy has been

defined as wicked problems. From the system literature, Ackoff

(with his concept of corporate planning) provided ingredients

and the first recipe for a rational approach required to develop

strategy.  System thinking in strategy has integrated ideas from

various theories and regarded strategic decision making as

complex, which involves different issues and many interacting

factors stakeholders.

Strategic Planning     is an organization’s process of defining its

strategy, or direction, and making decisions on allocating its

resources to achieve defined objectives, including its capital

and people. Various business analysis techniques can be used

in strategic planning, including SWOT analysis (Strengths,

Weaknesses, Opportunities, and Threats ), PEST analysis (Political,

Economic, Social, and Technological), STEER analysis (Socio-

cu l t u r a l ,  Techno log ica l ,  Economic ,  Eco log ica l ,  and

Regulatory factors),  and EPISTEL (Environment,  Pol i t ica l ,

I n f o r m a t i c ,  S o c i a l ,  Te c h n o l o g i c a l ,  E c o n o m i c  a n d

Lega l ) .

St rateg ic plann ing is  the formal  cons iderat ion of  an

organization’s future course. All strategic planning deals with

at least one of three key questions:

1. “What do we do?”

2. “For whom do we do it?”

3. “How do we excel?”

The Strategic Planning process is as following (Figure 1):

Figure 1: Process of Strategic Planning

Control

ProblemProblemProblem

Implementation

Strategy Formulation

Analysis

Mission and Objectives

▼

▼

▼

▼

▼
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How does System Thinking Contribute to

Strategic Planning?

After studying the concept of system thinking and strategic
planning, it is the time for taking a real life situation to draw
causal loop diagrams considering all the parameters and
rules for developing them explain their impor tance and
show the effect and contribution of system thinking in
strategic planning. We will take two different examples and
show the difference in solutions to the problems through
s t r a teg i c  p l ann i ng  app roach  on  i t s  own  and  w i t h
contribution of system thinking approach and strategic

planning.

Problem 1: Problem of Road Congestion

and Accidents

Strategic Planning Approach without

System Thinking

Firstly using the strategic planning approach (Figure 2) to solve

the problem and for that we will define the mission and

objectives of the problem, do the required analysis to find out

the sources of problem and then formulate our strategy by

implementing it.

 Road Congestion and

Accidents ��

Large Number of Vehicles

Heavy  Vehicles
Bad Quality Vehicles

Speedy  Vehicles

�

�

Causes/Reasons of Problem have been identified resulting

into formulation of strategy with listed corrective actions /

measures:

♦ Repair of Bad Quality Roads,

♦ Putting Speed Limit Barriers, and

♦ Entry Barrier for heavy vehicles during traffic hours.

But these solutions don’t have the permanent solution of the

problem as the root causes for the same have not been identified

and will lead to fur ther traffic chaos and advancement in the

problem as the system will push back harder as per the law of

system thinking.

Figure 2:  Reasons for Road Congestion and Accidents (Strategic Planning Approach)

System Thinking Approach Contribution

With Contribution of System Thinking Approach (Figure 3), we

have been able to identify all-together different reasons for road

congestion and accidents and to avoid these problems or

contributors; strategy will be formulated with listed actions:

♦ Compulsory Implementation and Introduction of Road

Education,

♦ Strengthening of Judiciary system to avoid favourism,

wrong suppor t and give heavy punishment to

offenders.
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♦ Strengthening and Drawing up of better and new

government policies for traffic management, to avoid

and stop illegal licensing of private vehicles,

♦ Providing improved Infrastructure facilities to avoid

congest ion and Implementat ion of ru les and

regulations.

Figure 3:  Finding Actual Problem Contributors through System Thinking
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Problem 2:  Problem of Decreased Viewers of

a TV Channel

Strategic Planning Approach without System

 Thinking (Figure 4)

 Reduced Programme

Story ��

Less Advertisement

Channel Connectivity

Problems

Change of Characters or

Story

Competitors Programme

Popularity

�

�

Figure 4:  Reasons for Reduced Programme Viewing  (Strategic Planning Approach)

Identification of causes of decreased viewers of the TV

channel is done resulting formulation of strategy with listed

set of actions to remove those causes:

♦ Improvement in Channel Frequency by use of

Advanced Set-top boxes.

♦ Re-consideration and consideration of old and

previous characters.

♦ More spending on Advertisement.

System Thinking Approach Contribution (Figure 5)

The all-together different reasons which were identified with

the help of strategic approach have been identified for decrease

in programme viewers of a particular TV channel with the help of

System Thinking Approach and the corrective measures have

been indicated in BOLD     in the diagram.

Conclusion

The research proves that firms successfully implement System

Thinking, perform better in vir tually every business category,

including return on scales, and return on investment,

employment growth and stock value growth. It has been

found that System Thinking methodology is highly beneficial

to improve the performance of any organizat ion.The

following conclusions can be drawn after the implementation

of two approaches on the same kind of problems:

♦ System Approach leads to in-depth search of

problem contributors by finding out fur ther reasons

for those problems and lead to actual reasons of the

same.

♦ System Approach provides solution to al l kinds

of problems by considering them as a whole

system.
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Figure 5:  Finding Actual Problem Contributors through System Thinking

♦ System Thinking is different from Strategic Planning as

it looks deep down for the reasons of problem by

exploring it while in Strategic Planning Approach, we

analyze the problem from top only and assume what

we don’t know.

♦ System Thinking leads to permanent solutions of

problems by act ing on al l  possible reasons

simultaneously while in Strategic Planning, we make

plans to solve the problem by removing the reasons

one by one as per the plan formation.

The success of this methodology within an organization has

significant momentum that can only lead to fundamental

organizational cultural transformation.  In a net shell, System

Thinking has immense potential for future research.

Keywords: System Thinking, Strategic Planning, Problem

Contributors.
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Risk Analysis:
Strategic Investment

Kannadhasan M.  and Nandagopal  R.

T h i s  p a p e r  e x a m i n e s  w h e t h e r  B u s i n e s s  S t r a t e g y  a s  o n e  o f  t h e  c o n t i n g e n c y  v a r i a b l e s

i n f l u e n c e s  t h e  e x t e n t  o f  u s a g e  o f  R i s k  A n a l y s i s  ( R A )  i n  S t r a t e g i c  I n v e s t m e n t  D e c i s i o n s

( S I D s )  o r  n o t .  To  u n d e r s t a n d  t h e  r e l a t i o n s h i p ,  t h i s  p a p e r  d e v e l o p e d  a n d  t e s t e d  a

s t r u c t u r a l  m o d e l  l i n k i n g  b u s i n e s s  s t r a t e g y  a n d  R A  i n  S I D s .  B a s e d  o n  t h e  3 6  r e s p o n s e s

c o l l e c t e d  f r o m  S e n i o r  F i n a n c e  P r o f e s s i o n a l s  t h r o u g h  a  s i n g l e  c r o s s - s e c t i o n a l  m a i l e d

s u r v e y ,  t h i s  s t u d y  p r o d u c e s  t w o  f i n d i n g s .  F i r s t ,  t h e  e x t e n t  o f  u s a g e  o f  R A  i n  S I D s

v a r i e s  w i t h  t h e  s t r a t e g y  a d o p t e d  b y  t h e  c o m p a n i e s .  S e c o n d l y ,  B u s i n e s s  S t r a t e g y

h a s  a  s i g n i f i c a n t  p o s i t i v e  i n f l u e n c e  o n  t h e  e x t e n t  o f  u s a g e  o f  R A  i n  S I D s .
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he fundamenta l  object ive of  any bus iness i s  to

create wealth i .e. benef i ts for their stakeholders.

Every organisat ion has a v is ion/miss ion,  which

def ines  the  scope and

extent of those benefits.

However  v i s ion/miss ion

a lone  does  not  c rea te

benefits, the same should

be implemented on time.

The projects i.e. Strategic

I n v e s t m e n t  D e c i s i o n s

(SIDs) are one among the

most impor tant alternative

means  to  de l i ve r  the

capability of the company

which wi l l  help them to

ach ieve  the  requ i red

benefits. Defining the vision

/m i s s ion  and bus iness

benefits is the realm of strategy (David Hillion 2006). Each

company follows a strategy in its effor ts to achieve the

goal. Strategies spell the fundamental steps to be followed

by a  company and g ive

direction in its process of

e f fec t i ve  and e f f i c ien t

resource al location. Each

company can have a single

or multiple strategies and it

may be adopted at three

dif ferent levels v iz. ,  cor-

porate level, business level,

and functional level.  This

study focuses on the strate-

gies followed by automo-

t i ve  compan ies  a t  the

business unit level or in short

the business strategy level.
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Most researches on business strategy have sought to validate

and test one of the two schools of thought viz., typologies

developed by Por ter ’s (1980) differentiation and low cost

s t r a teg ies  and M i les–Snow ’s  (1978)  t ypo logy  o f

prospectors, analysers, and defenders. Though al l  the

companies are not al ike, they face three fundamental

problems viz. Entrepreneurial (managing its market share),

engineering or operational (finding and implementing the

solution to the entrepreneurial problems), and administrative

prob lems ( fo rmu la t ing  the  s t ruc tu re  to  manage the

implementation of the solutions to the first two problems).

Companies choose d i f fe rent  ways to address  these

problems i.e. strategy.  There is a possibil ity that many

companies develop similar solutions.  As a result, Miles and

Snow (1978) suggested that  organisat ions could be

grouped into any one of the four types mentioned above.

Depending on the strategy adopted, a company may give

emphasis to one or more of the following aspects such as

technological position, innovation, organisational design,

and so on, which in turn, reflect their risk appetite. It is

because the degree of risk varies with the above stated

aspects .  These  aspect s  l a rge l y  de te rm ine  a  f i rm ’ s

performance and efficiency of its business (Slater and Narver,

1993). Therefore, there is a need to understand whether

using different strategy types produce correspondingly

different level of usage of RA in SIDs or not?

It is a known fact that risk is an inherent characteristic of all

SIDs such that there is some degree of uncer tainty closely

associated with the future economic outcomes. Fur ther,

Decision maker should be aware that making any decision

demands the acceptance of risk while the main risks are

taken with the expectation of receiving some appropriate

rewards; often there are a host of hidden or implicit risks

that vitiate the risk reward equation. It is therefore timely to

consider the impact of the approaches of sophisticated

risk analysis on SIDs.  Increasing dynamism and complexity

of the ever changing business environment has put risk

analysis in the priority list on the agenda of all SIDs. Therefore,

authors are interested to investigate how business strategy

influences the risk analysis in SIDs of automotive industry in

India.

Theoretical Background and

Research Hypotheses

As discussed above, Miles and Snow typology has classified

firms into four categories namely Prospectors, Analysers,

Defenders, and Reactors. Prospectors refer to firms that are

externally oriented i.e. they are very keen in exploiting new

product and market oppor tunities. They are the pioneers in

new product development with a focus on innovation and

creators of change in an industry since they monitor the

external environment constantly and developing alternative

responses according to emerging trends (Thomas and

Ramaswamy 1996). They have a f lexible administrat ive

structure (Smith et al 1989) and have complex coordination

and commun ica t ion  mechan i sms  wh ich  re l y  on

decentralized decision-making which in turn makes them

ever ready to seize the oppor tunities (Hambrick 1983).  In

contrast, defenders refer to firms that are internally oriented.

Generally, they use narrow–product domain which has a

focus on improving operational efficiency. They have a stable

administrative structure (Smith et al 1989) and rely on

centralized decision making. They use ver tical integration

to control costs as its technology is inflexible.  Comparatively

they devote valuable time in controlling costs than other

type of firms (Hambrick 1983).  Analyzers refer to the firms

that are hybrid in nature i.e. those firms exhibit some features

of the prospector and some of the defender firms (Thomas

and Ramaswamy 1994).  They have multiple products, but

they adopt both stable and flexible technology with matrix

or product-oriented organisation structures. They penetrate

more deeply into the market they serve and adopt new

products only after thorough analysis and proven potential

(Conant et al 1990).

Over the years, Research on the typology has been discussed

on different perspectives, such as the  formulation process,

identification and nature of strategic types, performance

differences among the strategy types, link between strategy

and CB, environment and size (for example, Zahra et al 1990,

Namiki 1989, Parnell 1997, Jennings et al 2003, Tamalee et al

2008, Smith et al 1989, Parnell and Wright 1993, Aragon-

Sanchez and Sanchez-Mar tin 2005, Short et al 2007, Pleshko



SCMS Journal of Indian Management ,   October-December,  2010.                                                                                               15

A Quarterly Journal

2007, Ramaswamy and Thomas 1994,1996,  Osgoog 2004,

Tanewski et al 2003, Rizzi 1984, Prescott 1986, Fuentes et al

2005, Lina anatan 2006,Componation et al 2006, Liberatore

et al 1992,  Brakel 2004, Depperu and Gnan 2006). Research

work  on  s t r a tegy -per fo rmance re l a t ionsh ip  i s  we l l

documented in many countries.   Findings of the previous

researches indicate disparate results. For example, Namiki

(1989), Parnell (1997), Jennings et al (2003), Tamalee et al

(2008) found that there is no signif icant difference in

performance among the firms that followed four different

strategies of firms i.e. prospectors, analysers, defenders,

and reactors.

Contrary to the above findings, Smith et al (1989) found

that the four strategies resulted in significant differences

among firms’ performance on all measures. Parnell and Wright

(1993) showed that for a single industry, prospectors

outperformed other strategists in terms of sales growth, but

analyzers performed better in terms of return on assets.

Therefore, it is clear from the above discussion that previous

empirical researches have not arrived at a consensus with

regards to the definite relat ionship between business

strategies and performance or which strategies are the best.

However, a few studies examined that the influence of some

variables such as technology, firm size and environment on

the strength of the above said relationship i.e. strategy-

performance relationship.  Lina Anatan (2006) found that

hard technology moderates the relat ionship between

manufacturing strategy and operational performance, as a

quasi moderator variable.  Conversely, soft technology has

an impact on the manufactur ing strategy-performance

relationship as an independent predictor variable, but it

doesn’t moderate the relationship between manufacturing

strategy and operational performance. Prescott (1986)

demons t r a ted tha t  env i ronments ,  a s  measu red by

characteristics of market structures, moderate the strength

but not the form of relationship between strategy variables

and performance. Hofer (1975) and Smith et al (1989) found

that firm size explains differences in the relationship between

strategy and per formance.  Fur ther,  since 1990s, the

accelerated speed of globalisation of economic activities

and g loba l  compet i t ion has  made i t  imposs ib le  for

automotive industry to make decisions without incorporating

risk analysis in their SIDs.

The extent of risk analysis in SIDs varies from one organisation

to the other due to several reasons, predominant among

them being its types of strategy.  Prospectors are primarily

concerned about various subjects, such as how can they

gain the competitive advantage, how to identify and avail

the oppor tunities in markets, which products or services to

be introduced to serve the lucrative markets, so on and so

for th.  Answers to al l these questions demand careful

ana lys i s  i .e .  R i sk  ana lys i s .  In  cont ras t ,  defenders  a re

concerned about  va r ious  sub jec t s ,  l i ke  improv ing

operational efficiency, controlling costs.  The extent of RA

carried out by defenders is low while comparing with that

of the prospectors’ firms.  Analyzers are hybrid in the nature

of the above. Th is  di f ference leads to the fol lowing

hypothesis:

H 1: Prospectors use risk analysis more extensively than

defenders.

H 2: The extent of usage of RA in SIDs varies with the

types of  bus iness  s t ra tegy adopted by the

company.

Figure 1: Research Model

H 1 (+)

Business Strategy Risk Analysis in Stratetic
Investment Decisions▼
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Proposed Research Model

With the help of the l i terature rev iew, the study has

conceptualised the research model and the same has been

presented in Figure 1. The proposed model encompasses

business strategy as an independent variable. The extent of

usage of Risk analysis would be the dependent variable.

The a r row in  the  mode l  exp la ins  the  hypothes i sed

relationship and indicates the impact of one latent construct

on another. The proposed relationship of the model was

examined using PLS-PM in Visual PLS software.

Research Methodology

Data Collection:  :  :  :  :  This study has adopted a quantitative,

non-experimental, s ingle cross-sectional mai led survey

design in order to gain a broad understanding of the extent

of the usage of RA practices involved in SIDs made by

automotive companies in India. This study has relied heavily

on Primary data which was collected by using the structured

questionnaire. The questionnaire was adapted from Ho and

Pike (1991, 1992 and 1998) with a few adjustments made to

incorporate the Indian environment and the objectives of

the study as well.

Sampling Design: The population of the research has been

confined to automotive companies operating in India. A list

of all the automotive companies in India was obtained from

the CMIE, Prowess Data Base on August 2008.  There are

500 automotive companies operating business in India.

Among the 500 companies, the authors identi f ied 95

companies as the sample frame relevant to this study using

three criteria: (1) companies should be listed on the BSE

and NSE, (2) Company should have a minimum of 10 years

of operation, (3) the availability of data for the study period.

The questionnaire was sent to senior finance professionals

(CFO, General Manager-Finance, Vice President-Finance,

controller etc.) of 95 companies along with a covering letter

which served as an introduction to the purpose of the survey

and assured the confidentiality of the information supplied

by each respondent. 36 questionnaires were received from

the respondents (a response rate of 37.89 percent). The

response rate is  better than the previous studies [20

percent of Ashish Kumar and Bhavin Shah (2006), 15.43

percent of Manoj Anand (2002), nine percent of Graham

and Harvey (2001)].

Variables of the Study

Business Strategy:  This study used the business strategy

types as conceptua l i sed by Mi les and Snow (1978)

typology.  Following Ho and Pike (1998), this study used a

self typing method whereby senior professionals responded

to the survey i tems designed to tap the fundamental

distinctions between strategic types.  The survey instrument

composed five items to measure the strategic types of each

firm based on Miles and Snow typology.

Risk Analysis Approaches and Techniques: In order to

know the risk analysis practices, this study was raised on

the five dimensions which were measured on a five point

numerical scale ranging from “strongly agree” to “strongly

disagree.”

Analytical Methods

In order to examine the proposed research model (Figure

1) and i ts associated measurement model,  the study

employed the Par tial Least Square (PLS) to Structural Equation

Modelling (SEM).  Cluster analysis was done to classify the

companies based on the strategy followed by them and

discriminant analysis was done to confirm the groups of

companies they belong to.  Fur ther, to test the hypotheses

2, this study employed one-way ANOVA. Analysis has been

made with help of Visual PLS software and SPSS package.

Reliability

This study has used the most common method of reliability

test namely Cronbach’s alpha coeff icient for assessing

reliability of the scale. Generally, a Cronbach’s alpha (á) level

of 0.60 or above is considered to be acceptable for a

construct (Nunnally 1978). The items of the constructs need

to be purified as a prerequisite for reliability analysis (Churchill
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1979). Purification was done one by one by examining the

Cor rected Item Total Cor relation (CITC) using SPSS software

version 16.

Risk Measurement Approaches and Techniques:  This

construct was initially represented by five dimensions. At

the end of the purification process, the study has identified

four dimensions and their reliability value was 0.744. The

reason for dropping the item is that the DMs have strong

belief on the formal methods than the subjective methods

of RA in SIDs.

Business Strategy:      BS construct was initially represented

by five dimensions. At the end of the purification process,

the study has identified three dimensions and their reliability

value was 0.707.  The probable reasons for dropping two

items might be that the companies do refer to offer different

products instead of concentration on a single product and

the willingness to take high risk depends not only on the

potential returns, but also on account of the need for survival

and sustainability.

Validity

Firstly, The measures included in the study have a strong

literature base to suppor t the content validity. Fur ther, all

the measures used in th is study are wel l  establ ished

measures on the prior research studies. Content validity of

the survey instrument was established through initial pilot

study involving senior finance professionals, consultants and

academics. Secondly, the measures used in this study enable

the researcher to predict the performance of a company in

future. For instance, the extant literature shows that there is

a relationship between the capital budgeting decisions and

the performance of a company. Thirdly, the convergent

validity of each construct, modelled in the reflective mode,

is verified by examining the “Average Variance Extracted

(AVE)” values. AVE value describes the amount of shared

variances among the indicators for a construct i.e. the

amount of variance in the indicators ‘accounted for ’ by true

representation of the constructs (Cohen 2001). Generally,

constructs which have AVE greater than 0.50 and composite

reliability greater than 0.70 are considered to have a good

convergent validity. In some cases values up to 0.40 of AVE

and 0.60 of composite reliability are also considered to be

acceptable if they are central to the model (Chin 1995, 1998,

Chin et al 1999 and 2003). The results of convergent validity

are given in Table 1.

The Table 1 shows that the AVE value of all the constructs

were greater than 0.43 and their composite reliability were

greater than 66 percent.  Since AVE and composite reliability

Table 1:  Convergent  Validity of  Constructs

Variables AVE Value Composite Reliability

Risk Measurement Approaches and Techniques      0.569          0.840

Business Strategy      0.638         0.839

values are greater than the minimum threshold level, this

s tudy conc ludes  tha t  a l l  the  cons t ruc ts  have good

convergen t  va l id i t y.  Fou r th l y,  t h i s  s tudy  employed

discriminant validity. This test describes the degree to which

the construct i s  not s imi la r  (diverges f rom) to other

constructs and it should not be similar in the theoretical

background as well. This can be achieved by examining the

square root of a construct AVE, which should be greater

than the correlation between that construct and other

constructs used in the model or squared correlat ion

between the constructs should be less than the AVE (Fornell

Larcker, 1981).  The AVE values are greater than the r square

value, which indicates that all the constructs have good

discriminant validity.
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Results

This study has employed cluster analysis to classify the

companies into different strategy groups. Business strategic

practices were classified into clusters by Hierarchical cluster

analysis using Ward’s method along with Squared Euclidean

distance and thereby categorised into four groups. The

clusters were labelled as follows:

♦ The group with the highest summed mean score was

labelled as prospectors

♦ The group with the second highest summed mean score

was labelled as analysers.

♦ The group with the third highest summed mean score

was labelled as Defenders.

♦ The group with the lowest summed mean score was

labelled as Reactors.

36 companies were categorised into four clusters. Table 2

exhibi ts  the resu l ts  of  c luster  ana lys is .  C luster  1 (18

companies) had the highest summed mean score of 20.11

and were labelled as Prospectors.  Cluster 2 (10 companies)

had the third highest summed mean score of 17.50 and

were labelled as defenders. The cluster 3 (5 companies)

had the second highest summed mean score of 18 and

were categorised as analysers. The cluster 4 (3 companies)

Table 2:   Cluster Analysis of  Respondent Companies

 (Based on types of Business Strategies)

                Cluster 1              Cluster 2           Cluster 3            Cluster 4

  Dimensions                                                  Prospectors        Defenders   Analysers      Reactors

Mean SD Mean SD Mean SD Mean SD

Firm’s Strategic priority is on

long term rather shor t term profits 4.83 0.38 3.40 0.84 4.80 0.45 2.33 1.16

Firm concentrates on a single

group of related products and 4.61 0.50 3.90 0.88 1.20 0.45 3.00 1.00

sticks to it

Firm’s growth has been realised

mainly via new product development 3.39 1.24 3.40 0.97 4.20 0.84 1.33 0.58

rather market penetration

Firms Strong emphasis is on research

and development, technological 4.72 0.46 3.68 0.84 5.00 0.00 1.33 0.58

leadership and innovation

Firm’s preparedness to take a high 2.56 1.10 3.20 0.63 2.80 1.64 2.00 1.73

risk if the potential returns are high

Total Summed Score 20.11 17.50 18.00 9.99

No of Companies 18 10 05 03
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has the least mean score of 9.99 and were categorised as

reactors. In order to confirm the above classification of firm

strategies, this study used discriminant analysis. The validity

of discriminant analysis is checked by the Wilk’s Lambda.

The significance value is less than the alpha (0.05) which

indicates that the discriminant analysis is valid. The result of

Wilki’s Lambda was found to be significant i.e., discriminant

analysis is valid (see Table 3).

In addition, the study employed hit ratio to verify the

accuracy of the classification of groups.  The Table 4 shows

that the groups were classified correctly.

Table 3:  The Results of Wilki’s Lambda Analysis

Test of Functions Wilki’s Lambda                Chi-Square         df Sig . Results

1 through 3             0 .014      130.35            15 0.000 S ign i f icant

2 through 3             0 .150      057.79              8 0.000 S ign i f icant

3             0 .697      011.02              3 0.012 S ign i f icant

Table 4:  Classification of Results*

Cluster Number of Case                Predicted Group Membership      Total

1 2 3 4

1 18 0 0 0 18

2 0 10 0 0 10

3 0 0 5 0 05

4 0 0 0 3 03

* 1 0 0  p e r  c e n t  o r i g i n a l  g r o u p s  c a s e s  c o r r e c t l y  c l a s s i f i e d

In order to test the hypothesis 2,  study conducted the

one-way ana lys i s  of  var iance (ANOVA) i .e .  whether

f i r ms us ing di f ferent bus iness st rategies (prospector,

analyzer, defenders, and reactors) exhibit different level

of RA . Table 5, shows the resul ts of ANOVA between

business st rategies and the extent of usage of RA . The

resul ts revealed that there is  a s igni f icant di f ference in

the extent of usage of RA in S IDs (F (3,  32) = 3.119, p

< 0.05).  In s imple words, the resul ts revealed that the

extent of usage of RA of Indian automotive companies

vary with the types of business st rategy adopted by

them.

Table 5: Results of One way ANOVA between BS and the extent of usage of RA

Sources of Variations Sum of       Df Mean

Squares Square         F   Sig. Results

Between Groups 7.919          3 2.640     3 .119   0.04

With in Groups 27.085        32 0.846 S ign i f icant

Total 35.004        17
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Structural Equation Results for Research Model

In order to test the proposed hypotheses in the model,

this study employed a construct level correlation analysis

for the initial verification. Visual PLS is used to compute the

construct scores. Using these construct scores as a base,

the study explored the relationship between the variables

using SPSS package version 16.  The table 6 indicates that

there exists a positive correlation between the BS and RA

(r=0.567).  The correlation coefficient between BS and RA

was positively significant at 0.01 percent level.

Though the bivariate correlations are significant between

the const ructs ,  i t  i s  s t i l l  needed to assess the path

coefficients in the structural model as a causal effect. Path

coefficients in PLS are standardised regression coefficients

(Staples et al 1998).  In order to ensure that path coefficients

are statistically significant, this study used a bootstrap and

Jackknife re-sampling procedures to estimate standard errors

for calculating T values using Visual PLS. The results are

examined at five percent significance level and the t-statistic

value at the 0.05 level is 1.96. If the t-statistic value is greater

than 1.96, the path is significant (Efron 1979, Efron and

Gong 1983). Table 7 and Figure 2 present the results of the

test of the research model.

The path linking BS to the extent of usage of RA was found

to be positively significant at 0.05 level (Beta =0.539, t=

6.109). This result reveals that prospectors use risk analysis

more extensively than the defenders and suppor ts the

Table 6:   Construct Level Correlation Analysis of Research Model

Hypothesis Independent Dependent      Pearson Sig. (2

       Variable     Variable  Correlation Tailed)

H 1 BS RA 0.567 0.000**

**Co r re l a t i on  i s  s i gn i f i c an t  a t  t he  0 .01  l e ve l

Table 7:  Bootstrap Summary of Research Model and Hypotheses Results

Hypothesis Entire Mean of Standard      T- R Square     Results

Sample      Sub     Error Statistic     Value

Estimate  Sample

H 1 0.539 0.589 0.088 6.109 0.299 Signi f icant

Figure 2: Validation of Research Model

▼

RA

RSq=0.201

BS

0.539
(6.109)
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l iterature view. The overall fit of the str uctural model is

evaluated by examining the squared multiple correlations or

R2 or coefficient of determination which determines the

predictive power of the structural model. The R2 value

should be close to 1 for a model to perfectly describe the

relationship between the constructs. Business Strategy has

a predictive power (0.299 i.e. 29.90 percent) of the extent

of usage of RA in SIDs.

Discussion of Results

Literature suggests that the extent of usage of RA in SIDs

varies with the strategy types adopted by the companies.

The expected findings of this study are also similar to that

view, because Prospectors are external oriented and dealing

with unpredictable environment. They demand more usage

of RA . Therefore they have to do more RA in order to

reduce/el iminate the level of r isk. On the other hand,

defenders are internally oriented and dealing with the known

and predictable environment than Prospectors. It is easy for

them to deal  with r isk as they deal  with the internal

environment. And they tend to use RA at lower level. Fur ther,

the extent of usage of RA should therefore begin with a

focus on the business strategy within which RA takes place.

The findings of this study have suppor ted this view.  Fur ther,

this study seeks to examine whether BS influences on the

extent of usage of RA in SIDs or not.  Findings of this study

were significant and hence this study suppor ts the findings

of Ho and Pike (1998) and at the same time has yielded

results that are in contrast to Shimin Chin’s (1995) findings.

Conclusion

The objective of the study is to examine the influence of

business strategy on the extent of usage of RA in SIDs.  To

understand the relationship, this study developed and tested

a structural model linking BS to the extent of usage of RA in

SIDs. The path linking BS to the extent of usage of RA in the

model was found to be positively significant. It indicates

that BS has influence on the extent of usage of RA in SIDs. It

was fur ther learned from the study that RA in SIDs vary with

the strategy adopted by the companies. The authors believe

that the findings of this study can be complemented by

fur ther investigation on the following areas: (1) comparison

among different industries on the risk analysis in the SIDs

context (Inter-industry comparison). (2) Whether adopting

sophisticated RA techniques improve the performance of

the companies or not (impact organisation performance).

(3) How do different types of investments affect the use of

RA? (Impact of different types of investments).
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Energetic Site Signs and

Pop-up Advertisings

Vahid Rangriz and Basava Raja M.G.

T h i s  p a p e r  e x p l o r e s  t h e  i n f l u e n c e s  o f  t w o  p r e c i s e  m e s s a g e - d e l i v e r y  t e c h n i q u e s  r e g u l a r l y  a d o p t e d
b y  e - s t o r e s :  c e a s e l e s s l y  e n e r g e t i c  s i t e  s i g n s  a n d  u n f o r e s e e n  p o p - u p  a d v e r t i s i n g s .  R e s u l t s  f r o m
1 2 8  s u r v e y s  c o l l e c t e d  i n  a  t w o - b y - t w o  f a c t o r i a l  i n t e n t ,  h a v e  s h o w n  t h a t  e a c h  o f  t h e  t w o  t e c h n i q u e s
h a s  h a d  a  m a j o r  e f f e c t  o n  a p p r e c i a t e d  a g g r a v a t i o n  i n  t h e  h y p o t h e s i s e d  d i r e c t i o n .  T h i s  p a p e r
m o r e o v e r  e s t a b l i s h e s  t h a t  a p p r e c i a t e d  a g g r a v a t i o n  h a s  a  s i g n i f i c a n t  n e g a t i v e  a s s o c i a t i o n  w i t h  a
v i s i t o r ' s  a p p r o a c h  t o w a r d  t h e  N e t w o r k .  T h i s  s t u d y  f i l l s  t h e  v a c u u m  i n  a c a d e m i c  r e s e a r c h  w i t h
r e s p e c t  t o  t h e  n e g a t i v e  i n f l u e n c e s  o f  We b  a d v e r t i s i n g s  a n d  a d v i s e s  c a u t i o n  i n  t h e  p r o c e d u r e  o f
p e r s u a d e d  t e c h n i q u e s .  T h i s  p a p e r  e n c o u r a g e s  f u t u r e  r e s e a r c h  e x p l o r i n g  t h e  i n f l u e n c e s  o f  c r o s s -
s i t e  a d v e r t i s i n g s  o n  c u s t o m e r  a p p r o a c h  a n d  a d v o c a t e s  a d d i t i o n a l  s t u d i e s  l i n k i n g  f o r m a t  a t t r i b u t e s
a n d  p r e s e n t a t i o n  t e c h n i q u e s  w i t h  a t t i t u d i n a l  c o n s e q u e n c e s  i n  t h e  d e s i g n  o f  b u s i n e s s  N e t w o r k s .
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he web of fers  many tools  a  f i rm can d iscover  to

harvest the payback of this rich medium. Companies

find themselves dwe-

lling at the junction of the real

and the practical, and are

faced with a task that is more

multifaceted than delivering

an attractive Network (Mitra,

2003). Both practitioners and

scholars are beginning to

investigate ways to take full

advantage of the techniques

used in s i te promot ion

(Ber thon, Pitt, and Watson,

1996; Coyle and Thorson,

2001; Ducoffe, 1996). These

techniques may include the

overall arrangement of the

onl ine reta i l ing in ter face

(Westland and Au, 1998) and such individual features as signs,

animation, sound, video, interstitials, and pop-up advertisings

(Rodgers and Thorson,

2000). Features like sign size,

image maps,  audio,  and

network interactivity have

been found to enhance site

appeal (Coyle and Thorson;

Li and Bukovac, 1999). In a

recent study, sign advertising

effectiveness was found to

be affected by incentive

offerings contained in the

adver tisings as well as the

emotional appeal imbedded

in the adver t i s ing (X ie,

Donthu, Lohti, and Osmo-

nbekow, 2004).  Nonetheless,

the use of such promotional
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techniques also comes with its negative influences. Such

influences have been largely overlooked in the academic

literature. The questions of how certain adver tising technique

have influenced customers’ perceptions of and attitude toward

a site for more research in this field.

Conventional advertising research has recognised a hierarchical

model of advertising influences, spanning the spectrum from

advertising content to cognition, approach, and performance

(Holbrook, 1986; Olney, Holbrook, and Barta, 1991). Olney et

al. Saw TV adver tising content and techniques influence

customers’ emotional dimensions, approach, and subsequent

viewing performance, for example, zipping and zapping in

watching TV and video programmes. This chain of links has

been well documented in advertising and marketing research

where both content and form variables were examined as

predictors of attention, memory, recal l ,  cl ick-through,

informativeness, attractiveness, and approach (Rodgers

and Thorson, 2000). However, the study of the influences

of execution factors extended to the Web involves new

factors to be considered and requires a higher level of

comprehensiveness due to the volume and scope of a

Network in comparison to print or TV adver tisings. While

maintaining that many of the adver tis ing kind found in

traditional media (such as colour, size, and typeface in

pr int  media ,  and audio,  sound level ,  an imat ion,  and

movement in broadcast) are relevant to the Web, Rodgers

and Thorson (2000) believe such techniques as signs,

sponso r sh ip s ,  i n t e r s t i t i a l s ,  pop-up  w indows ,  and

hyperlinks additions to adver tising formats in interactive

marketing. A brief description on each type, based on

Rodgers and Thorson, is presented in Table 1.

