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Abstract

The greatness of managemert lies in the fact that by
conscious effort it is possible to remove the evil in it.
Magnelized with an eleclive so called "Spiriluality and sell
deveiopment for the global manager” (an elective paper
of IMB) laught by Prof. Ramnath Narayanswamy vhich is
finding a fo! of takers ameng the Indian student
pepulation. The course explores issues such as the
importance of spintualify, the nature of self development
and whether or nol a manager can be in consonance with
his purpose of being. It also focuses on the manager's
role and responsibifity al multiple levels on becoming a
ﬁowerfu! agen! of social change and transformation. Taking
this outlook the arficle aims at holistic integration inveolving
a deeper  connect
hetween the organizalion
and its customers at the
fovel of the soul based on
a strong foundation of
values., In the Indian
conlext,

spirituality
crucial since the roots of

oxploring
becomes

spirituality

Voda means knoviledge and Anta
have deep and

means end of Vedas of which

historical roots.

The Bhagavad Vedanta means the ess’ence of
, Vedas, Upanishads which was

Gita fras

taught in Bhagavad-Gila. Vedantic

always
marketing is a supersei of the

propagated

the principle preaching of Vedas extended to the
-Karmanya business environment, cuslomer
vadhikaraaste” relationship  and  societal
the tenet that markeling.

the effort

lowards the goal is mos! importanl and resulfs are
supposed to be provided by God.

Prologue ..

QOrganizations can nao fonger continue to market their
products oblivious to the needs of society. The
organizational pyramids have inverted. Organizations
have started redesigning their products from customer
angle, However, avarice customer centric business
processes and services ignoring their negative impacts
on the saciety in cases of unreasonable and selfish
custemer demand, is not conducive.

Vedantic marketing inspires congucting ali the
marketing activilies under the spiritual guidance of
scriptures; such as Vedas, Bhagavad-Gita, and
Upanishads etc. The marketing activity designed under
this format is much above operational efficiency, target
achieving and leadership in market share. It is even
above the

Traditional Marketing Vedantic Marketing
PRODUCT Customer salisfaclion Benefit lo society
PRICE Customer cost Contribution { by customer}
to souciety {for a noble cause)
PLACE Customer convenience Spread of benefit in society
PROMOTION Customer communication Empowerment of sociely

* Manager, LPG Project, HPCL, Ratmundry, Gummladodi, Gekavaram, Anchra Pragesh
o Eaculity, ICFAL Naticnal Coliege, Rajahmungry, Gummiadod, Gekavaram, Anchra Pradesh.
** Facuty, ICFAL Haticnal Cotiege. Rajahmundry, Gummiaded, Gokavaram, Andhra Pradesh.




VEDANTIC MARKETING A NEED FOR CORPORATE RESILIENCE

societal marketing, such as marketing of eco-friendly
products. Vedantic marketing aims at fransforming the

To kick start Vedantic
marketing, just like the
traditional marketing
Vedantic marketing also

organization and its
marketing activities to
a pure "soul” with a
strong value system
and interface with the

identifies 4Ps and 4Cs in
its ovwn perspective.

environment in a

manner justifying its
“purpose”.

4P’s in Vedantic Marketing

As the marketing
concept reiterates, the
4 Ps in the marketer's
view point |
corresponding to the
4Cs customer's view EN
point, suggested by §
Robert Lautenberg are
explored by Vedantic
Marketing fusing the nobility 2nd pious attempt by the
marketer through creating a greater conscientiousness
towards society at large in all their endeavors.

The Indian
Professionai
Cuisine: Atithi Devo
Bhavah .

The Indian genomes portray
its formal ethes through
(GUEST I8 GOD)} which aims
at crealing awareness aboul

. the effects of tourism through
Marketing

Management guru
Philip Kotier opines,
Still customer is our
king. In the brink of
21st century in which
technology has
superseded creating
an aura of multifarious
products and brands,
but the ultimate pie is
how o create a customer centric atmosphere and
maintain it with gusto?

A pioneer initiative taken by Ministry of Tourism,

sensitizing peoplec about
preservalion of our rich
heritage & culture, cleanfiness
and warm hospitality. It also
re-instills a sense of
responsibility towards tourists
the

confidence of {oreign tourist

and re-enforces

towards India as a preferred
holiday destination.

Government of india will help to {ap the full potential of
tourism in India. it has introduced “Atithi Devo Bhavah
Program” - A nation wide campaign that aims at
sensitizing key stakeholders towards tounsts, through
a process of training and orientation. The endeavor is
to boost tourism in India, which in turn would act as a
catalyst for India's economic growth. Vedantic
Marketling also embraces the customer refationship
concept as “Athithi devo bhava” in addition to other
concepts.

Vociferous Voice of Lord Sri Krishna:
(Reflection in Professional Management)

The immortal atman - Like Arjuna in Kurukshetra,
Vedantic marketing organizations {the marketing dept
is being referred as the marketing organization by the
authors) should stay focused, they should not be
perturbed by the destruction of their stakeholders by
their own action. If any stakeholder is causing
hindrance {o your noble “purpose”, #tis better to destroy
them. The Vedantic marketing setup would not hesitate
to eliminate even its own employees who are
hindrances to its propagation of noble purpose. Ancble
corporation is like “Atman”, the birth and death of a
fewr marketing channels or markets are like the pleasant
and painful experiences of life,

The yogas giving the quintessence of Vedanta,
cited in Bhagadvad Gita are incorporated by Vedantic
Marketing in its sense are as follows:

1. Sole deeds; the ultimate: Karmanyae
Vadhika Raste...........

Vedantic marketing deals on purpose of the business
not on cutcome of it. “Karmanyae Vadhika raste maa
phaleso kaadachzan”. In other words "Do the task so
that it will help or benefit the society, don'tdo it merely
for money or recognition, those will come naturally”™.
“Your business is with the deed, not with the resait”,

2. Supreme Power: The Knowledge in the
angle of Gyana Yoga:

Vyavasayatmika buddir ekeha Kuru-nandana

Bahu-sakha

vyavasayinam

hy anantas-ca buddayo
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{O Arjunal{n tose following this path, the Budhi(the
understanding) that has the nature of producing
conviction, is directed towards the single objective. In
those with cut any spiritual conviction, the
understanding gets scaftered and pursues countless
ends)

The marke&ter should think beyond and have a complete
knowledae of vision, mission and purpose of its
existence. A marketer who has a spirifual world view,
a firm faith in divine intelligence based on the instruction
of the scripture and the guru, bas got a fixed goal that
doesn't vary. He is ike a man who has a correct idea
of the destination and has selected the correct road to
it. He is therefore at peace, knowing tha! he is on the
right road. A worldly minded man, on the other hand,
may not often have a fixed world view. He cares only
for gains, enjoyments and pursuit of ambitions. 3o with
out any conviction about the nature of the universe
and his own destiny in i, he pursues these diverse
satisfactions, the objects of which change from time
o time.

3. Action speaks louder than words; |
insinuation of Karma Yoga

Tasmad asaktah satatam karyam karma samacara

Asakto hy acaran karma param apnoti purusah

{Therefore periorm action always with out altachment.
For, by working with out attachment a man attains the
supreme)

Alienlightened men too should work with. Look atsvara
himself. He has no wants, but he is ever engaged in
works for the shake of the Jivas in Samsara. So an
enlightened man, though he might have risen above all
considerations of salf interest, should work unattached
and with out any return in view, but at the same time
evincing just the same zeal and energy with which a
man desirous of selfish returns works. Otherwise he
will be creating conflict of ideas and ideals among
common peaple. Thus while the leaders in the
marketing organization attain perfection through their
unselfish actions , they should set themselves as
example for their frontline for constant perseveration
-Na hi kascit ksanam api jatu tisthaty akarma Kkrt
Karyate hy avasah karma sarvah prakrtijair

gunaih

{No man canever
remain evenfora
moment with out

Vedantic marketing aims at
empowerment of its customers,
performing action.
The impulses of | Severat cos have started working
naturedeprive him | in this  direction.
of freedom in this § petroleum companies as HPCL

with an unbiased knowledge.

indian

respect and § train its rural customers about
compelhimtoact) § safe usage of LPG through
Thus the | interesting programs as Dance-
marketing drama, magic shows or film shows.
. l ’
personnel is General  Motor’s  decent
marketing is a commitment 1o
encouraged to be ) )
- helping consumers find products
positive and

best suited to them whether or

v
A8QTESSIVE R Lot GM has such a product.

instead of relying
on the

wWIrong
steps of the competitor With the conviction to benefit
the saciety / mankind , the marketing force in such
organizations can hardly relax bui strive forits actions
invalue delivery . An enlightened marketer should not
cause confusion in the minds of ignorant customers.
Himself working with equanimity, he should make them
interested in all activities.

it sees to secure a singte pointed ness of mind through
detachment in work. If you can work with out an eye
on the fruits, your mind will get more and more
ingathered and concentrated gradually. But lack of
interest in selfish relurns shouid never make you
lethargic or slipshod in work. Karma yoga consists in
maximum efficiency combined with detachment. The
man who dischargas his duly in above manner acquires
neither merit nor demerit, but evolves spiritually.
Vedantic Marketing doesn't believe in Sales officer's
incentives, commissions as it depends on the
marketer's motivation arising cut of his sense of
devotion for the noble purpose.

4. Zeroing on the Zero {Karma Sanyasa Yoga)

Attainment of detachment of action is the very essience
of spiritual life and once this is acquired, it is immaterial
whether one abandons actions externally or continues
to perform well. For one who 5 truly detached
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becomes, through that detachment, fit to be united
with the seif of all- the supreme being who is the goal
of ali spiritual striving. He is no longer affected by
action. The sheli of self centeredness is broken in
him, giving way to a feeling of identity of interest and
expetience with all. The present phrase also means
the same. Asense of intense Kinship and sharing with
ali. This is contrary to the intense rivalry among the
sales force in our traditional sales organization. The
sales force who practice the above concept in a
Vedantic marketing organization , wouid love to share
his rich experiences , sirategies, plans, feedbacks in
his area with all other territory members to peruse
the same oneness of purpose i.e. “Service to the
customers through service to the society or mankingd”

5. Notion of “Swoham” in Dhyana Yoga

Spiritual views articulate that Yoga is difficult of
attainment by means of uncontrofled mind. But for
those who have their minds under contro, itis possible
of attainment if they strive with proper minds. The
marketing department should adapt the forces of
meditation for achieving its goals. Since the forces of
distraction are too many for the marketing dept who
cperate at an external interface of the company
inhibited solely by competitors and seifish
stakeholders, practicing Dhyana Yoga is essential for
reinfercing the “purpose"'in the minds of the frontline
marketing staff.

6) Know thyself - knowledge and Realization; The
Gyan Vigyan yoga

The marketers should aspire and strive to know the
difference between goed and bad through the knowledge
they acquired and they will succeed ultimately after
failing many times. As per the Yogis striving diligently,
he is cleansed of all his sins and gains spiritual
perection after passing through several embodiments,
Finally he reaches the highest state. The marketing
organization should conlinually strive to refine its
activity towards total customer satisfaction throug’

maintaining six sigma.

8. Renunciation of action in Knowledge; Gyana
Karma Sanvasa Yoga

Tyakiva karma-phalasangam nitya-tpto nirasrayan.
Karmany athipravtio pi nai va kicit karoti sah.

(With out attachment to the fruits of action, ever
satisfied and free from calculations, he is verily doing
nothing, even though engaged in actions.)

The marketer should always keep in the mind the vision
and mission of the organization and that should be
reflected in every action.

Yadrccha-labha-samiusto dvandv atito vimatsarah
Samazh siddhav asiddhau ca krtva pi na nibadhyate

(Satisfied with whatever comes with out calcutations,
rising above the contrasting conditions of life and alike
in success and in failure, 2 man though working, incurs
no sin.)

The above is canalization of the markeling effor} in
Vedantic-marketing. The sales force does not aim at
the mundane number of custormner contacts, prospective
sales calls or establishment of new channels for its
market penetration. it aims at discovering the
customer bases who would benefit from its proguct ,
the modifications suggested by its existing customers
. the requirements of its potential customers within
the gambit of absolute benefit o the mankind. Thus
the activities of market research and coherent
interaction between the marketing dept and R&D dept
are considered crucial under Vedantic marketing.

Ten Commandments in Vedantic marketing

1. Strategic Marketing Processes: SMP in a
Vedantic marketing organization is based onthe
following pillars which are reinforced with the core
concepts of Vedanta as below -

2. Organizations invest heavily in building a strong
marketing dept .Marketing deptis the face of any
organization .The entire company’s strengths/
weaknesses |, the glamour or the ugliness is
perceived by the extemat world viewing the activities
of the marketing dept . Though various attributes
are being attached tothe marketing i.e. “Aggressive’,
"Friendly”, "fexile”, "creative”, a "Vedantic” aliribute
is the strangest of such altributes.

3. Vedantic marketing is nothing hut imbibing

profound values or a strong value system in any




h 4

Designing marketing
. Ustrategles Dl Tl

company's marketing effort. As per Vedanta,
Soul is ever alive and all other cosmetic
creations as body, attire etc perishes. So also
the marketing mission |, the marketing culture
is the soul and should be towards providing
vaiue 1o the manking | society and the
customers in the same order of priority . This
soul can change forms and places , but should
co-exist uniformly in ali its products / services
globally . When the company’s format is benefit
to the world at targe: the extension of the
product to any global market is much simpler.
Example: Daburis focusing on marketing of food
products based on nulriticnal values rather on
taste and is succeeding in cther countries
because of its auyrvedic format.

Veda preaches about a strong value systef'ﬁ
as the pillars for soul searching. Truth, honesty
and commitment are the ultimate in establishing

. Bhakti Yoga-Comprniat - |

 Hhrougy e

a permanent, indelible link with the customer.

As per Vedantic treafise, any human behaviour
is a resuitant of the interaction between the five
sensory organs & five action organs of the two
parties and the environment. Since, one can do
very litle about other party's organs or the
ervironment, controlling your own sensory of
action organs holds the key for ensuring a favorable
behaviour. A customer's buying habit is a
predictable pattern of its behaviour which is
the interaction between the organs of the
company, customer and the environment.
Control your {marketing organizations) argans
to evince a favorable buying habit for your
products and services in a given environment,

Fruits of "Satsang” - A person’s image is
impacted positively when he conducts himsetf
being in the company of "Sanths or Sadhus” .
Michel porter has also established the
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“Diamond” (bonding of several forces as raw
material, skill, favorable government policy,
culture etc) as the reason for the success of a
particular industry in a particular country i.e..
heavy industries in Germany, Leather industries
in ltaly, Electronics in Japan. Thus a compeliing

strategy for the marketing organization is to look

for the satang or right cluster i.e.- network with
ethical companies for an ethical purpose with
an ethical force, sc as to enjoy the fruits of
“Satsang”. It needs very little investment for
brand building when you are viewed with the
Satsang.

7. Vedanta preaches about imited commitments in
life. Satvik food, good tholght and service to
mankind is all that is needed to bring fuifiliment.
Vedaniic marketing should aim for limited
commitments with maximum efficiency i.e.
focused action, forceful or powerful agenda.

8. Beaway from“sadaripus”in your marketing dept
for a Vedantic status. The marketing organization
should be devoid of the six eviis namely, Kama
{desire), Krodha (anger), Moha (attachment), Lova
{Greed), Mada (addiction), Macharjeya (luxury).

9. In the Vedantic marketing dept, the marketing
personne!l are more than motivated, they are
inspired inwardly, thrilled with the mission of the
Crganization, ethicat practices in marketing the
product etc.

10. Thework culture insucha markéting organization
follows Daiviworl caiture ltinvolves fearlessness,
purity, self-control & sacrifice, straight
forwardness, self denial, calmness, absence from
fault-finding, absence of greed, gentleness,
modesty, absence of envy and pride .

Concluding Remarks

Human fraternily in their pursuit of efficiency and

optimisation have discovered ultimately that

satisfaction through service to self( body and mind},
service to society and service to the mankind as the

piggest achievement . This doclrine only motivates top
companies and tycoons as Bill Gates, Narayan Murthy
to be genuinely investing billions of doliars for soctal
cause. Marketing the goods and services most
effectively for the benefit of the society and mankind is
the ultimate that any marketing effort can aspire. For
god's sake, please do not mistake this as Charity.
Vedantic marketing ensures a profitable sustenance
through huge volumes of business from a large

defighted, ioyal customer base. Large volumes inturn

ensure optimization of production, the “"HR" costs for
such an inspired marketing department is &lso
minimai and the service-oriented image of the
company need very little investment in brand building
. And for God's sake |, please do not fall into the irap
of superficial Vedantic marketing where many
companies camouflage their intentions of
economizing (aveiding) customer service under those
efficient (indifferent) 24 X 7 call centers who have no
answer to customer's solution apart from just
registering the complaint and wishing you a good day!
The undeclared hidden costs in the life long schemes
declared by the cell phone companies are only one of
the innumerable recent happenings that wear the mask
of a friendly product. Thereis an odd bank branchwhich
atiracts a large customer base cpening as a "Sunday
branch” but within six months notifies discontinuation
of the Sunday service. Vedantic marketing would loathe
this "Hypocrisy in customer service™. After all Honesty
helps and absolute honesty Enthralls!

References

Shrimad Vagavad Gita - English Transialion by Swami
Tapasyananda.

Philip Kotier, Marketing management.

Shri Parihasarathy, Vedanlic treatise.




Guruku! Business Review (GBR)
Yol. 3 (Spring 2007), pp. 8-10
1SSN : 0973-1466

JOB SATISFACTION AND PRODUCTIVITY AMONG FACULTY OF
COMMERCE AND MANAGEMENT SCIENCES IN PUNJAB

HARPREET SINGH"
HARJEET KAUR"

Table of Cantents

Abstract
Introduction
Resulls
Conclusion
References

*» 8 & B

Abstract

This paper examines how employees working in the seli-
financed colleges are having a difffcult lime because these
organizations are facing a severe resource crunch
because of inadequale admissions and/or they do ot
receive the necessary encouragement from the
goverunent. Through a literafure review, it analyzes how
for the employees working in such instilutions, lack of job
salisfaction can happen due to many faclors like
personne! problems, lack of professionalism and
ambiguities in their job roles.

introduction

The future college work environment will pose some
significant challenges for employers and employees
as well to the students. Job satisfaction, motivation,
productivity, and retention are important in any
profession. The teachers believe it is uncommaon for
the profession to experience these problems because
of the current level of productivity in Punjab. Many
teachers feel biessed to have chosen a profession that
gives them personal and professional satisfaction
everyday, and not in the monetary sense. Motivation
and productivity is an economic aspect in the teaching
profession. The increasing numbers of mainstream
teachers, perhaps due to choice of teaching profession
rot by choice always, rather for not being able to geta
job in the industry, have also lessened the satisfaction
and productivity of cemmerce and management
teachers working especially in self-financed institutes

because as the demand of mainstream teachers
increase in relatively high grade institutes, those
working in the colieges with less package also can
aspire te get a better job in some good institutions.
Today. jobs for ambitious and spiritually aware
individuals do not only mean receiving a satisfying
paycheck. [tlooks athow job satisfaction is determined
by various other factors and why togay all the
community colieges worldwide face the chalienge of
motivating their administrative staff, boosting their
morale and maintaining high levels of job satisfaction
among their administrative staff including managerial
and executive members. It shows how the constant
lack of interest in the job results in an alarming
decrease in the degree of job satisfaction and ineffective
teadership which directly affects the production fevel.
It analyzes some ways of increasing job satisfaction
of facuity and the role of the Head of the institution.
There are two categories under which the research
can be underaken to measure the job satisfaction
amoeng the teachers:

1. Effects of personalily variables and personal
characteristics on job satisfaction.

2. Working conditions and specific work activities are
causes of teacher burnout and job dissatisfaction.

In this paper, the emphasis on second category has
been taken, Overall job satisfaction has been measured
through answers to such questions as "How do you
view your job? Delighted? Pleased? Satisfied? Equally
satisfied and dissatisfied? Dissatisfied? Unhappy?
Terrible?” The studies of facuity satisfaction with
specific instructional and non-instructional job
responsibitities and working cenditions have shown
some consistent and widespread patterns of both
satisfaction and dissatisfaction.

Results
The resulls were derived in percentage terms from the

*Protesser, Lovely Insbtute of Management
“Protesson, Amargeep Shorg:il Memenal coliege. kukandpur
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primary data collected through a structured
questionnaire as well as unstructured interviews. The
various responses have been tabulaled below followed
by interpretations.

e T Tl Ten
praadicd b i isatafind
H 23 i 13 i 17 13 12 In
Table # 1

It is clear from the table that less than half the faculty
is towards more satisfaction side. It is significant to
note that about one sixth of the faculty do not wished
to reply. It may be because of fear of self-image or

loss of iob.

Can't teply «

e o8 areworhiegin (Onerstlyyta)
‘ Wt i Mot wstadied | Canine
tatall 1

........................................................

FS T NSO S | Al i [ i

This question was asked in reference to their overall
satisfaction in their institute to analyse their chances
of switching over to some better institute, if given a
chance, but within Punjab. 1t is evident that around
38% teachers are not satlisfied at the place of their
working presently and hence want o switch over.

Asuilabitivy (1 Rracurers (Phasical Inf e
i g [ Mewtial %)
. satislied all
23 3] i i i

Table#3
As only one fifth of the facuity is responging ack of
satisfaction over availability of resources i.e. physical
infrastructure, it indicates that the self-financed colleges
of Punjab has devefoped overall very good physical
infrastructure. Therefore, the dissatisfaction among the
teachers as shown in the Table: 2 is not because of
facilities in terms of infrastructure but due to salary

andwork culture.

rpanisarional Eaviwenmrar i

] H 2
Table#4
This was a reference to the employer-employee
relationship, peer culfure and leacher-taught relations,
About one third of the teachers feel that their instituies
are not having conducive work culture, good enough

_:. i

for academic envirenment. When explored further, the
respondents were of the view that major reason of poor
environmantis improper admission procedure. Anyune
meeting the minimum ¢ligibility conditions as

stipulated by the government. The students are
selected on the basis of meril as demanded by the
courses they are teaching. Ancther prominent reasen,
in their view was lack of recognition of their efforts by
their employers.

Wortined 041 e s

Very Sinehed | Neawsl
satindred

14 O

1
I

g
|

12

Table#b
This was a question in reference to their teaching
workioad as well as other non-teaching assignments
given to them by their college officials. Lass than half
the faculty members of self-financed management
institutes are satisfied. Majority of the teachers feels
that they are given weekly teaching load more than as
approved by affiliating university or is as per norms.
Moreover, the non-teaching assignments are
consuming more of their time so they are not left with
any time for self-advancement.

Tar monclary gromin g

Loy

wanalied
i

Table#s
The teachers were not satisfied with respect to career
opportunities in monetory terms. They felt thatteaching
does not fetch more inceme than their counterparts in
the ingustry get. ILis significant to note that about one
fifth of the respondents are not sure at all about the
monetary growth in their present institutes. Moreover,
some colleges are not offering the salary to their
teachers as per the government approved pay grades
which is adding fo their job dissatisfaction.

Bavic Level O Per I'urr{::n;rﬂ(""('
Very | Satandied
el

Table#7
Only one fourth of the facully feeis that the students of
their institute are of satisfying quality with respect (o
their intelligence quotient, educational background,
sincerity towards society and response to the tasks
given to them. The job dissatisfaction is largely because
of intake of poor guality students.

abus it}

[T
Lratfird

1A

HEFHEY SR

Table#3
Majority of the teacher find the syllabus of the affiliating
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university updated, up to the mark and leaves sufficient
scope of learning for the students.

