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The
    Chairman
            speaks ...

Resurgence of Asia is one of the most remarkable developments of our time. Naturally, it has become
a hot topic for discussion and debate world over today.

Once upon a time India and China were the richest nations on earth. It was the prosperity of these
two countries that had attracted people from the West to the East centuries ago. Even as late as in
the early half of the 19th century, India and China were the two most developed countries in the
world and these two countries together accounted for almost 50 percent of the world GDP. But soon
both the economies experienced a dramatic decline and were ultimately eclipsed by Europe and the
US.

The revival of China’s fortunes began in the last quarter of the 20th century with the adoption of
market oriented economic policies. India’s revival also followed with the initiation of the policy of
economic liberalization. Now the resurgence of these two countries is once again making the
westerners turn towards Asia.

Asia’s resurgence is revolutionary because it is shifting the global economic focus towards Asia
once again. It is expected that the 21st century will belong to Asia, just as the 20th century belonged
to America and the 19th belonged to Europe.

The lead article in this issue is on “Resurgence of Asian Tigers.”   I hope you will find it interesting
to read.

Increasing number of business organizations are now looking for tools and techniques that will
enable them to achieve excellence in performance. TQM and business excellence have to be the
culture of a progressive organization that is committed to continuous improvement. The second
article in this issue is on “Organisational Excellence and TQM.”

As usual, this issue brings to you a collection of informative articles that will provide useful insights
into contemporary thoughts and practices in the area of management.

Wish you happy and prosperous New Year.

Dr.G.P.C.NAYAR

Chairman, SCMS Group of Educational Institutions
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Editorial

        Business and Climate Change

An ontological enquiry into business will lead to many revelations, of which one

is: business exists physically on earth.  Spatially, the earth thereby emerges as the

subject of study in business. The earth is a source of resources for business. Man

taps the perennial resources of the earth. Are they really perennial? These

“perennial” resources are under severe threats. Among them the climate change is

one, though this had been taken for granted by man for a long time. It’s high time we

took up the causes of climate change and its after-effects on human life, as the

subject of study and research. This can help us evade them in the days to come.

Alarm bells ring. People still deem it a false alarm. They don’t lend their ears to the calls of scientists
forewarning them of imminent havoc to befall them if they ignore the phenomenon, climate change.

What is surprising is that, though late, interest in climate change at length is noted in developed

countries as a corrective strategy, in developing countries an agonizing reality and in under-developed

countries, a frightening daydream.  The climate has always been changing. Past changes, etched on the

landscape, have influenced the evolution of all life forms. Past changes are the subtext of our economic

and social history. Current changes form the centre of the debate about the consequences of human

activities on the global environment especially in developing countries.

There are two principal reasons for this development. It was not until the work of a few dedicated

researchers such as Hubert Lamb in England and J. Murray Mitchell in the USA, in the 1950s and 1960s,

that the reality of recent climate change became an accepted scientific concept. The second reason for

increased interest has been the growing realization during the last few decades that recent climate

changes may well be, at least mostly, the result of human activities. Over and above these, an essential

component of climate studies has been the explosive growth of

computer technology.

Business can survive only if resources are aplenty. The earth is

the resource provider. Only when man disturbs the equilibrium

of earth, it invokes destruction.  For the well-being of the living

beings on earth, the space for business, climate-related matters

shall be given maximum concern aided by the know-how of the

scientists. Our Journal welcomes articles from intelligentsia   on

the subject.

Editorial Assistant: Mr. E.V. Johnson Assistant Editor: Dr. Susan Chirayath

              Dr.D.Radhakrishnan Nair
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The ‘Great Wall ’ and the ‘Gateway:’

Resurgence  of
Asian Tigers

Nageshwar Rao and Dhermendra Mehta

C

China and India almost constitute 40 percent of the world's population. Historically, India

is  known as ers twhi le 'Golden Sparrow'  whi le Ch ina was known as ers twhi le 'Middle

Kingdom.' Business approaches have to be innovative and agile.  Business Community of

both  count r ies  has  to  contempla te  about  se r ious  s t ra teg ic  i s sues  l i ke  FD I ,  Bus iness

Expectations, Sino-India Business Experiences, Resurgence of Indian Economy and Lessons

for Asian Tigers. The present paper makes an attempt to discuss the related issues and

throws light on Indo-Chinese Business approach and resurgence of Sino-Indian Consumers.

P r o f . N a g e s h w a r  R a o ,  V i c e  C h a n c e l l o r ,   U . P. R a j a r s h i

Ta n d o n  O p e n  U n i v e r s i t y ,  1 7 ,  M a h a r s h i  D a y a n a n d

M a r g ,  T h o r n h i l l  R o a d ,   A l l a h a b a d – 2 1 1 0 0 1, E m a i l :

d r n a g e s h w a r r a o @ y a h o o m a i l . c o m

D r . D h e r m e n d r a  M e h t a ,  R e a d e r ,  F M S ,  P T . J N I B M ,

V i k r a m  U n i v e r s i t y ,  U j j a i n ,   M a d h ya p r a d e s h ,  E m a i l :

m e h t a d n m 0 0 7 @ r e d i f f m a i l . c o m

h i n a  a n d  I n d i a  a l m o s t  c o n s t i t u t e  4 0  p e r c e n t

of the world’s population.   Historically, India is known

as erstwhile ‘Golden

Spar row ’ while China was

known as erstwhile ‘Middle

Kingdom.’ After 60 years of

independence – Hindu rate

of growth,  socia l i sm and

bureaucracy, India appears

to be on a different track.

Among the BRIC economies,

India seems to lead the pack

when it comes to sharing the

Chinese experience. Being

the world`s largest demo-

cracy, India uses persuasion

and sp read ing  g loba l

awareness, while Russia and

China to a large extent use

the hand of law  to achieve the same. China is growing at

such a break-neck speed that it may look superfluous to say

how to do bet te r.   The i r

growth is largely driven by

cap i ta l  accumula t ion  and

expor ts.  Many exper ts feel

that China’s investment to

GDP ratio has been high and

r i s i ng  i n  recen t  yea r s ,

growing from less than 35

percent a decade ago to

more than 40 percent by year

2006-2007.

Chinese data suggests that

Ch ina  houses 1 .3 b i l l ions

people while Indian middle

class with 300 million + size

is not simply a large market
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but has got Renaissance effect with global pheno-menon.

India is far ahead from other countries like - Brazil, Russia,

Israel, Indonesia, Malasiya, Mexico when we discuss the

comparative creative corporate business styles in Indian

perspective. Approach of business organizations is clearly

reflected in the quality of policy decisions and strategic

thinking. Business approach had already thought out their

visions as early as in 1991 reforms age and star ted their

corpora te  endeavours  in  the  same d i rect ion .  Same

corporate leadership is now busy in implementing action

plan- “INDIA - A Transition to Knowledge Economy by 2020.”

Given this backdrop, the business approaches have to be

innovative, agile, and specific-solution-oriented towards

consumers’ wants and not what the organization thinks the

best .   Bus iness Communi ty  of  both countr ies has to

contemplate about serious strategic issues like FDI, Business

Expectations, Sino-India Business Experiences, Resurgence

of Indian Economy and Lessons for Asian Tigers. Our paper

makes an attempt to discuss the related issues and throws

light on Indo-Chinese Business approach and resurgence

of Sino-Indian Consumers.

Business Expectations

Environmental degradation, traffic congestation, people

congestation, population and mass market challenges are

also putting pressure on our infrastructure, but at the same

time construction of Super-Highways, Airpor ts expansion,

Por t trust developments, Golden Quadrangle Road projects-

Prime Minister Gramin   Sadak Yojna, FDI   in  Retail, Retail

Revolution, Science and Technological advancements - all

these  developments  manifest the creativity and thinking of

Ind ian bus iness .  In  Ind ian context  Creat ive bus iness

approach, be it of private sector enterprises or public sector

under takings, should be process oriented, should follow

the laws of the land and permit the subordinates to take

measured risks.

According to “World Investment Prospects to 2010: Boom

or Backlash” by the Economist Intelligence Unit and the

Columbia Program on International Investment (CPI) Repor t.

China has been far and away the major FDI recipient among

emerging Asian Market and is likely to attract more than $87

Billion by the year 2006-2007.  While India has still to build a

critical mass in Foreign Direct Investment,  “The world is going

to need (software alternatives) India. Only China has enough

human resources, enough human capital to be able to make

a difference.” – Leonard Liu, CEO of Augmentum, a three-

yea r - o ld  S i l i con  Va l ley  Company,  i n  Bus iness  Week

(Verbatim, October 8, 2006, Business Today, pg.35).

E-governance models   in several sectors, par ticularly in

rural India and in the field of agricultural products through

“E-Choupa ls ”  have conf i rmed tha t  Ind ian  corpora te

leadership wants to speedup the processing. PPP (Public

Private Par tnership) concept has made inroads in projects

like-sea ports, power sector, building roads, airpor t services

modif icat ion, commitment in capita l  expenditure, and

investments in urban infrastructure. Likewise, private sector

is also reacting positively to the emerging concept of PPP.

Our models of PPP have proved that “Corruption free” service

in infrastructure development is the core issue. Creative

business has to understand that even “One Point Contact

System” also known as “Single Window System” was by

and large quite successful in the Indian context.

Creative business approach must be open to the exploring

of new ideas, planning, and divergent thinking, as necessarily

required in Indian situations. From renaissance point of view

Indian corporate leadership is entrepreneurial and risk

bearing. Indian business approach knows how to work in

odd political, economical, financial, social, legal and regional

and religious chaos. Indian business community is ful ly

aware of cultural challenges, differences. Though, Indian

leadership rejects materialism and has adopted cosmological

transcendence. The  success stories of  Karsan Bhai Patel,

Narayana  Mur thy, Late  Dhirubhai  Ambani, Azim Premji,

Tatas and  Birlas, Mittals, Chandra’s Goyal’s reflect  effective

utilization of  scarce  resources in their  early days in the

Indian environment.

FDI Performance

There exist significant differences in the FDI performance of

China and India. FDI in Indian manufacturing has been and

remains domestic market seeking while FDI in China has been

eff iciency seeking, resource seeking and last ly market-

seeking. On the basic economic determinants of inward

FDI, China does better than India. China’s total and per capita

GDP are higher. China’s higher literacy and education rates

suggest that i ts labour is more sk i l led making i t  more

attractive to efficiency-seeking investors. In addition, China’s



SCMS Journal of Indian Management,  Oc tober  -  December ,  2008.                                                                                            7

A Quarterly Journal                                                                                                                                                Published by SCMS-COCHIN

Table-1:  FDI Inflows: China and India

In Current $ Terms            2005           2006         2010

(in $ Billion)  (in $ Billion) (in $ Billion)

In f lows 146.0 199.4 227.5

Percent  of wor ld tota l   16.0   18.1   17.3

Ch ina   79.1   86.5   80.0

India      6.7      9.5   14.3

Source: Compiled on the basis of “World Investment Prospects to 2010: Boom or Backlash?”

physical infrastructure is more competitive, par ticularly in

the coastal areas. In retail trade, China has already opened

and attracted FDI from nearly all the big-name depar tment

stores and supermarkets such as Auchan, Car refour, Diary

Farm, Ito Yokado, Jusco, Makro, Metro, Pricesmar t, 7-Eleven

and Wal-Mar t.

The prospects for FDI flows to China and India are promising,

assuming, that both countries want to accord FDI a role in

both countries development process. The large market size

and potential, the skilled labour force and the low wage

cost will remain key attractions.

China will continue to be a magnet of FDI flows and India’s

biggest competitor. But, FDI flows to India are set to rise-

helped by a vibrant domestic enterprise sectoral growth.

“Saying we are a back office and China is a factory is a

backhanded compliment.”  Kamal Nath, India’s Commerce

Minister, in New York Times.

Entrepreneurial Success

Despite the  capital constraints and  Licence Raj,  our

entrepreneurial  success has been  phenomenal - likes of

Mittals, Chandras, Goyals,  Biyanis, Mahindras  and Bajajs

have learnt lessons  from Chinese  experience and moulded

their  business approaches  as per macro Indian Business

Environment. The following Table provides at a glance the

lessons learnt by creative Indian leadership:-

Table - 2:  Entrepreneurial Creativity in India

Entrepreneurial Mind Existing Products Creativity at it Best

G.M.Rao Jute, Rice, Oil Mills and Ferro Alloys Infrastructure Development

Uday   Kotak Financial Services  Firm Kotak-Mahindra Bank with 78

Branches, Global Financial

Services Power

Sunil Mittal Bicycle Par ts, Impor ted Bhar ti Enterprise with 30

Generators, manufactured million  subscribers, Retail

push-button phones and Financial Services

Naresh Goyal Travel  Agent Jet Airways-Enjoying

Open Skies

Subhas  Chandra Rice Trading and Packaging, Satellite TV  Business, DTH,

Film Production, etc.

Kishore Biyani Traditional Textile Business Retail and Real Estate Business

Source: Compiled and Developed on the basis of “Poster Boys of Liberalization” Business Today, Jan. 14, 2007: BT Research
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Be low ment ioned v iews  con f i rm tha t  undoubted ly

economic reforms in India have energized and resurged the

creativity in Indian business approach. Reforms have allowed

their creativity to bloom.

View -1 In  the  words of   Sam Palmisano, Chairman  and

CEO, IBM- “What  we are trying to do is  connect all of our

capabilities-from our most  advanced skills, that exist today

in innovation, invention  and  all other work we do in our

research and all our other necessary skills we use to solve

our client’s problem.  India represents our ability to connect

these two dimensions.”

View - 2 “We don’t think that India is preferred over China.

However, as has been often stated by many it is more a

case of “India and China,” now as opposed to the earlier –

“China first, then India.” – Devika Mehndiratta, Economic

Analyst, Economics and Corporate Research Group – CII.

View - 3 “Future is not about pedigree, it is not about

heritage. Future is about Innovation, and how nimble you

are.  The future is all about hoe open minded you are to

learn from people.” N.R. Narayana Mur thy, Non-Executive

Chairman and Chief Mentor, Infosys Technologies.

Chinese Growth Experience

“China seems to be stable on the surface, but chaotic

underneath, while India is chaotic on the surface, but stable

underneath.” - McGregor, James (2006) Par tner BlackInc China

and Author of “One Billion Customers.”

Chinese business believes in more decentralization and

delegation. Chinese business approach though innovative

but also it is “Execution Driven.”  The Chinese believe in

business f r iendly pol ic ies and product ive discipl ined

workforce. Renaissance of Chinese business is manifested

in formidable production capacity building with strong value

chains. It is fully equipped with “ever expanding” world view

coupled with trenchant ambition. Creative Chinese business

is more “Cost Conscious” with “Linear ” thinking approach.

Renaissance of Chinese business is reflected in “Building

Factor ies” with wel l  developed, modern wor ld class

infrastructure.

Even after the existence of extremely authoritarian political

system China has been successful in establishing itself as a

manufactur ing Hub of the wor ld.  Growth of Chinese

Entrepreneurial Success is yet to be tested on following

challenges:

♦ Cha l lenge of  g rowing unemployment .

♦ Chal lenges regarding Sizeable non-performing

loans par t icular ly in the Bank ing Sector.

♦ Regional imbalances in the economic development

♦ Existence of huge mi l i tary creates fear

♦ Problem of Inef fect ive legal  protect ion system

♦ Lack of strong financial system and rise in unethical

business practices.

Thus Chinese leadership, though visionary but getting ready

for “Chinese century” by 2020, stil l has to work a lot on

new models and actions/priority plans to become a strong

global  power.  Ch inese leadersh ip is  work ing on the

concept of Top Management Teams (TMTs). Cooperative

goals among team members and leader, production and

people are important bases for effective TMT and leadership

in China.

China innovation is considered a critical strategic advantage.

Chinese leadership is fast in decision making and diplomatic

- enjoying good relations with world’s leading economic

super powers. In Chinese enterprises the cooperative

network of leaders/managers follow a “Guanxi” relationship,

integrating emotional and mutual benefits over transactional

dec is ions  th rough Re la t iona l  Mark  Down (RMD) and

Compensatory Mark Up (CMU) approaches. The Chinese

leadership has utilized an incubator system in “Xian” Hitech

Park for leadership development.

Comparative Profile of Indian and Chinese

Consumers

“India’s Individual Purchasing power is likely to go upto

$5,653 (Rs.2,543,85) per person by 2020 as against of $2,149

(Rs.92,407) of 1999.  Indian consumers don’t fear from

“Credit Trap” - Gurucharan Das - Strategic Consultant.

W i th  more  l ibe ra l i zed economic  po l i c ies ,  soc i a l

transformations, increased media exposure, rise of nuclear

families, consumer culture has grown immensely in India.
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Total consumption was estimated $550 billions in year 2006

as against $300-340 billions in 2002. A decade ago, luxury

products market  was a lmost  non-ex is tent  but  in  the

beginning of 2007 it is estimated at $444 million.

“India Is The Flavour of Moment In China.”

-  H o n g  C h e n ,  C h a i r m a n  a n d  C E O  o f  t h e

Be i j i ng -based H ina  G roup .

“The Average Ch inese Knows very L i t t le  About Ind ia . ”

-  G i r i j a  P a n d e ,  H e a d  ( A s i a  P a c i f i c ) ,  Ta t a

Consu l tancy Serv ices (TCS) .

Today, be it a hyper market, super market/mall or corner of a

street, Indian consumer is everywhere. 15 years ago, Indian

consumers were considered thrifty, traditional and money

savers. But today the situation is exactly different with 181

mil l ion middle class households, const i tut ing over 30

percent of total population itself is a vast consumer market.

Indian consumers are considered price sensitive consumers,

but now they have also become value sensitive. The demand

for premium stuff has gone beyond market estimates. Robust

growth of economy is main reason behind this phenomenon.

This vast market needs product innovation, simple designs,

direct distribution and overall comprehensive business

system. Indian middle class has grown over par t several

decades. Increased level of industrialization and subsequent

rise of services sector, oppor tunities for employment and

income levels have also gone up.

“China is a country of extremes; it is also a country of

contradictions.” - Harjot Singh - Strategic Planning Director,

AD Agency BBDO, China.

Chinese consumers are also enjoying winds of changes.

Their mood and optimism is reflected in their interest in

“Beyond China” products. Now Chinese consumers are also

using other countr ies products. Readymade garments,

bicycles, footwears, fashion products have seen splurge in

demand patterns. Chinese consumers are regionalized in

their buying patterns. Chinese consumers are price conscious

but they also expect the service providers to cut down the

costs of their services with large scales of economic being

achieved. Chinese MNCs Hair and Huawei Telecom are

continuously expanding their business.

Consumers in China display varying levels of ethnocentrism,

similar to consumers in developed countries. But like Russian

consumers, Chinese view of domestic good as inferior to

Table–3:  Chinese Growth: At a Glance

♦ Current Growth susta inabi l i ty – At stake

♦ Entry of Qual i f ied Foreign Inst i tut ional  Investors (QFI I )  into RMB Denominated

Secur i t ies through QFI I  Act.

♦ R ise in interest  Rates

♦ China secur i t ies regulatory commiss ion control led by the Govt.  unl ike SEBI .

♦ Chinese stock market at  Nascent Stage.

♦ 21 mi l l ion people (Urban Res ident) on minimum subsistence a l lowance.

♦ Strong state intervent ion – 50 percent  l i s ted companies State Owned

Ent i t ies .

♦ Chinese Bus iness Websi tes tota l ly dominated by Laws, Acts etc.

♦ Low level  of Investor Educat ion.

♦ 26 mi l l ion people ( in Rura l  Areas) l iv ing in pover ty.

♦ Corporate sector largely dominated by State Owned Ent i t ies.

♦ Motorway Network - 34000 kms.

♦ Power Generat ion - 2500 Bi l l ion K i lowatts .

Sou rce :  Comp i l ed  and  Deve loped  on  t he  ba s i s  o f  Rev i ew o f  L i t e r a t u r e .
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Table–4: Profile of Indian Consumers

2000-2007

2000: Emergence of Private Sector Life Insurance Companies.

Credit Card Holders - 4 Mil l ion.

Cable and Satell ite Television: 30 mn.

TV Homes: 64.4 mn.

2001: Emergence of “Big Bazar ” Hyderabad as Hyper Market.

CDMA Mobile Operations Star t.

First Indigenous Motor Bike TVS Victor.

2002: Total Consumption $ 300-350 Bil l ion.

Spor ts Uti l ity Vehicle “M&M Scorpio” Launched.

2003: Low Cost Carriers Offer Consumers’ Delight.

No. of Middle Class Households 181 Mil l ion.

Rich Households with Per Annum Income of more than Rs.2, 10,375: 3 Mil l ion.

“Aspirers” with Per Annum Income Between Rs.43,875 - 2, 10,375: 46 Mil l ion.

Strivers with Per Annum Income < Rs.43,875: 131 Mil l ion.

2004: Passenger Car Turnover Reaches 1 Mil l ion Mark.

2005: Mobile Phone Users 50 Mil l ion.

2006: Organized Retai l Size Rs.42,000 Crores.

Debut of IPTV.

H1B Visas Issued: 43,167.

Domestic Air Passengers: 25 Mil l ion.

Total Consumption Estimated: $ 550 Bil l ion

FMCG Industr y wor th Rs.60,000 Crores

21 Mil l ion Indians Owe Home Loans.

Luxury Product Market: $ 444 Mil l ion.

Passenger Car: 0.68 Mil l ion.

PC Penetration: 18 (Per 1000)

PC Sales: 4.6 mn.

2007: Internet Users: 40 mn+ (estimated)

Two Wheeler Sales: 5.5 mn+ (Estimated).

Telecom (Landline): 50.20 mn+ (estimated).

Telecom (Mobile): 100 mn+ (estimated)

TV Homes : 114 mn+ (estimated)

Cable and Satell ite TV: 70 mn+ (estimated)

Source : Compiled and Developed on the basis of NCAER/Industry Repor ts as well as Compiled from Business  Today,

Jan 14, 2007 &  Compiled and Developed on the basis of Review of L i terature
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 Table - 5:  Profile of Chinese Consumers

⇒ Phenomenal Growth in Sales of CTVs, Beer, Mobile Phones, Personal Computers etc.

⇒ China Houses 1.3 Bi l l ion People.

⇒ 25 - 30 mil l ion Middle Class Households in China

⇒ MNCs l ike Procter and Gamble, General Motors and Carrefour catering Chinese Mass Market.

⇒ Urban Consumers: 400 mil l ions.

⇒ Mass Affluent Households' Income: $8700-11600.

⇒ Annual income of $4300 to $8700 (Middle Class Households)

⇒ More than 1,00,000 Adver tising Agencies.

⇒ Affluence in spending.

⇒ Non-existence of Consumer Credit.

Source: Compiled and Developed on the basis of NCAER/Industry Repor ts as well as Compiled from Business Today, Jan 14, 2007

impor ted goods. Consumer ethnocentrism means that it is

i nappropr i a te  to  pu rchase  fo re ign  p roducts  i n  the

interest of the domestic economy. Chinese companies

unders tand tha t  the i r  mass  product ion may lead to

o v e r s t o c k i n g ,  e x t r a  m a r k e t i n g  e x p e n s e s  a n d  l o w

profitabi l i ty i .e. they are now implementing consumer

order dr iven approach. Chinese consumers are have

been excited by the presence of more than 1,00,000

adver t is ing agencies mostly managed as Bucket Shops.

Ch ina ’ s  own se r v i ce  sec to r s  Bank ,  t r a ve l ,  f i n anc i a l

services are at nascent stage.

In genera l ,  the growth in middle class income has been

one of  the key in f luent ia l  factors  in  consumer product

c a t e g o r i e s  l i k e  C T V s ,  B e e r,  M o b i l e  P h o n e s ,  a n d

P e r s o n a l  C o m p u t e r s .  T h e s e  p r o d u c t s  e n j o y  h i g h

p e n e t r a t i o n  i n  C h i n a .  A c c o r d i n g  t o  J o s e p h  Wa n ,

D i r ec to r  and  V i ce  P re s iden t  o f  Bos ton  Consu l t i n g

Group (Hongkong) -  MNCs and other  companies have

now rea l ized the chang ing face of  Ch inese consumers

a s  w e l l  a s  t h e i r  b u y i n g  b e h a v i o u r.   C o m p a n i e s

operat ing in  Ch ina have to unders tand that  consumers

in  the wester n par ts  of  Ch ina d i f fer  a  lot  f rom easter n

par t  of  Ch ina .

There exists a wide difference in distribution of wealth in

the Chinese cities and countryside consumers. China houses

1.3 bi l l ion people as 400 mil l ions are in the urban areas.

Middle c lass  Ch inese consumers are categor ized as

savers and spenders .  Chinese consumers have more

money at thei r  disposal  than ever before. Per capita

income has grown by a factor of seven between 1980

and 2000. There are 25 mil l ion to 30 mil l ion middle class

households in China, with an annual income of $4300 to

$8700.

Sino-Indian Business Progress: Number Game

“At the end of the day, mutual trade and business drives

growth. Al l  major newspapers and TV stat ions in China

talk about India. Two neighbouring countr ies have to do

business with each other.” – Malvinder Singh, MD and

CEO, Ranbaxy Laboratories Ltd.

Ti l l  1990, the mutual trade between India and China was

poorly placed at $260 mil l ion. The f igure stood at a l i t t le

over $18 mil l ion (Rs.81,000 crore) and now looking set

to pass $40 bil l ion (Rs.1.8 lakh crore) by year 2010. Many

Indian companies l ike Ranbaxy, Infosys and M and M
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Table - 6:  Sino-Indian Trade: At A Glance (In $ Million)

Category   /   Year 2004-2005 2005-2006 2006-2007

Export 5615.88 6759.10 1816.86

Growth ( percent )     90.04     20.36   -73.12

Share ( percent )       6.72       6.56       6.25

Import 7097.98 10868.05 3650.24

Growth ( percent )      75.12     53.11   -66.41

Share ( percent )        6.36       7.29       8.92

Total Trade 12713.86 17627.15 5467.10

Growth ( percent ) 81.41     38.65    -68.98

Share ( percent ) 6.52       6.99        7.81

Source: Compi led and Developed on the bas is of Review of L i terature.

and others have acquired companies in China to take

advantage of its low costs. Following table explains the Sino-

Indian Business through numbers:

Lessons for Asian Tigers

“The Chinese Government wi l l  continue to encourage

competitive Chinese companies to make investments and

do business in India and Indian companies are welcome to

explore bus iness oppor tun i t ies  in  Ch ina.”  – Ch inese

President Hu Jintao. The Chinese President Hu Jintao while

addressing a meeting of Shanghai Cooperation Organization

on June 15, 2006 said - “China-India relations have now

entered a “New Phase” what we call as Renaissance of Indo-

Chinese Economies.”  Business Renaissance of Indo-Chinese

consumers can take place in form of market access for

agricultural, industr ial goods and services, fast moving

consumer goods, non tariff barriers and removal of restrictive

regulatory practices. The creativity of leadership of both

countries lies in understanding the need to constantly engage

on issues like mutual trade, investment and “Go Without

Suspicion Approach” leaving behind the history.  Both

countries are on course to become Global Powers. Both

economies are emerging with complementary strengths and

weaknesses. Corporate leaderships of both countries need

to encourage “Masses” or “Consumers” to celebrate “cultural

consumerism” inside their respective countries to make

“Chindia” a reality.  The following Table provides a conclusive

Table -  7:  Sino-India Economic Progress:  At a Glance

Economic and Non-Economic Variables    China      India

Probabi l i ty  of  Not  Surv iv ing Above 40 years  of  Age 6.9 percent 16.6 percent

Adul t  L i teracy Rate 9.1 percent 39 percent

L i fe  Expectancy at  B i r th 71 years 63 years

Ch i ldren who are under weight  (Be low 5 years) 8 percent 47 percent

Popula t ion L iv ing on $1 a day 16.6 percent 34.7 percent

Annua l  Growth Rate of  Populat ion (2004-2005) 0.6 percent 1.3 percent

Per  Capi ta  Hea l th  Expendi ture $278 $82

Phys ic ians per  100000 People 166 60

Populat ion Wi th Access to Proper San i ta t ion 23 percent 14 percent

Populat ion Under Nour ished. 12 percent 23 percent

HIV Preva lence (15-49 years) 0.1 percent 0.9 percent
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In fant  Mor ta l i ty  Rate 85 127

Mater na l  Mor ta l i ty  Rate 56 540

Publ ic  Expendi ture on Hea l th  (  percent   of  GDP) 2 percent 1.2 percent

Human Development Index Va lue 0.768 0.611

HDI  Rank ing 81 126

Six Lane Highways 25000 kms 3000 kms

Power Cuts  for  Companies (1 month) 05 t imes 17 t imes

         Source:  Compi led and Deve loped on the bas is  of  UNDP Repor ts

look over the economic and non-economic parameters which

can be translated into hard lessons for both countries:

Thus, analysis of above table clearly envisages that despite

all these above mentioned dissimilarities and similarities

between Indo-Chinese creative entrepreneurial styles and

consumers India’s trade with China is all set to grow to $20

billion by the year 2007. During 2000-01 India-China trade

volume was just $2 billion but is rose sharply to $11.3 billion

in 2004-05.

Concluding Remarks

Largely state-owned firms have low returns to capital than

private or foreign firms. Returns to capital are not equalized

across ownership types and State owned Enterprises have

lower returns than pr ivate f i rms. In China, there is an

allocation bias at the sectoral level like printing and copying

products, wood processing, receive greater investment than

refinery, leather and associated products. China is made

considerable progress in reforming and privatizing state

enterprises.  The inflation in China is under control at 1.5

percent while in India the figures are preposterously high.

The purchasing power parity for India is $3139 while the

same figure for China is $7532. The per capita income at

constant prices in India is $355 while China has reached US

$1740. This clearly indicates that India has to learn and earn

f rom Ch inese  exper iences .  Un l i ke  Ch ina  i n  I nd ian

perspectives wages have not risen, Labour reforms are to

be done on a rational note. Large no. of people is involved

in petty manufacturing and retail trade. Blue Collar workers’

interests are to be safeguarded. It would be apt to take into

account the fol lowing view of Kiran Karnik, President,

NASSCOM- “India will have to work hard to maintain lead. It

requires a favourable policy and tax environment, a huge

thrust in education and vastly improved infrastructure.”

Above observation makes it very clear that India has to strike

a balance between Investment Policy and Tax Incentives for

example “acceleration depreciation” can take away huge

and heavy investments in infrastructure sector. Chinese

experience par ticularly in the Expor ts Manufacturing Sector

is notewor thy. Chinese Govt. has been able to save small

scale sector and ensured job security with protection from

overseas competitive forces.

Agricultural land being taken away from peasants for setting

up special economic zones has become another impor tant

issue where government has to be careful otherwise political

problems may endanger the overseas investments. States

are competing with each other over this issue. States’

proactive approach is welcome. Unlike Chinese case we

do not have a coherent strategy to ensure that the small-

scale sector growth takes place consistently. For example –

if a small shop employs 10 persons, the incentives from the

state to enable the small scale entrepreneur to grow and

multiplied four times to make it 40 is surely absent. Several

kinds of restrictions still inhibit our growth.

Above discussions clearly highlight that we have to set on a

growth rate of at least 7.5 per cent. We have a window of

the next 20 years to improve our product iv i ty issues

massively. The real development task lies in people i.e.

education, health, ir rigation sector, reforms and agriculture

patterns, up gradation in manufacturing sector with the help

of entrepreneurial spir i t .  China and India can become

effective trading par tners despite not having natural affinity

but there is no reason to be afraid of each other. India has

to tighten up its intellectual proper ty rights and sale it as a

strong point foreign investor.

We can conclude that structural measures and changes like

improvement in lending practices of banks, easy access of

private sector to stock markets, rational FDIs, better utilization
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of resources, cont inuous pr ivat izat ion can help both

c o u n t r i e s  e c o n o m i c  o b j e c t i v e s  o f  r a p i d  g r o w t h ,

k e e p i n g  i n  m i n d  h i g h  i n v e s t m e n t s  a n d  h u g e

consumpt ion pa t te rns  a long wi th  d i f fe ren t  po l i t i ca l

ideo log ies .
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E

Today's rapidly changing business climate challenges companies to continuously improve

performance. Only companies with a commitment to organizational excellence will remain

competit ive. This ar t icle discusses organizat ional excel lence in context of Total Qual i ty

Management (TQM), facilitated by effective leadership. It describes how excellence can be

achieved with TQM. It focuses on the nature, various forms and five impor tant pil lars of

organizational excellence and elaborates fur ther to explain that effective leadership plays a

vital role in connecting the vision and mission statements of the organization maintaining a total

quality approach to excellence. The paper concludes that TQM effor ts must be integrated

with organization's business strategy and follow the top leader's vision if a total quality oriented

strategy is to be implemented and excellence is to be achieved.

Organizational Excellence:

Total Quality
Management

Kavitha Srivastava, Saroj Kumar Mishra and Smita Pandey

Ms .Kav i t a  S r i v a s t a va ,  Re sea rch  Scho l a r,  Dep t .  o f  Human i t i e s

a n d  S o c i a l  S c i e n c e ,  I n d i a n  I n s t i t u t e  o f  Te c h n o l o g y ,  K a n p u r

Pin –  208016 ,  U t t a r  P r adesh ,  I nd i a ,  E -ma i l :  k a v i t a s@i i t k . ac . i n

M s . S a r o j  K u m a r  M i s h r a ,  R e s e a r c h  S c h o l a r ,   D e p t .  o f

I n d u s t r i a l  a n d  M a n a g e m e n t  E n g i n e e r i n g  ,  I n d i a n  I n s t i t u t e

o f  Te c h n o l o g y,  K a n p u r,   E - m a i l :  s k m i s h r a @ i i t k . a c . i n

M s . S m i t a  P a n d e y ,  R e s e a r c h  S c h o l a r,  D e p t .  o f  I n d u s t r i a l

a n d  M a n a g e m e n t  E n g i n e e r i n g ,   I n d i a n  I n s t i t u t e  o f

Te c h n o l o g y ,  K a n p u r,   E - m a i l :  p a n d e y s @ i i t k . a c . i n

x c e l l e n c e  m e a n s  s u r p a s s i n g  o r  o u t s t a n d i n g

achievement. We recognize readily when someone

breaks a record in

an Olympic event or is the

first to climb a previously

unscaled peak; or writes

a bestseller or win a noble

prize for contribution in

any discipline of science;

or gives the best year of

i t s  you th  i n  se l f l e s s

se rv ing  to  the  down

trodden or is outstanding

productive or successful

in his or her field of work.

Excellence is important to

society because it sets an

example, a standard of

behaviour that is socially

use fu l .  I n  a  wor ld  o f

mediocrity and incompetence, human excellence acts like

adrenalin. It dispels and despairs and galvanizes those who

wish  to  do someth ing

wor thwh i le  bu t  a re

discouraged or intimidated

by the odds against them.

To su r v i ve  i n  today ’s

competitive environment,

one need to excel. Good

i s  no  longer  good.  To

exce l ,  an  o rgan iza t ion

needs to focus on all par ts

o f  the  o rgan iza t ion ,

opt imiz ing the use and

e f fec t i veness  o f  a l l  i t s

resources.The organization

that effectively meets the

needs and expectations of

a l l  s t a keho lde r s  i s  an
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excellent organization. The emphasis is not just on the

performance of the organization in terms of profitability

growth or efficiency. It is on the satisfaction of the needs of

i t s  s t a f f ,  on  meet i ng  i t s  soc i a l  respons ib i l i t i e s  and

commitment to other impor tant stakeholders. Today ’s

rapidly changing business climate challenges companies to

continuously improve performance. Only companies with a

commitment to organizat ional  excel lence wi l l  remain

competit ive. Literature has given evidences where the

organizat ions have excel led, owing i ts success to i ts

leadership dimensions.

The focus of this paper will be to bring to light the role of

leadership in uniting the workforce towards achieving the

mission statements of the organization and turning the goals

and strategies to reality.  The paper will  focus upon the

nature, various forms and impor tant pillars of organizational

excellence and will elaborate fur ther to explain that effective

leadership plays a vital role in connecting the vision and

mission statements of the organization with maintaining a

to ta l  qua l i t y  approach  to  exce l l ence .  The  paper

demonstrates the relevance of leadership towards total

qual i ty management; thereby achieving organizat ional

excellence.

Organizational Excellence

Organizat ional excel lence means the whole gamut of

corporate management and the way the entire organization

is run and creating a world-class organization. The concept

of organizational excellence provides a powerful way to

implement its mission statement and achieve its objectives.

Hui and Chuan (2002) described nine national quality level

awards that served as models for managing organizational

excellence. Each award represented the host country ’s

differences in managing all aspects of an organization. They

digested the criteria of the various awards into twelve critical

aspects of total organizational excellence. These are:

1. Establishing a strong vision and mission

2. Forming policies and strategies

3. Commitment to excellence

4. Management values and ethics

5. People development

6. Empowerment and innovation

7. People well being

8. Use of new technologies

9. Suppliers and business par tnerships

10. Providing customer care service  and  satisfaction

11. Fostering good working relations

12. Responsibilities to the public.

On the basis of each criterion mentioned above the paper

then described the nine awards more which play impor tant

role in managing organizational excellence. Various studies

in the literature gave utmost importance to vision and mission

statement of the organization.