Table 1:  Advertising Formats in Interactive Marketing

Advertising Format                                                 Description

Signs Rectangular-shaped graphics, mostly horizontal but some ver tical

Interstitials Full-screen adver tisings between two content pages

Pop-ups A separate window on top of the user ’s content window

Sponsorships Indirect persuasion, such as brand name, associated with key content

Hyperlink A highlighted word, phrase, or graphic that allows the user to click to go to

another page or site.

In addition to information content, format and presentation

attributes that contribute to the delivery of network appeal

have also been examined (Huizingh, 2000; Palmer and Griffith,

1998) customer performance related to online shopping

knowledge is steadily explored in the information systems

literature (Bhatngar, Misra, and Raw, 2000; Jarvenpaa and Todd,

1997;  Koufaris, Kambil, and Labarbera, 2001). In a recent study,

Vijayasarathy (2003) performed a psychographic profiling of

online shoppers and studied association between customers’

shopping orientations (home, Community, and indifferent) and

their meaning of use and actual use of the online shopping

medium.  Researchers have also examined Network design

from the perspective of building a cognitive framework,

emphasising enhanced usability through the coherent choice

of design elements and composition of the layout (Rosen,

Purinton, and Lloyd, 2004).

We recognise the interdisciplinary nature of research in this

field, and would like to addition existing research in this

compilation of theories and studies that relate content and

forms of business Networks to visitor perceptions of and

approach toward a site.

Aggravation

Several studies have explored issues addressing customer

performance, approach, and perceptions in the online

surrounding (Chen and Performancells, 1999; Ducoffe, 1996;
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Eighmey, 1997; Koufaris, 2002; Koufaris et al., 2001). Eighmey

finds that users are helped by information in an enjoyable

framework, whereas finds that users are helped by information

in an enjoyable framework, whereas Ducoffe argues that the

value of adver tising comes from informative claims in an

amusing form. Several studies have shown that product symbol

and the quality of the shopping experience online have a

significant effect on approach toward online shopping and

intention to buy (Burke et al., 1992; Jarvenpaa and Todd, 1997;

Novak, Hoffman, and Yung, 2000).  Appreciated usefulness

and ease of use of the Network have both shown to have a

st rong impact on onl ine customer approaches and

performance (Koufaris, 2002; Gefen, Karahanna, and Straub,

2003).

Such research has provided precious measuring tools of

customer perceptions and approach, both in traditional media

and the online surrounding that might result from a visitor ’s

experience at a Network.

Online customers place great value on the performance as a

source of information. In a Jupiter Research survey, 48 percent

of respondents indicate they use the performance extensively

for product research and information gathering on health or

medical information, local events, and/or job postings

(Johnson, Slack, and Keane, 1999). With regard to online

advertisings 40 percent of respondents say a sign that is

informative would grab their attention, and an even larger

number (49 percent) would pay concentration to advertisings

that contain some reduction or voucher information.

Though, the experience and perceptions of a visitor are

individual specific. While one individual might find the flash

entry monitor of the Coca-Cola Network entertaining, another

person could find it maddening. The recurrent pop-up

advertisings that appear on the New York Times Network may

be annoying to many of its readers, but there may be some

that find the information in the advertisings informative and

obliging. The same could be said for the incessantly energetic

skyscrapers that frequently appears in the news ar ticles in

Yahoo! News. Some users may find them distracting while

others may enjoy their content.

An unintentional outcome from visiting a Network is a user ’s

opinion of aggravation. Aggravation is a factor that has been

studied in traditional advertising (Greyser, 1973). It could be

caused by strategy appreciated to be annoying, offensive, or

insulting. Adver tising that is overly scheming could also cause

aggravation (Ducoffe, 1996). Even though research in traditional

adver tising identified aggravation as a significant factor that

influences customer approach, it has not been widely explored

in the online framework. Purposely, scarce research has been

done to address the specific features or content elements of

a Network that relate to higher levels of aggravation by the

visitors and its influence on approach toward the site.

In the traditional media, an annoying business is one that

provokes and causes displeasure and momentary impatience

(Aaker and Bruzzone, 1985). In the Web framework, aggravation

can indicate a user ’s confusion and distraction or the messiness

of the site, all due to the way a Network is presented and the

site’s features that are present (Chen and Wells, 1999). The

source of aggravation may be the negative opinions about the

organisation of the site, a feature of the site, or the visitor ’s

frustration with a particular design element.

Cer tain Web based features may have negative influences on

visitor perceptions and approach. These negative elements

include scrolling text across the screen or the status bar,

continuously running animation, nonstandard link colours,

outdated information, complex URLs (uniform resource

locations), broken links or anchors, error messages, and pop-

ups (Nielson, 1996). For example, it has become standard in

most Web browsers that links change from blue to purple or

red after being accessed. Any deviation from this convention

seems to cause visitor confusion and aggravation.

Animation as a design tool facilitates the communication of

product information between the Network and its visitors.  For

example,  Ford Motor Company ’s  Network at  ht tp: / /

www.fodvehicles.com includes a vir tual showroom that allows

the visitor, under his or her control, to view a three-dimensional

presentation of the exterior and interior of each model. Such

use of animation helps the visitor visualise a three-dimensional

arrangement and better understand the features offered in a
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product. Another example of wise use of animation is at

<http://www.weather.com>. When the visitor chooses to view

the Doppler radar in motion, the site provides an energetic

view of a satellite weather map showing the cloud cover,

among other things, changing over time. At other sites featuring

computer games and outdoor activities, animation may also

increase the appreciated realism of information presented. For

example, in a study of the influences of interactivity and

vividness on customer approach, Coyle and Thorson (2001)

find that a more vivid site, operational through the use of audio

and moderate animation, was related to more positive

approach toward the site.

Animation can also be used to draw a visitor ’s concentration.

We recognise that the use of continuous animation on many

Networks is for the purpose of aler ting the visitor of a particular

product or event, or an attempt to entertain the visitor while

he or she is at the site. In that case, Nielsen (1999) suggests

that animation should be done on a one-time only basis, and

then the energetic object should become a still image. Nielson

(1995) argues that “a web page should not emulate Times

Square in New York City in its constant attack on the human senses:

give your user some peace that quite to actually read the text!”

Due to the overwhelming effect of moving images on the human

tangential vision, the presence of continuous animation on a

page makes it very hard to read the text in the middle of a page

(Nielsen, 1995).  We argue that the continuousness poses a

problem that is similar to TV advertising in terms of intrusiveness.

Greyser (1973) found that people felt more irritated by TV

businesses than by other media due to the intrusiveness of TV

businesses.  Continuous animation in much like scrolling text

at the bottom of a television screens that cries for attention.  It

is a form of invasive appearance of information to Network

visitors. Such intrusiveness demands concentration like TV

businesses, and will similarly cause aggravation like any other

intrusive means of advertising. Thus, we so hypothesise:

• H1: Appreciated aggravat ion of the Network is

positively  related to the use of continuous animation.

Another frequently adopted Web based promotional technique

is  the pop-up adver t i s ing.  We obser ve that  pop-up

advertisings, like energetic signs, can be used for both cross-

site and in house advertising. Whether a site deploys cross

site advertisings or in house advertisings depends on the main

type of business the site is conducting. For a portal site such

as Yahoo or Microsoft Network (MSN), whether revenue comes

at least par tially from third-par ty adver tising, crises-site

advertisings are a necessary source of its income. Nielsen

(2003) maintains that users at search sites are more receptive

to targeted advertisings than in other frameworks because

theses advertisings often relate to what the users are after, and

subsequent ly the users are more l ike ly to fol low the

advertisings. While some people often find them annoying,

many others find them informative and related their search goal,

and thus cons ider them less annoying than in other

circumstances.

On the other hand, firms selling their own products or services

online are less tending to deploy cross-site advertisings, either

in the form of a sign or pop-up, because it is not in their

interest to have visitors click away from their own Network.

However, we observe that many such e-commerce sites do

use pop-up advertisings, along with energetic signs, to inform

visitors of certain promotions and events. While the business

model of portal sites relies on selling adver tising space to

generate income from third-party advertisings, an e-commerce

site selling its own products or services online has a choice

between whether to adopt or not to adopt any such

advertising. Our research question  is whether the use of such

techniques for in house advertising causes a higher level of

aggravation than the absence of them. Both energetic site sign

and pop-up advertisings are ways to reach the customer within

the site, but are they good delivery mechanisms for the store?

We have argued that such techniques wil l cause more

aggravation in the case of a continuously energetic site sign.

We also quarrel that unforeseen pop-up advertisings could

have similar negative influences. In traditional adver tising,

Greyser (1973) found that interruption was a predominant

reason why the British public considered TV advertisements

more irrupting than print media. The Internet is a hybrid of print

and broadcast media. The use of unforeseen pop-up
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advertisings closely mirrors the TV businesses’ interruptible

nature. In addition, the visitor has to find a way to get rid of the

popped-up window, the process of which increases the level

of aggravation.

In a study the use of interruption implemented via pop-up

windows, Xia and Sunharshan (2000) manipulated the

frequency of interruptions and found that interruptions had a

negative impact on customer decision-making processes.

Intrusive formats of advertising like interstitials are found to

have “backlash risks” online according to Johnson et al. (1999),

where survey found that 69 percent of users consider pop-up

advertisings mildly to very annoying, and 23 percent of them

said they would never come back to the site again. In light of

the above discussion, we hypothesis the following:

• H2: Appreciated aggravation of the Network is

positively related to the use of pop-up advertisings.

Approach toward the Site

Approach toward the site (Ast) is a measure parallel to

approach toward the advertising (Aad) and was developed in

response to a need to evaluate site effectiveness, like using

Aad to evaluate advertising in traditional media (Chen and Wells,

1999). Aad mediates advertising response to influence brand

approaches and purchase intentions (Brown and Stayman,

1992). It is an important factor for marketing and advertising

strategies. Ast is an equally useful indicator of a Web user ’s

tendency to respond either favourably or unfavourably to the

content of a Network in a natural exposure situation (Chen and

Wells). In this paper, we define approach to be a positive

affective variable.

The similarity between Aad and Ast arises from the fact that a

business network contains information similar to that contained

in traditional advertising. Chen and Wells (1999) developed

and tested a scale assessing a surfer ’s general approach toward

Network through a six-item scale, incorporating various

perspectives that reflect a visitor ’s positive or negative

impressions of a sponsoring company. A Network high in

organisation and how in aggravation is likely to be appreciated

by the site visitors and hence is likely to receive a favourable

approach toward the site, a finding that has been validated by

Chen and Wells and Ducoffe (1996). Ast is a direct result of a

v is i tor ’s  perceptua l  d imens ions such as appreciated

aggravation (Ducoffe, 1995, 1996). A visitor ’s affective

response to a Web sites many from his or her experience at

the Network.

In traditional media, annoyance and aggravation are the main

reasons why people criticise adver tising (Bauer and Greyser,

1968).  Aggravat ion leads to reduct ion in adver t is ing

effectiveness (Aaker and Bruzzone, 1985). Aggravation is also

a cause for visitors to leave a site (Johnson et al., 1999; Nielsen,

1999). Ducoffe (1995) finds a negative and signif icant

correlation of -0.52 between aggravation and the appreciated

value of adver tising. Chen and Wells (1999) find a positive

0.44 correlation between organisation and Ast, where

organisation is measured through descriptions such as not

messy, not cumbersome, not confusing, and not annoying.

To validate whether such a negative correlation holds in the

framework of a Network, especially in the presence of Web

Figure 1:  Research Framework

Note:  Sol id l ines represent  pos i t ive associa t ions;  a  dashed l ine represents  a  negat ive associa t ion

▼ ▼

Pop-Up
Advertisings

Continuous
Animation

Appreciated
Aggravation

Approach
toward the Site
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adver t i s ing techniques l i ke pop-up adver t i s ings and

continuously energetic signs, we hypothesis the following:

• H3: Approach toward the site is negatively related to

appreciate aggravation.

Figure 1 summarises the research questions future in this study.

We note that appreciated aggravation is just one of the

perceptual antecedents to a visitor ’s approach toward the

site. In Web related research, Chen and Wells (1999), Ducoffe

(1996), and Eighmey (1997) find appreciated entertainment

and appreciated informativeness predictors of Ast, while Coyle

and Thorson (2001) find the appreciated telepresence is an

important factor in predicting Ast. We believe that testing the

negative relationship between aggravation and Ast in this study

will help us understand the direct relationship between the

use of Network techniques and Ast, and may shed light on the

direction of future research in this area.

Research Methodology

Based on Simmon’s market research database (Choices II,

2000), customer electronics are researched and purchased

by customers between the ages of 18 and 24 at a rate that is

proportional to their percentage of the population overall.

As a result, adults of this age group represent an important

segment of the real target demographic. They represent about

one percent of e lectronics customers who purchase

electronics such as cameras. A business Network selling a

variety of cameras was chosen as the site for the experiment

involved in this study. The Network, by its own design, makes

use of a framed page that contains a navigational header-the

site sign-and a main frame underneath it. Hyperlinks in the header

change the main frame. Hyperlinks in the main frame change

the main frame only. Thus, the header is present all the time.

Both the header and the main frame were borderless so that

they integrated into each other seamlessly.

This Network was peripherally modified to operationalise the

constructs in the study through a two-by-two factorial design.

Four versions were created based on the site through the

presence or absence of continuously running animation in the

site sign, and the presence or absence of pop-up advertisings

during a user ’s visit. There was light animation in the original

sign to create energetic version that included an energetic

logo, an energetic neon sign saying, “open 24 hours,” energetic

images of a phone and e-mail icons linking to customer-service

and contact pages, and an energetic text sign linking to a prize

contest. Still pictures were used in the non-energetic version.

Thus, both versions of the header were custom made and

resided on the local server. The main frame pointed to the

main frame of the real business Network. Content in the main

frame was not manipulated. The functionalities of the hyperlinks

(in both the custom header and the real site main frame) were

maintained and tested to be robust when the custom headers

were integrated into the real site main frame.

The pop-up advertisings incorporated a message of quantity

(save five percent on $200 or more) offered by the site and a

picture linking to a sweepstakes entry from then running at the

site. The first pop-up restricted an expiration date of the offer

and a close button. The second pop-up contained, in

supplementary to an image of a camera, a line of instruction

that said, “Click the image above to enter the sweepstakes.”

Both were created with the theme of the Network and used

existing images of the site. The two windows popped up at

30 seconds and three minutes into the visit, respectively. Hence,

the four treatment conditions were:

1. Animation without pop-up

2. Pop-up without animation

3. Animation and pop-up

4. Neither animation nor pop-up.

In all four conditions, hyperlinks in the custom header changed

the main frame, and hyperlinks in the main frame changed the

main frame only. Thus, to each visitor, the custom header was

present all the time. As in the original site, both the header and

the main frame were borderless.

This experimental design maintained internal validity through

the factor manipulations and external validity through the use

of a slightly modified real business Network.

Voluntary contribution was sought from students on the

campus of a northeast college. One hundred and thir ty-six
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undergraduate students participated in this study through a

gift incentive (a disposable camera valued at about $7) and

entry into a lottery of four cash prizes (one $100 and three $50

prizes). Each participant was randomly assigned to one of the

four treatment conditions, that is, the four versions of the same

Network. They were instructed to explore the site for product

information and help in finding a model of digital camera for

one of his or her close friends.

The task-assignment approach has been used in participation

research to manipulate levels of involvement (Buchholz and

Smith, 1991; Laczniak and Carlson, 1989). Our study adopted

this approach to bring all participants to a similar level of

involvement in the task they were assigned. We chose not to

instruct them to go into an “I-am-ready-to-buy” mode because

we believe that the scenario we presented them with better

represents an initial exchange between a visitor and a Network.

Opinions about or approaches toward the site formed from

this in i t ia l  exchange would be a key indicator of the

effectiveness of the site in retaining site visitors and thus

attracting return customers. Additionally, we believe that the I-

am-ready-to-buy type of engagement would be more difficult

to attain across all participants than the informational search

type we assigned them. Finally, a homogenous level of

engagement in the assigned task across the entire sample was

desirable in our experimental study.

Each participant completed a survey after visiting the site. On

average, par ticipants spent slightly under 20 minutes to

complete the visit and the survey. The measures taken are

explained in the following section. The data collection was

done over four weeks. Among surveys returned, 128 were

substantially complete and used in data analysis of this study.

Measures

This study was part of a larger research project and it modified

breathing scales from the current literature. With respect to the

variables concerned in this experiment, appreciated aggravation

was measured through three items indicating whether the site

was annoying, and frustrating. These scale items have been

urbanized, tested, and used in measuring appreciated

aggravation of TV advertising and Web advertising, and have

yielded fairly high Cronbach’s alpha value (>0.8; Ducoffe, 1995,

1996). In Ducoffe’s (1996) Web advertising survey, 57 percent

of respondents considered an entire Network a form of

adver tising.

Firms originally displayed brochures and promotional pieces

onto the Network to deliver a message that was much like

adver tising in the online surrounding (Singh and Dalal, 1999).

Rodgers and Thorson (2000) think an entire Network a format

of interactive marketing. We maintain that the use of these items

developed for measuring appreciated aggravation of Web

adver tising was appropriate for measuring appreciated

aggravation of Network as a whole.

Ast was measured through the following three pairs of

description: like or dislike, favourable or unfavourable, and

good or bad (Coyle and Thorson, 2001). Since product

involvement has been found to be a significant predictor of

customer approach and performance in e-commerce (Coyle

and Thorson, 2001; Koufaris et al., 2001), product participation

using the Revised Personal Involvement Inventory (RPII)

(Zaichkowsky, 1985) was taken as a potential covariate.

Additionally, to check the effectiveness of our manipulations,

af ter par ticipants completed the attitudinal par t of the

questionnaire, they were asked to check off whether they saw

continuously running animation and whether they experienced

pop-up advertisings during their visit. The appendix shows

details of the scale items used in this study.

Results

Demographic information taken with the survey shows about

60 percent of the respondents were under 24, and all were

roughly evenly split between male and female participants.

About 20 percent  spent between four to six hours per week

online, author 20 percent spent between seven to 10 hours

online, and more than 32 percent spent more than 10 hours

per week online. With respect to the site, the participants

seem to have a generally favourable approach toward the site,

with a mean Ast score of 5.47 on a seven-point scale.
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Cronbach’s alphas on multi-item scales adopted in this

study indicate strong scale reliability. Table 2 summarises

the means and standard deviations (S.D.) of each scale

item.

To examine construct validity of the measures adopted in this

study, evidence of the dimensionality of each scale and its

discriminate validity was obtained through factor analyses.

Construct validity addresses whether a measure measures the

construct or variable that is supposed to be measured. A

principle component analysis with direct oblimin rotation was

performed on each group of scales. The results indicate that

items within each scale load on the same factor, and thus are

all undimensional. Items belonging to different scales load on

their own separate factors, showing evidence of discriminate

validity. Table 3 shows that appreciated aggravation (the first

Table 2: Summary Statistics and Cronbach’s Alpha Values

Scale Mean S.D.               Cronbach’s Alpha

Aggravation 0.9473

This Network is frustrating 2.52 1.49

This Network is annoying 2.48 1.67

This Network is aggravating 2.57 1.69

Approach toward Site (Ast) 0.9525

Bad...Good 5.54 1.27

Unfavourable...Favourable 5.40 1.31

Disl ike.. .L ike 5.38 1.37

Product Involvement 0.9352

Impor tant.. .Unimpor tant 4.89 1.68

Irrelevant...Relevant 5.09 1.51

Means a lot to me...Means nothing to me 4.89 1.68

Unexcit ing.. .Excit ing 4.91 1.51

Dull . . .Neat 5.18 1.51

Matters to me...Does not matter to me 4.66 1.54

Boring.. . Interest ing 5.17 1.47

Fun...Not fun 4.84 1.73

Appealing...Unappealing 4.89 1.59

Of no concern to me...Of concern to me 4.91 1.35

three items) loads on the second factor, Ast (the next three
items) loads on the third factor, while product involvement
(the last 10 item) loads on the first factor. We thus conclude
that evidence supports construct validity for all scales adopted.

Manoeuvring checks were performed via one-way ANOVAs
(analyses of variance), with each fixed factor (animation or
pop-up) as independent variables and a par t icipant’s

acknowledgment of perceiving (or noticing) the features as

the dependent variables. Those who were exposed to the
energetic sites were significantly more likely to agree that the
site had continuous animation (M= 0.8281) than those who
were exposed to the non-energetic versions (M= 0.1406; F
[1,126] = 113.14, P< 0.001). Those who were exposed to
the sites with pop-up advertisings were significantly more likely
to agree that they saw pop-up advertisings (M= 0.8438) than
those that were not exposed to versions with pop-up

advertisings (M= 0.2500; F [1, 126] = 69.55, p<0.001). Thus,
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Table 3:  Structure Matrix

Component  No.1 Component  No.2 Component  No.3

Annoying -.174 .930 -.490

Frustrat ing -.231 .915 -.463

Irr i tat ing -229 .938 -.503

Good .355 -.559 .913

Favourable .365 -.569 .931

L ike .322 -.592 .912

Relevant .819 -.088 .229

Exci t ing .844 -.145 .346

Neat .830 -.179 .381

Interest ing .807 -.216 .369

Of concern to me .881 -.185 .236

Impor tant .859 -.085 .264

Means something to me .859 -.085 .264

Matters to me .774 -.237 .095

Fun .819 -.277 .064

Appeal ing .787 -.329 .091

Ex t r ac t i on  me thod :  P r i nc ip l e  componen t ;  Ro t a t i on  me thod ;  Ob l im i n  w i t h  Ka i se r

the manipulations were successful. Age, gender, and weekly

Web usage were not significantly cor related with either

aggravation or approach and thus were dropped from fur ther

analyses.

Sample likelihood plots showed patterns of a normal sharing.

An equal number of observations (32 per cell) were collected

from each action group, and thus we had a balanced design

that protected against any potential violations of assumptions

in an ANOVA analysis (Hildebrand, 1986). Product involvement,

age, gender, and hours spent weekly on the Internet were

considered as potential control variables. An ANOVA analysis

would be necessary with these control variables as covariate if

they have a strong linear correlation with the dependent variable

of aggravation. Such a correlation coefficient would have to

be at least 0.30 according to Cohen’s standard of a medium

effect (Cohen, 1988). We examined the correlation between

aggravation and product involvement, hours spent on the

Internet, age, and gender. Among them, only the correlation

between product involvement and aggravation was significant

(p=0.008), with a correlation coefficient of -0.232. Since the

strength of this correlation is under 0.30, it is not included as a

covariate.  Neither  age nor, gender, nor hours is spent on the

Internet, whose correlations were not significant.

A two-way ANOVA was performed treating appreciated as

the dependent variable and manoeuvring of the attendance of

continuous animation and unforeseen pop-up adver tisings as

fixed factors in a two-by-two design. Both continuous

animat ion (F [1, 124] = 9.78, P=0.002) and pop-up

adver tisings (F [1,124] =7.87, P=0.006) has a significant effect

on appreciated aggravation at p<0.01. No interaction effect

emerged (F [1,124] = 0.026, p=0.872). Table 4 shows the

ANOVA results.

To corroborate the direction of the influences of these two

factors, we experience from descriptive statistics that those

who were exposed to versions with continuous animation

appreciated the site as significantly more annoying (M=2.9557)

than did those who were not (M=2.1484). We also scrutinize

that those who were exposed to pop-up adver tisings

appreciated the site as significantly more annoying (M=2.9141)
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Table 4:  ANOVA for Effects of Continuous Animation and Pop-up Advertisings on Aggravation

Source Type III Sum df Mean F Sig. Partial

of Squares Square

Corrected  Model ª 3 12.561 5.892 .001 .125

Intercept 833.681 1 833.681 391.045 .000 .759

MANIM 20.855 1 20.855 9.782 .002 .073

MPOP 16.772 1 16.772 7.857 .006 .060

MANIM* MPOP 5.556E-02 1 5.556E-02 .026 .872 .000

Error 264.359 124 2.132

Total 1135.722 128

Cor rected Total 302.042 127

ª R  S q u a r e d  =  0 . 1 2 5  ( A d j u s t e d  R  S q u a r e d  =  0 . 1 0 4 )

ηηηηη 22222

Table 5:  Mean Comparison of Appreciated Aggravation

Conditioned upon Manipulated Factor

Manipulated factor Condition Mean S.D. t df Sig.

                   (two-tailed)

Animation Present 2.9557 1.7684 3.057 126 0.003

Absent 2.1484 1.1559

Pop-Up adver t is ings Present 2.9141 1.7069 2.722 126 0.007

Absent 2.1901 1.2706

than did those who were not (M=2.1901). Separate
t-tests comparing means fur ther verified our conclusion
from the above ANOVA analysis. Related stat ist ics are
shown in Table 5.

We thus conclude that both hypotheses H1 and H2 were
suppor ted in this study. To test hypothesis H3, a Pearson
correlation analysis was performed between appreciated
agg rava t ion  and  As t .  Agg rava t ion  was  s i gn i f i can t l y
(p<0.001) and negat ively correlated with Ast with a
Pearson cor relation coefficient of -0.613.  To validate that
such a strong cor relation was not the ar tefact of a large
sample, we constructed a conf idence interval to see
whether zero falls within that interval. If zero does fall within
the  con f idence in te rva l ,  we cannot  re jec t  the  nu l l
hypothesis of the correlat ion being zero (Hi ldebrand,

1986).

The confidence interval of [r-t* standard error, r+t* standard

error] was created. With 99 percent confidence interval

(Hildebrand, 1986, p. 141, Formula 3.1.37) and the table

value of the t distribution with 120 degrees of freedom (p.

757, Table 4), the t statistic is 2.62. The standard error is

0.061. Thus, The 99 percent confidence interval is [-0.773, -

0.453], which does not include zero. Thus, we conclude

that the negative correlation between aggravation and Ast

statistically significant. Hypothesis H3 was supported in this

study.

Though not formally hypothesised, the direct impact of

continuous animation and pop-up adver t is ings on Ast

was also examined via an ANOVA model where Ast was

treated as the dependent variable. Table 6 shows the

resul ts .
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Table 6: ANOVA for Effects of Continuous Animation and

Pop-up Advertisings on Attitude

Tests of Between-Subjects Effects

Source Type III Sum df Mean F Sig         Partial

of    Squares Square ηηηηη 22222

Corrected  Model 20.628ª 3 6.876 4.817 .003 .109

Intercept 3663.626 1 3662.626 2566.419 .000 .956

MANIM 10.214 1 10.214 7.155 .009 .057

MPOP 9.563 1 9.563 6.699 .011 .054

MANIM* MPOP 1.410 1 1.410 .988 .322 .008

Error 168.448 118 1.428

Total 3843.000 122

Cor rected Total 189.076 121

D e p e n d e n t  Va r i a b l e :  A p p r o a c h                                                            ª R  S q u a r e d  =  0 . 1 0 9  ( A d j u s t e d  R  S q u a r e d  =  0 . 0 8 6 )

Table 7: Effect size on Aggravation

Treatment Factor Sig . ηηηηη 22222       Qualitative Description   Cohen’s Standard

Cont inuous Animat ion .002 .073                         Medium Large         η2= .1379

Pop-Up Adver t is ings .006 .060                         Medium Medium         η2= .0588

Smal l         η2= .0099

Once again, no interaction effect emerged (p=0.322). Both

factors have a negative effect on Ast. Those who were

exposed to energetic had a less favourable approach toward

the site (M= 5.1913) than those who were not (M= 5.7541).

Those who were exposed to pop-up adver tisings also had a

less favourable approach toward the site (M= 5.2063) than

those who were not (M= 5.7571). Both relationships were

statistically significant at p= 0.009 and p= 0.011 respectively

for animat ion and pop-up adver t is ings.  To put these

statistically significant findings in a proper prospective, we

include a discussion on effect size, which is “an index of

degree of departure from the null hypothesis” (Cohen, 1969,

p. 10). In a fixed experiment, it can be measured through the

“variance-accounted-for ” indicator η2, which was produced

by the ANOVA analysis. Cohen (p.77) observed that the

“difficulty arising from the use of PV (percentage of variance)

measures lies in the fact that in many, perhaps all, of the areas

of performance science, they turn out to be so small!” Based

on his subjective averaging of PVs in performance-science

literature, Cohen offered a convention of various effect-size

measures as a general guideline in performance were used

by many researches that repor ted effect sizes in their studies,

and they were restated in the second edition of this book

(Cohen, 1988). With these considerations in mind, table 7

presents a summary repor t of the effect sizes of each

promotional technique examined in this paper and their relative

strength in Cohen’s convention.

We note the two techniques examined in this study had a

medium to strong-medium effect on appreciated aggravation.

Given Cohen’s (1969) standard, these effect sizes were in line

with other behavioural-science research results. Though the
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decision whether to accept or reject a null hypothesis is

solely based on statistical significance, repor ting effect sizes

enables readers to evaluate study and sample reliability, and

faci l i tates meta-analyses as needed in future research

(Wilkinson, 1999).

Discussion and Future Research

This investigational study examined the correlation between

appreciated aggravation and approach toward the Network.

Specifically, we focused on the use of pop-up advertisings

and continuous animation for in house presentation of

information on discounts, special offers, and announcements.

This study examined the effect of using such techniques as

delivery mechanisms to reach out to visitors already at the site.

Both factors were found to significantly influence appreciated

aggravation. In turn, aggravation is a significant forecaster of

approach toward the site. Even though aggravation is not only

factoring in determining approach toward the Network, we

showed that it had a significant negative correlation with

approach. To Web marketers and site designers, it means that

they should never overlook factors contributing to appreciate

aggravation while exploring factors that may contribute to

customer perceptions in the positive direction. A recent study

found that customers have a generally negative approach

toward adver tising through intrusive means of short messages

delivered to their mobile phones without their prior consent

(Tsang, Ho, and Liang, 2004).

The results of our current study also validated observations

in industry surveys (Johnson et al., 1999) and practitioners’

advice (Nielson, 2000). The insinuation of the findings from

this study is that practitioners need to exercise caution in

deploying cer tain Web adver tising techniques. Companies

selling products or services online may want to reassess

using pop-up adver t is ings and incessant animation as

del ivery mechanisms to communicate in format ion to

customers visiting their networks. Nielson (2004) advises

that users have learned to stop paying attention to anything

that looks like an adver tisement through what he calls sign

sightlessness, animation avoidance, and pop-up purges.

This presents new challenges to Web marketers and site

designers.

We presented our participants with the situation of an exchange

with a Network. We believe that such an initial exchange plays

a significant role in an e-store’s ability to attract users and

conver t them to buyers. We believe that for ready-to-buy

visitors, the effect of online advertising may vary. They may be

hardly annoyed by the advertisings if they directly do what

they want. They may be excited about an offer in the advertisings

and buy something right away. They may also be aggravated

by the annoying advertisings and quite using site altogether.

Among an e-commerce site’s functions of presales product

introduction, sales, transaction, and post sales service and

support, we focused on the first-stage contact of a potential

customer to the Network. We examined techniques that may

impact a visitor ’s approach toward the site, which may

subsequently influence a visitor ’s intention to revisit the site

and become a buyer. Whether similar results will be seen in the

inhabitants of ready-to-buy shoppers leftovers to be studied

in future research.

As we have discussed earlier, we studied the effect of pop-

up advertisings and energetic site signs as delivery mechanisms

of same-company announcements ,  promot ions,  and

discounts, but not for third-party advertisements. Such content

may be more per tinent to customers searching for general

product information than ready-to-buy shoppers. However,

our results cast doubts on whether these mechanisms are truly

effective. Nonetheless, we distinguish the use of cross-site

advertisings, which are most likely used by portals and online

publishing sites of generate revenue (as part of their business

model). A recent study by Yoo, Kim, and Stout (2004) focused

on just this type of cross-site energetic sign advertisings and

found that energetic signs promoted better attention-grabbing

capabilities and higher recalls, as well as a more favourable

approach toward the advertising than static sign advertisings.

In the meantime, Yoo et al. recognise that too much animation,

though eye infectious, and may reduce advertising effectiveness

due to the possible negative affective responses such as

aggravation or annoyance. We also suspect that results could

be very different from our current study in search-engine sites

due to the fact that users visiting those sites have an explicit

intention to leave them once they find a link of attention, be it

a text link or picture advertising. What influences such cross-

site advertisings may have remains to be examined in fur ther

studies.
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A possible restraint of the study was the use of student

samples. Students are deemed appropriate participations in

that they make a significant piece of the Internet population

(“GVU’s 10th WWW Survey,” 1998). One of the arguments for

using a homogenous sample such as undergraduate’s college

students in that it makes it easier to attain internal validity

(Greenberg, 1987). While the use of students may intimidate

external validity, that threat mitigated by the fact that our student

population was from a university in a densely populated

suburban area. Such student may be more representative of

the general population and may be more appropriate for

customer performance studies than more traditional college

students that attend universities in remote rural areas (James

and Sonner, 2001).

The use of an experimental approach with a custom-tailored

version of a Network in this study is another limitation.  If a real-

life Network was used, visitors might have a different reaction

to the promotional techniques. Our research design called for

manipulation of the two factors while holding everything else

constant. To implement such a design with multiple versions

of a real-life Network would have been prohibitively costly.

On the other hand, we argue that an experimental study has its

advantage in its ability to validate causal relationships between

the treatment inf luences and the dependent var iable.

Investigational research, though limited in scope, goes beyond

the prognostic power of observational research. In completely

randomised design fixed-factor experiments, the differences

in dependent relative variables can be reasonably attributed to

the participants’ membership in different treatment groups,

and thus a causal effect between the treatment factor and the

dependent variable can be validated (Huck, Cormier, and

Bounds, 1974).