Conclusion

It can be concluded that the builders of the nation, as
the teachers are called, are not overall satisfied with
respect to the salary and other parameters of the job
satisfaction. This is primarily in those areas where {he
regulations of the government or the affiliating university
are not followed in spirit. Moreover, the employers need
10 be more concernad about the welfare schemes of
their employees. Some of the most innovative steps

taken to solve the issue of job dissatisfaction of
teachers may be to provide people with short term
training packages alongwith their financial and non-
financial incentives which would ease some of the
pressures on the existing teachers. Legislations may
also be passed to safeguard the interests of the facuity.
in spite of all these reasons of dissatisfaction, which
were believed to lower their performance than their
potential, Punjab continues to witness an upsurge in
the growth of management professionals both
quantitatively as well as gualitatively.
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Abstract

Corporale restructuring is increasingly becoming a
common phenomenon around the word. In recent years,
unprecedented number of companies across the world
has reslruclured their assels, operalions, labililies, and
other obligalions in response fo either new competitive
chatlenges in their markets, or major shifs in their business
environmen!. The impact of corporale restructuring goes
beyond the managers and the sharehclders of the
companies, particularly when one consider the web of
relationship between restructured companies and their
corporate customers, suppliers, and competilors. In this
fo unfold TATA
group, the oldest and the fargest business group of India.
The group has been made significant mark in the last 60
years and has been a lesson for many business groups

case an effort has beon made by us

not only in India but also throughout the world. This group
banks on ils capability of coping up with the changes in
the business field and has undergone considerable
changes in the area of organizational, financial and
business restructuring.

Introduction

In recent years, unprecedented number of companies
across the world has restructured their assets,

applies tremendous pressure on companies worldwide,
to increase their competitiveness and maximize their
market value.

In an economic context, the word structure’ implies a
specific, stable relationship among the key elements
of a particular function or process. This siructure
defines the constraints, under which institutions
function in their day-to-day operations, and their pursuit
for better economic performance. The word restructure
means the purposeful process of changing the structure
of an insfitution, in pursuit of a long-run stralegy.
Restructuring of a company is a set of discrete decisive
measures taken, in order to increase the
competitiveness of the enterprise, and thereby enhance
its value, _

The impact of corporate restructuring goes beyond the
managers and the sharehclders of the companies,
particutarly when one consider the web of relationship
between restructured companies and their corporate
customers, suppliers, and competitors. Through its
impacton firms’ market value, restructuring would have
impact on millions of investors, lenders and
shareholders who provide capital to these firms. In
today's business world, managers are expected to be
alert encugh to identify any critical situation facing the
company and respond with a restructuring plan.
Understanding and adopting best practices in corporate
restructuring is a key to achieving competitive
advantage, and for creating value to the shareholders,
Regarding the above mentioned factors we had {ried
to highlight that how TATA's largest industrial group of

* mAssistant Professor, Punjab Cotlege of Technea! Education, Lughiana
““Prefessor, DCS, Pungb Unworsdty, Chancigarh.
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India has adopted the path of restructuring and there
by gaining competitive advantage in the highly
Cluttered market. .

TATAGROUP

1n 1891, Mr, Ratan Tata took over as head of the Tata
group in the backdrop of an economy that was still
euphoric from unlocking of the shackles of the industrial
licensing era. Yet, realization soon dawned on corporate
india that more freedom also meant more competition
and they would need to restructure themselves and be
more focuse'd to survive in the new age. For Mr. Tata,
the problem was more acute than that faced by other
group heads. The Tata group was a loose collection of
comparnies enjoying greater avionomy from the group
CEQ than probably any other group in the country. He
had his task cut out for him. He had to focus on
changing the group cuiture as well as restructure the
product portfalio of the group. The proverbial chicken
and egg problemwas where to begin first. He chose to
focus on group culture first. This meanwhile gave the
companies time to carry on an internal restructuring
exercise before the group could decide whether they
were adding value in the new economic circumstances
or not.

Restructuring Initiatives - Sucecesses & Challenges

As the initial euphoria of opening up of the economy
since 1891 subsided, corporate india was hit by the
negative effects of facing up to global competition.
Global deflation and reduced margins were soon to be
the reality for corporate india. As we have stated in our
earlier strategy reports, corporate India was left with
oniy onz option — restructure and cut costs or perish.
History is full of examples of industrial groups that
thrived in the (ndustrial Raj but failed to adjust to the
competitive era of a liberalized economy. On the other
hand, there were groups that restructured themselves
and survived and have prospered in the greater freedom
that they enjoy now. We have icoked at the Tata group
as prohably the best example of a group thathas gone
through substantial restructuring over the past few
years and has survived the slowdown in economy and
the lower margins. itis now timmer and ready to venture
into new areas. We believe the restrucluring of the

Tata group had four elements:

1. Changing the group ethos: Restructuring of the
Tala groupis more interesting because the issues were
not only of adjusting to a different economic environment
but also of trying to make the group mare cohesive.
2. Restructuring of companies intemally: This included
cutting costs and improving efficiencies to make the
companies viable in the new economic environment.
3. Restructuring of the product portfolic of the group
by identifying seven Core business areas and selling
off husinasses that did not fit within these seven areas.
4 Impetus to strategic cooperations in the form of
Mergers takeovers, joint ventures and alliances.

Changing The Group Ethos

We believe this is always more difficult than selling
product portfolios. The process involved replacing
existing managements in many companies with younger
ang more dynamic management. It also brought about
a more common set of values across companies so
that companies within the group thought and acted
like one. There have been four distinct changesinthe
Tata group culture over the past few years;

1. Greater say in management of companies: The
Tata group operated as a confederation of loose entities
where the professional management of each of the Tata
companies in operation had total controt on the
companies and ran it at their freedom. However, they
stili fell back on the Tata name when it suited their
purpose like raising funds or asking the centrat Tata
management for a bail-out. There is now greater controt
on strategic decisions taken by the companies within
the Tata group including appeintment of CEQs. However,
management avtonomy enjoyed by professionals in
the Tata group in day-to-day functioning of the
companies is still much higher than that in most other
groups in India.

2. Raising ownership limits: The Tatas managed
most of the companies with very small stakes. One of
the anecdotes a decade ago used {10 be the fact that
the Birlas had a higher stake in Tisco than the Tatas.
While the brand name of the Tatas ensured that there
would be very little threat toloss of management control,
the Tatas decided (o increase stake in most major
companies. They now have a stake of at least 26% in
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alt major companies making it morally and legally
gasier to manage them,

3. Creating common brand equity: The Tata name
has historically been associated with & reputation for
honesty and integrity. However, there was no formal
- setof values running across the various companies in
he group. There is now a common code of operation
in the group that is followed by al! the companies and
reflects what the Tata brand name should stand for,
This is both at the company leve! (adopted by the Board
of every company) as well as at the individual level
(agreed upon by every employee in the Tata group).
We believe inculcation of a common set of values that
alt companies follow has been the most difficult task
in the restructuring process.

4. Creating common standards: This invelved having
a common quality standard, which sach company
would adopt, so that the consumer nad the assurance
of getting a centain minimum from any Tata product.

Internal Restructuring

Formost investors this is the more visible and exciting
pan of restructuring of 2 company or a group. However,
we must remind investors that given the protected
nature of the economy, it was more important to create
the psychological framework sothat there was minimal
resistance to the changes thatwere being implemented
at the company levels. During the last two years, the
Tata group, Board of Directors and the Management
of the Company have been folally focussed on
rebuilding financial health of the company The major
elements of these efforts have been -

1. Bringing in adequate funds to enable the Company
to pay ali its creditors without default and to restore
the Company's capital adequacy ta meet the statutory
noms;

2. Restructuring the Company's operations to focus
on its core competence of financing of vehicles; and
3. Laying the foundation for future growth.

Bringing in funds

The Balance Sheet of the Company as on 30th June
2001, revealed total borrowings o the tune of Rs 2600
crores. This included short-term borrawings of nearly
Rs.1300 ¢rotes, inclusive of fixed deposits of Rs 735

crores. Much of this borrowing went e finence the stock
Market activities of its subsidiaries. The Company was
therefore {aced with an immediate Hquidity crisis to
repay its short-term lenders who putied out their money
on maturity. The Company could not renew fixed
deposits in view of inadequate capital adequacy. The
group brought in Rs.300 crores as inter corporate loans
and gave support for nearly Rs.400 crores of additional
funds to enable the Company to pay each and every
creditor without default,

Restoring the Capital Adeguacy to mect the norms
of the Reserve Bank of India

The Prudential norms of the regulatory authority
stipulates that an NBFC should have a Capital
Adequacy Ratio of atieast 12%. To enable this, Tata
Sons Limited and Tata Industiries Limited have
converted the inter corporate loans of Rs.30C crores
given by them, mentioned above, into an interest-free
advance towards equity. At this annual general meeting
we are requesting shareholders to approve a
Preferential Offer of equity shares to Tata Sons and
Tata Industries to convert this advance. The price of
Rs.26.43 per share has been worked out as stipulated
in the guidelines of SEBI for Preferential Offers. Since
this amount has been brought in only to save the
Company, both from aliquidity angle and from a capital
adequacy angle, the Company has applied to SEBI to
exempt the two Companies from the Cpen Offer
requirements prescrbed under the SEBI regulations.
To further help to ensure capilal adequacy, we have
also taken several steps, as detailed below, to shrink
the size of the Balancs Shee! As a result, the capital
adequacy as on 31st March, 2003 stood at 16.5%, if
we include the advance owards the equity broughtin
by the Tata Group.

Restructuring Programme: Core competence of (he
company was to provide the finances for the purchase
of vehicles. There has been substantial progress in
the restructuring of the company's oparations during
the last one-year. As on date, company have sold
majerity sharehelding in his subsidiary Tata Finance
Amex Limited and will shortly be seiling the
shareholding in Tata Home finance Limited. Company
had also sold credit card operations, disposed off
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substantial real estate and investments and assigned
alarge corporate lease to a financial institution. Except
for the Windmilis, which we are not in a position to sell
because of certain regulatory constrainis, they are now
{otaily focused on asset financing. In order to reduce
the substantial level of borrowings, which, as | aliuded
to earlier, stood at Rs.2600 crores two years back, we
have done securitization of our Hire Purchase portfolio
{0 the extent of nearly Rs.300 crores in 2002-2003.
As a result of all the sales and the securitization, the
total size of the batance sheet has shrunk from Rs 2750
crores as on 30th June, 2001 to just below Rs.2000
crores as on 31st March, 2003, With this shrinkage,
the infusion of capital from the group, as well as a
Redeemable Preference Shares Issue, the company's
porrowings have reduced substantially in the last two
years by Rs.1000 crores to Rs.1600 crores. This
reduction in leverage in the balance Sheet will
contribute significantly 1o stability and reduce interest
costs. A major thrust area for cost reduction is the
cost of borrowings. The average interest rate paid by
the company in 2002-03 was 12.5%. The poor shape
of the company's balance sheet did not enable it to
obtain low cost borrowings. To some extent this was
alleviated by Tata sons guaranteeing a part of the
company's borrowings. On the other hand. the
company was caught in a vice since there was a
significant reduction in the interest rates charged in
the marketplace by its compelitors, which the company
found hard to match. With the substantial improvement
in its balance sheet, as well as the results of the first
quarter, the company is striving to reduce its effective
cost of borrowing and is targeting a rate of 9% by the
end of the year. Securitization of contracts has also
enabled us to bring down borrowing costs. This will
enable us to lend at rates closer to the market rates,
which, in turn, will enable us to both increase the
volumes as well as improve the quality of our portfolio.
Significant cost cutting has been achigved in the iast
two years. Uneconomic branches have been shut down,
other branches have been moved from high costtolow
cost locations, manpower has been right-sized from
1016 in April 2001, to 640 as on date.

Laying the foundation for future growth
As shareholders are aware, the area of retail financing

is seeing a tremendous increase in competition,
specially from banks which have the advantage of lower
cost of funds. Aleading international consultancy firm,
which was commissioned to study both international
and indian trends, advised that the future structure of
the industry will mainly see two categories of ienders
succeeding viz. those banks which focus on retail
iending, and Finance Comganies with close links with
manufacturers who can offer value added servicesin
association with the manufacturers. Independent
NBFCs will find the going increasingly teugh. in this
context, your company has decided to work closely
with Tata Motors Limited.

The company made a profit after tax of Rs.1.21 crores
during the first quarter of the current year. It is asmall
beginning on the path of return to profitability and
reflects the success of the restructuring done so far. it
has been a tough two years but hopefully we now see
the light at the end of the tunnet.

Companies Given Time To Restructure

As mentioned earlier, the group decided to carry out
restructuring at the cultural level before considering
the product portfolio. This gave the campanies time to
restructure and agjust to the changing environment.
The restructuring in all companies had a common
theme — become globally competitive, gain the top 3
position in the market and work to ensure refurns on
capital employed higher than costs. One of the best
examples of restructuring is probably Tisco, which
found itself suddenly open to competition from global
players. in the late 1980s, the company sold off its
cement business as well as its stake in Tata Timken
in a move o streamline its non-steel presence. In its
steel business, the company undertook a major
restructuring program involving modernization of its
facifities, changing product mix to higher value products
and cost cutting. The company has now emerged
amongst the lowest cost producers of steel in the world.
Telco has similarly been an example of a company
that withstood the slowdown in its business due to
restructuring effoits. The restructunng effort was 3-fold
divestmeant of non-core holdings.cost cutting revamping
of product portfolio. The cost cutting imtiatives included
manpower reduction by nearly 30% and material cost
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savings by value engineering efforts and rationalization
of processes and supplier base. The revamp of product
portfolio through new offerings in the muiti axle vehicles
helped wean market share away from Ashok Leyland.
We have seen similar restructuring efforts in the other
Tata group companies. Indian Hotels has shifted
towards a lower capital employment strategy by
expanding through management contracts/joint
ventures. It has, of course, also reduced manpower
and restructured global operations in the USA and Sri
Lanka. In Tata Tea, the acquisition of Tetley provides a
glebal distribution reach to the company and enhances
its presence in the branded tea market. Tata Tea has
the world's largest integrated tea cperation. Tata Power
is expanding into a national energy company and has
atso firmed up plans to leverage its existing
infrastructure in the telecom space. TCS is Asia's
jarges! software services exporier and is looking at
growing both up the value chain as well as incrganically
{example: its acquisition of CMC).

Rationalizing The Product Portfolio

Ratan Tata is taking his Rs 40,000-crore (Rs 400 billion)
group into the fast leg of restructuring. He is giving the
finishing touches to a five-year-old resructuring plan
that will comgpletely alter the structure of the group. At
the heart of Tata's plan is a move to reduce the number
of group companies to around 30 from the 80-0dd now
through mergers, closures and sale. The group is trying
to reduce the number of companies from 80 in the
group, as itis difficult to manage so many companies.
Itisalso planned fo merge some companies and divest
stakes in those firms which are in non-core areas. The
pian alsc includes focusing on 8-12 group companies
in seven business sectors — materials, engineering,
energy, chemicals, consumer producis. services,
communication and information systems — which, in
turn, will have about two-three subsidiaries each.
Clearly, the main group companies by 2007 will be
Tata Steel, Tata Engineering (now Tata Motor), Tata
Power, Tata Chemicals, Tata Tea, Indian Hotels, Tata
Teleservices and Tate Corsultancy Services. The
holding pattern in companies like Voltas or Rallis v
be is not yet clear.

ATata greup spokesperson said, “The group is looking
at several ways to reduce the portfolio and the

structure.” Several investment subsidiaries will be
merged. Companias in similar lines of businesses will
be brought together. “We will consolidate our holdings
and reduce cross-holdings in the group,” he added.
Consequently, there will be changes in the holding
pattern as well. For instance, group firms in the
automobile business could be controlled by Tata
Engineering and those in energy by Tata Power. Tata
Sons, which has hiked its stakes to 26-30 per cent in
alt the main group companies, would continue to shore
up its heldings to more comfortable levels.

Focus on Core Business

The Tata group has been amongst the most ruthless
interms of exiting from non-¢core busingsses. This has
included sale of some businesses as well as selling
out its stake to its MNC joint veniure pantners. We list
below some of the prominent examples of businesses
sold:

« Toiletries (Tomeo) and cosmetics {Lakme) to
Hindustan Lever

+ Cement -ACC to Gujarat Ambuja and Tisco to Lefarge
* Oil {Hitech Orillling) to Aban Lioyd

» Pharmaceuticals {Merind) to Wockhardt

* Paints (Goodiass Nerolac) to Kansai

+ White Goeds to Electrolux & UPS (Tata Liebert) to
Emerson

= Stakes in bearings (Tata Timken) to Timken, IT {Tata
1BM) to 1IBM and telecom hardware to Lucent

Future Focus On Knowledge-based Businesses

Apart from focusing ¢n the identified seven core
business areas, the group is exploring prospects in
the foliowing ‘knowledge-based’ businesses:

* Information Technolegy — This will not only include
computer services but also design and applicatior
areas,

» Telecom ~ Here the group is interested only in being
a service provider and sees no role in telecom hardware.
+ Convergence — in the ITitelecom convergence, the
group will focus on connectivity.

- Biotechnology — Here they would alsc like to erplore
convergence between conventionatl and non-
convenlional medicines.

Within the seven core arcas, the company will be
exploring new and profitable offshoots e ¢. in metals
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they witl ook at opportunities in advanced metals and
composites. The following is an encapsulated recap
of the strides that the Tata Group and its major
companies tcok in the year 2004,

Products and services

Tata Group companies continued to respond to the
needs of its customers and clients with agility while
launching a variety of new products and services
Tata Motors had a bunch of significant launches this
year. ltintroduced the New Indica V2, the Indigo Advent,
the Indigo Marina and the Sumo Victa. ltalso launched
the Indica and Indigo in South Africa.

Tata Asset Managament jaunched its Tata Equity P/
Fund, which identifies suitable investmen! opportunities
by analysing undervalued stocks on the basis of price-
{o-earnings ratio.

Indian Hotels launched Indione, its 'smart basics’
hotels in an innovative atiempt to redefine the hospitality
landscape with a new category that is comfortable yet
affordable.

Tata group opened India's first luxury homes complex,
Wellington Mews, in Mumbai.

The company faunched the Taj Exotica Resort and
Spa in Mauritius. This property is spread over 27 acres
on Wolmar Beach and laps the turguoise waters of
Tamarin Bay.

Titan touched a new milestone in creativity by launching
Flip. India's first dual-face watch, with dual funclionality
and styting.

VSNL announced the faunch of Tata Indicom's ‘global
calling card’, which allows Indians travelling abroad to
make calis 1o India of any other international destination
from any moblile, landline or pay phone.

Tata Chemicals launched Tata Kisan Sansar, a chain
of one-stop resource centres for farmers that offer end-
to-end agricultural solutions.

Tatz Teleservices became the first company in the
indian telecom market to launch Push-To-Talk™
services, which allow customers to call a group of
people at one time by simply pressing a button.

Tata AIG Life unveiled "operation quantum leap’, an
aggressive business growth stralegy for the next three
years. It has se! its sights on becoming a top player in
{he private insurance sector and on securing @ market
shara of 20 per cent by 2007.

New partnerships and Strategic Alliances '

The Tata group is targeting an overseas sales of 35
bilion this fiscal through a strategy that willencompass
a mix of acquisiticns, joint ventures and exports. The
group had recorded sales of $3 billion last year. Ail
major Tata Group companies would have to engage
with the issue of being a globai player. Some may
decide to go global, while others may decide to
concentrate on the domestic market, depending on
the industry in which they operate.

“Even those companies, which decide to concentrate
on the local market, will continue to access technology
and olher resources globatly. We are discussing within
our group which companies will go global, when they
will do so, in which geographies they will operate and
how will they go about it,” Mr. Rosling said, Executive
Director, Tata sons.

The four companies that are driving the group’s overseas
sales are Tata Consultancy Services, Tata Motors, Tata
Steel and Indian Hotels. Two major acquisitions by the
group in the recent past have been the anncuncement
by Tata Steel lo acquire the Singapcre-based NatSteel
Ltd and the acquisition of the commercial vehicles unit
of Daswoo Motors by Tata Motors.

Many Tata companies forged new alliances and grew
through acguisitions: These are some of the noteworthy
development the Tata Group is planning fo infuse
additional capital in the region of Rs 100 crore -Rs 200
crore into Raliis India as pant of a financial restructuring
package for the loss-making agrochemical company.
The capital infusion will be done in the debt-equily ratio
of 1:1, enabling the company to shore up the equity
capital base of Rs 12 crore, according 1o sources
familiar with the matter. The Tata Group, which holds
48% in Rallis, may employ a three-pronged turnaround
strateqgy for the company. This include large-scale cost-
reduction measures, a sharp focus on the core
pesticide business and restoring the company’s cash
flow,

Tata Steel acquired NatSteel. the dominant steel
producer of Singapore, for Rs 1,313 crore. This was
part of the company's quest o increase its global
foatprint.

Tata Motors acquired South Korea's second fargest
heavy truck maker, the Daewoo Commercial Vehicle
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Company. The new entity then went on to faunch a
heavy duty truck mode!, Novus, in the South Korean
market. .

VSN acquired Tyco Globat Network, among the world's
most advanced and extensive submarine cable
systems, for $130 million. in March, purchased
Chennai-based Dishnet DSL's intemnei service provider
division for Rs 270 crore.

"We are looking at greenfield projects, acquisitions as
well as alliances to achieve the $5-billion international
sales figure this year, but we will be selective about
geographies. We expect overseas sales {0 increase
1o $10 billion in the next few years,” Mr Alan Rosling,
Execulive Director, Tata Sons. -

The four companies that are driving the group’s overseas
sales are Tata Consultancy Services, Tata Motors, Tata
Steel and indian Hotels. Two major acquisitions by the
group in the recent past have been the announcement
by Tata Steel to acquire the Singapore-based NatStee!
1.td and the acquisition of the commercial vehicles unit
of Daewoo Motors by Tata Motors.

Tata Consultancy Services has a clearly defined
agenda going forward. It is aiming to become a $3
billion company by March 2006. 1t is aggressively
scouting for global software companies of reasonable
size, while planning to merge all IT companies of the
Tata group.

TCS is believed to be in negotiations with large
companies in the aviation and telecom software space
in Europe. It is hoping o finalise the multi-million doliar
deals at the eariiest.

" TCSis focused on inorganic growth, particularly in the
European market Some of the globai giants in the
telecom and aviation space are iooking at divesting
their captive businesses to cut cost over a period of
three years. TCS is interested in such companies,
which will give us synergies and fong-term business.
Before a US listing, the group will have tore-examine
whether it needs to merge other group IT companies
like Tata Eixsi and Tata infotech and possibly merge
them with TCS.

On future oullock for the company, officials said the
company is poised to cross the $2 bilhon mark in the
current fiscal. in case, the group restructuring {rcad
merger) takes place in 2005, TCS will touch $3 bt

turnover in the fiscal ending March 2006, And. if it 180
manages tc acquire a European company of

reasonable size, the turnover will be much more. The
size of the company TCS is looking to acquire is $100-
500 million. This will give us a headstart in that

geography.
Step Towards Globalizations

The Tata group has drawn up a strategy to focus on
expanding its business globally during the current
calendar year. Mr Tata said the group's goals for the
year would be to achieve significant further turnover
growth, with substantiatimprovement in profits through
consistently providing high-quality products and
services, and a total commitment to better serve
customers, while at the same time maintain high ethical
standards and values.

On the road to globalisation and venturing into new
frontiers, Mr Tata said, "This year, we will also be
focusing on expanding our businesses internationally.
This will demand that our progucts and services are
globally competitive and that our enterprises operate
to international standards in terms of quality and
customer service.” While a majority of the Tala group
companies have established their presence overseas,
others have already kicked off plans for venturing into
new frontiers. Tata Steel, which is considered as one
of the lowest-cost steel producers in the world, is poised
to make the entire world a playing field. The company
plans to take the acquisition route to globhalisation in
the immaediate future. Similarly, Tata Motors has set a
new direction to the globalisation of the Indian auto
industry by entering into an agreement with Rover LK
besides foraying inio new markets like Sri Lanka and
Malaysia. This has given the company quick access
to the European market with a huge distribution
network. Now, the company pians to enter new markels
like China and CIS countries. Indian Hotels Company
Ltd (3HCL), which owns the Taj Group of Hotels, has
already chalked out a strategy to expand its operations
internationally, focussing mainly on premium properlies.
As a part of its overseas expansion plans, IHCL is
adding six new properties in different locations around
the world, thereby increasing the number to 18 by 2005,
The Tata group hit the high note in 2003 as Tata
Consultancy Services, Tata Steel, Tate Motors, Tata
Teleservices, Titan, Tata Tea, Tata TD Asset
Management and Trent, among others, delivered good
performances.