Mission statements and visions are goals that direct the

entire organization. An organization’s mission is its purpose

and reason for being, and its vision is an “image it seeks to

create.” Successful business organizations have strong visions

of what they want to do and where they want to go. Apar t

from stating strong visions and missions, researchers have

highlighted importance to strategies and plans. Strategies help

an organization to determine its current and future changes

in customer and market needs and expectations, competitive

environment and industry structure as well as how plans are

deployed to depar tments, teams and individuals.

Thus, a typical mission statement summarizes core belief

and values, some of which are people oriented and some

business related.  A well constructed mission statement

touches upon everything that is valued highly by the

organization.  It concisely describes basic strategies as well

as aspirat ions about treat ing people fair ly,  leadership

qualities and similar values.  In fact, if your mission statement

does not reflect your organization’s top level strategic goals,

then one or other is defective because a proper definition

of organizational excellence is based on these same values.

The vision framework (Fig. 1) describes that an organization

is a collection of its beliefs and values. Together they make

the culture of an organization. The specific collection of

values and norms shared by people and groups in the

organization is defined by what is known as “culture” of the

organization. Organizational culture or corporate culture

comprises the attitudes, experiences, beliefs and values of

an organ izat ion.  F rom organ izat iona l  va lues develop

organizat ional  norms, guidel ines or expectat ions that

prescribe appropriate kinds of behaviour by employees in

pa r t i cu l a r  s i t ua t ions  and con t ro l  t he  behav iour  o f

organizational members towards one another.
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Figure 1: Vision Framework for an Organization

(Source: Oakland, 2001)

Cu l tu re  has  a  v i t a l  and measu rab le  impac t  on  the

organization’s ability to deliver on its strategy. That’s why

one can’t  ignore i t  when tack l ing issues such as r isk

management, customer relationship management, business

process outsourc ing,  change management ,  wel lness ,

growth, or leadership. Thus culture is central for a successful

operation and to long-term effectiveness of the company. 

Organ izat iona l  h ierarchy p lays an impor tant  ro le for

developing the right culture in an organization. Top officials

instill the commitment to excel in the minds of human assets

of the organization. Motivated and committed workforce

would lead the organization to excel. Gandossy (2005), in

this respect,  did an excit ing study to show that top

management is committed to develop leadership talents and

good leaders make a difference to an organization. He

compared numerous business and people practices of

double digit growth companies (DDGs: who has at least 10

percent  annual revenue growth in three of the five years

plus a five year compound annual revenue growth of 10

percent  or more) with the practices of single digit growth

companies (SDGs: those with compound annual growth of

less than 10 percent). The study demonstrated that CEOs

and Board of directors from the DDGs in the leadership, top

20 expressed far more commitment to develop leadership

talent than did their SDGs and other DDG counterpar ts.

Gandossy (2005) discovered that leaders of companies that

consistently achieve double digit growth have a number of

approaches and behaviours in common. Most of all they are

c lear  about  the i r  d i rect ions  and pr ior i t ies  and they

consistently strive to be in touch with both customers,

markets and their employees. They nur ture talent and focus

on their organizations’ core capabilities.

Forms of Organizational Excellence

Just as human excel lence takes many forms, so does

organizational excellence.   There are five basic forms of

organizational excellence. These are:

Competitive Organizational Excellence

It is a champion type of organizational excellence - the

best per formance in a competitive field during a par ticular

period.  We may call this competitive excellence. The chief

characteristic of this form of excellence is being outstanding

within a field of competitor vis–a–vis a clear cut criteria for

a few reasonable performance.  The company with the

best outstanding return on investment and/or the fastest

growth rate within an industry in a given year is a typical

example of this sor t of excellence. Some other examples

are: a school within a city with a highest percentage of

students getting a first class at school leaving examinations,

the publ ic hospita l  winning an award for the lowest

mor ta l i ty  rate,  the bank with the best  loan recover y

performance, the newspaper with the highest circulation

and so on.

▼▼

▼

▼

▼

▼

▼

▼

Vision

Mission

PurposeCore Values & Beliefs

Strategies and Plans Critical Success Factors

Core Processes
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To be able to beat competitors, the champion organization

must  have a  c lear -cut  goa l  and s t rong management

commitment to excel at this goal or these goals. It must

have tight control over operations and coordination of

activit ies through teamwork.  I t  would need excel lent

mechanism for monitoring the field of operations, the action

of competitors and the organizational performance.  A

resourceful management that can quickly respond to eddies

and currents of competitions and culture of quickly adopting

the tried effective practices in other organization would be

very helpful for it . On the hard competit ive track, the

organization resembles a compact streamlined, power

packed racing car racing to win.

Rejuvenatory Organizational Excellence

The main characteristic of this form of excellence is the vast

improvement  ove r  p rev ious  per fo rmance .  Many

organizations turnaround from sickness or decline exhibit

this form of excellence.  The sor t of management that may

be needed for this form of excellence is distinctive, strong

and h igh ly  energet ic  leadersh ip  tha t  ga lvan izes  the

organization and leads from personal example; quick pay

of actions that restore faith in the ability of organization to

tackle problems and solve them successfully, a great deal

of internal communication to mobilize the rank and file for

the great effor t needed to rejuvenate the organization;

negot ia t ions wi th externa l  s takeholders  l i ke f inanc ia l

institutions, suppliers and  government for their suppor t to

rejuvenation effor t,  a culture of getting things done quick

f i xes ,  improv i sa t ions ,  resou rce fu lness , ex tens i ve

par ticipation of  lower level staff in evolving a turnaround

strategy and implementing it.

Institutionalized Organizational Excellence

The chief characteristic of this from of excellence is sustained

high achievement over a long period of time on impor tant

performance parameters even when there is a little pressure

by way of competition for excellence.  The organization

may not necessarily be the best on all or even one of these

parameters.  But it has, like the example of HMT (Hindustan

Machine Tools, India), a distinguished track record stretching

over decades. Such sustained performance may require

institutionalization of good management practices and a high

order of professional management.  I t  may need top

management continuity and orderly succession through

carefully selected successors and chief executives well

acquainted with the organization’s excellent traditions and

norms of excellence. Also needed may be the widespread

commitment of the staff to a vision of excellence and to

core values related to this vision.

Creative Organizational Excellence

The chief trait of this type of excellence is the commitment

to pioneering innovation, experimentation and discovery.

The organization is in a constant state of flux, shedding or

modify ing current act iv i t ies ,  pract ices,  products and

adopt ing new ones .  Organ izat iona l  f lex ib i l i t y ,  some

indifference towards rules and procedures, and openness

in communications may be widespread. A leadership rooted

in exper tise, competence and creativity rather than in formal

position is a likely feature of such type of organization. A

culture of creativity and innovation is likely to prevail.

Missionary Organizational Excellence

The chief feature of this type of excellence is the desire and

abi l i ty to meet the expectat ions of a l l  the s igni f icant

stakeholders of the organization such as owners, staff,

suppliers, customers, government, bankers, unions etc. The

management tends to think of itself as a trustee for the

benefit  of these stakeholders. The organizat ions have

multiple goals corresponding to the diversity of expectations

the organization is trying to meet. For example, it may seek

reasonable profitability to keep its owners happy; a good

growth rate may create oppor tunities for growth of its staff

and managers; a reputation for social responsibility to please

the government;  good customer serv ice to place to

customers and cordial industrial relation to keep unions

happy.

Five Pillars of Organizational Excellence

Literature has emphasized that after years of working with all

t ypes of  organ izat ions  us ing var ious  approaches to

improving performance, it has been realized that there are

only five things that need to be managed in order for an

organization to excel. It has been called as “The Five Pillars

of Organizational Excellence” (Harrington, 2004).  All five

must be managed simultaneously to be excellent in every
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sphere. Top management’s job is to keep al l  of them

moving ahead at the same time. To concentrate on one

or two of them and let the others slide is a surefire formula

for fai lure.

Organizat ional excel lence is designed to permanently

change the organization by focusing on managing the

five key pil lars of the organization. Each of the five pil lars

is not new by itself. The key to organizational excellence

is combining and managing them together. We call the

methodology that provides a holistic approach to proving

t h e  o r g a n i z a t i o n s  p e r f o r m a n c e ,  “ o r g a n i z a t i o n a l

excellence,” which is suppor ted by five pil lars that must

be managed simultaneously (Fig. 2).

Figure 2: The Five Pillars of Organizational Excellence

(Source: Harrington, 2004)

♦ Pillar I - Process management: Organizations

need to manage their processes and continuously

improve them for betterment.

♦ Pillar II - Project management: Organizations

need to manage their project, for that is the way

they obtain major improvements in their processes.

♦ Pillar III - Change management: It is necessary

to manage the changes in organizations so that it is

prepared for the chaos that it is being subjected

to, due to the magnitude and quality of changes

that must be implemented.

♦ Pillar IV - Knowledge management :  I t  i s

needed to manage the organizations’ knowledge;

that is the organizations’ most valuable asset. It is

the  o rgan iza t ions ’ knowledge tha t  g i ves  an

organ iza t ion  i t s  compet i t i ve  advan tage ,  a s

technology can easily be reverse engineered and

transferred to any place in the world.

♦ Pillar V - Resource management: Organizations

need to manage their resources and assets for they

drive their business results.

By effectively managing these five key pillars and leveraging

their interdependencies and reactions, an organization can

bring about a marvelous transformation within itself. Learning

to manage them together is the key to success in the endless

pursuit of improved performance. Leaders here play the role

of binding all the five pillars in one thread.
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Chain of Excellence

A chain of excellence had been developed which describes

the relationship among the different pillars of excellence.

The concept star ts with the chain of excellence (Fig. 3) in

which excellent leadership creates excellent employees.

These employees than provide excellent service to the

customers who will then come back again and therefore be

responsible for good financial results.

The s tudies in  the area of  human per formance have

supposed relat ionship between the separate blocks.

Hesselink and Assem (2002) studied one of the largest

companies for temporary labour in the Netherlands, namely

“Star t.” It implemented a service excellence program that

was initiated to help the organization to become one of  the

leading companies in Europe with respect to service

behaviour and service culture. They borrowed the concept

from world wide Walt Disney Company (WDC) which has a

special division, called the Disney institute, which suppor ts

different organizations in creating and managing a culture of

service. The chain of excellence has been used by Walt

Disney Company to describe that it is possible to explore

the relationship between the different blocks in a separate

manner. This chain of excellence can be used by organization

for excel.

Figure 3: Chain of Excellence

(Source: Hesselink, 2002)

Examples of Some Organizations that worked

their Way to Excellence

Hindustan Machine Tool (HMT): It became a legend in

India in the sixties and seventies. The government of India

set it in 1953. By eighties, HMT set up a number of machine

tool units and diversified into watches, tractors, press, bulb

etc. Between 1960 and 1980, it had been profitable in all.

The productivity of HMT grows at 3.6 percent per annum.

HMT had also ventured abroad and was a modest expor ter.

It had bought to India, a wide range of technologies through

collaboration agreement with foreign companies. It is an

example of institutionalized and versati le excellence in

competitive domain of the third world.

The State Bank of India:  It is the largest bank of India. It

was  known as  the  imper i a l  bank  o f  Ind ia ,  and was

nationalized in mid fifties. Initially it catered mostly to urban

customers and extended credit mostly to select business

houses.  But it rapidly grew and diversified into banking

related services thereby significantly helped in extending

the  bank ing  hab i t  to  the  coun t r y s ide .  Now i t  has

in ternat iona l ized i t s  operat ions .  I t  i s  an example of

institutionalized and versatile and missionary excellence in

competitive domain.

Nirma Chemicals (Detergent): It was star ted in 1969.

The company had grown at 50 percent per year during

1986. It possessed a serious competitive threat to the

mu l t i n a t iona l  f i rms .  I t  i s  a  l ean  o rgan i za t ion ,  w ide

distr ibution network, and adopts shrewd price-based

competitive strategy. Nirma Chemicals is an example of

competitive excellence.

Reliance Group, India (Textile,  Polyester,  Yarn

Petrochemicals etc.): It was formed by Dhirubhai Ambani

in 1966. By the end of the eighties it had grown to be the

third largest in the country with huge diversification and

vast growth plans. It has been known for its entrepreneurial

sty le of management. I t  is an example of competit ive

institutionalized excellence.

Hindustan Lever Limited, India (Soaps, Detergents,

Cosmetic products etc): This multinational subsidiary is

the best-managed company of India. It has a nice track

record of prof i tabi l i ty and growth for a long t ime. I t

practised social responsibility by locating several plants in

background areas and by reviving sick units. It’s a strong

expor ter. It has also its strength in impor t substituting R

and D. It is the best example of highly professional and

versatile excellence.

LEADERSHIP
EXCELLENCE

EMPLOYEE
EXCELLENCE

CANDIDATE
EXCELLENCE

CUSTOMER
EXCELLENCE

FINANCIAL
RESULT/

CUSTOMER
VALUE
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TATA Steel, India (Steel and Allied products):  I t

emerged as the best all round company of India. In 1980-90

the company had the largest sale of any private sector

company in India. It is the best rated Indian company on

eight criteria (quality of management, quality of product,

i nnova t i veness ,  f i nanc ia l  soundness ,  and qua l i t y  o f

personnel, responsibility to community, profitability and

company to work for). A good long term record of profits

and growth as well as other achievements such as running

effectively a whole city, medical help to hundreds of

thousand aborigines, contribution to Indian spor ts and a

pioneering role in the third world in the area of human

resources and industrial relations management. It is an

example of institutionalized and versatile excellence.

A close study of these organizations brings out cer tain

features that must be analyzed to what made them grow

into successful organizations. A close look at them brings

to l ight  the qual i ty  of  work that  they of fered to the

consumers.  The long term survival of many manufacturing

and service organization has been linked to the ability of

these organizations to produce goods and services that

meet or exceed customers’ quality expectations. These

Organizations consistently searched for approaches to

manage people and productions systems in a way that

assures transformation of inputs into quality outputs that

meets or exceeds customers’ expectations. In this process

they identified Total Quality Management (TQM) as a concept

that has recently been recognized all over the world as an

impor tant factor that stimulates the organizations to excel.

TQM focuses on quality and is a widely discussed approach

that directs organizational effor ts to excellence. Its tenets

are continuous improvement, top management leadership

commitment to the goal of customer satisfaction, employee

empowerment and customer satisfaction (Ugboro and

Obeng, 2000).

Total Quality Management

The increasing pace of change in the quality movement has

led to the emergence of three key terms: Total Quality

Management,  Organizat ional  Excel lence and Bus iness

Improvement (McAdam, 2000). The international quality

systems standard ISO 9000 is changing dramatically and ISO

9002 will no longer exist. The new version of ISO 9001

places emphasis on process management and resource

management and has commonality of architecture with ISO

9004, so that quality assurance requirements and quality

management aspirations can be aligned holistically (Bendell,

2000). Therefore, due attention to quality should be given

by organizations to gain recognition and achieve excellence.

The term ‘Total Quality Management’ conveys total company

wide effor t that includes al l employees, suppliers and

customers and that seeks continuously to improve the quality

of  products  and processes to meet  the needs and

expectations of customers. Dean and Evans (1994) stated

three basic attributes of TQM. These are:

1. Customer focus

2.  Strategic planning and leadership

3. Continuous improvement  and  empowerment and team

work.

The utility of the definition is that it encompasses the key

interna l  and externa l  factors  and stakeholders  of  an

organization, and recognizes the crucial role of leadership,

including the empowerment of all employees to lead.

TQM is a management philosophy, introduced by Deming

(1989) and Juran (1986), both working hand in hand. TQM

calls for customers’ satisfaction, continuous improvement,

teamwork and strong aspirations to self actualization. The

TQM inventors focused less attention on tools, techniques

and training but gave more attention to the human aspect of

production. They recognized that tools a lone cannot

automatically produce TQM but it is the power of the human

mind to identify the correct problems more efficiently than

all the quality tools invested (Williams, 1994).

TQM has been described as a process of creating an

environment in which management and workers strive to

create an organizational culture, which helps to achieve the

goal of creating the highest possible quality in products

and services for the purpose of customers’ satisfaction

(Ehigie and Akpan, 2004). TQM depends on both the

leaders and subordinates to work. The way the leader relates

to  the  subord ina tes ,  i n f l uences  the  w i l l i ngness  o f

subordinates to adapt to change (Ehigie and Akpan, 2004).

Leadership as a Facilitator to TQM

Implementation of TQM implies an inevitable change in the
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organizat ional  act iv i t ies .  The readiness on the par t  of

the work force/employees, is a chal lenge that confronts

an  organ iza t ion .  Human fac tor  o f ten  makes  change

dif f icu l t  and at t imes outr ight imposs ible

M a n y  r e s e a r c h e r s  h a v e  i d e n t i f i e d  t h e  s t y l e  o f

manager ia l  behav iour  to be one of  the most  impor tant

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

organ izat iona l  change need of  ef fect ive leadersh ip i s

fel t  here. A leader should be able to apply a leadership

sty le that  would be favourable to the pract ice of  TQM

and for  the purpose of  ga in ing the benef i t s  of  TQM. I f

an organ izat ion success fu l ly  appl ies  the at t r ibutes of

TQM with the help of effect ive leaders, then i t  is bound

to excel .

Leadership is a relat ionship though which one person

influences the behaviour or actions of other people. Top

management leadership and employee empowerment are

considered two of the most impor tant principles of TQM

because of their assumed relat ionships with customer

satisfaction. As a result many top management leadership

and employee empowerment strategies and practices have

been suggested in the management literature.

Figure-4 clearly explains the role that leaders play in maintaining

a balance between the internal and external organization of

any organization. The traditional theories on leadership have

assumed that leadership focuses on internal processes and

outcomes assuming that positive organizational performance

would follow positive internal activities.

The framework supposes a distr ibut ion of leadership

throughout the organization as well as in collaboration with

key external stakeholders. The nucleus of the framework

consists of traits require for effective leadership. Possessing

these traits is the first requirement of effective leadership.

Without them the top leader would be less equipped to

create a vision for the organization centered upon TQM.

Emanating from the centre are four clusters of leaders

activities and behaviours required for implementing a vision

of total quality for an organization. These clusters have

several specific activities associated with them and these

must be performed by the top management in such a way

Figure 4: Leadership Framework for TQM

(Source: Puffer and McCar thy, 1996)
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that it infuses the values and inspiration to transform an

organizational culture in a way that fosters such universal

behaviours.

Ugboro and Obeng (2000) surveyed organizations that

have adopted TQM to determine the relationship between

top management leadership and employee empowerment,

job satisfaction and customer empowerment. The results

revealed positive relationship between top management

leadership, employee empowerment and job and customer

satisfaction. Employee empowerment and improved levels

of job sat isfact ion are faci l i tated by top management

leadership and commitment to the TQM goal of customer

sat isfact ion by creat ing an organizat ional cl imate that

emphasizes total quality and customer satisfaction- leading

to organizational excellence.

Conclusion

One of the most admired organizations for its continued

success and successfully implementing TQM is Motorola.

Motorola has consistently demonstrated how it can put in

place all the necessary conditions for operating not only

towards survival but how it could thrive and dominate in

global markets. Its sales in 1995 increased 22 percent to

$27 billion from $22.2 billion in 1994.  Motorola has been

described as: “Titan of TQM, epitome of empowerment,

tribune of training, icon of innovation, price of profits ... a

big Company that sizzles” (1997).  Motorola is, perhaps,

one  o f  the  ve ry  few organ iza t ions  tha t  has  c lea r l y

demonstrated that it drives its vision with clear intent; it

manages itself through renewal; it engages the energies of

all of its employees and it does not compromise on quality.

Their six-sigma philosophy has been a service of inspiration

to thousands of organizations all over the world. It can be

said that inimitable competitive advantage can be gained

through a deeply embedded quality ideology. It is important

for managers to understand the leadership strategies for

TQM implementation in order to capitalize on the strength

that these strategies generate in the company ’s pursuit of

business excellence.

Modern organizations are passing through highly competitive

batt lef ield scenario. The barr iers across the world are

gradually diminishing under the fast changing economic,

f i e rce  g loba l  compet i t i veness ,  c ross  cu l tu r a l /c ross

functional settings and the ever changing technological

environment. Also, with the strong waves of globalization

and liberalization sweeping across the world, organizations

need to take a bold initiative to make qualitative changes in

the economic as well as technological policies.

The paper recognized that the leader alone cannot control

external environmental forces. It is suggested that every

employee should take a leadership role and deal proactively

with environmental issues, the organization would then

better cope with the external pressures. The top leaders

however must provide a vision that directs and coordinates

employees’ effor ts to deal with these external pressures

which are necessary if TQM is to succeed. This external focus,

vision and diffusion of leadership are less characteristic of

leadership in traditional organizations. In essence TQM

effor ts must be integrated with organization’s business

strategy and follow the top leaders’ vision if a total quality

oriented strategy is to be implemented and excellence is to

be achieved.

Keywords: Organizational Excellence, Leadership, TQM.
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Customer loyal ty presents a paradox in te lecom serv ice sector in India.  In the current compet i t ive

scenar io ,  customer loya l ty  i s  d i f f icu l t  to ma inta in  as  the customers  a re of fered a wide var ie ty  of

products and services from competitors. As a result  of that,  the relat ionship market ing has become

one of the well recognized and widely accepted strategies for acquisit ion and retention of telecom

customers. However, l i t t le is known about the actual inf luences of the underpinnings of relat ionship

market ing on re lat ionship qual i ty  and customer loya l ty f rom an empir ica l  ana lys is  in the context of

changing trends of telecom sector in India. This paper attempts to understand and examine the impact

of relat ionship marketing underpinnings namely, trust, commitment, communication, brand image, value

for money and network coverage on att itudinal outcomes such as relat ionship qual ity and behavioural

outcomes such as customer loyalty.
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he  popu l a r i t y  o f  cus tomer  loya l t y  p rog rams  has

a t t rac ted widespread a t ten t ion among marke t ing

scholars in recent years

(Nunes and Dreze,  2006;

Uncles et al, 2003). Companies

today a re  t ry ing  to bu i ld

s t rong re la t ionsh ips  wi th

customers by developing and

implementing loyalty strategies

(Duffy, 1998). Reasons for

focusing on customer loyalty

are varied such as increasing

competition, customer having

easy access of information

regard ing products  and

services. Cost of acquir ing

new customers  i s  get t ing

expensive day by day.  Loyalty

is expected to lead to positive

attitudes and behaviours, such as repeat patronage and

purchases, positive word of mouth that may influence other

potential customers. A loyal

cus tomer  base can be a

va luab le  asset  fo r  any

organization as it reduces the

need of  acqu i r ing  new

customers (Rowley, 2005).  In

the cur rent  compet i t i ve

scenario, customer loyalty is

dif f icult  to maintain as the

customers are offered a wide

var ie ty  o f  products  and

services. Industries today are

under great pressure to keep

the current customers happy

(Duffy, 1998) and services

sector  l i ke  te lecommu-

nications is one that is having
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such numerous pressures. Looking in to the telecom industry,

phenomenon of losing customers has been a costly exercise.

With s lowing down market growth, the extraordinary

competition and the increasing pressure to reduce customer

retention, retention management has become first priority in

the broadly liberalized telecommunications market. In reality

fighting against retention is a tough task. Determining ‘which

customers have left the company and why’ is still very difficult

task for some telecom operators. Therefore, it would be even

more difficult to predict which customers are likely to leave

and to identify the right incentives to convince them to stay

loyal. Hence, it has become imperative on telecom industry

to focus on relationship marketing to enhance customer

satisfaction that would fur ther lead to customer retention

and customer loyalty. The relationship marketing, apar t from

its ability to help understanding customer needs, also result

in reducing costs, increasing market share and profitability

(Shani et al, 1992). Heskett (1997) repor ted that serving

exist ing loyal customers would be much cheaper and

profitable than serving new customer. Maintaining good

relationship with the customer will create mutual reward to

both companies and customers (Rapp and Collins, 1990).

Thus, the relationship marketing has come to the existence

and occupied center stage as one of the goals of modern

business world to develop ways that attract and motivate

potential customers to remain staunch loyalists forever.

Despite the growing importance and emphasis on relationship

marketing, the influence and impact of relationship marketing

factors on relationship quality and loyalty are still unclear in

telecom service sector. Besides, to date, there is lack of

studies that examine the various aspects of service that are

vital to customer retention (Zeithaml, 2000). Furthermore, there

is lack of studies that examine the influencing factors such as

trust, commitment, communication, brand image, value for

money and network coverage on relationship quality and

customer loyalty.  In view of the above, the study attempts to

examine the customer perceptions of relationship marketing

factors such as trust, commitment, communication, brand

image, value for money and network coverage, which

influence the nature and degree of relationship marketing

outcomes (e.g. overall relationship quality and customer

loya l ty  behav iour)  in  te lecom serv ice prov iders  in

Visakhapatnam in Andhra Pradesh.  The present study has

conceived the following objectives:

♦ To understand the concept of relationship marketing in

service sectors in general and telecom sector in

par ticular,

♦ To investigate and examine factors that contributes

relationship quality and customer loyalty towards mobile

service operators of Andhra Pradesh, and

♦ To examine the impact of relationship quality on customer

loyalty.

Literature Review

Many research studies have highlighted the significance of

customer relationships marketing and the influences of its

underpinnings on the performance of its growth of service

sector in f ierce competit ion (Palmer, 2002). Increasing

competition and strong rivalry in today ’s business while

operating both domestic and a global market has resulted in

building stronger firm-customer relationships (Ndubisi, 2005).

Company ’s focus shif ted on to the aspects of how to

maintain positive relationships with customers, how to raise

customer loyalty, and how to enlarge customer life time value.

Today more and more firms are concentrating on strong firm-

customer relationship to gain very valuable information on

how to serve customers best and reduce the r isk of

competing brands steal ing customers (Ndubisi, 2004).

Bui lding effective customer relationship creates mutual

rewards that benefit both firm and the customer.  Service

prov id ing f i rms are main ly  dominated in  pract ice of

relationship marketing activities (Zineldin, 2000). Organization

can also gain quality sources of marketing intelligence for

better planning of marketing strategy by building good

relationship with customers. Rust and Zahorik (1993) reports

that Good relationship and quality service will lead to customer

satisfaction, satisfaction will lead to customer loyalty, customer

loyalty will lead to customer retention which will lead to

profitability.

Trust

Moorman et al (1993, p.82) defined trust as “… a willingness

to rely on an exchange partner in whom one has confidence.”

The belief that the customer is having on the service provider

will make him to maintain good relationship with the service

provider and develop loyalty towards the organization. If
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supplier or the service provider betrayed this trust, it could

lead to defection and customer switching. Previous research

studies emphasized that making promises is not only

important but keeping promises is also impor tant, which will

create quality relationship and customer loyalty. Reichheld

and Sasser (1990) repor ts that fulf i l l ing promises plays

impor tant role in creating customer satisfaction, customer

loyalty, retaining the customer base and long-term profitability.

Hence the fol lowing hypotheses: H1a. There exists a

significant association between customer trust and loyalty in

the telecom services and H1b. The higher levels of customers

trust is positively correlated with relationship quality in telecom

services.

Commitment

Previous l iterature suggests that commitment is another

important factor of relationship marketing, and also a useful

construct for measuring the possibility of customer loyalty

and predicting future purchase frequency. Wilson (1995)

reposts that the most common dependent variable used in

buyer-seller relationship was commitment. In the past decade,

marketing scholars have conceptualised commitment to be

an attachment between two par ties that leads to a desire to

maintain a relationship that is sometimes characterised as a

“pledge of continuity” between customers and firms (Kuan-

Yin Lee, et al, 2007). Commitment has been treated as a

multidimensional construct in marketing research (Fuller ton,

2005). Previous researches also showed that highly committed

firms would continue to enjoy the benefits of customer

satisfaction and customer loyalty.

Therefore, the following hypotheses: H2a.  Higher levels of

commitment displayed by service provider will develop the

loyalty in customer and H2b. A higher level of commitment

displayed by service provider is positively correlated with

relationship quality.

Communication

Communication is not only an ability to provide timely and

trustwor thy information and it is also an interactive dialogue

between the company and its customers that takes place

dur ing the pre-se l l ing ,  se l l ing ,  consuming and post-

consuming stages (Anderson and Narus, 1984). Keeping in

touch  wi th va lued customers ,  prov id ing t imely and

trustworthy information, responding quickly when problem

occurs through effective communication will build customer

satisfaction and customer loyalty. Good communication will

lead to qual i ty relat ionship, customer sat isfact ion and

customer loyalty (Ball et al, 2004) and  therefore, the following

hypotheses:  H3a. The effective and prompt communication

between the customer and telecom services providers has

significant bearing on customer loyalty and H3b. The effective

and prompt communication between the customer and

telecom services providers is positive    and significant on

relationship quality.

Brand Image

The variable that has posit ive or negative influence on

marketing activities and customer loyalty is organization’s

image (Kandampully and Suhar tanto, 2000). Brand image has

an influence over customer buying behaviour as it has ability

to influence customer perception of the goods and services

offered.  Previous researchers also found brand image was

positively associated with customer loyalty and customer

satisfaction (Kandampully and Suhartanto, 2000). Gronroos

(1990) reported that service quality was the most important

determinant of brand image. In telecom industry many

subscribers switch to the other service providers even on

brand image (IT Business Weekly, 2003) and hence, the

following hypotheses: H4a. Brand image has a significant role

in creating customer loyalty and H4b. Brand image plays

significant role in building customer relationship quality.

Value for Money

Much of the previous research studies showed that factors

leading to customer dissatisfaction and eventually to the

customer churn are pricing plans (value for money), and

Network coverage. In this competitive market companies

should take important measure in providing value for money

by taking care of weaknesses like uncompetitive prices

(Coyles and Gokey, 2005). The customers are likely to churn

if the service provider is not offering the value-added services

provided by the competitors. The following hypotheses are

proposed: H5a. Value for money given by telecom services

providers has significant influence on customer loyalty and

H5b. Value for money given by telecom service providers

has significant influence on the relationship quality.
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Network Coverage

Lack of wide network coverage and performance is the major

issue that causes dissatisfaction and consequently leading to

customer churning (Navarro, 2005). Dropped calls that occur

in places where network coverage is thin and network busy

message that occurs when demand for network services

exceeds capacity are the factors that leads to the customer

churn (IT Business Weekly, 2003). When the customer notices

the gaps in Network coverage so called blanket coverage, he

is more likely to leave and hence the following hypotheses:

H6a. Better network coverage builds the more loyal customer

base to the business and H6b. Better network coverage is

positively correlated with relationship quality.

Relationship Quality and Customer Loyalty

Relationship quality and customer loyalty are the two vital

ingredients of the recipe for success in the customer oriented

business such as retailing.  Relationship quality has been a

bundle of intangible value, which augments products or

services and results in an expected interchange between

buyers and sellers (Levitt, 1983).  The general concept of

relationship quality describes the overall depth and climate

of a relationship (Johnson, 1999). Relationship quality refers

to a customer ’s perceptions of how well the relationship

fulfils their expectations, goals, and desires (Jarvelin and

Lehtinen, 1996). It is cited that quality in a relationship as a

necessary element in defining loyalty (Chen and Ching, 2007).

On the other hand, Loyalty as a deeply held commitment to

re-buy or  re-pat ron i se  a  pre fe r red product /serv ice

consistently in the future, thereby causing repetitive same-

brand or same-brand set purchasing, despite situational

influences and marketing effor ts are having the potential to

cause switching behaviours (Bowen and Shoemaker, 1998).

Old-fashioned word  has traditionally been used to describe

fidelity and enthusiastic devotion to a cause, or individual.

Cultivating loyal customers can lead to increased sales and

customer share, lower costs, and higher prices. Customer

loyalty, a key mediating variable in explaining customer

retention (Pitchard and Howard, 1997), is concerned with

the likelihood of a customer returning, making business

referrals, providing strong word of mouth, as well as providing

references and publicity. Loyal customers are less likely to

switch to a competitor due to a given price inducement, and

these customers make more purchases as compared to a

less loyal  customers (Baldinger and Rubinson, 1996).

Customer loyalty is a deeply held commitment to re-purchase

or re-patronize a preferred product or service in the near

future despite there are situational influences and marketing

effor ts having the potential to cause switching behaviour

(Oliver, 1999). Hence, it advances to the following hypothesis:

H7: there is a direct positive correlation between relationship

quality and customer loyalty.

Research Methodology

The present study is an empirical enquiry into the factors

which influence relationship marketing, relationship quality

and customer loyalty. The schema of the research construct

is shown as figure 1. The study is purely based on primary

data and necessary secondary data to support the model.

The population of this study is customers of seven well known

telecom service providers in the city of Visakhapatnam in

Andhra Pradesh in India. The service providers considered

were BSNL, Hutch, Air tel, Reliance, TATA, Spice and Idea.

Respondents were selected randomly and par ticipation was

voluntary. A total of 175 customers were surveyed and only

150 completed and returned the questionnaire. This is an

85.71percent response rate. Out of this, only 135 were usable

as 15 were voided because of incomplete data. The objective

was to find the factors contributing of customer loyalty in

Mobile Service Providers. To fulfill this objective, a specially

designed questionnaire was framed with variables adopted

from different sources shown in the literature review. The

questionnaires containing customer ’s demographic profile

and measures estimated by using dichotomous questions,

multiple- choice questions, five point Liker t scales and open-

ended questions were administered during peak hours. It

was framed in a prearranged order with variables adopted

from different sources for the purpose of primary data. The

var iab les  cons idered were Tr us t ,  Communicat ion ,

Commitment, Brand Image, Value for money and Network

Coverage. Trust, communication, commitment were adopted

from Yau et al (2000) and Ndubisi (2004). Communication

was made up of 4 items such as providing trustwor thy

information, keeping customers informed about new product

arrivals and product extensions, providing assistance if

problem occurs. Items such as offering personalized services,

f lexibi l i ty in serving customer were taken to bui ld up

commitment question. Variable trust was made up of five

items such as reliable in words and promise, security concerns
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Fig.1 Research Framework

etc. the secondary data was collected from various journals,

repor ts ,  news ar t ic les ,  textbooks and websi tes .  The

hierarchical Multiple Regression analysis Model was used to

predict the relationships among constructs. The independent

variables (i.e. trust, communication, commitment, brand

image, value for money and network coverage) and the

Intervener (relationship quality) were entered into the model

in different stages. The increase in R² corresponding to the

inclusion of each category of independent variables and the

unique variance in the dependent variable explained by  the

independent categor ies could be examined.  These

increments in R² are squared multiple semi-par tial correlation

coefficients. The Statistical Package for the Social Sciences

(SPSS) 14.0 for windows was used to analyze numerical data.

Statistical Analysis

The demographic profile of the respondents reveal that 63.70

percent of the respondents are male and the rest 36.30

percent are females. 24.44 percent of the respondents are

from the age group of below 25 years, 40.74 percent of the

respondents belong to 26-39 years of age group and 30.37

percent of the respondents belong to 40-59 years of the age

group. The occupation of the respondents reveals that 24.44

percent are from student category, 30.38 percent are from

paid employment, 27.41 belong to business category and

the rest 17.77 percent are from house wives. The income

levels of  respondents are: 41.47 percent are from Rs.5000-

10000 and 20.73 percent are from Rs.10000-20000 group

and the rest are above Rs.20000. The educational qualification

of the respondents reveals that 45.93 percent are from the

post graduate and 40.0 percent from degree and the rest

belong to SSC/Diploma category. In addit ion to that,

information on the respondent’s relationship quality and

loyalty with the telecom service providers based on the

number of years of association they have been with the

par ticular service provider show that 31 percent have been

with the service provider for less than one year, 52 percent

have been with the service provider for three years, and 17

percent have been with the service provider for more than

three years. These results proved that respondents have a

significant level of re-purchase behaviour towards the service

providers.

Correlation was used to examine the strength and direction

of relationship among all six variables (Trust-TRS, Commitment-

CMT, Communication- COM, Brand image- BI, Value for money-

VFM and Network coverage-NC) and two outcome variables

like Relationship Quality-RQ and Loyalty-LOY. The statistical

significance of correlation is indicated with double asterisks

marks for significance less than 0.01 (shown in table 1). The

Trust Commitment Communication

Relationship
Quality

Loyalty

Brand Image Value for
money

Network
Coverage
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Table 1:  Descriptive Statistics and Correlations of RM Factors and

Relationship Quality and Loyalty

Variable    Mean S.D     1       2       3     4        5       6                 7                8

1.  TRS 4.01 .639 1.000

2.  CMT 3.90 .616 .458** 1.000

3.  COM 4.29 .621 .528** .532** 1.000

4.  BI 4.12 .625 .298** .312** .265** 1.000

5.  VFM 4.05 .623 .321** .290** .298** .278** 1.000

6.  NC 3.99 .612 .298** .321** .356** .376** .321** 1.000

7.  RQ 4.17 .628 .589** .533** .498** .456** .487** .398** 1.000

8.  LYT 4.20 .646 .515** .536** .496** .483** .453** .478** .843**     1.000

* *  C o r r e l a t i o n  i s  s i g n i f i c a n t  a t  t h e  0 . 0 1  l e v e l  ( 2 - t a i l e d ) .

internal consistency of the instrument was tested through

reliability analysis. Reliability estimates (Cronbach’s Alpha) for

the construct’s variables are, Trust (0.79), Commitment (0.76),

Communication (0.74), Brand image (0.72), Value for money

(0.73), Network coverage (0.85), Relationship quality (0.82)

and Customer loyalty (0.86) revealing a high degree of

reliability. All reliability results are well-exceeded 0.60 lower

limit of the acceptability (Hair et al, 1998). Regression analysis

was applied in testing for relationship.