In spite of the limitations addressed above, we were confident

by the findings of this study. To answer the question whether

the fundamental association between executional factors and

attitudinal outcome exist online, experiments than can be used

in cross-group comparisons are required. Such research is

now common in the literature (Coyle and Thorson, 2001; Li

and Bukovac, 1999; Yoo et al., 2004), and our study represents

an addition to this line of research that explores the influences

of different combinations of elements online.

Fur ther research should explore the influences of the use of

such promotional techniques in combination with influences

of situational factors, such as por tal sites vs. e-store sites,

surfers vs. Buyers, on visitor perceptions and approach.

Additional investigation should also examine the impact of other

media presentation factors in e-business. In summary, this study

extended and validated existing theories in advertising research

in the Web framework and considered new content and format

factors that may influence visitor perceptions and approach. It

is necessary to take an exact and scientific look at the various

components that go into doing business online in order to

help electronic business develop in a arrangement, efficient,

and effective way (Koufaris et al., 2001). Our study joins the

pursuit  that is beginning to explore the inf luences of

presentation formats and system attributes on customer

perceptions and approach, which in turn may impact the

bottom line of firms who conduct business online.

Key words

Pop-up Advertisings (Pop-ups), Aggravation, Online Customers

(e-commerce), e-store, Network.
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Appendix: Scale Items for Measures Taken in this Study

[Appreciated Aggravation] Circle the number that best indicate your agreement or disagreement with each statement

(anchored by l, definitely disagree, and 7, definitely agree).

[Approach toward the Site] Please use the description words l isted below to indicate your overall impression of this

site (1, negative, and 7, posit ive).

Bad                     1         2           3         4       5        6          7           Good

Unfavourable       1         2           3         4       5        6          7            Favourable

Dislike                 1         2           3         4       5        6          7           Like

[Product  Involvement] We would l ike to know how interested you are in cameras, camcorders, or photography in

general. Please use the series of descriptive words l isted below to indicate yours level of interest in such products.

Important 1 2 3 4  5         6         7       Unimportant

Irrelevant 1           2              3                  4               5          6         7       Relevant

Means a lot to me 1           2              3                 4               5         6         7       Means nothing to me

Unexciting 1           2              3                 4               5          6         7      Exciting

Dull 1           2              3                 4               5         6         7       Neat

Matters to me 1           2              3                 4               5         6         7      Does not matter to me

Boring 1           2 3 4 5         6         7       Interesting

Fun 1           2              3                 4               5         6         7       Not fun

Appealing 1           2              3                 4               5         6         7       Unappealing

Of no concern to me 1           2              3                 4               5         6         7       Of concern to me

This Network is frustrating.              1         2           3         4        5         6          7

This Network is performance.         1          2          3         4        5         6          7

This Network is annoying.               1         2          3          4       5         6          7
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[Manipulation Checks]      P lease check what  you saw at  th i s  s i te .  Check a l l  that  apply.

Cont inuous ly Check  th i s  box i f  the  s i te  d i sp lays  any  an imat ion  tha t  i s

Runn ing Animat ion cont inuous ly  runn ing on the screen.  In  case you need a

def in i t ion,  an imat ion means an act ive or  moving image.

Pop-Up Adver t i s ing Check th is  box i f  the s i te  uses any unexpected pop-up

(Pop-Up Windows) windows for  promot iona l  messages or  adver t i s ing .

[Demographic]  Answers on this sur vey are anonymous. We appreciate your response to the fol lowing quest ions.

1. How many hours  a  week,  on average,  do you spend on the In ternet?

                           0          1-3       4-6        7-10           More than 10 hours

2. Your  age:                        16-24      25-30          31-40           over  40

3. Your  gender :                          F            M
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The Manager and

 Conflict Management
Ruhi Bakhare

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

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

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

s u g g e s t s  k e y  m a n a g e r i a l  a c t i o n s  a n d  s t r u c t u r e s  t o  m i n i m i z e  c o n f l i c t .  W i t h  a m p l e  e x a m p l e s

a n d  i l l u s t r a t i o n s  c o m p r i s i n g  m a n y  t a b l e s  a n d  m o d e l s  i n c l u d i n g  C o n f l i c t  P r o c e s s  M o d e l ,

t h e  a u t h o r  d e x t e r o u s l y  e s t a b l i s h e s  h e r  a r g u m e n t  t h a t  t h e  s k i l l s  i n  r e s o l v i n g  c o n f l i c t s  c o u l d

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

o f  c o n f l i c t  m a n a g e m e n t .
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B h o o m i ,  N a g p u r - 4 4 0 0 1 0 ,  E m a i l :  r u h i b a k h a r e
@ r e d i f f m a i l . c o m

onf l ic t  i s  a  na tu ra l  d i sagreement  resu l t ing  f rom

ind i v idua l s  o r  g roups  t h a t  d i f f e r  i n  a t t i t udes ,

beliefs, values or needs. It can also originate from

past rivalries and personality differences. In organizations a

conflict can take many forms and

can stem from many sources i.e.

conf l ic t  may a r i se  between

individuals, between groups or

in any organizational level.

“A conflict is a process, in which

two elements exist at one given

time together and they oppose

each other or are incompatible.”

I t  can a l so be def ined as  a

process that begins when one

par ty perceives that another has

negatively affected, or is about

to negatively affect something

that the first par ty cares about.

To be more specific, it is a process in which person A

deliberately tries to offset the efforts of person B by some

form of blocking that will result in frustrating B in attaining his

goals or fur thering his interests.

 The Ingredients of Conflict

Needs: - Conflicts arise when we

ignore others’ needs, our own

needs or the group’s needs. Be

careful not to confuse needs with

desires (things we would like, but

are not essential).

Perceptions: - - - - - People interpret

reality differently. They perceive

differences in the severity, causes

and consequences of problems.

Mispercept ions  or  d i f fe r ing

perceptions may come from:
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s e l f - p e r c e p t i o n s ,  o t h e r s ’  p e r c e p t i o n s ,  d i f f e r i n g

perceptions of s i tuat ions and perceptions of threat.

Power: - How people define and use power is an impor tant

influence on the number and types of conflicts that occur.

This also influences how conflict is managed. Conflicts can

arise when people try to make others change their actions or

to gain an unfair advantage.

Values :  -  Ser ious conf l ic ts  a r i se when people hold

incompatible values or when values are not clear. Conflicts

also arise when one par ty refuses to accept the fact that the

other par ty holds something as a value rather than a

preference.

Feelings and Emotions: - Many people let their feelings

and emotions become a major influence over how they

deal  with conf l ict .  Conf l icts can a lso occur because

people ignore their own or others’ feelings and emotions.

Other confl icts occur when feelings and emotions differ

over a par ticular issue.

Though confl ict is often cast in the role of the vi l lain, it

has  long  been  recogn ized tha t  i t  i s  no t  i nhe ren t l y

pathological or destructive. It is pervasiveness indicates

that it has many posit ive outcomes. The fol lowing are

some of the positive consequences of confl ict:

♦ Major st imulant for change

♦ A v o i d i n g  g r o u p  t h i n k i n g

♦ Foster ing creat iv i ty and innovat ion

♦ A minimum level of conflict as optimal

♦ Raising and addressing problems

♦ Energizing work on  appropriate issues

♦ Motivating others  to par ticipate

♦ Helping people  to make use of  differences

The following are the negative consequences of conflict:

♦ Creating stress in people

♦ Diversion of energy

♦ Instabi l i ty and chaos

♦ Hampering productivity

♦ Lowering morale

♦ Causing more and continued confl icts

♦ Causing inappropriate behaviours.

Causes and Sources of Conflict:

Interest Conflicts ::::: These refer to the actions and emotions
by which people become involved to gain or protect their
needs.

Information Conflicts :::::   They are caused by lack of
information or differences in same information.

Relationship Conflicts:     They are due to differences of
personal i ty and emotions, as wel l  as misperceptions,
stereotypes and prejudices.

Structural Conflicts :::::  They emerge over differing ideas
concerning process, rules and power to control time and
space such as in land boundaries, distribution of goods, or
resource use issues.

VVVVValue Conf l icts :a lue Conf l icts :a lue Conf l icts :a lue Conf l icts :a lue Conf l icts : They refer to clashes between cultural,
social or personal beliefs or different world views and
traditions.

Each of us tends to be better at and more comfor table with
cer tain types of behaviour in conflict situations. This does
not mean that we always respond in the same way. In terms
of the five modes just described, however, most individuals
tend to make predominant use of one or a few of the modes,
while making relatively less use of the remainder. Each of the
modes has value; none is intended to be good, bad, or
preferable in all situations. One wor thwhile goal for group
members is to increase their reper toire of responses to
conflict, with the flexibility to use various modes in different

situations and in appropriate ways.
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Conflict management is the principle that all conflicts cannot

necessarily be resolved, but learning how to manage conflicts

can decrease the odds of nonproductive escalation. Conflict

management involves acquiring skil ls related to conflict

resolution, self-awareness about conflict modes, conflict

communicat ion sk i l l s ,  and establ ish ing a structure for
management of conflict in your environment.

Dr. L.R .Pondy, in his book called “Organizational Conflict:
Concepts and Models” has mentioned the following conflict
process:

Pondy’s Confl ict  Process Model

Here the process indicates the series of events. Each conflict

is made up of a sequence of interlocking conflict episodes.

♦ The aftermath of the preceding conflict episodes

sets the stage for those that follow. Past experience

with the antagonistic par ty sets expectations and to

a cer tain extent determines the response to new

episodes.

♦ Latent conflict refers to the underlying conditions for

conflict. Scarcity of resources, that drive for autonomy

versus the need for control and divergence of personal

or un i t  goals  are examples of  such under ly ing

conditions.

♦ Perceived conflict occurs with the awareness of the

existence of the latent conditions. In other words it is

Aftermath of preceding conflict episode

Latent conflict

Manifest conflict

Felt conflict Perceived conflict

Conflict aftermath

▼

▼

▼ ▼
▼

▼

▼
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awareness by one or more par ties of the existence of

conditions that create oppor tunities for conflict to

arise.

♦ Felt conflict is an emotional involvement in a conflict

creating anxiety, tension, frustration, or hostility.

♦ Manifest conflict is expressed through behavior. The

expression may be as low key as apathy or as dramatic

as over hostility or aggression. Whether perceived

conflicts and felt conflicts become manifest depends

par tly on the availability of resolution mechanisms

such as administrative review procedures or appeal

processes. If the disagreement is strategic in nature

especially involving unit goals, then conflict is likely.

♦ The conflict aftermath then becomes an environmental

factor for the next episode. If the conflict is resolved,

the par t ies  may move towards a  cooperat ive

relationship.

Types of Conflict

Intra individual Conflict:  This type of conflict is internal

to the person and is probably the most difficult type to

analyze. This leads to types of conflicts:

1. Goal Conf l ict:  -  I t  occurs when two or more

competing goals exist.

2. Role Conflict: - It is the result of divergent role

expectations.

Inter Organizational Conflict:   These are the conflicts

within an organization. The types of inter organizational

conflict are:

1. Management Vs Government

2. Inter Management

3. Inter Union

4. Union Vs Government

5. Union Vs Management

Types of Managerial Actions that cause

Workplace Conflicts

1. Poor Communications

a. Employees experience continuing surprises, they aren’t

informed of new  decisions, programmes, etc.

b. Employees don’t understand reasons for decisions,

and they aren’t involved in decision-making.

c. As a result, employees trust the “rumour mill” more

than management.

2. The Alignment or the Amount of Resources is

Insufficient..... There are:

a. Disagreement about “who does what”

b. Stress from working with inadequate resources

Conflict

Individual Conflict Group Conflict Organizational Conflict

Inter Individual

Intra Individual – Intra Group

Inter Group Inter Organizational

Intra Organizational



SCMS Journal of Indian Management ,   October-December,  2010.                                                                                               45

A Quarterly Journal

3. “Personal Chemistry,” including conflicting values,

perceptions, interests or actions among managers and

employees, for example:

 a. Strong personal natures don’t match.

 b. We often don’t like in others what we don’t like in

ourselves.

4.   Leadership Problems, including inconsistent, missing,

too-strong or uninformed leadership (at any level in

the organization), evidenced by:

a.   Avoiding conflict, “passing the buck” with little follow-

through on decisions.

b. Employees see the same continued issues in the

workplace.

c.  Superv isors don’ t  understand the jobs of  the i r

subordinate.

Strategies for determining what the conflict is

about and how it is being addressed?

Interest Based Framing

Interest-based framing describes confl icts in terms of

interests, rather than positions. Often, interests are compatible,

even when positions are not. Thus interest-based framing

enables the par ties to identify win-win solutions to problems

that might not have been evident when the issues were

described in terms of the par ties’ positions.

Fairness-Based Framing

In fairness-based framing, the par ties approach the conflict

as an effor t to obtain what is rightfully theirs. In doing this,

they base their arguments on principles of fairness which are

accepted by the larger society,  including thei r  more

reasonable opponents.

Needs-Based Framing

This approach frames a conflict as a collective effort to fulfill

the fundamental human needs of all par ties. By eliminating

the tensions that arise when these needs go unmet, the

approach can sharply reduce the level of conflict.

Joint Reframing/Assisted Reframing

When opponents in a conflict each define, or frame, the

conflict in very different terms it can make cooperative

problem solving very difficult. An exercise in joint reframing

can help each side see the conflict as the other side sees it,

which can help both sides confront the situation in a more

constructive way.  It can even be helpful to get an outside

observer to help one side alone assess the conflict to be

sure their view is reasonably fair and accurate.

Integrative (or Win-Win) Reframing

Conflicts can usually be defined in a variety of ways. When

conflicts are being approached as unavoidable win-lose

situations, it is often useful to ask whether it is possible to

redefine the situation so that integrative (or win-win) solutions

can be obtained. This is especially important when the original

problem definition leaves no acceptable alternatives for the

opponent. Although integrative reframing is not always

possible, of ten it is possible to reframe at least part of the

conflict in this way.

Mirror Imaging

Mirror imaging is a strategy which par ties can use to assess

the reasonableness of their behaviour. It asks the par ties to

look at themselves the way others see them and make

appropriate changes if they do not like what they see. Often

if disputants wil l look at themselves honestly, they wil l

sometimes notice that they are doing the same kinds of

things—name calling, deception, and rumor spreading, for

example—that they fault their opponents for doing. Once

this is understood, par ties can change their behaviour to

appear more reasonable, without altering or undermining their

true interests at all.

Accepting, Rather than Challenging the Situation

All grievances and complaints do not have to be framed as

conflicts. Sometimes it is wiser for the par ties to conclude

that the issue is not important enough to justify the cost of

confrontation. In such cases, the issue can be resolved by
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simply “agreeing to disagree” or accepting the situation as

another disagreeable, but unavoidable, fact of life.

Power Sharing

Power sharing is a strategy for resolving disputes over who

should have the most powerful posit ion in the social

hierarchy. Instead of fighting over who should have power

over whom, power sharing relies upon the joint exercise of

power. If conflicts can be reframed to focus on how such

power sharing might take place, they can become much more

constructive.

Goal Clarification

Being clear about one’s goals before acting is essential for

disputants and third par ty interveners. After identifying the

nature of the problem, figuring out what one wants and what

a good end result would be is essential for determining how

to respond to any conflict situation.

Finding and Borrowing Eloquent Statements of

the Common Core Issues

One way to clarify the core issues is for the parties to review

eloquent statements from prominent individuals who have

struggled with similar problems and found a compelling way

to state the core issues. If one of these statements seems to

reflect their situation it could be adapted to the new context

and used as an effective way to frame the conflict.

Understanding the Usefulness of Conflict

Although many people and cultures assume conflict is bad,

conflict is actually necessary to the healthy functioning of

social groups, as it provides a way for interests to be balanced

and mutual needs met. If the utility of conflict is understood,

then mechanisms can be developed for allowing conflict to

occur in a controlled and constructive way.

Opening Lines of Communication

Successful communication requires that the par ties have a

way of contacting one another which they feel comfor table

using. This means that they should know what to do if they

want to pass a message to other par ties and that the other

par ties will carefully attend to the messages that they receive.

Constituent Communication

Constituent communication techniques enable a group’s

negotiators to convey information obtained through their small

group negotiation or communication effor ts to the larger

group of constituents.

Establish Personal Relationships

People who have personal relationships are more likely to be

able to communicate effectively and understand each other

than those who do not. Again, though this is not a panacea,

it helps to try to establish personal relationships with people

on the other side of a conflict when such do not exist.

Typically managers respond to conflict by using any of the

following styles:

• Competing

• Avoiding

• Accommodating

• Compromising

• Collaborating.

Each of these modes can be characterized by two scales:

asser tiveness and cooperation. None of these modes is wrong

to use, but there are right and wrong times to use each. The

following sections describe the five modes. The information

may help each team member to characterize her/his model

for conflict management.

Compromising

The compromising     mode is moderate asser tiveness and

moderate cooperation. Some people define compromise as

“giving up more than you want,” while others see compromise

as both par ties winning. Times when the compromising mode

is appropriate are when you are dealing with issues of

moderate impor tance, when you have equal power status,

or when you have a strong commitment for resolution.
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Conflict Resolution Styles

Compromising Skills

• Negotiating

• Finding a middle ground

• Assessing value

• Making concessions

Accommodating

The accommodating     mode is low asser tiveness and high

cooperation. Times when the accommodating mode is

appropr ia te  a re  to show reasonableness ,  deve lop

performance, create good will, or keep peace. Some people

use the accommodating mode when the issue or outcome is

of low impor tance to them. The accommodating mode can

be problematic when one uses the mode to “keep a tally ” or

to be a mar tyr.

Accommodating Skills

• Forgetting your desires

• Selflessness

• Ability to yield

• Obeying orders

Competing

The competing      confl ict mode is high asser tiveness and

low cooperation. Times when the competing mode is

appropriate are when quick action needs to be taken,

when unpopular decisions need to be made, when vital

issues must be handled, or when one is protecting self-

interests.

Competing Skills

• Arguing or debating

•  Using rank or influence

• Asser ting your opinions and feelings

• Standing your ground

• Stating your position clearly

▼

▼

Assertive

Competing Collaborating

Compromising

Avoiding Accommodating

Unassertive

Source: Thomas & Kilmann (1974)

Cooperativeness

Uncooperative Uncooperative
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Avoiding

The avoiding     mode is low assertiveness and low cooperation.

Many times people will avoid conflicts out of fear of engaging

in a conflict or because they do not have confidence in their

conflict management skills. Times when the avoiding mode is

appropriate are when you have issues of low importance, to

reduce tensions, to buy some time, or when you are in a

position of lower power.

Avoiding Skills

• Ability to withdraw

• Ability to sidestep issues

• Ability to leave things unresolved

• Sense of timing

Collaborating

The collaborating     mode is high asser tiveness and high

cooperation. Collaboration has been described as “putting

an idea on top of an idea on top of an idea…in order to

achieve the best solution to a conflict.” The best solution is

defined as a creative solution to the conflict that would not

have been generated by a single individual. With such a

positive outcome for collaboration, some people will profess

that the collaboration mode is always the best conflict mode

to use. However, collaborating takes a great deal of time and

energy. Therefore, the collaborating mode should be used

when the conflict warrants the time and energy. Times when

the collaborative mode is appropriate are when the conflict

is important to the people who are constructing an integrative

solution, when the issues are too important to compromise,

when merging perspectives, when gaining commitment, when

improving relationships, or when learning.

Collaboration Skills

• Active listening

• No threatening confrontation

• Identifying concerns

• Analyzing input

Key Managerial Actions / Structures to Minimize

Conflicts

1. Regularly review job descriptions .  Get your

employee’s input to them. Write down and date job

descriptions. Ensure:

a. Job roles don’t conflict

b. No tasks “fall in a crack.”

2. Intentionally build Relationships with all

Subordinates.

a. Meet at least once a month alone with them in office

b. Ask about accomplishments, challenges and issues

3. Get regular, written Status Reports and includes:

a. Accomplishments

b. Current issues and needs from management

c. Plans for the upcoming period.

4. Conduct Basic Training about:

a. Interpersonal communications

b. Conflict management

c. Delegation.

5. Develop procedures for routine tasks and include

the employees’ input.

a. Have employees write procedures when possible

     and appropriate.

b. Get employees’ review of the procedures.

c. Distribute the procedures.

d. Train employees about the procedures.

6. Regularly hold management meetings ,  fo r

example, every month, to communicate new initiatives

and status of current programmes.

7. Consider an anonymous suggestion box in which

employees can provide suggestions.
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Ignoring Employee Conflicts can be Dangerous

Managers often ignore conflicts between employees hoping

they will disappear or resolve themselves. Clashes between

co-workers often begin as work-related issues then spiral

in to persona l  and emot iona l  conf l ic t s .  Long- te rm

disagreements can actually damage your company ’s culture,

employee morale and overall productivity.

Unfor tunately, in this tight labour market, employees who

might have left for another job if a conflict arose are unable to

do so. This often results in escalating emotional situations in

the workplace and more employee issues for managers.

Employee conflicts rarely involve just two par ties and often

entangle and polarize others. When employees begin passing

information back and for th and taking sides, it ceases to

become merely a conflict and turns into a company “spor ting”

event. Co-workers begin to take an active par t, but only one

person can be the winner.

Because it’s hard to quantify or define these types of conflicts,

managers are hesitant to act. Here are some signals that a

bonfires conflict exists and requires action:

♦ A work-related conflict between two employees was

never resolved.

♦ It is a “well-known fact” that two par ties do not like each

other.

♦ The two employees go out of their way to avoid or

antagonize one another.

♦ Many employees seem to have an opinion about the

conflict and are sharing their thoughts with others in the

office.

♦ Other employees have asked their manager to resolve it.

♦ A change in behaviour is visible in one or both employees.

Failure to act gives other employees the impression that

management is avoiding the conflict. Other consequences

can be emotional issues for the employees directly involved,

triggering stress-related absences or serious health issues.

A lack of confidence in their ability to resolve conflict is the

main reason managers do not get involved. If the conflict is

not an illegal harassment or discrimination issue, consider

the following two-step approach.

Deal with both Employees separately:

♦ Acknowledge awareness that the conflict exists.

♦ Ask each employee how he or she would like to be

viewed within the organization.

♦ Tell them candidly how they are viewed currently.

♦ Descr ibe how the conf l ic t  a f fects  the bus iness

(productivity, lost time, etc.)

♦ Ask if they are truly interested in returning to a non-conflict

situation, and if they are willing to take actions to do so.

♦ Describe consequences of not resolving the conflict.

Working with the Employees together:

♦ Have the employee’s list situations in which they must

work together.

♦ Get agreements on the behaviours they will exhibit

(cord ia l  tone of  vo ice ,  a  commi tment  to fu l l y

communicate, and no over t body language such as eye

rolling, making faces).

♦ Ask if they will agree to discontinue all discussions of

the conflict with others at work.

♦ Make decisions about how progress will be measured:

biweekly shor t meetings, etc.

♦ Create an issue resolution process for them to use. Going

behind each other ’s backs for help will not be tolerated.

♦ Give appropriate praise for their par ticipation in the

confl ict resolution process. This attention wil l help

replace the attention they get as either the “victim” or the

“perpetrator.”

There are resources available if managers feel uncomfortable

conducting employee sessions of this nature. Employee
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Assistance Programmes or human resources consultants can
help guide employers through the process.  Attorneys usually

reserve their Alternative Dispute Resolution skills for issues
when the process is an alternative to legal action and rarely

are involved in non-litigious employee conflicts.

Employees at all levels in the organization can fall victim to
conflicts with coworkers Left unresolved, these conflicts can

damage careers and interfere with team-based work groups.
Whether the conflict is based on perceived personality

conflicts, differences in work styles or perceptions about
work performance, acknowledging and addressing the conflict

is par t of a manager ’s responsibility and duty.

Conflict Management Strategies

Sometimes confl icts can produce functional as well as
dysfunctional effects. If allowed to continue, it will have a

disruptive influence over the entire organizational activities,
employees go off the track, targets may be missed and so

entire organization may have to pay for such costly lapses in
the long run. So it is the duty of a manager to identify and

solve such conflicts. Often managers can use the following
strategies to solve the conflicts:

♦ Physical Separation: - - - - - If the warring factions or parties

are physically separated, the likelihood of open hostility
and aggression is reduced. This strategy can be applied

when the two groups are not required to interact while
achieving targets.

♦ Avoidance: - - - - - Another way may be to withdraw from a
conflict when it takes place. The withdrawal may be from

a situation or from relationship with the other group.

♦ Compromise: - - - - - This is a traditional way of putting out

fires. Here there is no clean winner or loser and the
decision arrived at is probably not ideal for either group.

This strategy can be used very effectively when the goal
sought can be divided equitably.

♦ Liaison Groups / Intermediaries / Integrators: - To
arbiter differences between two warring factions a full

time integrator can be appointed. He must understand
each group’s problems and should be able to rally both

groups towards a mutually agreeable solution.

♦ Member Rotation: - Exchange of people between

interdependent depar tments creates an atmosphere

where the newcomer can exchange his views with the

others. As group members understand each other better,

they tend to learn some of their perceptual distor tions.

Thus a manager can reduce the chances of conflict.

♦ Reduce Interdependence :  -  The chances of

disagreement and conflict are more in situations where

employees have to work in an interdependent fashion

and share scarce resources. In such condit ions, a

manager can apply this technique i .e. reduce the

interdependence by moving from reciprocal to sequential

or from sequential to pooled interdependence.

♦ Super Ordinate Goal: - A super ordinate goal is a

common goal that appeals to all the par ties involved

and cannot be accomplished by the resources of any

s ing le  par ty  separa te ly.  Thus  they demand

in terdependence and coopera t ion between

depar tments. Thus this leads to minimization of the

conflict situations in the organization.

♦ Identifying a Common Entity : - A confl ict can

temporarily be solved through creating a common enemy

for both the par ties. A strong enemy is a great unifying

force; in the face of a common threat and overriding

common purpose of victory or survival, the conflicting

claims of the group fall into the background and are

swallowed up into the single, measurable, overriding end

of winning conflicts.

♦ Authoritative Command : - Management uses its

formal author i ty to resolve the conf l ict  and then

communicates its desires to the par ties involved.

♦ Altering the Structural Variables: - Changing the

formal organization structure and the interaction patterns

of conflicting par ties through job redesign, transfers,

creation of coordinating positions, and the like.

♦ Integrated Problem Solving: - This strategy tries to

find a solution that incorporates the requirement of both
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the par ties. Both parties work together to define the

problem and identify mutually satisfactory solutions. A

minimum level of trust between par ties is essential for

this strategy to produce results.

♦ Managers should give guidance to his employees, like:

� Attack the problem, not the person.

� Focus on what can be done, not on what can’t be

done.

� Encourage different points of view and honest

dialogue.

� Express your feelings in a way that does not blame.

� Accept ownership for your part of the problem.

� Listen to understand the other person’s point of

view before giving your own.

� Show respect for the other person’s point of view.

� Solve the problem while building the relationship.

Research Analysis

We have conducted a research on conflict management in 20

firms in and around Nagpur, in order to know the practical

procedures followed in conflict management.

Research Design

Research Objectives

♦ To know the practical inputs about the Conflicts, types
and its nature arising in an Organization

♦ To understand the problems and benefits of conflicts in

an organization

♦ To know the managerial actions those cause workplace
conflicts and the role of Manager to handle those

conflicts in an organization

♦ To know the situations in which confl icts become
dangerous in the organization

♦ To understand how to identify the conflicts and qualities

of manager help in solving   those conflicts

♦ To know the strategies adopted by the managers in

managing the organizational conflicts

Research Methodology

a )a )a )a )a ) Sampling Technique::::: The sampling method used for

the study was simple random sampling.

b)b)b)b)b) Method for selecting Sample :::::  The addresses of

respondents (Managers) were drawn randomly from the

industrial directory, yellow pages, and from some

websites.

c)c)c)c)c) Sampling Size:  :  :  :  :  The sample size for the survey was 20.

d )d )d )d )d ) Type of Research:  :  :  :  :  Quantitative research in and round

Nagpur.

Sources of the Data:

♦ The data is collected through a questionnaire containing

various quest ions about the confl ict management

practices in the organization.

♦ The data a lso col lected through discuss ing and

interviewing the managers in various organizations.

Application Conflict Management Strategies

Conclusion

Based on our thorough study of conflict management by

referring various authors’ books, research papers, journals

etc and also based on  research conducted by us, I came to

the conclusion that:

♦ A manager plays a crucial role in managing the various

conflicts in the organization.

♦ Main reasons for conflicts are difference of opinion and

misbehaviour of employees.

♦ Most of the organizations have inter personal conflicts,

inter organizational conflicts, inter group conflicts and

top management conflicts.

♦ The main ingredients of a conflict are perceptions,

emotions and feelings and power.
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Analysis

1. Active Role players in solving the Conflicts

Role Players      No. of Responses

Board of Director   6

Managing Director 10

CEO 10

General Manager 19

Dept. Heads 19

  Sl.No. Particulars                   No. of  Respondents

       1. Difference of opinion           20

       2 Fights/Cudgels           17

       3. Miss behaviour           20

2. Reasons for Conflicts

Dif ference
of Opinion

F igh t s /
Cudge l s

M i s s
B e h a v i o u r
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3. Types of Conflicts in the Organization

S l . N o . P a r t i c u l a r s N o .  o f  R e s p o n d e n t s

1 E m p l o y e e - r o l e    5

2 I n t e r p e r s o n a l 17

3 I n t e r - o r g a n i z a t i o n a l 14

4 I n t r a p e r s o n a l 10

5 I n t e r  g r o u p 16

6 S t a f f - M a n a g e m e n t 11

7 L i n e  M a n a g e m e n t    6

8 To p  M a n a g e m e n t 17

4.  Ingredients  of  Conflicts

Sl .No. Particulars No.  of  Respondents

1 Needs 4

2 Percept ion 20

3 Emot ion and Fee l ings 20

4 Power 20
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5. Managerial Actions to cause Workplace Conflicts

  Sl.No. Particulars No. of Respondents

1 Poor communicat ion 14

2 Leadership problems 18

3 Improper delegat ion 19

4 Insuf f ic ient resources 15

6. Ways to deal with Conflicts

Sl.No. Particulars No. of Respondents

1 Avoid 20

2 Competing 15

3 Compromising 20

4 Collaborating   9
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7. Qualities of Manager which helps in solving Conflicts effectively

Sl.No. Particulars No. of Respondents

1 Empathet ic 18

2 Communicat ion ski l ls 18

3 Discr iminat ing ski l ls   7

4 Interpersonal sk i l ls 13

5 Guiding ski l ls 18

6 Bui lding trust 17

8 .  A p p l i c a t i o n  C o n f l i c t  M a n a g e m e n t  S t r a t e g i e s

S t r a t e g i e s N o .  o f  R e s p o n s e s

P h y s i c a l  S e p a r a t i o n 12

A v o i d a n c e 14
C o m p r o m i s e 16
S e t t i n g  S u p e r  o r d i n a t e  g o a l 10
A u t h o r i t a t i v e  c o m m a n d 16
A l t e r i n g  s t r u c t u r a l  Va r i a b l e s 15

M e m b e r  R o t a t i o n 12

Ways to deal with Conflicts

Qualities of Manager helps in solving

Conflicts
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9. Managers Response: Whether Conflicts are beneficial Or Problematic to the Organization?

Problems of Conflicts

Benefits of the Conflicts
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♦ Most of the managers in the organizations feel that

conflicts have more negative impact than positive

impact on the organizational operations.

♦ The managerial actions which cause work place conflicts

are leadership problems and improper delegation of

authority.

♦ Most of the managers try to avoid the conflicts or

compromise between the warring par ties.

♦ The impor tant qualities of a manager in solving the

conflicts are empathy towards others, communication

skills, inter personal skills, guiding skills and building

trust among the employees.

The main strategies adopted by the managers in solving the

organizat ional  conf l icts are,  avoidance, compromise,

authoritative command over the conflicting employees,

altering structural variables, member rotation etc.

Key Words:::::      Conflict Management, perception, power,

values and feelings and emotions.
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Attuned to Changes:

Maruti-Suzuki in India
Soumyadeep Sinharay

M o r e  t h a n  2 5  y e a r  o l d ,  M a r u t i - S u z u k i ,  w h i c h  c h a n g e d  t h e  w a y  I n d i a n s  u s e d  t o

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

h a v e  b e e n  s i g n i f i c a n t  c h a n g e s  i n  t h e  b u s i n e s s  e n v i r o n m e n t  o f  I n d i a  s i n c e  1 9 8 0 s .

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

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

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

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

f o l l o w e d  b y  M a r u t i - S u z u k i  o v e r  t h e s e  y e a r s .

T

A
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ill the 1980s, the automobile industry in India was in

l ine with the overall policy of State intervention in

the economy. Vehicle product ion was closely

regulated by an industrial licensing system that controlled

output, models and prices. The cars were built mostly by

two companies ,  P remier

Automobiles L imited and

Hindustan Motors Limited.

Premier Padmini by Premier

Automobiles L imited and

Ambassador by Hindustan

Motors  were  the  ma jo r

p l aye r s  i n  the  1980s .

However, the Indian market

got transformed after 1983

following the relaxation of

the licensing policy and the

en t r y  o f  Ma ru t i  Udyog

Limited into the car market.
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Maruti Udyog Limited was established in February 1981
through an Act of Parliament, to meet the growing demand
of a personal mode of transpor t caused by the lack of an
efficient public transpor t system. It was established with
the object ives of moderniz ing the Indian automobi le
industry, producing fuel eff icient vehicles to conserve

sca rce  resou rces  and
producing indigenous utility
cars for the growing needs
of the Indian population. A
license and a Joint Venture
agreement were signed with
the Suzuki Motor Company
of Japan in Oct 1983, by
which Suzuki acquired 26
percent of the equity and
agreed to provide the latest
techno logy  as  we l l  a s

Japanese management pra-

ctices. Suzuki was preferred
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for  the jo in t  venture because of  i t s  t rack  record in

manufacturing and selling small cars all over the world. There

was an option in the agreement to raise Suzuki’s equity to

40 percent, which it exercised in 1987. Five years later, in

1992, Suzuki fur ther increased its equity to 50 percent. In

2002, the government decided to hand over management

cont ro l  in  Marut i  Udyog L td (MUL)  to Suzuk i  Motor

Corporation (SMC) for a consideration of `1,000 crore. At

that time the government held 49.76 percent equity in Maruti,

with SMC holding 50 percent and the remaining 0.24 percent

being held by an employee’s trust. SMC acquired controlling

stake in the country ’s leading car manufacturer by way of

the government renouncing its subscription to a `400 crore

rights issue of MUL. After the rights issue, SMC ended up

having a 54.20 percent stake in the company, with the

Centre’s share falling to 45.54 percent. In June 2003, the

government sold a 27.5 percent stake in Maruti to the public

at a price of `125 per share to garner ` 993 crore (` 9.93

billion). As of May 10, 2007, Govt. of India sold its complete

share to Indian financial institutions. With this, Govt. of India

no longer has stake in Maruti Udyog.