PAWAN TANEJA, GAUTAM BANSAL & R. K. GUPTA

Birds Eye View

We helieve the restructuring of businesses has made
the Tata group leaner and mere competitive. While
investors do tend to criticize the pace as being too
slow, we believe the willingness to sell businesses and
the divestment of businesses exceeds that of any other
group in india. Moreover, we believe the framework has
been {aid for a more accelerated restructuring of the
product portfolio. Ancther criticism of the group has
been the inability of some of the key busingsses of
the group to earn return on capitai employed (RoCE)
greater than the cost of capital, This is parly due to
the economy-related nature of these sectors. We
believe returns will increase as the economy improves.
However, some of these businesses may still notearn
adequate returns. The Tata group is therefore shifting
its focus from generic or product-driven businesses to
brand-driven businesses and services where returns

~ may be more sustainable,

Willingness to sell businesses. We believe the
grealest positive of the Tata group restructuring has
been the willingness of Mr. Tata to sell out of
businesses. While this is commonly accepted in
Western countries, in India, traditionally, asset
ownership was taken as a benchmark of power and
progress amongst corporates. Moreover, we believe
this is not the end of Tata group restructuring but just
the beginning. We are likely to see more businesses
being exited.

Greater aggression in the group: The group has
traditionally been a conservative group and has tended
to be slow in decision making. There are encugh signs,
however, that this has changed. Apart from some of
the restructuring initiatives highlighted above, the group
has been an active bidder in the government privatization
precess. It has bagged two companies — VSNL and
CMC amongst tough competition.

Pace of restructuring — slow but irreversible:
Investors have often raised concern on the pace of
restructuring. While in hindsight, we agree that the
pace could have been hasiened, the bigger challenge
was changing fhe mind-set of the people internally so
that they accept the restructuring process. We belisve
the framework has been laid for a more accelerated
restructuring of the product pertfolio. Second, it may
be pointed out that portfolic divestment in the Tata group

exceeds that of any other group in the country.

Shifting Group Focus To Knowledge-based
Sectors:

@ [nability of businesses to earn retums greater than
cost of capital.

® Another criticism has been the inability of some
af the key businesses of the group to earn return
on capital employed (RoCE) greater than the cost
of capital. Investors have argued that the group
woulld be better off by divesting these businesses.
We would, however, highlight two aspects to this:

. These businesses (steel, automobile etc.) are
highly leveraged to performance of the economy
and the downturn in the economy has adversely
hit returns. The returns will increase once the
econcmy tounces back.

. Second, given lack of an exit policy for industry,
it is not possible to shut down a targe business
even if it is unviable. The Tatas for their part are
making efforts to improve viability of all their
companies including adding new business areas
or adding higher value products in the same
business line. A good example is Tisco where
the company is looking at newer metals (titanium)
in an effort to increase returns.

Shift from generic-driven to brand-led businesses

The group has also been making a conscious shift
lowards brand-driven businesses and services. In FY91,
brand businesses accounted for around one-fifths of
sales. Now they account for over one-half of sales.
Moreover, the company has planned an aggressive
thrust into new economy businesses that will increase
this trend even further ahed.

Chart 1: Sales Breakdown of The Tata Group

Sources: Tata group
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In terms of profits simi ly, brand businesses and
sefrvices are playing a more significant role. While the
commadity businesses are more cyclical, profils in T
services have shown secular growth.

Restructuring In India - The Tata Group

Table: Business wise breakdown of profils

Scctor(Profits in Millions) | 1999-2000: 2003-2004
Material 4213 1 19061
Services 2212 1840
Engg 953 10733
Energy 4712 5389 ¢
Consumer products 2231 4244
Chemicals 1434 2478
Comm &Inf Systems 4121 13399

Source: Tata group
Need To Improve Human Resource Management

The greup has traditionally been resistant to change.
As a strategy they are now recruiting younger people
and providing greater mobility across functions. The
group has also been locking at drawing people from
outside — there have been recent high level hires from
reputed companies signaling a change in strategy.
However, there 15 still a need to improve salary levels

and provide a proper careef path for individuats.
Greater Focus On Minority Shareholders' Interests

One of the common investor concerns with the
conglomerate groups across the globe has been that
they take decisions based on the interest of the group
as 2 whole without considering the interest of the
mincrity shareholder in the individual operating
companies. Cross-holdings amengst group companies
to fund their expansion plan was common amongst all
groups in India too. The Tala group aiso has employed
cross-holding in the past. Some of these have been
profitable for the companies thatinvested in them. Going
forward, the group’s plans in secters such as telecom
will mean that there is a need for some companies to
contribute to these ventures, However, o protectthe
interests of Minority sharehotders:

@ The boards of each individual company will look
atthe investment as an independent decision and
its effect on the plans of their company.

® The Tata group would not ask the associate
companies to investin any bailout package of
any sister company e.g. following the Tata
Finance fiasco, funding was by Tata Sons and
group companies did not participate in the bailout.

® The group may consider offering shares to

shareholders of Tata companies directly in the
new ventures.
One positive step towards protecting shareholder
interests was the move of Tisco not to invest in
the telecom plans of the Tata group. However,
balancing minority shareholder inlerests against
group financing plans is fikely to remain a key
challenge going forward.
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Abstract

Modem manufacturing enterpriises mus! colfaborate with
a large number of suppliers lo design and produce their
products. Management of these supply chains is crucial.
This paper proposes a system framework for supply chain
managemen!, which will form the foundation for the
construction of an infegration testbed. This lestbed will
focus on production & operations management within
the supply chain. it will contain a simulation-based

" decision support system, process modeling library,
simulation engines, and a Web-based data-handiing
system. The library includes material-fiow models,
information models, business process moedels, and
decision supporf models. Each model is described using
an objecl-orienled modeling paradigm. This paper
describes a system concepl, system architecture, and
genenc busingss process models,

introduction

Meodern manufacturing enterprises are required to
continually review their strategies for competing in the
ever-changing, ever-expanding global economy. They
. must constantly restructure and simplify their business
and fabrication processes and procedures. This
restructuring frequently involves fundamental decisions
regarding those aclivities which really do need to take
place internally, and which can be betler done by, and

more importantly, in fuli collaboration with, business
pariners. In making these decisions, each enterprise
must develop a flexible management system {0 survive
in today's competitive market.

More and more, management is deciding in favor of
outsourcing both design and fabrication. In some cases.-
they do not have the capabilities; in others, it is simply
a matter of cost. Regardiess of the reason, the
management of multiple suppliers is becoming critical
to an enterprise’s success. There are two important
keys to achieving that success:

1. A thorough understanding of the business processes
and quality practices at these suppliers, and 2. the
synchronization material flow and information flow
across the chain.

It is also necessary to implement a distributed
operations management system {0 deal effectively with
both capacity and inventory problems among multiple
supplier enterprises. A system concept and an
implementation methodology must be well defined to
take into account practical business operaticns and
production decisions at different supplier sites. The
use of such an operations management system can
dramatically reduce the cost and increase the
performance of the supply chain.

This paper proposes an information system framework
to support such multiple supply chain management
operations. The propesed system uses business
process re-engineering techniques and information
modeling technologies. The system will be used to
construct an integraled testbed for production &
operations management in a supply chain enviranment.
This paper describes a system concept, a system
architecture, and a potential implementation
methodology. The architecture contains a number of
models linked together to form an integrated system.
To implement that system, a distributed simulation

" D MK Pardey, GW - Operations, SAP-India Labs.
mHlecturen FRS Guruku! Kangd Umversity, Handwar,
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strategy is proposed.

Supply Chain Management and Business Process
Re Engineering

According to Davig 1), a well-managed Supply Chain
is one way 1o implement Quick Response
Manufacturing {QRM). QRMis 2 system concept that
I8 similar to a famouys Just-in-Tima {JIT) concept {2).
While implementation of JIT is based mainly on
improvements in manuai operations, QRM is based
enwell-designed information systems that can support
rapid information processing [3). QRM, i impiemented
Properly, can provide the shortest lead-time for each
major business Process in supply chain. Those
processes are, in macro scale, design, process
planning, materia! Preparation, Procurement,
production, and delivery.

implementation of QRM requires not only faster
execution of these individual processes, but aiso
concurrent execution of all of them. In the supply chain
environment, this concurrent executior of business
processes should be done across the entire chain.
Success will depend on the abiilty of the suppliers to
be integrated with €ach other, and with the prime
contractor - the top tier in the chain. The emphasis on
system integration must span ali of the business
processes listed ahove. To date, most supply chain
integration research has focused on design, material
preparation, procurement and delivery. Design
integration is being achieved through the use of
emerging product data standards and concurrent
engineering tools. Logistics, using Business Process
Re-engineen‘ng tools, is aimed atthe other three. While
Quantitative data is notwidely available, manufacturers
expect to achieve both cost angd time reductions by
using these toois ang technigues.

The synchronization of operations invalved in process
planning and production across muitiple firms is much
more difficult than it is within a singte firm. The principle
reason for this is the information sharing required to
perform these operations. Some examples inciude:
design and assemdly requirements must be shared
with ajl suppliers so that process plans can he
developed for individual campsnents: the Master
Production Schedule must be shared with all supplicrs
80 they can complete the fabrication, testing ang

delivery of alj components: suppliers must share
information with the brime contractor related to the
fabrication of components so that schedules can be
monitored and medified if necessary; and, the prime
contractor must share final product production and
delivery information so that retailers make their
distribution schedules,

Timely informaticn sharing among all of the members
of the supply chain can reduce waste and efficiency at
both member sites and across the entire chain. Three
issues must be resoived before thig timely information
sharing can be accomplished. First, formal models
must be developed which Specify the content of the
shared information. Second, frequency patterns must
be established which indicate how often different typas
of information are exchanged. Thirg, exchanga
mechanisms must be developed to insura accurale
and timely information transfer, Developing and testing
these modeis and exchange mechanisms will be
difficult because of the Very nature of a supply chain, It
is an entity that is comprised of several perhaps
loosely connected, companies. Each of these
coempanies has it own unigue manufacturing
capabilities, processes, resources, and information,
Far this reason, the National Institute of Standards and
Technology {NIST) is building a virtua! supply chain
testbed. The initig) focus will be Preduction and
Operations Management (POM} within the supply
chain. In particular, we wiil cancentrate on materia!
and information flows required to support production
and operations management decisions. Awide variety
of modeis will be developed and analyzed in the
testbed. Theyinclude business process madels, formal
information models, and simulation medeis. Business
process models cover cross-functional poiicies and
procedures that impact the materia and information
flows. Format information models describe the entities
that provide cemplete and detailed definitions for each
of these flows. They also identify all of the relationships
that exist among these entilies. The basic building
blocks for the virtual supply chain will be a coilection
i simuletion madels.

There will be modals to simuwlate the execution of POM
business processes their related flows. There will also
be two types of models at both the prime and the
suppliers: manufacturing process models and shop
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rmodels. Manufacturing process models must represent
the capabilities of the DIocesses at each supplier
accurately. They will be used to determine if a particular
supplier can meet {he quality and cost constraints.
Shop models will be used to determine if potential
suppliers can meel the schedule constraints,
Anumber of different commercial products will be gsea
to build these varnous modeis. 1ntegrating' them
together will require @ common understanding of the
inputs, ouiputs, and manufacturing objects. This
requires a systems architecture with well defined
functiona! modules and interfaces between them.

Virtual Supply Chain System Architecture

As discussed above, we propose a Virtual Supply
Chain Management Testbed. it will be a simulation-
pased testbed that will focus on the material and
information flows associated with production and
operations management decisions within the chain.
The major difficulty is thatthe flows required to make
these decisions and, subsequently, monitor their
impiementation change according to the suppliers’
husiness situations. Furthermore, since suppliers can
he distributed across the globe, communicating
information and ransporing material can be coslly and
time consuming. Therefore, the proposed architeClure
must support communication protocols to allow
worldwide information transfer. The main modules in
this architecture are:
Supply chain management reference model
Supply chain management data sefver
Production management decision support
Simulation kernet

Suppliers management knowledge database.

]

Supply chain integration reference model

The supply chain integration reference model has four
major components: business process models, material
fiowlogistics madels, information models, and decision
process models,

Business process models

Business process models are needed to understand
how operations are carried out both at individual
suppliers and in the supply chain itself. They are
pasically functional models that describe what

activities are performed, and refationships that exist
among those activities. while there may be differences
in how suppliers execute activilies, we believe that a
common set of operational activities does exist. {This
common set of activities forms the basis for a coherent
production and operations management plan for ine
supply chain). Each of these operational activities
contains a sequence of primitive activities. Aprimitive
activity consumes beth time and information fmaterial
resources. Examples include generate, dispose,
assemble, branch, merge, split, join, transform, copy,
assign, seize resouice, and, relcase resource. Both
network Rlow and activity cycle diagrams are used 10
represent each business process flow. Each individual
process can have its own internal decompaosition into
sub-processes. The top-icvel processes are the six
given in section 2.

Material flow/Logistics model

Material flow models reprasent physical material flows
of parts/products from suppliers to customers. Usually,
these models take a nierarchical network form with
multiple levels. Atypicalthrea-leve! modet might contain
factory, line, and celt levels. The factory level captures
material-flows among suppliers’ factones. The second
level mode! presents the ine flows within a factory,
which is composed of processes and transparters. The
third leve! models physical movement within each
manufacturing cefl rathematically, the model at each
level is a general quauing network mode!.

{ ogistics modals deal primarity with material flows at
the factory level itis atinis ievel where the transfer of
materials is accomplished using sOMe sort of
transportation such as irucks, rail, boat, or plane. The
logistics model inciudes order planning, warehouse
iocation planning, transporation planning, and inventary
planning, ameng others. The fundamental modealing
approaches are "push’, "puli’, and "hybrid-pushipu!l",

The push systemis @ schedule-driven system. The
typical exampie is MRP (i) system in such push
systems, Master production Schedule (MPS) is
generated from demand predictions. Rased on the
MPS, the required velume of parts is calculated using
a part explosion technique typically found n a bill of
materials package. All input mterials are processed at
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each process and "pushed” to down stream according
as its material-fiow. This scenario can be extended
easily o a supply chain environment in which the prime
contracltor pushes orders down to the suppliers and
they send finished goods back.

Meanwhile, the "pull system is a WIP-driven system.
A typical pull system is a Kanban system, Each station
has a collection of input and output buffers. A station
will pull inventory from up-stream stations whenever
Jts input buffer becomes too low. A station will receive
- arequest for new production orders when the WiP level
in its cufput buffer is too low. This scenario can also
be extended to a supply chain environment. In this
case, the prime confractor will pull inventory from
suppliers whenever it is needed. Suppliers will re-stock
inventory whenever it becomes too low.

We believe that many supply chains have aspects of
both push and puli systems. Therafore, we propose a
"hybrid push-pull* model to represent manufacturing
logistics operations in our virtual supply chain {4]. In
this model, some suppliers work on production orders
from a scheduler al the prime contractor's factory.
Others will send inventory to the prime upon request
and will restock that inventory whenever needed. Itis
a difficult problem to choose between these two for
individual suppliers in the chain. But, the choice impacts
not only material flow, but also the information flow
{and the communications infrastructure needed to
support that flow) between the prime contractor and
suppiiers.

information mode!

Anintegrated supply chain is only possible if there is
a common understanding of these information flows.
To achieve this common understanding, we will develop
a collection of format information models using OMT
I6] methodologies. These models viil describe the
entities that provide compiete anc .....uled definitions
for each of the flows. They aiso identify all of the
relationships that exist amorg these entities. Using
these models, and en unders!anding of how and when
information is transmitied between business
processes, we can delern e timing requirements

These requirements help resolve questions regard ;
storage options. Sume of thisinformation canbe s od
and transmitted as a fite. Some information can Lo

stored in a relational or chject database with specific
pieces transmitted in response to specific queries.
Some information must be stored and transmitted using
messages in "real-time”. Once we have made these
determinations, we can specify file formats, database
structures, and message protocols.

Decision process model

Decision process models specify various production
and operations management decisions that are made
throughout the entire chain. Examples include:
Material selection: Which material is the best to
choose for various products?

Location selection: Which supptier is the best to
produce and distribute?

Inventory planning: Where and how much inventory
should be stored?

Load planning: How workload handled by each
supplier?

Capacity planning: How much production capacity
do suppliers need to meet demand?

Production scheduling: Which suppliers should
produce and associated due dates?

Distribution planning: When and how much volume
of end products or component parts should be
fransported?

It is possible to develop formal mathematical
pregramming problems to represent most of these
decisions. Typically, the objective functions in these
formulations take into account several performance
measures such as, cost estimation, lead-time, highest
utilization of resources, throughput performance. and
due date. This results in a multi-objective optimization
problem with multiple variables. Generally, this will be
an NP-complete problem, for which optimal solutions
will be hard to find. Nevertheless. there are a number
of commercial software packages on the market, which
provide solutions to these problems. We plan to
incorporate them info the testbed as needed.

Simulation Kernel

The simulation kernel for the Virval Supply Chain
(VSC) contains three levels, Factory, Line and Cell
Each of these leveis will contains a number of
distributed. integrated simuiation madsals capluring
various aspects of the production and operations
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management activilies within the chain.

Factory level simuiations wilt capture the highest leve!
interactions between the factories that make up the
chain. Production-order management, activity cost
estimation, and capacity management are typical
performance objectives for these models. Business
behavior, business rules, and information transaction
flows are the main interfaces between the various
factory models. Line simulations capture day-to-day
interactions between the prime coniractor and its
suppliers. The primary purpose of these simulations
is to ensure that the daily schedule and quotas are
met. Production requests and job/materiai status
messages are the principal interfaces between the
models. Cell simulations make up the lowest level.
These are usually control ogic simutations. The input
is the physical transaction control rules of a particular
machine eor resource, such as NC or robot contrel
programs. The output is, for example, machine
performance or part quality.

Sharing Manufacturing Information Across the
Chain

One of the keys to the successful implementation of
the virtual supply chain testbed is the timely and
accurate exchange of information across the software
applications in the testbed. There are several barriers
that must be overcome. The most sericus is that the
companies parlicipating in a particular supply chain
are independent and frequently compete against one
another. They may not want to share information with
their competitors, so security control will be a significant
issue in such an environment. The second problemis
that each company has a different set of sofiware
applications and business practices. These differences
will make it difficult to implement a set of common
databases. The information produced by the software
in one company cannot be processed directly by the
software in another company.

This will lead to problems in both semanlic
interoperability and syntactic interoperability. The
former means that two applications cannot process
each other's data because they do not understand the
internal organization of each other's data. The latter s
that two applications cannot make use of each other's
functionality because they cannotinvoke each other's

resources. Furthermore, each company's software
applications may be complex and require extensive
training to be used correctly. The solution to these
problems lies in the careful development of business,
logistics, and information models. These models will
provide the necessary common definitions and
semantics that can eliminate those problems.

Information exchange

Even if applications have a common understanding of
the information they share, they must still exchange
that information. The technology used to exchange that
information must be cost-effective, reliable, and
hardware independent. In the testbed, we will use four
methods for exchanging large amounts of information:
1. WWW - The World Wide Web encapsulates
communications protocols to organize and access
data across the Internet{7].

2 PART 21 - Ainternationa! standard which provides a
stangard physical file structure thatis easily produced
and consumed by multiple applications [8].

3. CORBA - The Common Request Object Broker
allows applications to use each other's resources by
supperting message calls between objects {9]. IDL 1s
a language to specify well-defined application
interfaces.

4. EDI - Electronic Data interchange provides a
collection of forms for the electronic exchange of a
wide variety of business and manufacturing data 10},
Smaller amounts of information which have “real-time’”
exchange requirements will be done using message
protocols which will be developed on a case by case
basis.

Supply Chain Data Management

Conceptually, information management within the
testbed will be carried out using three data driver sub-
systems: a. production data driver, b. demand data
driver, c. WEB System Driver. The

a. production data driver receives factory operaticnal
data from suppliers and translates it to meet the format
specifications of the target software applications. The
b. demand data driver receives demands data from
retailers and reforms it to simulation parameters.
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c. web system driver provides the data access methods
and utilities needed by the other drivers. Eachofthese
subsystems wil! be implemented using various
combinations of the methods described above.

Concluding Remarks

Alarge percentage of the cost of complex commercial
products comes from the “external” purchases of
components that go into those products. These
purchases are made from alarge number of suppliers.
Some suppliers may be multi-million dollar companies
inother countries. Others may be small shops across
town. This implies that supply chains play a vital role
in the production of complex products made in the
worid today. We belfieve that one key {o the successful
management of these supply chains is integration,

in this paper, we focused on an aspect of supply chain
integration that has been largely ignered to date -
production and operations management (PCM). POM
inciudes all functions related to the planning,
scheduling and actual producticn of pans in the chain,
We have described plans to build a virtual, distributed,
supply chain integration testbed. That testbed will
contain a wide range of operations management
application software and simulation tools. it wili provide
1} impetus for developing the models and interface
specifications needed to integrate software al these
nodes, 2) a place to house software which will be
developed to implementthese models & specifications,
3) an environment for testing and demenstrating the
adherence to those specifications, and, finally, 4) a
virtual supply chain for testing various operations
maneagement strategies across a wide range of
commercial products.

In conclusion, we believe that a key issue in the
success of supply chains is the synchronization of
operations among multiple suppliers by using
information technologies. The proposed framework will
lead to integrated operations management, -d

customer satisfaction.
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Abstract

Capital struclure, or what is generally known as capital
mix, is very imporant lo control the overaif cost of capital
in order to improve the eamings per share of shareholders.
After globalization and liberalizalion, various financial
sector reforms were started by governmenls, such as
reducing rates of interest, Sale of Shares of PSUs ele.,
which directly affected the capital structure planning of
firms. Due to lhis situation, the fertilizer industry also
reorganized their capital structure. The financing of a
capital structure decision is a significant managerial
decision. Initially, Ihe company will have to plan its capital
structure at the time of its promotion. Subsequently,
whenever funds have fo be raised for finance and
investment, a capital structure decision is involved, in this
research article, researchers try to evaluate the concept
of capital structure, capital siructure, planning and pattems
of capital struciure HPCL Lid. We found that HPCL using
the maximum possible reserve fund and fong-term debt
in their capital structure planning. During the study pericd,
the company raised more and more long-term funds to
meet their development and expansion needs hecause
debt is a cheaper source of finance especially from 1398-
99 onwards when rates of inferest decreased regulary in
the Indian capifal markel.

Introduction

Capilal structure is the mix of debt and equity securities

that are used to finance companies assets. itis defined
as the amount of permanent short- term debt, preferred
stock and common equity used to finance a firm.
Financial structure is sometimes used as
synoonymous with capital structure. However, Financial
structure is more comprehensive in the sense that it
refers to in aggregate, the amount of total current
liabilities, long-term debt preferred stock and common
equity used to finance a file. Therefore, capital structure
is only a part of financial structure, which refers mainly
to the permanent sources of the every finance.
Nonetheless, the present study considers the source,
which do not explicilly falf under the definition of capital
structure.

Decision on capital structure formulation or long term
finance are influenced by multipte factors. Much of the
focus s laid in the research on the subject pertains to
the target capital structure, which the firm believes
the best in term s of the financing goals. Financial
economics has made a significant progress in
explaining the incentives the make companies choose
particular financing policies in the last two decades,
a number of choice have been proposed to explains
the variations in in the debt equity ratio among firms.
Increasingly the profession is moving beyond an
examination of the basic leverage choice to the more
detailed aspects of financing decisions.

The term capital structure is used to proportionate
relationship between debt and equity. Equity includes
paid up share capital, share permium, reserves and
surplus {retained earnings). Debt includes debenture
and fong- term lang. The estimation of capital
requirements for current and future needs is important
for a firm and equally important is the determining of
the capital mix. £quity and debt are the two principal
sources for a business. * The financing decisions have
two components. First, to decide how much total funds
are needed and, second, to decide the source of their

*Reader, Department of Commerce, Barkatulian Unversity, Bhopai, Machya Pardosh.
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combustions to raise such funds. The total quantity of
fund needed, however, depends upon the investment
decision of the firm. Given that the firm has good
estimates of how much capital funds are needed, the
problem then remains one of determining the best mix
of different sources to be used in raising the required
funds. The process that leads to the final choice of the
capital structure is referred to as the capital structure
planning.”" The financing of a capital structure decision
is a significant managerial decision. The company will
initially have to plan its capital structure at the time of
its promotion. Subsequently, whenever funds have to
be raised to finance investment, a capital structure
decision is involved. "In order to run and manage a
company funds are needed right from the promotional
stage up to the end, finances play animponiant role in
a company's life, If funds are inadequate, the business
suffers and if the funds are not properly managed, the
entire orgariization suffers. it is, therefore, necessary
~ that a correct estimate of the current and future neeg
- of capital be mzde to have an optimum capital structure,
which will help an organization o run its work smoothly
and without any stress.” (2} Estimation of capitat
requirements is necessary, but the formation of a
capital structure is important. According to Gerstenbeg
" Capital structure of a company refers to the
composition or make up of its capitalization and it
includes all long- term capital resources viz; loans,
reserves. shares and bond.” The capital structure is
made up of debt and equity securities and refers to
the permanent Financing of a firm. It is composed of

long-term debt, preference share capital and”

shareholders funds. Keeping this background in view,
an attempt has been made by the researchers to
evaluate the 'capital structure’ of IFFCO and Into Guif,
who are leading fertilizer manufactures and distributors
in the ceoperative and private sectors in india.