Results and Discussions

The hypotheses of association for relationship marketing

factors and loyalty are tested by multiple regression analysis

and results are analysed, how that trust, commitment,

communication, brand image, value for money and network

coverage contribute significantly and predict 49.3 percent

of variation in customer loyalty and the corresponding

ANOVA value for the regression model is 20.756, p (sig.) <

0.001 reveal that dependent and independent variables are

related as shown in table 2.  The coefficient summary as

shown in table 3 reveals that Beta values of Trust (TRS),

Commitment (CMT), Communication (COM), Brand image (BI),

Value for money (VFM) and Network coverage (NC) are 0.372,

0.298, 0.256, 0.090, 0.381, 0.400 respectively, which

vindicate of its obvious influence on customer loyalty. Thus,

Network coverage (NC) has emerged as a major influencing

variable followed by Value for money (VFM), Trust (TRS),

Commitment (CMT), Communication (COM) and Brand image

(BI) for customer loyalty. The positive sign of the estimates

show that the greater the extent of these underpinnings, the

more significant loyal customers will be. Thus, there is validity

Table 2: Regression Model and ANOVA Summary for Loyalty as

Dependent Variable Reliability Assessment

Model      R R2                 Adjusted Std. Error                   Change Statistics

    R2      of the

 Estimate

          R 2          F

     Change    Change      df1         df2          S ig.  F

    Change

1 .702 (a) .493   .469      .47758         .493     20.756 6           128       .000

  a  P r e d i c t o r s :  ( C o n s t a n t ) ,  C o m m u n i c a t i o n ,  b r a n d  i m a g e ,  C o m m i t m e n t ,  N e t w o r k  c o v e r a g e ,  Va l u e 4 m o n e y,  Tr u s t

  b  D e p e n d e n t  Va r i a b l e :  L o y a l t y
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Table 3: Coefficient Summaries for Loyalty as Dependent Variable

            Unstandardised          Standardized

                                Coefficients           Coefficients      t-value    Sig.

                Model                           B                       Std.                       Beta

                                                    Error

1 (Constant) -2.152 .635 -3.391 .001

TRS .348 .064 .372 5.412 .000

CMT .262 .060 .298 4.363 .000

COM .240 .060 .256 3.970 .000

BI .073 .052 .090 1.412 .160

VFM .353 060 .381 5.853 .000

NC .337 .054 .400 6.189 .000

a. Dependent Variable: Loyalty

for hypotheses 1a, 2a, 3a, 5a and 6a as their p-value are less

than 0.05. But in the case of four th variable i.e. brand image

is insignificant though its beta coefficient is positive value.

Thus, the hypothesis 4a is rendered invalid as its p- value is

more than 0.05. This result proves that customers are not

brand conscious in telecom services as they have given least

value to it. They prefer to be loyal to those who provide

wide network coverage with more value added services,

more trust worthy, greater levels of commitment and prompt

and effective communication in delivering quick response

to customer problems.

RM Factors Contributing Relationship Quality

The results of the regression analysis in table 4 show that

trust, commitment, communication, brand image, network

coverage and value for money contribute significantly and

multiple correlation coefficient R= 0.574 indicates that there

is a positive correlation between relationship quality  and its

dependent variables and also predicts  33.0 percent (R2) of

the variation in relationship quality. In other words, these

variables predict a significant change in relationship quality.

The corresponding ANOVA values for the regression model,

shown in table 4, reveal validation with F- value 10.507,  p

(sig.)< 0.001 and so conclude that at least one of the

independent variables are related to dependent variable

relationship quality. The coefficient summary as shown in

table 5 signifies the Beta coefficient values of Trust (TRS),

Commitment (CMT), Communication (COM), Brand image (BI),

Value for money (VFM) and Network coverage (NC) are 0.267,

0.182, 0.279, 0.113, 0.235 and 0.384, which signifies the

conspicuous impact on Relationship Quality.  Here also, wide

Table 4: Regression Model and ANOVA Summary for Relationship Quality as

 Dependent Variable Reliability Assessment

Model        R     R2         Adjusted      Std. Error

      R2   of the                 Change Statistics

Estimate

                             R2 Change       F Change       df1       df2       Sig. F

        Change

  1      .574(a)         .330           .299       .533                     .330              10.507         6         128        .000

  a .  P r e d i c t o r s :  ( C o n s t a n t ) ,  C o m m u n i c a t i o n ,  b r a n d  i m a g e ,  C o m m i t m e n t ,  N e t w o r k  c o v e r a g e ,  Va l u e 4 m o n e y ,  Tr u s t

  b  . D e p e n d e n t  Va r i a b l e :  R Q
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Table 5:  Coefficient Summaries for Relationship Quality as Dependent Variable

                                        Unstandardised                           Standardized          t-value                 Sig.

     Coefficients                Coefficients

Model                 B                     Std.                      Beta

                                       Error

      1         (Constant) - .757 .709 -1.068 .288

TRS .243 .072 .267 3.381 .001

CMT .156 .067 .182 2.321 .004

COM .254 .067 .279 3.763 .000

BI .089 .058 .113 1.536 .127

VFM .211 .067 .235 3.139 .002

NC .314 .384 .384 5.168 .000

      a.  Dependent Variable: Relat ionship Qual i ty

network coverage has emerged as the most influential variable

with its Beta coefficient value 0.384 followed by effective

communication, trust, value for money, commitment and

brand image in  building relationship quality because P value

for these variables were less than 0.005. Beta coefficient for

value for communication is 0.254 and p value is 0.000, which

shows that it is highly significant and has greater contribution

towards building relationship quality. This result agrees with

the a rgument  made by Ba l l  et  a l  (2004)  tha t  good

communication will lead to quality relationship. In the case

of variable trust with 0.267 Beta coefficient value plays a

significant role in building relationship quality as it’s p-value

is 0.001<0.005. This result suppor ts the argument made by

Ndubisi (2007); customer trust on the service provider will

build quality relationship and customer loyalty. The variable

commitment with its Beta coefficient value 0.182 and P value

is 0.004< 0.005, which suppor ts the argument made by

Wilson (1995) that the most common influential variable in

buyer–seller relationship is commitment. Brand image has

very less contribution (11.3 percent) in building quality

relationship. Though it has positive beta coefficient value yet

its P value is 0.127 is more than 0.005. Therefore, there is

validity for hypotheses 1b, 2b, 3b, 5b and 6b. The hypothesis

4b is hereby rejected as it is rendered insignificant.

Relationship Quality and Customer Loyalty

A simple regression analysis conducted (shown in table 6)

to estimate the effect of relationship quality on customer

loyalty shows that the former contributes significantly and

predicts 68.6 percent of the change in the latter. Fur ther, the

corresponding ANOVA value for regression model shown

in table 6 indicates validation that there is strong correlation

between loyalty and relationship quality with F-value 290.0 at

p-value 0.000 significance. The coefficient summary as shown

in table 7 proves that Beta coefficient value of Relationship

Table 6: Regression Model and ANOVA Summary for Loyalty as Dependent

Variable Reliability Assessment

Model        R      R2         Adjusted     Std. Error

       R2                    of the                 Change Statistics

                           Estimate

                             R2 Change       F Change       df1       df2       Sig. F

        Change

  1        0.828 (a)     0.686          0.683      0.366                  0.686              290.001         1           134         .000

  a . P red ic to r :  RQ

b. Dependent  Va r i ab le :  Loya l t y
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Table 7: Coefficient Summary for Loyalty as Dependent Variable

            Unstandardised          Standardized

                                Coefficients           Coefficients      t-value    Sig.

                Model                           B                       Std.                       Beta

                                                    Error

1 (Constant) .622 .213 2.914 0.004

RQ .857 .050 .828 17.03 0.000

a .   D e p e n d e n t  Va r i a b l e :  L o y a l t y

(RQ) 0.828, which substantiates the arguments made by Wong

and Sohal (2002) that the better quality of the relationship

between customers and the telecom service provider, the

more loyal customers would be. Hence, there is validity for

hypothesis 7 as its p-value is less than 0.005.

Managerial Implications

This empirical analysis has a number of managerial implications

on customer relationship management practices followed by

telecom operators. The factors on which mobile service

providers should focus in order to gain customer loyalty are:

a) They should focus on providing customer services as

and when promised in order to create an image of trust,

which was analyzed as one of the most important factors

to create loyal customers. The service provider must

provide customers with services as promised and the

special schemes and offers should be stated clearly

without any hidden costs, as hidden costs will create a

negative image in the minds of the customers.

b) The commitment levels they have put in with the

customers show that it  need to be augmented as mutual

commitment is the vital ingredient in the recipe for

nur turing relationship quality and fur ther loyalty.

c) They should also train their employees in such a way

that they are able to instill confidence and trust in the

customers. They should offer prompt services and must

be polite in handling customer problems. Customers

expect the employees to communicate effectively and

handle their problems immediately without suspecting

on them. According to the concept of service paradox

customers become more loyal once they are satisfied

by the service recovery.

d) By maintaining strong positive quality relationship with

customers ,  mobi le serv ice prov iders  can bet ter

understand their needs and serve these needs more

remarkably than competitors and by closely observing

and sensing customer needs mobile service providers

can serve customers satisfactorily.

e) Mobile service providers should segment their database,

cons ider ing  the factors  such as  income leve l ,

occupation, age etc. This would let the service provider

to design the suitable marketing approach to each

segment and promotional schemes can be run based

on customer exportations. Service provider should also

focus on analyzing customer lifetime value (LTV) analysis.

f) Network coverage was considered as an impor tant

factor for generating customer satisfaction. Thus, service

providers must try and make sure that they provide good

network coverage. As people in up-market and business

people are showing more inclination towards better

network coverage, mobile service provider should

maintain good network coverage in high status, industrial,

business centers etc to keep these customers loyal.

g)   The creation of brand image and brand loyalty is also

assumed paramount importance in the present fierce

competitive telecom sector. Once they have taken care

of the impeding and hindering factors in the creation of

relationship quality and customer loyalty by effectively

managing relationship marketing influential factors.



SCMS Journal of Indian Management,  Oc tober  -  December ,  2008.                                                                                            35

A Quarterly Journal                                                                                                                                                Published by SCMS-COCHIN

Conclusions

The study was helpful in finding out some very impor tant

results related to the existence of customer loyalty in Mobile

service providers and the impact of relationship quality on

customer loyalty. It was found that students were interested

more in value for money while business people were looking

more for network coverage. The study proved that low-

income segment is looking more for value for money and

majority of high-income people are looking for network

coverage. Results related to network coverage and value for

money supported the literature review, that network coverage

and value for money were having great impact in developing

brand loyalty in mobile service sector. The next significant

variables having impact on the customer loyalty in the mobile

service industry were proved to be trust, communication,

and commitment. It was proved that customers tend to be

more loyal i f the service provider keeps his promises.

Customers want commitment from the mobile service

providers in delivering quality, customized, prompt and

flexible services. It was found that customers were expecting

to get advised about promotions and quick responses as

the problems arose.  It was also proved that the variables

such as trust, commitment, communication, network coverage

and value for money were very important in maintaining quality

relationship.

Quality relationship was also determined to have good impact

on customer loyalty. It was found that quality interaction

between the firm and customer would generate customer

loyalty. It was also found that good proportions of educated

people were expecting good relationship marketing factors

such as trust and commitment from the company. Even though

brand image was considered to be the variable having great

impact on customer loyalty in many service sectors, it was

determined that it is having negligible impact in creating

customer loyalty for Andhra Pradesh (area where research

was done) mobile service providers. Brand image even have

very less influence in maintaining quality relationship. Mere

brand image is not sufficient in mustering customer loyalty in

telecom sector especially in the developing country like India

where socio-economic forces wield a lot of clout in the

business environment. It was determined that customers were

satisfied buyers but were having cer tain Economic barriers

i.e. customer loyalty is not only the reason that is stopping

customer switching but also the switching cost involved and

inconvenience due to change in number. Regardless of the

fact that the Mobile service market environment is highly

competitive in nature due to the presence of large number of

players but still the customers are hostages due to the high

switching cost and inconvenience caused because of change

in number. The customers of mobile service providers do

not suffer from any psychological barriers, as customers do

not have any preference for brand image.

Key Words: Relationship marketing, Relationship quality,

Customer loyalty, Trust, Commitment, Communication, Brand

Image, Telecom Sector.
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M r.  A s a d  R e h m a n , L e c t u r e r, D e p a r t m e n t  o f

B u s i n e s s  A d m i n i s t r a t i o n , A l i g a r h  M u s l i m

U n i v e r s i t y , A l i g a r h  - 2 0 2  0 0 2 , U t t a r  P r a d e s h ,

Ema i l :  a s ad rehman8@gma i l . com

In the present wor ld where every economic funct ion whether product ion,  consumpt ion

or investment ,  ref lects the g lobal  nature of  wor ld economics,  i t  i s  imperat ive to ascer ta in

the impl icat ions of  Internat iona l  account ing pract ices on bus iness .   A s l ight  change in

the  Fo re ign  Exchange ra tes  can  have  t remendous  bea r ing  on  the  book  o f  accounts

especia l ly  when they are being consol idated for  the sake of  repor t ing and disc losure

requ i rements .  Th i s  paper  seeks  to  unders tand the  na tu re  and scope o f  t r ans l a t ion /

account ing exposure and to ver i fy  whether  i t  i s  a  fact  or  a  f ic t ion? What  impl icat ion

does  accoun t i ng  exposu re  ha s  fo r  t he  s t a ke  ho lde r s  o f  t he  f i rm  and  how does  i t

in f luence the corpora te  ra t ings?  I t  a l so a t tempts  to ident i f y  the problems re la ted to

manag ing t rans la t ion exposure and to prov ide feas ib le so lut ions .

n  today ’ s  wor ld  Fo re ign  Exchange  ( FX)  Exposu res

threaten long-run corporate performance by affecting a

company’s  customers, suppliers, competitors, and, hence,

the very competitive structure of

global industr ies. Corporat ions

including those with no foreign

operations and no foreign currency

assets, liabilities, or transactions,

are generally exposed to changes

in forex rates. It has its origins in

traditional trade theory and the

notion that exchange rate changes

can cause ,  or  co inc ide wi th ,

fluctuations in domestic aggregate

demand, employment and output

and,  there fore a l so wi th  the

activities of non-trading domestic

firms.

Foreign exchange exposure is the sensitivity of changes in

the real domestic currency value of assets, liabilities, or

operating incomes to unanticipated changes in exchange

rates. It is not uncommon to hear

the term foreign exchange exposure

used interchangeably with the term

foreign exchange risk. Forex risk is

related to the variability of domestic

currency values of asset, liabilities,

or  opera t ing  incomes due to

unanticipated changes in exchange

rates, whereas forex exposure is

what one has at risk.

Fore ign exchange exposure i s

typically broken down into three

types :  t ransact ion exposure ,

“Translation” and “Transaction” in

Pecuniary Management
Asad Rehman
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translation/ accounting exposure, and economic exposure.

Economic Exposure

Economic exposure can be defined as the effect of foreign

exchange movements on corporate revenues, costs, profits,

cash flows, assets and l iabi l i t ies and, thus ult imately, on

total corporate value over longer time periods. Because it

focuses on the impact on operating cash flows, economic

exposure is also known as operating exposure.

Transaction Exposure

Transaction exposure occurs when one currency must be

exchanged for another, and when a change in foreign

exchange rates occurs between the time a transaction is

executed and the time it is settled. The risk here thus involves

uncertainty about a specific identifiable cash flow; it is referred

to as “transaction” exposure because it involves an actual

gain or loss due to conversion of one currency into another.

Translation/Accounting Exposure

Translation exposure arises in multinational firms from the

requirement to produce consolidated financial statements.

Subsidiaries of multinational companies operating in different

countr ies  typica l ly  t ransact  in  the i r  loca l  cur renc ies .

Periodically, these subsidiary statements must be summed

into consolidated statements for the entire multinational

enterprise and denominated in the home currency. Although

there is a restatement of values into a different currency, there

is no actual conversion of one currency into another.

The Three “Types” of Exposure — How are they

related?

Economists, naturally enough, tend to pay most attention to

economic exposure, accountants to translation effects, and

financial officers to transaction exposure.

Translation is the accounting system’s attempt to measure

economic reality when some assets and liabilities and some

cash flows are denominated in foreign currency terms.

Translation exposure is thus accountants’ attempt to measure

economic exposure ex post.

Transaction exposure is simply economic exposure that

occurs during an explicit period of time because of the

interplay of forex rates and relative prices. Economic exposure,

by contrast, is not measured by any accounting systems.

While there is only one basic form of currency exposure i.e.

economic exposure, the convention of treating transaction,

translation, and economic exposure as separate “types”

provides a sensible classification scheme for dealing with FX

exposure in practice, so long as the relationships among the

three are understood.

Economic exposure, then, when properly defined and

measured, takes account of all transaction and translation

exposures (Pringle, 1991).

Why do we care about Translation Exposure?

There is broad agreement among finance theorists that

translation losses and gains are only notional accounting losses

and gains. Accountants and corporate treasurers however

do not fully accept this view. They argue that even though no

cash losses or gains are involved, translation does affect the

published financial statements and hence may affect market

valuation of the parent company’s stock. Whether investors

indeed suffer from “translation illusion” is debatable. Some

studies of the valuation of American multinationals have

indicated that investors are quite aware of these notional

losses and gains and therefore discount them in valuing the

stock. Translation may still be needed for the following:

� Managers, analysts and investors need some idea

about the foreign business’s translated accounting

data.

� Performance evaluation for bonus, hiring, firing, and

promotion decisions.

� Accounting value serves as a benchmark to evaluate

valuation.

� Income tax purpose and Legal requirements.

Alternative Currency Translation Methods

What exchange rate should be used in making the translation?

This issue has been the center of a longstanding controversy

among accountants and financial officers. Should it be the

current exchange rate at the time the translation is done? Or
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should it be the historical rate at the time the asset or liability

went on the books? It can make a big difference, especially

in the case of long-lived items such as fixed assets. Four

principal translation methods are available:

Current/Noncurrent Method: Current assets /l iabil it ies

translated at the spot rate. Noncurrent assets /l iabil it ies

translated at the historical rate in effect when the item was

first recorded on the books. 

Monetary/Nonmonetary Method: All monetary balance

sheet accounts are translated at the current exchange rate.

All other balance sheet accounts are translated at the historical

exchange rate in effect when the account was first recorded.

Temporal Method: Items car ried on the books at their

current value are translated at the spot exchange rate. Items

that are carried on the books at historical costs are translated

at the historical exchange rates.

Current Rate Method: All balance sheet items (except for

stockholder ’s equity) are translated at the current exchange

rate. A plug equity account named cumulative translation

adjustment is used to make balance sheet balance.

Problems with Translation Exposure

Translation fails in the attempt for several reasons, not the

least of which is the use of historical costs. In general, the

distor tions caused by the use of historical costs and other

accounting conventions render the forex gain/loss measures

vir tually useless as measures of actual economic gains and

losses. Translated balance sheets likewise provide unreliable

measures of true economic position. All these difficulties

aside, translation could tell us only what economic gains and

losses were in the past, not what the exposure is looking

ahead.

Financial Accounting Standard (FAS) #8, promulgated in the

U.S. in 1975, mandated the so-called temporal method, which

uses the rate at the time the asset or liability was booked. A

major source of corporate dissatisfaction with FAS#8 was

the ruling that all reserves for currency losses be disallowed.

Before FAS#8, many companies established a reserve which

was used to cushion the impact of sharp changes in currency

values on reported earnings. The most controversial ruling of

FAS#8 is that exchange gains or losses resulting from both

the conversion and translation processes are to be included

in the net income for the accounting period in which the

exchange rate change actually occurred. Also controversial

are the provisions calling for the treatment of long term debt

as an exposed item and whereas inventory would generally

be considered as non-exposed. This has been questioned

by Aliber and Stickney (1975) who argue that if the Fischer

effect holds, monetary items generally treated as exposed

items are essentially non-exposed. By contrast treating non-

monetary items as non-exposed items essentially assumes

that purchasing power parity will hold, which will generally

not be true in the shor t-term.

FAS #8 was widely criticized and gave way to FAS #52 in

1982, which mandates the current rate method. The most

important aspect of the new standard was that unlike the

FAS#8, most FAS# 52 translation gains and losses by pass

the income statement and is accumulated in a separate equity

account on the parent’s balance sheet. FAS#52 for the first

time differentiated between the functional currency (the

currency of the primary economic environment in which the

affil iate generates and expends cash) and the repor ting

currency (the currency in which parent firm prepares its own

financial statements). After all financial statements have been

conver ted into the functional cur rency, the functional

cur rency statements are then translated into repor ting

currency, with translation gains and losses flowing directly

into the parent’s foreign exchange equity account. In sum,

the temporal method is misleading because it completely

ignores the exposure of foreign assets to forex movements

over time. The current rate method does attempt to take

account of the exposure, but mis-measure it. For example:

A profit of FF 10 million in ABC France would translate into

USD 1,960,784 at an exchange rate of FF 5.1 per USD. But if

the dollar strengthens to FF 6.0 per USD, the same FF 10 million

falls to USD 1,666,667. An asset worth FF 25 million translates

into USD 4.902 million at an exchange rate of FF 5.1 per USD,

but into only USD 4.167 million at 6.0. The shareholders of

the parent company ABC Corporation are ultimately interested

in results expressed in dollar terms. There is no impact on the

subsidiary ’s financial statements in FF terms; the impact is

only in the dollar equivalents. Problem occurs with translating

historical costs, because balance sheet items are carried at

historical values, however, the translat ion process can

seriously distor t forex gains and losses.
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Managing Forex Exposure

Both internal and external (market-based) hedging techniques

are used to manage forex exposure. Examples of internal and

external hedging techniques are respectively, currency

matching and FX forward contracts. The empirical evidence

(Mathur, 1985) indicates that most U.S. MNCs have written

policy statements about FX exposure both to ensure that

consistent policies are pursued and that the desired impact

of exposure management decisions on the firm’s asset

structure is attained. A formalised FX policy would document

the firm’s FX exposure management objectives, reporting

procedures, assignment of responsibility, among others,

which should be followed. Indeed, it may be difficult to

separate the responsibi l i ty for policy formulation from

responsibility for policy implementation. Thus, while much

of the literature suggests that a centralised treasury function

would be the most  e f fect ive  means  of  cont ro l l i ng ,

coordinat ing and managing global exposure (Ankrom,

1974;Giddy, 1977), centralised-decision making often results

in a loss of initiative and motivation from local treasury

managers, and an inflexible common standard for measuring

divisional performance. Both U.S. and U.K. MNCs exhibit a

strong tendency towards centralised treasury management

functions (Mathur , 1985; Coll ier and Davis, 1985). The

central isation of the treasury management function is a

prerequisite for managing and hedging global exposure since

it allows firms to offset their exposures in various currencies

and facilitates the attainment of economies of scale in the

use of financial instruments. Centralisation also encourages

personnel to develop specialised treasury skills.

Empirical evidence also shows that treasury managers are

asymmetrically risk-averse and that hedging decisions can be

influenced by financial reporting requirements and managers’

perceptions regarding the behaviour of the FX market. Under

the Statement of Financial Accounting Standards (SFAS) No.

8, U.S. firms placed more emphasis on translation exposure

compared to t ransact ion and economic exposures .

Rodriguez (1981) indicates that under SFAS No. 8, U.S. firms

preferred to use money market instruments, such as, foreign

currency borrowing, rather than forward exchange contracts,

because it was possible to repor t the interest and expenses

associated with money market instruments with the firm’s

main income and expenses. On the assumption that the FX

market is efficient, Rodriguez (1981) shows that managers

appear to adopt a defensive approach to hedging decisions

although they do not regard attempts to opportunistically

benefit from FX rate changes as an appropriate objective.

Similarly, Dolde (1993) shows that a significant proportion of

U.S. firms hedge their expenses fully, irrespective of their

views on the direction of the FX rate change. FX rate

forecasting is also an impor tant activity among MNCs. Mathur

(1985) shows that for the majority of the firms in his sample,

forecasting effort was directed mainly at those currencies in

which firms had exposures.

Management of Translation Exposure

The general recommendation of the finance literature is not

to worry about this type of exposure and thus not to hedge

it. There are two main reasons for this. First, translation gains

(losses) tend to be unrealized and have little direct impact

on firm’s cash flows. Second, translation gains (losses) can

be poor estimators of real changes in firm value.

Bodner and Gebhardt(1999) show that the vast majority of

US and German firms follow this recommendation. However,

a considerable number of US companies do care as they

declare to hedge translation exposure frequently (15.3

percent) or sometimes (14.1%). German firms hedge this

type of exposure less frequently consistent with the particular

emphasis placed by German companies on accounting

earnings. It should be noted that in Germany corporate

income taxes and dividend distributions are, in principle, not

based on the consolidated group financial statements but

on the individual financial statements of the parent company

and its subsidiaries.

Unlike US, for Germany, there is no explicit legal requirement

covering foreign currency translation. The law only requires

the firm to report on the method used (§313 sec. 1 Nr. 2

Commercial Code).

Hakkarainen, et al (1998) report that Finnish firms hedge a

much higher proportion of both transaction and translation

exposures compared to economic exposure. This may be

par t ia l ly attr ibuted to the requirements of the F innish

Accounting Act, 1993.

Hagelin and Pramborg (2004) in their study of Swedish firms’

report the usage of foreign denominated debt as well as
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currency derivatives in reducing ûrms’ foreign exchange

exposure. Translation exposure hedges have also been found

to reduce exposure.

Conclusion: The Need for Special Accounting

Systems

I t  is obvious that informat ion based on retrospective

accounting techniques may bear no relationship to a firm’s

actual operating results and may lead to financial policies that

will adversely affect the real economic growth of foreign

operations. The myopia of acting on the basis of balance

sheet exposure rather than economic impact has been

scathingly por trayed by Gunter Dufey (1978). In Dufey ’s

example, the French subsidiary of an American MNC was

instructed to reduce its working capital balances in light of

forecasted French franc devaluation. To do so would have

forced it to cur tail its operations. The French subsidiary was

selling all of its output to other subsidiaries located in Germany

and Belgium. However, the French manager, argued (correctly)

that the plant should begin expanding its operations rather

than contracting them, to take advantage of the anticipated

devaluation. Thus a subsidiary operating in a devaluing country

may find itself benefiting rather than suffering from such

devaluation if par t of its revenues is derived from expor t

sales.

Is there a solution to this dichotomy between accounting

and economic reality?

As long as there is complete disclosure, it probably does

not matter which translation method is used. In an efficient

market translation gains and losses will be placed in a proper

perspective by investors and therefore should not affect an

MNC ’s  s tock  pr ice .  Moreover,  noth ing prevents  the

management from including a note in the financial statement

explaining its view of the economic consequences of

exchange rate changes.

The objective of translation should be to measure properly

the real economic value of overseas assets and operations in

home currency terms.

Estimates of market values rather than book values are the

appropriate measures, and a useful system of measuring

exposure must focus on the potential impact of forex changes

on market value.

The f i rms shou ld a l so use in ternat iona l  s tandards in

accounting practices. Tarca (2004) investigated the use of

‘‘international’’ standards (US GAAP or IAS) in the UK, France,

Germany, Japan and Australia in 1999–2000. Firms that used

‘‘international’’ standards were larger and had more foreign

revenue. The relationship between the use of ‘‘international’’

standards and activity in product markets supports Zarzeski’s

(1996) suggestion that more international firms seek a global

reporting culture.

Firms using ‘‘international’’ standards were more likely to have

a foreign stock exchange listing, consistent with Ashbaugh

(2001). The results revealed that there was some use of

‘‘international’’ standards in all countries, but the extent of

use, and the way standard were used (that is, by adoption or

supplementary use) was in accordance with the institutional

framework in each country.

Thus it is imperative on the multinational firms to move towards

greater convergence of accounting practices.
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S h a r e h o l d e r  Va l u e  i s  a  co n c e p t  o f  c a p i t a l i s t  e c o n o m y .  I t  i s  b a s e d  o n  t h e  p r i n c i p l e

o f  " T h e  s u r v i v a l  o f  t h e  f i t t e s t "  o f  E c o n o m i c s .  I n  I n d i a ,  a l l  b u s i n e s s  d e c i s i o n s  a r e

t o  be t a k e n  p u r e l y  o n  c o m m e r c i a l  b a s i s .  S o ,  i t  c a n  n o t  b e  f u l l y  i m p l e m e n t e d  i n  a n

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

E c o n o m i c  Va l u e  A d d e d  i s  a n  a p p r o p r i a t e  t o o l  f o r  m e a s u r i n g  S h a r e h o l d e r s '  Va l u e .

E V A  i s  t o o l  f o r  i d e n t i f y i n g  w h e t h e r  t h e  c o m p a n y  h a s  c r e a t e d  o r  e r o d e d  t h e

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

m a j o r i t y  o f  a u t h o r s  r e c o m m e n d  t h a t  E V A  i s  a  b e t t e r  m e a s u r e m e n t  t o o l  a s

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

m e a s u r e  S h a r e h o l d e r s '  Va l u e .

e a s u r i n g  s h a r e h o l d e r s ’  v a l u e  h a s  b e e n  t h e

subject of intellectual interest among the acade-

m ic i an ,  co r porate

managers and practitioners in

recent times. Earlier academic

studies have documented the

literature tha t  can  measure

t h e  sha re -ho lde r s ’  va lue

through different traditional

models. The Recent studies,

using a variety of evaluation

techn ique and wide data

base ,  have  however  re -

examined the issue and found

the ear l ier  conclus ion less

unequivocal than was thought

to be. Stern (1990) documented

that Economic Value Added

(EVA)  as a per formance

measurement model captures

the true economic profit of an organization. EVA based

financial management and incentive compensation scheme

gives manager better quality

in format ion and super ior

motivation to make  decisions

that will create the maximum

shareholders’ wealth in an

organization.

EVA i s  a  pe r fo rmance

evaluation model, which is

most closely l inked to the

creat ion of shareholder ’s

wealth over a period of time.

The f inancial  management

and the incentive compen-

sation system based on EVA

give the manager superior

i n fo rma t ion  and h ighe r

mot i va t ion .  Accord ing ly ,

EVA makes the measure-
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ment process as the focal point for financial repor ting,

planning,  and decis ion-making.  The execut ives of an

organization need to look out for appropriate techniques

that may guard them against any future attacks from corporate

offender. The best way of maximizing shareholder ’s return

is to offer incentives to managers for making decisions that

boost long term corporate value. A major step is to provide

cash bonus or stock option arrangements with incentives

that create built-in share value. The objective is to motivate

the managers to look beyond shor t-term measures of

economic performance by essentially turning them into

owners. The managers may be guided by EVA and pursue

such objectives that improve operating profits by investing

more capital. The managers can be remunerated a propor tion

of both the total EVA and the positive increase in EVA.

Mechanism of EVA

The mechanism of EVA is very simple. I t  seeks to jog

managers ’  memor ies by deduct ion f rom a f i rm’s  net

operating profit , a charge for the amount of capital i t

employed.  If the result is positive then the firm created

value over the period in question, if EVA is negative, then

the company has eroded the value of its shareholders.’

Theoretical Background and Literature Survey

The present section briefly throws light on the researches

carried out so far by the scholars actively engaged in the

field. The studies have been appraised and summed up in

the subsequent paragraphs in their chronological order.

Ghanbari and Sarlak (2006) make it clear that maximizing

shareholder ’s value is fast becoming a corporate standard

in India. EVA is an appropriate performance measure, which

evaluates the manner in which managerial actions affect

shareholder ’s value. EVA is a tool for determining whether

the management of the company has created wealth or

destroyed it. In his study he reviews the trends of EVA of

Indian automobile companies. The result indicates that there

was a significant increasing trend in EVA during the period

of the study and the firms of the automobile industry were

moving towards the improvement of their firms’ value.

Mohanty Pitabas (2006) argues that contrary to popular

perception, EVA is actually the excess free cash flow the

company generates to meet the expectat ions of the

investors. In this sense, it is not only a cash flow based

measure, but also positively associated with the return the

investors get on their investment in the company. The study

recommends an alternative performance measurement that

addresses some of the limitations of both the traditional

EVA-based and ESOP-based performance measurement

system.

Irala Lokanadha Reddy (2005) finds that EVA stories in

the west are quite encouraging; empirical research is not

suff icient for establishing the claim of EVA as a better

measure. There is also not much research to prove it

otherwise. In the case of India either way research is very

inadequa te .  A l though  not  a  panacea ,  EVA based

compensation plans will drive managers to employ a firm’s

assets more productively and also to reduce the difference

in the interest  of  managers and shareholders ,  i f  not ,

perfectly align them.

Karam Pal and Garg (2004) concluded that EVA may be

a broader  gauge for  judg ing the cont r ibut ion of  an

organization towards the national economic development

and growth. Pressure for better financial performance is

increasing mainly because of cutthroat competition in the

present globally competitive era. The researchers are duty

bound to evaluate their previous recommendations and to

develop newer ways of analyzing and interpreting corporate

financial statements.   Now, Economic Value Added is, to a

cer tain extent an acceptable model around the globe.

Fernandez, Pablo (2003) analyzed 582 companies in

respect of correlation between increase in the MVA and

EVA, NOPAT, and WACC for successive ten years. The results

revealed that the average correlation between the increase

in the MVA and EVA, NOPAT and WACC was 16 percent, 21

percent and 21 percent. The author has also analyzed the

relationship between shareholders’ value creation and

various other parameters, including economic profit and

EVA, from 1991 to 1997. The increase in the firm’s value

was basically determined with the changes in the growth in

the firm’s cash flow, and by the changes in the firm’s risk,

which lead to changes in the discount rate.

Mclaren (2003) in his study, conducted on three firms in

New Zealand, observed that none of the company saw EVA

as a complete measure of performance. They all made use

of extra measures such as payback period for investment
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decision making, earnings before interest and tax both

internally and externally, and balanced scorecard for its focus

on va lue dr ivers .  In  f ind ings  he suggested tha t  i t  is

meaningless to classify firms simply as EVA users and non-

users, because usage level can differ widely. The three firms

could all be described as integrated network business, yet

they all varied in how they used EVA.

Mitalisen and Pattanayak (2003)  f ind that there are

basically two fundamental drivers of shareholders wealth to

which managers should be sens i t ive.  F i rs t  being,  the

identification of the fact that all the capital lodged in the

business generates returns in excess of the cost of capital,

with the intention of returning non-productive capital back

to share holders. Second, the finance managers should

constantly go for investing in value creating projects and

strategies.  These two dr ivers adopted systemat ica l ly

empower the managers to develop strategies by which

the company can become EVA positive and continues to

add value to shareholder ’s wealth. In the present study an

attempt was made to analyze the EVA trend of TATA STEEL

for a period of 11 years i.e. from 1990-91 to 2000-01 and to

chalk out the course of action for making TISCO’s EVA

positive through sensitivity analysis.

Bardia (2002) described that the concept of EVA had made

a status in the mind of investment analysts as a tool of

measuring corporate performance. In a dynamic corporate

environment a common investor finds it increasingly difficult

to monitor his investments. It is claimed that EVA is the sole

method of accounting various dimensions by which a

company ’s value may be added or lost. In fact the method

emphasizes the quality of earning and not just the quantity.

As a matter of fact the number of companies adopting EVA

as a tool of performance measurement is increasing sharply

in India.

However, no system or technique will bear fruits until it is

well implemented under cer tain set of principles and has

the suppor t of a l l  the concer ned par t ies.  EVA is no

exception to this general rule. Fur ther, as with any other

system, EVA also has limitations especially in the context of

various adjustments necessari ly made at the time of its

computation out of accounting profit, but it still stands as

an improvement over trade performance measures like Return

on Investment (ROI), Earning Per share (EPS), Return on Net

Wor th (RONW), Price Earning Ratio etc. If the concept of

EVA is implemented well taking the limitations into account,

it will reveal better results in analyzing the performance of a

corporate entity.

Jagannathan (2002) observed that companies thought

more about squeezing higher revenues in protected markets

and less about the cost of achieving these revenues. But

another equally important reason is the way companies have

been looking at returns; earning per share, which is basically

after tax profits per share. For an accountant company is

doing fine as long as debtors and the taxman are paid and

depreciation provided for. Since equity is post tax charge

on profit, it doesn’t figure much in calculation. Management

has been happy to treat equity as ‘free’ money on which no

return is  due unless there is profit. Result: shareholders’

value is often the result of for tuitous circumstances rather

than great management.