For the first time, car market leader Maruti Suzuki India Limited

has sold over one lakh units in a month. The Company ’s

total sales were 102,175 units in May 2010. This included

12,134 units of expor ts. The previous highest in total monthly

sales was 96,650 units, sold in February 2010. The company

had sold a total of 79,872 vehicles in May 2009. In May

2010, the company sold 90,041 units in the domestic market,

up 27.2 percent over corresponding month last year. This is

the highest ever domestic sales in a month. The previous

highest monthly domestic sale was 84,765 units, in February

2010. The company registered highest ever domestic sales

in A2, A3 and C segments respectively.

Case Objective

This case highlights the changes in the business environment

in India which have affected Maruti Suzuki and also evaluates

the strategies adopted by Maruti Suzuki in response to these

changes. The study is mainly confined to the period from

1990 to 2008.

Fig.  1:  Decision  Framework

The policies of the government can have a direct or an

indirect effect on Maruti. Policy such as a cut in the excise

duty has a direct effect on Maruti. The indirect effects are as

follows:

♦ The liberalization policy of the government has led to

overall growth of economy and the GDP of the country.

This had increased the disposable income in the hands

of people and hence their purchasing power and

preferences.

♦ Also, due to the entry of large number of players in the

automotive industry, the competit ion has become

manifold. The consumers have numerous options within

a given segment and each company competes for

increasing its market share.

Major Changes in the Business Environment

Since 1990 – Indian Automobile Sector

Economic Growth

Liberalization policy by
Indian Government

Huge competition in the
automotive industry

Overall industrial output has
increased manifold

The disposable income of
people has increased

Consumer tastes and
preferences have changed

due to availability of
numerous options and

increased income

Maruti adopts strategies
to deal with new policies
of government, increased
competition and change in

consumer preferences
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Rise in the Industrial  and Agricultural  Output

indirectly helps Indian Auto Industry

Industrial and agricultural output increase has reflected in

higher GDP and overall growth of the economy. Higher GDP

means more purchas ing power.  Sa les of vehic les for

domestic and commercial consumption have seen high

growth. The fol lowing graph plots the Index of Industr ial

Production over the last two decades. We can observe

t h e  e f f e c t  o f  t h e  l i b e r a l i z a t i o n  p o l i c y  o n  t h e

manufactur ing sector. We can obser ve an upward trend

since 1990.

Fig.  2:  Index of Industrial Production (Data Source – CMIE)

As far as agriculture is concerned, though the share of

agriculture in the GDP has been decreasing, in absolute terms

the agricultural output has been increasing over the years

leading to increase in purchasing power of rural India.

Rise in the Per capita income increases two/four

wheeler sales

The following is the plot of the per capita GDP of India from

1990 to 2008. We can see an almost exponential growth in

the per capita GDP which indicates that the standard of

living of people has improved drastically over the last two

decades.

Industrial growth in the 70s, IT boom in the 1980s and BPO

boom in the 1990s have transformed the Indian middle class.

The rising industrial and agricultural output has led to the

increase in per capita income. Rising working population

and middle class urbanization has been taking place over

the years. Also, there has been an increasing disposable

income in the rural agricultural sector. The present generation

is able to earn the same levels of salary that their parents

were earning after years of work. This has pushed up the

demand for two and four wheelers.

Rising working class and middle class contribute

to increased demand of automotive

Post 1980s, a surging economy has created millions of new

jobs in the private sector. This has led to a lot of prosperity

in the working class and the middle income households.

They are able to provide for food, clothing and education

and also are able to think of owning luxuries like vehicles.

According to the Planning Commission repor t, between the

year 2003 and 2009, 130 million people would have been

added to the working population.
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Fig. 3 – Per Capita GDP (Data Source – CMIE)

Changes in Society

The boom in the Indian economy has led to the rise of a

new affluent middle and upper-middle class who have a

large spending power. Purchasing power and mindset of

people has changed in India. With the increasing level of

income of urban people, the small cars are not considered

to be luxury item any more. Increased awareness among

consumers has increased expectations. The concept of

value for money has strongly evolved over the last few years.

Thus the abi l i ty to innovate has become crit ical .  With

consumer preferences changing, inter product substitution

is taking place. Mini cars had star ted being replaced by

compact or midsized cars. Mini segment continued losing

market share. Growth has been mainly led by the Compact

and Mid-range segments. Additionally, in terms of engine

capacity, the Indian passenger car market is moving towards

cars of higher capacity. In the early 1990s Maruti Suzuki had

only three models to offer i.e. Maruti 800, Omni and Gypsy.

Maruti 800 is now perceived as an entry level car for those

who are upgrading from a two wheeler to a four wheeler

and cannot afford to invest more money on a car. Also, due

to the huge increase in fuel prices people buying cars have

star ted considering fuel efficiency of the car as one of the

impor tant factors while deciding which car to buy. Also

post l iberal ization within a given budget people have

numerous competitive options from various companies each

has its own gamut of merits and demerits. So, there has

been a tremendous increase in the competit ion in the

automotive industry and this has indirectly influenced the

tastes and preferences of the consumers. Banks and other

f inanc ing  compan ies  s ta r ted prov id ing  ca r  loans  a t

reasonable interest rate. Also the terms and conditions for

Auto loans have been relaxed. Various auto companies have

tie ups with banks for auto loans. A consumer can just walk

in a showroom and avail loan and buy a car.

Changes in Government Policies

Until the early 1990s, the automotive sector in India was

highly protected. This was in the form of steep impor t tariffs

and measures that restricted the par ticipation of foreign

companies. Hindustan Motors (HM) and Premier Automobile

(PAL) that were set up in 1940’s dominated the vehicle

market and industry.  In the 1950s, the arrival of Tata Motors,

Bajaj Auto, and Mahindra and Mahindra led to steadily

increasing vehicle production in India, while the 1960s

witnessed the establishment of the two-and three-wheeler

indust r y  in  Ind ia .  However,  the automot ive indust r y

witnessed tremendous growth after the entry of Maruti
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Udyog in the 1980s. In 1983, the government permitted
Suzuki - for some time, the only FDI player - to enter the

market in a joint venture with Maruti - a state operated
enterprise at the time. Ten years later, as par t of a broader

move to liberalize its economy, India de-licensed passenger
car manufacturing and opened it up fur ther to foreign

par ticipation. That brought a wave of FDI to India’s vehicle
industry. Impor t barriers have been progressively relaxed.

Today, almost all of the major global players are present in
Ind ia .  The po l icy  f ramework  su r rounding the Ind ian

automotive industry has evolved from a heavily regulated
one until the 1970s, to a par tially liberalized one in the

1980s, and to a liberalized one from 1991 onwards. This
strongly indicates that the government policies have played

a clear role in the growth of India’s automotive industry.
Hence, to obtain an insight into the role of government in

industry development in general and that of the Indian
government in the development of India’s automotive

industr y ( including auto components) in par t icular is
necessary. In line with the overall purpose, we will identify

and understand the government pol ic ies those have
influenced the development of Indian automotive industry.

Some impor tant policy decisions in the liberalization phase
(1991 onwards) and their influence on the development of

India’s automotive industry are as follows:

♦ In 1991-93, de-licensing of all automotive segments
led to higher industry growth. India has been moving

up in its world ranking for production of commercial
vehicles and cars. Production of vehicles in India

crossed the 10 million mark in 2006. The New Industrial
Policy of 1991 abolished the licensing requirement

for commercial vehicles, public transpor t vehicles,
automot ive two wheelers ,  th ree wheelers  and

automotive components and ancillaries. However,
passenger car was de-licensed in 1993. Now, no

license is required for sett ing up of any unit for
manufacture of Automobiles except in some special

cases.

♦ In 1997, automatic approval for FDI up to 51 percent
equity led to increased competition and rising industry

standards. 17 new ventures involving foreign players

had come up after 1993.

♦ In 2002, automatic approval for FDI up to 100 percent

equ i t y  s t imu la ted the  demand and inc reased

internat ional izat ion. 100 percent Foreign Direct

Investment (FDI) is permissible under automatic route

in automotive sector including passenger car segment.

FDI in Indian automotive sector grew at a CAGR of 77

percent over the period 2004-05 to 2007-08.

♦ In 2002, higher incentives and push for local R&D

increased spending on R&D. The import of technology

or technological up gradation on the royalty payment

of five percent without any duration limit and lump

sum payment of US $ 2 million was also allowed under

automatics route. This liberalization has helped this

sec to r  to  res t ruc tu re  i t se l f ,  absorb  newer

techno log ies ,  and keep pace wi th  the  g loba l

developments realizing its full potential. Local R&D

centers were announced by Marut i  Suzuk i  and

Hyundai.

♦ Since July 2004, 150 percent deduction of R&D

expenses from taxable income has been allowed. This

scheme is valid till March 2012.

♦ In 2006, the government reduced excise duty on

compact cars from 24 percent to 16 percent, giving a

clear signal that it wants to encourage investment in

th i s  segment  and deve lop Ind ia  in to  a  g loba l

manufacturing hub for small cars. This move by the

government  p resen ted both  cha l l enges  and

oppor tunities for Maruti.

The automatic approval of 100 percent FDI in 2002 has led

to a huge increase in the FDI trend in Indian automotive

industry.

Change in Competitive Environment

Since independence the production of vehicles in India

has grown exponentially: from a mere 10,000 vehicles in

1950, to over 10 million by 2006. The production trend

indicates distinct transitions, with each successive transition
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Fig. 4 – FDI in India’s Automotive Sector (in million USD) ( Data Source – GOI)

Fig. 5 – Total Production of Vehicles in India (in Million units) (Source: ACMA)

demonstrat ing a higher production growth. Economic

liberalization in 1991 has served as a launch pad for the

current growth.

As a result of the liberalization, now there are numerous

players in the automotive sector give rise to huge competition

for market share.

The government’s decision to cut the excise duty on the

manufacture of compact cars in 2006 by eight percent has

led to major automotive players in India to foray in this

segment. Two major requirements for a car to be classified

as a compact car according to the government of India is

that its engine capacity should not exceed 1200 cc and its

length should not exceed 4000 mm. So companies star ted
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Fig. 6 – Automobile Market Segmentation (Source – Internet)

Companies Segments

Ashok Leyland LCVs, M&HCVs, buses

Asian Motor Works M & HCVs

Bajaj Auto Two and three wheelers

BMW India Cars and MUVs

Daimler Chrysler India Cars

Eicher Motors LCVs, M & HCVs

Fiat India Cars

Force Motors MUVs and LCVs

Ford India Cars and MUVs

General Motors India Cars & MUVs

Hero Honda Motors Two wheelers

Hindustan Motors Cars, MUVs and LCVs

Honda Two wheelers, cars and MUVs

Hyundai Motors Cars and MUVs

Kinetic Motor Two wheelers

Mahindra & Mahindra Three wheelers, cars, MUVs, LCVs

Maruti Suzuki Cars, MUVs, MPVs

Piaggio Three wheelers, LCVs

Royal Enf ield Motors Two wheelers

Skoda Auto India Cars

Suzuki Motorcycles Two wheelers

Swaraj Mazda Ltd LCVs, M & HCVSs, buses

Tata Motors Cars MUVs, LCVs, M&HCVs, buses

Toyota Kir loskar Cars, MUVs

TVS Motor Co Two wheelers

Volvo India M & HCVs, buses

Volkswagen India Cars

Yamaha Motor India Two wheelers

designing cars in the premium hatchback segment and to

take the benefit of the cut of eight percent excise duty they

designed the premium hatchback so that it classifies as a

compact car. If we see the engine capacities of some of

the newly launched cars we see that they have an engine

capacity of 1197 cc and lengths just below 4000 mm.

Hyundai launched i20, Honda launched Jazz and Fiat

launched Punto. Maruti in response launched Ritz with an

engine capacity of 1197 cc and redesigned the engine of

Swift (which originally had a 1300 cc engine) so that it falls
in the compact car category.

Other Changes

Growth in the Road Infrastructure increases

Demand for Vehicles

Indian highways and roads have improved a lot in quality

and connectivity in the last 20 years. Projects like the Golden
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Quadrilateral aim to make even remote areas accessible by

road. Some of the National Highways are of international

standards. This has made road transpor t a viable, cost

effective and speedy option both for goods and passenger

traffic.

Urbanization changes the Face of Indian Auto

Industry

Joint families in towns and vil lages have given away to

migration of the younger generation to cities in search of

better oppor tunities. The new-age educated migrants and

nuclear families (many with double income couples) have a

higher purchasing power. Presently, the rate of spread of

urbanization is 30 percent.

Exhaustive Range of Options in Price and Models

of Automotive

Indian consumer in 70’s and 80’s had to choose between

Premier Padmini or an Ambassador. Now there are at least

123 different models of cars from 30 odd manufacturers

available. The prices of the compact cars like Tata’s Nano

have made the world sit up and take note of the truly

unbeatable price points.

Attractive Finance Schemes for Purchase of

Automotive

Most nationalized and foreign banks have very tempting

finance options and low interest rates for purchase of cars

and two wheelers. There are specialized companies that

finance the commercial vehicles. All this has made the dream

of owning a vehicle an easy reality.

Strategies of Maruti Suzuki Limited

Maruti was the undisputed leader in the automobile utility-

car segment sector, controlling about 84 percent of the

market til l 1998. With increasing competition from local

players like Telco, Hindustan Motors, Mahindra and Mahindra

and fore ign players  l i ke Daewoo, PAL,  Toyota ,  Ford,

Mitsubishi, GM, the whole auto industry structure in India

has changed in the last decade and resulted in the declining

profits and market share for Maruti. At the same time the

Indian government permitted foreign car producers to invest

in the automobile sector and hold majority stakes. In the

wake of its diminishing profits and loss of market share,

Maruti initiated strategic responses to cope with India’s

liberalization process and began to redesign itself to face

competition in the Indian market.

Cost Reduction and Operational Efficiency

After their fall in market share in the late 1990s, cost reduction

strategies were adopted. Cost reduction is being achieved

by reaching an indigenization level of 85-90 percent for all

the models. This would save foreign currency and also

stabilize prices that fluctuate with exchange rates. However,

change in the mindset was not as fast as required by the

marke t .  Ma ru t i  p l anned to  reduce cos t s ,  i nc rease

productivity, quality and upgrade its technology (Euro I&II,

MPFI). In addition the increase in capacity led to economies

of scale. Joint initiatives taken by Maruti and its team of

suppliers had generated over 29 percent cost reduction

over three years for Maruti. Less than 20 percent of a car is

manufactured in-house.  The rest is accounted for by 215

suppliers and hundreds of second and third tier of vendors

who, in turn, supply to them. With the programme of

organizational redesign, rationalization of cost and enhanced

productivity, Maruti bounced back to competition with 50.8

percent market share and 40 percent rise in profit for the

FY2002-2003. Shown below are the man-hours per vehicle

from 2001 to 2007.

Catering to all Segments (Market Penetration

Strategy)

Maruti caters to all segments and has a product offering at

all price points.  It has a car priced at `1, 87,000 which is

one of the lowest offers on road. Maruti gets 70 percent

business from repeat buyers who earlier had owned a Maruti

car. Their pricing strategy is to provide an option to every

customer looking for upgradation in his car. Their sole motive

of  hav ing so many product  of fe r ing i s  to be in  the

consideration set of every passenger car customer in India.

Here is how every price points are covered.
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Fig. 7 – Man-Hours per vehicle (Indexed to 2001-02) (Source: MUL Annual Report 2006-07)

Fig. 8 – Price Ranges Catered by Maruti (Data Source – Maruti Website)

Diversification of Business (Diversification Strategy)

Maruti has successfully developed different revenue streams

without making huge investments.  It has ventured into MDS,

N2N, Maruti Insurance and Maruti Finance. These help them

in making the customer experience hassle free and helps

building customer satisfaction.

Maruti Finance

In a market where more than 80 percent of cars are financed,

Maruti has strategically entered into this and has successfully

created a revenue stream for Maruti. This has been found to

be a major driver in conver ting a Maruti car sale in cer tain

cases. Finance is one of the major decision drivers in car
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purchase. Maruti has tied up with eight finance companies

to form a consor tium. This consor tium comprises Citicorp

Maruti, Maruti Countrywide, ICICI Bank, HDFC Bank, Kotak

Mahindra, Sundaram Finance, Bank of Punjab and IndusInd

Bank Ltd. (erstwhile-Ashok Leyland Finance).

Maruti Insurance

Insurance is a major concern of car owners. Maruti has

brought all car insurance needs under one roof. Maruti has

tied up with National Insurance Company, Bajaj Allianz, New

India Assurance and Royal Sundaram to bring this service

for its customers. Maruti Insurance is a hassle-free way for

customers to have their cars repaired and claims processed

at any Maruti dealer workshop in India.

True Value

It is an initiative to capture used car market. A significant

development is MUL’s entry into the used car market in 2001,

allowing customers to bring their vehicle to a ‘Maruti True

Value’ outlet and exchange it for a new car, by paying the

difference. They are offered loyalty discounts in return. This

helps them retain the customer. With Maruti True Value

cus tomer  has  a  t rus ted name to ent rus t  in  a  h igh ly

unorganized market and where cheating is rampant and the

biggest concern in biggest driver of sale is trust. Maruti has

created a system where dea lers  p ick up used cars ,

recondition them, give them a fresh warranty, and sell them

again. All investments for True Value are made by dealers.

Maruti has built up a strong network of 172 showrooms

across the nation. The used car market has a huge potential

in India. The used car market in developed markets was 2-3

times as large as the new car market.

N2N

Car maintenance is a time-consuming process, especially if

you own a fleet. Maruti’s N2N Fleet Management Solutions

for companies,  takes care of the A-Z of automobi le

problems. Services include end-to-end backups/solutions

across the vehicle’s life: Leasing, Maintenance, Convenience

services and Remarketing.

Maruti Driving School (MDS)

Maruti has established this with the goal to capture the market

where there is inhibition in buying cars due to inability to

drive the car. This brings that customer to Maruti showroom

and Maruti ends up creating a customer.

Customer Centric Approach

Maruti’s customer centricity is very much exemplified by the

five times consecutive wins at J D Power CSI Awards. Maruti

dealers and employees are answerable to even a single

customer complaint. There are instances of cancellation of

dealerships based on customer feedback. Maruti has taken

a number of initiatives to serve customer well. They have

even changed their showroom layout so that customer has

to walk minimum in the showroom and there are norms for

service times and delivery of vehicles. The Dealer Sales

Executive, who is the first interaction medium with the Maruti

customer when the customer walks in Maruti showroom, is

trained on greeting etiquettes. Maruti has proper customer

complaint handling cell under the CRM depar tment. The

Maruti call center is another effor t which brings Maruti closer

to its customer. Their Market Research depar tment studies

the changing consumer behaviour and market needs. Maruti

enjoys seventy percent repeat buyers which exemplifies

their claim of being customer friendly. Maruti is investing a

lot of money and effor t  in bui lding customer loyal ty

programmes. With the advent of good highways, Maruti was

sensitive to the needs of long distance commuters. Wagon

R Duo, which runs on both petrol and LPG, was launched in

July 2006. It has been accepted well by customers.

Maruti executed a plan to launch new models for different

segments of the market. In its redesign plan, Maruti launches

a new model every year, reduce production costs by

achieving 85-90 percent indigenization for new models,

revamp marketing by increasing the dealer network from

150 to 300 and focus on bulk institutional sales, bring down

number of vendors and introduce competitive bidding.

There has also been a shift in business focus of Maruti.

When Maruti commanded the largest market share, business

focus was to “sell what we produce.” The earlier focus of
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the whole organization was on production but now the

focus has shifted to “marketing and customer focus.” This

can be observed from the changes in mission statement of

the organization: 1984: “Fuel efficient vehicle with latest

techno logy , ”  1997:  “Crea t ing  cus tomer  de l igh t  and

shareholders wealth.”  Focus on customer care has become

a key element for Maruti. Increasing Maruti service stations

with the scope of one Maruti service station every 25 km on

a highway, was another major step. To increase its market

share, Maruti launched new car models, concentrated on

marketing and institutional sales. Institutional sales, currently

contributes to seven-eight percent of Maruti’s total sales.

Marut i  has deal t  wi th th is  change in percept ion and

preferences of people by offering a range of cars in the

hatchback segment and some in the mid-range segment

and also in SUV. It cur rently manufactures the following

hatchbacks in different price ranges to suit a wide range of

customers with different preferences – Maruti 800, Alto,

Estilo, Wagon-R , A-Star, Ritz, and Swif t. In the mid-range

segment it has Swift Dzire and SX4. It has also launched an

SUV with the brand name of Grand Vitara. Changes have

been made from time to time based on market responses

or consumer tastes and preferences. Different models have

been modified and given facelifts from time to time so that

they remain competitive in the market.

Disinvestment and IPO

In  2002, Suzuk i  Motor Corporat ion (SMC) took over

management control of Maruti Udyog Ltd (MUL) from the

government for a consideration of `1,000 crore. At that

time the government held 49.76 percent equity in Maruti,

with SMC holding 50 percent and the remaining 0.24 percent

being held by an employee’s trust. SMC acquired controlling

stake in the country ’s leading car manufacturer by way of

the government renouncing its subscription to a `400-crore

rights issue of MUL. After the rights issue, SMC ended up

having a 54.20 percent stake in the company, with the

Centre’s share falling to 45.54 percent.   In June 2003, the

government sold a 27.5 percent stake in Maruti to the public

at a price of ` 125 per share to garner ` 993 crore (` 9.93

billion). Suzuki’s control meant Maruti did not have to mind

the whims and fancies of  min is ters and bureaucrats .

Decisions became quicker. The response to changing market

conditions and technological needs became faster. They

flowed fund in India for the major revamp in MUL. Suzuki

also built a two-wheeler facility in India for manufacturing

motorcycles and scooters through a joint venture, in which

Maruti has 51 percent stake. Disinvestment had helped by

removing the red tape and bureaucracy factor from its

strategic decision making process. When GOI was a major

stakeholder in the MUL, strategies which lead to investment

have had a bureaucracy factor in it but after the disinvestment

strategy followed is a top down approach with a fast

implementation.

Changes in Management Practices after

Suzuki took over

When the management control was in the hands of the

government, decision making was a slow process because

each decision was subjected to a large number of approvals

from the ministers and bureaucrats. The management style

used was  bureaucra t ic .  A f te r  Suzuk i  took  over  the

management control, decision making became fast. Suzuki

used a top down approach. This change was a welcome

change because it was very impor tant for Maruti to respond

quickly to the changes in business environment and remain

compet i t ive.  Af ter  Suzuk i  took over,  i t  implemented

Japanese cost reduction strategies and effective supply

chain management to remain competitive. It also flowed

funds into Maruti and initiated major revamp projects for

capacity expansion and new technology.

Vehicle Maintenance Services

Market  (Diversification Strategy)

In 1999, management of Maruti observed that while car

companies were moving from products to services, trying

to capture more of the total lifetime value of a car, Maruti

was just making and selling cars. If a buyer spends ` 100 on

a car during its entire life, one-third of that is spent on its

purchase. Another third went into fuel. And the final third

went into maintenance. So Maruti decided to take a big

share of this final one-third spent on maintenance. For this

they s ta r ted conduct ing  f ree ser v ice workshops to
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encourage consumers to come to their service stations.

Maruti has increased its authorized service stations to 1567

across 1036 cities. Every regional office is having a separate

services and maintenance depar tment which look af ter the

growth of this revenue stream.

Diesel Foray (Market Penetration Strategy-

Expansion of Manufacturing Facilities)

A diesel engine plant at Manesar was bui l t  to produce

world class diesel engines and transmissions for cars.

The plant is under a joint venture company, cal led Suzuki

Power train India L imited (SPIL) in which Suzuki Motor

Corporat ion holds 70 percent equity the rest is held by

Maruti Suzuki India L imited. This was done in l ine with its

plan to become a major player in diesel vehicles in a

couple of years and meet the growing demand of diesel

cars in India. Tata dominated the diesel car market in

India .  Marut i  had an ins ign i f icant  presence in  d iese l

vehicle. The plant has a capacity to produce one lakh

diesel engines. This reduced the impor ted component

in Marut i vehicles, making them more competit ive in the

Indian market. Now, Marut i  has diesel var iants in almost

al l  i ts models.

Increasing Exports (Market Development Strategy)

In August, 2003 Maruti crossed a milestone of expor ting

300,000 vehicles since its first expor t in 1986. The top ten

des t i na t ion  o f  the  cumu la t i ve  expor t s  have  been

Netherlands, Italy, Germany, Chile, U.K., Hungary, Nepal,

Greece, France and Poland in that order. Maruti has entered

some unconventional markets like Angola, Benin, Djibouti,

Eth iopia,  Morocco, Uganda, Chi le ,  Costa R ica and E l

Salvador. The Middle-East region has also opened up and is

showing good potential for growth. Some markets in this

region where Maruti is are Saudi Arabia, Kuwait, Bahrain,

Qatar and UAE. The markets outside of Europe that have

large quantities, in the current year, are Algeria, Saudi Arabia,

Sri Lanka and Bangladesh.

Fig. 9 – Total  Automotive Export (in Million USD) (Data Source – RBI)

Maruti exported more than 51,000 vehicles in 2003-04 which

was 59 percent higher than last year. In the financial year

2003-04 Maruti exports contributed to more than 10 percent

of total Maruti sales. Maruti has also entered into a deal with

Nissan, where Nissan has contracted to buy A-Star and retail

it in Europe under their brand name “Pixo.” Maruti has made

A-Star Euro-V compliant and one of the most fuel efficient

vehicles and expor ts it to different countries.
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Fig.  10 – Market Share of Passenger Car in India (Source – Maruti Website)

Fig. 11 – Net Sales and PAT of Maruti Suzuki India Limited Ltd

(Source – Various Annual Reports of Maruti-Suzuki)
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Conclusion

Correct Strategy at correct time has always kept the boat of

Maruti ahead from any other player in the automobile

business.  In spite of tough compet i t ion f rom var ious

domestic and foreign companies Maruti has maintained a

dominant market share. The market share of Maruti is shown

since 2001.

Maruti has successfully increased its profits year af ter year.

Shown below are the net sales and PAT of Maruti since

2001.

Thus whether it is the market share or net sales Maruti is

always moving ahead year on year.

Recommendations

Competition in the compact car segment is expected to

fur ther intensify with more players launching compact cars.

New players are consistently entering the market. Latest was

Nissan which is launching Micra, its sub compact car in

India. Maruti has to be cost effective and should offer

competent products to remain competitive. There should

be regular inflow of new brands or newer models of same

existing brands in the market by Maruti.

Movement to make our planet green is the new way in which

the car companies are positioning themselves. Maruti should

concentrate on producing cars running on low cost fuel

such as LPG and CNG. Also it should foray into the world of

Hybrid technology to make more environment friendly cars.

Low cost sedan and SUVs are the next highly demanding

market in India. Like Indigo CS Maruti 's Sift Dzire is the

hottest sell ing model in this segment. Maruti should focus

more on these types of cars in near future. Low cost SUV

Tata's Sumo is also targeted to the cab segment. Maruti

has no presence in that segment, alone Vitara cannot push

up the sales as it is priced in the higher range.  Also due

to the cheap labour in Indian markets, Maruti should try

to increase its expor ts of compact cars to gain hold over

international markets.

Keywords: Strategy, Maruti-Suzuki, Automobile.
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Salesforce Compensation:
Game Theory

Pankaj M. Madhani

I n  c u r r e n t  e r a  o f  i n t e n s e  c o m p e t i t i o n ,  m a n a g e m e n t  o f  s a l e s f o r c e  c o m p e n s a t i o n
i s  b e c o m i n g  i n c r e a s i n g l y  c o m p l e x  a n d  c h a l l e n g i n g  t a s k  f o r  H R  ( H u m a n  Re s o u r c e s )
m a n a g e r s  a s  s a l e s  c o m p e n s a t i o n  i s  i n f l u e n c e d  b y  m a n y  i n t e r n a l  a n d  e x t e r n a l
f a c t o r s .  T h i s  p a p e r  h a s  d e s c r i b e d  a n  e x a m p l e  o f  h o w  g a m e  t h e o r y  c a n  b e
a p p l i e d  t o  i m p o r t a n t  r e s e a r c h  i s s u e s  i n  t h e  i n t e r d i s c i p l i n a r y  a r e a  o f  H R  a n d
m a r k e t i n g  f u n c t i o n s  s u c h  a s  s a l e s f o r c e  c o m p e n s a t i o n .  T h i s  p a p e r  h a s  o u t l i n e d
d i f f e r e n t  s t r u c t u r e  o f  c o m p e n s a t i o n  o f f e r e d  b y  o w n e r  o f  f i r m  a n d  t h e  p o s s i b l e
o u t c o m e s  o f  d i f f e r e n t  c o m p e n s a t i o n  s y s t e m s .  A s  p e r  t h e  g a m e  t h e o r y ,  t h e  o w n e r
o f  t h e  f i r m  i s  b e t t e r  o f f  w i t h  v a r i a b l e  c o m p e n s a t i o n  w h e n  s a l e s  p e o p l e  b e h a v e
h o n e s t l y .
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p m m a d h a n i @ y a h o o . c o m

n current era of intense competition, management of

sa lesforce compensat ion is  becoming increas ingly

complex and challenging task for HR (Human resources)

managers  as  sa les  people a re

demanding more and more reward.

In  th i s  paper,  game theor y  i s

introduced in order to provide an

idea of how it can be useful to an

impor tant  a rea  of  sa les force

compensation - an interdisciplinary

area of HR and marketing functions.

Paper also focuses on salesperson’s

outlook to honesty and applies the

game-theoret ic  f ramework  to

unders tand and in tegra te  key

organizational influences on ethical

decision making.

Benefits of Effective Salesforce Compensation

Apar t from recruitment or retrenchment strategy, the sales
compensation plan should also be
viewed as a fundamental  sa les
management tool to aid in achieving
desired results for HR managers. Pay
is in general provided by sales
organization to their salesforce for
services rendered (i.e., time, effor t
and sk i l l  o f  sa les  people) .The
purpose of sales compensation is
to:

1.  Recognize the role fulfilled by
organizat ion’s sa les people to
achieve, maximize and retain sales

revenues from customers.



SCMS Journal of Indian Management ,   October-December,  2010.                                                                                               73

A Quarterly Journal

2. Align pay opportunities of salesforce with long term

revenue objectives of the organization by creating

environment of mutual trust, confidence and success

between the organization and its sales people.

3. Attract,  retain, and motivate sales people of the

organization.

4. Provide members of the salesforce with credible

performance measures that compliment, and may even

replace, the need for employee supervision.

Sales people compensation should be distinguished from

other employee pay structures because sales people have a

direct and measurable impact on the organization’s revenue

performance. This impact provides the oppor tunity to the

organization to directly l ink a sales person’s individual

performance as it relates to developing a positive impact on

the organization by:

1. Enhancing and suppor t ing the organizat ion’s

marketing and selling plans,

2. Communicating expectations of sales performance,

3. Influencing the effor ts and behaviours of sales

people engaged in the selling process by rewarding

them based on performance outcomes, and

4. Contributing to the culture of the sales organization.

When designed correctly, the sales compensation plan has a

positive impact on sales people, customers, and organization

results viz.

Sales people

Increased Motivation,

Improved Sales Focus,

Improved Cross-Channel/Functional Coordination, and

Sales Talent Retention.

Customers

Increased Customer Acquisition,

Increased Customer Account Penetration, and

Improved Customer Satisfaction and Loyalty.

Organization Results

Top-Line Sales Growth,

Profitable Product/Business Mix, and

Increased Return on Selling Resource Investment (ROSI).

Sales Compensation: Fixed Pay versus Variable Pay

Sales compensation comprises two core elements:

1. Fixed pay (Salary) -  -  -  -  - It’s also known as ‘base pay.’

Fixed pay is non discretionary in nature and does

not vary according to performance or results

achieved by salesforce. Fixed pay compensation is

usually determined by the sales organization’s overall

pay philosophy and compensation structure.

2. Variable pay     (Commission) -  -  -  -  - It’s also known as ‘pay

at risk.’ Variable pay changes directly with the level

of per formance or resul ts achieved. Var iable

compensation is a one-time earning that must be

re-established and re-earned each performance

period. Variable pay can be short term or long term.

Short-term incentive pay is designed to focus and

reward performance over a period of one-year or

less. While, long-term incentives pay, is designed

to focus and reward performance over a period

longer than one year.

Game Theory Model: Basic Concepts

Game theory is preliminary  concerned with how individuals

or players make individual decisions when they are aware

that their final actions or outcomes affect each other and

when each individual takes this into consideration. A formal

game theory model consists of the following elements: a set

of players, a set of actions and strategies for each player, a
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Box 1: Basic Game Theory Concepts

Term Definition

Player A rational and self- interested decision-making entity.

Strategy A rule that tel ls the player which action to prefer at each instant of the game.

Outcome The result of every possible sequence of actions performed by the players.

Payoff The personal satisfaction obtained from a par ticular outcome of game.

Equil ibrium The “best” combination of choices in the game.

description of the order of play and the information available

to any player at any point in the game, the outcome that

results from every possible sequence of actions by players,

a ranking of each outcome to every player (the player ’s

payoffs), and a solution (or equilibrium) concept (Rasmusen,

1989). Box 1, below defines basic terms of game theory.

In the game theory model, players are decision-making

entities. All strategic players are assumed to be rational.

Generally, this means that players want to get as much

(satisfaction, happiness, money) for themselves as possible

(self-interested), and are quite smart in figuring out how best

to accomplish this aim (rational) despite the complexity of

the game. A strategy is defined as a rule that tells a player of

the game which path or action to choose at each instant of

the game. As such strategy is a complete set of instructions

or directions that tells a player what actions to pick in every

conceivable situation regardless of whether or not that

situation will be reached.