About the Companies : HPCL is one of the leading
petrochemical company in India. HPCL has two
refineries, one west cost in Mumbai with a capacity of
5.5 million metric tones per annum, while the another
is at Vishakhaptaman on the east cost has a capacity
of 7.5 million metric tones per annum. The monitoric 3
operation of HPCL are divided in three stra‘. gic
business units retails, direct sales comprising lobes,

and industrial and government sales. HPCL has a 31%
make share of the lubricants in the country. The HPCL
engine oft praduct range covers 300 brands of lubricant,
greases and other products which are related with the
various engines. HPCL invested in various subsidiaries
and joint ventures namely Guru Govind Singh Refinenes
Ltd, Mangalore Refineries Ltd. and Patrol Chemical
Limited, Petronet MHB limited, South Asia LPG private
Ltd., Prize Petroleum Company Ltd, Hindustan Colons
imited, Petronet India Ltd. and Hindustan Omen
Petroleum Company Ltd.
Obijectives of study
This research study fulfilis the following objectlives :
To examine the capital structure pattern and policy of
HPCL Ltd.
To examine the relationship between profitability and
capital structure company.
To give suggestions for improvement of the capital
structure position of HPCL.
Limitations of the study
This study is based on a analysis of the financial
statement for five financial yearsi.e. 1989 to 2003 of
HPCL.
For the analysis of capital structure, only secondary
data, which are derived from the annual reports, has
been taken in this study.
Data and Research Methodology
To analyze the capital structure of HPCL, secondary
data, colfected from the annuai reports of the company,
was used along with other published material of the
campany. For the analysis of capital structure, the
annual reports from the year 1988-8% to 2002-03 used
in this study. For an analysis of the capital structure of
the company, the rations of capital structure, common
size statement anc trend analyses techniques are used,
Statistical techniques, such as mean growth rate anc
coefficient of variation, are also used in the relevant
places. For the analysis of the capital structure of
HPCL, the foliowing ratios refated to capital structure
are used .

Debl equity

Funded debt to total capitalization

Proprietary

Solvency

Fixed asset o net worth
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Fixed asset to long-term funds

Interest coverage.

Capital gearing.

Tota! invesiment to long-term liabilities.

Reserve to equity capital.

Financiatleverage.

Earning per Share.
Appraisal of capital structure
The capital structure of company consists of debt and
equity securities, which provide finance for a firm. An
optimum capital structure is one that market vaiuation
of the firm's securities in order to minimize the cost of
its capital.
Findings with detailed discussion
Debt Equity Ratio: The debt-equity ratio is calculated
to measure the extent lo which debt financing has been
used in a business. The ratio indicates the proportionate
claims of owners and outsiders against the firm's
assets. The purpose is to get an ideas of the case
available to outsiders on the liquidation of the firm. As
a general rule, there should be an approximate mix of
owner's funds and outsider's funds in financing the fir’s
assest, However. the capita! structure analysis of the
oil industry owners want to carry on their business
with a maximum of cutsider’s found in order to reduce
the risk of interest to outsiders. On the other hand, out
siders want those shareholders (owners) to invest and
risk a propertionate share of {heir investments.
Therefore, the interpretation of this ratio depends upon

As per tahble No 4-debt equity ratio of HPCL for the
year 1998 -2003. [t shows that inthe year 1988 ratio is
0.27 and in succeeding years it has been 200-0.50,
2001-0.55, 2002-0.7 and in the year 20030, 41 with over
all average of 0.49, it is clear that the debt equity ratio
increases continuously from year 1998 from 0.27 to in
2002 to 0.73. But it decreases in the year 2003 up to
0.41 when we analyze the growth rate, debt growth
rate is 88.47% and growth rate of equity is only 32.59%
which shows debt has been increases continuously. it
indicates that the company adopted higher risk poiicy,
for creditors and outsiders point of view debt-equity
risk policy, for creditors and outsiders point of view
debt equity ratios is very satisfactory.

Funded Debt to Total capitalizations -The ratio
establishes a link between the long-term funds raised
irom cutsiders and total Long-term funds available in
the business. Funded debts to total capitalization are
also one of the important ratios that explain the capital
structure position of @ company. There is no rule of
thumb but, still, the lesser the reliance on outsiders
the better itwill be. Also. the smaller the ratio the better
it will be. That the portion of debt finance increases. It
means that, in the study peried, the company has taken
long-term borrowing and ratio increases due 1o
decreases in free reserves.

Table 2 Funded Debt to total capitalization ratio

{(Amount in crore Rs.)

the financial policy of the firm and upon the firm's nature - .
of business. Year Funded Debt | Tatal capitali-| Ratio
Table 1 Debt Equity Ratio Rs) -zation(Rs )
(Amount in crore Rs.) 1999 1383.65 6430.86 (.22

Year Debt(Rs.) Equity (Rs.) | Ratio 2000 2901.49 8673.18 0.33
1999 1393.65 5037.21 0.27 2001 3569.52 1008679 | 0.35
2000 2901 .49 5771 69 0.50 2002 4344.59 10242.27 0.42
2001 3568 52 G486.27 0.55 2003 2765.97 9444.82 0.29
2002 4344 59 5807 68 0.73 Mean 2995.04 8969.38 0.32
2003 2765.97 56758.85 0.41 Growih Rale] 98.47% 46.87%
Hiean 2995 04 5974 .34 0.49 Source . Compiled from annual reports of HPCL {from
Growth Rate| 98.47% 32.59% 1999-2003)

Spurce : Compiled from annual reperts of HPCL (from
1999 -2003)

As per table 2 ratio is 0.22 in the year 1999 but after
that it has bee in the year 2000- 0.33,2001 0.35, 2002-
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0.42 and in the year 2003 0.29 with the over all average
0f0.32 the ratio of HPCL increases continuously from
0,22 10 0.29 between the year 19998- 2003, thatindicate
that the portion of debt finance increases. It mean's in
the study period company taken long term borrowings
and ratio increases due to decreases in free reserves.
When we are analyzing growth rate, the growth rate of
funded debt is 98.47% and the growth rate of tota!
capitalization is 46.87%

Proprietary Ratio This ratic established the
relationship between shareholders funds and the total
assets of the firm. The components of this ratic are
shareholder's finds and {otat assets. As the proprietary
ratio represents the relaticnship of owners funds to
totat assets, the higher the ratio (the share of the
sharehoiders in the total capitalization of the company)
the better is the long-terms solvency and, from the
capital structure point of view, this ratio indicates the
extentto which the assets of the company can be lost
without affecling the interest of the creditors of the
company the assets of the company can be lost without
affecting the interest of the creditors of the company.

Table 3 Proprietary Ratios

{(Amountincrore Rs.)

Year Propriclary Fund| Total Assels{ Ralio
{Rs.) (Rs.)

169¢% 5037.21 9215.01 0.55
2000 577169 13188.22 0.44
2001 £5486.27 14974.96 0.43
2002 5897 .68 15030.51 _ 0.39
2003 6678.85 17346.69 0.38
Mean 5974.34 13847.08 0.44
Growth Rate § 32.59%; 88.24%

Source : Compiled from Annual reports of HPCL (from
1999 -2003)

As per table 3 proprietary ratioc of HPCL decreases
regularly during the study. In the year 1999-00.55. in
the year 2006-0 .44, in 2001-0.43, in, 2002-39, and i
year 2003 -0.38 with the over all average of 0.44. W
we are analyzing growth rate, shareholder have ©
registered 32.59% growth as compare {otal as:r

which has been registered a growth of 88.24%. This
proprietary ratio shows that the position of HPCL is
satisfactory.

Solvency Ratio : The ratio indicates the relationship
between the total Iabilities of outsiders o lotal assets
of a firm. This ratio is a small variant of equity ratic and
can be simply calculated as 100- equity ratio.
Generally, the lower the ratio of total liabilities to total
assets, the more satisfactory or stable is the long-
term solvency position of a firm.

Table 4 Proprictary Ratios

{Amountincrore Rs.)

Year Externat Talal Assets | Ratie
Liabilities {Rs.) | (Rs.)

1899 4177.80 9215.01 0.45
2000 7396.53 13168.22 0.56
2001 8488.78 14974.96 0.57
2002 9132.83 15030.51 0.80
2003 10667.7 17346.69 0.61
Mean 7972.73 13947.08 0.58
Growih Rate | 155.24 88.24%

Source : Compiled from annuaireports of HPCL (from
1989 -2003)

As per table 4-Sclvency ratio of HPCL has been
regularly increases during the study period, In the year
1998-0.45, in 200-56. 11 2001 -57 in 200 0.60 and the
year 2003 0.61 time with the over all average of 0.56. 1t
is clear that solvency ratic increase from 0.45tc 0.61,
When we analyzing the growth rate, the growth rate of
external fiabilities is 1565.34% and the growth rate of
tolal assets is 88.245 it is clear thal an external
liabilities of HPCL increases by higher as compare to
total assets, company increases external liabilities in
capital structure,

Fixed Assets Ratio . The ralic establishes the
relationship between fixed assets and shareholders
fund. If the ratic is fess then 100%, it implies that
swner's funds are not sufficient to. There is no ‘rile of
thumb' to interpert this ratio but 60% to 65% is
considerad to be a satisfactory ratio in the case of an
dustrial undertaking. The ratio of ixed assets 1o net
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worth indicates the extent to shareholders funds is
into fixed assets.

Table 5§ Fixed Assets Ratios

(Amountin crore Rs.)

Year Net Fixed Assetg] Net werth Ratio
(s {Rs.}

1989 3194.40 5037.21 0.63

2000 5621.13 8771.69 0.97

2001 5926.97 486,27 0.91

2002 6484.98 5897.68 1.10

{2003 6435.20 6678.855 0.98
Mean 5532.54 5974.34 0.54
Grovah Rate| 101.45% 32.59%

Source : Compiled fram annual reports of HPCL {from
1899-2003)

As per table 5. Fixed Assels ratio has been increases
during the study period in the year 1898 ratio is 0.63,
in the year 2000-0.97, in 2001- 1.10 and in the year
2003 ratio is 0.96 with the over all average of 0.84.
When we analyzing the growth rate, the growth rate of
fixed assels is 101.45% as compare to growth rate of
net worth, which is 32.59%. as per analysis itis clear
that ratio of company fluctuated, it means company
improving their net worth as well as total assets inthe
study period, improvements is slightly mainly due it
increases of fixed assets of the company.

Fixed Assets to long-term funds: Theratioindicates
the extent to which the total assets are financed by
the long-term funds to the firm. Generally, the total of
fixed assets should be equal to totallong-term funds.
But, where fixed assets exceed the lotal of long-terms
funds it implies that the firm has been financing a part
of the fixed assets out of fiquid funds or working capital,
which is not a good policy. And if the tolal long-term
funds are more fhan the total fixed assets. It mean
that a part of the working capital requirements are baing
met out of the long-term funds of the firms.

Table 6 Fixed Assets to [ong-term funds ratios

{Amount in crore Rs.)

Yaar Net Fixed Assels] Long term Ratio
{Rs.} Fusnds(Rs.}

19399 3194.40 £430.86 0.48
2000 5621.13 8673.18 0.65
2001 5926.97 10055.7% 0.59
2002 §5484.98 10242.27 1.63

2003 £6435.20 9444 .82 0.68

Mean 5532.54 8969.38 0.61

Growth Rate| 101.45% 48.875%

Source : Compiled from Annual reports of HPCL (from
1988 -2003)

As per table 6 Fixed Assets to long term ratio
increases regulatly from 0.94 to 0.68 times between
1998-2003 with the over all average of 0.61 times which
is very positive for solvency point view. When we are
analyzing the growth rate., the growth rate of fixed
assets 101.455 and the growth rate of long tern funds
is 46.87%. As per above analysis it is clear that funds
of HPCL are more that lotal fixed assets, it means
that a part of working capital requirements is met out
of the long-term funds of the company .

interest coverage Ratio Net income to debt service
ratio or simply debts service ratio is used to test the
debt servicing capacity of a firm. The ratiois also know
as Interest coverage ratio or Coverage ratio or fixed
changes cover or Times interest earned. This ratio is
calculated by diving the net profil before interest and
tax by fixed interest charges. ltindicates the interest-
paying capacity of firm.

Interest coverage ratio of HPCL for the year 1998-is
11.77 and in the succeeding year it has been 2000-
9.47, 2001-4.41, 20002-517 and in the year 16.77
with the overall average of 9.52 times highest ralic is
16.77 in the year 2003 and lowest ratio is 4.41 in the
year 2001, Growih in EBIT is 83.33% while the growth
in interest is 28.72% that show during the study pericd
company improve their EBIT as compare to interest. it
15 positive for solvency point of view and company has
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option to use more ong-term fiance in their capital
structure,
Table 7 Interest coverage ratios

{Amountin crore Rs.}

Year EBIT (Rs)) Fixed interest|Ratio
charges{Rs.)
1859 1398.59 118.88 11.77
2000 1424.01 150.40 9.47
2001 1706.70 387.33 4.41
2002 1524.51 294.74 5.17
2003 2565.82 153.02 16.77
Mean 172413 220.87 9.52
Growth Rate| 83.33% 28.72%

Source : Compiled from annual reports of HPCL {from
1999 -2003)

Capitai Gearing ratio . The term capital gearing is used
o describe the refationship between equity share
capital, including reserves and surpiuses, and
preference share capital and other fixed interest-bearing
foans. 1If preference shares capital and other fixed
interest-bearing joans exceed the equity share capital
including reserves the firm is said to be highly geared.
The firm iz said to be have a low gearing ratio if
preference shares and other fixed inlerest-bearing loans
are less then the equity capital and reserves.

Table 8 Capital Gearing Ratios

(Amountin ¢rore Rs.)

Year Equil (Rs.}| Per. share & Ratio
long term loan{Rs.}

1999 5036.46 1394.4C 3.61

2000 5770.94 2002 .24 1.99

2001 £5485.52 3570.27 1.82

2002 5856.83 4345.34 1.36
2003 6675.10 2766.72 2.41

Mean 5973.58 259579 2.24

Growth Rate} 32.60% 114.84%

Source : Compiled from annual reports of HPCL (from
1996€ -2003)

As Per Table 8 Capital gearing rafio is depressed
regularly from 1898-2002 . in the year 1999 ratio is
3.81 and in the succeeding years itis in 20001-1.99,
2002-1.36 and in the year 2003-2 .41 with the over all
average of 2.24 times, Growth of equity and reserves
is 32.60% while the growth in purveyance share and
iong-term interest bearing securilies is 114.84% that
indicate increases in interest securities in capital
struciure during the study period. And they are the
main source during that period.

Total investment to long term funds : The next ratio
is calcuiated by dividing tetal long-term funds by long-
term liabilities, shareholders funds and iong-term
liabilities are components of total investments, and
debentures and long-term loans are components of
long-term liabilities. This ratio explains the position of
long-term kabilities in total investments. Normally, a
lower portion of long-term liabilities in totatinvestments
is considered good in case of solvency position of the
business.

Table ¢ Total Investment to long term funds:

{Amountincrore Rs.)

Year Total investent|Long term Ratio
{(Rs) libitities {Rs.)

1899 £430.86 1383.85 461

2000 8673.18 2901.48 208
2001 10065.79 3569.52 282

2002 10242.27 4344 59 2.36
2003 9444 .82 2765.97 3.41

Mean £969.38 2995.04 3.24
Growih Rate| 46.87% 98 .47%

Sourcre: Compiled from annual reports of HPCL {fram
1999 -2003)

As per table no 9 Total investment to long term
habilities are decreases during the study periodin the
year 1899, ration is 461, in 2000 2 89, in 2001, 2.82
in 2002 2,38 and in 2003 3.41 respectively. Over all
average is 3.24 times which shows fong term kabilities
are increases year by years, The growth in tofal
investmenl is 46 87% and the growth in fong-term
liabilities has been 88 47% . it has been ebserved that
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the company using maximum fong term funds during
the study period expansion of the units.

feserve fund equity share capital : The next ratio
establishes the relationship between reserves and
equity share capital. The ratio indicates that how much
profit does the firm generally retain te fund for future

with the changes in the EBIT, whereas the return
available to the equity shareholders, which is aresidual
balance, is affected by the changes in EBIT.

Table 11 Financial ieverage.

{Amountin crore Rs.)

growth. The higher the ratio, the better is the position )
Year EBIT (Rs.) EBT{Rs.) Ratio
ofthe generally.
1999 1389.58 1280.71 1.08
Table 10 Reserve fund to equity share captial,
2000 1424.01 1273.61 1.12
{(AmountincroreRs.)  fo604 1706.70 1319.37 1.29
Year Reserve fundsiEquity share Ratio 2002 1524.51 1228.77 1.24
{Rs.) Captiat (Rs) 2003 2565.82 2412.80 1.06
1988 4811 .62 225.59 21.33 Mean 1724.14 1503.25 1.16
2000 5432.84 338.75 16.04 Growlh Rate| 83.33% B8.39%
2001 6147.50 338.77 18.15 .
° | Source: Compiled fromAnnua! reports of HPCL (from
2002 5558.87 338.81 16.41 1999 -2003)
2003 6340.02 338.83 18.71 As per table 11 financial leverage of the company
Mean 5658.19 116,15 18.33 increases I’eguiar[y from 1.90 times to i.24 times
between 1999 to 2003 over all average of 12.16 imes
Grovah Rate| 31.76% 50.18% . . .
grovith of EBIT is §3.33% while the growth of £EBIT is

Source: Compiled from annuat reports of HPCL (from
1899 -2003)

Table 10 shows the reserve to equity hare capital
fluctuating between 21.33% to 16.41% during the
study period. itis clear that the portion of reserve funds
are regularly increased as compared to equity share
capital. Reserve fund increases from 4811.62 crore to
6340.02 crore with over all average of 5658.18 crore.
Equity capital alsc increases from 225.59 crore to
338.83 crore with over all average of 316.15 crore the
growth of reserve fund is 31.76% while the growth of
equity share is 50.18% the growth of reserve funds
shows that company transferred a large amount of profit
reserve funds.

Financial leverage : The term financial leverage refers
to the use of fixed charges, such as a debenture, and
the use of variable charge or securities, such as equity
shares, in the financial structure and {otal assets of
the firm. Sothe inancialleverage refers to the presence
of a fixed. Charge in ihe income statement of the firm.
This fixed charge s fixed in amount and does not vary

88.39% that shows similar etfect on financial leverage.

Table 12 Earning Per Share
{Amount in crore Rs.)

Year Earning for No of equity Ratio
equily (Rs.) shares (Rs.)

1999 8901.30 22.56 39.85
2000 1057.40 33.88 3121
2001 1085.34 33.82 32.12
2002 787.98 33.88 23.26
2003 1637.36 33.88 4528
Mean 1074.08 31.60 34.38
Growih Rate] 70.57% 50.18%

Source: Compiled from Annual reperts of HPCL (from
1999-2003)

As per table 12 EPS of the HPCL shows fiuctuating
during the study pericd. it is in the year 1988, 3885 in
2000, 31.21in 2001, 32.12in 2002, 2326 and in the
year 2003 45.37 times with overall average of 34.38
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times. The growth of profits available for equity share
holders are 70.57% while growth number of share are
50.18% that reflects strong position of EPS during the
study period.

Analysis of Capital structure of HPCL: capital
structure of HPCL consist three main components of
capital structure share capital, reserve funds, loan
capital these are mainly components of capital
structure. (Refer to Table 13 on pg. No.34}

“The position of share in total capital shows constant
trend and reserve has been increasing except in the
year 2001-02, during the study period. The position
loan also showes increasing trend except in the year
of 2002-03 when it fall speedily. On the other hand
unsecured loan show zn increasing trend during the
year of 99-2000 to 2000-10 and decreasing trend in
the year 2001-02 and 02-03.

T-Distribution Test : Analysis of capital structure
position of HPCL.:

Nult Hypothesis : There are no significant difference
between mean of debt and equit and at the level of 5%

b N'l 'Nl

2895.04 - 5974.34
898.65

2.24
JEd:+Xdy

NI+ N2

X, X,

=

i, =

05

t.05=

S+5-2 P
J6i60550 _ V6460550
T lo-2 B 5
g= B07568.75 - 89865

8= Stands for combined standard of two samples
Mean -
(X,) Debt = 2995.04
{ X,) Equity = 5974.34
and
d, = (X‘-X?)'ﬂ
“'312 - (er?)F
Degeree of freedom n, +n =5-2=8
Table vaiue of 1.0.5 at 8 d.f. = 2.28
The calculated value of ., is 5.24> 2.30 -table vaiue

therefore null hypothesis is rejected. Thus, the difference
petween the mean debt and of equity is significant .
So that nult hypothesis is disapproved. Hence debt
and equity capital have their separate entity,

Findings and Conclusion

After the analysis of capital structure of oil industry
especially HPCL, which is largest, oil company in
public sector. It is clear that the capital structure patten
of HPCL includes share capital, reserve funds and
loans. In the study period it was revealed thatthe share
capital were constant but reserve were fluctuating thaey
have been increasing in the year 2002-03, which
indicates that company have increased their earnings.
Secured loan have been increasing up to 2001-02 then
after it started decrcasing due to redemption of loans
capital which were redeemed out of their reserve funds,
Unsecured loan also have been decreasing which
indicates that unsecured loans are redeemed and the
company has started using their reserves as capital.
Interest coverage ratic also indicates that debt services
is salisfactory because it has been concluded that
HPCL Ltd . easily meets out their obligation like interest
which is clearly given in Table no. 7 although interest
coverage ratio continucusly decreasing up-to 2002-03
than after it has increased. The capital structure of
HPCL consists a huge amount in their reserve and
funds. The perceniage of the reserve funds is averaging
70% during the study period and the remaining 30% of
capital represents share capital and loan capital. The
company have debt capital on average 15% during the
study period and rest of the amount is in share capital
so that the value of shares will be maximize and can
increase operation profit and weaith of the firm. At
present the company is having a sound financia!
position, in this light company can use more and more
debt capital in their business to increase value of the
firms because its earning is higher. in this study it is
also concluded that a Public Sectors Company
especially oil sector (HPCL) having higher returns or

reserve in their business so that company can enjoy
with debt capital in their capital structure. it also
suggested that company should increase their debt
capital rather then redemption of debt capital.
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{Amount in crore rupees.)

Sources 1998-89 1599.2000 2000-01 2001-02 2042.2003
Amount % Amount o |[Amount % Amount Yo Amount %
{Rs.) (Rs.} {Rs.} (Rs.) (Rs.)