Mangala and Simpy (2002)  clar i f ied that maximizing

shareholder ’s  va lue had become the new corporate

perception. Although shareholder ’s wealth maximization the

ultimate corporate goal had already been recognized by

managers and researchers, it has gained a new dimension

only in the recent years, due to the introduction of the

concept Economic Value Added (EVA). EVA was invented

and registered by Stern Stewar t and Co., New York.

Stern bel ieved that EVA is the most impor tant dr iver

influencing the market value of a share. So, if the company

improves EVA by increasing its Return on capital employed

and lowering its cost of capital, its market value will increase.

The paper under discussion  attempted to study the

relationship between EVA and Market Value among various

companies in India. The EVA of 15 companies among five

industr ies (Fast Moving Consumer Goods, Informat ion

Technology, Pharma, Automobile, and Textile) has been

computed. The results of the analysis confirmed Stern’s

hypothesis concluding that company ’s current operational

value (COV) is more significant in contributing to a change

in market value of shares in Indian Context.

Niranjan et al. (2002) explained that how market value

added (a measure of external performance and considered

to be the best indicator of shareholders’ value creation)

was correlated with the firm’s performance in terms of

financial measures of the company such as economic value

added, Net Operating Profit After Tax, Return on Capital

Employed, Return on Net Wor th and Earning Per Share on
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the one hand and the purely economic factor of the

company such as labour productivity, capital productivity,

total factor  productivity, sales and R&D expenditure on the

othe r  hand .  They  se lec ted a  samp le  o f  28  I nd ian

pharmaceut ica l  companies 1992-93 to 2000-01 and

conclude that EVA and NOPAT outperform other financial

and economic measures in predicting MVA in most of the

Indian pharmaceutical company.

Sangameshwaran and Prasad (2002) find that being EVA

tak ing  ca re  o f  the  per fo rmance-re l a ted aspect s  o f

compensation; many organizations like Godrej have decided

to do without stock options (ESOPs), though not TCS. “You

have to get into ESOPs. This EVA is cer tainly not in lieu of

that,” he says. EVA focuses on value creation and ESOPs

provide the commitment as well as reward over the long

term. EVA in TCS is being administered for a large number

of employees whereas ESOPs will be restricted to a few.

Shrieves (2002) brings to light that the researcher should

help the users of Discounted Cash Flow (DCF) methods by

clearly setting up the relationship between the concept of

free-cash-flow (FCF) and economic value added (EVA) and

with the more traditional applications of DCF thinking. They

follow others in demonstrating the equivalence between

EVA and NPV, but there approach is more general in that it

l inks the problems of secur i ty va luat ion, organizat ion

valuation and investment project selection, and additionally,

our approach relates more directly to the use of standard

financial accounting information. Beginning with the cash

budget  ident i t y ,  they  show tha t  the d iscount ing  of

appropriately defined cash f lows under the free-cash

valuation approach (FCF) is mathematically equivalent to the

‘discounting of appropriately defined economic profits’

under the EVATM approach. The concept of net operating

profit af ter-tax (NOPAT), derived by adding after-tax interest

payments to net prof i t  after taxes, is centra l  to both

approaches, but there are no computational similarities

between the two. The FCF approach focuses on the periodic

total cash flows obtained by deducting total net investment

and adding net debt issuance to net operating cash flow,

whereas the EVATM approach requires defining the periodic

total investment in the firm. In a project valuation context,

both FCF and EVATM are conceptually equivalent to NPV.

Each approach necessitates a myriad of adjustments to the

accounting information available for most corporations.

Saha (2000) observed that l iberal isation of the Indian

economy over the last ten years had led to a shift in the

corporate goal of the public and private corporate in the

country. Earlier it was mandatory for their goal to have a

socio-economic focus. There is a major change with the

focus now being primarily on enhancing the shareholders’

value in a company. He examined the different ways of

ascer taining shareholder value and recommended shift from

Earning Per Share, Price Earning Ratio, etc to Economic Value

Added and Market Value Added. He demonstrated how

EVA was the best measure for measuring shareholders value

enhancement.

Anand, et al (1999)  noted that EVA , REVA (Ref ined

Economic Value Added) and MVA were better measures of

business performance as compared to NOPAT and EPS in

terms of shareholder ’s value creation and competit ive

advantage of a f i rm. S ince convent ional  management

compensation systems emphasize sales/asset growth at the

expense of profitability and shareholder ’s value. Thus, EVA

is a measure that shifts focus on an organizational culture of

concern for value.

Atul (1999) observes that shareholder ’s wealth is measured

by the return they receive on their investment. Returns are in

the form of dividends and in the form of capital appreciation

reflected in the market value of the shares, of which market

value is the dominant par t. Various measures like EPS, ROE,

ROCE, have been used to evaluate the performance of the

business but he found that EVA is the best method to

measure the shareholder ’s wealth.

Banerjee and Jain (1999) agreed upon that among the

selected independent variables (EPS, EVA , Kp, Lp and

ARONW) EVA proved to be the most explanatory variable,

when MVA was taken as the dependent var iable and

Backward Elimination Method was applied to find the most

explanatory independent variable in an empirical study. For

this purpose the time frame was of eight years and all the

variables were calculated over this period for the sample

companies.

Mclntyre (1999)  revea l s  in  h i s  s tudy tha t  as  o ther

accounting income measures can be manipulated, EVA can

also be increased in shor t run by actions that have harmful

long term effects. For example, postponing or eliminating

outlays for R&D, maintenance, adver tising or training will

increase immediate value of EVA, regardless of weather

these costs are expensed or capitalized and amor tized.
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Thus, in evaluating EVA, companies may wish to estimate

what i t  would be under di f ferent sets of account ing

methods. They may also look for trends in other data to

confirm value added. Trends in sales, market share and cash

flow from operations, as well as changes in key financial

ratios (such as inventory turnover) and non-financial data

(customer satisfaction or rate of defects) may confirm or

call into question repor ted changes in value added. The

strongest advocates of EVA recommended using it as the

sole basis for judging corporate performance and rewarding

management. But, using multiple measures can improve the

evaluation process by adding other relevant data and

reducing the impact of the flaws inherent in the measurement

of the value added.

Singh (1999) tried to provide a new framework of decision

making based on EVA and BPR. Both of these technological

models have gained a lot of attention of corporate managers

in the for tune 500 companies but still a lot needs to be

done. Many of the finance managers in India are not able to

appreciate the potential of EVA and BPR. Although, Indian

corporate sector has slowly star ted giving recognition to

these critical concepts of success in the light of competitive

global village but it seems that it may take a few more years

for the corporate executives to realize the potential of the

buzzwords of 21st century. It can be concluded that

maximizing the value of shareholders is the prime concern

of any business organization, and it should be kept in mind

that change is the only thing which is permanent in nature.

Obliteration should be welcomed if it is for the better and

the managers of public organizations should take decisions

as if it is a private organization so that the capital is optimally

utilized and may result in maximizing the of shareholders’

wealth.

Thenmozhie (1999)  elucidated the concept of EVA and

compared i t  wi th some other t radi t iona l  measure of

corporate performance viz.; ROI, EPS, RONW, ROE, ROCE

etc. He used the coefficient of determination to demonstrate

that the traditional measures did not reflect the real value of

the shareholders, and thus EVA has to be taken into account

to measure the value of shareholder ’s wealth. He also

described the concept of EVA in the Indian scenario with

specific reference to companies like NIIT, Hindustan Lever

and ITC. He highlighted some of the deficiencies of the

concept of EVA by maintaining it as a better measure of

corporate performance in comparison to the traditional

measures.

Pattanayak and Mukherjee (1998) found in his study

that there are traditional styles to measure corporate income

which are known as accounting concept, and there are also

some modern styles to measure corporate income which

are known as economic concept. EVA, which is based on

economic concept, is apparent to be a superior technique

to identify whether the organization’s NOPAT during a period

is covering its WACC and generating value for its owners.

But it is very complicated to calculate EVA of a company.

Compan ies  t r y i ng  to  imp lement  EVA a re  asked to

incorporate 164 amendments to their financial accounts.

Saxena (1998) revealed that there is no single method that

is totally perfect to measure financial performance. Thus, a

method shou ld be such tha t  sa t i s f ies  shareho lders ’

expecta t ions  and i s  a l so  be ing  commi t ted by  top

management. EVA is a measure that should be used by top

management to evaluate investment centre managers,

because it considers goal similarity between shareholders

and manages.

Booth and Rupert (1997) observed that economic profit

should be a par t of company ’s performance measurement

structure. Value based management and shareholders’ value

analysis have been well known concepts in 1980s. However,

recently, there is a transformed interest in them and also the

newer related concept of EVA. Previously many corporate

strategies were criticized for destroying rather than creating

shareholder ’s value. A device which can be used to reduce

this risk is to build an analysis of shareholder ’s value into

selection of corporate strategy.

Brands (1997) held that Management Accountants who

want to grind their financial management skills, they can

attend the Financial Management Workshop being offered

by the Institute of Management Accountants to learn about

theory as well as practical examples and cases, and are

given handouts in addit ion to the course mater ia l .  In

workshop at the beginning of the course, a discussion on

the financial manger ’s role is ar ranged. It is subsequently

followed by the topics as capital budgeting, cost of money

and international f inance. Aside from these basics, the

workshop also deals with current developments in the field

of f inancial management. For instance, the concept of

economic profit is discussed. Management accountants

aiming to supplementary their education benefited greatly

from the workshop.
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Burkette and Hedley (1997) elucidated that the Economic

Value Added concept can be used to assess organizational

performance known as economic profit, which is useful for

profit making companies, public sector organizations and

non-profit organizations. EVA is being used by these entities

in different ways, including management communication

base, as a measure of corporate and divisional performance,

to t ighten management, stockholder interests,  and to

emphasize the long term benefits of industrial research and

employee t ra in ing .  The prof i t  can be ca lcu la ted by

determining the company ’s cost of equity capital, the

weighted average cost of the firm, the adjusted operating

income, the operating income plus back expenses providing

a future benefit, assets employed on a book basis, the capital

investment, and the difference between the readjusted

operation and the capital charge.

Kroll (1997) describes with the help of examples that

businesses with the intention of making use of an Economic

Value Added system, or a system oriented to the cost of

capital find that it improves both financial and operating

results. Those who achieve the best results usually run the

system with their organizational and business strategy.

Myfield (1997) concludes that the shareholder ’s value can

be increased by investing in all those projects which give a

positive NPV, and by discontinuing all those products and

projects whose return on capital is less than the cost of

capital. The major task is to encourage the managers to

create long term value. The traditional accounting techniques

are familiar with concept of residual value. When this concept

is used in economic value measurement as a means of

evaluating business performance, it involves some impor tant

modifications in traditional accounting concepts. EVA as a

measure of financial performance provides an excellent tool

for strategy planning, investment appraisal, pricing decisions

and a basis for incentive compensation.

Ranjgopalan (1997) discussed that the added value is

i n f l uenced by  d i f fe ren t  f ac to r s ,  wh ich  a re  des ign ,

eng inee r ing ,  ma rke t i ng ,  p roduct ion ,  pu rchas ing ,

manufacturing and servicing. All those who work in an

organisation influence the added value. Added value per

capita is an indication of the contribution per employee.

Added value is sometimes used as basis for group incentive

scheme. According to him different ratios may be developed

using other factors such as sales, working capital, plant

capacity al l in association with added value. Here it is

concerned with the mechanics of using added value as a

means of measuring manpower productivity.

Todd Milbourn (1997) exposed that EVA is a better

compensation measure than NPV because EVA is a flow

measure whereas NPV is a stock measure. The author stressed

on the use of measures that can be computed periodically

as they are realized (i.e. a flow measure). EVA also takes

into account the cost of capital and the amount of capital

invested in the company. Thus, EVA is more useful than

another flow measure (i.e. cash flow).

Tully (1997)  d i sc losed tha t  EVA i s  a  method fo r

understanding that what is happening to the f inancial

performance of an organization. The paper presents the

method for calculating EVA, and also shows some graphic

presentations of EVA’s of several companies like Bajaj Auto,

Asian Paints, Procter and Gamble (India) Ltd., Siemens India.

It has been concluded in the paper that EVA can be a better

f inancia l  per formance eva luat ion measure than other

traditional measures.

Blair (1996)
 
concludes that John Knight who operates

HSBC’s income trust unit  has been giv ing outstanding

performance since taking up this assignment in 1989. He

evaluates the trends in the U.K. economy as par t of his

decision making, and he always tries to concentrate on the

accounts of companies. In addition to Economic Value

Added, he p lans to invest  in .  ‘Cash F low Return on

Investment’ i s  another technique he uses. He argues that

he evaluates the products in terms of disasters rather than

selecting winners.

Lehn and Makhija (1996) state that Economic Value

Added and Market Value Added are increasingly observed

as a l ternat ive measures of business performance and

strategic development. Despite the attention, however, the

empirical research has been devoted to these two metrics.

To provide clar i f icat ions on the subject,  a study was

conducted using data from 241 firms for the period 1987-

1996, the study affirmed that EVA and MVA effectively

measured the quality of strategic decisions and served as

signals of strategic change. EVA and MVA were found to

be significantly correlated with stock price performance and

inversely correlated to turnover. Firms having more focused

on their business activities had higher MVA and those having

less focus had lower MVA.
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Luber (1996) identified that MVA is in conformity with the

direction of the market. It has been observed from the study

that a company which shows a positive EVA over a period

of time will also have an increasing MVA, while negative

EVA will bring down MVA as the market looses confidence

in the competence of a company to ensure an attractive

return on the invested capital. The five topmost companies

as the wealth creators - Coke, GE, Microsoft, Merck and

Philip Morris - have strong EVA and are expected to remain

in the top position in the imminent period.

Ochsner (1995) observed that through Economic Value

Added we can examine the company ’s financial results in

economic language. It also tells the annual constituent of

f ree cash in f lows minus  tota l  cap i ta l  expenses .  The

methodology which is over 50-years old becoming popular

once again because it is not an accounting based approach

which mangers may have found unreliable. Moreover, EVA

technique is making a comeback because they can judge

whether a firm is generating economic returns. This capability

of EVA technique to have such record of companies

satisfies the investors. In addition, EVA can be used as a

tool for assessing financial performance. This performance

measure also has a negative aspect that makes it undesirable

to some managers, who accept the fact that EVA uses

software in computing financial results, resulting managers

are unknown about how  performance are derived.

Concluding Remarks

The research review evidently reveals that the concept is

fairly clear in the minds of almost all these researchers whose

studies have been reviewed above. It also appears that the

en t i re  bus iness  wor ld  i s  mov ing  towards  g rea te r

transparency, supporting financial disclosure mechanism and

superior corporate governance. In such a fast changing

bus iness env i ronment ,  the investor  f r iendly  f inanc ia l

performance measures may, perhaps, compose this corridor

full of spanking new air. This is more so in the emerging

international economic order where globally well-known

companies are competing for lowest cost of capital and

understandably the lower cost of capital may help them in

providing some avenues.

From the academic appraisal of various studies on the subject

under reference, it is evidently clear that the concept has

originally emerged in the West and later turns out to be

time-honoured across the world. Many researchers have

applied sophisticated econometric tools for assessing the

impact of EVA concept on corporate financial performance.

Shareholder Value is Concept of capitalist economy. It is

based on the principle of “The survival of the fittest” of

Economics. In India, all business decisions are to be taken

on pure ly  commerc ia l  bas i s .  So,  i t  can not  be fu l l y

implemented in an economy wherein business decisions

are influenced by socio-economy factors. As our economy

approach ing  towards  comple te  l ibe ra l i s a t ion  and

government control is gradually going away, companies are

bound to take decision purely on commercial basis to safe

guard the interest of their shareholders.’ The concept of

Shareholders’ Value and Economic Value Added are well

known to Indian corporate. But its applicability in our country

is of recent origin. Hence the practitioner differs in regard

to methodology of calculation of adjustment required for

conversion for accounting profit to NOPAT, beta, and risk

free rate of return.

Keywords: Shareholders’ Value; NOPAT, Rate of Return,

Profit margin and Residual Income, Costing system, Wealth

Maximization.
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e fo re  we  beg in  to  c rea te  too l s  to  measu re  t he

level o f  s a t i s f a c t i o n ,

it is important to deve-

lop a c lear  understanding of

what exact ly the customer

wants .  We need to  know

what our customers expect

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

services the company could

provide.  Customer expectations

are the customer-d e f i ned

attributes of your product or

serv ice you mus t  meet  or

exceed to achieve customer

satisfaction (Hand book  of

Customer Satisfaction  Measure-

ment) .

Expressed Customer Expectations are those requirements

that are written down in the

contract and agreed upon by

both par t ies,  for example,

product specif icat ions and

delivery requirements. Supplier ’s

performance against  these

requirements is most of the

times directly measurable.

Implied Customer Expe-

ctations are not written or

spoken but are the ones the

cus tomer  wou ld  ‘expec t ’

the supplier to meet never-

theless.  For example, a customer

would expect  the serv ice

representative who calls on

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

cus tomer  sa t i s f ac t ion ,  such  as  the  phys ica l  appearance o f  f ac i l i t i es ,  employees ,  and

equipment ,  and employees '  respons iveness  and empathy ,  a re  unobservab le .  In  cont ras t ,

t rus t  may p lay  a  cent ra l  ro le  here in  enhanc ing cus tomer  sa t i s fact ion .   On l ine t rad ing

i s  s imp ly  a  te rm tha t  desc r ibes  the  buy ing  and  se l l i ng  o f  secu r i t i e s  and  i nves tmen t

p roduc t s  by  compu te r  ove r  t he  i n te rne t  r a t he r  t han  t r an sac ted  a t  more  t r ad i t i ona l

brokerage of f ice .  On l ine  t rad ing  wi l l  occur  th rough on l ine  brokers  who genera l l y  do

not  o f fe r  many  o f  the  resea rch  too l s  o r  f i nanc ia l  adv ice  tha t   may  be ava i l ab le  a t  a

more  t r ad i t iona l  b roke rage .   S ince  mos t  on l i ne  b roke r s  a re  d i scount  b roke r s ,  on l i ne

t r ad ing  i s  cheaper  and i s  eve r  expand ing ,  espec ia l l y  among soph i s t i ca ted and se l f -

i n fo rmed i nves to r s .   I n  t h i s  pape r  t he  au tho r s  have  made an  a t tempt  to  a s sess  t he

leve l  o f  cus tomer  sa t i s fact ion towards the on l ine t rad ing wi th  Ind iabu l l s  L td . ,  a t  Chenna i ,

Tami l  Nadu ,  Ind ia .

Customer Satisfaction
Online Trading

Kameswara Rao P. and Prabhu N.R.V.
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him to be knowledgeable and competent to solve a

prob lem on the  spot .   I t  i s  the re fore  impor tan t  to

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

expectations.

What constitutes Satisfaction?

We cannot create customer satisfaction just by meeting

customer ’s requirements ful ly because these have to be

met in any case. However fal l ing shor t is cer tain to create

dissat isfaction.

M a j o r  a t t r i b u t e s  o f  c u s t o m e r  s a t i s f a c t i o n  c a n  b e

summarized as:

§ Product Quality ,

§ Product Packaging,

§ Keeping delivery commitments,

§ Price,

§ Responsiveness and abil ity to resolve complaints

and reject repor ts, and

§ Overall communication, accessibility and attitude.

It may be easier to track supplier ’s per formance against

stated requirements of qual ity and t imeliness because

there i s  documentary  ev idence.  Some ind icat ion of

whether a supplier is meeting the requirements can also

be obtained from data on scrap rates, PPM, complaints

database, sales improvements, repeat orders, customer

audit repor ts etc. It is far more diff icult to measure the

level of performance and satisfaction when it comes to

the intangible expectations.

What are the Tools?

Customer expectations can be identif ied using various

methods such as

§ Periodic Contract Reviews,

§ Market Research,

§ Telephonic Interviews,

§ Personal Visits,

§ War ranty Records,

§ Informal Discussions, and

§ Satisfaction Surveys.

Depend ing  upon  the  cus tomer  base  and  ava i l ab le

resources, we can choose a method that is most effective

in measuring the customers’ perceptions. The purpose

of the exercise is to identify priorit ies for improvement.

We must develop a method or combination of methods

that helps to continually improve service.

Customer Satisfaction Surveys

Formal survey has emerged as by far the best method of

per iodica l ly  assess ing the customer sat is fact ion.  The

surveys are not marketing tools but an information-gaining

too l .  Enough homework  needs  to  be done before

embarking on the actual survey. This includes:

§ Defining Objectives of the Survey,

§ Design Survey Approach,

§ Develop Questionnaires and Forms,

§ Administer Survey (email, telephone, or post),

§ Method of Compi l ing data and Analyzing the
Findings, and

§ Format of the Repor t to present the findings.

There is  no point in ask ing i r re levant quest ions on a

customer satisfaction questionnaire. The basic purpose

is to find out what we are doing right or wrong, where is

the scope for improvement, where do we stand vis-à-vis

other suppliers, how can we serve the customer better?

A Customer Satisfaction Measurement Survey should at

least identify the following objectives: -

§ Impor tance to Customers (Customers’ Priorit ies),

§ C u s t o m e r s ’  Pe r c e p t i o n  o f  s u p p l i e r ’ s

performance,

§ Yo u r  p e r f o r m a n c e  r e l a t i v e  t o  Cu s t o m e r s ’

priorit ies, and

§ Priorit ies for Improvement.
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Survey forms should be easy to f i l l  out with minimum

amount of t ime and effor ts on customer ’s par t .  They

should be designed to actively encourage the customer

to complete the questions. Yet they must provide accurate

d a t a  t o  m o n i t o r  i m p r o v e m e n t s  i n  t h e  s u p p l i e r ’ s

performance. The data should also be sufficiently reliable

for management decision-making. This can be achieved

by incorpora t i ng  ‘ob jec t i ve ’  t ype ques t ions  where

customer has to ‘ rate’  on sca le of say,  1 to 10. For

repeated surveys, you could provide the rating that was

previously accorded by the customer. This works l ike a

reference point for the customer. Space should always

be prov ided for  the customer ’s  own opin ions .  Th is

enables them to state any addit ional requirements or

repor t any shor tcomings that are not covered by the

objective questions.

Normally, the company deals various personnel at various

levels in the customer ’s organization- the buyer, user,

receiving inspector, f inance and purchase persons etc.

Surveying a number of respondents for each customer

gives a complete perspective of customer satisfaction. It

may be necessary to device a different questionnaire for

each of them. Respondents must be provided a way to

express the impor tance they attach to var ious survey

parameters .  Respondents should be asked to g ive a

weighting factor, again on a rating scale of say, 1 to 10,

for each requirement. This gives a better indication of

relative impor tance of each parameter towards overal l

customer satisfaction and makes it easier for suppliers to

prioritize their action plans by comparing the Performance

Rating (Scores) with Impor tance Rating (Weighting).

The  ques t ions  a re  g rouped toge the r  i n  a  common

parameter such as Product Quality, Delivery Performance,

or Field Sales Performance.

Typical Examples can be:

Survey Parameter - Product Performance

Questions: Provide rating on a scale of 1 - 10 on the

following:

- Consistency of Product Quality,

- Technical Per formance of Product,

- Suppliers Quality Systems, and

- Overall performance of the Product.

Survey Parameter - Competitor Performance

Quest ions: Rate our performance on a scale of 1-10, is

compared to your best vendor:-

- Adherence to Delivery schedule,

- Quality of Product , and

- Cost of Product.

The Case of Indiabulls Limited

I nd iabu l l s  i s  I nd ia ’ s  lead ing  re ta i l  f i nanc ia l  se rv ices

company with 135 locat ions spread across 95 cit ies.

Indiabul ls Resources Ltd., a 100 percent subsidiary of

Indiabulls Financial Services Ltd., has been established

with the object ive of evolving as an independent oi l

company over time. The company ’s immediate shor t-term

goal is to par tner with oil companies who are wil l ing to

come to India and bid in the current NELP-6 round.

Indiabulls Financial Services Ltd is a public company and

l isted on the National Stock Exchange, Bombay Stock

Exchange,  Luxembourg Stock Exchange and London

Stock Exchange. The market capital ization of Indiabulls is

approx. US $800 mil l ion, and the consolidated net wor th

of the company is approx. US $400 mill ion. Indiabulls and

its group companies have attracted US $300 mil l ion of

equity capital in Foreign Direct Investment (FDI) s ince

March 2000. Indiabulls ranks at 82nd posit ion in the l ist of

most valuable companies in India. Indiabul ls F inancia l

Services is retai l f inancial services company providing a

diverse array of f inancial products and services, through

its nationwide network of over 270 Indiabulls offices, and

services over 2,50,000 clients spread across 90 cit ies in

India. Indiabulls, along with its subsidiary companies, offer

consumer loans,  brokerage and deposi tory serv ices,

personal loans, home loans and other f inancial products

and services to the retai l markets.  Indiabulls, which has a

workforce of over 7500 ful l t ime employees, repor ted

US $60 mil l ion in Profit before Tax and US $45 mil l ion in

Net Profit for the first nine months of the current f inancial

year. Indiabulls has grown its business by over 100 percent

CAGR since inception. The growth of Indiabulls in a highly

competit ive market is a testimony of its quality services.
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Product and Service

Indiabulls Financial Services Ltd . is a public company and

l isted on the National Stock Exchange, Bombay Stock

Exchange,  Luxembourg Stock Exchange and London

Stock Exchange. The company ranks at 82nd posit ion in

the l ist of most valuable companies in India has a market

capitalization of approx US $800 million. The consolidated

net wor th of the company is approx.US $400 mil l ion.

Three Engineers from IIT Delhi have promoted Indiabulls.

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

leadership in the retai l marketplace and better returns to

i ts  shareholders .  Indiabul ls ,  a long with i ts  subs id iary

compan i e s ,  o f f e r  consume r  l o an s ,  b ro ke r age  and

depository serv ices, personal loans, home loans and

other financial products and services to the retail markets.

Indiabulls Equity Analysis

Objective guidance to help you buy or sell:

The company is building and maintaining investors’ ideal

por tfolio demands objective, dependable information.

Indiabulls Equity Analysis  TM helps satisfy that need by rating

stocks based on carefully selected, fact-based measures.

And because the company is not focused on investment

banking, we don’t have the same confl icts of interest as

traditional brokerage firms. This objectivity is an impor tant

difference in our ratings.

A scale of A, B, C, D and E

A  t o  E  r a t i n g s  a r e  a p p l i e d  t o  o v e r  5 4 0 +  I n d i a n

headquar tered stocks using a wide variety of investment

criteria from four broad categories.

Ratings are Understandable and Actionable

The Indiabulls Equity Analysis  TM model attempts to gauge

investor expectations, since stock prices tend to move

in the same direction as changes in investor expectations.

♦ S tocks  w i th  low and  poten t i a l l y  improv ing

investor expectat ions tend to receive A or B

rat ings.

♦ Stocks with high and potential ly fal l ing investor

expectations tend to receive D or E ratings.

Over the next 12 months, A-rated stocks have a return

outlook of strongly outperforming the market while E-

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

underperforming the market. Find out more about using

Indiabulls Equity Analysis  TM.

Review of Literature

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

(Anderson et al. 1994), where value may be defined as

the “fairness of the level of economic benefits derived

from usage in relation to the level of economic costs.”

Even with high levels of perceived trustwor thiness and

competence,  cus tomers  can  be d i ssa t i s f ied i f  they

perceive the prices to be high (Bolton and Lemon 1999,

p. 172). Hence, a study of sat isfact ion is incomplete

without incorporating the investor ’s evaluation of prices

paid for transactions (or the cost of trading, from the

investor ’s perspective). Building on these arguments, we

p ropose  t h a t  t he  i n s i gh t s  f r om  t h i s  s t udy  can  be

extrapolated to other vir tual markets where service quality

is diff icult to inspect ex ante (e.g., online travel services

and on l ine  auct ions) .  Wh i le  focus ing  on the on l ine

context, this paper complements other early research that

compares consumer choice,  sat is fact ion,  and loya l ty

across the online and offl ine environments. For example,

Degeratu et a l .  (2001) determined that,  in the onl ine

envi ronment,  sensory search informat ion (e.g. ,  v isua l

cues) has a lower impact on choices, price sensit ivity is

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

promotions, and branding is more valuable only in the

absence of  factua l  a t t r ibute- re la ted in format ion.   In

another study that contrasted consumers who chose

hotels online with those who used conventional means,

Shankar et a l  (2002) determined that whi le there are

signif icant similarit ies across groups, the impact of loyalty

on overal l customer satisfaction was higher in the online

group. However the l ink between loyalty and satisfaction

has been established in a more general sense (e.g., Oliver

1999,  Rus t  e t  a l  1999) ,  Shanka r  e t  a l .  a t t r ibute  the

incremental impact of loyalty online to greater consumer

cont ro l  ove r  i n fo r ma t ion  and cho ices .  W i th  v i r t ua l

interfaces serving as the primary, or even sole, points of

cus tomer  con tac t  fo r  many  f i rms ,  r e sea rche r s  and

managers are now interested in re-examining serv ice
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quality and customer satisfaction in online settings (e.g.,

Krishnan et al. 1999). In online settings that are oriented

toward self-service with l i tt le human interaction, many

conventional service quality dimensions (including some

in the well-known SERVQUAL instrument of Parasuraman

et al. 1988). For example, dimensions such as the physical

appearances of facilities, employees, and equipment, and

e m p l o y e e s ’  r e s p o n s i v e n e s s  a n d  e m p a t h y  a r e

unobservable in online settings. As a result, researchers

have suggested that trust may play a central role in online

customer satisfaction.

About Bombay Stock Exchange (BSE)

Of the 23 stock exchanges in the India, Mumbai’s (earl ier

known as Bombay), Bombay Stock Exchange is the largest,

with over 6,000 stocks l isted. The BSE accounts for over

two thirds of the total trading volume in the country.

Established in 1875, the exchange is also the oldest in

Asia. Among the twenty-two Stock Exchanges recognized

by the Government of India under the Securities Contracts

( Regu l a t ion)  Ac t ,  1956 ,  i t  was  the  f i r s t  one  to  be

recognized and it is the only one that had the privi lege of

getting permanent recognition ab-init io.

About National Stock Exchange (NSE)

The National Stock Exchange (NSE), located in Bombay,

is  India’s f i rs t  debt market .  I t  was set up in 1993 to

encou rage  s tock  exchange  re fo rm th rough  sy s tem

modernization and competit ion. It opened for trading in

mid-1994. It was recently accorded recognition as a stock

exchange by the Depar tment of Company Affairs. The

instruments traded are, treasury bil ls, government security

and bonds issued by public sector companies.

The Organization: The National Stock Exchange of India

Limited has genesis in the repor t of the High Powered

Study Group on Establishment of New Stock Exchanges,

which recommended promot ion of  a Nat iona l  Stock

Exchange by financial institutions (FIs) to provide access

to investors f rom al l  across the country on an equal

foo t i ng .  Based on  the  recommenda t ions ,  NSE  was

promoted by leading Financial Institutions at the behest

of the Government of India and was incorporated in

November 1992 as a tax-paying company unlike other

stock exchanges in the country.

NSE Group

1. India Index Services & Products Ltd. (I ISL)

2. National Securit ies Clearing Corporation Ltd. (NSCCL)

3. NSE IT Ltd.

4. National Securit ies Depository Ltd. (NSDL)

5. DotEx International Limited

About Online Trading

Online trading is simply a term that describes the buying and

selling of securities and investment products by computer

over the internet rather than transacted at more traditional

brokerage office. Online trading will occur through online

brokers who generally do not offer many of the research tools

or financial advice that may be available at a more traditional

brokerage.  Since most online brokers are discount, if not

deep discount brokers, online trading is cheaper and is ever

expanding, especially among sophisticated and self-informed

investors. 

The Benefits of Online Stock Trading

Low commissions  – for most people, this is the number

one benefit of investing online. For Rs.450 or less, you

can  buy  and se l l  you r  f avou r i te  s tock .  Fu l l  se rv ice

brokerage fees are usually over Rs.4500. If you are an

active trader, that can star t to eat up your profits very

quickly. For every Rs.4,50,000 you invest, you have to

make two percent (Rs.9000 – Rs.4, 500 to buy and Rs.4,500

to sell) just to break even.

Quickly act on price moves – another great benefit of

online stock trading is being able to quickly act on price

moves. With the click of a couple of buttons, you are

able to take advantage. With a full service brokerage, you’ll

have to call f irst, explain what and why you want to trade

that stock.  Odds are, you may have missed the best

en t ry  po in t ,  and pa id  10x  the  commiss ion  fo r  tha t

privilege.

No middle men  – No justifying why you want to trade,

no having to have someone suggest that a stock might

be too risky. You call the shots.
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Information  – at your f inger t ips onl ine stock trading

can bring much needed and real t ime info that can help

you when to buy and when to sell. Technical char ts, real

time prices and information sharing can be easily accessed

onl ine.

The Drawbacks of Online Stock Trading

No middle men – while I just l isted this as a benefit, it is

also a drawback. The majority of my losses were from

stocks that did not meet my investment plan but were

simple stocks that were being pumped and hyped up.

Of ten, you end up buying a stock that is moving higher,

and end up having to sell at a loss. When you trade at a

discount broker, there is no stopping you from making a

mistake.  With a fu l l  serv ice brokerage,  your f inancia l

planner can help fi lter out the bad plays from the smar t

ones.  Th is  adv ice a lone can more than make up for

commission fees.

Investment  plans  –  on l i ne  s tock  t r ad ing  doesn ’ t

automatically come with an Investment Plan. Why are you

buying a stock? What is your exit plan if things don’t go

right? Wil l you use margin? Wil l you buy penny stocks

(and if so, what percentage of your por tfolio wil l be at

risk)? A ful l service broker can help create an investment

plan. Trading outside of your risk tolerance is one of the

biggest r isks your por tfolio wil l face.

The best suggestion I can make for you is to look at a

combination of both. Trade stocks online, but talk to an

investment planner, develop an investment and trading

plan first. While you may have to pay for his t ime, your

trading plan wil l help you to avoid unnecessary risk when

you are on online stock trading.

Procedure for selling dematerialized securities

The  p rocedure  i s  s imp le .  A f te r  you  have  so ld  the

securities, you should instruct your depository par ticipant

(DP) to debit your account with the number of securit ies

sold by you and credit your broker ’s clearing account.

This delivery instruction has to be given to your DP using

the delivery instruction sl ips given to you by your DP at

the t ime of opening the account.  The procedure for

sell ing securit ies is as follows:

♦ You sell securit ies in any of the stock exchanges

linked to the National Securit ies Depository Ltd.

(NSDL) through a broker;

♦ You give instruction to your DP to debit your

accoun t  and  c red i t  t he  b roke r ’ s  ( c l e a r i ng

member pool) account;

♦ B e f o r e  t h e  p a y - i n  d a y ,  y o u r  b r o k e r  g i v e s

instruction to its DP for delivery to the clearing

corporation;

♦ Your broker receives payment from the stock

exchange (clearing corporation);

♦ You receive payment from the broker for the sale

of securit ies.

Purchasing of dematerialized securities

For receiving demat securit ies you may give a one-time

standing instruction to your DP. This standing instruction

can be given at the t ime of account opening or later.

Alternatively, you may choose to give separate receipt

instruction every time some securit ies are to be received.

The transactions relat ing to purchase of securit ies are

summarized as follows:

♦ You purchase securit ies through a broker;

♦ You make payment to your broker who ar ranges

payment to the clearing corporation on the pay-

in day;

♦ Your broker receives credit of securit ies in its

c l e a r i n g  a c c o u n t  ( c l e a r i n g  m e m b e r  p o o l

account) on the pay-out day;

♦ Your broker gives instructions to its DP to debit

clearing account and credit your account;

♦ You receive shares into your account. However,

if standing instructions are not given at the time

of opening the account, you wil l have to give

‘receipt instruct ions’ to your DP for receiving

credit;
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♦ You should ensure that your broker transfers the

secur i t ies  f rom i t s  c lea r ing  account  to  your

depository account before book closure. If the

securit ies remain in the clearing account of the

broker, the company will give corporate benefits

(dividend or bonus) to the broker. In that case,

you wil l have to collect the benefits from your

broker.

‘Market Trades’ and ‘Off-Market Trades’

Any trade settled through a clearing corporation is termed

as a  ‘market  t rade. ’  These t rades a re  done th rough

stockbrokers on a stock exchange. ‘Off-market trade’ is

one which is settled directly between two par ties without

the involvement of clearing corporation. The same delivery

instruction slip can be used either for market trade or off-

market trade by ticking one of the two options.

Suggestions for Indian Stock Market

♦ Do not over trade.

♦ Do not trade on rumours.

♦ Do not trade in al l stocks of one sector.

♦ I t ’s better to buy the wrong stocks at the

right t ime than to buy the right stocks at

the wrong time.

♦ Trade with the trends rather than tr ying to

pick tops and bottoms.