Strategies are of different types, viz. pure strategy and mixed

strategy. A pure strategy is a detailed action plan that tells the

player of the game about what action to take under every

contingency and provides a complete blueprint of how a

player will play a game. A mixed strategy tells the player of

the game how to choose randomly between different actions

and consists of a wide range of probability distribution over

the full set of pure strategies. In this paper, game theory model

is considered from pure strategy perspectives only. The

outcome of the game theory model that results from every

possible sequence of actions by players is described in terms

of payoff. The outcomes to each player depend on the

choices made by other players.

Each player receives a payoff in each outcome. These payoffs

can be expressed in monetary or non-monetary terms and

represent the level of satisfaction obtained. In every set of

game it is impor tant to predict the strategies which will be

chosen by the players of the game. The methodology used

for predicting strategy choices by players of the game is called

the solution or equilibrium.  An equilibrium, in general, is a

strategy combination (a set of strategy choices by each player)

consisting of a best strategy for each of the players in the

game. The equilibrium concept is a rule that defines what is

meant by the best. The most practical and widely accepted

equilibrium concept is the ‘Nash equilibrium.’ A strategy

combination is a ‘Nash equilibrium’ if, given the other players’

strategy choices in that set of game, every player is choosing

his best response (the choice of strategy which maximizes

his payoff).

Game Theory Model and Salesforce Compensation

Following assumptions are made in game theory model of

salesforce compensation.

Assumptions:

1. In the simplest format of the game the firm consists of

two players, the owner of marketing firm and one

salesperson.

2. The owner of firm can choose to compensate the

salesperson with variable compensation i.e. straight

commission or fixed compensation i.e. salary.

3. Owner of firm makes a decision about the types of

incentives to offer his agent or sales person. (i.e. the
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owner of a market ing f i rm has to decide on the

compensation package he will offer to his sales person).

4. Agent or salesperson, after seeing the package of

incentive scheme, chooses high or low effor t level.

Agent’s action is not observable for the owner of the

marketing firm.

5. Higher efforts by salesperson in the sales job influenced

by long term perspectives represent honest behaviour

while lower efforts by salesperson influenced by shor t

term goals represent dishonest behaviour.

6. Once the compensation structure is introduced by the

owner of marketing firm, the salesperson can choose

either to represent the product honestly or dishonestly

(i.e. ethically or unethically).

Above restrictive assumptions are considered in order to

present a clear picture of decis ion choices and f inal

outcomes of the game. The owner of marketing firm begins

the game by making a decision regarding the compensation

system. This is described by the choice between the ‘salary ’

branch and the ‘commission’ branch emanating from the

owner ’s decision node as explained below in Fig. 1 and Fig.

2.  This places the salesperson at one of two decision nodes,

where he makes a decision to be honest or dishonest. The

terminal nodes (T1, T2, T3 and T4) indicate the point where

the game ends. It ends with one of four possible outcomes.

The payoff from each outcome to the owner is described by

O and the payoff from each outcome to the salesperson is

described by S. The subscripts indicate the actions chosen

(salary, commission, honest, dishonest), by each player

which leads us to each outcome. Parenthesis indicated payoff

of the other player influencing overall payoff.

Fig. 1: Decision Tree and  Payoff  for  Owner

(Sou rce :  D iag ram deve loped  by  Au tho r )

Principal-Agent Model or Agency Model

A principal-agent problem arises when one economic agent

– the agent – takes an action that affects another economic

agent – the principal. A principal-agent problem has a moral-

hazard component when the principal is unable to observe

the action of the agent (and unable to force the agent to act

according to his interests). Major causes of moral hazard
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Fig. 2 - Decision Tree and Payoff for Salesperson

(Source: Diagram developed by Author)

problem are: The principal cannot observe the agent’s action

(hidden action) and problem arises after the contract. Agency

models of salesperson behaviour have assumed that owners

cannot observe sales effort (Basu, Lal, Srinivasan, and Staelin,

1985). Hence, in this paper assumption is made that, the

salesperson cannot sign a binding contract with the owner

to be honest. Each player of the game i.e. owner and

salesperson ranks the outcomes according to their own

preferences.

A Static or Sequential Move Game of Salesforce

Compensation

This paper describes sequential move game with three cases

of preference ranking along with repeated game model as

suggested by Leclair and Thorne (1994). In each case, the

assumption is made that the greatest payoff to owner comes

when commission is used and the salesperson chooses to

be honest. This assumption is motivated in large par t by the

literature indicating that salespersons respond to incentives

provided by commiss ion-based compensat ion plans

(Anderson and Oliver, 1987; Cravens, Ingram, LaForge, and

Young, 1993) and that honest behaviour leads to repeat

purchases (Dion and Banting, 1988; Dwyer, Schurr, and Oh,

1987). Honest behaviour is also preferred to dishonesty if

the owner compensates the salesperson with a straight salary.

The least preferred outcome for the owner is dishonest

behaviour under straight commission. This is reflected in the

higher income made by the salesperson and the potential

loss of repeat purchases and long-term relations from the

owner point of view. These assumptions can be written

formally as:

Oc (Sh) > Os (Sh) > Os (Sd) > Oc (Sd)

The owner ’s preference ranking for outcomes are the same

in each of the three cases.

In each case below, the salesperson prefers to be dishonest

when compensated with commission. This reflects the belief

that unethical behaviour increases when commission is used

(Dubinsky and Ingram, 1984). It is also assumed that the

salesperson prefers to be honest when commission is used

over any outcome when salary is used. This reflects the

increases in repeat purchases, despite the lower chance of

making initial sales. These assumptions can be written formally

as:

Sd (Oc) > Sh (Oc) >  Sh (Os) And

Sd (Oc) > Sh (Oc) > Sd (Os)
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In the cases below, in i t ia l  assumptions regarding the

salespersons’ preferences for two outcomes resulting from

salary compensation is changed.

Case 1.

Assume following outcomes for the game:

Oc (Sh)   >   Os (Sh)   >  Os (Sd)   > Oc (Sd) and

Sd (Oc)   >   Sh (Oc)   >  Sh (Os)  > Sd (Os)

Given the owner of the f irm chooses commission, the

salesperson prefers to be dishonest, because

Sd (Oc)   >   Sh (Oc)

However, given the owner of the firm chooses fixed salary,

the salesperson chooses to be honest because

Sh (Os)  > Sd (Os)

Finally, the owner of the firm chooses to compensate using

fixed salary, because

Os (Sh)  > Oc (Sd)

The outcome is that the owner of the firm receives his

second highest payoff while the salesperson receives his

third highest payoff. The owner ’s equilibrium strategy is

salar y. The salesperson’s equilibrium strategy is to choose

the honest if the owner chooses salary and to choose the

dishonest if the owner chooses commission. Payoff matrix

for this case is given at Table 1.

T h i s  r e s u l t  i s  i n t e r e s t i n g  b e c a u s e ,  u n d e r  a b o v e

assumptions regarding preferences, both the owner and

the salesperson would prefer the outcome where the

owner chooses commission and salesperson chooses

honesty to the outcomes of the equi l ibr ium strategies.

In  th i s  case ,  the  owner  o f  the  f i rm wou ld rece ive  h i s

h ighes t  payo f f  and the  sa lesperson  wou ld  rece ive

h i s  s e c o n d  h i g h e s t  p a y o f f .  I f  a n o t h e r  s t r a t e g y

combina t ion  can make one bet te r  o f f  w i thout  mak ing

the  o the r  worse  o f f ,  t hen  the  equ i l ib r i um s t r a tegy

c o m b i n a t i o n  i s  s a i d  t o  b e  i n e f f i c i e n t .  T h u s ,  t h e

equ i l i b r i um  s t r a t egy  comb ina t i on  i s  i ne f f i c i en t .  I n

each of  the  nex t  two cases ,  the  equ i l ib r ium outcome

i s  a l so  i ne f f i c i en t .  T he  p rob l em  i s  t h a t ,  g i v en  h i s

preferences ,  the sa lesperson cannot  commit  to be ing

h o n e s t .  O n c e  t h e  o w n e r  o f  t h e  f i r m  c h o o s e s

commiss ion,  the sa lesperson is  bet ter  of f  by choos ing

to be d i shones t .

Case 2.

Assume Oc (Sh)   >   Os (Sh)   >  Os (Sd)   > Oc (Sd)

and   Sd (Oc)   >   Sh (Oc)   >  Sh (Os)  = Sd (Os)

This does not change the choice of the owner of the

f i rm. However,  the sa lesperson is  indi f ferent between

being honest  and dishonest  when sa lary is  used for

compensat ion.  Each choice is  par t  of  e i ther  one of

two equi l ibr ium strategy combinat ions.  The outcome

may ei ther provide the owner with h is second-highest

or th i rd-highest payoff .  Payoff  matr ix for th is  case is

g iven at Table 2.

                      Salesperson Honest Dishonest

Owner

Commission    (3,2)       (0,3)

Fixed Salary    (2,1)       (1,0)

(Sou rce :  Tabu l a t ed  by  A u tho r )

Table 1: Payoff Matrix

                      Salesperson Honest Dishonest

Owner

Commission    (3,2)       (0,3)

Fixed Salary    (2,1)       (1,1)

(Sou rce :  Tabu l a t ed  by  A u tho r )

Table 2: Payoff Matrix
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As in case 1, each equilibrium is inefficient. Both owner and

salesperson can be better off if the salesperson can credibly

commit to being honest under commission. This situation is

interesting because it may provide a role for codes of

conduct/ethics. The owner of the f i rm would l ike the

indifferent salesperson to choose to be honest because it

increases his payoff (Os (Sh) > Os (Sd)) via long-term and

repeated sales.

To motivate honesty by the salesperson, the owner may

in t roduce a  code of  conduct  or  e th ics  code.  One

interpretation of the code is that it changes the salespersons

payoff ranking to bring it back to Sh (Os) > Sd (Os). Such

ethics code provides a guide to the salesperson about which

choice should be made when indifferent towards ethics.

Case 3

Assume Oc (Sh) > Os (Sh) > Os (Sd) > Oc (Sd) and

Sd (Oc) > Sh (Oc) > Sd (Os) > Sh (Os)

In this case, the salesperson wil l always choose to be

dishonest, regardless of the owner ’s choice of compensation

plan, because Sd (Oc) > Sh (Oc)   and Sd (Os) > Sh (Os). The

salesperson prefers dishonest behaviour despite the choice

of compensation plan. The result is that the owner of the firm

receives his third-best payoff and the salesperson receives

his third-best payoff.  Payoff matrix for this case is given below

at Table 3. This is quite interesting because there seems to be

no way to motivate honest behaviour on the par t of the

salesperson and to reach the mutually best outcome.

                      Salesperson Honest Dishonest

Owner

Commission    (3,2)       (0,3)

Fixed Salary    (2,0)       (1,1)

(Sou rce :  Tabu l a t ed  by  A u tho r )

Table 3: Payoff Matrix

Analysis of the Static or Sequential Move Game

of Salesforce Compensation

The game theory model allows for other broad factors, such

as  persona l  e th ics  and organ izat iona l  in f luence v iz .

organizational climate and culture, to affect decision making

of salesperson. The compensation of salespeople is an

impor tant component of organizational strategy and is

influenced by corporate culture, training and leadership. For

instance, the acceptance and internalization of corporate

norms and reflections of personal ethics and values may

influence a salesperson’s predisposition to being honest

which could result in different payoff rankings and equilibria.

For example, if

Sh (Oc) > Sd (Oc) > Sh (Os) > Sd (Os)

The salesperson will never be dishonest regardless of the

choice of compensat ion schemes.  Because di f ferent

individuals have different personal ethics, a HR manager

should acquire as much knowledge about the salespeople

as possible before deciding on a compensation plan. This

also emphasizes the impor tance of recruiting and selection

activities by HR professionals in marketing firm.

A Dynamic or Repeated-Game Model of

Salesforce Compensation

Dynamic ( repeated)  game theory  can enhance our

understanding of these impor tant marketing ethics issues in

salesforce compensation.  A repeated game involves the

same “one-shot” game being repeatedly played, by the same

players.  It is assumed that, the repetition of the same game
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never ends and players rank the outcomes each period as

they do in case 3. That is,

Oc (Sh) > Os (Sh) > Os (Sd) > Oc (Sd) and

Sd (Oc) > Sh (Oc) >  Sd (Os) > Sh (Os)

Although each case results in inefficient choices, in case 3

the salesperson prefers to be dishonest despite the choice

of compensation system. An impor tant consequence of the

repeated game is that many more strategies become available

to each player and these strategies are more complex. For

instance, the owner of the firm may choose to alternate

between commission and fixed salary each period. In a

strategy called  ‘unrelenting strategy ’ where the owner of the

firm chooses a commission system in the first period and

continues  to pay commission unless the salesperson

becomes dishonest, in which case the owner of the firm may

pay fixed salary forever. The repetition of the game allows the

owner of the firm may observe previous behaviour of the

salesperson.

In each period the game is played, the previous behaviour of

the salesperson can be inferred by the owner of the firm

from his own choices regarding compensation and historical

payoffs in preceding periods. Even if the payoffs in each

period were to depend on a random external variable as well

as the actual choices, by observing the behaviour of the

salesperson over many periods the owner of the firm can be

more confident that low payoffs are the result of dishonest

sales practices and not the random variable. If cer tain that the

salesperson has used unethical practices in the past, the

owner ‘punishes’ the salesperson by reverting to fixed salary

compensation forever when the unrelenting strategy is used.

Given the owner of the firm chooses the ‘unrelenting strategy,’

the salesperson should not choose a strategy which calls for

being dishonest in any period. The salesperson is tempted

to be dishonest in each period, because it increases his

payoff (Sd (Oc) > Sh (Oc)). Resisting this temptation makes

sense because doing otherwise would result in the loss (Sd

(Oc) > Sd (Os)) each period forever as the reversion to salary

generates the same outcome each period as in the one-shot

sequential-move game.

One strategy which the salesperson can employ is simply to

be honest each period. Let us call this strategy the ‘honest

strategy.’ While introducing this new strategy the preferences

of the salesperson are not changed. Given the ‘honest

strategy ’ by the salesperson, owner of the firm chooses the

‘unrelenting strategy,’ since the owner ’s highest payoff is

obtained each period forever. Hence, the ‘unrelenting

strategy ’ by owner of the firm and ‘honest strategy ’ by

salesperson form an equilibrium strategy combination and

results in efficient choices of commission and honesty each

period. This is without even the threat of firing the worker for

dishonest behaviour and without motivating a change in

salesperson preferences. That is, efficient choices may arise

without explicit mechanisms which rectify unethical behaviour.

In the ‘one-shot’ sequential-move game this outcome was

not possible in any of the three cases.

Analysis of the Dynamic or Repeated Game

Model of Sales Compensation

There are many equilibria in the repeated game. For example,

if the owner of the firm chooses to pay salary each period (a

naive strategy), the salesperson’s best choice is to be

dishonest each period (an oppor tunistic strategy), because

Sd (Os) > Sh (Os). Also, given that the salesperson is dishonest

each period, the owner ’s best choice is to compensate using

fixed salary, because Sd (Os) > Sd (Oc). These strategies are

thus par t of  another equi l ibr ium. The outcome in this

equilibrium is no better than it was in the simple ‘one-shot’

game. In fact, the existence of multiple equilibria is realities in

organizations as it provides reason to believe that different

organizat ions wi l l  have di f ferent eth ica l  c l imates and

organizational culture (Victor and Cullen, 1988). Factors, such

as corporate culture, codes of conduct, credibi l i ty in

commitment, and leadership, may influence players to choose

one equilibrium strategy over another.

Salesforce Compensation and Ethical Issues

When sales compensation plans are not aligned with corporate

strategy of the organization, sales people often work their

own plan, to the organizations’ disadvantage. They spend

their time, efforts and energy on what they believe will
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generate the most commission or sales reward rather than

focusing on what provides the best value to the customer

and, in the long run, to the business. They might focus

excessively on one product, for example, and neglect others

that are more strategic to the company. They might sell items

with lower margins that increase their commission amount,

but generate less profit. Or they might focus on existing

customers instead of courting new ones. Worst of all they

may ignore customers’ real needs in favour of sales that have

a very shor t-term benefit, for example increasing their earning

potential through variable pay i.e. commission.

If sales person working on ‘commission’ only basis takes

shor t term view of sales by putting low effor ts and working

dishonestly or unethically and focus only on immediate gain

(i.e. commission), he will solely be guided by quick sales

and will not be interested in building long term customer

relationship and customer loyalty. In this situation value of

firm decreases as future cash flow and profitability declines

because of lack of repeat sales and decline in customer

loyalty. This phenomenon is explained in Fig. 3.

In Fig. 3, ‘Unethical’ quadrant represents unethical or dishonest

behavior by salesperson characterized by low level of effor ts

for shor t term goals or quick gains. This is also reflection of

low customer loyalty and lower value of firm. ‘Ethical’ quadrant

represents ethical or honest behaviour by salesperson

characterized by high level of efforts for long term relationship

and goals for sustainable gains. This is also reflection of high

customer loyalty and higher value of firm. Here value of firm is

considered as PV (Present Value) of future cash f low

discounted at cost of capital.

Fig. 3: Variable Compensation: Relationship between Ethical Behaviour and Firm Value
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The ro le  of  the organ izat iona l  in f luences on eth ica l

decision making is very impor tant. For e.g. corporate climate

and culture, and top management values are major influences

on the ethical decision making process (Ferrell and Gresham,

1985; Hunt and Vite l l ,  1986).  By such organizat ional

influences, if salesperson is motivated to act ethically or

honestly by putting high effor ts for building long term

customer relationships and customer loyalty. Increased

customer loyalty represents repeat purchase by customers,

higher cash flow, higher profitability and ultimately higher value

of the firm.  Fig.3 above shows this transformation by moving

from ‘Unethical’ quadrant to ‘Ethical’ quadrant.

Kreps (1990) offers a unique perspective on reputation and

corporate culture by applying the work of Tom Schelling

(1960). As explained earlier, there are multiple equilibria in
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game theory outcome, one where the salesperson chooses

to be honest each period, the other where the salesperson

chooses to be dishonest each per iod. Suppose the

organizational culture reflects a commitment to customer

satisfaction. When salespeople are influenced by this culture,

they may be more likely to choose to be honest in their

relationships with customers.

A well-defined ethics programmes in the organization could

assist in the learning process. For example, suppose the

owner of firm develops an organizational training programme

in ethics and establish a code of conduct. Both the ethics

training and code of conduct would shape, reflect, and

formalize the corporate culture. Neither the training in ethics

nor the code is contractual in the nature, but each provides

a powerful mechanism to the firm for communicating the

ethical expectations of the corporate culture to sales people.

Ethical decision-making must permeate the organization. This

may mean that owners should provide ethical leadership.

Since corporate culture represents a set of implicit contracts,

it may be difficult to change. This may help explain why written

codes are often used as a driver for initiating change in culture.

Culture must be communicated and reinforced. This can be

accomplished in a variety of ways, including new employee

orientations, sensitivity training, or through top management’s

actions. All these outcomes or actions are the product of

exper ience,  can be lea rned,  and he lp owners  and

salespeople co-ordinate in a better way on one equilibrium

strategy combination for compensation over another.

Conclusion

The purpose of the paper is to outline the contributions that

game theory can make to our understanding of salesforce

compensation and ethics issues. This paper has described

an example of how game theory can be applied to impor tant

research issues in the interdisciplinary area of HR and marketing

functions such as salesforce compensation. This paper has

outlined different structure of compensation offered by owner

of firm and the possible outcomes of different compensation

systems. As per game theory, owner of firm is better off with

variable compensation when sales people behave honestly.

To understand ethical issues related with outcomes of sales
compensation systems, both ‘one-shot’ or sequential-move

and ‘dynamic’ or repeated game theory models were used.
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A d v a n c e s  i n  w i r e l e s s  c o m m u n i c a t i o n  t e c h n o l o g i e s  h a v e  r e v o l u t i o n i z e d  t h e  w a y  w e
c o m m u n i c a t e  a n d  t h e  w a y  w e  d o  o u r  d a y  t o  d a y  b u s i n e s s .  W i r e l e s s  t e c h n o l o g i e s  a r e  b e i n g
a d o p t e d  f o r  m a n y  n e w  a p p l i c a t i o n s  t o  c o n n e c t  c o m p u t e r s ,  a l l o w  r e m o t e  m o n i t o r i n g  a n d
d a t a  a c q u i s i t i o n ,  t o  p r o v i d e  a c c e s s  c o n t r o l  a n d  s e c u r i t y ,  a n d  t o  p r o v i d e  s o l u t i o n  f o r
e n v i r o n m e n t s  w h e r e  w i r e s  m a y  n o t  b e  t h e  b e s t  s o l u t i o n .  W i r e l e s s  t e c h n o l o g i e s  l i k e  W i  F i  a n d
W i m a x  a r e  m a k i n g  I C T  s e r v i c e s  b o t h  a c c e s s i b l e  a n d  a f f o r d a b l e  t o  a l l  w h i l e  r e d u c i n g  t h e  c o s t
o f  o p e r a t i o n s  f o r  t h e  s e r v i c e  p r o v i d e r s .  W i m a x  i s  t h e  n e w  k i d  o n  t h e  b l o c k  w h i c h  p r o m i s e s
t o  r e d e f i n e  t h e  w a y  t h e  w o r l d  i s  n e t w o r k e d .  T h i s  p a p e r  p r e s e n t s  a n  i n s i g h t  i n t o  t h e  w o r k i n g
o f  w i m a x ,  t h e  t e c h n o l o g y  t h a t  i s  u s e d ,  f e a t u r e s ,  p e r f o r m a n c e ,  s e c u r i t y  a n d  a r e a s  o f  c o n c e r n
f o r  t h e  g r o w t h  o f  w i m a x .  I t  a l s o  e x p l o r e s  t h e  s e r v i c e  p r o v i d e r  o p p o r t u n i t i e s  t h a t  e x i s t  f o r
w i m a x  b o t h  d o m e s t i c a l l y  a n d  i n t e r n a t i o n a l l y  a n d  i n  b o t h  t h e  l i c e n s e d  a n d  u n l i c e n s e d  s p e c t r u m
b a n k s .  T h e  p o w e r  o f  w i m a x  i s  a t t r a c t i n g  w i d e s p r e a d  i n d u s t r y  a t t e n t i o n  a l s o .  W i m a x  i s  a
t e c h n o l o g y  w h i c h  h a s  t h e  p o t e n t i a l  t o  b r i d g e  t h e  c o n n e c t i v i t y  g a p  o f  r u r a l  a n d  u r b a n  a r e a s .
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Wireless with Wimax
Neha Vivek Nair

123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789
123456789012345678901234567890121234567890123456789

M s .  N e h a  V i v e k  N a i r , F o r m e r l y  F a c u l t y
M e m b e r, I C FA I  B u s i n e s s  S c h o o l  ( I B S ) ,  I B S
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he internet began in the United States in the 1960s

owned by the Depar tment of Defense known as

ARPANET. At that time nobody had the idea that it

wou ld  become such  a  g rea t

revolut ion resu l t ing in  people

using the internet day in and day

out. In fact it is difficult to estimate

how many people  a re  on l ine

throughout the world.

There are different methods used

to get connected to the internet.

The  mos t  common l y  u sed

options are:

1. Broadband access

2. Wi Fi access

3. Dial up access

Some decades back dial up method was the only tool to

get access to the internet.  But it was seen a tremendous

dec l ine wi th  the g rowth and advent  o f  broadband

technologies which got a boost

from different telecom industries.

Til l now it was all wired techno-

logy. But then the need of the

hour was that even if a person

moves  away  f rom h i s  w i r ed

network he should have access

to his data. Technology did not

remain behind in this a lso and

hence came the concept of WI

FI. The main problem with broad-

band is that it is expensive and

also there are many areas which

are sti l l not touched by broad-

band and hence cannot avail this
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facility. Dial up connections are good but speed of data

transfer is a crucial issue. Hence WI FI got all  the success

that it needed but sti l l it has a major l imitation the hot

spots are very limited and coverage is very sparse.

So why not have a new technology that would solve all

the above problems. The new technology would provide

the following:

1. Wireless technology

2. Broader coverage area

3. High speed of data transfer.

The answer to the above is WI Max. The technology is stil l

t r y ing  to come in to ex i s tence and i s  shor t  for m of

Worldwide Interoperability for Microwave Access.  It also

has another name as IEEE 802.16. It is considered to be a

broadband wireless network technology which poses a

huge threat to the digital subscriber ’s lines.

Wimax Architecture

WI Max follows the standards of 802.16a, 802.16d and

802.16e. These three standards provide wimax with limited

access, high speed and best quality in broadband service.

Technically the media access controller layer (MAC) or the

data link layer makes use of a scheduling algorithm for which

any subscriber station has to compete but only once. After

it is granted access into the network it remains in the

network and is al lotted a base slot for communication

purpose. The time slot remains variable but the user is

attached to the network.  This concept of stability is missing

from Wi Fi where all the stations compete in grabbing the

attent ion of the access point  through random bas is .

Moreover the 802.16e suppor ts the use of small chips in

the motherboard. In this scenario no external device would

be required for wimax connectivity making it quite cheaper

and quicker solution.

Wimax follows the principle of connection oriented services

which takes care of the fact that only the Physical and MAC

por tion in the Data Link layer of the OSI model are affected.

Hence there has to be a concept of scheduling amongst

the communicating devices and wimax towers.

Wimax gives the options of two types of connections:

1. Frequency division duplexing (FDD)

2. Time division duplexing (TDD)

Wimax can  g i ve  the  bes t  suppor t  fea tu re  i f  i t  ge ts

implemented as  a  mesh topology .  In  case of  mesh

topology every node has a dedicated link to every other

node in the network. This gives cer tain advantages such

as privacy of data and reachability factor even if one node

is currently not working properly. This would ensure that

there is robust communication as mesh topology would

provide multiple routes to choose from.

802.16a               802.16d          802.16e

For fixed outdoor applications. For fixed outdoor applications. For mobility applications.

Limited residential broadband access Broadband access for residential Por table broadband access

users with high speed  for mobile customers

CPE: external box connected to the CPE: external box connected to

PC with an antenna the PC with built in antennae CPE: PC card

            (CPE :  Cus tomer  P remise  Equ ipment )

Wimax Security

In the recent times many concerns have been raised over

the security aspects of data getting transmitted through

the  med ium o f  w i re less  commun ica t ions .  I s sues  o f

eavesdropping and manipulation of data has always been

a major drawback in the case of wireless communication.

But  Wimax has  been ab le  to s teer  c lea r l y  on these
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concerned issues by giving security a prime impor tance in
the implementat ion. I t  uses the Advanced Encryption
Standard (AES) for encryption purpose. In this algorithm an
encryption key is taken and a counter as input to produce a
bit stream of data. The bit stream is then XORed with the plain
text to produce the cipher text. The receiver has to reverse
the complete process to get the decrypted message.

Another impor tant feature is that Wimax 802.16 e standard
makes use of Pr ivacy Key management protocol.  This
protocol is responsible to validate the user identity and it
generates an authorization key used for encryption purpose.
PKM protocol suppor ts the use of RSA (Rivest, Shamir and
Adlerman) public key cryptography concept. The public
key is fur ther put to use to authorize the user when it tries
to establish a connection with the wimax tower.

Wimax for LOS and NLOS Environments

Wimax has optimized itself for LOS (Line of Sight) as well
as NLOS (Non Loss of Sight) type of coverage. This is made
possible because of the radio channel used in wireless
communication. In case of LOS the radio link usually travels
from the sender to the receiver in a path that is direct and
free from any sor t of obstructions whereas in case of NLOS
link the signal has to travel through a path which has noise,
scattering, diffractions and reflections.  The signal also
travels through multiple paths and signals usually undergo
different attenuations. NLOS deployments are desirable
because  o f  number  o f  advan tages .  S t r i c t  p l ann ing
requirements and restrictions in the height of the antennae
make it impossible for LOS type of arrangement.  NLOS
a l so reduces  the ins ta l l a t ion charges  s ince the CPE
ins ta l l a t ion  i s  eas ie r  i n  d i f f i cu l t  loca t ions  a l so .  The
technology also makes it possible to make use of indoor
CPE equipment. The two main concerns that come up in
this case are overcoming the building penetration losses
and covering reasonable distances with the lower transmit
powers. Wimax makes this possible and the NLOS coverage
can be fur ther  improved by us ing some of opt iona l
capabilities which wimax has.

Wimax Performance

Long  Range :  compa red  to  t he  ex i s t i ng  w i re l e s s
technologies wimax has a suppor t of communication range
of 30 miles.

Low cost: the base stations would be set up on a low
cost basis giving the facility and suppor t of T1 connections.
Wireless: no need of lying up of cables or designing wired
networks from one building to another.

High bandwidth: wimax is capable of providing data rates
up to 70 Mbps. There is a reduction in the latency factor
related to wimax connections.

Current Wimax Scenario

Wimax gives you a combination of access, speed, coverage
and reliability all at one go. Hence the next question would
be the cost factors involved in a wimax application. Wimax
deployments costs are cheaper compared to the DSL as
they are wireless. This is a threat that they pose to the DSLs
as they have still not covered many suburban and rural areas.

If we compare wimax with other wireless technologies even
then the cost factor is less as wimax wants less number of
towers to serve the purpose. Wimax is popular for two
types of users. One type would be those users that wish
to be connected using NLOS implementation or others
using LOS propagation that wishes a group of users wanting
a steady, high speed connection. Another concept that
could be popular with wimax is related to having wimax
towers city wise. One city can install a single wimax tower
which would provide coverage to the entire region. This is
already done with WI Fi.

If you wish to have wimax connection for personal use the
scenario remains very much the same. An ISP has a wimax
base station near your house. You need to have a wimax
enabled computer. For this you need a CPE either external or
maybe internal through a PC card. To get access to the wimax
base station you will be provided with an encryption code.
The base station will transmit data from your computer to the
Internet and vice versa at lower rates compared to the cable
modems. For a network the data would be transferred to a
wimax enabled router and then the data can be broadcasted
on different computers to that network.

Wimax Services

Wimax has got the capacity to give the next generation
service broadband which is definitely more effective than

the one today. Hence the application areas of wimax are

of great concern.
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Wimax covers a wide range of services like video, voice,
data and mobile. Mobile wimax is on the greatest priority
as of now in the current scenario. Since wimax has the
two impor tant factors required i.e. speed and bandwidth
there is no stopping in providing the quad serv ices.
Moreover the concept of having wireless connection makes
it easy to distinguish between a fixed connection and a
mobile connection. Wimax is successful in bringing about
effective benefits from voice, video and data transmissions
and also add the required enhancements accordingly. For
this the backhaul application becomes a big boon. The
biggest advantage is for the rural areas which could not
have imagined a high speed network connection if wimax
had not evolved.

Future for Wimax

Rural India is stil l to imagine the benefits of high speed
network connection. Even in sub urban areas of India the
broadband penetration is considered to be very low which
affects the small time business people who cannot afford
the costs of leased connection. In such situations wimax
can prove to be a boon.

It is possible to wimax to go hand in hand with WI fi so as
to be able to t rans fer  megabi ts  of  data  to spec i f ic
surrounding areas. Indian cities are getting the world wide
global attention that is required for their IT roles. With
mode rn  commun ica t ion  me thods  and  h i gh  bu i ld
infrastructures the businesses would not remain restricted
to the main cities but instead move on to different suburban
areas also. Customers get the choice of their speed ranges
with a guarantee. All this indirectly counts on promotion
of small businesses which can fur ther migrate to mobile
applications too. It has become evident that wimax will
play a major role in growth of developing countries like
India. Having a systematic del iverable communicat ion
structure would be the first step in narrowing down the
urban rural l ine.

Wimax is st i l l  considered to be in the growing stage
especially in India. India has stil l not seen much of wimax
except for cities like Bangalore and Pune. But wimax has

found a place in f ixed applications but sti l l  i ts mobile

appl icat ion use remains  a  topic for  debate wi th  i t s

competitors.  The f i rst wimax mobile appl icat ion was

released in I ta ly th is year.  The technology should be

adopted by the internet and mobile service providers who

will be using the 3G spectrum. What actually lies in store

for wimax will only be clear once it finds its way into the

network!!!
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ABQP:
Ladder to Success

Kapil Mittal, Dinesh Khanduja, and Prabhakar Kaushik

B u s i n e s s  s u c c e s s  s p r i n g s  f r o m  d i f f e r e n t i a t i o n  t h a t  i s  t a n g i b l e  i n  a  p r o d u c t  o r  s e r v i c e .  I n  a
m a n u f a c t u r i n g  o r g a n i z a t i o n ,  t h e  s u c c e s s  i s  d i r e c t l y  p r o p o r t i o n a l  t o  t h e  q u a l i t y  p r o m i s e d  t o  t h e
c u s t o m e r  a t  a n  a p p r o p r i a t e  c o s t .  B u t  b e t w e e n  q u a l i t y  p r o m i s e d  a n d  q u a l i t y  a c h i e v e d  t h e r e  i s  o n e
i m p o r t a n t  w o r d :  ' h o w ' ?  I n  a  c o n t i n u o u s l y  c h a n g i n g  w o r l d ,  c o m p a n i e s  i n c r e a s i n g l y  s e e k  t o
a c c o m p l i s h  t h e i r  m o s t  v i t a l  g o a l s  b y  a d o p t i n g  s o m e  n e w e r  d e v e l o p m e n t  t e c h n i q u e s .  P r o d u c i n g
a n d  s u s t a i n i n g  o n  s u c h  t e c h n i q u e s  i s  ' h o w '  t h a t  m a k e s  a l l  t h e  d i f f e r e n c e .  T h e s e  n e w e r  d e v e l o p m e n t
t e c h n i q u e s  a r e  b a s e d  o n  t h e  t o p  q u a l i t y  s y s t e m s  w h i c h  h a v e  o u t s t a n d i n g  a n d  p r o v e n  r a t i o n a l
q u a l i t i e s .  I n  t h i s  p a p e r,  t h e  a u t h o r  d i s c u s s e s  v a r i o u s  c o n c u r r e n t  p h a s e s  o f  A P Q P  i n  t h e  d e v e l o p m e n t
o f  a  p r o d u c t  w h i c h  s h o w s  h o w  t h e  g o a l s  o f  A P Q P  i n  i n d u s t r i e s  c a n  b e  a c h i e v e d  a n d  s u r p a s s e d
t h r o u g h  t h e  c o m p l i m e n t a r y  u s a g e  o f  t h i s  a p p r o a c h .
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s  t he  compet i t ion  con t i nues  to  ge t  toughe r,

organizat ions worldwide are under cont inuing

pressure to control costs, maintain high level of

qua l i ty  and meet

cus tomer  expe -

ctation in a defined

time (Pandey et al.