Share

Capi 225.59 3.50 {338.75 3.90 338.77 13.36 338.81 373 |338.83 4.21

apital

FGSdGWE 4811.62 74.82|5432.04| 62.64 | 6147.50 |61.13 | 5558.87 | 61.29|6340.02 | 78.808

unds

Secured 660.79 10.27(1611.85| 5858 { 218151 (2168 | 2216.06 | 24.43{640.50 7.96

loans

Unsecured| 732.86 11.39§1289.64] 14.86 | 1385.01 [13.8 955,45 10.331725.43 801

loans

Total £430.86 100 |8673.18] 100 100565.791100 0pge.22 | 100 | &8044.78 | 100
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Abstract

Consumers develop cerlain perceplion lowards brands
ohginating from different countries. This has an imporfant
impact on the purchase behaviour of the consumer. The
study of perception of brand "India’ in the markelplace
has bacome all the more important with Indian
markelplace being opened up to the mullinational brands.
Brand ‘India’ from the markeling perspeciive means fow
cost products but durable with an average qualily.
Nevertheless, brand 'India’ is considered lo provide good
guaranleeivarranty.

introduction

Consumers develop certain perceplion about a brand.
This perception is made of brand atiributes.
Researchers have identified that the country to which
a brand belongs fo has an efiect on building a certain
perceplicn abeut that brand. Also consumers have
different general perceptions towards a country. This,
country image has significant effects on consumer
attitudes fowards individual brands from a country. This
stereotypicat image about a brand froma certain country
subsequently affects the purchase decision. Japan's
national image as a manufaciurer of quality consumer
durabies with innovative features has given it a
competitive advantage worldwide. On the other hand
italy has the image of being picneer in design and style;
Germany's advantage lies in workmanship; Switzerard
is known for precision; and Israei for high- .ch

engineering. On the other hand, countries possessing
real manufacturing poweress but with poer country
images lack competitive advantage. Cases include
some of the former Communist bloc countries such
as Poland and Hungary. China, the factory of the world,
is perceived as producer of cheap goods with not so
good quality. Keller (2003} rightly confers that the World
is becoming a ‘cultural bazaar’ where consumers can
pick and choose brands originating in different
countries based on their beliefs about quality of certain
countries or the image that those brands or products
communicste.

There are two way interactions between the images of
countries and of brands. AGerman car is expected to
gain competitive advantage as an engineering marvel.
On the other hand, experiences with brands and
products do affect the image of a country. iversen et
al. (1998) feet that strong brand names (such as Sony
and Mercedes) may affect the country image of their
product class and have spill-over effects on other, less
known brands. Thus Srinivasan et ai. {2004) confer
that it is important for a country to invest resocurces to
buiid up a country specific image.

Han and Qualls {1985) while discussing the role of
foreign brand names suggest that these affect
consumer evaluations of products in two ways. It
involves the consumer's identification of the country of
origin from the brand names. Further, the brand names
and seller familiarity affects consumer perceptions of
quality and product evaluations. Brand names serve
as information cues which facilitate consumer decision
making. Thus the country of origin of brand names
depicts certain quality perceptions in the minds of the
consumaer. )t was also found that fereign brand names
impact consumer perceptions through specific product
attributes. For example, German-made products are
perceived as being more expensive, luxunous, attractive
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but of traditional style.
Chung et al. (1994) suggest that a certain country
image has a set of associations, some of which are
favourable, unfavourable or neutral. They have further
defined country-of-origin of a brand as the country name
of each brand {e.g. Ford Escort is a US brand and
Toyota Corolia is a Japanese brand). They conclude
{hat the value of the country name can be measuredin
terms of marketing variables such as price, adverising
and product attributes.
Martin and Eroglu {1993) while discussing country
image and country of origin effects state that buyers
develop stereotypical images of countries and/or their
purchase decisions. As buyers become more familiar
with a country's products, country image may help
them summarize their product beliefs and directly affect
their brand attitudes.
Explaining the working of summary construct concent,
Belch and Belch (1993} confer that country image is
. perceived as a brand image would be. That is,
consumers will recode and abstract individual elements
of information into higher order units or 'chunks’,
Further, Han {1994} suggests that country of origin
serves as a summary construct for consumers who
are familiar with a country’s products. A familiar
consumer does not examine attributes of the brand in
question, but simply recalls from memory a previously
formed overall evaluation of products from the country.
Iversen et al. {1998) state that using country of origin
as a branding strategy is beneficial because people
often already have a relationship o, or opinions about,
different countries. By spinning on these relationships
it is possibie to sell products and services that would
have littte opportunity of making it internationaily on
their own. A country's intangible assets are
associations with quality dimensions that a country
gradually has acquired through export of goods and
services. They arise from consumer belief that there is
something special about, for example, the labour,
technology, or manufacturing processes within a
particutar country. Such images of manufacturing nation
have a substantial impact on judgments of product
qualities.
Nebenzah! {1998} propeses a model explaining the
dynamic interactions between brand image, country

image and product evaluations. The author explains
that exposure to a product triggers its brand name,
country of origin of the brand and ‘made-in’ fabel, cues/
stimuli in the mind of the consumer. These stimuli
retrieve from memory the relative images of the brand
and of the respective countrigs which in furn determine
the relative image of the considered product. Further
evaluation of the simitarly derived relative images of all
considered competing brands leads to purchase
decisions. The author further states that consumers
associate certain brands with certain countries,
regardless of where they are actually produced. There
is strong evidence in the country of image effect
fiterature that the most tikely country of origin of brand
is the country where the brand originated.

The above discussion reveals that country of origin of
a brand has a unigue and significant effect on the
perceplion of that brand. Nevertheless, hardly any
research has been undertaken in india to evaluate what
attributes are attached to the brands having ongin from
different countries. Moreover, the increasing economic
giobalization has led to the availability of aimost ail
the products in all the markets werldwide. This makes
it relevant to study from the marketing perspective,
brand india vis-a-vis the multinational brands. Marketing
managers need to understand country images within
the context of their own offerings and those of their
competitors with brands originating in foreign countries.
The specific question altempted to answer is what
atiributes are attached to indian brands vis-a-vis brands
fram other countries.

Method

To evaluate the perception towards brands of Indian
origin versus brands of foreign origin, the study was
confined to television industry. Televisioningustry was
selected because this industry has strong Indian as
well as foreign players. Further, Japan and Koreawere
the countries selected for evaiuation vis-a-vis indian
brands. The reason for this being quite a few Japanese
and Korean brands are the major players in the
television market besides indian brands.

Afield survey was conducted in the city of Amritsar A
total of 300 observations were anatysed from a sample
of 100 respondents selecled. To make the sample more
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representative, 20 respondents each were sefected from
five occupations/professions, namely, Medical Doctors;
Chartered Accountants and Engineers; Students;
Service people and Business people. The information
was collected personally with the help of structured
and non-disguised questionnaire. Respondents were
first asked to recall and list the brand of television that
first came to their mind. They were further asked to
evaluate the various atlributes of television brands of
Indian origin on a five point scale ranging from ‘highly
significant’ to ‘highly insignificant’. The same attributes
were then got evaluated for brands of Korean origin
and then brands of Japanese origin,

Weighted average score {(WAS) method has been used
to evaluate the results. The weights assioned were 5,
4, 3, 2 and 1 for level of agreement ranging from highly
significant to highly insignificant.

Resufts

Brands recalled

The respondents were asked to name the brand of
television that came to their mind, to know the level of
awareness of brands having different countries of origin.
The breakup of brand recalled is given in Tablet.

Table 1: Breakup of Brand Recalled

What Indian brands mean vis-a-vis Korean and
Japanese brands?

The WAS and rank for each attribute for Indian brands
vis-a-vis Korean and Japanese brands of tefevision are
depicted in Table 2.

indian prangs  |Worean bronds Papoancee bronds
Altribute

WAS [ Rank { WAS | Rark | WAS jRank
1. Quaiity 4171 3 4241 3 450 |1
2. Price 4491 1 4421 2 418 {3
3.ane saies servvce (3,80 § 5 376 ] 8 386 | 5
4 nnovane features | 3.55 1 6 14.47 1 402 14
5.Durabilty 4341 2 (416 | 416] 444 | 2
B.Guamnes/Wormrny 3.91{ 4 |343 | 6 63.71| 6

S.No. | Brands No. of respondents | Per.%
1. Sony 34 34%
2 LG 18 18%
3. Onida 15 15%
4. Samsung 10 10%
a. Sansui 8 8%

B. Akai 8 6%
7. BPL 5 5%
8. Videocar 3 3%
Total ' 100 100%

The above table reveals that the most recalled brand
of television is Sony (34%) followed by LG (18%), Onida
{15%) and Samsung (10%). Also, out of a total of eigh?
brands recalled, 3 are Japanese brands (Sony, Sar
and Akai), 2 are Korean brands (LG and Samy )
and 3 are Indian brands (Onida, BPL and Videcc.

Table 2: WAS and Rank for each atlribute for Indian, Ko-
rean and Japanese brands of television

The above table shows that while evaluating the brand
attributes of Indian brands Vs Korean brands Vs
Japanese brands, in terms of ‘quality’ Japanese brands
have the highest WAS {4.5} followed by Korean brands
{(4.24) and Indian brands {4.17). For brand attribute
‘price’, Indian brands have the highest WAS of 4,49
foliowed by Korean brands {4 42} and Japanese brands
(4.18). 'After sales service' provided by Japanese
brands has the highest score of 3.88, followed by Indian
brands (3.80) and Korean brands (3.78). Korean brands
are considered to have the most ‘innovative features’
{4.47} foliowed by Japanese brands {4.02) and the jeast
score is of Indian brands {3.55). Brand atfribute
‘durability’ has the highest score for Japanese brands
{4.44) followed by indian brands {4.34) and Korean
brands {4.18). 'Guarantee/Warranty' provided by indian
brands is recognized as the best {3.91) followed by
Japanese brands (3.71) and least for Korean brands
{(3.43).

Thus, in terms of 'quality’ indian brands are not
considered to be as good as Japanese and Korean
prands but are cheapest in terms of ‘price’. ‘After sales
service' of Indian brands is considered to be a shade
better than Korean brands but not as good as Japanese
brands. Indian brands have a very low score as far as
innovative features are concerned where Korean brands
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are considered to be the most innovative. This may be
due to the exposure the two major Korean players LG
and Samsung have. These two companies have
emerged as market leaders in this industry. Indian
brands are considered to be more durable than Korean
brands but not as durable as Japanese brands.
‘Guaranteefwarranty’ provided by Indian brands is
perceived as the best as compared to the Japanese
and Korean brand. This may be due fo, over the years,
the trust indian brands have built with their customers.

Perception towards Indian, Korean and Japanese
Brands
Perception towards Indian brands

Price is the most important attribute of Indian brands
fnllowed by durability, quality and guarantee/warranty.
So, Indian brands are considered to cost less but
durable and of avarage quality. Also, indian brands
provide good guarantee/warranty.

Perception towards Korean brands

Korean brands are perceived as having innovative
features, not very expensive and having average quality.
Korean brands are also perceived as being quite
durable.

Perception towards Japanese brands

The important atiributes of Japanese brands are quality
products that are durable but are expensive. They also
have some innovative features.

Conclusion

in conclusion, brand 'India’ from the marketing
perspective means cheap product but durable with an
average quality. Nevertheless, brand 'India’ is
considered to provide good guarantes/warranty butnot
as good afier sales service. However, brand 'India’ is
not at all considered to be 'innovative’. If the marketing
managers of Indian brands have to be successful, they
have to concentrate on improving the image of Indian
brands in terms of quality and durability.

Thus, the foregoing analysis clearly state that brands
originating from each country have unique perceptions
attached to them. In the current marketing scenario,
Indian marketing managers can no longer consider their
brands in isolation from brands originating from other

countries. They have to track perception of Indian brand
vis-a-vis brands from other countries. Qnly then can
they survive and successfully face the onslaught of
brands of muttinationat companies.
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Abstract

Intemel has become an information hub & source of
entertainment for most the consumers. The web is only a
few years ofd but it is maluning quickly, The attitude of ils
perspective consumers is mainly responsible (o make a
product more saleable. Attitude towards adverising media
plays an important role in the success or failure of an
advertlising campaign. The objective of the present study
is to analyse the altitude of Web surers towards Web
advertising. The company may have very effeclive
adverlising campaigns bul if the company's consumers
have a negalive allitude fowards the company's brand
than it will be very difficult for the company to penetrale in
the minds of the consumers posilively.

Introduction

Internet has become an information hub & source of
entertainment for most the consumers inciuding
children. As per the survey conducted by a California
marketing firm, there are now 25 million 2 to 17 year
olds on the Web. When internet technology and Web
servars first became avaitable and popular, a lot of
people went out and set up their own intranet servers,
and it was fun and games for a while. But they soon
realized how much work il was to maintain their own
sifes and keep their information an institutior ..

perspective on developing information systems
{Biackwell Publishing 2003) . "Web commerce is still
in its infancy. The companies that have started down
this route are still learning Iegsons and figuring out
what makes sense for them"” (Maddox, 1698) .

The web is only a few years old but it is maturing
guickly. itis estimated that it already accounts for 5 to
8 percent of America's gross domestic product.
Likewise, U.S. online advertising spending is currently
aroung $5 billion but is expected to balloon to over $2C
billion by 2004, During these early years of the web,
banner advertisements have been the prominent form
of online advertising; commercials as we know them
from TV have not been used tc any great degree.
However, it would appear that, in the very near future,
advertisements with audio and video—-as we are used
to on TV as wel! as other forms of "rich mecia™--could
be commoen on the web,

Geographic market for web users is Asia is growing
up fast. In 2000 there than 100 million users (Find,
2001} .Recently this number has muitiplied manifold.
In the Asian continent China is doing well and it has
already surpassed Taiwan in total number of web users.
in year 2001 China had 22 million web users as
compared to 10 million in Talwan .But when we talk of
usage rate Tawan is still much better than China, Web
users in China are growing faster than in any cther
country in Asia {(McCarthy, 2000} . Qver 57 percent of
South Korean web users are using broadband
connections, compared to over 10 percentin the United
States (Find, 2001). All such rapid growth outside of
the United States forces marketers to reevaluate issues
surmundin'_g globalization as it relates {o and is changed
by the web.
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Even India has not lagged behind in this direction.
information Technology Act {(2000) and Communication
Convergence Bill {2001) of the Government clearly show
the direction in which the country is moving to facilitate
a single communication network catering to all types
of technologies (i.e. internet, Datacom, Telecom,
Wireless, Wireline, Fixed, Mobile, Celiular, Satellite
Communication, etc.), and e-commerce. The World
Wide Web has created a new communication
environment for advertising campaigns, thus initiating
a new era of firm--consumer interaction. Firms use
advertising messages and Direct Experience (DE) as
two commeon sources of information o communicate
with consumers about products. These fwo sources
of information differ significantly in ther ability to foster
strongly held beliefs about search and experiential
proguct atinibutes. Advertising has been found to be
superior at communicating search attribute beliefs and
DE nhas been found to be superior at {ostering
experiential attribute beliefs.

What makes a product more saleable than the other
identical competing brands? Apart from a number of
other factors, a major role is played by the attitude of
s perspective consumers. Altitude rather plays an
important role in the success or failure of a business.
The company may have very effeclive advertising
campaigns but if the company's consumers have a
negative attitude towards the company’s brand then it
will be very difficult for the company o penetrate in the
minds of the consumers positively (Jean et al, 2003) .
The company may provide the competitive products
and services, it may be the in the market but even
then it may not be able to generate the appropriate
share in the sales. All the investments and strategies
of the company wilt go waste if the consumer has a
negative attitude towards the media being used for
advertising (June, 2003} . For instance, if a consumer
is sceptic about web adverlising then he will not click
advertisements on the Internet. This &l is going to
waste the expectations and investments of {he

companies on internet advertisements.

Objectives and Methodology

The objective of the present study is to analyse the
attitude of web surfer's towards web advertising. For
the purpose of study, the data was got filled in from
300 respondents. Convenience sampling technigue
was used for data collection. The study further analysed
if there was any difference in the atlitude based on the
gender of the respondents. For studying the attitude
of respondents towards web advertising the “Likert
Scale” was used. As per this scale the statemenis
were quoted in the questionnaire with the corresponding
five checkboxes to be ticked as Strongly Agree, Agree,
Neutral, Disagree, and Strongly Disagree. The
respondents were asked to read the statements and
tick the most appropriate checkbox as per their belief.
Then this dala was converted into tables and with the
help of 'Weighted Averages' the attitfude towards the
advertising was assessed. In addition to that ‘Chi-
Square’ test was implemenied in order to test the
hypotheses of the study.

Attitude towards web advertising-A snap shot

The consumer may enjoy waiching the advertising
message, he may find it very entertaining but when
the time of real purchase comes, he may not be
interested in spending money on the same product.
The product may always be on the mind of the
consumer but he may not be consuming the same
product. His purchases may be in favour of its rivals.
In such a difficult situation the companies feel i
impossible to attract the interest of the consumers in
their products. Due to the negative attitude of the
consumer it is always difficult to change the dead
consumer interest in the company's products. It is a
big threat for the modern companies to keep an eye
over the attitude of the consumer, because the atlitude
of the consumer shides down very easily butitis almost
impossible to make the upward shift.

The internet offers firms the unique opgortunity o
digitalize experiental altributes in multimedia formats
{(Burke 1997} . The internet has expanded consumer
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access to information and provided fims an opportunity
to provide consumers additionat layers of information,
In general attitude toward advertising can be defined
as "a learned predisposition to respond in the
consistently favorable or unfavorable manner to
agvertising in general” {Lutz, 1985), its scope and
measurement has widely varied in the literature. The
study of attitudes o advertising may be regarded as
significant one because itinfluences attitudes-toward-
the ag, an important predecessor of brand attitudes
{e.q., Lutz, 1885; Mackenkie, Lutz, and Beich, 1986;
Mackenzie and Lutz, 1989; Muehling, 1987, Shimp,
1981) .Similarly, now researchers suggest that there
may be value in exploring the effect of attitudes-toward
the-website in evaluating the effectiveness of web
advertising.

As the attitude of the consumer is important in
determining the success of failure of the concern, the
attitude of the web surfers towards it as a medium of
advertising is very crucial. if intemet users think negative
about the Inlemet/Web as a medium of agvertising then
it will be of no use for the companies to spend monay
on Web ads. Web advertising is being widely used
throughout the world effectively using web techniques
like; E-mail, Newsgroups. popup windows, banners,
roadblocks {Peler et al, 2003) .

Analysis and Discussion

The study shows that 40.65 percent of {otal

respondents have positive attitude towards Web
advertising, 34.13 have negative atlitude towards Web
advertising whereas 25.20 percent of the respondents
are neutratin the response.

Table 1: Overall Attitude of the Respondents

towards Web Advertising

Respansein Percentile  Male Female Total
Strongly Agree (SA) 6.16  4.48 10.658
Agree (A} 14,17 15.28 29.44
Neutral {N) 10.00  15.51 25.51
Disagree (D} B.38 14.44 22.82
Strongly Disagree (SD} 574 5.83 11.57
Total 44 .44 55.56 1G606.00

Source: Computed from the data coilected from
respondents.

The analysis of attitude in relation to sex reveals that
out of the male respendents, 20.33 percent and 18.77
percent of the female respondents have the positive
attitude towards Web advertising. Where as 14.12
percent of male and 34.39 percent female respondents
have a negative attitude towards Web advertising.

A simple test of hypothesis has been performead o
check the gdifference of attitude respense based on
sex for each of the statements. This involved testing
the null hypothesis i.e. there is no signifiicance difference

Stalemenis as per Likert Scale lo measure Attitude Towards  Hypothesized Relation-
the attitude of the respondents. Web Adverlising ship with Gender
Advertisements should be banned on Internet. Negative Accepled
Clicking advertisement links is wasizge of money and time. Negative Accepled
internet advertisements are altraclive. Positive Accepled
internat shopping is risky as the fear ol misuse of credit card number, Negative Rejected
Lack of Cyber Laws implementation makes intemet as fraudulent. Negative Rejected
1t is very costly to click the Ads on internet. Negative Accepted
Most of the Web Advertisements make false claims. Negalive Accepted
| tike to surf the sites for shopping rather than on ;' ,sical stores. Posilive Accepled

Source: Compuled from the cata collected from respendents,
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inthe altitude of the respondents towards the specific
statements based on sex of the respondents. To test
the significance of this relationship, Chi-Square test
has been used. The resulls of the hypothesis have
been putin table 2.

Table 2: Attitude Responses as per Likert Scale

Table 2 depicts the attitude of the respondents towards
Web advertising based on some of the important
statements as per Likert Scale. As per the data, 16.7
percent of the respondents agree with varied degrees
(8.9 percent A along with 7.8 as SA) advenrtising shouid
be banned on the internet, where 73.4 percent (18,7
S0 and 56.7 D) were against banning of advertisements
on internet. The response of men and women was
same. Simitarly, in another important statement that
clicking the advertisements on the internet is wasiage
of time and maney, 42.8 percent agreed to the
statement while 30.7 percent did not favour the same.
As far as gender based analysis is concerned the
hypothesis for the same was also accepted i.e. there
was no significance difference in responses. Third
positive statement was if the respondents felt any
attraction in internet advertising, 40.7 percent of the
respondents agreed, 32.8 percent of the respondents
were against the same and the balance of 26.7 felt
neutral. Forth statement was if the respondents felt
Internet shopping to be risky for the fear of misuse of
credit card number. In response to this statement, 6.7
percent of the respondents believed so and merely 16.1
percent felt it was not risky to shop on web. [n this
case the null hypothesis was rejected and thus
response of men and wormen was significantly different.
Another negative statement was put for response i.e.
if the respondents felt that lack of cyber laws
implementation makes internet as fraudulent. 66.6
percent of the respondents showed a negative attitude
where as 16.7 were of feeling that this doesn't affect
their attitude towards web advertising and the remaining
16.7 percent of the respondents were neutral in the
response {0 this statement. The null hypothesis for

-

this statement also stands rejected, thus meaning that
men and women had different atlitude for this
statement, The next negative type statement was if
the respondent felt it costly to click the ads on internet,
23.37 percent of the respondents felt that it is costly
to click the internet advertising where as 60 percent of
the respondents were of the opinion that cost does
not matter in clicking or not clicking the web advertising.
All of respondents were of the simifar opinion i.e. the
sex of the respondent had no effect any difference in
response to this statement. Another important
statement was if the respondents felt that most of the
Web Adverisements make false claims, 40.52 percent
of the respondenis felt it to be true so about web
advertising whera as 20.2 percent don’t believe so and
the balance 38.9 percent remained neutral in this
raspect. The fast statement was if the respondents
fiked to surf the sites for shopping rather than the
physical stores. This clearly asked if the internet is
perceived as an alternative to window shopping or not,
40.6 percent of the respondents agreed to the fact that
they like to purchase online where as 28.3 percent of
the respondents were agains! online shopping and thus
enjoy shopping on physical malls rather than cyber
malls. Both men and women had no significance
difference as far as the response towards the statement
is concerned.

An analysis of the above statements reveals that the

consumers on the whole have a positive attitude
towards Web adverlising. They feel that internet
advertisernents are attractive enough to catch their
attention and they also prefer to purchase the products
ontine rather than visiting the physical stores. On the
other hand there is a negative aspect toc and this
reveals that intlernet advertising is an expensive even
for the surfers i.e. it is expensive affair to click the
advertising links. The respondents also expressed the
fear of misuse of the credit card on the internet. They
further felt that there is no active cyber laws

implementation in India and thus it makes fraudulent
activities. Hackers can apenly hack the credit card
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numbers of the customers and thus there is a fear in
this respect. As per the hypothesis testing, the female
respondents specially felt sceptic about the security
issues. This may be duete their inbora traits whatever
the reason is; there are many instances of fraudulent
activities in case of ontine sale and purchase. Thus
the cnline advertisers should try to overcome these
weaknesses in order to make it acceptable to all and
sundry.

As far as the overal attitude of the respondents towards
web advertising is concerned, 41 percent of the
respondents have positive attitude towards web
advertising, 34 percent of the respondents have shown
a negative attitude towards web adventising and the
balance 25.5 percent of the respondents remained
neutral, Hypothesis that sex has no refation with overail
atlitude is accepted and thus, the response is
independent of the sex of respondents.

Conclusion

Theimplications of the study are that consumer have
positive attitude towards Web advertising. Around 41
percent of the respondents have a positive attitude,
around 34 percent of the respondents have a negative
attitude and 25 percent have neutrat attitude towards
Woeb as a medium of advertising.