Objectives of the Research

The object ives of the research are:

To find out the satisfaction level of cl ient,

To find out the problem faced by the clients,

To facil itate the services offered to the clients, and

To find out the requirement for the effective trading

for the clients.

Research Methodology

Research Methodology is a way to systematically solve

the research problems allotting procedure, steps of plane.

It explains the various steps that are generally adopted by

researcher in studying the research problem along with

logic behind them.

Research Components

Most impor tant research components are:

♦ Research design,

♦ Sampling technique,

♦ Instrument for data collection,

♦ Questionnaire design, and

♦ Research tools.

Research Design

Research design is the conceptual structure with in which

research is conducted. It constitutes the blueprint for

the  co l l ec t ion ,  measu rement ,  ana l y s i s  o f  da ta .  The

resea rch  des ign  adopted was  descr ip t i ve  resea rch

design. Descriptive research includes surveys and fact–

finding enquiries of different kinds. The major purpose of

descriptive research is description of the state of affairs

as it exists at present. Descriptive research can only repor t

what has happened or what is happening.

Sampling Techniques

Random sampling technique is adopted in this survey.  In

th i s  method,  sampl ing  un i t s  a re  chosen pr imar i l y  in

accordance with the researchers. The sample size is 150.

Instrument for Data Collection

Primary data were used for this study. The researcher

chooses questionnaire and personal interview method

as the instrument for the data collection.

Questionnaire Design

The  ques t ionna i re  fo r  t h i s  s t udy  was  we l l -de f i ned

structured questionnaire schedule. In this questionnaire,

researchers have used three types of questions. They are

♦ Multiple choice questions,

♦ Open-ended, and

♦ Close ended question.

Research Tools

Once the data has been collected, the process of analysis

begins. It includes tabulation, percentage calculation, and

cross tabulation. Based upon the test, the analysis and

interpretation were done.
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The Results

As per the Table-1 the clients who are having service as a

occupa t ion  a re  go ing  fo r  more  on l i ne  t r ad ing ,  the

business people are in the second place. The others

prefer to last place.

The Table-2 depicts that mar ried people are going for ful l

t ime trading, and also the unmarried going for the ful l

time trading. On the whole the unmarried people are going

for more trading in online.

From the above Table-3 we can infer that while purchasing

of shares the maximum number of cl ients prefer only

Indiabulls t ips and 21.3 percent of the clients prefer the

tips from friends. Very less numbers of cl ients go to the

all the above option.

The Table-4 in fers  the max imum number of  bus iness

people l ike to have their t ips through phone calls. The

professional people l ike to have their communications

through online messenger. Very less number of people

prefer only E-mails and SMS.

Table-1:  Cross Tabulation Data Analysis

Occupation vs No. of years doing Online Trading Cross Tabulation

                                                                               No. of years doing Online Trading                  Total

          0-1 yrs            1-2 yrs       2-3 yrs 3 and above

      Occupation Business               14                9            12                           6                     41

      Professional                               10              10            13                           3                     36

      Service                                 8              10            11                         15                     44

      Others                                 7                7              8                            7      29

      Total                                              39              36             44           31                   150

Table 2:  Marital Status vs Type of Trading Cross Tabulation

                                                                      Type of Trading             Total

                                                                             Part time                 Full time

Marital Status Married Count 31 41 72

% within Marital Status 43.1% 56.9% 100.0%

Unmarried Count 31 47 78

% within Marital Status 39.7% 60.3% 100.0%

Total Count 62 88 150

% within Marital Status 41.3% 58.7% 100.0%

Table-3:  Type of Trading vs Purchasing of Shares Cross Tabulation

                                                                   Type of Trading      Total

                                                                                           Part Time      Full Time

Purchasing By India- Count  27 30 57
of shares bulls tips % within Type of trading 43.5% 34.1% 38.0%

By friends tips Count 13 19 32
% within Type of trading 21.0% 21.6% 21.3%

By your Count 9 20 29
own choice % within Type of trading 14.5% 22.7% 19.3%
All the above Count 13 19 32

% within Type of trading 21.0% 21.6% 21.3%
Total Count 62 88 150

% within Type of trading 100.0% 100.0% 100.0%
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Table 4: Occupation vs Media of Communication on which tips can be sent  Cross Tabulation

                      Media of Communication on which tips can be sent

                                                                SMS         Online Messengers            Phone Calls         E-mails        Total

Occupat ion B u s i n e s s 13 2 18   8 41

P ro fess iona l    9 13 10   4 36

Serv ice 12 15   6 11 44

Others 10   1 11   7 29

Tota l 44 31 45 30 150

From the Table-5 we came to know that the par t t ime

trader would l ike to receive  t ips daily and the ful l t ime

trader would l ike to have more user fr iendly software to

trade. The maximum number of ful l t ime clients would l ike

to have an advice from the relationship managers.

We can find from the Table-6, the people earning below

one lakh is  maximum in moderate level. One to five lakh

people are in moderate level. The people earning above

five lakh are also in the moderate level. Here the annual

income of one to f ive lakh is  with 28.7 percent and five

to ten lakh earning people are with 28 percent.

As per the above Table-7, 10 percent of business people

are in moderate level with maximum. Then 10 percent of

the professionals are with moderate level. Above al l the

least is with the professional with 0 percent in highly

satisf ied.

As per the table-8, we can see that 20 percent of the

profess ionals are in fu l l  t ime t rading fol lowed by 18

percent with graduate.  The last  level  is  with graduate

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

s imul taneous ly .

Table-5: Type of Trading vs Futures like to include in Online Trading Cross Tabulation

                                                                                            Type of Trading    Total

                                                                                                 Part Time      Full Time

Futures l ike to More user Count 13 21 34

include in friendly % of Total 8.7% 14.0% 22.7%

online trading applications Count 22 19 41

Providing % of Total 14.7% 12.7% 27.3%

tips daily

Relationship Count 17 28 45

managers % of Total 11.3% 18.7% 30.0%

advise

More techno - Count 10 20 30

savvy customer % of Total 6.7% 13.3% 20.0%

service

Total Count 62 88 150

% of Total 41.3% 58.7% 100.0%
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Table-6:  Annual Income vs Cost of the Software Cross Tabulation

                                                                                                             Cost of the Software
              Highly                                                  Dis         Highly Dis

                                    satisfied   satisfied   Moderate   satisfied      satisfied          Total

Annual Below 1 Lak Count 2 8 8 7 1 26

Income % of Total 1.3% 5.3% 5.3% 4.7% .7% 17.3%

1-5 Lak Count 2 11 21 7 2 43

% of Total 1.3% 7.3% 14.0% 4.7% 1.3% 28.7%

5-10 Lak Count 3 8 20 4 7 42

% of Total 2.0% 5.3% 13.3% 2.7% 4.7% 28.0%

10-15 Lak Count 3 6 6 12 2 29

% of Total 2.0% 4.0% 4.0% 8.0% 1.3% 19.3%

15 Lak and Count 1 3 5 1 0 10

above % of Total .7% 2.0% 3.3% .7% .0% 6.7%

Total Count 11 36 60 31 12 150

% of Total 7.3% 24.0% 40.0% 20.7% 8.0% 100.0%

Table-7: Occupation vs Brokerages Cross Tabulation

                                                               Brokerages
                  Highly                                                       Dis          Highly Dis

                                                                         Satisfied     Satisfied    Moderate    Satisfied     Datisfied       Total

Occupat ion Bus i nes s Count 8 4 16 7 6 41

% of  Tota l 5 .3% 2.7% 10.7% 4.7% 4.0% 27.3%

Profess iona l Count 0 11 15 8 2 36

% of  Tota l . 0 % 7.3% 10.0% 5.3% 1.3% 24.0%

Serv ice Count 6 15 13 9 1 44

% of  Tota l 4 .0% 10.0% 8.7% 6.0% . 7 % 29.3%

Others Count 6 4 12 2 5 29

% of  Tota l 4 .0% 2.7% 8.0% 1.3% 3.3% 19.3%

Tota l Count 20 34 56 26 14 150

% of Tota l 13.3% 22.7% 37.3% 17.3% 9.3% 100.0%

Table-8: Qualification vs Type of Trading Cross Tabulation

                                                                                                         Type of Trading      Total

                                                                                                  Part Time        Full Time

Qual i f icat ion Graduation Count 12 27 39

% of Total 8.0% 18.0% 26.0%

Post Graduation Count 16 19 35

% of Total 10.7% 12.7% 23.3%

Profess ional Count 17 30 47

% of Total 11.3% 20.0% 31.3%

Others Count 17 12 29

% of Total 11.3% 8.0% 19.3%

Total Count 62 88 150

% of Total 41.3% 58.7% 100.0%
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Conclusion

Primarily in this paper the authors made an attempt to know the

conceptual back ground of Customer Satisfaction followed

by the measurement of the level of customer satisfaction by

using various research tools. Based on the present study it can

be concluded that the share market industry in India is in

booming stage. The current cl ients in Indiabulls are in

moderately satisfied level, so to get sustain the clients from

the company it has to follow the suggestions. In order to

improve the level of Customer Satisfaction the company it has

to take effective decision based on the suggestions. As the

competitors are also in the same growth it is the time for

Indiabulls to keep its move carefully. As current and feature

market growth in India is good there is more hope for the

effective growth for Indiabulls securities limited. There is a

constant need of research in this field both by academics as

well as by potential corporate and individual investors.

Key words:  Online trading, DP, NSE, I ISL, NSCCL, NSE.IT

Ltd, NSDL, DotEx International Limited etc.
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T

In  the words of  S i r  Henry Ford,  "Compet i t ion is  the keen cutt ing edge of bus iness a lways

shav ing away costs . "   The modern wor ld is  fu l l  of  s t ress and i t  has become snobbery for

the execut ives and the corporate personnel  to state that  they are under s t ress .  Whi le i t

i s  agreed that  s t ress is  needed to a par t icu lar  l imi t ,  "what is  the l imi t  to which st ress must

be?"  i s  the b ig quest ion.  In  fact  the greater  is the s t ress  to lerance leve l ,  the h igher  the

propens i ty  of  be ing s t ressed.  Th is  s tudy focuses i t s  a t tent ion on var ious a reas  such as

ident i f icat ion of  the st ressors be the phys ica l ,  menta l  or  job st ressors on the job or of f

the  job ,  eva lua t ion  o f  s t ress  to le rance leve l  among v i sua l  and pr in t  med ia  personne l ,

char t ing out  a  p lan of  act ion for  improv ing the s t ress  leve l ,  and developing a s t ra teg ic

model  for  increas ing s t ress  to lerance among media personnel .

he modern world is ful l of stress, from which there

is no escape, and no work environment is an exception

to this. Media personnel

who work in difficult situation

a re  p rone to  s t ress  than

people of any other occu-

pation.  Fur ther, it has been

repor ted that 2007 has been

a difficult year for journalist

a s  a  record  number  o f

personnel had been killed or

injured while on duty.

The concept of Stress was

first coined by Hans Selye

in 1936. Derived from the

Latin word “stringere,” stress

was used to mean hardship,

adversity or affliction. It was

used in 18 th and 19 th centuries to denote force, pressure,

strain or strong effor t with reference to an object or person

(Pestonjee, 1999).

In the modern sense, Cannon

(1935) was the first to use the

term stress.   He viewed stress

a s  a  p o t e n t i a l  c a u s e  o f

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

pointed out that  emotional

s t r e s s  w o u l d  c a u s e

disturbances of a phys io-

log ica l  nature .   I t  can be

regarded as a non-specific

biological ,  emotional,  and

behav ioura l  process that

occurs when phys ica l  or

psychological well-being is

disrupted or t h rea tened . It
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involves heightened psychological arousal accompanied

by intense emot ion.   He def ines i t  as  ‘phys ica l  and

psychological process of reacting to and coping with

events and situations that place extra-ordinary pressure

on human being.’

There are two types of stress,  namely ‘Eustress’  and

‘Distress.’ Eustress is the presence of optimum level of

stress in an individual which contributes positively to his

performance.  This may lead individuals to new and better

ways of doing their jobs.  It has also been established that

a perception of his or her control over the environment

has a definite impact on the stress-health relat ionship

(Murphy, 1988).  When the level of stress leads to a

situation that it affects the body and mind of an individual

it is called ‘Distress.’

Job stress or Occupational stress is defined as ‘a condition

arising from the interaction of people and their jobs and

characterized by changes within people that force them

to deviate from their normal functioning’ (Selye, 1999).

One of the most notable contr ibutors to the f ield of

Occupational Stress, Karasek (1990), says that job stress

occurs because the ‘demands’ of employment exceed

the ‘controls’ of the individual needed to interact with

those demands.  Researchers have linked job stress with

higher rates of hear t disease and other physical ailments

and are now engaged in exploring the psychological

effects of working long hours or being disenchanted with

a job (Lansbergis, 1992).

An intriguing problem facing stress researchers has been

the individual variability of stress reaction.  People respond

differently to stress, and also not all people are equally

vulnerable to its effect.  It is also opined that the experience

of s t ress is  a very personal  matter  (Goldberger and

Breznitz, 1986), and each person must have developed

his or her own coping sty les for gett ing through l i fe

successful ly and it is the breakdown of these coping

patterns that cause stress in a person.  Even when exposed

to a minor stressful situation, cer tain people experience

high level of stress and become ill, while others experience

much less stress and remain calm and composed.  Studies

have established that perfectionists are more depressed

than non-perfectionists when stress is high (Joiner and

Schmidt, 1995).

Carrol l  and White (1984) are of the opin ion that works

related stress is inevitable and workers vary in their ability

to cope well with stress.  Fur ther, the ever increasing

competition, advancement of technology, demands for

transformation in strategies, structure, efficiency, etc. have

placed the coping ski l ls of personnel under constant

dynamism. Quite a few studies available in the field are

wor th considering.  Dunnette, 1976; Ghosh, 1981; and

Mohanthy, 1986 established that job stress factors are

related to variables like role ambiguity, role conflict, need

for achievement, organizational effectiveness, etc.

Singh (1997) opined that distress symptoms arise only

when appropriate coping responses are not for thcoming

in the wake of threats or demands. If a person feels that he

has enough resources to respond to demands, they may

be having control over the environmental demands.  So, it

can very wel l  be inferred that a person’s control  or

perceived control is directly related to his competence or

the perceived ability to respond to stressful demands.

The work of Pestonjee (1999) in the area of Stress Tolerance

Limit (STL) is wor th noting.  While presenting a model with

respect to STL, he proposed that stress originates from

any of the three areas, namely job and organisation, social

sector, and intra-psychic sector. According to him, job

and organisations refers to the totality of work environment

wh ich  i nc l udes  t a s k ,  a tmosphe re ,  co l l e agues ,

compensations, policies, etc.  Social sector refers to social/

cultural contexts in one’s life which includes religion, caste,

language, dress, etc.  The intra psychic sector includes

those things which are innate and personal to the individual

which includes temperament, values, abilities, health, etc.

An individual is said to be in a balanced state when an

individual is able to handle the stress emanating from all

the three sectors, and is in consonance with the STL. When

stress from any of the three areas are so loaded, become

unmanageab le ,  and  exceeds  t he  ST L ,  nega t i ve

consequences become apparent  wi th s t ress re la ted

diseases emerging.  If this situation persists, it may fur ther

lead to disintegration of personality requiring psychological

and medical care.

Research, for example Mesler, (1994) has established that

sickness is best understood not in terms of the nature of

the stressful events to which an individual is exposed but

in terms of the magnitude of the individual’s physiological

and psycholog ica l  responses to the s t ressors .   The
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magnitude of response is said to determine the likelihood

of sickness or i l lness.  Fur ther, an individual does not

respond to events, but to his perception of events.

Stress research has also significantly added to the medical

literature over the past twenty years or so. We now know

that work can be an exciting source of challenge where

potentials and capabilities of the self are discovered and

util ised. This positive stress perspective has been termed

‘eustress.’ However, work stress is said to lead to one of

the most universal and intense kinds of ‘distress.’ Distress

is often viewed as a malady, needing treatment. Definitions

and theories have evolved in the recent past with models

in hand explaining the etiology of work related stress and

the subsequent negat ive psychologica l  (anx iety and

depress ion) and phys ica l  ef fects (hear t  d isease and

hyper tension). One of the most notable contributors to

the field of Occupational Stress, Karasek (1990), says that

job stress occurs because the ‘demands’ of employment

exceed the ‘controls’ of the individual needed to interact

with those demands.

The Karasek ‘Demand-Cont ro l  Job St ra in  Model ’  has

highlighted two key workplace conditions that increase

hyper tension: high psychological demands combined with

little control in meeting those demands. People with high

job demands describe themselves as “working very fast,”

“working very hard” and not having “enough time to get

the job done.” And employees with l i t t le workplace

controls describe themselves as lacking the ability and/or

authority to make decisions or impact their job. In recent

s tudies ,  th i s  model  has  inc luded a th i rd factor :  the

beneficial effects of workplace social suppor t. Simply

stated, if the demands placed on a person at work are

higher than the perceptions of control, job strain will occur.

The results of job strain are clearly detrimental to both

corporations and individuals. In California, for example,

job related stress complaints are the number one disability

repor ted, and cost hundreds of millions of dollars annually.

Overall, in the United States, the economic costs of job

stress, including absenteeism and lost productivity, are

difficult to estimate but could be as high as several bill ion

dollars per year.

According to Lansbergis (1992), aside from economic

factors, the negative relationship between work and mental

and physical  health is of great concern. Adding to a

growing body of evidence that workplace stress is harmful,

researchers have linked job strain with higher rates of hear t

disease and other physical ailments and are exploring the

psychological effects of working long hours or being

disenchanted with a job.

One specific physical problem associated with job strain

is hyper tension. Hyper tension is the world’s number one

disease, with an estimated 500 mill ion people worldwide

currently affl icted. In the United States, 50 mill ion people

have high blood pressure, and estimates are that another

50 mill ion are on their way to acquiring the condition.

Ironically, in 95 percent of hyper tensive cases the cause is

unknown (American Hear t Association). While estimates

of propor tion to hear t disease, possibly due to job strain,

vary greatly between studies, Karasek and Theorell (1990)

calculate that nearly a quar ter of all hear t disease could be

prevented if we reduced the levels of job strain.

In one of the most comprehensive studies so far examining

the relat ionship between hyper tension and job strain,

Schnall (1998) followed nearly 200 men for three years

and found tha t  those wi th  the most  job s t ra in  had

signif icantly higher blood pressure than those with the

least. Employees with highly demanding jobs that allow

little latitude for making decisions have three to five times

higher blood pressure and are at greater r isk of hear t

disease than workers who do not experience such job

strain. Ironically, the study also found that men who were

in i t i a l l y  in  h igh-s t ress  jobs but  moved to low-s t ra in

positions saw their blood pressure readings fall over time.

In fact, their follow-up blood pressure readings were nearly

the same as those who had never been employed in high-

stress jobs.

It is not surprising to find that researchers now want to

discover whether the effects of job strain are similar for

women. Indeed, Blumenthol (1995) demonstrated that the

consequences of job strain are more severe for women

than for men. Women in this study, who were identified as

experiencing job strain, also had higher systolic blood

pressure than women with low repor ts of job stra in.

Fur thermore, women in this study who repor ted high job

strain had higher systolic blood pressure than men in high

strain or low strain jobs, and maintained elevated levels

even after leaving work. Much of this may be due to the
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fact that many women who work are also mothers and

wives, and therefore continue to ‘work’ after leaving their

place of employment, returning home to cook, clean, and

work with the children on schoolwork.

Stress tolerance is a term related to effective coping and

coping strategies. It is the ability of a person to handle

emotionally charged situations and to resist burnout, in

demanding environments. Stress tolerance is defined as

the ability to endure stress, strain and pain without serious

harm (Carson and Butcher, 1998). In the words of Pestonjee

(1999), STL is  made up of four components namely,

Depression proneness, Anxiety proneness, anger and Type

A behaviour. The job and organisat ional loads may at

sometimes become unmanageable thus going beyond the

STL  whe re in  an  i nd i v idua l  may  f ace  the  dange r  o f

disintegration of personality. Fur ther, cer tain personality

and at t i tudina l  const ructs  l i ke se l f -esteem, locus-of-

control, learned helplessness, anxiety, adjustment, etc.

have been found to be influential constructs in the area of

STL. A person who is not adjusted is likely to be highly

stressful even due to the slightest frustration or pressure.

Key Terms Used

S t r e s s ,  S t r e s so r,  S t r e s s  To l e r ance ,  St r a t eg i c  St r e s s

Tolerance Limit .

Research Methodology

The data for the research study has been collected by way

of reliable and valid Questionnaire. As many as 75 media

personnel, consisting of print and visual media who have

been accredited to the Press Club, Thiruvananthapuram

were subjected to the study.

Sampling

Responses were collected from 75 print and visual media

personnel out of the total of 202 accredited members of the

Press Club, Thiruvananthapuram.   There were 51 Male media

personnel and 24 female media personnel. They belonged to the

age group ranging from 20 to 50 years. Out of the 51 male

respondents, 40 were married and 11 were unmarried while 23

among female respondents were married and just one member

belonged to the unmarried category (Table 1).

Tool Used

The tool used for the present study was Stress Tolerance

Inventory (Sanandaraj M.S., Reshmi. C.S. 2001, Dept. of

Psychology, University of Kerala). The Stress Tolerance

Inventory having 30 items was used.  Personal Data Sheet

was used to collect demographic par ticulars.  Statistical

techniques like Correlation analysis, Analysis of Variance

(ANOVA), etc were used to analyze the data.

Table 1:  Classification of Samples Based on Gender and Marital Status

 Married Unmarried       Total

Male 40 11 51

Female 23 1 24

TOTAL 63 12 75

Source:  P r imary  Data

Table 2: ANOVA denoting the Age of Respondents

Sum of  Squares df      Mean Square                F

Between Groups 584.681 4 146.170     *1.834

Within Groups 5577.665 70 79.681

Total 6162.347 74

*  No  s i gn i f i c an t  d i f f e rence
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Table 5: Age-wise Classification

Age Group No.

20 to 25 30

26 to 30 19

31 to 35 18

36 to 40 7

40 to 45 1

Table 3: Mean, Median and Mode

No. of respondents 75

Mean 67.43

Median 65

Mode 62

Std. Deviat ion 9.126

Variance 83.275

S o u r c e :  P r i m a r y  D a t a

Limitations

The study was restricted only to the accredited media

personnel of Thiruvananthapuram Press Club and more work

has to be done to f ind out the STL among the media

personnel in other districts of the State.  The study was

limited to an experimental group of media personnel alone.

Another similar control group was not studied due to the

paucity of time, and had it been studied a comparison of

the STL could have been arrived at.

Analysis of Data and Results

The data collected was analysed using statistical techniques

like ANOVA, t-test, etc.  The results are discussed in the

following section:

The Mean was found out to be 67.43, median as 65, mode

as 62 and Standard deviation as 9.126 (Refer Table 3).

The respondents were first categorised into three groups

in the following manner.

1. High group (those having higher STL)

2. Medium group (those with medium STL)

3. Low group (those with low STL)

Those respondents with the numerical value above the

score of 71.993 which was arrived at by adding half of

Standard deviation with Mean were categorised as High

group, the Low group per tains to those respondents who

have the numerical value below the score of 62.867, which

was calculated by subtracting half of Standard deviation

from Mean. Al l  those respondents whose scores fa l l

between the above two scores were per taining to the

middle group.  It was found that 20 respondents per tain

to the High group, and 25 belonged to the Low Stress

Tolerance group and 30 in the middle group.

The total score of the instrument is 150; however, it can

be found that the mean score of the entire group studied

is only 67.43. In this regard, it is wor th noting that the

arrived score is just less than half of the total score of 150.

This denotes that the media personnel are having low STL

in general.

Table 4:  Data and Result of t-test for Comparison

of STL of Print and Visual Media Personnel

Group     N           Mean      Std. Deviation         t

Print     26    64.5         5.101     -2.067*

Visual     49   68.98        10.379

Note: * Signif icant at 0.05 level

S o u r c e :  P r i m a r y  D a t a

Age-wise Classification
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Results

On the basis of the analysis carried out the following are

the results which were arrived at:

1. Out of the 75 respondents, there were 51 male

journal ists out of which 40 were married and 11

were unmarried. Among 24 women respondents,

23 were mar r ied and on ly  1 was unmar r ied

(Table 1).

2. On the basis of the Analysis of Variance (ANOVA),

it is clearly found that there is no significant relation

be tween  t he  age  g roup  o f  r e sponden t s

considered with the value of 1.834 being not

signif icant.

3. On the basis of the analysis, it is found out that

there is a marginal higher level of STL among visual

media personnel (the value being 68.98) than that

of the Print media personnel (the value being

64.5). The t- value of -2.067 being significant at

0.05 levels. This could be mainly because of the

fact that of the extreme competition between the

visual media personnel owing to the increasing

number of television channels.

4. I t  i s  a l so  found ou t  tha t  the re i s  no t  much

difference in the level of work being carried out

by different age group media personnel and so

there could be the same level of STL among the

print media personnel.

5. As many as 41 percent  of the respondents belong

to the age group of 20-25 years, 25 percent  in

the age group of 26-30 years, 24 percent  in the

age group of 31-36 years.

6. Fur ther it was found out that a large number of

respondents highl ighted the fact that they are

being subjected to overworking by way of not

having proper working hours thus paving way for

low STL.

7. While there was higher level of STL among the

marr ied groups,  the STL was low among the

unmarried.

Strategic Model for Stress Tolerance

Based on the above study carried out, a strategic model

was developed to expla in how to cope with s t ress

reactions. The reactions are received and analysed by the

environment which, in turn, bounces back signals to the

individual to bring about a change either at the organismic

level or at the response level. The details related to the

model are highlighted in Figure 1.

Figure – 1:  Strategic Model to cope with Stress Reactions

Responses can be adjustive, effective and good

Responses can be adaptive

Responses can be manipulative or leading to decompensation

Responses can be devastating
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Figure – 2:   Stressors or Loads
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Figure – 3:  Stressors or Loads
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However, when most of the stress related diseases emerge

and this situation persists, we move on to the next stage in

which we star t operating beyond the STL. Several types of

breakdowns and cracks are observable (Fig 2). I f  this

situation is left unchecked, it may culminate in the last and

most intense stage wherein complete disintegration of

personality takes place. At this stage, the individual requires

proper psychological and medical care (Fig 3).

Recommendations

Though we know that stress has become an inevitable par t

of the social functioning of an individual, it cannot be

assumed that stress is an unmanageable affair.  A planned

effor t from the par t of the individual as well as from the

side of management is sure to help a lot in enabling an

individual to tolerate the level of stress. Strategies from

the par t of the organization- Stress can be managed to a

l a r ge  ex ten t  a t  d i f f e ren t  l eve l s  o f  ope ra t ion  in  a n

organisat ion based on the fol lowing recommendations:-

Carrying out Stress Audits  Stress audit, which is a four

s t age  HRD /OD i n te r ven t ion  wh ich  i s  u t i l i zed  by

organizations to overcome prevailing stress where in the

four phases are as follows:

Phase 1- carrying out an exploration on Stress tolerance

limit (STL) with the help of psychometric instruments in

terms of anxiety proneness, depression proneness, need

profile etc.

Phase 2- Identifying the dominant organizational role stress

dimens ions,  some of the key dimens ions being Role

stagnat ion, Role over load, Resource inadequacy, Role

stagnation, Role erosion, Role ambiguity etc.

Phase 3- Collecting qualitative data on stress variables and

their effects on individual health and performance through

structured interviews.

Phase 4- Based on the results obtained in the first three

phases ,  r emed i a l  measu re s  a re  sugges ted  to  t he

organization for implementing needed modification and

changes in the activities and practices.

The key objectives of stress audit would be mainly to

identify the stressors at various levels in the organization,

identifying the dominant personality profi le in terms of

anxiety, anger, depression, values, motivat ion etc and

determining remedial measures such as training, counselling

and read jus tmen t  to  enhance  e f fec t i veness  o f  t he

organization,

Carrying  out  Stress  Management  Training

programmes: Adequate St ress  Management  t ra in ing

programmes for employees in different levels as well as

proper counsell ing aimed at reducing the stress level of

employees has to be implemented  effectively,

Moderating the intensity of  job stressors and the strains

caused by way of the effect of other variables of positive
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value such as high wages, increments, par ticipative decision

making etc should be taken into account,

Role Efficacy as a Stress Reducer- Role related stress

affect the work culture adversely and increases fatigue and

also reduces an individual’s potential to work efficiently

and reduces the STL Enhancing role efficacy would lead to

better STL maintenance. Improvement in the quality of

per formance is  not mere ly a funct ion of  “hardware”

improvement but depends to a large extent on the human

side of the organisations,

Coping Strategies such as  Practis ing yoga, avoiding

confrontation, improving self image, developing the act of

pat ient l istening, unwinding and going on a vacat ion,

delegation of authority, learning to say “No” etc are also

some of the ways to maintain better STL.  Apar t from the

above  men t ioned recommenda t ion s,  t he  fo l low ing

suggestions could also be  taken into account:-

Better stress tolerance level could be maintained from the

par t of an individual too. The ways of coping with stress

and maintaining high STL are:

� Believe in Bhagavad-Gita philosophy- “Your right is

to the do the job and not to expect the fruits

thereof ” (Karmanyevaadhikaarasthae maa phaleshu

kathaachana,”

� Accept situations as they are and remind you that

work is not everything.  Rather than thinking of the

time you had waste, think of the time that you had

spent fruitful ly and how you could conver t the

remaining time in a fruitful manner,

� Take excessive demands as a challenge,

� Perceive the stressful job situation as just a temporary

situation.

� Be l ieve  tha t  t ime i t se l f  wou ld take  ca re  o f  the

situations.

Suggestions for further research study

The present study being restricted to accredited media

personnel, a detailed study has to be carried out with

respect to similar groups such as police personnel, crime

repor ters, teachers etc so that a comparison could be

made.
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i s tor ica l l y ,  f i rms had l i t t le  cont ro l  over  bus iness

processes outs ide thei r  organizat ions.  L ikewise,

communication

technologies have not

always allowed “real

time” information about

the business processes

of a f irm’s suppliers

and customers. There-

fore ,  f i rms focused

their management on

processes and issues

within the walls of their

own organizat ions .

However, firms today

use advanced infor-

mation technologies

to enable management

of their supply chains

both upst ream and

downstream. Geographical boundaries and distance are no

longer insurmountable obstacles; therefore, supply chains

a re  o f ten  g loba l .

Modern firms are able

to focus on their own

core  competencies and

rely on suppliers with

par ticular exper tise to

prov ide  the  pa r t s ,

supplies, and services

they  need (Sheffi, 2005).

This  dependency on

suppliers, often geogra-

ph ica l l y  d i spersed,

has created a situation

in which companies

must compete on the

bas is  of  the per fo-

rmance  of  each member

Recent geo-political events, such as terrorism and political instabil ity, and geological

and climatologic disasters, have underscored the potential r isks to global supply

chains and their catastrophic f inancial impact on global companies. Disruptions

can occur anywhere along the supply chain at the inbound or supplier side, during

the internal processes of conversion par t inside the company's facil it ies, or at the

outbound or  cus tomer- fac ing s ide.  Therefore ,  Compan ies  re ly  on insurance.

Tradit ionally, insurance covered the physical loss of proper ty, such as products,

component par ts, equipments, or faci l i t ies. This paper focuses on the evolving

nature of the supply chain risk insurance market.
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of their supply chain network, rather than solely on their

own performance (Sheffi, 2005), as materials and products,

from raw materials to finished product, pass through global

ne tworks  o f  supp l ie r s ,  manu fac tu re r s ,  d i s t r ibu to r s ,

transportation carriers, and retailers, enroute, to the customer

(Shef f i ,  2005).   Recent geo-pol i t ica l  events ,  such as

terrorism, political instability, and geological and climatologic

disasters, have underscored the potential risks to global

supply chains and their catastrophic financial impact on

global companies. Disruptions can occur anywhere along

the supply chain at the inbound, supplier side, during

manufactur ing and convers ion, ins ide the company ’s

facilities, or at the outbound or customer-facing side (Sheffi,

2005). Because supply chains connect companies with, and

create dependency on, other companies around the world,

today ’s global firms face “interdependence vulnerabilities”

(Star r, Newfrock and Delurey, 2003, p. 4) which require

them to be concerned not only about the potential risks to

their own operations as well as vulnerabilities to the many

firms that comprise their supply chains (Souter, 2000).

To ease the impact of supply chain disruptions, companies

have historically relied on the ability to transfer their losses

by car rying insurance. Traditionally, insurance covered the

physical loss of proper ty, such as products, component

par ts, equipment, or faci l i t ies. However, fol lowing the

terrorist attacks on 9/11 and an unusual number of natural

disasters across the globe, providers were hard-pressed to

pay the multitude of policies that came due (Biederman,

January, 2006). As a result, the face of supply chain risk

insurance has changed. No longer able to include coverage

for supply chain disruptions from terrorist attacks or natural

disasters as par t of standard insurance policies, insurers

began the practice, which still continues today, of offering

specialized extra coverage for these risks—trade disruption

insurance, export credit insurance, and political risk insurance

(Biederman, January, 2006). With increasing potential risks,

and in light of higher standards of transparency, due process

and fiduciary responsibilities demanded by federal legislation

like the Sarbanes-Oxley Act (Aon Limited, 2005), supply

chain risk management has grown to be an increasingly

impor tant function in many companies. At the same time,

companies realize that, as effective as their supply chain

risk management effor ts may be, they still need to invest in

insurance coverage to ease the costs of supply chain

disruptions. This paper discusses how the face of the risk

insurance has changed over the past several years and

describes types of risk coverage available to firms with

global supply chains. The advantages and disadvantages of

each type of r isk coverage are discussed. The paper

concludes by discussing the need for research focusing on

the effectiveness of the various types of risk insurance

coverage for supply chains and offers suggestions for

par ticular areas of research.

Why Global Supply Chains are increasingly

Vulnerable

Disasters such as the 1995 ear thquake in Kobe, Japan, have

wide-reaching ramifications which impact trading par tners

in other par ts of the world. Japanese car makers such as

Toyota, Honda, Mazda, Daihatsu, Mitsubishi, and Nissan all

encountered severe shor tages of par ts from suppliers in or

near Kobe which caused production halts and resulted in

huge revenue losses (Sheffi, 2005). Companies such as Eli

Lil ly, Caterpillar, Texas Instruments, IBM, and Procter and

Gamble, who have operations in Japan, were also affected.

Since suppliers to other multinational companies were also

affected by the ear thquake, the impact was felt far away in

companies like Apple Computer, who had to slow down

production of PowerBook computers due to disruption of

the production of display monitors in Kobe, and Chrysler,

who was forced to shutdown some production in the

United States due to par ts shor t ages .    

Since 1995, repor ts of major operational disruptions have

increased at double digit rates (Foster, 2005). Several factors

help to explain this increased vulnerability of global supply

chains. First, the number of companies worldwide using

global supply chains is growing, thus increasing the number

of potential disruptions (Foster, 2005; Svensson, 2000;

Christopher et al., 2000). Second, increased competition

has led many firms to adopt JIT’s lean inventory practices,

which demand frequent and small lot sizes, the maintenance

of little or no inventory, and close relationships with only

one or very few suppliers (Das and Handfield, 1997). The

goal is to achieve efficiencies by maintaining as little inventory

as possible and by decreasing the lead time of products to

market (Reese, 2005). JIT assumes a steady and uninterrupted

flow of needed supplies (Bundschuh, Klabjan, and Thurston,

2003). Over the past several years, it has become evident

that J IT can actual ly  increase a f i rm’s vulnerabi l i ty  to
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disruptions (Reese, 2005; Sheffi, 2005), because the impact

of potential supply chain disruptions is greater on a supply

chain that depends on a sole or handful of suppliers and in

which little or no inventory stock piles are maintained. Several

well-known firms have experienced serious consequences

from having sole suppl iers (Pochard, 2003): Er icsson

suffered a loss of $1.8 billion when its sole supplier, Philips,

had a fire and could not produce computer chips. Several

OEM customers who single-sourced from Avon Rubber and

Injected Plastics were forced to help the firm rebuild after a

fire. Land Rover had to pay cour t fees in a settlement when

its only supplier went bankrupt. As a result of not being

able to receive par ts after 9/11, Ford lost more than $1 billion

dollars in revenues, and Toyota nearly had to suspend

production at a major plant (Reese, 2005). Another JIT-related

issue is the practice of concentrat ing operat ions at a

par ticular site in order to achieve economies of scale, volume

discounts and lower transaction costs (Foster, 2005). Such

over-concentration can create inflexibility in the supply chain

which makes it difficult to react to disruptions. 

Third, companies with supply chains must deal with factors

related to increased competit ion, including customer

expectat ions for  customized products that  must  be

produced in small quantities, resulting in shor ter product

life cycles, increasing demand for product availability, highly

volatile demand, and lower prices (Foster, 2005; Sheffi,

2005). These competition-related factors make forecasting

demand and adjustment to unexpected product life cycle

and customer preferences a huge challenge (Foster, 2005).