2000). Many authors

argue for improved

integrated product

and process deve-

lopmen t  ( I P PD)

m e t h o d o l o g i e s .

Olson et al. (2001),

discussed the pa-

ttern of coopera-

tion required bet-

ween the functional

g roups  o f  R&D ,

m a r k e t i n g  and

operat ions dur ing

various project phases. These authors found that a high

level of cooperation between the functional groups was a

critical factor that was related to project success for high

leve l s  o f  innova -

tion. This finding is

suppor ted  by

Ancona and Cald-

we l l  (1990)  and

Anderson (1998),

who  no ted  t ha t

when technologies

are challenging and

t ime  to  ma r ke t

becomes  even

more  impor t an t ,

deeper and more

i n tens i ve  c ros s

f unc t iona l  i n t e -

gration is required.

Th i s  paper  dea l s

with such a brilliant
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technique ‘APQP’ by the application of which high quality

products with high productivity can be produce during

p roduc t ion .  APQP  i s  desc r ibed  a s  a  ph i l o sophy ,

methodology and breakthrough strategy for developing

the products in an organization. The purpose of APQP is

to produce a product quality plan which wil l suppor t

development of a product or service that will satisfy the

customer (Wang, 2009).  APQP is a process developed in

the late 1980s by a commission of exper ts gathered from

the big three US automobile manufacturers: Ford, GM and

Chrysler (Driva, 1997). This commission invested five years

to analyze the automotive development and production

status in the US, Europe and especially in Japan. At that

time, the success of the Japanese automotive companies

was star ting to be remarkable in the US market. APQP was

formulated to ensure that product quality is maintained

and customer requirements are met (Carbone, 2005). APQP

also helps in standardizing procedures and repor t ing

formats across new product projects. The methods and

tools of APQP make good business sense. The quality

standards have been widely adopted and used in many

industries.

Phases of APQP

Organizations structure the APQP process according to

their needs, but past history within an organization also

impac t s  on  t he  ex i s t i ng  p roduc t  deve lopmen t

methodology.  However,  methods such as  APQP are

required in order to facilitate the flow of information across

the organization, within projects, and from project to

project ,  whi le at  the same t ime reducing paperwork

Ghalayini and Noble (1996). Griffin and Page (1996) points

out that the power of APQP is better estimating during

pro jec t  p l ann ing  by  i n teg ra t i ng  a l l  o f  the  requ i red

development information early, rather than redesigning and

reworking the new product during manufacturing. APQP is

intended to ensure that both the planning and the reviews

of the project information are done in accordance with

quality standards and the project objectives (Bobrek and

Sokovic, 2005). APQP consists of five phases (Figure 1).

In this section, it is explained how the APQP methodology

is integrated as a development methodology within an

organization for developing a new product. The goal of

APQP is to facilitate communication between all persons

and activities involved in a program and ensure that all

required steps are completed on time, with a high quality-

of-event, at acceptable cost and quality levels.

Phase I (Plan and Define Programme)

Determining the customer needs and expectations is the

first and the most impor tant step of any APQP project

because understanding of customer expectations forms

the backbone of the project and makes the job easier

during development. The team for an APQP project is a

mu l t id i sc ip l i na ry  team.  E f fec t i ve  APQP requ i res  the

involvement of more than just one depar tment. The team

includes representative from engineering, manufacturing,

material control, quality control, sales, field service, supplier

and customer as appropriate. During the selection of the

project team leader who is responsible for overseeing the

APQP project, it is always advantageous to rotate the team

leader during the APQP cycle. Feasibi l i ty study of the

proposed project is made by reviewing the design and

manufacturing requirements, and their availabil ity in the

organization. Cost, timing and constraints are also given

consideration during feasibility review. Based on the type

of the product, its complexity and customer expectations,

a time plan is prepared which consists of the list of tasks,

assignments and other events. To facilitate status repor ting,

each event is provided with a ‘star t’ and a ‘completion’

date.

The inputs to first phase of APQP are voice of customer,

ma r ke t  r e sea rch ,  h i s to r i c a l  wa r r an t y  and  qua l i t y

r equ i r emen t ,  pa s t  expe r i ences ,  p roduc t /p roces s

benchmark data, product rel iabi l i ty studies and other

customer inputs. Based on these inputs, the outputs of

this phase are design goals, reliability and quality goals,

bill of material, l ist of special product characteristics. In an

APQP project it is essential to do all work with the customer

(final user) in mind. The inputs and outputs applicable to

every par ticular project may var y.
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Phase II (Product Design and Development)

The APQP team considers all design factors to ensure that

the final product satisfies “voice of the customer.” Some

times the required product designs/drawings are provided

by the customer itself but yet supplier has to check the

feasibility of those designs/drawings according to existing

equipments and the manufacturing process to be used.

The designs of other necessary equipment like jigs and

f i x t u re s ,  i n spec t ion  gauges  and  o the r  neces sa r y

equipments are also prepared. After the planning and

development of design/drawings, the team conducts a

Design Failure Mode and Effect Analysis (DFMEA) study

which indicates various modes in which a design can fail

and the effects of failures on the final assembly.

The inputs to this phase are the outputs of the first phase

i.e. plan and define program. The outputs of this phase are

the DFMEA , design reviews, engineering drawings, material

specifications etc.

Phase III (Process Design and Development)

Designing of manufacturing process consist of sequencing

of various operations required in the manufacturing of the

requ i red product  (Ha r t ,  1993) .  A f te r  f i na l i z ing  the

sequence of  manufactur ing process  a  P rocess  F low

Diagram (PFD)  is prepared and then a Process Failure Mode

and Effect Analysis (PFMEA)  is carried out which checks

the feasibil ity of the planned and designed process. A

shop floor layout for the process is prepared keeping in

mind the existing layout of the shop floor.  The inspection

equipment for a l l  operat ion stages are designed and

developed. The inspection equipments are corresponding

to the dimension/ shape which is being produced at that

stage. A proper Measurement System Analys is (MSA)

which includes the gauge R and R (Repeatabi l i ty and

Reproducibility) is conducted. The purpose of gauge R

and R study is to ensure that the measurement system is

statistically sound. Gauge R and R study determine how

much of the process variation is due to the measurement

system variation. Simultaneously the working of the existing

as well as the new equipments is checked by conducting

various trials. A proper process capability study is carried

out by conducting tr ials on manufacturing equipments

which tells about the variations in the process. All the

observations like the process descriptions, key product

characteristics, inspection equipment and checking aids,

process capability index, frequency of inspection, process

audit method and frequency are enclosed in a single char t.

This char t is known as control plan which is one of the

very impor tant outputs of the APQP project. This control

plan is displayed on every work station for the convenience

of the worker and engineers.

The inputs to this phase are the outputs of the second

phase i.e. product design and development. The output

of this phase are process drawings, PFD, shop floor layout,

PFMEA , control plan, process work instr uctions, MSA ,

process capability plan and packaging standards.

Phase IV (Product and Process Validation)

During this phase the manufacturing process is validated

by means of an evaluation trial run. The trial run is named as

Production Par t Approval Process (PPAP). It consists of

continuous production of about 300 nos. of par ts on the

same equipments and by the same operators who will

produce the par ts during upcoming production period.

The number of par ts can vary depending upon the type

and volume of the par ts. The APQP team verifies that the

control plan and process flow char t are being followed

and the product meet the customer requirements. These

300 par ts are sent to the customer for approval along with

the documents listed as follows:

• Design records(Drawings)

• Engineering change note

• DFMEA

• PFMEA

• PFD

• Control plan

• MSA

• Material test repor ts

• Appearance approval repor t

• Checking aids

• Par t submission war rant etc.
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Figure 1- Five Phases of APQP

The input to this phase is the output of the third phase

and the outputs are the PPAP par ts and documents.

Phase V (Feedback, Assessment and Corrective

Action)

Dur ing th is  phase the opt ima l  so lut ion for  reducing

var iat ions or mean is determined and confirmed. The

objectives of this phase are:

• To confirm the key process variation

• To test for improvement in centering

• To use of brainstorming and action workout

• To process optimization and confirmation

experiments, and

• To enhance delivery and service per formance.

This phase helps to identify and quantify the key process

variables and their influence on Critical to Quality (CTQ)

factors. The step may involve the use of a var iety of

statistical methods and tools to determine high priority

attrition variables and need to develop and/or redesign

functions that impar t product performance and success.

All the described phases of APQP are the simultaneous

phases as shown in (Figure1). These phase need not to be

star ted af ter completion of the previous phase. However

the ending of the subsequent phase depends upon the

ending of the previous phase.

Conclusion

APQP tools and methodology have evolved utilizing various

domains associa ted wi th product  development and

process improvement. The evolution of APQP parallels the

evolution of quality methods. It provides a comprehensive

and flexible system for maximizing business success. It is

like sowing good quality seeds for better tomorrow.   It

has been considered as a revolut ionary approach to

product and process improvement. This paper il lustrates

the key ingredients of APQP methodology. Use of this

approach wi l l  make product ion e f fect ive and more

productive with less effor t and less rejection. Companies

that wish to accelerate development of their own quality

program can util ize the evolutionary phases explained in

this paper to understand their current level of evolution

and to implement focused actions that can quickly move
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Figure 2 - APQP - A Ladder of Success

them past thei r  compet i t ion.  The APQP performance
measurement i s  focused on the customer need and
satisfaction. The author also proposes the APQP system as
a ladder to success (Figure 2). Integrating the ladder of
success with the proper performance measure can initiate
new knowledge which will contribute to the improvement
of an industry. The fur ther study of APQP per formance
measurement in conjunction with the different quality tools
is recommended.
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t has been observed that the oppor tunit ies avai lable

in India, i f  can be duly ut i l ized, may lead to creat ion

of  ample scope for Venture Capita l  F inancing (VCF).

The demonst ra t ion ef fect  about  VCF requi res  to be

proper ly communicated to the potent ia l  entrepreneurs

by various inst itut ional complementarit ies in the country.

Such  e f f ec t  no t  on l y  ca l l s  fo r

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

other successfu l  VCF promoting

coun t r i e s  bu t  a l so  c rea t i ng  an

environment of diffusion of social

a n d  h u m a n  c a p i t a l .  I n d i a  h a s

enough potent ia l  for creat ion of

h u m a n  c a p i t a l .  T h e  r o l e  o f

inst i tut ional  complementar i t ies is

to organ ize and implement  the

va r ious  f ac to r s  i n f l uenc ing  the

deve lopment  o f  human cap i ta l

per  se .  However,  in  Ind ia ,  i t  i s

bas ica l l y  the creat ion of  soc ia l

cap i ta l ,  wh ich  requ i res  prudent  cons idera t ion .  The

secur i ty of investment must be protected by way of

mutual  dependence between the demand and supply
s ide. Role of NGOs cannot be ignored in creat ion of

social capital .  An intervention from Government of India
through its var ious machineries is a must for creat ion of

social capital .  I t  is  only when the
h u m a n ,  s o c i a l  a n d  f i n a n c i a l

capita l  meet together,  a condu-
cive atmosphere for VCF in the

country shal l  emerge.

I t  i s  w o r t h y  t o  r e i t e r a t e  t h a t
e f f e c t i v e n e s s  o f  c o m m e r c i a l

banks in th is  context is  l imi ted
because  o f  the  f ac t  tha t  they

cannot come out of the system
o f  t r a d i t i o n a l  l o a n  f i n a n c i n g

based on col la tera l .  An ent re-

p r e n e u r  h a v i n g  a  t e c h n o l o g y
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back up, wi l l ing to star t up own enterpr ise usual ly does

no t  h a ve  co l l a t e r a l  t o  ge t  f i n anc i a l  s uppo r t  f r om

commerc i a l  banks .  Unde r  t he  s i t ua t ion  fo r  va r ious

posi t ive reasons as referred to in above, the business

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

entrepreneurs.  At the same t ime the commercia l  banks

are not empowered through var ious statutes af fect ing

them to hold contro l lable volume of equi t ies in the

enterpr ises f inanced by them to have survei l lance and

control on them. This is one of the reasons to comment

that the scope of the commercia l  banks in the state to

invest in enterpr ises is  l imi ted. Banks are a l lowed to

extend loans to industr ia l  f i rms, but they cannot hold

control l ing amounts of equity in investee enterpr ises.

This v iew has been upheld in a study on banking and

venture capita l  in USA , (Pozdena 19901 ).

Conceptual Framework

The t radit ional  pecking order theory suggests that the

f i n a n c i n g  s o u r c e  o f  c h o i c e  i s  e a r n i n g s  r e t e n t i o n ,

fol lowed by external  debt.  External  equity is  the last

resor t .  Th i s  t r ad i t iona l  approach can ,  however,  be

confronted by the excessive demand for external equity,

especia l ly for star t-ups. This demand can be expla ined

by the absence of interest costs on the one hand, and

f ixed payback obl igat ions on the other.  Indeed, even

i f ,  as shown by a number of surveys,  desi red return on

seed and ear ly stage investments are excessive, vary ing

from 25 percent to around 80 percent, one should keep

in mind that these rates depend on expected revenues

and do not const i tute actual  interest payments.

The business angel 's  stake in the company wi l l  depend

on the perceived wor th of the company and the amount

of capita l  that she/he wants to disburse. The owners '

p r e f e r ence  fo r  bu s i ne s s  a nge l  f i n anc i ng  i s  hence

comprehensible to:

⇒ no f ixed f inancia l  expenses have to be foreseen

in the business plan

⇒ a smar t  par tnership between the business angel

and the entrepreneur might lead to higher future

net  va lue of  the company as  both par t ies  a re

involved and committed

⇒ the business angel  f inancing might open doors

to second round venture capita l  or to class ica l

debt f inancing

The re fo re ,  desp i te  t he  non-ex i s tence  o f  emp i r i ca l

ev idence l i n ked to  bus iness  ange l  f i nanc ing  i n  the

matter,  we might  assume that  the t radi t iona l  f inance

peck ing  order  seems to  be reversed fo r  s ta r t -ups ,

e spec i a l l y  f o r  h i gh - t ech  s t a r t - ups .  Bu s i ne s s  ange l

f inancing, in th is sense, can no longer be considered

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

(Aernoudt and Er ikson, 2002; European Commiss ion,

2002).

Indeed real  entrepreneurs consider that not a l l  money

is the same. They take into account several cr iter ia when

they are consider ing di f ferent sources of f inance for

thei r  ventures.  To achieve a successfu l  and prof i table

bus iness development i t  i s  necessary to ensure that

the r ight  type of  money i s  matched to the rea l  r i sk

i nvo l ved .  Fo r  a  s t a r t -up ,  w i th  no  i ncome un t i l  t he

product is fu l ly developed and the f i rst  sa les are made,

debt f inance is rarely the best source of external f inance.

Debt f inance is  usual ly secured on assets.  The longer

or the more uncer ta in the exi t  per iod, the higher the

col latera l  required. Moreover,  the r isk ier  the project ,

the h igher the ant ic ipated reward that  is  needed to

at t ract  investors .  As bus iness angels  focus more on

the ' jockey '  than on the 'horse '  (Harr ison and Mason,

2002),  we can assume that business angels can be the

real  entrepreneurs '  best choice.

Risk-Return Relationship

While the pecking order focuses on the demand s ide,

the r isk-return re lat ionship concerns the supply s ide.

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

persistent decline of the share of early stage investment.
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Even in the way venture capita l is ts evaluate projects,

they do not di f fer f rom banks.  The class ical  discounted

c a s h - f l o w  m e t h o d ,  t o g e t h e r  w i t h  t h e  u s e  o f

comparables is by far the most used evaluat ion method

(Babson Col lege, 1999).

More academic methods such as  the opt ion-based

approach or the residual approach are hardly ever used.

These convent ional apprais ing methods do imply a bias

towards projects character ized by a stable cash-f low

project ion in the shor t  r un.  Star t-up companies and

projects with a long incubat ion per iod and a huge rate

are therefore less at t ract ive to the venture capita l i s t

(Amit et a l . ,  1998).

The fact  tha t  most  venture cap i ta l i s t s  perce ive and

appra i se  pro jec ts  th rough the  bankers '  eyes  i s  not

surpr is ing.  Most of the fund managers are ex-bankers

making a career move towards venture capita l  funds,

of ten being par t  of the banking group. Moreover,  in

I nd ia ,  i n  con t r a s t  to  the  US ,  banke r s  a re  the  mos t

impor tant source of f inance of the r isk capita l  sector.

In Nor th Amer ica,  venture capita l  is  ra ised f rom funds

w i t h  l o n g e r  i n v e s t m e n t  h o r i z o n s ,  m a i n l y  f r o m

i n s t i t u t i ona l  i n ve s to r s  s uch  a s  pub l i c  a nd  p r i v a t e

pens ion funds and insurance companies ra ther  than

banks,  which tend to be the largest investors in Europe

(OECD, 2000; Botazzi ,  2004).

These fac tors  exp la in  why the r i s k  cap i ta l i s t s '  v iew

d i f fe r s  on l y  s l i gh t l y  f rom a  bank ing  approach .  Th i s

bankers '  v iew is conf i rmed when we have a closer look

at the number of SMEs at star t-up and seed stage that

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

involved. We obtain an unsett l ing real i ty. In Europe, only

one - f i f t h  o f  a l l  r i s k  c ap i t a l  w i t h i n  t he  EU  goes  to

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

development.

I t  is  rea l ly stunning as to why venture capita l is ts have

such a not iceable preference for  MBOs and mature

companies.  Investors should conform to the por t fol io

theory  by  spread ing  the i r  asse ts  over  the  d i f fe rent

stages of the companies instead of concentrat ing on

the big deals .  The problem can be tack led by apply ing

agency theor y to the venture capita l  sector.  Investors,

and especial ly inst i tut ional investors, are rarely involved

in the dai ly management of the fund. The fund manager

is  rewarded on bas is of the carr ied interest pr inciple

and therefore prefers large, not labour intens ive, deals

with shor t-ter m exi t  oppor tuni t ies.  Consequent ly,  the

in ject ion of publ ic or pr ivate money into the market is

not  l i ke ly  to  so lve  the prob lem of  shor tage of  r i s k

capital for star t-up and small amounts investments: quite

the reverse in fact .

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

showed the posi t ive impact of the fund's scale on the

investment retur n for the managing par tners in US. As

the fund size increased, the attract ion of invest ing smal l

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

dimin ished (Murray,  1999).  Indeed, the cost  of  due

di l igence, audit  and monitor ing is  not re lated to the

s ize of the investment.  Therefore,  smal l  projects are

less  in teres t ing for  venture capi ta l .  Hence,  i t  i s  not

surpr is ing that seed investments are not the pr iv i leged

customers of venture capita l  funds. Thus,  the success

of the overal l r isk capital market implies that seed capital

becomes a less and less at t ract ive opt ion.

This theoret ica l  approach is conf i rmed when we look

at the markets .  Al though in India,  for instance, studies

have concluded that Indian SMEs are faced with huge

p rob lems  i n  t he i r  s eed ,  s t a r t - up  and  f a s t  g rowth

phases.  In the s low growth and development phase,

t h e r e  i s  n o  l o n g e r  a n  e q u i t y  g a p  p r o b l e m .

Cor respondingly,  the IVCA stated in i ts  annual  repor t

o n  t h e  f i n a n c i n g  o f  s m a l l  f i r m s  t h a t  i t  b e c o m e s

increas ingly di f f icul t  for SMEs to gain access to smal ler

amounts  o f  f i nanc ing .  A l though  we can  ag ree  tha t

provis ion of equity f inance should be suff ic ient to meet

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

f i nanc ing  fo r  ( sma l l )  s t a r te r s  and fas t  ( techno logy)

growers as the supply of r isk capita l  is  main ly or iented

towards the less r isky segment of the market .  Perhaps

business angels can par t ly f i l l  the 'smal l  equity gap, '  as

they are more focused on smal l  amounts .  However,
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p r e l i m i n a r y  r e s e a r c h  s e e m s  t o  s h o w  a  p o s i t i v e

correlat ion between high performance and the s ize of

the investment  for  both in forma l  and forma l  capi ta l

(Mason, 1999).  This leads us to the i ronic f indings that

the more the venture capita l  market is  booming; the

mo re  d i f f i c u l t  i t  i s  t o  ob t a i n  s t a r t - up  r i s k  c ap i t a l

(Aernoudt,  2005).

O n  t h e  o t h e r  h a n d ,  t h e  m a r k e t  d o e s  n o t  a l w a y s

funct ion  a t  the  lower  end.  Th i s  demand and supply

ana l ys i s  a l lows us  to  exp la in  why  the  marke t  does

not  funct ion ,  espec ia l l y  a t  the  lower  end,  i .e .  s ta r t -

u p  a n d  e a r l y  f i n a n c i n g .  I r o n i c a l l y ,  i n  t h e  m a r k e t

segment  where  suppl ie r s  a re  not  in te res ted because

of  h igh costs  and low returns ,  ent repreneurs  are more

recept ive  to  ex te rna l  f i nance .  In  the  g rowth phase ,

where  ventu re  cap i ta l i s t s  become more in te res ted in

inves t ing  in  the  company ,  compan ies '  en thus iasm for

ex te rna l  f i nance d im in i shes .  Th i s  rea l  cos t  approach

can he lp us  in  t r y ing  to  unders tand the  paradox .  The

d i f fe ren t  e lements  put  together  can  g raph ica l l y  be

i l l us t ra ted in  F igu re  1 :

The interest for r isk capita l  is  larger in the seed and

star t-up phase than for the later stage. Control  is  fe l t  as

less of an impediment to venture capita l  investment in

the s ta r t -up than in  a  more advanced deve lopment

stage and the benef i ts f rom management ass istance are

considered impor tant .  For the same reasons, demand

for  r i sk  capi ta l  decreases wi th  the evolut ion of  the

company. On the supply s ide of the market ,  we see

the opposi te.  Venture capita l is ts t r y to avoid the r isks

and prefer big,  less labour intens ive,  deals rather than

the r isk ier  phases.

Therefore, seed and star t-up investments st i l l  encounter

huge problems in f inding venture capita l .  They are in a

se l l e r s '  ma r ke t  ( a4b ) .  T he  f ew  ven t u r e  c ap i t a l i s t s

ope ra t i ng  i n  t h i s  segmen t  o f  t he  ma r ke t  u se  t he i r

pos i t i on  a s  an  o l i gopo l y  to  r eques t  h i ghe r  r e t u r n

premium and apply st r ingent ru les.  A survey indicates

t h a t  t h e  d e s i r e d  r e t u r n  o n  s e e d  i n v e s t m e n t s  i s

est imated at 100 percent (Leleux, 2000) and that they

are very severe in the select ion and due di l igence (only

one out of hundred proposals is  reta ined).

Figure 1 - Supply and Demand for Risk Capital according to

 Enterprise’s Development Stage
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On the  o the r  hand ,  as  ven tu re  cap i t a l  ma rke t s  a re

booming and fundrais ing is easy, venture capita l is ts are

'desperate ly '  look ing for  projects to invest  in  at  the

expansion phase. In the expansion phase (four th round

f inanc ing) ,  on ly  a  few compan ies  a re  in te res ted in

opening thei r  capita l  to venture capita l  funds. Given

that most of these companies do generate cash f low,

and conform with the empir ica l ly conf i rmed pecking

order  theory ,  compan ies  i n  the i r  expand ing  phase

prefer sel f- f inancing and credit f inancing to r isk capita l .

R isk capita l is ts and fund managers,  sel lers of money,

p re fe r  t hese  expans ion  i nves tmen t s  and  g i ven  the

b u y e r s '  m a r k e t  ( c 4 d )  t h e y  h a v e  t o  r e d u c e  t h e i r

condit ions.  I f  venture capita l is ts want to f ind projects,

they wi l l  have to accept a lower desi red return and

adopt an investment st rategy that impl ies less control

on the dai ly management. Therefore, not only the lower

r isks posi t ion, but a lso the bargain ing posi t ion makes

i t  e a s i e r  f o r  a  c o m p a n y  t o  o b t a i n  r i s k  c a p i t a l  a t

appropr iate condit ions for expansion f inancing. In th is

sense, the internet bubble could lead to more real is t ic

expecta t ions  both  fo r  ven tu re  cap i ta l i s t s  ( fo r  the i r

desired return) and for entrepreneurs (for their valuation

expectations) and have a posit ive impact on the venture

capita l  market for the years to come.

Never theless,  i t  i s  s t i l l  only in the ( late) ear ly stage that

entrepreneurs and venture capita l is ts can conclude a

deal  at  compet i t ive market condit ions.  R isk capita l is ts

F igure 1. Supply and demand for r isk capita l  according

to enterpr ise 's  development stage should in th is not

try to exploi t  the informat ion asymmetry problem and

rea l  ent repreneurs  shou ld seek  to benef i t  f rom the

oppor tun i t ies  of fered by the venture capi ta l  market

rather than ci t ing loss of control  as the reason for thei r

unwil l ingness to open their capital to external investors.

One could of course argue that the lower expected

r e t u r n  o n l y  r e f l e c t s  t h e  l o w e r  r i s k  l i n k e d  t o  t h e

development stage of the company. However,  the ver y

h igh  d i f f e rences  cannot  on l y  be  exp la i ned by  the

class ica l  r isk premium theory.  The market st ructure and

the accuracy of the informat ion asymmetry are other

elements to be taken into account. Desired return might

corre late more with the bargain ing posi t ion than with

the r isk posi t ion of the investor.  Empir ica l  research on

this f ie ld is  l imi ted; Table 1 might c lar i f y th is  posi t ion.

Therefore, a l though entrepreneurs are equity minded

i n  t h e i r  s t a r t - u p  p h a s e ,  t h e y  a r e  f a c e d  w i t h  b i g

di f f icul t ies in obta in ing r isk f inancing under acceptable

c o n d i t i o n s .  C o n s e q u e n t l y ,  o n l y  o n e  o u t  o f  t h r e e

thousand star ters in Europe conclude a star t-up deal

with a venture capita l is t ,  whi ls t  one out of ten could

be considered as a potent ia l  venture capita l  backed

company (Bannock ,  2001) .  Th i s  conf i rms our  i ron ic

conclus ion that a booming market can coincide with

huge di f f icul ty of access to f inance for star ters .

This approach a l lows us to understand why a big share

of the venture capita l  market is  or iented towards MBO

f i n anc i ng .  E n t r ep reneu r s  h a ve  no  cho i ce  a s  bo th

col latera l  and sel f- f inancing are miss ing. Suppl iers have

(almost) no r isk as the track record is proven and try to

real ize a h igh return based on a good deal  st ructure.

Measures to stimulate Business Angels

I t  is clear that despite the capital abundance, the market

does not funct ion at the lower end and that business

angels might be best placed to f i l l  the smal l  and second

equity gap.

However,  as business angels are ver y di f ferent in thei r

percept ion and funct ion ing f rom formal  investors ,  i t

does  no t  make  sense  to  t r y  to  ex t r apo la te  po l i cy

measures used to st imulate formal venture capita l ,  such

as in ject ing money into the markets through fund of

funds or through guarantee schemes to business angels

(Aernoudt,  1999).  St imulat ion of the use of informal

capita l  in order to faci l i tate access to funds or money

for enterpr ises needs a di f ferent approach.

Government should focus on the tax and regu la t ive

aspects.  Al l  administ rat ive,  tax and other regulat ions

imped ing  the  deve lopment  o f  i n fo rma l  r i s k  cap i t a l

should be removed. However,  in order to secure both,
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Table 1 - Enterprise’s Development Stage and Investors’ desired Return

Development Stage Seed Start-up Early Stage Expansion Mature

Desired return 80 – 100% 40 –70% 30 – 40% 25 –30% 20%

Market structure mono/ ol igopoly competit ion ol igopsony mono/

ol igopoly ol igopsony

Risk level very high rather high normal l imited very l imited

Source: Aernoudt, R (2005); “Executive Forum: Seven Ways to Stimulate Business Angels’

Investments”, Venture Capital, Vol. 7, No. 4, 359 – 371.

suf f ic ient avai labi l i ty of funds and maximum spread of

r i sk  for  the investor,  new ways should be examined

such as st imulat ing syndicat ion and, even, publ ic co-

investment schemes.

The main problem however remains lack of informat ion

and awareness,  both f rom the s ide of the entrepreneur

and the s ide of the business angel .  Indeed, di f ferent

economic studies show that markets, including f inancial

markets ,  can never work ef f ic ient ly as there is  a lways

a n  i n f o r m a t i o n  g a p .  O n e  m i g h t  a s s u m e  t h a t  t h i s

informat ion gap is par t icular ly not iceable in the f ie ld of

bus iness  ange l  f i nanc ing .  A l though the  prob lem of

information asymmetry as such can never be completely

so lved ,  d i f fe ren t  techn iques  can  enhance a  bet te r

mutual  understanding between the di f ferent par tners.

Di f ferent ways of increas ing knowledge and awareness

amongst  ent repreneurs ,  bus iness  ange ls  and publ ic

author i t ies must be explored.

In th is  context ,  a  number of  measures can be taken

such as  increas ing investment  readiness ,  s t imu la t ing

potentia l  through big companies, reveal ing the business

angel vocat ion, sett ing up and increasing the eff ic iency

of networks and encouraging f inanciers to work more

closely together.  Let us have a look at each of these

app roaches ,  wh i ch ,  o f  cou r se ,  s hou ld  be  se t  up

s imul taneous ly .

En t repreneurs ,  espec ia l l y  those runn ing  ente rpr i ses

with growth potential and who are wil l ing to grow, need

greater understanding of venture capita l  and specia l is t

advice on how to structure business plans to secure

external  equity f inance. There is  ev idence that some

f i rms hold back f rom seeking external  f inance because

they are unsure about the pract ica l i t ies and worr ied

about  the  compl ica t ions  (DT I ,  2001) .  An empi r ica l

study carr ied out in Austra l ia conf i rmed that by making

new ven tu res  i nves to r - ready  the  bus iness - i nves to r

c o m m u n i t y  a v o i d s  a  s u b s t a n t i a l  w a s t e  o f  m o n e y

(Douglas,  2002).

We could speak of a gap in the market akin to the classic

equity gap: there is  an informat ion gap between the

demand for and supply of funding, due to the fact that

ent repreneurs  do not  fu l l y  unders tand the range of

f inancia l  opt ions.  There seems to be a cer ta in amount

of  luck involved in  the search for  funding.  F inanc ia l

inst i tut ions should help in f i l l ing th is  informat ion gap

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

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

appl ies to equity capita l  but a lso is relevant to al l  forms

of  f inances .  Going to a  bus iness  ange l  wi th  a  s tory

wr i t ten  as  a  p i tch  to  a  pub l ic  sector  deve lopment

agency is  the quickest way to be shown the exi t  door.

Therefore, par t  of what needs to be done is to br ing

entrepreneurs to a point where they recognize how to

tel l  the r ight story to the r ight investor at  the r ight t ime.

Management sk i l l s  and f inancing are abundant in most

la rge companies .  Th is  i s  exact ly  what  s ta r t -ups and

SMEs are most miss ing. A precondit ion for consider ing

large companies as the ideal  par tner for SMEs and as

the st imulus for regional  economies is  entrepreneur ia l

o r i e n t a t i o n  ( L u m p k i n ,  2 0 0 2 ) .  T h i s  e m b r a c e s  f i v e

dimens ions:  innovat iveness ,  pro-act iveness ,  compe-
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t i t ive aggress iveness ,  autonomy and a wi l l ingness to

take r isk .

T h e  ' r o a d  t o  c o r p o r a t e  e n t r e p r e n e u r s h i p '  i s  n o t ,

however, the same for al l  companies and more research

is needed on the inf luence of contextua l  factors on

t h e  l i n k  b e t w e e n  m a n a g e m e n t  i n s t r u m e n t s  a n d

entrepreneur ia l  or ientat ion.  Foster ing entrepreneur ia l

or ientat ion in large corporat ions might have a signif icant

impact on the regional  economy, both direct ly by i ts

impact on thei r  own performance, and indirect ly by i ts

enhanced suppor t for SMEs.

Whi le most of the researches in India are based on the

impact of the entrepreneur ia l  or ientat ion of companies

on their own performances, l i t t le research is being done

on the l ink between entrepreneur ia l  or ientat ion and the

role that large companies could play in helping star t-

ups and SMEs. As hands-on management and f inancing

are the biggest obstacles for the development of SMEs,

here are some examples of  poss ib le involvement of

large companies in th is area.

Large companies should help to f i l l  the smal l  equi ty

gap. We should look for innovative ways to involve large

companies in th is  s tage of f inancing by encouraging

them to  pa r t i c ipa te  ac t i ve l y  i n  seed funds  and by

involv ing the i r  execut ives in  bus iness  ange l  act iv i ty .

Mos t  o f  t he  execu t i ve s  cou ld  i ndeed  be  seen  a s

fu l f i l l ing a l l  the character is t ics of a business angel  but

only a few systemat ica l ly invest in star t ing companies.

Perhaps we should f ind better ways of conver t ing these

vi rg in angels into act ive informal investors.

Beyond the direct impact of smar t money, we should

explore ways of br idging the gap between formal or

informal seed f inancing and venture capita l  f inancing.

A s  v e n t u r e  c a p i t a l  b e c o m e s  m o r e  a n d  m o r e  a n

e x p a n s i o n  p h a s e  f i n a n c i n g  a n d  M B O  b u s i n e s s  i n

Europe, with only a few seed funds lef t  we are faced

with an exit problem for the f i rst-round f inanciers. Seed

funds are not capable of fol lowing the second round,

and tradi t ional  venture capita l is ts  consider the r isk st i l l

too high at  th is  stage.