Though consumer have positive attitude towards web
advertising even then itis still considered as a castly
affair. Thus there is need for infrastricture development
to make it easily available. With the implementation of
broadband it has becoming faster in speed but the
consumer stilf has to pay as per the data used and
thus there is a hitch in usage. [fthis becomes free like
TV programmes it will revolutionise the way the
marketers plan for products. The future researchers
can aim to answer the relationship of varicus
demographic features in relation to the attitude of the
consumers towards web. A research may further ba

conducted for comparing the attitude of the consuiner
towards TV and Web as the media of advertising. Most
of the consumers’ though literate were not able lo use

e

internet, they are having a mind setup that they need
some special skills before they can use internet so
they are not of any use both for advertisers and for our
study.

in short, we can say that though Web advertising has
shown an overall positive attitude yet it is an
undisclosed gold mine, itis in its infancy and with the
improvements in the infrastructure and the usage of
the internet will expand further. Itis stilt a very expensive
media for most of the respondents & thus due to this
reason is proving as prefligate for adverisers. Webis
an advertising medium for future which ensures the
lack of wastage by hitting the target consumers only.
The advertisers must follow Web as a medium in their
advertising media mix strategy.
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Abstract

in this paper the author documents the PO market
expenences cycles in terms of volume of companies and
refurns. The author tried to analyse the (PO market in
India. The regulatory framework and growth of IPO market
is sludied.

Introduction

The Initial Public Offering (1IPO) market, as we all know,
is ohe where companies offer their shares 1o the public
for the first time, either after incorporation, or on
conversion from private to public company. [t has been
empirically documented that the |PO market
experiences cycles in terms of volume of new
companies and returns. There are periods when large
number of companies get listed on the stock exchange
and experience good returns followed by periods when
only a handful of companies tap primary market to
raise funds. This cyclical phenomenon is ofien referred
to in literature as ‘hot and ‘cold’ markets and is
considered to be an ancmaly for which no concrete
and unanimous explanation has yel been provided for,
The Indian PO market is not an exception in this
context. The changes in the listing regulations
atongwith a boom and siump (i.e. hot & cold markets),
have made India a very important and interesting
destination for sludies So it becomes desirable to
dig deep and analyze what IPO market in india has
gone through, over a period, for more than the las'
decade. The present paper is a step in this directis

This paper has been divided into three sections. First
section deals with regulatory framework of POs.
Second section analyses the various stages in growth
of PO market in india whereas third section presents
the findings, conclusions and suggestions.

Section One
Regulatory Framework of IPOs

The Indian Primary market has come a long way after
the dereguiation of the Ingdian Economy in 1992, Both
the primary and secondary markets have had their fair
share of reforms, structural cum policy changes from
time to time. The most commendable being the
dismantling of the Controller of Capital lssues {CCI)
which had been the regulatory body for the Indian capital
marke! for over fifty years. introduction of the free pricing
mechanism (which permits the companies to price the
issues) changed the whole facet of Initial Pubtic Offering
{IPQ) market. Free pricing mechanism allowed good
corporates to raise money from the primary market at
the right price, which was denied earlier. However, the
decontrof was, to some extent misused by corporates
to overprice issues.

The government realised the need for a regulated
environment and slarted to promote its necessity in
capital markeis. Spearheading this was the
establishment of the Securities and Exchange Board
of India (SEBI} which became active in 1992, SEB!
was assigned the role of monitoring and regulating the
working of stock brokers, bankers to an issue,
merchant bankers, portfolio managers and other
intermediaries who are associated with stock markets.
Major developments and reforms in Indian IPO market,
from time to time . since January 1992, when SEBI
was given statutory powers are listed belovw .

From January 1992 to March 1896

Control over price and premium of shares

"Reader, Department of Commerce & Business Management, Guru Manak Dov Universily, Amritsar, Punjats,

“Lecturer, Depanment of Commarce, Khalsa College, Ametsar, Pungab.
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removed. Companies now free to raise funds  For1998-99
Relaxation of Norms for |POs

from securities markets after filing letler of offer
with SEBI.

L4 New reforms by SEB! in the primary market
include disclosure standards, introduction of
prudential norms and simplification of issue
procedures. Companies required to disclose alt
material facts and specific risk factors
associated with their projects while making
public issues.

L Disclosure norms further sirengthened by
introducing cash flow statements.

o New Issue procedures introduced- partial book
building for institutionat investors-aimed at
reducing costs of issue.

SEB! introduces a code of advertisement for public

issues for ensuring fair and truthful disclosures,

For 1996-1987

Bedies corporate with a track record of dividend
payment for atleast 3 years out of preceding & years
only allowed fo access the securities markets for
raising capital through equily or instruments to be
converted into equity; through a subseqguent
modification, payment of dividend by cash not allowed
ic be considered for the purpose of this eligibility
criteria. The term “track record” of dividend payment
defined to mean that the dividend must have been
declared inthe relevant year itself. Banking companies
which had received approval or license from RBi enor
before April 16, 1886 and public sector banks exempted
from the entry norms.

Public sector banks given refaxation from pricing norms.
They could freely price their shares on the basis of
two years' profitability as against three years track
record of consistent profitabiity for other issuers. These
changes were made as banks are regulated by RBL

For1997-98

The existing SEBI guidelines restricted the facility of
book-building to 75% of the issue size. However, this
constrained the benefits arising out of demand and
price discovery. The facidity of making anissue through
book building was extended to enlire issue size and
shall be avaitable to issuer companies which propese
{0 make anissue of capital of and above Rs. 100 crore.

@

To help lower issue cost and time for making
public issues and aiso o simplify procedures,
the ceiling of issue size of Rs, 100 crore for
book-building reduced to Rs. 25 crore.

To bring down the costinvolved in public issues,
the SERI medified the requirement of mandatory
collection centres. The minimum number of
collection centres for an issues of capitai shall
be {a) the four metrepolitan centres and {b) such
centres where the stock exchanges are lecated
in the region in which the registered office of
the company is situated.

To encourage the mobilisation of capital by new
companias, the entry norms for IPOs further
relaxed by substituting the requirement of actual
payment of dividend in 3 out of 5 preceding
years, with the ability to pay dividend as
demonstrated by distributable profits in
accordance with the provisions of the
Companies Act in at least 3 out of § preceding
years and a pre-issue net worth of notless than
Rs one crore in 3 out of immediately preceding
5 years. However, the minimum net worth
requirement of Rs. one crore is to be met during
the immediately preceeding 2 years.

To improve the liquidilty and o encourage
entrepreneurs to raise capital through public
issues, the requirement of the lock-in period of
promaters’ contribution in Tull reduced to only
20% of the tota’ capital of the company.

To help investors make informegd investment
decisions, credit rating by approved credit rating
agencies made mandatory for all public and right
issues of debt instruments irrespective of their
maturity or conversion period as against
exemption granted for 18 months.

To facilitate floatation of issues by public and
private sector banks, relaxation made in
Disclosure and investor Protection Guidelines
of SEBI for the issue of capital, subject to the
approval of the issue price by R8I, as banks
are under the regulatory purview of RBIL
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For19858-2600
Streamiining of Disclosure and Investor
Protection Guidelines

&  The entry point norms for IPOs which form part
of the Disclosure and investor Protection
Guidelines (DIP) relaxed for companies in the
information Technology (IT) sector to enable
these companies {o list their shares by making
public offer of 10% of postissue capital instead
of 25% for other sectors, subject fo requirements
of minimum number of 20 lac securities and
minimum net offer value of Rs. 30 crore. This

-will encourage IT companies to come o market,

®  The requirement of “ability to pay dividend"

substituted for “actual payment of dividend”, in

the entry point norms for public offers. This will
further strengthen the guidelines.

®  The DIP guidelines made common for all IPOs
in the wake of abolishing of the concept of fixed
parvalue i.e. gave freedom toissue sharesin
any denomination but not below Re. 1.

Marketing IPOs through the secondary maket or
1POs Online {e-ipos)

To facilitate the process of public offerings, the SEB!
introduced the new system viz. 'Online Securities Offer
System’ which seeks to extend the berefits of on-line
trading in the secondary market to the primary market,
The system not only uses the existing infrastructure
of the exchange (viz. terminals, brokers and systems}
besides making necessary improvisations in software
packages and improved means of connectivity.

The primary issues process, which involved printing of
alarge number of application forms and dispatching of
refund orders and, therefore lead to increase in cost
andtime required for the publicissues. The new system
would reduce the cost and time involved in a public
issue process and do away with the blocking of funds
of 'investors’.

Procedure for e-IPOs

A company proposing to issue capital through ontine
system of the stock exchange has {o comply wilh
section 45 to 68 A of companies Acl, 1958 and SEGH
{DIP) Guidelines, 20CC. Acompany is required to enter
into an agreement with the stock-exchange(s) whicn

have requisite system for on-line offer of securities.
The agreement shouid cover rights, duties,
responsibilities and obligations of the company and
the stock exchanges inter-se, with provision for a
dispute resolution mechanism between the company
and the stock exchange. Theissuer company appoints
a Registrar to the issue having electronic connectivity
with the stock exchanges. The issuer company can
apply for listing of its securities at any exchange
through which it offers its securities to public through
on-line system, apart from the reguirement of listing
on the Regional Stock Exchange. The stock exchange
appoints brokers for the purpose of accepting
applications and placing orders with the company. The
lead manager will co-ordinate all the activities amongs!
various intermediaries connected in the system.

Compuisory Linking Of [ssuer Companies With A
Pepository And Compulsory Trading By New IPOs

All new IPCs would be compulsorily traded in
demaierialised from and guidelines of public issues
were modified to make admission to a depository for
dematerialization of securities, a pre-requisite for
making a public or rights issue or on offer for sale. But
the investors were allowed to exercise option of either
subscribing to securities in physical form or
dematerialized form.

For2000-01
Stiffening IPO Norms

® The companies without any track record of
profitability can tap the market provided they
do so through the bock building route and
ensure that qualified institutional buyers
subscribe 80% of the issue, Earlier, only
information techneology companies were
allowed to tap the market without any
profitability record.

o All issues above five imes the pre-issue net
worth of the conmpany will be made through
the book building route and gualified
institutional buyers should subscribe 60% of
the issue. This is also zpplicable for iisted
companies that raise additional capital from
the market.

© Henceforth,

the mimimum promoters
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contribution wouid be locked in for 3 years
and the rest of the pre-issue holdings of the
company would be locked in for one year.
The amount of promoters’ contribution brought
in form of cash will have 1o be kept in an
escrow account and released to the company
with the public issue proceeds.

For2001-02
lssue Procedures

To reduce the time period involved between the closure
ofissue and listing of securities, the companies ware
advised, to ensure thal, details regarding the
applications and application monies received from
investors and the final certificate should be furnished
fo Registrar to the issue, the lead manager and the
body corporate, before the expiry of 7 working days
after the date of closure of issue.

issues through book-building

SEB! issuad further guidelines to he followed by the
issuers for raising of capital through book-building and
for allocation of these issues among various categories
of investors. In case an issuer company makes an
issues of 100% of the net offer to the public through
100% book-buiiding process, the guidelines stipulated
that not less than 25% of the net offer to the public
shall be available for allocation to retail individual
investorsi.e. investors applying for upto 1000 securities
and not less than 15% of the net offer to the pubtic
shalt be available for allocation fo non-institutional
investors Le. investors applying for more than 1000
securities, The guidelines also stipulated that not more
than 60% of the net offer to the public shall be available
for allocation to qualified instifutional buyars.

For 2002-03

® The disclosure requirements in offer
documents for Public {ssue/ Rights Issuef
Olfer for sale, were streamlined and
strengthened,

o The existing procedure and process of
registration and renewal of registration were
reviewed and streamilined.

@ The existing regulations pertaining to
intermediaries fother existing guidelines /
reguiations, were reviewed and amended.

For2003-04
Disclosure Requirements

With a view to making Indian Primary Market more
disclosure based and comparable with international
standards, amendments have been made to the
guidelines to add additional disclosures in the offer
documents. The offer documents should contain
information relating to financial statements as perthe
indian According Standards.

Green Shoe Option

As a stabilization tool for post listing price of newly
issued shares, SEBlintroduced the green shoe option
facility in 1POs.

For2004-05
IPO Rating

SEBI is reportadly planning o introduce mandatory
rating of initial public offerings (IPOs), & service not
available on any bourse across the world. The move is
expected fo protect the local investors and improve
foreign investors’ image of the Indian Capital Market.
From the review of above regulations it appears that
the role, that SEBI has played in reforming primary
market is commendable. Stringent norms have been
tmposed as and when required. When {ree pricing
mechanism was misused by corporates lo overprice
issues, SEBI reguiated it by further strengthening the
necessary quidelings. It has aisc heeded the
convenience of both investors and issuers, by allowing
the latter to raise funds through IPOs online which has
not only reduced the cost and time involved in a public
issue process but also done away with the blocking of
funds of investors. Earlier, only debtinstruments have
been subjected to mandatory credit rating but now
SEBI is also reportedly planning te introduce
mandatory rating of IPOs, which will be source of
information for investors since they do not have track
recards of various IPOs.

Section- Two
Growth of IPO Market in India

IPO market in India has had its share of ups and downs,
over a period, for more than the 1ast decade. It has
seen z steep rise in the initial years of the post
liberalisation of Indian Economy. The growih observed
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during the first half of the 80s is mostly attributed to
the financial liberalization of the economy. To facilitate
an easy view of the whale scenario of IPO market in
india, the table and the adjoining graph presented here,
reveal the various trends in number of IPOs and amount
of iPOs with their respective annual growth rate overa
period of time. (Refer to Table-1 on pg. No. 52)

As evident from {able and graph above, IPO market
saw a steep rise in the initial years of the post
liberalisation. itis evident during 1992-94, when hourses
started to show signs of recovery after the securities
scam in 1892. The Sensex also touched a new high
during the same period due to improved economic
environment. Total funds mobilised during 1994-85 went
up from Rs. 8279.04 crores during 1993-84 toRs. 8818
crore as no. of issues increased from 695 (1993-94) to
1231 (1984-95). Anumber of companies started to cash
in on the bueyant primary market, notably the finance
companies. The trend continued for 1895-86, whenthe
no. of issues recorded the highest (i.e. 1357 issues)
for Rs. 10824.11 crores. This trend was backed by
robustindustrial production and higher gross domestic
product {GDP) growth. That the IPO market in India
witnessed boom from the early 1890s till mid 90s is
also vindicated by the statistics of average annual
compound rate of growth, for first six years as opposed
o remaining seven years, in context of both no. of
IPOs and the amount raised through them. For no. of
IPCs, the rate is 72.88% for the first six years as
against -38.18% for the last 7 years. Similarly for the
amount of IPCs the rate is 88.87% for the first six
years as against -7.83% for the last 7 years.
Buoyed Dby the business scenario most of
manufacturing companies went for huge capacity
expansions and diversification. The impact of this, was
visible as excess capacity cramped margins and many
companies went into the red. Public issues started
drying up. Not only did no. of IPOs declined sharply
{i.e. from 1357 during 1985-86 to 717 during 1956-87)
but so did the amount of capital raised from them.
This may be attributed in part lo the conditions prevaiing
in the secondary market and in the overall stance of
maonetary policy as it impacted the economy. T2
decline in issuance may also be attributed to st er
eligibility critenia that were implemented in 190 >-96.
But the stricter elgibihty critena also resulted ¢ an

improvement in the quality of issuance. This is borne
out by several trends that became evident in 1896-97.
There was an increase in funds raised through large
issues and a relative decline in the number of small
issues and in funds raised through them. Besides
reduction in no of IPOs, there was a decline in the
numbper of issues made by finance companies and the
funds raised by them. Inimportant trend that emerged
and which was expected to continue in 1997-88 was
the growing significance of banks and financial
institutions as issuers. This trend was important from
the point of view of investors in the primary market, as
issuers without track records are more fikely to seek
funding from barks and financial institutions, which
are better able to evaluate and monitor the perdformance
of such issuers, and not directly from investors (Annual
Report, SEBI, 1996-97).

The number of {POs further declined to 52 issues during
1897-98 amounting to Rs. 1047.52 crore. The decline
in the {POs can be partly attributed to the declined in
induslirial activity in the country parlicularly capital
goods industry and partly due to strict entry point
norms, which prevented green field projects without
track record from accessing the market (Annual
Report, SEBI, 1987-98).

The financial year 1998-89 recorded the lowest no of
issues (i.e. 18) for the decade 1990-00. The IPOs'
contribution towards resource mobilisation declined to
7.2% as compared {0 22.9% in the previous year. The
annual report of SEBI for the year 1988-99 menticned
& possible reasons for the depressed conditions of the
primary market. These are as follows:

@ Sluggish secondary marke! conditions were
said to be {he main reason behind the poor
performance of the primary market.

® Poor performance and unceniainties of thi
secondary market induced retail investors to
fook to other avenues of investment at the
expense of equity.

° The poor performance of the country in the
macroeconomic front adversely affected the
performance of the primary marketl.

@ The East Asian crisis affected the sentiments
of investers. hoth domestic and Flis, in Indian
markets.

® Institutionzal problems also had a negative




Batwinder Singh & Shelly Singh

impact on the primary issue market.
® With introduction of the economics referms,

the Govt. of India permitted free pricing of

issues. As aresult, alarge number of issuers
" entered the market to raise resources through
equity offerings at high premia. The price of
many of these issues declined on listing and
quoted substantially below the issue prices.
. Some of the companies which came with
public issues, are not even traceable. The
charging of inordinately high prices on the basis
of rosy projections and coated justifications
for the new issues in a large number of cases
and the disappearance of some of these
companies adversely affected investors in the
terms of fiquidity and confidence. This resulted
in a huge excdus of retail investors from the
market. Evidently the primary activities in India
declined in second half of the 1880s.

The market revived in 1999-00, thanks to the
boom in software stocks. More than 50% of new issues
were oversubscribed and got listed at huge premiums.
Investors just went after the |POs that had a prefixor a
suffix remotely connected to tech or software. Huge
investment in Information Technelogy (IT) issues was
a world wide trend which continued t41 2000-CG1. During
this boom a lot of companies knowingly changed their
narmes 1o give an impression of being a tech company.
And as happens after every wild boom, reality struck
and most of the shady {POs got hammered to reflect
their true values, $0 some vanished ovemnight and some
are trading at a fraction of their original IPQ price. This
promoted the SEB! fo issue new guidelines for the
companies wanting to get listed on the stock exchange.
It required that the potential listing company should
have a clean financial track record and secondly, il
shoutd have paid minimum three years of dividends
prior to listing. Alse, the promoters were required to
have a three years lock-in period in the company's
equity, thus insuring that there is no highway robbery
of the retail investor’'s hard earned money. After the
tech melidown, it was again a rough ride for both
primary and secondary markets. Cnly 7 1POs hit the
Indian Capitt Market in 2001-02 for Rs. 1201.8 crore,
though the year 2001 belonged {0 iPOs by media. The
situation was even worse in 2002-03 when only 6 {POs

(lowest in the table) raised Rs. 1038.68 crore.

But it was back %o better times again when things
started to look up by the end of 2003-04, There were
14 issues amounting to Rs. 1412 crores by the end of
2003-04. 1PO started buzzing again in India in 2004,
The current fiscal has proved to be a dream run for
investors with the secondary markets beating all
estimates by the o-called experts, who revised targets
below 5000 after the change in government in May.
Notonly has the secondary market out performed major
global indices, but the primary market also witnessed
robust activity with Rs. 16819 croras flowing into the
system through 7 government divestments, with Tata
Consuitancy Services (TCS) leading the pack with
divestment of Rs. 2778 crore. Rs. 10703 crore of fresh
capital was raised in 2004. There were 3 issues of
over Rs. 5000 crore each. Of the 34 equity issues, 21
were made through the book-building route. This
primary market boom could fargely be atiributed to
the liquidity factors, general market buoyancy alongwith
fundamentally strong companies coming in at the right
time.

The trends reviewed above indicate that IPO marketin
India witnessed NBFC boom in early 1890s, the
coemmodity boom in mid 905, technology boom in 2000
and divestment boom in 2004. The period from the mid
80s till 2004 has been mixed one, as it faced slump
during 1897-99, made recoveryin 1999-01 (due to tech
boom), again faced siump for 2001-03 and made
recovery again by the end of 2003-04, to witness
another boom in 2004. There has been significant
contrast between the no. of IPOs issued and the
amount raised through them. Average annual
compound rate of growth for amount raised through
IPOs is -5.06 which is greater than that for no. of IPOs
which is -27.23, meaning thereby that there have been
issues of large size though no. of IPOs has falien over
s period of time.

The Road Ahead (IPOs Outlook For 2005)

The IPO boom witnessed in 2004 is fikely to spili over
into 2005. The public offerings worth over Rs 40000
crore, especially from PSUs, Banks, Airlines and
telecom companies, are set to flare up the market in
2005. The 1PO market will grow over to Rs 1000 bn in
3 years from a little over Rs 300 bn in 2004. 12-15%
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annual refum is expected from the equity market, The
2005 estimate is also substantially dependent on PSU
divestments Bhel, Power Grid, ONGC, NHPC, Haidia
Petrochemicals, Gujarat State Energy Generation,
Gujarat State Petroleum, Neyveli Lignite and Shipping
Corporation of {ndia are amoeng the state owned
companies intending to tap the market. The
strengthening IPO market wouid also strengthen the
narrow secondary market which is mamed by excessive
speculation and volatility. The fate of the primary market
is now closely linked with the secondary market. Sg,
malpractices in thé secondary market need to be
corrected to sustain Investors' confidence,

Section Three
Findings, Conclusion & Suggestions

The Initial Public Offering {IPO) market, is one where
companies offer their shares to the public for the first
time, either after incorporation, or on conversion from
private {0 public company. The PO market being a
part of primary market is an important constituent of
capital market of the financial system, which plays an
important role in the economic development of a
country by transfemring resources from the sumpius units
1o the deficit units efficiently and productively. it has
been empirically documented that the 1IPO market
experiences cycles in terms of volume of new
companies and returns. The Indian IPO market i not
exception o it. The changes in listing regulations
alongwith a boom a slump, have made India a very
important and an interesting destination for studies.
The present paper seeks to analysis those various
regulatiens and trends, over a pefiod ¢f time, that have
invoked interestin Indian IPO market.

Findings of the paper reveat that PO market in India
witnessed, four booms, over a period, for more than
the last decade. It witnessed the NBFC boom in the
early 1990s, the commodity boom in mid 90s, the tech
boom in 2000 and the divestment boom in 2004, The
period from the mid 90s till 2004 has been mixed ong,
as it faced slump during 1997-98, made recovery in
1998-01 (thanks to tech boomy), again faced slump for
2001-03 and againt made recovery by the end of 2003-
04, to witness another boom in 2004. There has been
censiderable contrast between the no. of IPOs issued

and the amount raised through them. Average annual

compound rate of growth for amount raised through

IPOs is -5.06% which is greater than that for no. of

IPOs i.e. -27.23% meaning thereby that there have

beenissues of large size though no. ¢f IPOs has fallen

over a period of time.

On the regulation side, it is revealed that the role, that

the SEBI has played in reforming primary market is

commendable. Stringent norms have been imposed

as and when required, which among others, include :

® Pre-issue requirements of issuing company and
lead managers, filing due-diligence report at the
time of filing of draft-prospectus and post issue
obligations of revealing the allotment basis were
enacted to safeguard investors and to bring
transparency in the system.

@ Other notable norms include the lock-in period
norms for promoters, issues through" book-
building where Qualified Insitutionat Buyers
{QIBs) are allowed to subscribe to 60% of issue
and the raising of funds through e-IPCs.

© That the SEBI is reportedly planning Lo introduce
mandatory rating for {POs will further improve
the investors’ faith in the market. Earlier, only
the debt instruments have been subjected o
mandatory credit rating. Even the seasconed
equity offerings can be gauged in terms of quality
and retum. But now the rating of IPOs by credible
credit rating agencies wili be source of
information for investors as they do not have
track records of {POs.

Suggestions

While what happened in 2004 is a history, there
are some aspects which may be considered:

® So far as credit rating of IPOs is concernad, i
can be voluntary to start with. Of course, it can
be mandatory with time.

© Besides, some of the fundamentally strong
companies that plan to tap the market, there is
also a bunch of ‘also-runs’. This is typical of
bull market for example 50% of the companies
which got listed during tech boom in 2000 are
not even traceable today.