Four th,  because many companies depend on supply

par tners located half way around the world, they experience

a loss of control over many sections of their supply chains

(Enslow, 2005). A lack of visibility into faraway suppliers’

operat ions can make i t  imposs ib le to predict  when

disruptions may potentially occur and to take the necessary

s teps  to  recover  f rom d i s rupt ions  ( Reese ,  2005) .

Collaborating and sharing plans with supply chain par tners

require companies to make major investments in connected

information systems, performance metrics, risk and profit

sharing, and trust building (Foster, 2005). Fif th, relationships

among members of a company ’s supply chain are of ten

complex, a factor that increases and makes it difficult to

identify vulnerabilities (Sheffi, 2005). To remain competitive,

for example, companies maintain a variety of different types

of contracts and relationships with suppliers—multiple tiers

of suppliers (Foster, 2005), traditional contracts, flexible

contracts, r isk-shar ing ar rangements, and par tnerships

(Sheffi, 2005).

Impact of Global Supply Chain Disruption

Regardless of the cause of a disruption, the impact on a

company ’s supply chain can be serious (Enslow, 2005).

Research has revealed the extent of the frequency and the

impact  of  supply cha in d is rupt ion.  A survey of  180

companies showed that 82 f i rms experienced supply

disruption within the past 24 months, and an average of 12

supply  d i s rupt ions  or  outages  in  the  prev ious  year

(Bacheldor, 2005). Fif ty percent of the repor ted disruptions

involved damaged, goods, 49 percent involved late or

missing deliveries, and 47 percent led to increased supply

costs. Approximately one-third of the f i rms repor ted

disruptions resulting in longer lead times and supply capacity

constraints. Singh and Hendricks (Foster, 2005) found that

supplier fai lures account for more than 14 percent of

disruptions with the majority being from par ts shor tages,

failure to meet delivery schedules, and poor quality. Lead

times were a big issue among companies that deal with

distantly-located suppliers. Global companies often fail to

consider the necessity of longer lead times and the higher

variability that characterize overseas supplier relationships.

The same study found that 22 percent of the companies

cite par ts shor tages as a primary reason for disruption; par t

shor tages are one of the most financially damaging types of

disruption resulting from poor forecasting and planning,

dependency on a single supplier, long lead times, and low

inventor y  leve ls .  Such shor tages  led to 25 percent

underperformance in stock prices, median decrease in

operating income of 31 percent, decrease in sales of 1.2

percent and cost increases of 1.7 percent.

Financial performance can also be affected by contractual

pena l t i e s ,  such  as  l iqu ida ted damages  f rom non-

performance of a contract, volume purchase or transpor t

service contract penalties, or penalties from customers (Aon

Limited, 2005).

The Singh and Hendricks (Foster, 2005) study also pointed

out the significant, long-term impacts of disruptions due to

supplier failures, manufacturing delays, and quality problems

on financial performance, including 107 percent drop in
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operating income, 114 percent drop in return on sales, 93

percent drop in return on assets, seven percent lower sales

growth, 11 percent growth in cost, and 14 percent growth

in inventories. The impact of disruptions can last up to two

years, and includes significant drops in profitability, reduced

sales growth rate, increased cost of manufacturing and

selling products, and increased assets and inventories. In

addition, disruptions can lead to 33-40 percent lower stock

returns and up to 135 percent increases in share price

volatility in the year after the disruption. Even if companies

experience one major disruption every 10 years, their annual

return drops to about eight percent.

Lack of Risk Planning

Surprisingly, few companies are actually planning for risks

(Reese, 2005; Bacheldor, 2005). Advanced planning systems

do not traditionally deal with unexpected events, and many

companies lack a strategic approach to risk management. A

recent poll showed that only about 10 percent of companies

in Europe and Nor th and South America have developed a

strategy for enterprise risk management (ERM) (Aon Limited,

2007) that would help them understand the global risks

facing the organization, help design risk mitigation strategies,

and focus corporate culture on risk management (Aon

Limited, 2007). Aggregated plans based on inaccurate

inventory and capacity information lead to mismatches

between supply and demand (Foster, 2005). Surprisingly,

many companies consider risks associated with globalization

and outsourcing to be of low priority/concern (FM Global,

2005). They view the most prevailing emerging risk to their

company to be governmental or regulatory, and repor t that

insufficient time, personnel, and budgets are the biggest

obstacles to addressing top risks. In another survey, (Poirier

and Quinn, 2004) firms repor ted plans to conduct a review

of their vulnerabil ity in inventory planning, deployment

strategy, outsourcing/trading par tners, and monitor ing

international freight. Fifty-five percent of the companies were

neutral or negative as to their organization’s visibility and

accountability for supply chain continuity and protection.

Sixty-six percent of them responded negatively/neutrally

when asked if their organization pays sufficient attention to

supply chain vulnerabi l i ty measures and r isk-mit igat ion

actions. Only 38 percent indicated that their organization

has formal  wr i t ten cont ingency plans to respond to

disruptions. The remaining 62 percent indicated that they

either lack formal plans or do not know if they have any

such plans. Yet another study (Griffy-Brown, 2003) revealed

that 60 percent of companies had contingency plans in place

before 9/11, and few have developed them since. Formal

contingency plans do not cover the full supply chain or

even enterprise supply chain resources. Unfor tunately, while

research has revealed significant disruption to organizations

from a number of crises in the late 1990s through 2002,

many companies have not made significant changes in their

contingency planning (Griffy-Brown, 2003).

Why Supply Chain Risk Insurance?

Prior to 9/11, most companies carried business interruption

insurance that covered the loss of physical assets. However,

competition in the global economy depends on supply

chains that span the globe and rely on remote suppliers to

help maintain just-in-time efficiencies. A disruption at any

point along a supply chain, whether political or due to a

natura l  d isaster,  can cause delays that  t rans la te in to

tremendous revenue losses (B iederman, Ju ly ,  2006).

Realizing that they cannot afford this risk and cannot depend

on tradit ional cargo, marine, and business interruption

coverage to protect their supply chains, many companies

are turning to the numerous types of nontraditional or

alternative risk transfer products (Biederman, July, 2006) that

provide coverage for supply chain risk, including trade

disrupt ion insurance, credit  insurance (domest ic and

international), political risk insurance (Hunt, 2007). The trade,

credit and political risk sector of the insurance industry is

growing about 14 percent a year, and in 2006, it represented

10 percent of total premiums (Biederman, July, 2006).

Limitations of Business Interruption Insurance

Business Interruption Insurance protects companies against

risks that proper ty damage to their facilities will affect their

ability to make profit (Mayers, 2005). Such policies cover

the loss of proper ty and the cost of the interruption of

business operations until repairs can be made. A related

type of policy is Contingent Business Interruption Insurance,

which takes into account the fact that companies do not

operate in isolation and that damages anywhere along their

supply chains, from suppliers or customers, can seriously

impact their on-going profitabil ity. Contingent Business

Interruption Insurance expands coverage to include damage

to upstream (supply) and downstream (customer) loss that

affects a company ’s profitability (Mayers, 2005).



SCMS Journal of Indian Management,  Oc tober  -  December ,  2008.                                                                                            77

A Quarterly Journal                                                                                                                                                Published by SCMS-COCHIN

The l imitat ions of coverage f rom Cont ingent Bus iness

Interruption Insurance were pointed out by the results of a

case, Pentair Inc. versus American Guarantee and Liability

Insurance, Company, which was tried in the US Cour t of

Appeals, in 2005 (Mayers, 2005). Pentair, a company with

content business interruption insurance, had a foreign

supplier whose operation was shut down due to ear thquake

damage to an electrical substation. The cour t ruled that the

insurance policy did not apply to indemnify it, because the

supplier ’s proper ty did not suffer direct physical loss or

damage. This cour t case points out the impor tance of

careful ly def ining scope of coverage from contingent

business interruption insurance. For instance, a company

located in an ear thquake-free location may not see the

necessity of having ear thquake damage coverage; however,

if a remotely located supplier suffers physical damage from

an ear thquake that results in interruption, the loss in profit

would not be covered.

The Pentair case pointed out the care a policyholder needs

to use to identify the risks of loss that trigger the coverage,

supplier proper ties that should be covered, and the types

of loss to the dependent proper ty that trigger the coverage

(Mayers, 2005). In addition, the word “interruption” should

be carefully defined so that it covers par tial suspension of

operations (Roberts, 2007). In a number of cases, companies

experienced denial of coverage, because every single aspect

of their operations was not totally shut down. Firms seeking

civi l authority or ingress/egress provisions that provide

coverage when employees cannot access the proper ty

should insist that “hindered” or “impaired” be used instead

of “prohibited” of “prevented” to describe trigger conditions,

since some companies have been denied civil authority

coverage if there was any possible way to enter the premises.

Civil authority provisions should apply, even in the absence

of physical damage to the insured’s proper ty (Rober ts,

2007). After the September 11 attacks, airlines and airpor ts

suffered huge losses because the FAA shut down the

airspace, but their continent business interruption coverage

did not apply, because they did not suffer physical damage

to their proper ty or the physical damage was not close

enough to their proper ty.   Regarding deductibles, policy

holders should be sure to have detailed clarifications, and

in most cases, demand that a waiting period for business

interruption losses be the only deductible, that it begins

immediately, no matter what day of the week it is, and that it

be stated in terms of clock hours, not business hours.

Additionally, companies should be sure that loss is defined

in their contingent business interruption policy in such a

way that it fits the reality of the way they do business. For

instance, a policyholder ’s insurance may measure loss in

terms of amount of sales. If the company ’s factory suffers

fire damage and is shut down for several months, but a

remote warehouse has several months of finished product

that could be sold during the restoration period, the policy

will not cover the fire damage.

The aftermath of September 11 had a major impact on

extended period of indemnity offered by many insurers,

which covers the period when a business reopens until it is

up and running at full capacity. EPOI had risen up to one

year from 30 days in the mid-nineteenth century, but it is

beginning to rise again (Hofmann, 2007).

Trade Disruption Insurance

Given the limitation of contingent business trade disruption

coverage to physical damage, many companies turn to other

coverage, such as Trade Disruption Insurance, which guards

against losses from upstream or downstream, no matter what

the cause (Biederman, January, 2006). Trade disruption

insurance is designed to cover debt repayment, profit loss,

loss of tax credits due to missed deadlines, loss of revenue,

addition and/or increased costs of working, out of pocket

expenses, and costs of executing contingency plans (Press

and Sawyer, 2005). Trade disruption insurance pol icy

coverage is triggered by indirect damage to the insured,

from perils such as marine transit delays, fire, l ightning,

explosion, storm flood, snow, ice, ear thquake, volcanic

eruption, airline crashes, train derailment, collision, or the

emergency closing of a road, bridge, railway, airpor t, por t

or navigable water, or political risk exposures (Biederman,

January, 2006). For example, each year a fuel Supply

Company has a limited window of oppor tunity to deliver

fuel to remote areas of Alaska (Zinkewicz, 1999). Successful,

punctua l  del iver ies are an obl igat ion; otherwise,  the

company could lose contracts. If icy conditions prevent

delivery, the company ’s trade disruption insurance covers

any extra expenses incurred by the necessity of using

alternative methods of delivery. An American semiconductor

manufacturer with plants in a low-cost foreign country holds

trade disruption insurance to protect its revenue stream in
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case political upheaval should make it necessary for them

to shift operations to another location. When a cruise ship

company was unable to ar rive in its por t of call on-time, its

trade disruption policy covered re-booking passengers and

room and board until a replacement ship arrived (Zinkewicz,

1999).

Export Credit Insurance 

Companies engaging in international trade face the ongoing

risk of the failure of foreign customers to pay. Expor t credit

insurance has been used for many years in Europe, and

approximately 40 percent of businesses in Europe carry such

insurance (Urrico, 2007). Credit insurance is now being

offered by commercial risk insurance companies and by the

Expor t-Impor t Bank of the U.S. To date only about five

percent of American companies have purchased it. This type

of insurance covers commercial losses, such as buyer

insolvency, bankruptcy or default, and political losses that

make a customer unable to pay, such as war, ter rorism,

revolution, nationalization, and currency inconver tibility (US

Expor t Assistance Center, 2007). Expor ters can purchase

multi-buyer policies that cover all sales made, or single sale

policies, for either shor t-term, up to one year, or medium-

term, 1-5 years, repayment periods (International Trade

Administration, 2007). Shor t-term expor t credit insurance

usually covers 90-95 percent of the outstanding credit

balance, for both commercial and political risk of default,

with pricing dependent on risk factors such as country,

creditwor thiness of the buyer, sales volume, and seller ’s

prior experience as an expor ter. Shor t-term policies cover

consumer goods, materials and services up to 180 days

and smal l  capital goods, consumer durables and bulk

commodities for up to 360 days. Medium-term policies

cover 85 percent of net contract value and cover large

capital equipment up to five years. The United States Expor t-

Impor t Bank offers medium-term expor t credit insurance

policies with terms ranging from 1-7 years, with 100 percent

coverage for commercial and political risks of default (Spivey).

Multi-buyer policies tend to cost less than one percent of

insured sales, but the price for single sale shows wide variance.

Credit insurers usually offer deductibles, and insurers retain

10-20 percent of the loss for each account as co-insurance

(Urrico, 2007).

The benefits to international businesses of this type of

insurance are numerous. First, expor ters can feel safe to

enter risky global markets in developing countries, expand

their customer base, and to offer customers more liberal

payment terms. Using insurance as a guarantee instead of

letters of credit is less costly, and insured receivables can

be used as loan collateral to boost a company ’s borrowing

capacity. Expor t credit insurance provides coverage that

domestic insurance policies cannot, since enforcement of

payment of expor t contracts usual ly has to be in the

jurisdiction in which the buyer is located. Another advantage

is the credit decision suppor t that credit insurers provide,

through using public-record monitoring systems and analysis

of common covered firms with other policyholders to

continuously monitor the trading par tners who are covered

according to their sustained credit wor thiness. This service

is par ticularly valuable, since many firms tend to use a

customer ’s payment history as a valid predictor of default,

but bankruptcies or default are common even in companies

who pay their bills on-time.

Caveats for purchasers of expor t credit insurance include

the impor tance of obtaining a signed proforma invoice and

a buyer ’s acceptance form, with precise names of the

shipper and consignee, and recent credit information on

the buyer. Expor ters should be aware that, in case of non-

compliance with specifications in the policy, claims may be

denied; and that coverage is less than 100 percent, making

them responsible for uncovered por tions of the loss. Credit

insurance should also not be used to grant credit to

companies that represent a serious risk, or as a shelter

against what a company knows to be imminent loss (Urrico,

2007). Coverages that are not usually included are fraud

and receivables that are not paid because of business

disputes over defective products or late deliveries (Urrico,

2007). 

An animal feed company in Pennsylvania needed to be able

to extend credit to a foreign buyer who did not have the

working capital necessary to pay up front. The feed company

was concerned about potential risk of non-payment from

this buyer and also about the political conditions in the

buyer ’s country. The feed company consulted with the

Manufacturers and Traders Trust Company, who helped them

secure a comprehensive, cost-effective insurance policy,

which enabled them to sell more feed, become more

competit ive, and use the newly insured receivables as

collateral for a new line of credit. (Manufacturers and Traders

Trust Company, 2008).
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A producer/packager of tinned food that shipped in bulk

to Australia needed to offer extended terms of payment to

give sufficient time for the goods to reach their market, but

was concerned about extending the period of payment risk.

Coface was able to offer extended credit terms and expor t

credit insurance policy to cover the increased risk of non-

payment  (Wor ld Trade Consu l t ,  L LC ,  2008) .  A la rge

engineering company employing over 5000 people and

trading all over the World, including Russia, China and South

America, had been trading on Confirmed International Letters

of Credit. After offering two years rather than one year for

payment terms and securing expor t credit insurance policy

to cover, the company gained competitive advantage and

inc reased bus iness ,  w i th  cos t s  l e s s  than  fo r  C I LCs

(International Trade Administration, 2007).

American companies’ expenditure on credit insurance has

increased by up to 15 percent over the past several years,

reaching $550 million per year (Urrico, 2007). Despite the

benefits, research indicates that the majority of businesses

in the United States have still not obtained business credit

insurance, even when 40 percent of the average company ’s

assets are held in the form of trade debts (Euler Hermes,

ACI, in Urr ico, 2007), and cash f low can be severely

interrupted unanticipated failure of debtors to pay on time.

Political Risk Insurance

Political risk is a serious issue that worries risk managers

around the globe. In a recent Price Waterhouse survey, 83

percent of r isk managers, chief f inancial  off icers, and

international division heads indicated that, while they monitor

the political environment in places where they are invested,

but 73 percent of them said that their risk management is

not effective (Price Waterhouse-Coopers and Eurasia Group,

2006).

In light of the decrease in available insurance for supply

chain disruptions, companies like Aon have developed tools

to help companies evaluate the risks inherent in doing

bus i ness  i n  uns tab le  reg ions  a round the  wor ld .  I n

consultation with global credit and political risk underwriters,

Aon annually produces a Political and Economic Risk Map

that provides ratings of more than 200 countries on political,

economic, and currency risks (Aon Limited, 2008). The 2008

study that produced this year ’s map, for instance, showed

that g lobal companies in 25 of the 50 largest g lobal

economies face increased polit ical and economic risks

which include disruptions to business resulting from war,

terror attacks, and political inter ference, par ticularly in oil-

expor ting companies in the Middle East and Africa. The

slowdown in the US economy is expected to impact credit

quality, with increasing risk of nonpayment of receivables,

par ticularly in companies in countries like Turkey, Hungary,

and Romania, who have recently joined the global economy.

Aon also produces a Supply Chain Risk Index that provides

rankings of the 50 countries with which US and European

companies deal the most, according to the factors that pose

the greatest risks to supply chains—strike and labour unrest,

te r ro r i sm ,  qua ran t i ne ,  s t ab i l i t y ,  t r ade  openness ,

infrastructure, and legal and regulatory factors (Aon, 2005).

With its Polit ical Risk Audit, Aon can provide individual

companies with more detailed analysis of the impact of

supply chain disruption on their assets, revenue and supply

chains.  

Coverage of up to $300 million per policy is now available

to cover extra, non-budgeted costs incurred from key

supplier non-performance, or non-delivery of goods and

services. These policies are firm-specific and designed to

cover what is left out of other insurance coverage, with

claims often paid when triggered by a specific event.  For

example, Aon offers a combined program that covers

proper ty/marine insurance, focused on physical damage

events and Trade Disruption Insurance, focused on revenue

protection. The combined program includes enhanced

Business Interruption Coverage, Improved Revenue/Profit

P ro tec t ion ,  and Secured Cont rac tua l  Commi tments .

Coverage is t r iggered by non-arr iva l / late arr iva l  of J IT

del iver ies or shipments, logist ics disruptions, delayed

production star t-up, loss of contract expense, or f i lm

cancellation caused by perils such as war, civil war, riots,

te r ro r i sm ,  t r ade  embargoes ,  impor t /expor t  l i cense

cancellation, forced relocation, windstorms, fire, explosions,

flood, or ear thquake (Aon Limited, 2005).

The level of political risk a company ’s supply chain faces,

depends on the extent and type of exposures created by

the company ’s sourcing strategies—such as time-sensitive

production, reliance on non-standardized, tailored par ts,

single-source/l imited source supplies, or rel iance on a

supplier in one geographic area (Aon Limited, 2005).

Disruption in the arrival or goods whose arrival is time-
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sensitive, such as produce or fashions, for instance, can

lead to huge losses, at the worst, and greatly increased

costs of expediting goods from alternative suppliers, at the

least. Disruption in the production or delivery of non-

standardized, tailored goods produced by a single supplier

or a limited number of suppliers is par ticularly costly, since

it would take alternative suppliers weeks to months to

reengineer their production processes in order to be able

to produce specialized products or par ts. Reliance on a

single geographical region for production or supplies is risky,

since alternative production sites or sources of supplies

would inevitably require costly amounts of time to make up

for supply chain disruptions.  Despite the serious financial

impl ica t ions  of  supply  cha in  r i sks ,  many account ing

procedures underestimate companies’ vulnerability and the

impact of supply chain disruptions on the bottom line,

because they consider the value products as they pass along

the supply chain, rather than assessing the long-term financial

exposure caused by the failure to deliver products.

A technology company with operations in 120 countries

has an early-detection system in place to anticipate and

identify potential polit ical event that might affect their

suppliers, enabling them to realign supplier contracts before

political events disrupt the supply chain. A company in the

express delivery company was watching when China opened

up protected sectors of its market as par t of the process of

joining the World Trade Organization. The company took

this oppor tunity to buy out its joint-venture par tner, move

its Asian regional logistical hub operations to mainland

China, and gain access to previously off-limits interior cities

in China (PriceWaterhouse-Coopers and Eurasia Group,

2006).

Conclusions

Global companies now depend on a variety of insurance

products to protect themselves from losses sustained

through physical damage, as well as delays and disruption.

Since many of these policies have only been available and

used by companies for four or five years, the long-term

impact in terms of cost and effectiveness has yet to be

determined. Research is needed to provide guidelines to

companies who seek risk insurance, so that they will be

able to evaluate the type and range of coverage offered to

them. Also impor tant is the issue of the role of insurance

coverage in strategic risk management, and how a company

can effectively determine the exact combination of supply

chain risk insurance policies it needs and how much. To be

best served by their insurers, companies must be open to

sharing corporate information regarding trade par tnerships

and to allowing insurers to monitor trade relationships on

an ongoing basis, in order to provide the feedback needed

to secure and adjust favourable contracts and to ensure

coverage, when needed. Insurers must a lso take into

account a company ’s size, familiarity with the suppliers’

environment, trade par tner relationships, technological

infrastructure, and other factors that impact the amount of

risk to their supply chains. The globalization of business has

seen an ever-growing market for effective supply chain risk

coverage to shield companies from disruptions to their

supply chains. What is sti l l  needed are monitoring and

evaluation of the impact of these insurance products toward

providing the comprehensive, cost-effective protection

global supply chains need.
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Service Failure and
Recovery:

Insurance Sector
Jayasimha K.R.and Murugaiah V.

A deta i led survey of  l i te ra tu re  has  y ie lded no s tud ies  on serv ice fa i lu re  and subsequent

recover y  in  Ind ian Insurance sector.  Th i s  i s  su rpr i s ing g iven tha t  insurance i s  prone to

greater  degree of  mis -se l l ing  as  an insurance product  of fe rs  on ly  ' i n te rmedia te  product

expe r i ence . '   E ven tua l l y  m i s - se l l i n g  l e ads  to  cu s tome r  d i s s a t i s f ac t i on  neces s i t a t i ng

se rv ice  recovery .  By  the  end o f  2008,  2 .8  m i l l ion  insu rance agents  a re  expected to

be employed by a l l  insurers  in  Ind ia .  G iven the a t t r i t ion ra te  of  25 percent-30 percent ,

the problem of  miss ing agents  resu l t ing  in  orphan pol icy  ho lders  i s  l i ke ly  to aggravate

resu l t ing  in  the absence of  ' f i r s t  l i ne  of  defense '  for  handl ing serv ice fa i lu re .  Bes ides ,

the preva lent  f ront - loaded commiss ion s t ructure and lack  of  cus tomer  serv ice t ra in ing

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

compan i e s  to  e f f ec t i v e l y  h and l e  se r v i ce  r ecove r y .   I n  t he  f i r s t  pa r t  o f  t he  pape r,

au thors  prov ide a  conceptua l  unders tand ing of  the key  te rms and in  the subsequent

sect ion they es tab l i sh  the need for  c loser  examinat ion of  serv ice fa i lu re  and recovery

in  the insurance sector.

esea rche r s  have  u sed  t h ree  t heo r i e s  to  exp l a i n

the phenomenon  o f

Service failure, viz., Social

Exchange Theory, Equity Theory,

and Attribution Theory.  While

Social  Exchange Theory rests

purely on the economic value

derived from the exchange,

Equity Theory rests on the

perceived contributions and

benef i t s  wi th in  an in te r -

personal relationship, and

Attr ibution Theory has its

roots  in  how ind iv idua l

‘attribute’ causes to events

and this  cognitive perce-

ption affects their motivation.

A brief overview of the three theories is provided in the

sections below.

Social  Exchange Theory

and Service Failure

John Th ibaut  and Haro ld

Kelley (1952) are credited

with developing this theory.

Social Exchange Theory has

its roots in economic theory

and holds that  a l l  human

interact ions are based on

a  subject ive cost-benef i t

analysis. In a relat ionship,

when the perceived costs

and benefits are equal, the

relationship is considered to
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be “equitable.” When the perceived costs outweigh the

perceived benefits, then Social Exchange Theory propagates

that the person will discontinue the relationship.

There are two major criticisms of the Social Exchange Theory

viz.

a. Human interactions reduced to rational process

based on economic theory.

b. Assumes a  l i near  re la t ionsh ip ,  wh i le  some

relationships might oscillate to and fro in terms of

intimacy.

Some of the earliest applications of Social Exchange Theory

in Services Marketing have been by Homas (1961) and Walster

et al (1973, 1978) who viewed Service failure as an “exchange

in which customer encounters a loss due to the failure.” In

other words, Service failure is an encounter which is not

‘equitable.’

Equity Theory and Service Failure

Also known as Adam’s Equity Theory was proposed by John

Stacy Adams (1963). This theory attempts to expla in

satisfaction based on perceived fairness of distribution of

resources within interpersonal relat ionships.  Equity is

measured by comparing contributions made (inputs) and

benefits (outcomes) received by each person within the

relationship. Inputs are viewed as entitling the individuals to

rewards or costs. Inputs could be time, effor t, loyalty, hard

work, flexibility etc. Outcomes could be perceived positive

or negative consequences incur red by a par ticipant in a

relationship. Outcomes could be love, intimacy, salary,

esteem, recognition, praise etc.

Equity theory is based on the following propositions:

a. Individuals seek to maximize their outcomes.

b. When individuals are in an inequitable relationship,

they become distressed.

c . Individuals who feel they are in an inequitable

relationship will try to restore equity and thereby

reduce or eliminate distress.

d. Magnitude of distress is directly propor tional to the

magnitude of inequity.

e. The person who receives greater benefits than costs

may feel guilt or shame and vice versa.

f . Groups can max imize col lect ive rewards by

deve loping accepted sys tems for  equ i tab le

appor t ion ing of  rewards and costs  among

members. Groups can induce equitable  behaviour

among members by making it more profitable to

behave equitably than otherwise.

One of the recent applications of Equity Theory in Services

Marketing in Service failure context has been by Smith, Bolton

and Wagnor (1999) who have categorized exchanges into

‘utilitarian’ (those involving money, time and tangible goods)

and ‘symbolic’ (involving psychological or social resources

like esteem, status, empathy etc.)

Attribution Theory and Service Failure

Fritz Heider (1958) is credited for proposing this theory. It

explores the process of how individuals attribute causes to

events and the impact of this causation on their motivation.

Attribution Theory categorizes the way individuals attribute

causes to events into two categories viz., External or

Situational Attr ibution (outside factors) and Internal or

Dispositional Attribution (within person factors).

Harold Kelly (1967) fur ther investigated the process of

attribution and his research culminated in the Co-variation

Model consisting of three scales viz., Consensus (how other

people behave toward the same stimulus) Distinctiveness

(how the person whose  behaviour is trying to explain

responds to other stimuli) and Consistency (frequency with

which the observed  behaviour between the same actor and

the same stimulus occurs across time and circumstances).

Findings of Kelly can be summed up as under:

1. People make internal attribution when consistency

is high and consensus and distinctiveness are low.

2. People make external attribution when all the three

i tems v iz . ,  cons i s tency ,  consensus  and

distinctiveness are high.

3. People find it difficult to attribute causes to events

when consistency is low. In such circumstances,

they assume something the situation to be peculiar

or unusual.

Some of the recent studies that have used Attribution Theory
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in Service failure context are Maxham and Netemeyer (2002)

and McCole (2003).   When outs ide forces are he ld

responsible (cause) for a Service failure (event) it is said to

be external attribution and when within person or service

organization is held responsible (cause) for a Service failure

(event), it is said to be internal attribution.

Service Recovery

Multiple definitions of service recovery can be found in the

literature. They fall broadly under two categories viz., those

that view recovery as the act of recovering from the service

failure and those that consider recovery as a means to

understand the causes of failure and pre-empt or mitigate its

effects. Except for Tax and Brown, most others belong to

former category.

Johnston and Hewa (1997) consider ‘all actions initiated by

the service provider to mitigate the shor tfall arising out of

provider ’s failure to deliver the service as designed’ as service

recovery. Gronross (1998) defines service recovery as ‘all

actions initiated by the service provider in response to a

service failure.’  Smith et al (1999) consider service recovery

as ‘bundle of resources deployed by the organization to

mitigate service failure.’  Andreassen (1998) defines service

recovery as ‘effor ts made by the firm to return aggrieved

customers to a state of satisfaction following a service failure.’

Tax and Brown (2000) define service recovery as ‘a process

that identifies service failures, effectively resolves customer

problems, classifies their root causes and yields data that

can be integrated with other measures of performance to

assess and improve the service system.’

Complaint Handling

One of the simplest definitions of complaint has been offered

by Tax, Brown and Chandrashakaran (1998) who have

signif icantly contributed to complainant’s evaluation of

complaint handling. They define complaint as “confl ict

between the customer and the service organization in which

outcomes are evaluated based on resolution procedure

(procedura l  jus t ice) ,  in te rpersona l  communica t ion

(interaction justice) and the outcome (distributive justice).

Much needed clarity on the difference between complaint

handling and service recovery has been provided by Michael

(2002). She lists Singh (1990) and states “the service recovery

process star ts with customer dissatisfaction and not with a

customer complaint. Complaint handling is only one aspect

of service recovery, since most dissatisfied customers do

not complain.”

Bosch and Enqriquez (2005) in their work on QFD (Quality

Function Deployment) and Customer complaint management

system provide a fresh perspective. According to them,

complaints are the Direct Voice of the Customer (VOC) and

fulfill one of the main requirements of QFD of ‘going to the

gemba’ which in Japanese means ‘where source information

can be learnt.’

Frontline Employees

Extant review of literature reveals that the terms customer

contact employees and frontline employees (frontline staff,

frontline service executives) have been used interchangeably.

While there is no straightforward definition of the term frontline

employee, there are good number of studies that have

investigated his role in service design and delivery, some of

which are summarized below:

a. They play an impor tant role not only during service

encounter but also during service recovery (Boshoff

and  Allen, 2000)

b. They significantly influence on how the service is

perceived before and after purchase (Chung Herrera

et al, 2004)

c. They are the first point of contact for a dissatisfied

customer, hence the most effective recoveries are

the ones that solved immediately by them (Zeithaml

and Bitner, 1996).

Insurance Sector: Need for Greater Attention

In this section, an attempt has been made to identify the

idiosyncratic issues to present a compelling argument for

greater research attention to study the phenomenon of

service failure and recovery in insurance sector.
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Grievances  and  Ombudsman

The most rel iable data avai lable in the publ ic domain on

customer complaints is the complaints received by the

insurance ombudsman set  up by IRDA . Ombudsman

functions from the following 12 cities viz., Ahmedabad,

Bhopal, Bhubneshwar, Chandigarh, Chennai, Delhi, Guwahati,

Hyderabad, Kochi, Kolkotta, Lucknow  and  Mumbai and

handle grievances from those policy holders where insured

amount is less than 20 lakhs.

Policy holders are first required to approach the customer

complaint cell of the concerned insurer (it is mandatory for

every insurer to have a customer complaint cell) and if they

do not receive a response within a reasonable period of time

or if they are dissatisfied with the response received, only

then they may approach the ombudsman. IRDA does not

reg i s te r  compla in ts  based on the copies  of  the

communications addressed to the insurers.

We feel that the data available with IRDA does not indicate

the true picture for the following reasons:

a. The following three types of grievances are handled

by the insurance ombudsman; (a) non settlement/

delay in settlement of claim (b) repudiation/ par tial

settlement of the claim and (c) policy issues (like

non renewal/cancellation/non-issuance). However

al l  these per tain to core ser vice fai lure.  Rich

evidence can be found in services market ing

literature about failures arising out of process failures

(Spreng, Harell and Mackay (1995)) and conduct of

frontline employees (Lewis and Spyrakopoulos,

2001). However insurance ombudsman does not

address such serv ice fa i lures and hence not

reflected in the number of complaints received by

ombudsman.

Table 01: Status of Grievances – Life Insurers

     Insurer               Total as on      Reported         Total     Resolved      Pending as

                               31.03.2005            during 05-06                                  during the year       on 31.03.2006

Public sector 992 851 1843 467 1376

Private sector 133 540 673 270 403

Total 1125 1391 2516 737 1779

Sou rce :  I RDA  Annua l  r epo r t  2005 -06       No te :  da t a  on l y  f o r  l i f e  i n s u r e r s

b. Unreso lved/  unsat i s factory  reso lu t ion of  the

complaints by the insurer is what ombudsman would

consider. However most of the earlier studies in

services marketing that have investigated individuals’

propensity to complain like Day and Landon (1977),

Landon (1977), Day (1980) have found a greater

propensity not to complain for reasons like hostile

reaction from the company, not clear about rights

and obligations, unwilling to invest time and effor t

and the feeling that complaints will not be seriously

considered. There is also enough evidence to

suggest that dissatisfied customers would rather

switch and engage in negative word of mouth

(Blodgett et al, 1995) than complain.

Hence number of complaints registered with

insurance ombudsman is an insignificant percentage

of the total complaints. Large scale studies of policy

holders are required to ascer tain the degree of

dissatisfaction, which requires service recovery.

Intangibility: The Root Cause

The nature of service (insurance) requires high level of

customer contact and the relationship with customers are

relatively long term (Boshoff and Allen, 1999). Moreover,

insurance like most financial products is intangible (leaning

towards pure service on the continuum). Hence most

insurance products do not offer ‘instant product experience’

at the time of purchase.

The inability of the customer to experience the product at

the time of purchase due to intangible nature of the offering

and resulting misjudgment is exploited more in insurance than
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Table 02:  Lapsed Policies  (Non-Linked business)

Insurer                                  Number of  Lapsed Policies              Sum Assured

  ( in ‘000)                                     (Rs.  Crore)

Ba ja j  A l l i anz 66.47 2417.74

Re l i ance l i fe 17.58 259.80

Av iva 18.60 48.99

BSL I 5.26 48.99

HDFC S td .  L i fe 40.55 793.56

IC IC I  P ru 136.54 1377.46

ING Vysya 40.73 855.40

MYNL 104.02 2657.78

Met  L i fe 31.12 1008.37

Kotak  L i fe 27.07 520.55

SB I  L i fe 31.52 459.43

Tata  A IG 92.49 1615.67

Sahara 5.24 61.83

Shr i r am L i fe 0.00 0.00

Source:  IRDA Annua l  Repor t  2005-06

in banking as insurance products usually have ‘ longer ta i l ’ .

In  many cases,  the pol icy holder might not be a l ive to

exper ience the benef i t  (as in case of a term pol icy of

considerably long durat ion).  Even with those insurance

products with guaranteed returns at  regular  interva ls in

future (say money back or l inked pol ic ies) ,  i t  i s  only an

‘ intermediate exper ience’  af ter few years of purchase

of the pol icy.  Hence at the t ime of purchase of the

pol icy,  i t  i s  only the ‘promise’  that is  being sold.

Hence the nature of the product provides ample scope

f o r  m i s - s e l l i n g  o f  p o l i c i e s  e i t h e r  b y  p r o m i s i n g

exaggerated benef i t s  or  mis- represent ing the costs .

M i s - s e l l i n g  r e s u l t s  i n  b r e a c h  o f  t r u s t .  F r o m  t h e

exchange theory  perspect i ve  ( re fe r  sect ion  1 .1 .1) ,

mis-se l l ing p laces the pol icy holder  in  an ‘ inequi table ’

s i t ua t ion  resu l t i ng  i n  se r v i ce  f a i l u re .  A  look  a t  t he

for fe i tu re/  lapse of  pol ic ies  i s  in terest ing .  Whi le  i t  i s

na ïve to argue that  a l l  the lapsed pol ic ies  a re due to

m i s - s e l l i n g  a n d  s u b s e q u e n t  r e a l i z a t i o n  b y  t h e

customer,  we fee l  that  fu r ther  s tudies a re requi red to

establ i sh what  propor t ion of  the tota l  l apsed pol ic ies

are due to mis-se l l ing and subsequent  rea l izat ion by

the customer.

Orphan Policy Holders

In the recent past, Insurance industry in India has been

significantly affected by ‘orphan policyholder (s)’ which has

resulted in widespread dissatisfaction among customers

leading to service failure. Orphan police holders are an

outcome of ‘missing agents.’  Leena (2007) reports attrition

among insurance agents at 25 – 30 percent. Given the fact

that by the end of 2007 insurance industry had estimated 18

lakh agents, the problem of missing agents is unbelievably

high. The situation is only expected to get worse as Sengupta

(2008) estimates that the number of insurance agents are

expected to go up to 25 lakh by the end of 2008.