Corpora te  ven tu res  cou ld  pe rhaps  b r idge  th i s  gap

b y  s e t t i n g  u p  c o - i n v e s t m e n t  s c h e m e s  w i t h  s e e d

funds ,  e spec i a l l y  i n  sec to r s ,  wh ich  have  a  l i n k  w i th

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

i nves to r s  a l r eady  rep resen t  a round s i x  pe rcen t  o f

the  annua l  equ i ty  ra i sed in  the  ventu re  cap i ta l  marke t

(Aernoudt ,  2003) ,  bu t  the re  may  be innova t i ve  ways

o f  t r y i ng  to  s t imu l a te  l a rge  compan ies  to  i nves t  i n

second- round f i nanc ing ,  r a the r  t han  i nves t i ng  i n  an

M B O - d o m i n a t e d  m a r k e t .  C o n v e r t i n g  c o r p o r a t e

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

hands -on  management ,  r a the r  t han  l eav ing  them in

t h e i r  r o l e  a s  ' f o l l o w e r s '  t o  t h e  l e a d i n g  v e n t u r e

c a p i t a l i s t ,  c a n  o n l y  a c h i e v e  t h i s .  R e c e n t  m a r k e t

evo lu t ions  m igh t  he lp  th i s  conve r s ion .

Mak i ng  l a r ge  compan ies  more  en t rep reneu r i a l  and

t r a n s l a t i n g  t h i s  i n t o  a c c u r a t e  f i n a n c i n g  f o r  S M E s

shou ld be the rea l  ob ject i ve  o f  corpora te  ventu r ing .

M a k i n g  l a r g e  c o m p a n i e s  m o r e  e n t r e p r e n e u r i a l l y

or ien ted shou ld a t  the  same t ime be one of  the  bes t

ways  o f  i nvo lv ing  them in  the  supp ly  o f  p remises ,

not  as  sponsors  but  as  pa r tners .  The pr i va te  sector

tends  to  undersupply  premises  fo r  SMEs  g iven tha t

ren ts  a re  h igher  fo r  re ta i l  and res ident i a l  uses .  Thus

the publ ic sector of ten gets involved in par t- f inancing

bus iness  incubators ,  sc ience parks ,  o f f ice  parks  o r

indust r ia l  es ta tes .  Incubators  have indeed deve loped

v e r y  q u i c k l y  i n  E u r o p e  b u t  h a v e  b e e n  l a r g e l y

in teg ra ted in to  a  non-prof i t  cu l tu re .  The i r  a im i s  to

c o n t r i b u t e  t o  r e g i o n a l  o r  l o c a l  d e v e l o p m e n t

(Aernoudt ,  2004) .  These f i r s t -genera t ion  incubators

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

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

compan ies ,  wh ich  ensure  the  most  added va lue  and

jobs .  I ncuba to r s  f ocu sed  on  sp i n -o f f s  a r e  i n  t h i s

s e n s e  c r u c i a l .  L a r g e  c o m p a n i e s  c o u l d  e a s i l y  b e

invo lved in  the  f i nanc ing  o f  both  s t ruc tu res  as  the

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

retu rn  approach wh i l s t  sp in -o f f  i ncubators  m igh t  f i t

i n to  t he i r  new en t r ep reneu r i a l  o r i en t a t i on .  I n  t h i s

c o n t e x t  i n c u b a t o r s  s h o u l d  d e v e l o p  l i n k s  w i t h

bus iness  ange l s  and bus iness  ange l  ne tworks .
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Business Angel Networks

One of the best ways to br idge the informat ion gap

be tween  bus i nes s  ange l s  and  en t rep reneu r s  i s  by

sett ing up business angel networks.  The business angel

networks form a plat form where SMEs and bus iness

angels can make contact .  Th is  plat form can funct ion

through the internet ,  magazines or organiz ing fora.  The

networks g ive SMEs access to a new source of f inance

alongside bank f inancing and r isk capita l .  The obstacle

for the development of informal investment, apar t f rom

the crucia l  f isca l  and regulat ive envi ronment,  is  indeed

the lack of good and wel l -presented projects.  I f  there

is any market fa i lure,  beside the speci f ic issue of the

bus iness angel  academy, i t  i s  on the investees '  s ide

and hence, on how to f ind (not to select) the potent ia l

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

presentat ion, both wr i t ten and ora l ,  of thei r  projects ,

and have to be brought  in to contact  wi th bus iness

angels who might be interested in thei r  projects.  An

exper ience in the UK and in The Nether lands showed

that this market fai lure could remedied simply and easi ly

by means of a 'dat ing agency'  model and has led to the

establ ishments of networks a l l  over Europe.

Evaluat ion showed that the scale of the network,  the

regional  scale of the operat ion, the qual i ty of staf f ,  the

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

complementar y act iv i t ies and the long term suppor t

f rom the stakeholders are considered as the success

factors for a sustainable business angel network (Mason

and Harr ison, 1996).

Syndication

Co-investment amongst business angels has not been

extens ively studied by academic research.  Kel ly  and

Hay (1996)  look a t  r i s k  reduc ing s t ra teg ies  o f  so lo

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

between the characterist ics of the investor, the refer rals

and performance of the investment.  The same authors

in a later paper (2000) found that syndicat ion is  h igher

between the most experienced angels. Van Osnabrugge

(2000) presents s imi lar  resul ts f rom a study on ser ia l

a n d  n o n - s e r i a l  b u s i n e s s  a n g e l s .  S y n d i c a t i o n  i s

con s ide red  a s  a  veh i c l e  t o  acqu i r e  r i s k - r educ i ng

informat ion,  which is  poss ible through consol idat ing

the in format ion possessed by in formants ,  of ten co-

investors.  Therefore angels look for other indiv iduals

who could be co- investors and hence share the r isk

amongst  each other (Aram, 1989).  The r i sk  avers ion

character  of  the bus iness angel  thus determines the

pattern of co- investment.

Syndicat ion i s  an increas ing ly  re levant  phenomenon

with in business angel investment for severa l  reasons.

F i rs t  of a l l ,  the f inancia l  capabi l i t ies of solo business

ange l s  a r e  l im i t ed :  t he  med i an  i n ve s tmen t  s i ze  i s

est imated between  60000 and  100000 (however

ment only for India) -  and the shi f t  of venture capita l

funds towards larger deals is  creat ing a 'second' equity

gap.  Secondly,  i t  seems that syndicated groups invest

more in ear ly stage companies than solo investors (Kel ly

and Hay,  1996).  Th i rd ly,  syndicated investment wi th

exper ienced investors i s  one of  best  inst ruments to

learn the essent ia ls  of informal invest ing and hence to

act ivate latent business angel 's  capita l  (Aernoudt and

San Jose,  2005) .   In  th i s  sense,  the promot ion and

faci l i tat ion of business angels '  syndicat ion should be

high on the agenda of researchers and pol icy makers.

Co-investment Schemes

One of the main reasons to st imulate syndicat ion is  to

increase the f inancia l  capacit ies of the solo business

angel in order to a l low him or her to cope with the

second equi ty  gap.  In  addi t ion to syndicat ion,  one

might examine whether the government could intervene

by adding dumb publ ic money to the smar t business

angels '  money.  Both l ibera ls  and socia l i s ts  might  be

shocked for  d i f fe rent  reasons by the idea of  g iv ing

money to (r ich) business angels .  However,  one should

not  fo rge t  t ha t  no t  a l l  bus i ness  ange l s  have  deep

pockets and that the best way to avoid business angels

quitt ing the investment scene is to push them to spread

r isks.  Indeed, a lot o f business angels were obl iged to
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c o n t i n u e  t o  i n v e s t  i n  p r o j e c t s  w h e r e  t h e y  h a d

f i nanced the  f i r s t  round  a s  no  o the r  i n ves to r  was

ready to  take  over.  Th i s  led to  the  concent ra t ion  o f

f inanc ia l  means  in  on ly  a  few pro jects  and reduced

the spread of  the r i sk .  In  case some of  these pro jects

went  bank rupt ,  bus iness  ange l s  los t  a  lo t  o f  money

and some ceased the i r  i nves tor  ac t i v i t y .  One way o f

enab l i ng  bus i ne s s  ange l s  to  sp read  t he  r i s k  i s  by

deve lop i ng  co - i n ve s tmen t  s chemes  whe re  pub l i c

money i s  inves ted together  w i th  the  bus iness  ange l

inves tment  and cond i t ioned by the  bus iness  ange l ' s

dec i s ion  to  inves t .

Integrated Finance Approach

Integrated f inance is a concept that a ims to reduce the

cost of f inance for SMEs by pro-act ively analys ing the

l ike ly f inance needs in the performance of a business

plan or project .  I t  seeks to achieve condit ional  of fers

f rom di f ferent f inance providers against performance

mi lestones. A venture capita l is t  can therefore commit

h imsel f  in pr inciple to an investment at  a g iven point in

a  company ' s  deve lopment .  Th i s ,  i n  tu rn ,  may  o f fe r

comfor t to a business angel who is asked to provide

early stage capital. Fur ther analysis of expenditure needs

may  iden t i f y  r equ i remen t s  i n  p r i nc ip le  fo r  i n vo ice

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

development.

Th i s  p ro -ac t i ve  f i n anc i a l  mode l l i ng  concep t  ha s  a

number of advantages: i t  demonstrates a command of

f inancia l  requirements;  i t  secures a l l  the elements of

appropr iate f inance in one exercise; i t  should reduce

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

presents a strong image of the company, thus enhancing

i t s  p re s t i ge .  Imp lemen t i ng  such  an  i n te l l i gen t  and

analytical approach to funding SMEs is extremely diff icult

to achieve. I t  has not happened so far.  Banks and other

f inance providers want to protect their margins and their

so-cal led 'one-stop f inance'  is  often a misuse of the

term. A proper diagnosis of f inancia l  needs by product

is benef ic ia l  but a key element of integrated f inance

think ing is  compet i t ion between providers.

Many  banks  and  f i nance  p rov ide r s  a l r eady  o f fe r  a

complete range of products but offer them as a basket

of serv ices to customers in which some components

may not be compet i t ively pr iced. Hidden tar i f fs  such

as these increase costs undermine susta inabi l i ty  and

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

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

potent i a l  o f  i n teg ra ted f i nance i f  they  a re  robus t l y

prepared. A number of intervent ions have already been

tr ied. Companies present thei r  funding oppor tuni ty to

a number of act ive f inance providers including bankers,

venture capital ists, grant providers and business angels.

Epilogue

It is clear that the market does not function at the lower

end and that business angels are increasingly becoming

the first investor for star ting companies now that venture

capital ists are moving towards the later stage, with a

noticeable preference for MBOs, and towards bigger

deals. Therefore renewed public attention is needed for

the business angel phenomenon. This should not sanction

public init iatives to take over from the fai l ing market by

l aunch ing  expens i ve  subs idy  schemes ,  bu t  shou ld

encourage governments to look into innovative ways to

make the market work. In this context, coping with the

information asymmetry problem has been considered

crucial . Init iat ives aiming at st imulat ing the syndication

process ,  the investors '  readiness ,  the locat ion (and

revelation) of the potential business angel, the involvement

of  b ig  compan ies ,  the set t ing  up and mak ing more

e f f i c i en t  o f  t he  bu s i ne s s  a nge l  ne two r k s  a nd  t he

integration of f inancing resources can be considered as

the  bes t  va l ue  fo r  pub l i c  money  approach .  I f  co-

investment schemes are needed, the due diligence should

be done at business angel level without involvement of

the public f inanciers.

Key Words :  B u s i ne s s  Ange l s ,  Sma l l  Equ i t y  Gap ,

Ve n t u r e  C a p i t a l i s t ,  A n g e l  N e t w o r k ,

Entrepreneurs,  Seed Money.
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T h i s  p a p e r  d e a l s  w i t h  e s t i m a t i n g  t h e  r i s k  i n d e x  o f  a l l  p u b l i c  s e c t o r  b a n k s  t o g e t h e r  ( i n c l u d i n g  S B I
g r o u p )  e s t i m a t i n g  t h a t  o f  S B I  g r o u p  s e p a r a t e l y .  I n  t h e  c o n t e x t  o f  b a n k i n g ,  f r a m e w o r k  o f   r i s k
m a n a g e m e n t  b r o a d l y  c o v e r s  t h e  a r e a s  o f  i n t e r e s t  r a t e  r i s k ,  l i q u i d i t y  r i s k ,  e x c h a n g e  r i s k  a n d  c r e d i t
r i s k .  R e f o r m s  h a v e  o p e n e d  u p  n e w  a v e n u e s  f o r  I n d i a n  b a n k s  a l o n g  w i t h  n e w  c h a l l e n g e s .  U n d e r  a
p r o t e c t e d  e n v i r o n m e n t  f o r  y e a r s  I n d i a n  b a n k s  r e m a i n e d  u n c o n c e r n e d  a b o u t  r i s k  m a n a g e m e n t  b u t
n o w  t h i n g s  h a v e  c h a n g e d .  T h e  d e r e g u l a t i o n  o f  i n t e r e s t  r a t e s  a n d  e x c h a n g e  r a t e s  h a s  c h a n g e d  t h e
w a y  I n d i a n  b a n k e r s  h a v e  l o n g  b e e n  u s e d  t o  t h i n k i n g  a n d  a c t i n g .  A s s e s s m e n t  o f  r i s k  i s  o n e  o f  t h e  k e y
s t e p s  i n  t h e  o v e r a l l  r i s k  m a n a g e m e n t  p r o c e s s .  A  n u m b e r  o f  r i s k  a s s e s s m e n t  t e c h n i q u e s  h a v e  b e e n
d e v e l o p e d  w h i c h  t r y  t o  c a p t u r e  b o t h  q u a l i t a t i v e  a n d  q u a n t a t i v e  a s p e c t  o f  r i s k .  T h i s  p a p e r  u s e s  t h e
i n f o r m a t i o n  p r o v i d e d  f r o m  t h e  b a l a n c e  s h e e t  t o  a s s e s s  t h e  r i s k  o f  I n d i a n  p u b l i c  s e c t o r  b a n k s  b y
e x a m i n i n g  t h e  r e l a t i o n s h i p  i f  a n y  e x i s t s  b e t w e e n  r i s k  i n d e x ,  a s s e t  s i z e ,  c a p i t a l  a d e q u a c y  a n d  l i q u i d i t y .
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inancial sector reforms worldwide have resulted in sea

change in the des i red ro le ,  funct ions ,  operat ions

compet i t i ve -

ness, rules and regu-

lations and external

environment faced

by financial entities

and more  pa r t i -

cu l a r l y  i n  banks .

Bank ing  p r io r  to

80 ’ s  and bank ing

now,  p resen t s  a

per fec t  s tudy  o f

con t r a s t .  Yes te r -

day ’s  compuls ion

no more appears in

today ’ s  p r io r i t y.

What was impor tant

in those days has

los t  i t s  s ign i fance

today. The line of demarcation between banks and other

financial service institutions is slowly disappearing. Banks

a re  now mov ing

away from what is

known as their tra-

ditional business to

new service lines. In

this process they are

now exposed to

more risks.

Banks canalize funds

f rom ent i t ies  wi th

su rp lus  to  those

with a shor tage. This

i n t e r m e d i a t i o n

ac t i v i t y  o f  banks

exposes  them to

va r ious  r i s k s  by

default and not by
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design.  For instance whi le extending credi t  they are

au tomat ica l l y  exposed to  c red i t  r i s k  a s  a  resu l t  o f

deterioration in the financial position of the counterpar ty.

Similarly they are faced with market risk that include interest

rate risk, price risk, and foreign exchange risk which arise

out of differences in the timing of interest rate revision

between assets and liabilities or from changes in the prices

of securit ies or foreign exchange rates. They are also

exposed to l iqu id i ty  r i sk  emerg ing f rom mismatched

maturit ies of assets and l iabil it ies.  These specific risks

generate variability in bank’s cash flows a common definition

of risk in banking circles. Excessive risk taking and adverse

economic conditions are the key factors that lead to a bank’s

failure.

The price at which the banks mobilize and transfer funds

depends essentially on two parameters the time for which

the funds are made available and the credit wor thiness of

the person to whom the funds a re made ava i l ab le .

Considering that the long-term loans are priced higher than

shor t-term loans and a high-risk borrower pays high interest

rate, banks will have to take liquidity risk and/or credit risk to

earn spreads. There is also a definite linkage between the

various risks faced by banks. If a bank charges its client a

floating rate of interest then in an increasing interest rate

scenar io  the in te res t  ra te  r i s k  o f  bank  wi l l  be less ,

consequently the payment obligation of the borrower

increases. Other things remaining constant, the default risk

increases if the client is not able to bear the burden of the

rising rates. Thus there are many instances where we see

that the interest rate risk leads to credit risk.  This leads us to

a conclusion that all the risks to which banks are exposed

to are not in isolation each one is interrelated to each other

and needs to be managed in a proper way by adopting a

proper risk management system.

Risk Management Systems – Do they really

Eliminate Risks?

Risk Management does not aim at risk elimination but enables

banks to bring their risks to manageable propor tions while

not severely affecting their income. This balancing act

between the risk levels and profits needs to be well planned.

Apar t from bringing the risks to manageable propor tions

they shou ld a l so ensure that  one r i sk  does not  get

t r ans fo rmed in to  any  o the r  undes i r ab le  r i s k .  Th i s

transformation takes place due to the interlink age present

among the various risks. The focal point in managing any risk

will be to understand the nature of the transaction in a way

to unbundle the risks it is exposed to. As all transactions of

the banks revolve around raising and deploying the funds,

risk management gains more significance for them.

What Risk Management Means to Banks?

With reference to banks risk management can be defined as

a process of managing especially interest rate risk, liquidity

risk, exchange risk and credit risk whereby constantly and

actively revising the asset–liability por tfolio with the aim of

maximizing profits. It is the ar t of ensuring that the maturity

profiles of assets match that of liabilities. A liability once

raised is typically funded into the creation of an asset. The

liability has to be squared off: the depositor for example,

has placed the deposit for five years. But the asset may

have different maturity profiles. For example it might have

gone into financing a long road project where the repayment

is after 10 years. Thus this leads to maturity mismatch. In a

bank however there are endless specific entries on the liability

side and so on the asset side. The aggregation thereof then

presents a complete picture of the banks mismatches.

Thus risk management system should also act as an advance

warning system for the bank’s sensitivity to adverse changes

in the environment. A comprehensive risk management

program should focus on banks profitability and long-term

viability by targeting a net interest margin (NIM) ratio subject

to some balance sheet constraints. Significant among these

constraints are maintaining credit quality, meeting liquidity

needs and obtaining sufficient capital. Minimizing the burden

(non interest expense minus non interest income) and also

gets integrated to meet the overall bank objectives.  Due to

the presence of a host of risks and their interlink age the risk

management approach should always be multi dimensional.

To manage the risks collectively risk managers should aim to

manage the volume, mix, maturity, rate sensitivity quality and

liquidity of assets and liabilities as a whole so as to attain a
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p r e d e t e r m i n e d  a c c e p t a b l e  r i s k / r e w a r d  r a t i o .  T h e

purpose of  r i sk  management i s  thus to enhance the

asset  qua l i ty ,  quant i fy  the r i sks  assoc ia ted wi th  the

assets  and l iab i l i t ies  and fur ther  manages them.

Assessing Banks Risk – Theoretical Background

The various risks that banks are exposed to affect their shor t

term profits, long term earnings and their long run sustenance

capacity. Risk management programme should primari ly

emphasize on proper assessment of the risks faced by the

bank. Assessment of risk involves identifying the parameters

on which would f inal ly go into the assessment. Whi le

targeting any one parameter it is essential that its impact be

observed on other parameters too. It is not possible to

simultaneously eliminate completely volatility in both income

and market value. If bank concentrates only on shor t-term

profits then it will have an adverse effect on long term profits

and vice versa.

Investigating financial statements is an impor tant way through

which risk assessment of banks can be done. One important

and widely used technique is construction of ratios and

comparing them over time or against competitors. This kind

of investigation is known as ratio analysis. Widely accepted

there are four general categories of ratios that are derived

from financial statements: profitability, liquidity, leverage and

activity ratios. For banks leverage can be described as capital

adequacy ratio, which reflects the capital requirements of

the bank. One impor tant fif th category of ratio specifically

for banks is the loan quality ratio. Though there are number

of way ’s to analyze a banks financial statement. Return on

equi ty ana lys is  i s  very popular  because i t  takes into

consideration a number of aspects of banks performance

as it is derived after all expenses have been taken care of.

Return on Assets (RoA) analysis is a combination of business

risk, income generation risk, and loan quality risk. Measuring

the variability of Return on Equity (RoE) can also capture risk

of a bank. The variability in RoE of a bank will take into

cons ide ra t ion  ba l ance  shee t  r i s k ,  regu l a to ry  r i s k ,

technological risk, affiliation risk, operating efficiency risk

and strategic risk. The balance sheet risk is a mix of credit

risk, interest rate risk, liquidity risk and foreign exchange

risk. These risks play an impor tant role in determining the

capital requirements of a bank.

The large number of risks and their interdependence poses

a serious problem of their proper assessment. Various

approaches have been proposed but there is a need for a

comprehensive approach The regulatory approach may be

to have a CAMEL rating. However in finance variability of

earnings is a preferred measure of risk. Variability in RoA can

be considered by standard deviation of RoA. For the relative

variability, coefficient of variation can be taken. Moreover

loan quality is the primary driver of bank’s earnings and return

on assets. Hence if one wants to capture the overall risk of

the bank, the variability of RoA provides the comprehensive

measure that captures not only credit risk but also interest

rate risk, liquidity risk, operating risk any other risk that is

realized in bank’s earnings (Sinkey 1998).

Using a combination of RoA , CAP and sRoA, Hanna and

Hanweek (1989) have developed Risk Index. Where Risk

Index = [E (RoA) + CAP] / sRoA

Where E (ROA) = Expected Return on Assets

CAP = the bank’s Ratio of Equity Capital to Total Assets

sRoA = Standard Deviation of RoA

Risk Index seems to be quite satisfying as RoA is the most

widely accepted accounting measure of overal l  bank

performance, the variability of RoA a standard measure of

risk in financial economics and book capital adequacy is

also an industry standard to measure banks safety and

soundness. Thus the risk index reflects a measure of risk

expressed in terms of standard deviation of RoA This infact

tells that how much a bank’s accounting earnings can decline

before it attains a negative book value. Risk Index reflects

the extent of book value cushion available to a bank to

absorb accounting losses. Thus a lower risk index would

imply high risk associated with the bank where as a higher

risk index would imply a safer bank.

Methodology

For the purpose of this study data for a period of five years

from 2003–2007 of public sector banks has been taken.
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Table 1: Risk Index and Probability of Book Insolvency

Bank Risk Index P
i
 (Bv Insv)

New Bank of India 0.357692 0.031264

Bank of India 0.440582 0.020607

Bank of Baroda 2.317436 0.000745

Canara Bank 4.460152 0.000201

Punjab National Bank 1.524698 0.001721

Central Bank of India 0.51298 0.0152

Union Bank of India 2.405452 0.000691

Indian Overseas Bank 0.344902 0.033626

Syndicate Bank 0.329666 0.036805

Indian Bank 0.228974 0.076293

United Commercial Bank 0.780798 0.006561

Allahabad Bank 0.661968 0.009128

Oriental Bank of Commerce 1.861176 0.001155

United Bank of India 0.517162 0.014956

Dena Bank 0.805998 0.006157

Corporat ion Bank 1.188566 0.002831

Bank of Maharastra 0.42833 0.021802

Vijaya Bank 0.48671 0.016886

Andhra Bank 0.592092 0.01141

Punjab and Sindh Bank 0.473966 0.017806

State Bank of India 1.72041 0.001351

State Bank of Hyderabad 2.019684 0.000981

State Bank of Pat i la 2.527296 0.000626

State Bank of Travancore 2.246706 0.000792

State Bank of Bikaner and Jaipur 1.443778 0.001919

State Bank of Maysore 1.28467 0.002424

State Bank of Saurashtra 0.328372 0.037119

State Bank of Indore 2.518008 0.000631

Average 1.364314  0.013275

Pi (Bv Insv) = Probabil ity of Book Insolvency

Risk index has been calculated using the formulae discussed

above. For this average of RoA , sROA taking five years data

and average of Equity + Reser ves / Total  Assets was

calculated. Then filling the data in the formulae discussed

above r isk index is  der ived. Us ing the r isk index the

probability of book solvency is calculated for that we have

used the formula 1[2(RI) 2] 3   for finding out the relationship,

asset base is taken as size. Spearman Rank Correlation

Coefficient was considered to be the best for this purpose.

In order to examine the relationship between risk index and

profitability, net profit margin and asset utilization were taken

as indicators of profitability. For the purpose of solvency

the capital ratio was considered as an indicator and for the

purpose of examining liquidity, (cash + balances with RBI

+ Money at call / Working fund were taken as an indicator

(Sanjay, 1998).
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Table 2 :   Ratios for  Public  Sector  Banks

Bank       CAP    NPM      AU C+ M / WF

New Bank  o f  Ind ia 0.006574 -0.02716 0.019191 0.028783

Bank  o f  Ind ia 0.007114 -0.00584 0.018767 0.031254

Bank  o f  Ba roda 0.00615 0.007694 0.02137 0.036821

Canara  Bank 0.009152 0.010164 0.021062 0.033235

Pun jab Nat iona l  Bank 0.00536 0.00674 0.020682 0.028625

Cent ra l  Bank  o f  Ind ia 0.00872 -0.01187 0.019735 0.027118

Un ion Bank  o f  Ind ia 0.006284 0.00886 0.021069 0.033308

Ind ian  Overseas  Bank 0.009998 -0.01703 0.019855 0.025239

Synd ica te  Bank 0.009404 -0.01839 0.020426 0.028573

Ind ian  Bank 0.008046 -0.02706 0.019662 0.022841

Un i ted Commerc ia l  Bank 0.01385 -0.02962 0.017608 0.028545

Al l ahabad Bank 0.007916 0.008952 0.020155 0.025164

Or ienta l  Bank  o f  Commerce 0.008522 0.017078 0.021884 0.032822

Un i ted Bank  o f  Ind ia 0.016342 -0.03862 0.018875 0.023798

Dena Bank 0.007212 0.000082 0.021945 0.029459

Corpora t ion  Bank 0.00596 0.013878 0.021409 0.039729

Bank  o f  Maharas t ra 0.010994 -0.01877 0.020298 0.027337

Vi j aya  Bank 0.007788 -0.00827 0.020871 0.026081

Andhra  Bank 0.008252 0.008232 0.020646 0.032744

Pun jab and S indh Bank 0.011542 -0.0211 0.020437 0.026793

Sta te  Bank  o f  Ind ia 0.004978 0.007842 0.01975 0.03685

Sta te  Bank  o f  Hyderabad 0.003894 0.008114 0.021677 0.034504

Sta te  Bank  o f  Pa t i l a 0.007696 0.011812 0.020296 0.035044

Sta te  Bank  o f  Travancore 0.003466 0.005072 0.023253 0.033481
Sta te  Bank  o f  B i kaner  and Ja ipur 0.003328 0.006036 0.021916 0.037629
Sta te  Bank  o f  Maysore 0.003294 0.00565 0.02362 0.031572
Sta te  Bank  o f  Saurash t ra 0.006056 -0.00116 0.021225 0.031549
Sta te  Bank  o f  Indore 0.003938 0.005086 0.02213 0.031215
                         CAP = Cap i ta l  Ra t io C = Cash Ba lances
                        NPM = Net  P ro f i t  Marg in L IQ = L iqu id i ty
                        R I  = R i sk  Index M = Ba lances  wi th  RB I  +Money a t  Ca l l
                        AU = Asset  U t i l i za t ion WF = Work ing  Funds
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Findings

Table 1 presents the details about the risk index of various

public sector banks.  Risk index ranges from 0.228974 for

Indian bank to 4.4600152 for Canara bank. This implies that

Indian bank has the highest risk and Canara bank has the

lowest risk. Thus it can be said that risk index rightly captures

the risk as Indian bank has got negative NPM also. This

reduces the risk index thereby increases the risk. The average

risk index taking all banks together is found to be 1.364314

New Bank of India, Bank of India, Central Bank of India, Indian

Overseas  Bank ,  Synd icate  Bank ,  Ind ian Bank ,  Un i ted

Commercial Bank, Allahabad Bank, United Bank of India, Dena

Bank, Corporation Bank, Bank of Maharastra, Vijaya Bank,

Andhra Bank, Punjab and Sindh Bank and State Bank of

Saurashtra, State Bank of Maysore all have got the risk index

lower that the average that indicates thereby the higher level

of risk then the average risk of all the public sector banks.

Banks are then grouped according to nature i.e. nationalized

banks and bank in State Bank of India group. Here average

risk index for nationalized banks is found to be 1.03596

and for SBI group it is found to be 1.7611 indicating thereby

higher risk for nationalized banks and lower risk for SBI group

banks. The probability of book insolvency is also computed.

The highest is found for Indian Bank (0.0762934) and the

lowest is found for the Canara Bank (0.000215) the average

probability of book insolvency is 0.013275. The banks having

this value higher than the average are considered to be risky.

The probabil ity of insolvency when computed for two

groups of banks separately, average Pi is found to be

0.0168292 for the nationalized banks and 0.000573 for the

SBI group of banks. This again emphasized that nationalized

banks are much r isk ier that the SBI group banks. I t  is

interesting to note that from the above findings that the

results of the study suppor ts the recommendation of the

Verma Committee repor t which has adopted the different

methodology for identification of weak banks. (Indian bank

is found to be with highest risk and highest probability of

insolvency) An attempt has been made to examine the

relationship, if any, exists between risk and size, profitability

and the liquidity of the bank. For the purpose of ready

reference the information about the net profit margin, asset

utilization (indicating the profitability) Capital Ratio (indicating

solvency) and the ratio of (Cash + Balance with RBI + Money

at Call) / Working funds are given in Table 2. On applying t-

test for Rank Coefficient Correlation (RCC) found for all banks

Table 3 :  Estimated RCC of All  Banks

Particulars RCC t-value

R I  & Asset  S ize 0.00984 0.0503

R I  & Cap i ta l  Ra t io -0.0876 -0.49688**

R I  & NPM 0.15062 1.16736*

R I  & AU 0.10334 0.61546*

R I  & L IQ 0.1342 0.9229*

* *  S i g n i f i c a n t  a t  1 0 %  l e v e l  o f  s i g n i f i c a n c e *  S i g n i f i c a n t  a t  5 %  l e v e l  o f  s i g n i f i c a n c e

Table 4 :  Estimated RCC of Nationalized Banks

Particulars RCC t-value

R I  & Asset  S ize 0.0442 0.19228

R I  & Cap i ta l  Ra t io -0.07046 -0.31942
R I  & NPM 0.14526 0.89658*
R I  & AU 0.126 0.68836*
R I  & L IQ 0.13142 0.73968*
*  S i g n i f i c a n t  a t  5 %  l e v e l  o f  s i g n i f i c a n c e
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taken together i t  is  observed that the RCC between R I

and  NPM,  R I  and  AU ,  R I  and  L IQ  a re  found  to  be

signif icant at f i ive percent level of s ignif icance, implying

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

relat ionship between RI  and capita l  rat io is found to be

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

s i g n i f i c a n c e .  H o w e v e r  t h i s  i s  n o t  f o u n d  t o  b e

convincing one. The re lat ionship between R I  and asset

s ize is  not found to be s ign i f icant ( refer  table 3) In

addit ion to the above overa l l  RCC, the same has been

also computed group-wise i .e for nat ional ized banks

and SBI  group of banks (table 4 and 5).  I t  is  found that

as compared to overa l l  RCC for nat ional ized banks and

SBI group of banks independent ly,  RCC between RI  and

Asset size were found to be relat ively higher i .e. 0.0442

and 0.3354 respectively. Regarding RCC between RI and

capita l  rat io for SBI  group, i t  is  found to be posi t ive as

expected and for nat ional ized banks,  i t  is  found to be

negat ive. The RCC between RI  and NPM is found to be

0.14526 and 0.08572 for nat ional ized banks and SBI

group banks respectively. Whereas RCC between RI and

NPM and RI  and L IQ is found to be 0.126 and 0.13142

respect ively for nat ional ized banks,  i t  i s  –0.01904 and

0.0952 for SBI  group of banks.  On apply ing t- test  i t  is

found that for nat ional ized banks the RCC between R I

and NPM, R I  and AU and RI  and L IQ are to be found

signi f icant whereas for SBI  group none of the RCCs are

found to be s igni f icant .

Table 5 :  Estimated RCC of SBI Group of  Banks

Par ticulars RCC t-value

R I  & Asset  S ize 0.03354 0.08294

R I  & Capi ta l  Ra t io 0.06668 0.17324

RI  & NPM 0.08572 0.2324

RI  & AU -0.01904 0.04686

RI  & L IQ 0.00952 0.02334

Conclusion

We see that the range of R I  is  substant ia l ly  wide. Out of

the tota l  28 banks taken in the sample, 16 banks are

pe r fo rm i ng  good  a s  f a r  a s  t he i r  R I  i s  conce r ned .

Absence of guidel ines with respect to what should be

the benchmark R I  the probabi l i ty of book insolvency is

a better indicator of r isk assessment Our f indings show

that probabil ity of book insolvency is comparatively high

(0.076) in the case of Indian Bank where as th is va lue is

only 0.000201 for Canara Bank. One thing that needs to

be noted is that the f indings of th is  paper are in tone

with the f indings of the Ver ma committee repor t on

weak banks.

Key words:  R isk Management, R isk Index, Return on

Assets, Capital to Total Assets.
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th ics  can be descr ibed as  expans ion of  human

f reedom to en joy  a  fa i r,  equ i tab le  and jus t  l i fe .

Ethics and society are interdependent and welfare

of one is not complete without the other also benefit ing

from it.  A large part of our society

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

wea l th  e ros ion ,  exp lo i t a t ion ,

ecology destruct ion and envi-

ronmenta l  damages  f rom un -

ethical business and inadequate

corpora te  gove rnance .   Th i s

book aims to provide ins ights

into the complexit ies of moral

and ethical issues in society and

business. The book emphasizes

the relevance and impor tance of

ethics in fostering the relationship

between the business and the

society. The message the author

wanted to give the readers is ‘Do good to do well.’