© Investment in IPOs should be subject to
consideration of risk factors and the approach
of "buying the company as opposed as buying
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the stock” may be beneficial, as in a bull market
high over subscription rates can be misleading
at times.-

@ The regulator too has a huge respansibility to
discharge if IPOs have to continue as a viable
fund-sourcing avenue. This is possible with
continued investor interest which can only come
in if the IPO issues that hit the market bring
strong business profites for investors to
choosefrom. This is where the reguiator's eyes
are needed.
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Trends in indian 1IPO Market

Year Number of {POs Annual Growth Rate Amount (Rs. Crore) Annual Growth Rate
1990-81 109 + 72,89 706 +88.87
1991-92 158 +44.95 736 +4.25
442.93 468 +186 1883 +427.58
1993-84 695 +458 B8279.04 +113.21
1994-85 1234 477 9519 +19.81
1995-66 1357 +10 10924.11 +10.13
1686-97 717 -47 5958.60 -45.45
1697-88 82 -92 -38.16
(Avg. Annual Compound rate of growth for last 7 years) 1047.52 -82.42 -7.83
1998-39 18 65 404.21 -61.41
169800 51 +183 2719.04 +572.67
2000-01 114 +123 272238 +0.12
2004-02 7 -93 12018 -65.85
2002-03 6 -14 103868 -13.67
2003-04 14 +133 1412 +35.94
Average annual compound rate of growth
-27.23 -5.06
Source - Data compited from annuai reports of SEBL




Gurukul Business Review (3BR)
Vol. 3 (Spring 2007), pp. 53-58
ISSN : 0973-1466

MANAGING INNOVATION THROUGH CORPORATE VENTURING
(XEROX CASE)

SANDEEP KUMAR SHARMA’
SHAIFALI SHARMA™

Table of Contents

s  Abstract

» Introduction

e« WhyManaging Innovation is Like Theater?
s Artful Making

s The Costof Getting It Right

e References

Abstract

This paper considers a model that one large firm
succeessfully used to develop innovative products and
bring them lo market and describes how this mode!
addresses five areas that often hamper large firms and
keep them from bringing new products to market. More
specifically, it describes how Xerox established Xerox
Technology Ventfures (XTV), a veniure fund lo
cormmercialize intemal technologies that might otherwise
has languished.

Introduction
“New Organizational models can helg a firm commet-

cialize ideas that would otherwise lauguish"

“Ten years on, Xerox Technology Ventures (XTV) has
got more than a dozen young firms established,
exploiting ideas that would have either gone to waste
or slipped away {o make fortunes for others. Some of
these new ventures have gone public, some have been
soid and some are still operating as hungry fittle start-
up. The way Xerox commercalizes its orphan ideas
has inspired others.” The Economist (February 20,
7539)

The inability of established industry leaders to taunch
innovative products despite their extensive financial and
humanresources is a source of frequent comment and
sometimes even consternation. This article considers
a model that one large firm succeessfully used to
develop innovative products and bring them to market
and describes how this mede! addresses five arer

that often hamper farge firms and keep them from
bringing new products tc market. More specifically, it
describes how Xerox established Xerox Technology
Ventures (XTV), a venture fund, t6 commercialize
internaf technologies that might otherwise hae
languished.

The XTV model is a particulary interesting one for
addressing some primary problems faced by large firms
in managing innovation. The concept is to creat an
entrepreneurial vehicle, funded by the parent company,
which mimics the traditional venture capital mode!, The
number of companies with similar venture programs
has more than tripled in the past three years. The so-
called “Intrapreneurs,” or new product venlures, can
have the best of both words by exploiting new
technologies without giving up access to all corporate
resources. The parent company benefits by not having
to manage areas outside of ils core business. And, if
the new venture becomes a successful company with
its own capitalization and valuation, the parent company
benefits from its equity position. Forexample, XTV turned
a 530 million venture fund into a $50C million market
capin seven years. As a major investor in these ventures,
Xerox gained much more than it iikefy would have earned
from these same products had they been developed
and marketed in house.

What are the underlying reason large organizations
must learn to manage innovation differenty? Anurag
Sharma provides valuable insights on this complex
Issue in his recent articie, "Central Bilemmas in
Managigg Innovaticns in Large Films.” He categirizes
these dilemmas into five areas.

1. Seeds vs. Weeds

2. Experience vs, [nitative

3. Internal vs. External Staffing

4. Building staffing Capabilites vs. Collaborating
5. Incremental vs. Pre-emptive Launch

The XTV corporate ventuning model provides an initiative

"Reader, Depanment of Commerce, Govl. P.G. College, Rishikesh.
“’Lecturer, ICFAI Business School, Gurgaon.
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origanizational form to deal with each of these
categories..

Seeds vs. Weeds

Sharma noles that,” the overwhelming volume of new
ideas and the need to invest to carefully evaluate any
one of them initself restrains innovative aclivity inlarge
firms."” Firms need processes for sifting out real
opportunities from the targe group of product
possibilities. Even more importantly, they need
programs to nurture the selected products and bring
themn to market. The literature is rich with research on
distinctive capabilities of a firm often vary. This naturally
leads to differing perceptions of what a new product or
technology may mean to a firm.

IBM's struggle with the impact of PC operating
sysiems, AT&T's indecision about its role in the
internet, and Barnes and Noble's challenge from
Amazon exemplify the confiicts that firms face when
identifying the boundaries of their strategies. Allofthese
firms conducted extensive studies of these new
markets. Yet for a variety of reasons, they did not pursue
them until long after new ventures dominated the
market. Capitai budgeting progeting processes
certainly play a role in the reluctance of firms to pursue
emerging markets. A company may decline a new
venture when management is driven pnmarily by ROI
concept, due to the perceived demand for funding and
technical talent. Corporate veniuring, however, provides
a vehicle for management to minimize investment and
risk while positioning may realize much higher
valuations from their new ventures than they would if
these same ventures were integrated in their current
income statements, For example, Palm Piiot, a spin-
off, is valued higher than the parent company 3Com.

Most recently, the explosion of internet technologies
has exposed a further barrior to innovation - that of
cofe rigidity. This result from a false sense of secuirty
with the status guo that blinds corporate strategists to
the impact of emerging technologies an their core
competence. The failure of strategists to appreciate
emerging technologies ¢an cause them to view "seeds”
as "weeds.”

Athird factor that may cloud management's objective
evalualion of “seeds” is the need to apply scarce
resources to current preducts often have long-term
breakeven points and relatively high hurdle rates due
to their inherent risk. In addition, contribution to earning
from these new products may not significantly influence
the firm's stock price or enhance its multipte, Ironically,
these innovative products may cormmand much higher
valuation as stand alone companies than does the
founding firm. Only two of the eleven products launched
by Xerox Technology Ventures bordered on the parent
company's core greas. These twe products were finally
spun-off to XTV on the basis that Xerox had spent a
great dezl of time and funds on them without their
reaching the market!, and there need to be a new
approach to bring these technologies to fruition. Xerox
also felt than it would benefit by being an early adopter
as 3 customer prior 1o public launch. (It is interesting
to speculate how the other new praducts were funded
internally if they were not core.)

For example, Xerox undertock a large number of
projects over a decade in the attempt 1o develop object-
oriented document-management systems but had not
shipped a product. XTV developed a business plan for
a new firm, Documentum, to rapidly convert Xercx's
accumuiated knowledge in this area into a marketable
product. This process required Xerox to recruit an
outside management team. Today, Bocumented is the
leading player in document management systems with
a market capitalization of ever 5400 million. Xerox
ownership is approximately 28%.

Experience vs. [nitiative

Venture ideas often originate in the probtems or
opportunities encountered in the conduct of existing
routinegs deep within the operating structure of firms.
As aresult, the initial champions of new concepts are
frequently middie-level scientists and managers who
are immersed in their work, These individuals may not




MANAGING INNOVATION THROUGH CORPCORATE VENTURING {XERO CASE)

bring new concepts to light if they are not supported in
manzging new ventures of taking entrepreceurial risks.
Partners and advisors at XTV provided an initial vehicle
to support founders with criticai management
processes in accounting, control, purchasing,
recruting, marketing, and other areas such as
presentation skills. This enabled founders to
concentrate on moving their product to the
marketplace. The new firms used the Xerox idenity in
their literature, providing credibility to an unknow firm.

internal vs. External Statfing

Sharma found in his study that managers of innovative
projects within large firma “were severely taxed, since
virtually every staff position that was created within
the ventures required extensive justification in terms
of technicai need and economic viability.” This process
naturally included presenting new opportunuries to
personnal from other divisons in compiance with
internal HR policies.

The XTV corporate venturing modet eliminated these
barriers created by the corporate bureaucray. In
Cocumentum's case, there were no requirements for
the founders to use Xerox persennel.In fact, toinsure
a clean break from the corperate procedurai
environment, XTV insisted that the CEO of the new
firm be hired from the outside. As a new firm, equity
incentives could be used to attract top talent from the
cutside. Such incentives would not be available if the
projectwas developed internally.

Building Capabilities vs. Collaborating

Alarge firm conceptuatlly can from inputs from muitiple
divisions to support a new product concept. However,
in practice.

internaltechnolegy transfer can runinto multuple barries
as managers try o work across organizational lines.
It often is easier to develop relationships with cutside
firms. The finaciat risk of the new venture also can be
shared with the alliance partners. Xerox was able lo
offer equity incentives fo potential pariners by employing
their unused capacuty in exchange for stook.
Partnering can expose firms o new knowledge,
organizational structures, or cultural characteristics that
are essential in serving an emerging market. Firms
that partnered with XTV brought new perspectives and
modes of cperation that made the ventures more

competitive. The parent company was even able to
selectively adopt these insighis intc its existing
operations.

incremental vs. pre-emptive Launch

The corporate resource aliccation issue becomes
particularly apparent in a new product faunch, It is
tempting to commercialize on & small before pulting
millions of dollars at risk in a large firm. However,
incrementalism can trigger competitive activity, limit
volume buying and preduction opporiunutues, and may
also signal customers that the firm is only testing the
waters.

XTV issured that each venture was backed sufficient
capital and management to hit the ground running. XTV
soficited other major venture capital firms o hedge its
own pertfolio risk and to provide adequate capital for
growth while Documentum was logging ifs first $30
million in sales. in contrast, internal launches are often
hampered by a lack of deveiopment funds.

Conclusion

XTV turned a $30 millicn dollar fund into a $500 miltion
dollar valuation in seven years. It provided Xerox a
vehicle to recognize a significant return on its rmternally
developed products which, otherwise, were ™ in the total
corporate product strategy. in 1897 Xerox formed Xerix
New Enterprises {XNE) as a new management
paragdigm within the company t¢ manage and grow
innovative businesses formed outside the corporation's
core strength.

The number of companies with simifar venturing
programs has more than tripled in the past three years.
Firms such as Lucent, AT&T, CMGI, and Hewieft
packarg are crealing separate enirepreneurial
organizations in order to streamlineg the management
of new product concepts. Some of these companie:
have "spun-off” specific products or technologies as
stand alone companies. Examples include AT&T's
creation of Lucent Technoligies, Hewlelt packard's
formation of Agilent Technologies, and 3 Com's spin-
off of paim pilot. These spinoffs are attempts to provide
major product groups with the flexibility, incentive, and

management struction to meet the needs of a particuiar
marketplace.

Large organizations appear to be unable i sucvive
with traditional hisrarchical approaches o in—vation.
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Corporate venturing models. however, provide the
flexibility and incectives needed to compets in the
economy.”

Acompany of excepltionally talenfed big stars
Caneemms create a less effective play than one made
up of ordinarly talented artists who have,
through hard work, learned how to collaborate.

-Robert Austin & Lee Devin

Why Managing {novation is Like Theater?

if you don't Know where you're going, any map will do.
This conventicnal wisdom sounds right to many
“managers. It highlights the sakety of having a clear
objective for your management acticns. It implies that
all management actions are likely to be confused and
inefficient if you don't have a clear objective. If you
don't have a good fix on your destination —be it a
product or service, a strategic or competitive outcome,
or anything else—you may as well not start the journay,
For a lot of your work. though, this so-called wisdom
is wrong. Why? For one thing. you can't afways known
your destinaticn in advance. Whether you're designing
a new product, running a business in volatile conditions,
operating a process that might encorney usually
involves exploration adjustment, and improvisation,
Situations in which you don't or can't know the resuits
in advance are common angd consequential. All
businesses face them.
if you're not too narrow in what you're willing to call
"management,” You can manage these situations. You
can enhance effectiveness and efficiency, and you can
improve the likelihood of valuable cutcomes. However,
the methods you'll use wilf differ from, and sometimes
conflitwith, methods that work when you know where
you're going.
There is an increasingly important cateqory of work--
knowledge work--that you can best manage by not
enforcing a detailed, in-advance set of objectives, even
if you could. Often in this kind of work, time spent
planning what you want to do will be better spent
actually doing (or letting others do), trying something
you haven't thought out in detail so you can quickly
incroporate what you learn from the experiencein the
next attempt. {n appropriate conditions--only in
appropriate condibons—you can gain more value from
experience than from up-front analysis. In certain kinds
of work, even if you can figure out where you're going

and find a map to get you there, that may not be the
best thing to do.

Feorging ehead without detailed specifications to guide
you obviously raquires innovations, new actions. We
take this observation one step further by suggesting
that knowledge work, which adds value in large part
because of its capacity for innovation, can and often
should be structured as artists structure their work.
Managers should look to collaborative artists rather
than to more traditional management models if they
want to create economic value in this new century.

We call this appecach artful making.”Artiul,” because
it derives from the theory and practice of coltaborative
art and requires an artist-like attitude from managers
and team membors. "Making,” because it requires that
you conceive of your work as allering or combining
materials into a form, for a purpose. Materials thus
treated become someting new, something they would
not become without the intervention of 2 maker. This
definition usually paints o work and managementwe're
considering don't always do that. Instead they mostly
operate in imaginaticn, in the realm of knowledge and
ideas. we're not primarily concerned with heating metat
and beating it info shapes. We're more concerned with
strategies, product designs, or software —-new things
that groups create by thinking, talking, and
collaborating.

Artful Making

Any activity that involves creating something entirely
new requires artful making. Whenever you have ne
biveprint to tell you in detail what to do, you must
work artfully. Asuccessful response to an unexpected
move by a competitor requires artful activity; so does
handing a sudden problem caused by a supplier. An
artfut manager operates without the safety net of a
detaited specification, guiding a team or organization
when no one knows exactly where it's going.

In the 21st century, it's a simple fact that you often
don'tknew where yor're going when you stat a journey.
A manager who needs to be handed a clear set of
objectives or a process specification is only half a
manager {and not the most important half). To know
where you're going by the time you start, that's an
amazing luxury and you probaly can't afford it. Anyway,
if you think you where you're going, you're probably
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wrong. The need to innovate, to make midcourse
corrections, and to adapt to changing conditions are
the main features of a growing part of daily work.

UL Typlow 14

| INNOVATION AS A COMMODITY -

Many people in business admit that parts or their work
are “more art than science.” What they often mean,
alas, is that they don't understand those paris. “Art”
used in a business context usually refers to something
done by “talented” or "creative” people who are notquite
trustworthy, who do work that resists reasonable
description, There's often adisparaging implication that
art-like procrsses are immature, that they have not
yet evolved to incorporate the obviously superior
methods of science. The premise that underlies this
point of view equales progress with the development
of reliable, rulesbased procedures to replace flaky, art-
based processes. | don't believe in this premise.

Artbased business processes are underatandable and
reliable, capable of sophisticated innovation at levels
many “scientific” business processes can't achieve. A
theatre company, for instance, consistently delivers a
valuable, innovative product under the pressure of a
very firm deadline (opening night, eight o'clock curtain}.
The peoduct, a play, executes again and again with
great precision, incorporating significant innivations
every time, but finishing within thirty seconds fthe same
iength every time. And although art-based peocesses
realize the full capabilities of talented workers and can
benefit from great worker talent, by no means do they
sequir exceptionzl or especially creative individuals, Nor
does greatindividualtalent ensure a valuable outcome.
Acompany of exceptionally talented big stars can {and
often will} create a less effective play than one made

up of ordinarily talented artists who have, through hard
work, learned how to collaborate. Business history too
peovidies numberous example of underdog upstarts
out-coliaborating and out-execting compainies with
much better resources; and few {if any} companies
have ever workshiped more devoutly at the attar of raw
individual talent than £nron, one of the most
spectacular faillures in history.

The Cost Of Getting It Right

The cost of iteration—the cost of reconfiguring a peccess
and then running it agaln—significantly inpacts the way
we work. Reconfiguring an aute assemble process can
involve buying and installing new equipment, which can
be pretty expensive. So, automaakers usually do a lot
of planning before they commit to a configuration. They
don’t want to have to reconfigure very often. They try
to * Get it right the firs{ time.”

On the other hand, some software development
neocesses are designed nowadays so that they can
be reconfigured cheaply and guickly. Developers
generate new versions of a software syatem as often
as often needed. Technologies that allow new versions
to be rebuilt easily keep the cost of iteration fow. When
enabling technilogies help keep the cost of iteration
low, we don't need to worry as much about getting it
right the first time. instead, we can try things, leamn
from them, then reconfigure and try again. Because it
doesn't cost much to iterate, the value of doing is
greater than the value of thinking about how to do.
Cheap and rapid iteration allows us to substitute
experience for planning. Rather than “Get it right the
firsttime," our battle cry becomes “Make it great before
the deadline.”

Management researchers often talk about cheap and
rapid iteration as cheap and rapid experimentalion. The
ability to run experiments cheaply is an importan!
benefit when the cost of iteration os low, Simulation
technologies, for example, allow automakers to run
virtual crash-testing experiments to determine the
safety implications of many car body structures, more
than they could afford to test with actuai cars.

But experimentation, though important, is only part of
what is achieved by cheap and rapid iteration. {f you
think and talk about iteration as experimentation, fow
cost of iteration seems to make bustness more like
science. Its broader effect, is to make business more
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like art.

Here’s why: Before you can crash test virtual cars,
you must create virtua! cars. Cheap and rapid iteration
lets you test cars more cheaply, but it also you create
them more cheaply, and in many more forms.The
creation of things to test—-in scientifie terms, the
generation of hypotheses--is a fundamentally creative
act. In many business situations, the hypothesis,
problem, or opporiunity is not well-defined, nor does it
present itself tidily formed; you must therefore create
it. Even when a problem or opportunity appears well-
defined, often you can benefit from conceiving it in a
new form. The form you conceive for it—the idea of it
you have--will determine how (and how well) you solve
it. cheap and rapid experimentation lets you try new
forms; cheap and rapid artful iteration helps you creale
new forms to try.

Artful making (which includes agile software
developmeant, thealre reharsal, some business strategy
creation, and much of other knowledge work) is a
process for creating from out of disorganized materials,
Collaborating artists, using the human brain as their
principal technology and ideas as their principal
material, work with a very low cost of iteration. They
try something and then try it again a different way,
constantly reconceiving ambiguous circumatances and
variable materials into coherent and valuable outputs.
Artful making differs from what we c¢all industrial
making, which emphasizes the importance of detailed
planning, as well as tightly specified objectives,
processes, and products. Its principles are familiar:
Pull apart planning and production to specialize each;
create a buleprint or specification, then conform {o it;
don’t do anything before you know you can do
everything; “Get it right the first time.” When industrial
makers conferm to plans and specifications, they say
their products and processes have "quality." The
principles of industrial making are so embedded in
business thinking that they're transparent and we don't
notice them. We apply them reflexively; thay are “The
way we do things.”....Industrial mothods can distort
reality and smother innovation. Artful and industiral
making are distinct approaches and each must be
applied in the appropriate conditions.

If's important to recognize that artful and industrial are
nor mutually exclusive. everywhere, nor should
industrial making. should not be applied everywhere,

"

nor should industrial making. they compiement each
other and often can be used in combination.
Complementary does't mean interchangeable. though,
As opportunities for artful making muitiply with the
expansion of the knowledge work sector of business.
managers and other workers must be careful not to
attempt to solve artistic problems with industrial
methods, and vice versa.
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Abstract

The dream of indian investors to own shares of foreign
companies has come frue now. India has now opened ifs
doors to foreign companies lo float Indian depository
receipts (IDRs) in the Indian sfock markel, taking one
more step fowards globalization. The Deparntment of
Company Affairs, Ministry of Law, Justice and Company
Affairs, Govermment of India and SEBI have pomifted
companies incorporafed oulside India Lo raise funds from
India by offerng equity to Indian investors. Il may be
recalled thal in 1992, as a part of liberalization and
deregulation, govemment of India had alfowed the Indian
companies o direclly tap the foreign resources for their
requirements. As a resuff GDRs (Glebal Depository
Receipts) and ADRs (American Depository Receipts)
were inlroduced, that enabled foreign invesiors o acquire
sharcs in the Indian companics and encouraged flow of
foreign capital inlo Indian economy. However, Indian
mveslors were nol alfowed fo subscribe the shares of
foreign companies direclly but only through Foreign
Insiitutional Investors (Fils), unti! the "Companics (Issue
of Indian Deposifory Recelpts) rufes, 20047 were notified.
This arlicle is an allempt {o Irace the future prospects of
Indian Depaository Receipts in the light of IDR rufes 2004.
it deals vith the pracilicability of these rules considering
the realities of indian capital markets and focuses on the
norns that may prove to be obstacles in the path of
implementation of 1DR regime.

Introduction

An indian Depository Receipt {{DR) means "any
instrumentin the form of depository receipt created by
the domestic depository in India against the underlying
equity shares of the issuing company” which is
incorporated outside India. These depository receipts
should be listed on cne ar more than one stock
exchanges in India and should be freely transferable.
The actual shares underlying the IDRs should be held
by an overseas custodian who shall authorize the indian
depository to issue IDRs. The outside custodian must
be a foreign bank having a place of business in India
and must get approval from finance ministry to act as
custodian, Figure 1depicts the mechanism for floatation
of a typical 1DR program.

In this article an attempt is made to trace the future
prospects of indian Depository Receipts in the light of
1DR rules 2004. Section 1 deals with the norms {o be
followed by the foreign companies to make an issue of
IDRs. Section Il focuses on the future prospects of
IDRs and is further sub-divided into two parts. Part i
explains the possible benefits of IDRs to the issuing
company and Indian investors i.e. to explain what
makes [DRs more altractive. Part i provides a cnrtical
review of these rules and {ocuses norms that seemto
be foo stringent that can make IDRS less charming.
Section {1 deals with the future challenges that Indian
Stock market will have to face if it adopts {DRs. Firally
it gives an answer to the question “Will corporates take
iDR route?”

Section |

Nerms to be followed by the [ssuing Company
The Department of Company Affairs has laid downthe
ground ries “The Companies (Issue of IDRs) Rules,
2004" for fioating IDRs in Indian stock market that
contain a seres of to-dos for anissuing company (SEB/
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Figurel

Typical Structure of un IDR Program

Issuer Company’s Home Country

Foreign issuing Underlying Shares

o  Overseas Bank

company
F

Indizn Capijtal Market

Money . Dividend

Listing of |DRs en indizn Stock Exchange

{Custodian)

Indian Depository > Indian S10ck
MWSDL/CSDLY Fxchange
r Y :
IDRs Clearing House
Money Dividend Clearing Corporation
' k4 of India Limited

Indian Investors

Source: Adapted from Kumar (2004)

and corporate laws, 2004) which are as follows: °

Basic

A foreign company can issue IDRs if its pre-
issue paid-up capital and free reserves are 2t
feast US 5 100 millions. ®
Company should have an average turnoverof
US 8 500 millions during 3 financial years e
preceding the issue,

Company mus! be making profits for at least

5 years preceding the issue and declaring -
dividend of not less than 10% each year for e
the said period. '

lis pre-issue debt-equity ratic is not more than
2:1.

It fulfilis the etligibility criteria laid down by SEBI
from time to time in this behalf.

Others

The repatriation of the proceeds of issue of
IDRs shall be subject o the laws for the fime
being in force relating to export of foreign

exchange. ¢
IDRs shalt not be redeemable into underlying
equity shares hefore the expiry of one year
from the date of issue of IDRs.

]

1DRs issued shall not exceed 15% of the paid
up capital and free reserves of issuing
company m any financial year.

IDRs shalt be listed in the recognized local
stock exchange having nation wide terminals.
They should be purchased, possessed and
freely transferable.

iDRs shall be denominated in Indian Rupees.
Cenditions forthe issue

A copy of prospectus for the issue of IDRs, in
the specified form accompanied by a statement
of expert shall be submitted to the Registrar
of companies and SEBI.

The Issuing Company shall furnish to the
Qverseas Custodian Bank and Domestic
Depository, a certificate oblained by it from
the statutory auditor of the company or a
Chartered Accountant about utilization of funds
and its variation from the projections of
utilization of funds made in the prospectus, if
any, in quarterly intervais. It shall also publish
it in one of the English language newspapers
having wide circulation in India.