The regulator ’s (Insurance Regulatory and Development

Authority (IRDA)) dictum asking insurance companies to put

the list of their agents on their website have been ignored.

As a result, the policy holders continue to suffer. The

phenomenon of missing agents is contrary to what we have

seen section 1.3.1 (section on frontline employees). Frontline
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employees who are expected to be the ‘first line of defense’

in case of service recovery are missing. Fur ther studies are

required to find out the response of orphan policy holders

under these circumstances.

Table 03: Agents licensed by IRDA for the year 2005-2006

Life Insurer                     Individual Agents (New)        Corporate Agents (New)

Bajaj All ianz 78826 18

Tata AIG 18051 10

AMP Sanmar 14034 4

Birla Sun Life 11101 15

Aviva 9178 2

HDFC Standard Life 14762 6

ICICI Prudential 41,552 1

ING Vysya 13689 0

LIC 155250 15

Max New York Life 11941 10

Met Life 8217 1

OM Kotak Mahindra 11941 10

Sahara India 80 0

Shriram Life 5935 0

SBI Life 4794 3

Source: IRDA Annual  repor t  2005-06 Note: does not include renewal cases and genera l  insurers .

Commission Structure

Nature of the offering (as detailed in section 2.2.1) clubbed

with the commission structure is often attributed as reasons

for miss-selling of the insurance policy.  For missing agents,

unless he joins another insurance company, he continues to

receive the renewal commission on valid policies he sold

even without servicing his clients.

Significant numbers of insurance agents are par t-time agents,

who sell insurance for extra money. Selling takes precedent

over servicing existing clients as he has to juggle between

two jobs.  Popular estimates project number of par t-time

agents to be close to 60 percent of the total number of

insurance agents.

The current commission structure which is ‘front-loaded’

where by an agent gets as high as 25 percent, 20 percent

and 15 percent in the first three years has been blamed for

agents not putting clients interest ahead of his own economic

gain. This is reflected in the large number of linked policies

being sold where agent commissions are significantly higher

than pure risk covering instruments l ike term policy. As

repor ted in IRDA’s annual repor t 2005-06, the first year

premium growth of linked products were 16060.67 crore

representing a growth of 95 percent over 2004-05. In

comparison, first year premium of non-linked products grew

at an abysmal 16 percent from 17069.37 in 2004-05 to

19804.33 in 2005-06.

Unfor tunately the proposal to introduce ‘Clambake,’ the

process of recovering the commission already paid out if the

policy lapses after first year have not seen the light of the day.

As the current incentive system promotes hard sell with no

emphasis on ‘service,’ failure instances are expected to be

higher than reported. Hence large scale studies are needed

to get the true picture.

Customer Service Training

No formal training/certification was necessary to sell insurance

policies before 2001. Star ting from 1st July 2000, IRDA made
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100 hours (66 hours of classroom and 34 hours of field work)

of training mandatory for all insurance agents.’ For composite

agents (agents selling both life and general insurance) 150

hours of training has been mandated by IRDA. Apart from

this, IRDA has also stipulated basic qualification of matriculation

in rural areas and 12th pass in urban areas to be eligible for

becoming insurance agents.’ Region wise distribution of IRDA

approved agents’ training institutes are as under:

Table 04:  Agents  Training Insti tutes

S o u r c e :  I R D A   A p a r t  f r o m  t h e  a b o v e ,  t h e r e  a r e  1 8  o n l i n e  t r a i n i n g  i n s t i t u t e s  a p p r o v e d  b y  I R D A .

Region Number of  Approved Institutes

Nor th 497

Sou th 562

West 445

Eas t 328

A closer look at the syllabus prescribed for insurance agents’

reveals some interesting insights. For becoming a life insurance

agent, one has to study three courses viz., Principals of

insurance, Practice of life assurance and Insurance Business

Environment. Study of the detailed course outline reveals

that the focus is primarily on providing ‘Product Knowledge.’

None of the courses have even a single module on ‘Customer

Service.’  This is contrary to what is argued in services

marketing literature where frontline employees are supposed

to play a crucial role not only in service delivery during the

service encounter, but also during service recovery (Whiteley,

1994). It is interesting to note, how in the absence of formal

customer service training, frontline employees handle service

failure and recovery, hence the need for a large scale study.

Concluding Remarks

Life insurance penetration has increased after the entry of

private players from less than one percent in 90’s to more

than 2.53 percent in 2005. Hence the role of insurance agents

cannot  be undermined.  However  as  the insurance

penetration increases, the need for superior service delivery

and service recovery mechanisms also increases significantly.

Th is  ca l l s  for  la rge sca le  s tud ies  to prov ide greater

understanding of service failure and recovery in insurance

sector. Most of the studies in Indian context as repor ted by

Sandhu and Bala (2006) were conducted prior to entry of

private players like Mohan (1982), Reddy and Mur thy (1996)

etc. However studies conducted after 2001 like Banumathy

and Manickam (2004), Raman and Gayatri (2004), Jawaharlal

and Pareek (2004) etc., have ignored the issue of service

failure and recovery in insurance sector. The only way to fill

this gap is through large scale studies.

Hence in this paper an effor t was made to strongly argue for

studying service failure and recovery in insurance sector. Hope

fur ther research provides insights to improve the service

quality of this sector.
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T

Wo r k i n g  C a p i t a l  i s  o n e  o f  t h e  m o s t  i m p o r t a n t  a s p e c t s  o f  t h e  o v e r a l l  f i n a n c i a l

managemen t  o f  a  company.  I t  i s  impor t an t  fo r  ana l y s t s  to  s t udy  t he  t r end  o f  l i qu id i t y

to  ensu re  h i ghe r  l e ve l  o f  e f f i c i ency  i n  t he  o rgan i za t ion .  Th i s  t r end  ana l y s i s  canno t

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

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

P l an t  (DSP )  and  Ta t a  I ron  and  S tee l  Company  ( T I SCO)  to  eva l ua te  t he  su i t ab i l i t y  o f

t h e  l i q u i d i t y  p o l i c i e s  a d o p t e d  b y  t h e  t w o  c o m p a n i e s .  C u r r e n t  a s s e t  r a t i o  a n d

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

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

s a id  r a t i o s  h ave  been  chosen .

he s tee l  sector  can be cons idered as the pr imary

vehicles of economic development in India. Vir tually

every sector of  the

I n d i a n  e c o n o m y  i s

dependent on the steel

sector. The rate of growth

aimed at by the national

steel policy in the country

is 12.23 percent per year

with the targeted annual

output of 100Mt by the

yea r  2020 .  For tuna te l y,

technological environment

i s  h i gh l y  encou rag i ng .

A l so ,  t he re  i s  r eady

ava i l ab i l i t y  o f  s k i l l ed

persons in  the count ry .

India is also gifted with the

basic raw materials such as

iron ore and coal for steel

production. The country is therefore potentially ready to

face the challenges that confront this industry in this age

of globalization.

To  rema in  a f l oa t  i n  t he

g loba l  ma r ke t ,  Po r te r ’ s

(1980) generic strategy of

overall cost leadership may

be the ideal choice of this

sec to r  o f  t he  I nd i an

economy.  Reduct ion  o f

manu fac tu r i ng  cos t  can

ensu re  the  compet i t i ve

edge in the global market

and can also accelerate the

rate of growth within the

countr y.  However,  there

are couples of threats that

are af fect ing the overa l l

performance of the Indian
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steel sector. The cheap impor t and antidumping duty

imposed by USA have badly affected the steel industry in

the recent past. Fur ther, in the domestic front, the per

capita consumption is only 26.7 Kg against a global average

of 121.0 kg. To ensure competitive advantage, there is a

general consensus that the steel industry has to concentrate

on the following aspects:

� Reduction in operating cost,

� Reduction in working capital,

� Reduction in product inventory,

� Imp rovemen t  i n  t echno-econom ic

parameters, and

� Subst i tut ion of raw mater ia ls by their

cheaper versions.

D i f f e ren t i a ted  sou rc ing  and  e f fec t i ve  supp ly  cha in

management can also help this process of cost reduction.

India is expected to become the third major economic

power in the world within the coming 15 years (next to

USA and China). If India has to reach and hold this position,

it has to make rapid economic progress. Both private and

public sector units of the economy must earn sufficient

surplus not only to finance their expansion programme but

also to sustain the rate of growth. But the performance of

the public sector enterprises has been showing a declining

trend except for a few years. Investment wise there is a

positive attitude of the government. This has generated

greater employment oppor tunity, in par ticular.

.

I ron and Steel Industry, which has been selected for

investigation in the present study, is, indeed, the backbone

of economic growth in any country. There is a strong

relationship between the level of economic growth and

the quantum of  s tee l  consumpt ion  and Ind ia  i s  no

exception to it. After independence, to ensure growth

and stability in the economy, as many as five integrated

steel plants were set up in the public sector. But the priority

given by the planners on rapid industrialization has failed

to yield the desired result due to poor capacity util ization

and low leve l  o f  consumpt ion .  Under-u t i l i za t ion  o f

production capacity can be attributed to the inadequacy

of exogenous and infrastructure factors such as power,

coal,  technology, transpor t faci l i t ies, ra i lway network,

expor t financing and tariff. Unless the management can

get rid of the problem of under-util ization, they have to

accept the responsibility for the unsatisfactory performance

and inefficiency of the units. These call for a complete

diagnosis of the difficulty in achieving full util ization of the

capacities.

In the present study, an attempt has been made to examine

and evaluate the management of shor t-term liquidity of

two selected public sector and private sector enterprises

in India in order to identi fy the key factors that have

contributed to not so rosy performance of the Iron and

Steel Industry in India.

Literature Review

A business unit requires funds for its day-to-day commercial

operation. Managing those funds is the job of working

capital management. It is a form of safety margin that exists

for the protection of shor t-term creditors. The extreme

way of managing working capital is to work with minimum

or even ‘nil’ cash balance.

Working capital can be of two types. One is the permanent

working capital, which reflects cer tain level of cur rent

asset. The other is the temporary working capital, which

reflects the need to meet seasonal fluctuations and other

temporary requirements. Working capital is needed in the

form of current asset to sustain sales activity. It also helps

to maximize the util ization of the capacity.

Unfor tunately, the management of working capital has of ten

been neglected, result ing in sub-optimal ut i l izat ion of

working capital. Unlike fixed assets, current assets reflect

a company ’s daily activity. Usually they are most active.

Component administration of current assets solves the

problems of underutil ization of capacities.

As pointed out earlier, the principal objective of the present

research work is to make a study on the overall efficiency

of  the management  o f  work ing  cap i ta l  w i th  spec ia l

reference to shor t-term liquidity. By the term liquidity we

refer  to the abi l i ty  of  a concern to meet i ts  current

obligations as and when these become due. A firm should

ensure that it does not suffer from ill iquidity and lack of

sufficient liquidity to meet its current obligations. It may

result in bad credit ratings and finally, it may result in the
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closure of the company. Proper management of working

cap i ta l ,  there fore ,  i s  to  ensure  sound l iqu id i ty  and

profitability positions. According to Pandey (2003), the

firm should maintain a balanced working capital position.

It should have adequate working capital sufficient enough

to run its business operation. Both excessive as well as

inadequate working capital  posit ions are undesirable.

Excessive working capital means idle funds which bring

no profits for the firm. On the other hand, shor tage of

working capital may not only impair the firm’s profitability

but also result in production interruptions and inefficiency.

According to Khan and Jain (2006), cost of working capital

need to be reduced through a combination of benchmark

and str ict cost control .  Thus, l iquidity-rat io-analysis is

impor tant for working capital evaluation.  Financial ratios

are among the best-known and most widely used tools of

f i n anc i a l  ana l y s i s  fo r  v i s ua l i z i ng  t he  s t r eng th s  and

weaknesses of a firm. Its historical performance and current

financial condition can also be studied.

The commonly used ratio, which indicates the extent of

liquidity or lack of it, is current ratio. It is calculated by

dividing current assets by current liabilities. Apparently,

higher the cur rent ratio, greater is the shor t-term solvency

of the f i rm.  Convent iona l ly ,  a  cur rent  ra t io of  2:1 i s

satisfactory. Thus, a 100 percent margin of safety is assumed

to be sufficient to handle the odd situation. However, this

rule of thumb cannot be applied in a mechanical way. The

satisfactory level of current ratio will depend on the extent

of development of the capital market and availability of

long-term funds to finance current assets. The other factor

that has a role to play in fixing the benchmark for the current

ratio is the nature of business. For example, public util ity

firms generally maintain a very low current ratio because

they have very l itt le need for current assets. Thus, the

standard norm of current ratio may vary from firm to firm.

However, a rat io of less than 1:1 should definitely be

avoided because at least some safety margin is required

to protect the interest of the creditors and to offer cushion

to the firm during bad days.

Another way of examining the l iquidity posit ion is to

determine how quickly cer ta in cur rent assets can be

conver ted into cash. The ratios to measure these are known

as turnover ratios. Liquidity ratios are not independent of

activity ratios. They should be examined in combination

with the relevant turnover ratio affecting the liquidity of a

firm. The two types of turnover ratio are inventory turnover

ratio and debtor turnover ratio. The first one is computed

by d iv id ing the cost  of  goods so ld by the average

inventory. The second ratio is determined by dividing the

net credit sales by average debtors outstanding the year.

Bardia, (2004) made a study on the liquidity position of

T ISCO.  He a l so  ana l yzed the  re l a t ionsh ip  between

profitability and liquidity and presented the trend analysis

of current assets, current liabilities and net working capital

along with hypothesis testing by chi-square test. Also there

were some suggestions to improve the efficiency of the

liquidity management of the company. Bardia (2006), in

another study, made a comparison between the trends of

SAIL and TISCO. It provided a basis to judge whether the

liquidity policy pursued by the companies are satisfactory

or some improvement is required in the sphere of financial

management. He also analyzed the relationship between

working capital and sales based on working capital turnover

ratio and statistical technique of regression.

Over the years, some authors have studied the Indian Steel

Industr ies from different angles, l ike the technological

trend, price change, productive parameters and their

effects on the performance of selected companies. Das

(2004) examined the financial performance of the Steel

Industry. Mitra, Mazumdar and Ghosal (2003) in their ar ticle

on strategies for sustainable turnaround of Indian steel

industry have suggested a two-step strategy for survival in

the initial stage and growth strategy in the latter stage.

Banerjee (2004a) identified reasons for India’s slower rate

of growth of steel consumption as compared to China.

Banerjee (2004b) in another study has pointed out the

optimism in global steel is based on a higher assessment

of global output, par ticularly brighter GDP prospects in

USA , EU and some of the Asian steel producing countries.

He has pointed out that  i f  th is  biased assessment is

projected for future planning it may lead to imbalance in

the system due to installation of higher capacity.

Methodology of the Study

The detailed methodology adopted for carrying out the

present  s tudy i s  out l i ned be low.  The methodology
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discusses elaborately the companies covered, period of

the study, scope of the study, nature of data used, and

the techniques used for the study.

Companies Covered: We have selected for our study

Durgapur Steel Plant (DSP) a sub plant of Steel Authority of

India Ltd. (SAIL). DSP was registered in 1973 under the

Compan ie s  Ac t ,  1956  and  i s  an  en te rp r i se  o f  t he

Government of India. It has an installed capacity of 3.2 Mt

per year.  From the pr ivate sector Tata I ron and Steel

company (TISCO) has been selected. It is Asia’s first and

India’s largest integrated private sector steel company and

is the lowest cost producer according to world steel

dynamics. The installed capacity of TISCO is 5 Mt per year.

Tata Steel in the new millennium has aimed to become a

supplier of choice by delighting its customers with services

and products.

Period of Study: The study covers a period of 10 years

from 1996-97 to 2005-06. Depending on the availability of

secondary data, information has been obtained from the

finance depar tment of DSP plant and from the TISCO’s

audited balance sheets and profit & loss accounts. In fact,

financial ratios of TISCO have been directly collected from

the website of Tata steel.

Scope of the Study: The scope of the study is limited to

the analysis of financial performance. In order to draw

conclusion, a number of financial and statistical tools and

techniques have been used in this study. The analysis has

been car r ied out  bas ica l l y  to compare the l iqu id i ty

management of the selected companies.

Techniques used for the in-depth analysis: The data

collected from the financial statement of DSP and TISCO

are analyzed with the help of financial techniques and

statistical tools. First, we have made descriptive study and

then we have made empirical analysis on that. Both the

techniques are described below.

Empirical Analysis

Ratio Analysis:  We have studied the cur rent  rat io,

inventory turnover ratio and debtor turnover ratio related

to working capital management of Durgapur Steel Plant

(DSP) and Tata Iron and Steel Company (TISCO). Thereaf ter,

we have tried to analyze the direction of change of the

financial ratios to infer on their liquidity management. Table

1 shows the financial ratios of DSP and Table 2 shows the

financial ratios of TISCO.

Table 1: Financial Ratios of DSP

Year                             Current                               Inventory                Debtor

                                             Ratio                         Turnover Ratio             Turnover Ratio

1996-97 3.418 0.324 0.007

1997-98 1.847 0.294 0.026

1998-99 3.263 0.237 0.013

1999-2K 1.969 0.153 0.007

2K-2K
1

1.691 0.103 0.009

2K
1
-2K

2
1.270 0.100 0.011

2K
2
-2K

3
1.597 0.097 0.013

2K
3
-2K

4
1.875 0.087 0.012

2K
4
-2K

5
1.733 0.072 0.009

2K
5
-2K

6
1.766 0.077 0.002

Average 2.043 0.154 0.011

S.D. .675 0.089 0.0316

C.V. 33% 58.1% 287.5%
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Ta b l e  2 :  F i n a n c i al Rati o s  o f  T I S C O

   Ye a r                      C u r r e n t                        I n v e n t o r y               D e b t o r

                                      Ra t i o                    Tu r n o v e r  Ra t i o             Tu r n o v e r  Ra t i o

1996-97 2 .07 0 .127 0 .195

1997-98 1 .99 0 .121 0 .201

1998-99 1 .79 0 .124 0 .201

1999-2K 1 .65 0 .107 0 .178

2 K- 2 K
1

1 .55 0 .090 0 .159

2 K
1
- 2 K

2
1 .54 0 .090 0 .155

2 K
2
- 2 K

3
1 .36 0 .077 0 .104

2 K
3
- 2 K

4
1 .03 0 .074 0 .068

2 K
4
- 2 K

5
1 .10 0 .077 0 .039

2 K
5
- 2 K

6
1 .11 0 .095 0 .033

A v e r a g e 1 .519 0 .089 0 .133

S . D . 0 .351 0 .002 0 .063

C . V. 2 3 . 1 % 2 . 2 % 4 7 . 6 %

Liquidity Position based on Current Ratio (CR):  It

may be observed from Table 1 that the cur rant ratios of

DSP in the year 1996-97 and 1998-99 are as high as 3.418

and 3.263. These mean higher engagement of money on

assets ,  which is  a  c lear  indicat ion of  inef f ic iency of

management. In the year 1999-2000, the ratio is 1.969 and

is very close to normally adopted standard, i.e., 2:1.  Then

in the year 2001-02 it was below standard i.e. 1.270, due

to low current asset and high current liabilities, which is

again not good for an organization.

By comparing Table 1 and Table 2 we can see that on an

average the current ratio of DSP during the period of study

is 2.043, which is higher than TISCO’s average of 1.519. If

we consider TISCO’s average current ratio as the yardstick,

then as per this analysis it can be concluded that during

the 10 years  under s tudy,  DSP has not at ta ined th is

benchmark except in the year 2002-2003 when its ratio

was 1.597, which is very close to the average of TISCO.

The coefficient of variations of current ratio of DSP and

TISCO are respectively 33 percent and 23.1 percent, which

again show lack of consistency on the par t of DSP during

the study period. Greater variabil ity in the current ratio

indicates improper or less efficient management of fund,

contributing to uncer tainty in meeting the industry ’s shor t-

term financial obligations.

Liquidity position based on Turnover Ratio: It may

be noted from Table 1; the per formance of DSP slowly

improved in respect of its age of inventory during the

period 1996-97 to 2005-06 and is a good sign. We have

calculated the inventory turnover ratios of DSP and TISCO

and presented in Table 1 and 2 in that order. It may be

observed from these tables that while the inventory turnover

ratio of DSP has decreased from year to year from 0.32 in

1996-97 to 0.10 in 2000-2001, the inventory turnover ratio

of TISCO has declined very slowly and is more or less

consistent than DSP. As a result, the average inventory

turnover ratio of DSP is greater than that of TISCO. Also,

the coefficient of variations of the age of stock of DSP is

much higher than that of TISCO, concerned figures being

45percent  and nine percent respectively. This shows that,

compared to those of TISCO, DSP’s Inventory to turnover

ratio was less consistent during the study period.

Debtors Turnover Ratio: Age of debtors’ ratio is an

indicator of the efficiency of the credit and collection
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policy of the firm and it directly affects the liquidity position

of the company. It is a measure of the speed at which

debts are conver ted into cash. Lower the debtors to sales

ratio, better is the liquidity of debtors and it means prompt

payment by the customers. This ratio is determined by

div iding the net credit  sa les by the average debtors

outstanding the year. The Debtors turnover ratio of DSP

and TISCO has been presented and depicted in Tables 1

and 2. It is easy to note that for the years 1996-97, 1999-

2000, 2000-01 and 2005-06, the performance of DSP was

good and in 2004-05 it was very good i.e. 0.2 percent

only. But it was comparatively high in the year 1997-98

with a value of 2.6 percent . Thus, the variation in this ratio

for DSP shows that the policy-consistency was lacking.

The corresponding f igures of T ISCO are more or less

consistent. It varies from 0.15 to 0.2 only. Expectedly, the

average ratio of DSP is 1.22, which is greater than TISCO’s

average figure of 0.18.   The coefficient of variations of the

debtors’ turnover ratio of DSP and TISCO are 52.46 percent

and 22.22 percent  respectively. This shows DSP’s Debtors

to turnover ratios are less consistent during the study period

as compared to that of TISCO.

Statistical Analysis

Since empir ical analysis presents overal l  measure i t  is

independent of the order of observation. As a result, the

direction of change may not get properly reflected. To

overcome this limitation, we have made regression analysis

to analyze the direction of change of the liquidity policies

of these two companies. Under regression analysis, we

have first under taken linear curve fitting and in case the

same is not good we have resor ted to non-linear regression

analysis. Then we have made a comparat ive study by

examining the significance of the regression parameters

using appropriate test statistic. The underlying statistics

for regression coefficient is t-statistic, which, under H
o

follows t distribution with (n-2) degree of freedom (d.f.).

As proposed earlier, we shall car ry out regression analysis

on cur rent ratio, inventory turnover ratio and debtor ’s

turnover ratio.

Regression analysis for Current Ratio (CR):  Let

the l inear regression equation of DSP be represented by

CR
t

D = α
1
+β

1
t + 

t ,

where CR
t

D is the current ratio of DSP during the period t,

α
1
 and β

1 
are the regression parameters, t is the time variable,

and 
t
 is the error term. Using the least square method one

can estimate α
1
 and β

1
using time series data from Table 1.

The estimated value of α
1
 and β

1 
are α^

1 
and β^

1 . 
Here α^

1

is 2.8477 and β^

1 
is -.1463.

To examine the signif icance of β
1
 value, the regression

coefficient of this linear regression curve, we like to test

the nul l  hypothesis, H
0
:  β

1 
= 0 against the al ternat ive

hypothesis that β
1
 is not equal to zero, i.e.  H

a
: β

1 
= 0. The

test statistic is

t = βˆ  / [ ˆ  {1/  (x
i
-x -) 2}]

where ˆ =  {  (y
i
- α^- βˆ  x

i
)  2/(n-2)}.

We observe the value of t as -2.255, with a tail probability

of .0541, which is greater than .05. Hence we accept the

null hypothesis at five percent level of significance and may

tend to conclude that β
1 

= 0, that is the current ratio of

DSP is “static over time.” But the multiple correlation, i.e. R

va lue ,  i s  0 .62345 wh ich  i s  on  the  lower  s ide .  The

corresponding analysis of variance table provides with F

ratio as 5.08658 for which the upper tail probability is

.0541. So, we conclude that, the linear regression is not a

good fit for the said problem. We therefore switch over to

quadratic analysis.

Let the quadratic equation for the current ratio of DSP be

represented by

CR
t

D = a
1
+b

1
t + c

1
t2+ *

t

The value of multiple correlation coefficients for such a fit

is 0.75857 which is reasonably high. The corresponding F

ratio, as obtained from the analysis of variance table, is

4.74373. The upper tail probability value is .0499, so that

the quadratic fit is good at five percent level of significance.

The corresponding t- test for testing H
0
: c

1
 =0 against the

alternative H
1
: c

1 
=0 results in the value of the test statistic

as -2.277. The corresponding probability value is 0.0568,

which is  again greater than.05. Thus,  we accept nul l

hypothesis that c
1
=0 at five percent level of significance.

The t-test for testing H
0
:b

1
 = 0 against the alternative

H
1
: b

1
 =0 provides a value of test statistic as 1.755. The

corresponding tail probability value is .1227, which is much

≠ 
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greater  than  f i ve percent .  Thus ,  we accept  the nu l l

hypothesis at five percent  level of significance. Combining

these two conclusions we can finally claim that the current

ratio of DSP is “static over time.”

To car r y out a simi lar analysis on TISCO, let the l inear

regression equation of TISCO be:

CR
t

T = 
2
+

2
t +

t,

where CR
t

T is the current ratio of TISCO during the period t,

2
 and 

2 
are the regression parameters, t is the time variable,

and 
t
 is the error term. Using the least square method one

can estimate 
2
 and 

2 
from the data presented in Table 2.

The estimated value of 
2
 and 

2 , 
to be represented by ^

2

and ^

2 
, are  2.17067 and  -0.1185 respectively. To examine

the significance of ²
2
 value for this linear regression curve

we like to test the null hypothesis, H
0
: 

2 
= 0 against the

alternative hypothesis H
a
: 

2 
=0. We observe the value of t

as -11.804, with a tail probability of 0.000. Thus, we reject

the null hypothesis in favour of the alternative hypothesis

at five percent level of significance and tend to conclude

that 
2 

=0. The multiple correlation coefficient is 0.97247

which is on the higher side. The corresponding analysis of

variance table provides with F ratio as 139.3298 for which

the upper tail probability is 0.000. So, we can conclude

that, the linear regression is a good fit for the said problem

and since the regression coefficient is both negative and

significant, current ratio of TISCO is “significantly decreasing

over time.”

Thus, comparing the current ratios of two companies, we

can conclude that though this ratio for DSP is having a flat

trend over time yet the figures are very much fluctuating.

On the other hand, the performance of TISCO is target-

oriented and is much better than that of DSP.

Regression Analysis for Inventory TurnoverRatio

(IT): Let the linear regression equation of DSP be

IT
t

D = 
3
+

3
t +    t,

where IT
t

D is the inventory turnover ratio of DSP during the

period t, 
3
 and 

3 
are the regression parameters, t is the

time variable, and    t is the error term.

Using the data given in Table 1 and the least square method

one can estimate 
3
 and 

3 
. The estimated value of 

3
 and

3 
are

 ^

3
 = 0.31100 and ^

3 
= -0.028473.

To examine the s igni f icance of 
3 

value for th is l inear

regression curve we like to test the null hypothesis, H
0
: 

3

= 0 against the alternative hypothesis that 
3
 is not equal

to zero, i.e. H
a
: 

3 
=0. We observe the value of t as -6.093,

with a tail probability of 0.0003, which is less than 0.05.

Hence 
3 

is significant. Thus, we reject the null hypothesis

in favour of the alternative hypothesis at five percent level of

signif icance and may tend to conclude that inventory

turnover ratio of DSP is “significantly decreasing over time”.

The multiple correlation coefficient is 0.90703 which is on

the higher side. The corresponding analysis of variance

table provides with F ratio as 37.12091 for which the upper

tail probability is .0003. So, we can conclude that the linear

regression is a good fit for the said problem.

Let the linear regression equation of TISCO be modeled as

IT
t

T = 
4
+

4
t +    t

where IT
t

T is the inventory turnover ratio of TISCO during

the period t, 
4
 and 

4 
are the regression parameters, t is

the time variable, and     t is the error term. Using the least

square method one can estimate 
4
 and 

4 
from Table 2.

The estimated value of 
4
 and 

4 
are 0.1294 and  -0.0057

respectively. To examine the significance of 
4
 value for

th i s  l i nea r  regress ion curve we l i ke  to  tes t  the nu l l

hypothesis, H
0
: 

4 
= 0 against the alternative hypothesis

that 
4
 is not equal to zero. We observe the value of t as -

4.462, with a tail probability of 0.0021, which ensures that

4,
 is signif icant. Thus, we reject the null hypothesis in

favour of the alternative hypothesis at five percent level of

significance. The multiple correlation, i.e. the R value, is

0.84461 which is on the higher side. The corresponding

analysis of variance table provides with F ratio as 19.9095

for which the upper tail probability is 0.0021. So, we can

conclude that, the linear regression is a good fit for the

said problem and since the estimated value of 
4 

is both

negative and significant; inventory turnover ratio of TISCO

can be viewed as “significantly decreasing over time.”

C

C

C

C
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Thus, comparing the inventory turnover ratios of these two

companies, we can conclude that for both the cases the

ratios are declining. But on an average DSP’s inventory

turnover ratio is higher than that of TISCO, which indicates

DSP’s performance is poorer than that of TISCO.

Regression Analysis for Debtors Turnover Ratio (DT):

Let the linear regression equation of DSP be denoted by

DT
t

D = α
5
+

5
t+    t,

where DT
t

D is the debtor turnover ratio of DSP during the

period t, α
5
 and 

5 
are the regression parameters, t is the

time variable, and    t is the error term. Using the least

square method one can estimate α
5
 and 

5 
from Table 1.

The estimated value of α
5
 and 

5 
are

 α^

5
 =0.01587 and ^

5 =
 -.0009.

To examine whether 
5
 value for this linear regression curve

is significant or not, we like to test the null hypothesis,

H
0
: 

5 
= 0 against the alternative hypothesis that 

5
 is not

equal to zero. We observe the value of cor responding

t-statistic as -1.368, with a tail probability of 0.2085, which

is greater than .05. Hence we accept the null hypothesis at

f i ve  pe rcen t leve l  o f  s i gn i f i cance .  Bu t  the  mu l t ip le

correlation, i.e. R value, is 0.4354 only and is markedly on

the lower side. The corresponding analysis of variance

provides with F ratio as 1.87121 for which the upper tail

probabil i ty is .2085. So, we conclude that, the l inear

regression is not at all a good fit for the said problem. We

therefore switch over to quadratic analysis.

Let the quadratic equation of DSP be

DT
t

D = a
2
+b

2
t + c

2
t2+    *

t

where a
2
, b

2
 and c

2
 are the regression determinants and

   *
t
 is the error term.

The value of multiple correlation coefficients is 0.43539,

which is of moderate value and the corresponding F ratio,

as obtained from the analysis of variance table, is 1.0187.

The upper tai l  probabil i ty value is 0.4090, so that the

quadratic fit is also not good. The corresponding individual

tests also ensure a similar result. For example, t-test for

testing H
0
: c

2
 =0 against the alternative H

1
: c

2 
=0 results in

the value of the test statistic as 0.262. The corresponding

probability value is 0.8011 which is again greater than.05.

Thus, we accept null hypothesis that c
2
=0 at five percent

level of significance.

The t-test for testing H
0
:b

2
 = 0 against the alternative

H
1
: b

2
 =0 provides a value of test statistic as -0.569. The

corresponding value probability value is 0.5868, which is

again greater than 0.5. Thus we accept null hypothesis at

five percent level of significance.  Thus from these individual

tests also we can conclude that the debtors turnover ratio

of DSP is “static over time.”

Let the linear regression equation of TISCO be:

                                    DT
t

T = α
6

 + 
6

 t +    t

where DT
t

T is the debtor turnover ratio of TISCO during the

period t, α
6
 and 

6 
are the regression parameters, t is the

time variable, and •t is the error term. Using the least square

method one can estimate ±
6
 and ²

6 
from Table 2. The

estimated value of α
6
 and 

6 
are

 α^

6 
=0.2494 and  ^

6 
= -0.0211.

To examine the s igni f icance of 
6
 value for th is l inear

regression curve we like to test the null hypothesis, H
0
: 

6

= 0 against the alternative hypothesis that 
6 

is not equal

to zero. We observe the value of t as -9.278, with a tail

probability of .0000. Thus, we reject the null hypothesis in

favour of the alternative hypothesis at five percent level of

significance. The multiple correlation coefficient is 0.95654

which is on the higher side. The corresponding analysis of

variance table provides with F ratio as 86.0769 for which

the upper tail probability is 0.0000. So, we can conclude

that the linear regression is a good fit for the said problem.

Hence we conclude that 
6 
=0. Since 

6
 is negative debtors

turnover ratio of TISCO is “significantly decreasing over

time.”

Thus, comparing the debtor ’s turnover ratios of the referred

companies, we can conclude that TISCO’s performance is

much better than that of DSP.

Conclusions of the Study

The working capital management of TISCO appears to be

superior to that of DSP.  Both empir ical and stat ist ical

C

C

C

C

C
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analysis confirm this stand of ours. Comparing the current

ratios of these two companies, we have concluded that this

ratio for DSP is nearly static over time but fluctuation is very

h igh.  The approach of  T ISCO, on the other  hand,  i s

pinpointed and performance-oriented and is much better

than that of DSP. Comparing the inventory turnover ratios of

these two companies, we have arrived at the conclusion that

for both the cases the ratios are showing improvement in

per formance. However, on an average DSP’s inventory

turnover ratio is higher than that of TISCO, indicating a relatively

poorer performance of DSP than that of TISCO.  Similarly,

comparing the debtor ’s turnover ratios we have concluded

that TISCO’s performance is much better than that of DSP. In

fact Tata Iron and Steel Company is one of the leading world-

class steel makers. They work with high corporate spirit, have

command over owned iron ore and coking coal reserves,

enjoy low operat ing costs, possess unique company-

developed processes and have dedicated management and

other workers.

The suggestions that stem out of the study is the need

for removing poor l iquidity posit ion of DSP by injecting

fur ther investment in the form of l iquid resource. Also,

inventory management demands for a fresh look in DSP. It

cou ld be ensured th rough a  proper  app l ica t ion  o f

inventory contro l  system, such as ABC ana lys is ,  VED

analysis, ordering based on optimization techniques, and

also through JIT approach. There is a need to improve the

sales planning so as to reduce the stock pil ing of f inished

items.
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R
adio-frequency identif ication (RFID) is an automatic

ident i f i ca t ion  dev ice  techno logy  tha t  i s  used to

r e m o t e l y  s t o r e  a n d

ret r ieve data  wi thout  ac tua l

scanning of the data source.

T h e  p r e d e c e s s o r  t o  t h i s

technology was the bar code

scanne r  u sed  a t  re t a i l  ca sh

counters which needs actual

l ine of sight scanning to read

the data and bil l the product .

I n  1 9 4 6 ,  L é o n  T h e r e m i n

invented an espionage device

for the erstwhile Soviet Union,

which used radio waves and

had applications as a secret l istening device. It has been

recogn ized  to  be  t he  f i r s t  dev i ce  to  ac tua l l y  u se

s o m e t h i n g  s i m i l a r  t o  R F I D

technology.  Th is  technology

was introduced on paper by

Harry Stockman in 1948 in his

r e p o r t  “ C o m m u n i c a t i o n  b y

Means  o f  Re f lec ted Power ”

(P roceedings of  the IRE ,  pp

1196 – 1204, October 1948).

The first true ancestor of modern

RFID was Mario Cardullo’s U.S.

Patent 3713148 in 1973 which

was demonstrated in 1971 to the

New York Por t Authority with

applications as a toll and traffic
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RFID Tags can be active or passive. Active RFID tags are

powered by an internal battery to power the chips and

generate the signals and give longer reading range and

are of larger size and higher cost with l imited operating

l i fe. Passive RFID tags operate without external power

source by using just the power generated from the reader

and the incoming radio signal only. These are l ighter than

act ive tags,  less expens ive,  more widely used, have

shor ter reading range and have almost unlimited operating

l i fe.

Low frequency RFID Systems are used in the 30 KHz to

500 KHz range and high frequency systems are used in

850 MHz to 950 MHz and 2.4 GHz to 2.5 GHz range. The

data transmitted can provide identif ication information,

locat ion in format ion ,  the product  deta i l s  l i ke  batch

number, colour, date of purchase, shelf l i fe, t ime on shelf

t i l l  now, price, date of manufacture, t ime spent in transit,

location of distr ibution centre, name of last person to

hold the item along the supply chain among other detai ls

depending on the level of information required on the

tag for different product categories.

Key Application Features of RFID

RF ID devices have severa l  appl icat ion features when

compared to the earl ier data storage and retrieval and

transaction processing devices l ike Bar Code scanners.

detect ion device at the por ts. The f i rst patent to be

associated with the abbreviat ion RFID was granted to

Charles Walton in 1983 as U.S. Patent 4384288.