The very purpose of this book is to convey the message

of ethics and moral standards and their impor tance in

persona l ,  socia l  and bus iness

act iv i t ies.  The author took the

effor t to introduce the relevance

o f  e t h i c s  i n  bus i nes s  w i t h

re fe rence  to  mora l i t y,  mo ra l

s t anda rds  and  mora l

r e spons ib i l i t y .  The  s t udy  o f

business ethics involves under-

s tand ing the sys tem of  mora l

standards and their applications

i n  t he  con tex t  o f  ‘bus i nes s

processes.’ Pr inciple of ethics is

to respect the established moral

principles and values in society

so as to protect the interest of
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others.  Without ethics the business is directionless and

very unl ikely to reach its purposeful dest inat ion. In this

connection, one should know that there are numerous

l aws  and  r egu l a t i on s  t h a t  gove r n  t he  conduc t  o f

business, yet there are many fraudulent business deals

which result into huge losses to publ ic. This has been

presented in  th i s  book wi th the he lp of  many case

studies.  The author could establ ish the fact that any

unethical business for the society be it in the form of

unfair trade practice which comes under the purview of

Consumer Protection Act, environment degradation or

even a human resource problem with in the business

unit irrespective of the nature of the business.  The author

made his point very clear that large Corporate which

employ a vast quantum of societa l  resources should

ensure that these resources are ut i l ized in a manner that

m e e t s  t h e  p e o p l e ’ s  a s p i r a t i o n s  a n d  s o c i e t a l

e x p e c t a t i o n s .  A l s o  t h e  t o p  m a n a g e m e n t  o f  e a c h

company should guide others within the company in

integrat ing i ts social and environmental objectives with

i t s  b u s i n e s s  s t r a t e g i e s .   T h e  c o r p o r a t e  s o c i a l

responsibi l i ty is not a char i ty rather i t  is an obl igat ion

from the par t of the business community.

The book throws l ight on var ious issues connected with

business ethics and corporate governance. The role of

Corporate House of  each bus iness  es tab l i shment  in

attaining vis ion and mission of the respective company

is highl ighted in this book. Unless the company strategy

and policy which is ethical ly correct may not be able to

sustain in the f ield. Shor t s ighted business strategy can

damage a bus iness .   The author  has even c i ted the

examples of famous f inancial inst i tut ions of US due to

sub-prime crises which have emerged out of unethical

and unfair business deals.  Every business has to grow

and it has to be ‘ inclusive,’ and ‘sustainable’ within the

frame work of business ethics only.  A very impor tant

m e s s a g e  i s  g i v e n  t o  p r e s e n t  a n d  f u t u r e  b u s i n e s s

commun i t y  t h rough  t h i s  book  i s  t h a t  today   mos t

bus inesses  a re  g loba l  in  na tu re  and character   and

companies must be aware of their ethical responsibil it ies

and ethical culture of those places or countr ies wherein

they operate. No doubt, the author has taken al l  care to

present his views on the subject and I congratulate him

fo r  h i s  good e f fo r t  i n  b r i ng ing  ou t  a  book  o f  t h i s

standard. His vast experience both in industry and in

teaching helped him to present the things in a s imple

and understandable manner.

This book is a good companion for working management

profess iona l s  and a l so for  s tudents  of  management

educat ion.
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A n underlying theory or concept in any discipline

becomes in te res t ing  on ly  i f  one can f ind the

application of the same

in the real  world.  Stat ist ics is

general ly considered as a diff i-

cult subject to learn by many. It

is possible to make the subject

i n t e re s t i ng  by  p rov id i ng  r e a l

world application.

Search for text books related to

a p p l i c a t i o n  o f  s t a t i s t i c s  i n

Business and Economics lead to

a  p r o b l e m  s i m i l a r  t o  w a t e r

paradox. It is exactly l ike ‘water,

water everywhere, nor any drop

to drink.’ Large numbers of text

books are available in the market,
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with similar t it les, coverage and nature. Select a book for

the beginners in Economics and Business is a tedious

task from the large number of

text books available. I found the

third edition of Applied Statistics

for Business and Economics:  An

Essentials Version, written by Allen

L. Webster, serves the purpose.

Applied Statist ics for Business

and Economics:  An Essentials

Version presents basic statistical

concepts in an application ori-

ented sty le. Al l  concepts are

described with support of proper

examples, problems, solutions,

and in te rpreta t ions ,  wh ich

provide a lucid picture to the
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readers.   The book comprises of 15 chapters and three

appendices at the end.  In i t ia l  chapters in the book,

chapter 1-5, discuss the role of statist ics in business and

the basic concepts in statist ics l ike measures of central

tendency and probability.   Chapters 6-9 describe in detail

the hypothesis test ing and related concepts. The last

chapters i l lustrate the higher level analysis l ike regression,

ANOVA and non-parametric tests.

The most outstanding aspect of the text is appendix I, a

kind of it is rare in most of the text books on Business

Stat ist ics.  This section re-emphasizes the purpose of

reading the main text. This reinforces our comprehension

of the text is to communicate results of your study in a

proper way.   The questions l ike, why business graduates

s t udy  s t a t i s t i c s  and  whe re  to  app l y  t he  acqu i r ed

knowledge, are answered in this section.   The appendix

highlights the impor tance of communicating the results

of statist ical analysis to achieve institutional goals.  This

book helps the economists  and bus iness people to

ana lyze the problem quant i ta t ive ly  and document i t

effectively.

Business problems may not be purely quantitative always.

The second aspect where readers may find interest in

this text is its wide coverage of non-parametric tests with

real l i fe examples.  Appendix I I I provides tables for non-

parametric tests, such as run test, rank correlation, Durbin

Watson Stat ist ics and control char ts.  These stat ist ical

tables provided in this book add special assistance to

the readers and cannot be seen in other conventional

statist ics text books.

Organisation of a text book is a crucial factor that decides

t h e  r e a d a b i l i t y  o f  a  b o o k .  T h i s  b o o k  i s  a r r a n g e d

meticulously to reach its targeted audience. Most text

books in business statist ics star t with a case. Here, the

author attempts a distinct way of introducing concepts

to the readers in a simple direct way.  Every chapter star ts

with a shor t  nar rat ive ca l led ‘sett ing the stage, ’  that

presents a realistic case that can best be addressed using

statist ical tools contained in the chapter. Similarly each

chapter is concluded with a shor t section entitled ‘cur tain

call . ’ This provides information for solving the situation

sited in ‘setting the stage,’ using concepts described in

the chapter.  Again, the f inal  sect ion of each chapter

provides detai ls of several websites to find additional

data that can be used for advance stat ist ical analysis.

Success of this section depends on readers’ interest and

author ’s constant effor t to update the site names.

This new text offers a software based approach for the

use of statistics in business. The text comes with a CD

containing several data fi les that can be accessed in Excel

and Minitab in ASCCI formats.  All statist ical concepts are

il lustrated with real examples. So it would be useful for a

beginner in Economics and Business.

Statist ics is a tool used for decision making. In his book,

Webster tr ied to nar rate how stat ist ics can effectively

fac i l i ta te decis ion mak ing in  Bus iness Management .  I

be l ieve Webster  d id a  g reat  work  and make a l l  the

concepts cr ystal clear.  Even in the first reading, this book

demands recommendat ion for  bus iness management

students. Now the clay mix is with the readers.
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Reviewed by Dr. V. Raman Nair, Director,  SCMS-
COCHIN, Prathap Nagar, Muttom, Aluva-683106,
Cochin, Email: raman.nair@scmsgroup.org

Book Title : Services Marketing Text and Cases

Author : Rajendra Nargundkar

Edition : Third - 2010

ISBN-13 : 978-0-07-068212-2

Pages : 469

Publisher : Tata McGraw-Hill Education Pvt. Ltd., New Delhi.

he book i s  meant  fo r  a  def in i te  aud ience –  the

management students. The third edition is strong on

theory and has added more case studies in each of

the chapters. The author has done lot of research to add

more case studies that are Indian and highly relevant to the

management  s tudents .  Case

s tud ies  cove r  a l l  a reas  l i ke

banking, information technology,

hosp i t a l i t y ,  a i r l i nes ,  tou r i sm ,

education and so on. And there

are companies that are fresh in

the  consumer ’ s  m ind –  IC IC I

bank, ITC, GE, HDFC, ING Vysya

and  Reliance web world to name

a few. The case are well written

to elicit critical thinking, problem

so lv ing  and dec i s ion  mak ing

ski l ls.

The introductory chapter is a ‘perlude to the seven P’s of

Marketing’ and brushes through the fundamental principles

of services marketing. The next seven chapters deal at length

the seven P’s – product, place, promotion, price, people,

physical evidence and process; and how services are

di f ferent f rom goods. Chapter

nine then integrates the service

strategy and outlines the both the

growth as well as quality strategies

to optimize service business.

The latter par t of the book deals

w i th  d i ve r se  a reas  such  as

Globalisation of services, Retailing

in India and around the world and

Customer relat ionship manage-

ment. Treat ise on global izat ion

gives insights into different stages
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of global izat ion and looks at specif ic case studies of

globalizing Indian companies. The chapter also looks into

the  pe r fo rmance  o f  Bu s i nes s  p roces s  ou t sou rc i ng

industry.

Retai l ing being one of the rapidly developing service

industries an entire chapter is devoted to explain the various

formats and the current Indian retailing scenario. The chapter

narrates the strategies of different retailing companies and

provides readings on how to develop profitable shopping

malls.

The last chapter of the book is on Customer Relationship

Management (CRM) and is focused on strategies to build

long lasting relationships in services industry. The case

studies at the end of the chapter are capable of generating

discussions on the need for CRM and also the use of

technology in enhancing customer relationship.

The  au thor  has  done an  exce l l en t  job  i n  the  th i rd

edi t ion to make i t  as  s tudent  f r iendly  as  poss ib le .  I t

a l so makes easy reading,  un l i ke any other  text  book,

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

knowledge on serv ices market ing.  Needless to say that

th is  book wi l l  def in i te ly  add va lue to the profess iona l

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

establ ish ing a st rong foundat ion in the f ie ld of serv ices

marke t ing .

Happy reading!
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R e v i e w e d  b y  Ms .  Asha E .Thomas ,   A s s i s t a n t
P r o f e s s o r  -  S C M S - C O C H I N ,  P r a t h a p  N a g a r,
M u t t o m ,  A l u v a - 6 8 3 1 0 6 ,  C o c h i n ,  E - m a i l :
a s h a t h o m a s @ s c m s g r o u p . o r g

ike the earl ier editions, the focus of this book tit led

Financial Ser vices (F i f th Edit ion) by M.Y. Khan is on
the current status of the financial services sector in

the country. However, the merit of the cur rent edition is
that it gives the reader a fair ly

complete idea about the recent
policy and operational develop-

ments  i n  the  Ind ian  F inanc ia l
se r v ices  sec to r.  Mos t  o f  t he

existing books in this area contain
only a par t ial treatment of the

subject.

Financial services can be broadly
classified in to two groups: Fund/

Asse t  based  and  Fee -based
services. The book covers both

types of services by thrusting on
an analytical framework. Author

has taken care to provide a judicious mixture of theory and
business practices of the contemporary Indian Financial

services sector.

The remarkable feature of th is
book is that every chapter begins

w i t h  a  numbe r  o f  l e a r n i ng
objectives to ensure the broad

understanding of the chapter.
The flow char ts exhibited at the

beg i nn i ng  o f  each  chap te r
p rov ide  the  reade r s  w i th  an

ove r v i ew o f  t he  con ten t s .
Comprehensive summaries at the

end of each chapter serve the
purpose of recapitulation.

Throughout the text, margin notes

in shaded bars define key terms
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and this would enable the readers to reinforce their

learning. The review questions at the end of each chapter

help the readers to test their understanding. Comprehensive

cases used by the author would help in developing practical

skil ls needed by the students in applying the concepts

and theories discussed.

The book is divided into three par ts, each par t dealing

with different segments of financial services sector. Par t

One provides an overview of the non-banking financial

companies (NBFCs) in India within the framework stipulated

by the Reserve bank of India. Twelve chapters in Par t Two

are concerned with Asset/Fund based financial services.

In v iew of the specia l  nature of lease f inancing,  the

accounting and repor ting framework of lease financing is

discussed in chapter five of par t two and evaluation of

leasing transactions is the theme of chapter six.

Par t Three covers various Merchant Banking ser vices in

detai l .  Apar t from asset-based services, the emerging

financial services sector in India also provides fee based /

advisory services which are covered in the six chapters in

th is sect ion. Corporate Restructur ing is  a lso compre-

hensively analysed in chapter sixteen of par t three. The

book concludes with a discussion on various credit rating

agencies in the country and their rating process along with

the  methodo logy  used in  r a t i ng .  Absence o f  page

numbers, whether it was intentional or not can create some

hindrance in usage of the book especially by the student

community.

The most outstanding feature of this revised edition is the

inclusion of a detailed discussion on Banking products

and services as well as Mutual Fund services and products.

The author has done full justice to the subject area under

discussion and the supplementing web l inks providing

additional reading material which enhances the pedagogical

value of the book. The book can be used as a source of

r e fe rence  by  t he  p r ac t i t i one r s .  I t  wou ld  be  an

indispensable text for teachers and advanced students of

f inance, management,  commerce and account ing.  I ts

explicit str ucture and suppor tive pedagogical features

makes it a must read for all those pursuing a career in

Financial services.
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Th i s  book  was  r e v i ewed  by  Ms .  Shyama  P.
Menon ,  Assoc ia te  P ro fessor,  SCMS Schoo l  o f
Techno logy  and Management  [S STM] ,  P ra thap
N a g a r,  M u t t o m - 6 8 3 1 0 6 ,  E r n a k u l a m ,  E m a i l :
s h yama@scmsg roup .o rg

l l  success fu l  bus iness  i s  u l t imate ly  based on

prudent financial management. The recent global

events have only reiterated the impor tance of

going back to bas ics and the

need to  s t reng then  f i nanc i a l

concepts.

In this context, the fifth edition

of  Fundamenta l s  o f  F i nanc i a l

Management is t imely and apt.

This a good book for beginners

of the subject and for those who

wou ld  l i k e  to  r e l ea r n  t he i r

fundamentals.

The book has been thoroughly

revised and in addition to all its

earlier features, the new edition

has  been s t ructu red to su i t  the needs of  i t s  ta rget

audience mainly students of professional finance courses.

The relevant additions on contemporary developments in

the changes in the current tax,

accounting and regulatory frame-

work are the notable additional

features.

Every chapter has been designed

in such a way that the learning

objectives are clearly defined and

it contains conceptual explana-

t i on s  w i t h  i l l u s t r a t i on s  and

sufficient practice exercises. This

he lps  i n  p rov id ing  the  much

required clarity to the students.

The book i s  d iv ided in to e ight
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par ts. Par t 1 contains two chapters. The first deals with an

overview of the subject and the second with the Financial

System. They serve the purpose of introducing the reader

to the financial framework, the functions, the growth and

trends in the Indian Financial System.

Par t  I I  contains “F inancia l  Analys is and Planning.” This

section contains five chapters in all. The first chapter in

th i s  sect ion dea l s  wi th  the th ree s tandard f inanc ia l

statements of the enterprise namely the Profit and Loss

Account, the Balance Sheet and the Cash Flow statements.

It describes the contents of these three statements with

lucid explanation which sets the serious learner on a logical

learning curve in the subsequent chapters of f inancial

analysis, Funds Flow Analysis, Break Even Analysis and

Leverages, Financial Planning and Forecasting.

Various Fundamental Valuation Concepts are dealt with in

Par t II I of the book which includes “Time Value of Money,”

“Valuat ion of Secur i t ies,” and “R isk and Return.”  The

language is simple and understandable which is extremely

useful to the beginner of the subject.

Par t IV deals with “Capital Budgeting” This very impor tant

area of f inancial management is dealt with in a highly

structured way and has been expanded into chapters on

the techniques of Capital Budgeting, Project Cash Flows,

Risk Analysis and the Cost of Capital.

“Capita l  Str ucture and Div idend Pol ic ies,” “Long Term

Financing” and “Working Capital Management “are dealt with

in the next three sections of the book. The section dealing

with “Long Term Financing” contains a crisp and summarized

chapter on the “Securities Market.”  It covers the basic

features of the entire gamut of par ticipants in the Securities

Market.  This chapter serves as a vivid snapshot to anybody

who would like an overview of the securities Market.

Additional special topics have been included in Par t VIII of

the book with separate chapters on “Leasing, Hire Purchase

and  P ro j ec t  F i n ance , ”  “Me rge r s ,  Acqu i s i t i on s  and

Restructuring,” and “International Financial Management.”

The last chapter serves as an introduction to the global

financial dynamics and whets the appetite of the serious

reader for more in depth learning.

Overall the book has been well formatted and the different

areas of finance have been dealt with systematically in

separate sections. One of the attractive features of the

book is that the author has followed a highly structured

format.  Each aspect is  addressed and re inforced by

necessary il lustrations. The other notable feature is in the

design of the chapters. A summary has been included at

the end of each chapter which enables the student to

have a quick recap of the contents and also serves as a

ready reference. The visualization of the book is good with

all relevant topics comprehensively included though it is

of medium and handy size.

This book adopts a fresh and novel approach to the study

of Financial Management for the students studying the

paper of FM.  It has been written in a “Teach Yourself Style,”

s t r ict ly  fo l lowing a s tudent- f r iendly approach and is

essentially meant to serve as a tutor at home. The util ity is

fur ther enhanced by providing a companion website

which includes Spreadsheet Templates in Excel, Additional

p rob lems  and  So l u t ions  Manua l  and  PowerPo i n t

presentations. This is a really helpful tool for the serious

self learner.

The author Dr.Prasanna Chandra is no novice in the field of

academics. He is a renowned and accomplished teacher

of finance.  For nearly two decades he was the Professor

of Finance at the Indian Institute of Management, Bangalore.

He has also been a consultant to many organizations in

India and abroad. The practical insights gained from this

valuable experience is quite evident and this makes the

book an idea l  s ta r t ing point  for  the s tudent  of  any

professional course in finance.
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I f the Government clears the way for FDI in multi-brand

retail in India, it would usher in a revolution of choice
and technology. All the big names coming to town

would f lood the Indian market
w i t h  t h e  t r i e d  a n d  t e s t e d
t e c h n o l o g y  o f f e r i n g s  o f  t h e
i n t e r n a t i ona l  r e t a i l  space .  I t
s e r ve s  to  r emembe r  t h a t  a l l
a p p l i c a t i o n s  o f  I n f o r m a t i o n
Technology is limited only by the
extent of availabil ity of data and
the imagination/objective of the
r e t a i l  m a n a g e r.  W i t h  t h e
onslaught of global competition,
Indian retai l professional would
have to learn what the ‘black
box’ of Information technology
is actually capable of, to stay in

business.

This book tries to give a multi-pronged perspective on

the various possible applications of Information Technology

in the retail sector and the role of MIS in enhancing an

organizations’ core competency

and deve lop ing  compet i t i ve

advantage.  The book should have

been titled “Information Techno-

logy  i n  Re ta i l i n g  f o r  R e t a i lf o r  R e t a i lf o r  R e t a i lf o r  R e t a i lf o r  R e t a i l

M a n a g e r sM a n a g e r sM a n a g e r sM a n a g e r sM a n a g e r s , ”  the  reason be ing

the content has been simplif ied

to the exact depth required of

management students.

The book init ial ly introduces the

reader to Information systems for

Retail Sector and its applications

in POS, CRM, Inventory Manage-

ment, Supply Chain Management
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etc. The author proceeds to detail each of the different

sof tware star t ing from those being used at the PoS at

retai l outlets. Chapter four touches upon the different

payment mechanisms at the PoS in retai l outlets covering

the  gamut  o f  p rocesses  a s  we l l  a s  t he  i s sues  and

challenges associated with each.  All possible questions

on grey areas l ike Auto-ID technologies such as RFID and

Barcodes, both synonymous with modern retail ing in India

are answered through dedicated chapters.  One chapter

discusses the different EPoS software programs suites

that suppor t reta i ler  ef for ts in Customer Relat ionship

Management and Resource Planning and gives directions

on choosing between Best of Breed and Fully Integrated

Software based on the nature and scale of business. The

book ends with a peep into the world of electronic

retai l ing or e-tai l ing.  Another notewor thy aspect of the

book is the sequencing of content within chapters.  It

f o l l o w s  a  t e x t  b o o k  a p p r o a c h  w i t h  c o v e r a g e  o f

definit ions, product detai ls, process detai ls, detai l ing of

pros and cons, various application scenarios etc alongside

numerous experiential insights to discuss bottlenecking

situations and ways to get around them.

The author successful ly keeps the reader from gett ing

los t  i n  techn ica l  j a rgon and ma in ta ins  a  manager i a l

wave length th roughout .  The book i s  notab le  for  i t s

pedagogical  approach through case discuss ions and

project ideas, but what makes the book truly stand out

are the sections on concept questions and application

exercises tit led ‘Retail episodes.’ Cer tainly wor th reading!
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n o w l e d g e  o f  m a c r o e c o n o m i c s  i s  c r u c i a l  t o

manager ia l  decis ion mak ing.  A text  book  which

introduces the basic concepts of macroeconomics

to the student in a simple way hence is essential in the context

of management curriculum.

Macroeconomics – Theory and

Policy is a book written by D.N.

Dwivedi.  This is a review of the

third edition of the book.  The

book is divided in to nine par ts.

Par t I introduces the basic con-

cepts of macroeconomics. The

student is introduced to the basic

concepts in macroeconomics in a

simple way.  Rendering it in a simple

way, the author is not compro-

mising with the quality of the text book.  The author explains

the circular flow models and measurement of National Income

in a detailed and lucid manner.

Par t II deals with Product Market analysis. The author star ts

describing the Classical Theory of

output  and employment  and

proceeds to Keynesian theory of

income determination in a simple

economy model ,  in  a  c losed

economy with Government sector

and with a foreign sector.   The

ideas are crucial to understanding

and interpretation of macroeco-

nomic decisions and the author

t rea ts  the sub ject  we l l  w i th

appropr iate mathemat ica l  and

graphical representations.

1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345
1234567890123456789012345678901212345678901234567890123456789012123456789012345

 Scanning

and

Skimming

Book Title : Macroeconomics -
Theory and Policy

Author : D.N. Dwivedi

Edition : III - 2010

ISBN-13 : 978-0-07-009145-0

Pages : 667

Publisher : Tata McGraw-Hill  Education Pvt.  Ltd. ,  New Delhi.



SCMS Journal of Indian Management ,   October-December,  2010.                                                                                               125

A Quarterly Journal

Par t III deals with Theories of Consumption and Investment.

Post- Keynesian theories of consumption and investment are

discussed in this chapter. The chapter talks about the

significance of consumption expenditure and proceeds to

discuss various theories of consumption.  The next chapter

in this par t discusses the theory of investment.  The chapter

deals with methods of investment decisions, Marginal

Eff iciency of Capital and Investment, Theory of capital

accumulation, etc.   In shor t, this part of the book develops

a comprehensive view of the product market.

Par t IV deals with the Money Market analysis.   The chapter

concentrates on theory of money and interest.   Theories of

demand and supply of money and money market equilibrium

are discussed in detail. The par t star ts with the very basic

concepts like definition of money, functions of money and

kinds of money.  The next chapter (Chapter 12) discusses

the major aspects of money supply like the sources, measures

and theory of money supply.  Chapter 13 analyses the

conditions and the factors that bring about equilibrium in the

money market.  The next chapter explains the Keynesian theory

of money and interest in a simple way.  Chapter 15 briefly

discusses the various post- Keynesian theories of demand

for money.  These theories are of current significance as they

are more advanced and applicable to the current monetary

situation.

Par t V deals with the integration of the product and money

market.  It analyses the general equilibrium in the economy.

This par t of the book presents a detailed discussion on the

Hicksian IS-LM model and a brief discussion on the other

post-Keynesian development sin macroeconomics.

With Par t VI, the discussion enters in to the area of the

macroeconomic concepts of Economic growth and business

cycles. The chapter provides a brief discussion on the growth

factors and eminent modern theories of economic growth.

The relationship between growth and business cycles are

well known.  This part of the book discusses various theories

of business cycle and various corrective measures to stabilize

the economy.

Par t VI I deals with inf lat ion and unemployment. These

problems have high current relevance. These are the very

basic aspects which wil l  be required for analysis and

prediction of the economic environment of business. This

part offers an introduction to these basic maladies of the

economy, measurement of inflation, theories of inflation,

causes and cures of inflation. Then the part concentrates on

the problem of unemployment and discusses the various

kinds of unemployment, causes, its relationship with inflation

and also the concept of Phillips Curve.

Pa r t  V I I I  dea l s  wi th  the in te r na t iona l  aspects  o f

macroeconomics. This part of the book is a basic reading to

understand international trade, international business and

in te r na t iona l  f inance.  The par t  l i nks  the na t iona l

macroeconomic variables to the international scene. The

chapter deals in detail with the concepts of Exchange rate

determination and also Balance of Payments.

Par t  IX deals with macroeconomic pol ic ies.  Meaning,

object ives ,  scope and methods  of  formu la t ing

macroeconomic policies are discussed in detail.

The book is a comprehensive and authentic textbook on

macroeconomics. The explanation and presentation of the

book is simple and attractive. As claimed by the author the

book star ts with simple explanations of the concept and

proceeds to explain complex macroeconomic theories step-

by-step by using graphics and algebraic examples. The book

is a good basic reading material in macroeconomics.
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i n c e  i t s  F i r s t  E d i t i o n  w a s  p u b l i s h e d  i n  1 9 8 8 ,

Production and Operations Management by Prof. S.N.

Chary has been adopted as a standard text book by

a lmost  a l l  B -Schools  in  the count ry .  I t s  widespread

acceptance is evidenced by the fact that three new editions

have come out over the past decade alone.

The First Edition itself turned out

to be an instant success mainly

on  account  the  t im ing  o f  i t s

pub l i ca t ion .  I n  1988 ,  I nd ian

indust r y  had star ted showing

signs of breaking out of the shell

of ‘protectionism.’  Sellers market

was  t r ans fo rm ing  in to  Buyers

Market .  New technology was

being ushered in and the advent

of liberalization and globalization

was in the air. Telecom revolution

S was triggered under the stewardship of Prime Minister Shri

Rajiv Gandhi. MBA’s were in great demand. Mushrooming of

B-Schools had already begun. And, there was ample space

for an Indian text book of acceptable standards on the

subject.

By the time the Second Edition was

published in 2000, Indian Industry

was a l ready in  i t s  adu l thood.

Factors such as Productivity and

Operations Strategy were gaining

significance. Service Sector had

emerged as a major contributor to

the nation’s GDP. The author was

prudent in incorporating these

aspects in the new edition. In the

Third Edition published in 2004,

chapters on modern concepts

such as TQM, Six Sigma, Design
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for Manufacture, SCM etc. were added. Best practices

adopted by successful Indian corporate like Reliance, Titan

and TVS were also included.

In the Four th Edition now under review fur ther improvements

have  been e f fec ted .  Emerg ing  phenomena such as

Outsourcing, CRM, and Competiveness through quality and

service have been analyzed in this edition. A separate

chapter on Environment, Pollution and Climate Change has

been incorporated. The author has also taken a glance at

the future of the Indian industry by touching upon topics

such as CIM, FMS etc.

The chapter scheme adopted by the author is rather unique.

Unlike other standard text books which typically follow the

sequence of answers to questions such as what, how,

where, how much and when (to produce?), the book under

review has topics categorized under an entirely different

format. It has five sections, as detailed below:

I. Role of Production & Operations Management in a

changing Business World. This sect ion covers the

definition of the O.M function, operations strategy and

the service sector.

II. Under this section Basic Tools such as Costing, Capital

Budgeting, Linear Programming and Forecasting are

explained.

III. The Imperatives of Quality and Productivity are analyzed

under this section.

IV. This section is devoted to Supply Chain Management,

MRP and Physical Distribution.

V. Spatial Decisions such as Facilities Location and Plant

Layout have been incorporated in the section.

VI. In this section timing decision like PPC, JIT, Aggregate

Planning and Project Management are discussed.

VII.  This last section is all about “Present concerns and Future

Direct ions ,” and includes CIM, Robotics, FMS and

Environmental Concerns.

As the author claims (rather, admits!) in the preface, the

book is primarily meant as a reference text for Post-graduate

students in Management. This objective has been more than

adequately met. However it is a bit disappointing to note

that other than elaborating on existing theories and concepts,

the author does not appear to have made any attempt to

draw new insights. More was expected from an erudite

scho la r  l i ke  P ro f.  Cha ry  w i th  vas t  exper ience as  an

academician as also as a technocrat.

The book is quite ‘readable,’ as it is written in clear, plain

language suitable to Indian students and does not contain

much of jargons. The printing and binding are of very good

qual ity. ‘Questions for Discussion’ at the end of each

chapter will be of great benefit to student readers.  Char ts,

tab les  and graphs a re  wel l  fo rmat ted,  a l though the

‘photocopied’ look diminishes their quality and appearance

to a great extent.
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By Prof.N.C.George

Price  895/-

Copies can be had from the  Publication Department,  SCMS Group of

Educational Institutions,  Cochin-683106

Story of an

entrepreneur who built

up a set of high quality

academic institutions

in a totally hostile and

challenging

environment.  A model

for entrepreneurship in

any situation.



System Think ing :  Strategic  P lanning                                               Arush  Batra ,  Prabhakar  Kaush ik ,  and  Leena  Ka l i a

conceive of system thinking as a promoter of decision making.

Risk  Analys is :   Strategic  Investment                                                                Kannadhasan M.  and Nandagopal  R .

devise a structural model linking business strategy  and RA.

Energetic Site Signs and Pop-up Advertisings                                                             Vah id  Rangr i z  and  Basava  Ra ja  M .G .

trigger off research on cross-site advertisements and business networks.

The Manager and Conf l ict  Management                                                                                                                      Ruhi  Bakhare

promises panacea for management ills.

Attuned to Changes:  Maruti-Suzuki in India                                                                  Soumyadeep  S inharay

scans the automobile scenario to identify the key player.

Salesforce Compensat ion :  Game Theory                                                                                                 P a n k a j  M .  M a d h a n i

dexterously demonstrates how game theory is applied in salesforce compensation.

W i r e l e s s  w i t h  W i m a x                                                                                                                                                        Neha Vivek Nair

 foresees Wimax as a potential bridge between the rural and the urban.

ABQP:  Ladder to Success       K a p i l  M i t t a l ,  D i n e s h  K h a n d u j a ,  a n d  P r a b h a k a r  K a u s h i k

 probe into the “how” of the quality promised and the quality enhanced.

Business Angel  Investment  in  Unorganised Environment                                                              Ch imun Kumar Nath

chooses the ways to stimulate business angel investment.

Quantitative Risk Measurement:  Public Sector Banks                Kap i l  Sharma,  Mishra P .N . ,  and  V ivek  Sharma

assess the risk index of all public sector banks sans SBI group.

Listed in Cabell’s Directory  I S S N  0 9 7 3 - 3 1 6 7
V O L U M E  V I I ,  N U M B E R  I V

OCTOBER - DECEMBER  2010

SCMS

JOURNAL OF

INDIAN  MANAGEMENT
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An

Entrepreneur’s trials and

tribulations in building up

institutions, narrated in a highly

readable, fictional style. This is the

first time a real life story is told

as fiction.
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Aims and Scope

The SCMS Journal of Indian Management is a blind peer-reviewed Journal.  The Journal deems it its mission to submit
to the readers fresh fruit of management thoughts and rich cream of current innovative research.  The format of the Journal
is designed reader-friendly.  The academia and the corporates have an easy access to the Journal.

The Journal looks for ar ticles conceptually sound, at once methodologically rigorous.  The Journal loves to deal knowl-
edge in management theory and practice individually and in unison.  We wish our effor t would bear fruit.  We hope the
Journal will have a long life in the shelves catering to the needs of b-students and b-faculty.

§ Proposals for ar ticles that demonstrate clear and bold thinking, fresh and useful ideas, accessible and jargon-
free expression, and unambiguous authority are invited. The following may be noted while ar ticles are prepared.

§ What is the central message of the ar ticle you propose to write? Moreover, what is new, useful, counterintuitive,
or impor tant about your idea?

§ What are the real-world implications of the proposed ar ticle? Can the central message be applied in businesses
today, and if so, how?

§ Who is the audience for your ar ticle? Why should a busy manager stop and read it?

§ What kind of research have you conducted to support the argument or logic in your article?

§ What academic, professional, or personal experience wil l you draw on to make the argument convincing? In
other words, what is the source of your authority?

§ The manuscript of reasonable length shall be sent to the Editor—SCMS Journal of India Management (Both for
postal and electronic submission details are given here under).

The manuscript should accompany the following separately:

§ An abstract (about 100 words),  a br ief  biographical  sketch of above 100 words for authors descr ibing
designat ion, af f i l ia t ion, specia l izat ion, number of books and ar t ic les publ ished in the referee jour nals ,
membership on editor ia l  boards and companies etc.

§ The declaration to the effect that the work is original and it has not been published earlier shall be sent.

§ Tables, charts and graphs should be typed in separate sheets.  They should be numbered as Table 1, Graph 1 etc.

§ References used should be listed at the end of the text.

§ Editors reserve the right to modify and improve the manuscripts to meet the Journal’s standards of presentation and style.

§ Editors have full right to accept or reject an ar ticle for publication.  Editorial decisions will be communicated with
in a period of four weeks of the receipt of the manuscripts.

§ All footnotes will be appended at the end of the article as a separate page.  The typo script should use smaller size fonts.
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Address for Submission

Electronic Submission: E-mail:  ed i tor@scmsgroup.org/
scmsedi torcochin@yahoo.com
The electronic submission must be in the  form of an attachment with a  covering
letter to be sent as e-mai l

Post Submission : The Editor
SCMS Journal of Indian Management,
SCMS New Campus, Prathap Nagar, Muttom,
Aluva – 683106, Kochi, Kerala, India
Ph :  +91 484 2623803, 2623804, 2623885, 2623887
Fax : +91 484 2623855
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