RFID was introduced to init ial ly improve the Supply chain

but has found applicat ions in manufactur ing, retai l ing,

warehouse t ra f f ic management,  mi l i ta ry ,  medica l  and

heal thcare,  educat ion sector and e-governance. The

companies in India taking to this technology are steadily

on the r ise and i t  has the capabi l i ty to transform the

business equations.

RFID System and Global Standardization

An RFID system comprises an RFID Tag or transponder,

RF ID t ransce ivers ,  h igh capac i ty  servers  and re la ted

appl icat ion software. An RF ID chip consists of a t iny

computer chip, which is approximately the size of a small

dot, on which are implanted, the code of the product

and a small antenna. RFID can incorporate a variety of

electronic architecture and code formats. To bring in

standardization, especial ly in the retai l  sector, a code

format called EPC (Electronic Product Code) has been

proposed by EPCglobal (which was earlier called as Auto-

ID Center).

The general ly accepted EPC based RFID format is a result

of a collaborative research work done by Auto-ID Center,

MIT and over 100 huge corporations that included Wal-

Mar t ,  US Depar tment of Defence, US Food and Dr ug

Admin is t ra t ion,  US Posta l  Ser v ice,  P f izer,  Coca Cola ,

P h i l i p s ,  M i c r o s o f t ,  I n f o s y s  Te c h n o l o g i e s  a n d  I B M

Consult ing.

The image of an RFID Tag and the Electronic Product Code

Structure is shown below:
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� RF ID  tags  need not  be v i s ib le  to  be read /

scanned.

� Ta g s  c a n  b e  r e a d  q u i c k l y  f r o m  s i g n i f i c a n t

distances.

� A  n u m b e r  o f  t a g g e d  d e v i c e s  c a n  b e

simultaneously read at a t ime.

� A s  m o s t  o f  t h e  t a g s  c o m e  e n c l o s e d  i n  a

protective covering, it is diff icult to tamper with

in normal situations.

� Since it can be encased in protective covering,

they can be protected from harsh environments

and f lu id and chemica l  env i ronments  wh ich

involve rough handling.

� Many tags now come with both read and write

capabil i t ies, rather than just read-only so that

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

signif icant event in the movement of the tagged

item along the supply chain.

Applicat ions  in  Retai l  and Supply  Chain

Management – Global Scenario

Wal-Mar t has introduced RFID attached to each pallet and

storage box that comes into/goes out of their stores and

distribution centres and has almost completely replaced

bar codes. In June 2003, Wal-Mar t had communicated to

its major suppliers that in two years, al l pallets and boxes

should come tagged with RFID. Information about the

contents loaded onto a roller or box can be tagged onto

the tag and easi ly checked. This helps check if material

has gone “missing” during transpor t. Also, at warehouses,

a common mistake committed is when a box is loaded

by mistake to the incorrect loading bay and hence the

wrong vehicle. By the t ime, this error is found out, i t

becomes  too l a te  to  rec t i f y  espec ia l l y  i n  cases  o f

perishable goods. RFID aler ts the warehouse officials by

being connected to an alarm system when wrong items

are loaded to the wrong loading area. I t  can also be

incorporated to a receiv ing stat ion where a wrongly

dispatched item can be identif ied if delivered wrongly.

The use of RFID at Wal-Mar t store has reached such a

stage where Wal-Mar t can identify in detail which product

moves faster on Fr idays, which on Saturdays, whether

Indian Americans buy a par ticular brand of product more

than Spanish and the system can aler t the store manager

when the temperature at which the perishable goods are

stored in the refrigerator comes down.

Nowadays, retai lers al l over the world are tagging their

products and the level of pilferage has come down. Earlier,

it was easy for a shopper in a busy supermarket to easi ly

pass unnoticed out of the store, now, any unbil led item

automatically sets off an alarm at all the exit points. Retailers

are tagging child trolleys of shoppers so that they do not

encounter “missing children” situations and can have child

security.

The uniqueness of the RFID tags mean that the product

can be individually tracked as it moves from location to

location, f inal ly ending up in the customer ’s hands. This

can help combat the problems of theft and product loss

as mentioned before but also have advantages in recall

campaigns for products with qual ity deficiencies. This

can help in post-sale tracking and profi l ing of customers

for future campaigns too.

Throughout the European Union, RFID passes are used

for the public transpor t systems. This system has now

been copied by Canada,  Mex ico,  I s rae l ,  Duba i  and

Columbia also. All the transpor t payments and toll charges

are monitored and done through RFID Compliant systems.

This can reduce a lot of time spent by logistics companies

along the motorway and can speed up the checking and

inspection stages in the logistics. This automatically brings

down the cost of transpor tation.

Another major application is in animal tracking when meat

and livestock are transpor ted throughout a country before

it reaches supermarkets. The RFID implantation can help

identify the farm from which the animal has been loaded,

its date of bir th, age and nutritional value along with history

o f  any  con tam ina t ions  i f  any .  The  Canad i an  Ca t t l e

Ident i f i ca t ion  Agency  began  us ing  RF ID  tags  fo r  i t s

purposes.

RFID f inds applicat ions in bookstores and l ibrar ies for

tracking its inventory. Other applicat ions are in air l ine

baggage tracking, pharmaceutical items tracking, building

access control, shipping container tracking, truck and

tra i ler  t rack ing.  The pharmaceut ica l  industry is  h igh ly

vulnerable to counterfeit ing with f igures suggesting that
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seven to eight percent of world market is counterfeit.

RF ID technology can he lp protect  aga inst  f raudulent

introduction of drugs into the drug supply chain. Pfizer

has already incorporated this system to their drug supply

chain.

The automotive sector introduced use of RFID by tagging

the car keys. With this appl icat ion, a car wi l l  not star t

without the actual key. Toyota Avalon 2005, Lexus GS

2006, Toyota Camry 2007, Toyota Pr ius and companies

l ike Ford and Honda are introducing car models with

this feature being optional. The driver can even open

the doors and star t the car with just the presence of the

key within three feet without even taking i t  out of the

pocket .

Tyre manufacturer, Michelin tested RFID embedded tyres

in 2003 to offer tyres in compliance with the United States

Transpor tation, Recall, Enhancement, Accountabil ity and

Documentation (TREAD) Act which is aimed at safer road

t r an spo r t  f o r  t r uc k s  t h a t  a r e  i n vo l ved  i n  l og i s t i c s

operations in the supply chain.

Outside of retai l ing sector, Malaysian government has

already introduced RFID passpor ts for proper tracking of

travel history of its cit izens.

Applicat ions  in  Retai l  and Supply  Chain

Management – Indian Scenario

Retailers, textiles, aviation, energy and auto sectors in India

are switching to this new concept over the last f ive years

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

developed world. This is also necessitated by pressures

on them by suppliers from abroad to comply with global

business practices, fai l ing which they run the risk of being

left behind.

Infosys Technologies is a founding member of EPC and

Wipro technologies have been associated with Auto-ID

Lab at MIT for some years now. Both these companies

play a big role in the EPC which provides standards for

implementation of the technology.

Similarly, Gemini Traze RFID Pvt. Limited is building India’s

f i r s t  R F ID  t ag  manu f ac tu r i ng  un i t  a t  S r ipe rumbudu r

Electronic Park near Chennai. It plans to roll out 45 mil l ion

units which would be increased to 100 mil l ion units per

year later on.

One of the main companies that is testing this technology

is Kishore Biyani’s Future group, especial ly at Pantaloon

and Big Bazaar. Pantaloon has piloted an RFID project at

one of its warehouses in Tarapur using more than thousand

RFID tags. It selected a few lines of apparel for the RFID

pilot project. The application was developed by Wipro

Infotech and integrated Oracle database also. Nowadays,

we can see the major retailers having a plastic flying saucer

shaped knob l ike structure on dresses while on display

at the store which are removed when they are bil led. This

helps in tracking of goods and security from pilferage as

it lets out an alarm at the exit door if not bil led properly.

Madura Garments also experimented with RFID and has

incorporated them in their Planet Fashion stores as well

as factories and warehouses. The national carrier Air India

is planning to use RFID for tracking capital assets. Leading

oil companies have begun pilot tests to use RFID for LPG

cylinder tracking. The Indian rai lways is also thinking on

these l ines for tracking wagons and containers. Maruti

Udyog Limited has been using RFIDs for component and

spare par ts tracking for some time now at their Gurgaon

plant .  Ashok Ley land is  a l so us ing th is  for  the same

purpose. It has tremendous advantages as there are more

than 20,000 par ts  in  most  vehic les and t rack ing the

movement of each one of them through the supply chain

is a mind-blowing task. Mahindra  and  Mahindra are also

using RFID in car. Some of the manufacturing processes

l ike Pretreatment of Body Shell and Electro-deposit ion

are done in harsh condi t ions.  In  the phar ma sector,

Ranbaxy Labs and Pfizer use it for counterfeit protection.

Airpor t Authority of India is considering RFID for the cargo

and passenger goods management.

Outside of retai l and auto sectors, l ibraries l ike Jayakar

Library of Pune University and Dhanvantri Library of Jammu

University have adopted RFID. Hyderabad Central University

has introduced RFID embedded degree cer tif icates. The

mun ic ipa l  co rpo r a t i on  a t  Hyde r abad  i n  2006  had

int roduced RF ID usage for  keeping t rack of  garbage

collection and disposal trucks and their drivers to monitor

them due  to  i n s t ances  o f  repor ted  ma lp rac t i ce  i n
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co l l ec t ion  and  d i sposa l .  App l i ca t ions  a re  the re  i n

healthcare where new born babies can be RFID tagged so

that they are properly monitored in hospitals. It can be

used to improve security and in mil itary uses for proper

t rack ing of  suppl ies  to the armed forces .  There are

applications possible in Electricity/Water meters which

can  he lp  make  t he  manua l  r eco rd i ng  and  read i ng

automatic, remote and fault free. The applications are

enormous and far-reaching, and India has just star ted.

P r o s  a n d  C o n s  o f  R F I D  Ap p l i c a t i o n s  i n

Retailing and Supply Chain Management

In retai l ing, the following statist ics from a University of

Arkansas and Wal-Mar t study conducted over 29 weeks

at 24 stores led to the following results:

� 16 percent reduction in product stock outs has

been noted since adoption of RFID.

� RF ID  equ ipped shops  a re  63 percent  more

efficient in replenishing out-of-stock items.

� Out-of-stock items are replenished three times

faster with RFID.

� Cost of excess inventory was reduced by more

than 10 percent.

I n  2000 ,  t he  mos t  bas i c  R F ID  t ags  were  p r i ced  a t

approximately $1 each. In 2003, they ranged from about

$0.25 to $0.40 and today they have dropped to about

$0.15 each (Rs .6 each) for the bas ic model .  As the

adoption rate increases and with companies l ike Gemini

se t t i ng  up  manu fac tu r i ng  shops  i n  I nd i a  i t se l f ,  t he

refinements in technology wil l push down the price to

about $0.05 each for the basic model. This wil l change

the scenario from the current one where some retai lers

tag a box rather than each item in the whole box to save

costs .

With RFID enabled loyalty cards for frequent shoppers,

i tems could be pr iced di f ferent ly depending on the

shopper. Different promotions can be offered to different

customers via their RFID enabled cards or by the bil l ing

staff receiving prompts automatical ly to apply discounts

for a cer tain category of shoppers. This can also help the

same shoppers of one retai l chain get similar treatment in

Bangalore, Mumbai and Delhi when he/she travels.

RF ID tagged employees can be moni tored better  by

knowing their t ime in dif ferent areas of the retai l  faci l i ty.

A person spending too much t ime in the restroom can

be a ler ted to go back to the store and an overworked

person can be asked to take rest .

In shor t the advantages can be summarised as follows:

� Automatic Non-Line-of-Sight scanning enabling

mu l t ip l e  p roduc t  s imu l t aneous  scann i ng  i n

mil l iseconds.

� Labour t ime savings of close to 36 percent in

O r d e r  p i c k i n g ,  9 0  p e r c e n t  r e d u c t i o n  i n

verif ication costs for shipping.

� The  “a lways  on”  na tu re  o f  R F ID  techno logy

ensures total visibi l i ty to al l stakeholders in the

supply chain when integrated in a supply chain

communications network.

� Improvements in funct ions l ike asset tracking,

returnable item movement, product recalls and

tracing warranties.

� Abil i ty to be used in harsh environments and

prevention of theft and pilferage.

� Enhancing forecast product demands and lower

inventory levels.

� Ability to hold vast amounts of varied information

on a single tag.

� C o s t  s a v i n g s  t h r o u g h  b e t t e r  i n v e n t o r y

management  by  the  dep loymen t  o f  R F ID  i s

expected to bring in savings of over $1.4 bil l ion

annually at Wal-Mar t.

Some of the deployment issues in RFID implementation

are as follows:

� The retai lers are forcing manufacturers to absorb

the additional costs of RFID tagging an item and

processing the information that they generate.
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� Manufacturers rarely repor t shor t-term gains from

RFID implementation. Shor t term gains are usually

seen for the retai lers, though in the long term

both par ties gain. This makes manufacturers and

vendors sl ightly apprehensive of the technology.

� Data synchronizat ion, integrat ion and lack of

standards except for the EPC global which is sti l l

developing i tsel f  is  a major issue when used

across countries.

� Due to the nascent stage in the technology, the

RFID technology is sti l l  not ful ly fool-proof and

there are issues of electromagnetic interference

and  wrong  read ing  be ing  repo r ted  a s  t he

technology is sti l l  not ful ly perfected. Metal and

liquid are said to play havoc with RFID signals

wi th  the cur rent  technology ava i l ab le i f  not

properly done.

� I t is disturbing for many customers to have their

movemen t s  o r  buy i ng  hab i t s  au toma t i c a l l y

tracked even af ter purchase. To counter such

concerns, some retai lers “switch off ” their tags

once a purchase is made.

� There are fears that competitors can develop

systems which can track a par ticular company ’s

s h ipmen t s  and  i n ven to r y  a s  t he re  a r e  s t i l l

vulnerabilities in the security system as is the case

with credit cards. Issues of whether customer

data is safe with the retai ler also arises.

Conclusion

In spite of all the teething problems that are there currently,

R F ID  i s  the  nex t  b ig  th ing  i n  the  s t r a teg ic  p lans  o f

companies in reta i l ing,  auto, text i les and many other

sec to r s  a s  the  ev idence  o f  sav ings  th rough  be t te r

inventory management coming through from dif ferent

par ts of the world. The world is waiting for the costs of

tags to come down to $0.05 each (Rs.2 each) so that

wide spread adoption is possible.

The star t has been made and the results are encouraging

and potentia l  appl icat ions var ied in scope. Once the

technological stumbling blocks are cleared, it will become

a common place item just l ike the barcode scanner of the

las t  10 years .  Wa l -Mar t ’ s  comprehens ive usage and

success of RFID implementation in retai l ing has made it an

exemplary strategy to follow for other companies in the

retai l ing and supply chain management area.
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e r f o r m a n c e  M a n a g e m e n t  i s  a  m e a n s  o f

ident i fy ing cr i t ica l  dimensions of performance, i ts

planning, review and development. It is a simple and

commonsensical way to measure productivity and also to

enhance performance and is a critical tool for organizations

in today ’s competitive environment. Organizations lookout

for a performance system that is appropriate to their

environment and work culture. This book explores the

many facets of performance management and how it works.

The authors define performance management as a means

of getting better result from the organization, teams and

ind i v idua l  by  manag i ng  pe r fo rmance  i n  l i ne  w i t h

organizations strategy. A key feature of the book is that it

advises organizations to shift their focus from an appraisals

on l y  approach  to  t he  more  ho l i s t i c  f r amework  o f

performance management. This wil l ensure growth and

deve lopment  of  employee per formance.  Th i s  book

discusses the latest theoretical developments in the field

in a jargon free and accessible style. The textbook focuses

on  manage r i a l  dec i s ion -mak ing  and  app l i ca t ion  o f

concepts through examples, case-lets and case studies.

The textbook includes exhibits, diagrams/ i l lustrat ions,

management car toons, key terms, reviews and discussion

quest ions, cr i t ical  th inking quest ions and web based

exercise. It also provides large number of performance

management proformas and templates which could be

useful to teachers, students and practitioners.

The entire conceptual framework of the text is divided

mainly into four par ts. It is categorized fur ther into 12

chapters in toto to enable the readers to understand the

theoretical as well as the practical aspect of performance

management.

Par t One – foundation of per formance management -

consists of four chapters. Rather than plunging into the

topic,  the authors  took ef for ts  to make the readers

comprehend  the  concep t  o f  Human  Resou rce

Management. Towards the end of the chapter they have

established link between Performance Management and

Human Resource Management . Rest of the chapters in

the par t one handles the theoretical understanding of the

performance management. The authors also have covered

the  a rea s  l i k e  compe tence  based  pe r fo rmance

management system and performance counseling.

Pa r t  Two –  The  per fo r mance  management  p rocess

comprises four chapters that elaborate the steps involved

in performance management namely performance planning,
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performance appraisal and performance monitoring where

each chapter deals at  length with the concepts and

perspectives of the performance management process step

by step and aids in-depth understanding of the subject.

Par t Three – The Implementing per formance management

deals with successful implementation and the strategies

to be adopted to meet the challenges of implementing

the performance management system in an organization.

In  th i s  pa r t  the  au thors  have ident i f ied the  va r ious

challenges in implementing the performance management

system. These challenges vary from lack of management,

commi tmen t ,  absence  o f  pe r fo rmance  cu l t u re ,

unavailability of management tools and techniques, lack of

ownership and inflexibil ity of system. The strategies to

overcome these bottle necks as discussed by the authors

are instil l ing performance culture and linking performance

management to the reward systems.

Par t Four – Deals with the role of HR professionals in

performance management and ethics in performance

management. Role of HR professionals in performance

management describes the key competencies and the

s t ra teg ic  ro le  to  be p layed by HR  profess iona l s  to

proact ive ly and successfu l ly  implement performance

management in their organization. Ethics in performance

management, scrutinizes performance management from

an ethical perspective, caution practitioners and the top

management about the common ethical pitfalls so as to

maintain the credibil i ty and usefulness of performance

management.
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his new book written jointly by Alan G.Lafley and Ram

Charan, describes in great detail as to how innovation

can help change the game - to produce quantum

increments in business results. The authors, one  of them a

practitioner being the CEO of  P&G  with 23 billion dollar plus

brands and the other a thinker who counts on innovation as

the key answer to growth questions in future, narrate  how

customer-oriented innovation has enabled companies like

P&G, GE, Nokia, Dupont, 3M, Lego Group etc. The examples

are narrated in such great detail to enable even a layman to

gain clarity on how innovation can work in reality. They force

readers to think differently from the conventional thinking that

any innovation arises from a “Eureka” incident or happen

serendipitously. They make readers to believe that innovation

is a disciplined process and practice, which every organization

and leaders therein can achieve.

According to the authors, innovation is an integrated

management process integrated into how you run your

business; its overall purpose, goals and strategies, structure

and systems, leadership and culture. According to them, eight

drivers depicted below must work together for innovation to

happen.

The guiding principle for game-changing innovations that

delivers sustained organizational growth and profits irrespective

of what business they are in is placing the customer at the

centre of this framework. While many companies claim that

they are customer-centric, very few actually put the customer

at the centre of the innovation process. Achieving organic

growth and differentiation from competition through innovation

will happen only when all the eight drivers are seamlessly

working together. The leadership for innovation needs to be

passionate about knowing the customer, immersing themselves

into finding insights about customer needs. And over time,

they learn and develop confidence about how to deal with

risk and failure inherent in innovation. Also, they have to

appreciate that the most important par t of the system is what

appears in the centre: the customer. Everything begins and

ends with the customer. If one keeps the customer at the

centre of all his decisions, actions and behaviours, the chances

of being wrong are reduced. The authors clearly delineate

innovation from invention. While an invention is a new idea

that is often turned into a tangible outcome, such as a product

or system, an innovation is the conversion of new ideas into

revenues and profits. Hence, an idea that looks great in the

laboratory and fails in the market is not an innovation. They
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quote Jeff Immelt, CEO of GE in support of this: “Innovation

without a customer is non-sense; it is not even innovation.”

Invention is needed for innovation to take place. But invention

is not innovation. Until people are willing to buy your product,

pay for it, and then buy again, there is no innovation. A gee-

whiz product that does not deliver value to the customer and

provide financial benefit to the company is not an innovation.

Innovation is not complete until it shows up in the financial

results.

Without innovat ion, a company ’s products would be

threatened by commoditization and commoditization would

drive down prices but differentiation that comes from innovation

carries an economic premium. Innovation helps companies to

conceive previously unimagined strategic options. For example,

innovation enables you to look at acquisitions through a

different lens, not only just from a cost perspective but also as

a means of accelerating profitable top-line growth and

enhancing capabilities. It also helps companies to be on the

offensive. It puts them on the growth path. They quote the

example of how Nokia became the number one in India through

innovation to create 200 million customers. Nokia observed

the unique needs of Indian customers, especially in rural areas,

segmented them in new ways and put new features relevant to

their unique needs on handsets. In the process, it created an

entirely new value chain at price points that give the company

its desired gross margins.

The authors also try to list out and advise us to eliminate the

myths of innovation. One major myth is that innovation is all

about new products. They say that when innovation is at the

centre of a company’s way of doing things, it finds ways to

innovate not just in products, but also in functions, logistics,

business models and processes.

Another myth is that innovation is for lone geniuses and hence

it happens in R&D labs. Innovation can happen anywhere and

out of many people collaborating. What is important is whether

the ideas generated can be conver ted into a respectable

process and turn inspiration into financial performance. They

stress on the necessity of col laborat ion as innovation

according to them is a social process. And they also bust the

myth that size matters in innovation; innovation can happen in

big companies as well as small.

Everything about innovation star ts with the customer. For

example, P&G consider customer the boss and have created

a “consumer closeness program” known as Living It which

enables P&G people to get literally close to the consumer and

in which P&G employees live for several days with consumers

in their homes, eat meals with family, and go along on the

shopping trip. Through this, employees get first hand these

consumers’ demands for their time and their money, the way

they interact with their social networks, what is most important

to them, and which products they buy, how they use the

products, and how the brands and products fit into their lives.

Another programme, Working It provides employees with the

opportunity to work behind the counter of a small shop. This

gives them insights about why shoppers buy or do not buy a

product in a store. For P&G, innovation is how they turn

consumer understanding into profit.

 The authors also narrate how to get customers actually involved

in the co-creation and co-design process of innovation with

the examples of Lego, a Danish toy company. Lego has three

levels of customer involvement: first, testing a product; second,

co-creating a product and third, designing customer versions.

This way, Lego has become a facilitator of consumer innovation.

Innovation must focus not just on the benefits a product

provides but also the total consumer experience - from

purchase to usage.

Co-author Lafley says that design thinking which is abductive

(imagining what could be possible) compared to the inductive

thinking (based on  directly observable facts) and deductive

thinking (logic and analysis, based on past evidence) is   which

can be more appropriate for innovation.

The authors explain with the help of P&G examples how the

process of innovation can be implemented. They also take

pains to explain how to kill ideas if they prove unworthy to

pursue as we proceed. Not all ideas will succeed. And, quickly

cutting off projects that will not succeed in the marketplace

helps to process time and energy and frees up scarce

resources for those that have a better chance. Leaders of

innovation must have discipline, judgment and courage to

being decisive and killing those destined for failure. They have

to ensure that “killer ” issues are identified as early as possible

and then dealt with.

Authors also discuss at length how a pipeline of innovation
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eaders can be created. For the purpose of innovation to be

sustainable, it is essential to have a systematic methodology

for developing innovation leaders as a continuous process. In

order to encourage this to happen, innovation shall be brought

in as an essential element in performance evaluation. A

systematic approach to identify, develop and reward and

recognize innovation leaders will enable organizations to take

the process forward and sustainable.

The book concludes with a case study of how Jeffrey Immelt

made innovation a way of life at GE.
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I
t  i s  a  we l l  known f ac t  t ha t  any  bus i ness  manage r

cannot  be an  exper t  in  a l l  o r  any  bus iness  l aws or

leg is la t ions,  but  they can be wel l  aware of  the i r

scope to be able to operate their business within their

l imits, needless to ponder with the legal issues involved.

A modest attempt has been made by Mr.M.C.Kuchhal

and Dr.Deepa Prakash in  th is  book to approach the

business legis lat ions in a s imple and lucid manner so

that the areas in law are understood by even a layman or

even a student who does not have any background in

law.

Keeping in mind, the needs of management students,

the book presents  a  c lear  idea of  var ious bus iness

leg i s l a t ions  wh ich  a re  o f  g rea t  u se  i n  t he  f i e ld  o f

management. The laws have been grouped into seven

different par ts, each containing simi lar laws.

Contract Law gains i ts place in Par t 1 in this book which

deals in detai l   var ious laws related to the nature of

con t r ac t s ,  f u l f i l lmen t  o f  con t r ac t ,  t he  d i f f e rences

between valid and void contract, quasi contracts, breach

of contract and its remedies etc.

The Law of Sale of goods f inds i ts area in the Par t 2

which al l  sections under the Negotiable instruments are

grouped in the Par t 3.

P rov i s ions  re l a ted  to  Conc i l i a t i on ,  A rb i t r a t ion  and

Adjudicat ion are grouped in the Par t 4 which deals with

the enforcement of cer tain foreign awards such as the

New York convention awards, the Geneva Convention

awards etc.  In these days when there is great hue and

cry for Consumer r ights, the Law of Consumer Protection

which f inds a place in this book might come in handy

for the students of  law as wel l  as for the MBA . The

Information Technology Act of 2000 too has found a

place here.

An elaborate section is there for the Company Law which

comes in as the f inal section. The Companies Act, detai ls

re lat ing to the format ion of the company, ar t ic les of

as soc i a t ion ,  a l lo tmen t  o f  sha res ,  management  o f  a

company,  ru les and regulat ions re lated to meet ings,

distr ibut ion of the dividend, audit ing and several other

detai ls are also given in a s imple and elegant style.

Detai ls related to amalgamation, compromise as wel l  as
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winding up of the companies the rules and regulat ions

related to i t  have al l  been explained in detai l  in a lucid

form.  The d i f fe rent  methods of  winding up such as

winding up of a company by the order of the Cour t, the

grounds on which a company could be closed down as

well the differences between winding and dissolut ion

are also f inding a place in this section of the book.

The book which is aimed at providing assistance to the

students of MBA , PGDM, PGPM and simi lar professional

courses in which business legis lat ion is an integral par t

could have been made much simpler i f  the complex law

areas were provided with simple flowchar t type diagrams

so as to make the job easier for the students. The authors

could have also thought of introducing objective type

questions in the book which could have been handy for

those students preparing for competit ive examinat ions

on these subjects.

The book in shor t explains the practical impl icat ions of

var ious laws and unfolds in detai l  the intr icacies of law

in cer tain key areas such as contracts, mercanti le law,

Negotiable Instruments Act and Cyber Laws. A wide array

of both Indian as wel l  as foreign cases has also been

cited as examples in var ious contexts. This book which

contains key points in most of the laws that are useful

for business people as wel l  as students could be well

termed as a mini reference book on legal aspects.

However, the book is an outcome of the authors’ long

exper ience in th is f ie ld and could prove as an ideal

companion for any student who is in need of learning

business legis lat ions for the postgraduate courses. The

book is also sure to be an ideal companion for those

candidates preparing for competit ive examinations such

as the UGC examinat ion,  JRF as wel l  as  other s imi la r

examinat ions. However, the book has a good col lection

of test quest ions at the end of each unit which could

come useful for the students gett ing themselves geared

up for the competit ive examinat ions.

Of the two authors, Mr.M.C.Kuchhal, who is known for

his popular i ty as an author of books re lated to legal

aspects had been work ing as Facu l ty  in  the Sr i  Ram

College of Commerce of the University of Delhi and has

a l so ,  au thored severa l  lega l  books  for  management

s tudents  such as  Mercant i le  Law,  Bus iness  Law and

Secretarial Practice. The co-author of this book, Dr.Deepa

Prakash is serving as a faculty member in the Mahatma

Gandhi Universi ty Off-Campus Centre at Dubai before

se rv ing  as  a  l ec tu re r  i n  va r ious  co l l eges  o f  Un i ve r s i t y

o f  De l h i .
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T
h e  b o o k  f r o m  K . A s w a t h a p p a  i s  p r i m a r i l y

des igned fo r  pos tg r adua te  and  underg radua te

s tuden t s  o f  management and commerce. The text

has covered all impor tant areas of international business.

The book is divided into five major areas. Par t I explains

different chapters on nature of internat ional business,

multinational corporations, global trade and its theories

and foreign direct investment. In the par t 2, polit ical and

legal environment, cultural environment, managing across

cu l tu res ,  negot i a t i ng  ac ross  cu l tu res ,  techno log ica l

env i ronment  and economic env i ronment  have been

d i s c u s s e d .  S t r a t e g i c  m a n a g e m e n t ,  i n t e r n a t i o n a l

organisat ion structure, internat ional strategic al l iances,

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

organizat ion are dealt  in the par t 3. In the par t 4, a

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

management, international marketing, international financial

managemen t ,  f i n anc ing  fo re i gn  t r ade ,  i n te rna t iona l

accounting and international human resource management

are given. Last section focuses on social responsibil ity

and ethical issues in international business and future of

in ternat iona l  bus iness .  La test  edi t ion of  the book i s

updated with many case studies and new chapters. For

example the chapter focuses on ‘culture and globalization

of Indian businesses’ is r ich with situational analysis of

international business.

One of the sticking features of the book is that the author

has followed a highly structured format. Every chapter

star ts with lear n ing object ives and an opening case.

Explanations have been given with sufficient exhibits. Each

chapte r  i s  summed up wi th  rev iew and d i scuss ion

quest ions.   Related cases and references have been

placed appropriately in each chapter. Tables, diagrams

and char ts have been extensively used in the text, which

provides the students very comprehensive information

on business at a global level. In every chapter author has

been made a conscious attempt to position India in terms

of different business parameters.

The chapter on economic env i ronment is  ef fect ive ly

presented with maps of different countries. Explanations

of business s i tuat ions with dif ferent ‘market matr ices’

solve the complexit ies of understanding many concepts.
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The  au tho r ’ s  a s sessmen t  on  d i f f e ren t  i n te r na t iona l

business strategies through various models (eg.Por ter) is

also very attractive. Text ends with a chapter on future of

international business. Management of diversity is the major

focus here. Explanations of the author on future directions

to  i n t e r na t iona l  bus i ne s s  r evea l  h i s  v i s i on  abou t

globalization.

I n  a l l  r e s p e c t ,  t h e  t e x t  i s  r i c h  w i t h  s u f f i c i e n t

i n fo rma t i on  on  i n t e r na t i ona l  bu s i ne s s  and  can  be

cons idered as a  prescr ibed one for  s tudents  pursu ing

management  d i sc ip l ine .
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N
atu re  c rea ted va r i a t ion and thereby genera ted

the  need  fo r  t he  sub j ec t  o f  s t a t i s t i c s  wh i ch

essent ia l l y  ex is ts  on ly  because of  var ia t ion in

da ta .  A l though  na tu re  be l i eves  i n  va r i a t ion ,  i t  a l so

bel ieves in symmetr ica l  var iat ion l ike the weight of new

born babies,  height of indiv iduals etc without any bias.

However man dis tor ts  symmetr y as  ev idenced by the

dis t r ibut ion of  wea l th  among persons .  S ta t i s t ics  he lps

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

pat terns and drawing conclus ions .

The book stat is t ics for  management provides a perfect

blend of the concepts of stat is t ics and i ts  appl icat ions

in  the present  scenar io .  I t  cons is ts  of  19 chapters  and

star ts  wi th the in t roduct ion,  scope and appl icat ions

of  s ta t i s t ics  as  the f i r s t  chapter.  The author  en l ightens

the reader  on the impor tance of  s ta t i s t ics  and how

indispensable i t  i s  in  today ’s  bus iness env i ronment .

Sta t i s t ics  i s  concerned wi th the sc ient i f ic  method for

col lect ing,  summar iz ing,  present ing and analyz ing data

as wel l  as  drawing conclus ions or  mak ing predict ions

on the bas is  of  such ana lys i s .  The s ta t i s t ica l  methods

of  ana lys i s  a re  e f fect ive tools  in  a l l  funct ions of  an

en te rp r i se .  S t ud ie s  i n  S t a t i s t i c s  we re  p reva l en t  i n

a n c i e n t  I n d i a .  T h e  g r e a t  w o r k  o f  K a u t i l y a ,

Ar thashasthra ,  explores in  deta i l  on s ta t i s t ics  re la t ing

to agr icu l ture ,  medic ine etc .

T h e  c h a p t e r s  2 - 4  a n d  6  e n a b l e  t h e  r e a d e r  t o

comprehend the impor tance of  data col lect ion and

pictor ia l  representat ion of  f ine- tuned data .  Chapters

8 ,  9 ,  13  and  15  exp l a i n  t he  d i f f e ren t  fo reca s t i ng

t e c h n i q u e s  a n d  a l s o  p o i n t -o u t  h o w  m a t h e m a t i c a l

models  can be implemented as a  forecast ing tool  in  a

manager ia l  context .  The reader wi l l  be in  a  pos i t ion to

apprec ia te the appl icat ions of  s ta t i s t ics  in  dec is ion

mak ing a f ter  thorough perusa l  of  the book.

T h e  r o l e  o f  s t a t i s t i c s  i n  q u a l i t y  m a n a g e m e n t  i s

d i scussed in  chapte r  18 .  The  au thor  d i scusses  the

di f ferent  qua l i ty  cont ro l  parameters  which would be

u s e d  i n  s e t t i n g  q u a l i t y  s t a n d a r d s .  T h e  S i x  S i g m a

c o n c e p t ,  w h i c h  i s  n o w a d a y s  s y n o n y m o u s  w i t h

pe r fec t ion  i n  qua l i t y  and  i t s  app l i ca t ions  a re  a l so

d i scussed .

Chapte r  19  comprehens i ve l y  d i scusses  the  va r ious

sta t i s t ica l  techn iques for  des ign ing and market ing of

product and services. By the end of this chapter reader

wi l l  be in  a  pos i t ion to unders tand the ef fect iveness

o f  s t a t i s t i ca l  techn iques  i n  des ign ing  and dev i s i ng

solut ions to d i f ferent  problems.

The Se lect ion of  the text ,  cases and examples a t  the

e n d  o f  e a c h  c h a p t e r  e x p l a i n s  t h e  s i g n i f i c a n c e
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prov ided by the author  to present  the subject  in  i t s

completeness .  Th is  book wi l l  be more than wor th a

reference for  profess iona ls  and management s tudents

in terested in  pursu ing a  career  in  s ta t i s t ics  and market

research.
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Skimming and
            Scanning

Book Title : Business Communication

Author :   R.K.Madhukar

Edition : Fourth Reprint 2007

ISBN : 81-259-1542-7

Pages : 234

Publisher : Vikas  Publishing House Pvt. Ltd., New Delhi.

t is an elaborate journey through various facets of business

communication. The book by R.K.Madhukar is not only for

learners but also for practitioners in the field of business

communication. Hence, the title is totally justified through “the

content, substance and approach.” Right from the initial chapter,

the author pens down with precision point by point the why,

when, who, what, how, how often etc. related with the

communication concepts.

There is an amount of curiosity ignited ‘to know,’ in the reader as

the pages are turned. The Preface itself is framed such that the

readability of the book is enhanced with the mention of the

people who, and why, need it. The book comprises 14 chapters

and a list of recommended reading followed by an index.

The chapters are not all devoted for academic purpose alone

but also work as a guide to a job-seeker. For instance, chapter

12 deals with the simple yet shrewd precision demanding

communication skills, to identify an employment opportunity,

to handle interviews, to send an application and to draft resume.

Exhibits in the same throws light on the shift in approach of the

employers where attitudes score more than experience and

academics of a candidate.

Business Communication is yet to complete without pictorial

I
presentations. Thus, chapter 13 is an insight into the effective

use of tables, charts, graphs, maps etc. The visual presentations

on the page aid in better comprehension. It begins with cues as

to the appropriacy or the where and what visual is to be used.

Also, importance of cer tain data like the mention of source,

for instance, makes the details of quality, amount, period etc

in the visual authentic.

The f inal  chapter consists of the v istas of business

communication as in the past, in the present and in the future.

The significance of technology is stated in pages 219 and 220

where e-mails, e-commerce, e-business, internet, word

processor, teleconferencing, SMS etc. are discussed in brief

under sub-headings. The major hassle, communication overload,

is also described as the aftermath of the advanced technology.

Ethics in business communication is conveyed with an innovative

example that ‘market place is as a battle ground and marketing

as “a civilized form of warfare in which most battles are won

with words, ideas and disciplined thinking”.’

The book deals with a lmost everything related with

communication as non-verbal, listening, writing letters and

interactive communication like meetings, oral and telephone talks

etc. The effor t taken to cover the topics with a business

perspective is really commendable. Fur ther, the capsule

presentation of summary as key-thoughts and tables enables
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an easy recollection and enforcement of the topic. These quick

glance readings are very effective in the modern age where all

are through tight schedules.
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