The issuing company shall also appoint an
overseas custodian bank, a domaestic
depository and a merchant banker for the
purpose of issue of IDRs.

The gquarterly audited financial resuits of the
issuing company should be prepared and
published.
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® Prior permission of SEBI for the issue of IDRs
is must. An issuing company shali aiso pay
an application fee and issue fee to SEBI in
respect of issue of Indian depository receipts,

Penalty

Contravention of any provision of these rules shalllead
to a fine which may extend to twice the amount of IDR
issue and if the contravention is a continuing one, with
afurther fine which may extend to five thousand rupees
for everyday during which the contravention continues
{The comparies bill 1997).

In addition to the above, norms also specify the
procedure for issue, transfer and redemption of iDRs,
registration of documents by issuing company and
distribution of corporate benefils.

Section I
Future Prospects of Indian Depositery Receipts

Favouring theissue of tDRs by foreign companies, SEBI
Chairman G.N. Bajpai said that this step is taken to
allow the good quality corporates incorporated abroad
to raise resources from Indian Capital market. This
would give the indian investors a chance to participate
in the wealth being created internationally by these
corporates. Moreover if indian companies are allowed
to share their weaith with the overseas public through
GDRs and ADRs, why Indian investors are deprived of
sharing the wealth of foreign companies? No doubt
that indian investors can subscribe to the share of
foreign company through Fils, direct access will be
better. This will make the Indian markets totally global.
Following are the possible benefits which explain thal
how the issue of IDRs by the foreign companies ¢an
prove a better investment alternative for the Indian
investors, for issuing companies and also for the
regulatory bodies like SEBI.

Part I: Norms that make IDRs more attractive

® The eligitility criteria regarding Net-worth,
turnover, profit makirg and dividend paying are
too stringent that only the companies having
sound financial position and operationat ¥ ase
will be able to raise funds from Indian
investors.

The foreign company issuing IDRs is required
to transfer the IDR proceeds into a separate
account. Such company shall alsc provide
details of the use of such proceeds and il
variations from the projections of utilization of
funds. This will ensure that funds are being
used as per specified by the company in its
nfospectus.

The issue should disclose risk factors about
the business and country of issue of IDRs,
which are to be issued to Qualified Institutional
buyers and to those who invest Rs.5 fakh or
more {Press frust of India, 2004). This will
explain the fact that how much risk is involved
in a particular investment.

|IDRs may lead o better portfolic management
and diversification for indian investors. IDRs
may encourage Global majors such as
Microsoft and General Motors to issue their
respective shares toinvestors in India and raise
funds. it will provide Indian Investors, who are
deprived of quality stocks, a chance {o buy
into the stocks of reputed comparpies abroad.
The IDR rules provide SEBIwith an c':pportunity
to enrich itself, An issuing company is
required to pay a non-refundable fee of US
$10000 along with the application seeking
permission to issue 1DRs, provided that on
permission being granted, applicant shatl also
pay an issue fee of 2% of issue value subject
to a minimum of 10 fakhs where the issue is
up {o Rs.100crore. Further, where the issue
value exceeds Rs. 100 crore, every additional
value of issue would be subject to a fee of
25% of the issue value.

With the cost of compliance increasing for
companies that want to be listed in the U.S.,
listing in India may be an attractive option for
foreign companies that view India a potential
market (Nishith Desai, 2004). Means this will
allow foreign companies to access funds at
presurnably, cheaper cost from indian market.
Indian investors will ne longer have to approach
stock markets offshore and Flls for investing
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in foreign companies which, toc, was altowed
to the extent of US $25000 each year. Now
they can access meajor multinationals directly,

o Moreover |IDRs ensure beller security as
invesiment is made through safe depository
made (Girictharan, 2004).

° Te make the investment in IDRs more
attractive, the rules require the IDRs to be
denominated in indian rupees, thus saving the
ordinary Indian investors from the hardships
of foreign Exchange Laws {Dewan, 2004).
Though the repatriation of the proceeds of
issue of {DRs shall be subject to laws for the
time being in force for export of foreign
exchange.

® IDRs are a listed securily and are in the demat
form. These may be purchased, possessed
and freely transfemred. Morcover, the procedure
for redemption of such receipts is also very
convenient.

o The holders of IDRs are like equity
shareholders, whe enjoy title of dividends,
participation in the rights issue and share of
bonus issue. This will give an opporiunity to
Indian investors o acquire a share of the global
pie.

- IDR is a new instrument for capital market to
atfract capital from domestic investars. This
will enhance the scope for integration and
convergence of global financial markets,

The above mentioned norms favour the issue of iDRs
as these are safe and better investment alternative for
Indian investors to participate in the foreign weaith.
Moreover this wili lead to integration of Indian economy
with the global economy.

But stakeholders in the capital marke! and industry
are of the view that eligibilily criteria {0 issue IDRs are
rather stringent and prohibitive in nature. This can prove
to be a road block and prevent the IDR regime from
taking off in india. Hence there is a nead to amend
these norms to make them encouraging ene. Therefore,
the concerned authorities should focus on the following
ISSUEs!

Part {i: Critical review of IDR rules

° Some good companies which are in the small
and medium size market segment may not
meet with the criteria relating to Net worth,
reserves and average turnover. Hence this
eligibility criterion seems to have shut the door
on the face of weit managed but medium sized
companies which may want to persuade the
Indian investors.

® The rules further require a track record of
profitability and dividend distribution forissuing
company. Again this clause may create a
problem as foreign companies typically
reinvest their profits into the business as
opposed to Indian companies which are used
to declaring dividends out of profits. A very
good example is Microsoft, which would not
be eligible to issue {DRs since it hasn't been
a dividend paying company for the past five
years (Basu, 2004).

° it is also not mandatory for issuing company
to be listed overseas. Here questions arises,
“Would it be prudent to allow companies from
abroad, which are not listed at ali in etther
their countries or elsewhere, to raise capital
from Indian investors?” In the case of
companies histed overseas, there is at feast
the prospect of looking with the home country
regulations in case of prudential trouble (Shajfi
Vikraman, 2002).

® The overseas issuing company would have lo

prepare and publish its quarterly audiled
financial resuits in Indian newspaper, which
may be a difficult condition for the privately
neld companies {Dalal, Mandavia, 2004).

° There is no limit or controf over the premium
that the foreign companies can charge
(Murlidharan, 2004). The IDR rules are silent
in this respect. As a result foreign companies
may be templed to fleece the Indian investors
whose awareness levels are not at par.

S Foreign company seeking out Indian investor
should have deciared dividend of not less than
10% during each of the 5 years preceding the
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issue, Actually what matters more to the
investorsis Return on Investment (Muridharan,
op.cit}.

it is interesting to note that while Indian
unlisted companies coming out with an IPO
{initiai Public Offer) also need to comply with
certain criferia relating to Net-worth and
profitability, there is no criteria relating to the
dividend disfribution track record and debt-
equity ratio (Kamasheiti, 2004). It means that
the eligibility criterion for foreign companies
is really more rigid and tough.

There is aiso a need to improve the penaity
clause. The rules relating to the penalty fo be
imposed for contravention of rules are very
rigorous. This may discourage overseas
companies to select the LDR route for raising
capital,

IDRs can't be redeemed before the expiry of
ane year pericd from the date of the issue of
IDRs. This restriction seems to be somewhat
ynusuyal.

Norms don't require rating of IDRs, the reason
being "Ratings are done only for the debt
instruments and since underlying securities
of IDRs would be only equities, it was not
required to be rated” (Mishra, 2003). As a
result, it becomes difficult for investors to
investigate the actual credit worthiness of the
issuing company. Hence they don't have any
other option except to rely on the financial
records shown by such companies
themselves.

fn a capital scarce country like India, raising
capital will be doubly tough. The new proposa!
would mean, raising funds from indian
investors at their expense.

Moreover there are certain tax issues like
taxing the gain on the sale of IDRs, transfer of
iDRs, dividend declared by overseas company
and tax laws of overseas jurisdiction that must
also be made and clarified properiy.

No doubt that IDR rules are too stringer .nd
prohibitive in nature, but this strictness is

justified to the extent that these rules will prove
io be a check on the fake companies to enter
into the Indian stock market.

Section il

Future challenges for Indian stock market

1il.

Indian stock market will no fonger remain
independent from the rest of the world. This
will put additional strain on investors as they
will now need to be updated with world-wide
economic events.

Stock market will have to be eguipped with
the entire necessary infrastructure to handle
trading aspects of IDRs since |DR will be traded
in stock exchange just like other equity
shares. (Vaidyanath, 2004).

Indian stock exchanges will need to create
and maintain a separate index representing
the foreign companies that have issued IDRs,
helping Indian inveslors to take purchasef sale
decisions regarding 10Rs. Foreign companies
can also take a decision on issuance of IDRs
based on the movement of this index
(Vaidyanath, op.cil).

Indian investors will be keen to invest their
surplus abroad instead of investing it in the
domestic companies. And in turn, Indian
companies will have to raise more funds from
foreign markets and if in such a case, interest
paid by Indian companies is more than profit
gained through IDRs by other Indian investors,
then it will rather affect adversely to the Indian
EeCOnomy.

Ifthe cost of raising funds in india will be more
then companies would avoid coming fonward
to raise funds from Indian markets. For this,
Indian markets will have to become more
secure, cost-effective and efficient to attract
overseas companies {o raise capital from
indian markets {Bajpai, 2004).

Conclusion
Atthe end. guestion arises that "Will corporates {ake
IDR route?” =xperis feel that i s stl a relatively new
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concept and only time will tell what type of companies
it witi attract, Basically the entry of foreign companies
would largely depend on the merits and demerils of
their management, business activities and financiat
position. Moreover it wiil also depend on the fact that
which brand attracts the Indian market more. Only well
known brands such as I1BM, Microsoft, Coca-Cola
would be acceptable to indian market, but whether such
companies would be interested to raise loans from
Indian investors? The companies will consider a
number of factors before taking IDR route like, at first
cost of raising funds in India vis-&-vis abroad. Secondly,
whether such companies are familiar with the indian
markets or have promoters of Indian origin. Thirdly,
whether such companies consider India a potential
market having significant investors. Describing Ingia
as a market of exiremes the Mckinsey report says
that India is & major target market, as it offers significant
growth opporiunities. it also gives the example of Citi
Bank and Standard Chartered Bank which can be
regarded as significant indian invesiors who can invest
in companies abroad.

indian deposiiory receipts should be taken as a
challenge thrown by globahzation and we have to
respond in a way that the world business conimunity
has confidence and full understanding of our markets.
Actually there is & need of convergence of national
and international standards in the field of accountancy,
corperate governance and sysiematic soundness
{Ghoshal, 2004). The government, industry and
professionals have to work hand-to-hand to achieve
convergence. While the 12R rules can be considered
as an important step in the direction of India's
integration in the global economy. It remains to be seen
that whether the concerned authorities wili be able to
amend the norms to satisfy both issuer and the Indian
investors. The idea for the journey of IDRs has just
begun. Hew far the capital markets will react and accept
is a time testing factor. Hope it will be one more step
towards globalization, convergence and harmonization

of world stock markets.
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Abstract

Qver the years, the role of fourth estate has a vilal role fo
play in influencing the behaviour of the people. The
populanity lo electronic media viz. television has increased
bul it hias not effecled the popularity of print media in
india. It is the print media, whicti is easily accessible and
has a more lasting effect on the people than any
mamentary evenls in the visual media. This media has
now molded ifself {o suit the requirements of the recont
Interne! revolution and is growing with ifs readership
always on the rise. This has emerged a major source of
disseminaling of information and playing a vital rofe of a
calalys! for bringing about the desired changes in the
behaviour of ihie public. The present sfudy focuses on
knowing about the customer's preferences tovrards the
newspapers in Shimla town a capital of the state of
Himachal Pradesh.

Introduction

in a democracy, the print media plays a vital role in
building public opinion by way of dissemination of
information to the public. Uncensored News, fearless
Editoriat criticisms and other articles published in the
Newspapers and Magazines, influence the day-to-day
governance of the country to a great extent. Ininc 4,
the significance of the fourth estate as the inev:.ole

pillar of democracy and the freedom it enjoys, have
contributed to the consistent growth of the print media.
it is the print media, which is easily accessible and
has a more lasling effect on the people than any
momentary events in the visual media. This media has
now molded itself to suit the requirements of the recent
(nternet revotution and is growing with its readership
always on the rise.

Shimla a summer capital of the British raj is situated
in tush green forest and also known as the "Queen of
Hills™. It is a major tourist destination and one of the
important educational center and having a seat of
University and Indian Institute of Advanced Study and
many famous educational institutions.

Major Newspapers

The Tribune, now published from Chandigarh and
Jalandnar, startegd publication on February 2, 1881 in
L.ahore {now in Pakistan}. Apart from English edition,
The Tribune has two sister publications, Punjabi Tribune
{in Punjabi) and Dainik Tribune (in Hindi}. Leadership
through quality and innovation is the hallmark of The
Hindustan Times Limited. The organization has been
amaijor force for over seven decades in the print media
and comprises the different brands in different regions
in India. The Indian Express, as itis popularly labeled.
has atways exposed while others covered. Readers
found the financial express never shirked away from a
fight, always exceliing as a powerful instrument to shape
the public opinion. The Financiat Express offers a
comprehensive covarage of the corporate world. The
exclusive full coverage of news and events especially
on corporate world make it a comprehensive and
complete business newspaper. The Hindu, started in
1878 as a weekly, became a daily in 1889 and from
then on has been steadily growing and known for its
reliable and balanced presentation of the news over

“hgsistant Professor (natitute of Maragement Studies, H P Unweomsly, SHIMUA
Associale Profossorn isstivte of Managemen! Studies, HPUnsasty, SHIMLAL
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the years. The Statesman is one of india's oldest
english newspapers. The Delhi edition of The
Statesman began publicaticn in 1931. The Statesman
is the leading english newspaperin West Bengal. Amar
Ujalawas launched onthe 18th of April 1948 fromAgra.
Amar Ujala has maximum circuiation in Uttar Pradesh
and Uttaranchal. Additionally this newspaper is
emerging as leading newspaper in Chandigarh, Punjab,
Haryana, Himachat Pradesh and Jammu & Kashmir,

Need for Study

Understanding consumer behavior and knowing
customer preferences is never simple. Customers may
say one thing but do another. They may not be in touch
with their deeper motivations. They may respond to
infliiences that change their minds at the last minute.
Understanding buyer or consumer behavior is very
important for any marketing. Cansumer’s need, wants,
~ desires, preferences, beliefs, habits, phobias, fads,
attitudes and eccentric constitute important
determinants of product, which is offered. Of equal
importance are the channels through which a marketer
sells his product, the promotional efforts, which he
empioys, and price he will be able o get from
consumers,

Objectives of the Study

The study was undertaken keeping in view the following
cbjectives,

#® Tostudy the brand preference of the customers for
the different newspapers.

# To study the impact of various socio-economic
and demecgraphic variables on the customer's
preference for various newspapers.

® To analyze the frequency of reading for different
newspapers by the differenf customers.

Methodology

The present study is an effort to study the customer's
behaviour in respect of different newspapers in
Shimia town. For the present study Shimla town
was purposively selected. Some of the major
reasons for the sefection of this town were the
prominence of the {own being the capital of the state
of Himachal Pradesh, its high income and literacy

slatus etc. The total numbers of 100 respondents
were selected for the sample on random basis. In
selecting the sample for the study, special care was
taken to cover the respondents of alithe age groups.
The maximum numbers of respondents were
students, businessman, govt. and Pvi. sector
employees. The rationale of selecting these
categories of respondents was because of the
reasen that these categories of respondents are
always attraclive towards the qualities of news
published in different newspapers. To elicit the
required informaticn pertaining the study, a
questicnnaire was designed. While preparing the
questionnaire special care was taken to ensure that
the question did notlack clanty and simplicity. The
question framed were both open ended and closed
ended to obtain wide variety of responses. The
information thus collected was interpreted by
working out the y* Tests. »* Tests were used to
study the brand preference vis-a-vis income, age,
sex, educaticn, occupation, fanguage and frequency
of reading the newspapers. It was applied to
measure the degree to which a series of observed
frequencies deviate from their expecled preferences.

Hypotheses

in order to analyze the aftitude of the respondents
towards vanous newspapers, different hypotheses were
formulated as under:

® H_Occupation of an individual does not affect his
preference for a newspaper.

® H, Income of an individual has no effect on his
preference for a particuiar newspaper.

& H_ Age of an individual has no effect on his
preference for a particular newspaper.

@ H, Sex of an individual has no effect on his
preference for a particuiar newspaper.

©® H, Anindividual's preference for a newspaper is
not affected by his educational qualifications.

¢ H, The educatioral qualifications of an individual
do not affect his preference for newspapers of a
particular language.

@ H, Occupation of an individual has no effect on his
frequency of reading newspapers.
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Results and Discussion

Most preferred newspaper Vis-a-vis Occupation:
Profession has a profound effect on the behaviour
of an indivigual. Every individual tries to match his
‘or her personality to their profession and therefore
they purchase those products that better suits their
~ perscnality and standards. Different people have
different perceptions abouf the quality of product e.g.
two individuals subjected to the same stimuli under
the same apparent conditions might perceive it
differentiy. How up a person response te a particular
consumption opportunity depends on the person's
need, vatues and expectations. Further, the
perception of the quality of a product and its utility
governs the.consumption and consumption level
decisions.

An analysis of the responses indicated by various
respondents in table-1 reveals that the people
employed in different occupations de not sfick to one
brand but prefer variety of brands. Our main aim was
to see whether the occupation/ profession of an
ingdividual has an effect on the brand preference of a
Newspaper or not. To judge this we have used
7* Test. The table indicates that the calculated c2
values has come out to be 23.268, which is not
significant at .05 leve! of significance for 20 6. f. From
this it may be said that the newspaper preference of
an individual is independent from the effect of any
occupation. Hence, H, was accepted.

Most preferred newspaper vis-a-vis iIncome Level:
Income of an individual is an important determinant of

Table -1
Most Preferred Newspaper Vis-a-vis Occupation
Most Preferred Newspaper
Occupation pap TOTAL
Tribune HT Tol Amar PunJab Indian
ijala Kesri Express
Govt. Employee; 6{3.6) 0(3.98) 3{3.086) 4(3.78) 3(1.98} 2{1.62} 18
Pvt. Sec. Emp. | 4{2.8) 3{3.08) 4(2.38) 3(2.84) 0(1.54) 2(1.26) 14
Businessman | 4(4.6) 3(5.08) 2(3.91} 7{4.83) 5(2.53) 2(2.67) 23
Student. 6(6.8) 12(7.48} 5(5.78) 5(7.14) 3(3.74) 3{2.06) 34
' | Other 222} 4(2.42) 3(1.87) 2(2.31) 0{1.21) 0(0.99) 11
ToTAL. 20 22 17 21 1 g 100
Table -2
Most Preferred Newspaper Vis-2-vis Level
Most Preferred N
Income ost Preferred Newspaper TOTAL
{p.m.} Tribune HT Tot Amar FunJab Indian
: Ujala Kesri Express
BELOW 5000 | 0{1.8) 2(1.98) 0(1.53) 3(1.89) 4(0.99) 0{0.81) 8
5000-10000 4(3.4) 2(3.74) 3(2.89) 443.57) 2(1.87) 2(1.870) 17
$10000-15000 | 6(5.2) 5(572} 3(4.42) 5(5.46) 3({2.88) 4{2.34) 28
Above 15000 | 10(9.6) 13(10.56) 11{8.17, 9(10.08) 2(5.28) 3(4,3-2) 48
ToTAL 20 22 17 21 11 9 100

Note: Figures in parentheses are expected frequencics
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rand preferences of an individual. Income of an
individual affects his life in such a way that all his
major decision in life has serious conngtations with
what he earns. As the income of an individual
measures, his standard of living measures and hence
his brand preference may undergo a drastic change.
He staris looking at those things from the point of
quality rather than from point of price. As his income
increase he may change his preferences in favor of
big and strong brands, as he looks quality in them. A
person with fow income will take major marketing
decisions, which are predominantly price base rather
than quality based. Hence income is an important
economic factor, which should be analyzed to see its
effect on the brand preferences of individuals.

An analysis of the responses collected from various
respondents in table-2 reveals that there is no single

brand, which is completely popular ameng all
income groups of peopte but the choice of people in
different income groups varied from brand to brand.
Our aim was lo see whether the income of an
individual has a significant effect on the brand
preference of an individual for a Newspaper of not.
The table indicates that the calcutated c2 values has
come out to be 20,860, which is less than the criterion
value of c2 (24.996) at 05 o.s. for 15d. f. From this it
can be concluded that the newspaper preference of an
individual is free from the effect of any income level.
Hence, H2 was accepted.

Most Preferred Newspaper vis-a-vis Age:

The taste and preference of the people also change as
they grow up. Aproduct, which is more popular among
the teenagers, may not be of concern for the mature
people. Thetefore, the consumption of certain product

Table-3
Most Preferred Newspaper Vis-a-vis Age
Age Most Preferred Newspaper TOTAL
Tribune HT Tol Amar PunJab Indian
Ujala Kesri Express
Below 20 3{(1.8} 0{1.98} 0(1.53} 3(1.89) 3(0.99) 0(0.81} g
20-30 5(6.8) 12{7.48) 8{5.78) 7(7.94) 0(3.74) 2{3.08) 34
30-40 4({4.6} 5{5.06} 5(3.91) 4{4.83) 3(2.53} 2(2.07) 23
40-50 3(3.2) 2(3.52) 2{2.72) 3(3.36) 3(1.76) 3{1.44) 15
Above 50 3{3.6} 3(3.96} 2{3.08}) 4{3.78} 2(1.98) 2{1.62) 18
TaTAL 20 22 17 21 " 9 100
Note: Figures in parcntheses are expected frequencies
Table 4
Most Preferred Newspaper Vis-a-vis Sex
Sox Most Preferred Newspaper TOTAL
Tribune HT To! Amar PunJab indian
Ujala Kesri Express
Male 12{12.6) 13(13.88) 11071 13(13.23) 7(6.83) T{5.67) 63
Female 8(7.4) 9(8.14) 5(6.29) 8(7.77) 4(4.07) 2(3.33) 37
ToTAL 20 22 17 21 1 9 100

Note: Figures in parentheses are expected frequencics
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are bound to be more in case of some age group people
than in others,

An analysis of the responses obtained in table-3 shows
that there were different brands, which were being
preferred by respondents of different ages. Brands
like The Tribune, Hindustan Times, Tirmes ofindia, Amar
Ujala, Punjab Kesri; Indian Express etc. were popular
among consumer of all ages. Qur main aim was to
see whether age has any effecton an individual's brand
preference of Newspaper or not. The table makes it
clear that the calcuiated €2 values have come out to
be 26.756,whereas the table valuec2 for 20 d.o.f. at
.051.0.5.i5 31.410, which is not significant at .051.0.s.
for20 d. {. From this it may be said that the newspaper
preference of an individual is independent from of his
age group. Hence, H3 was acceplad.

Most Preferred Newspaper vis-a-vis Sex:
Most Preferred Newspaper vis-a-vis Sex: The table-4

indicates that the calculated c2 values have come out
to be 1.064, which is less than the criterion value of ¢2
(11.070) at .05 Lo.s. for 5 d. {. From this it can be
concluded that the sex of an individual has no effect
on his preference for a panticular newspaper. Hence,
H4 was accepted.

Most Preferred Newspaper vis-a-vis Educational
Qualifications:

Education plays a very important role in an individual's
life. As a person goes on achieving education he grows
in experience and knowledge. An illiterate remains
ignorant of market development and the new brands
coming in the market and the merits and demerits of
the same. This ignorance also reflects on his consumer
behaviour. He wants to buy unbranded things, as he
is ignorant about various brands. A graduate.
Postgraduate and a professional individual have much

Table -5
Most Preferred Newspaper Vis-a-vis Educational Qualifications
Most Preferred Newspaper
Educational ” pap TOTAL
Quatifications | Tribune HT Tol Amar PunJab Indian
Ujala Kesri Express
High Schoolf . | 4{3.8) 4(4.18) 2{3.32) 4{3.99) 3{2.08} 2{1.71} 19
Sr. Secondary
Graduation 9{9.4) 10{10.34) 8(7.99) 10(9.87) B(5.17) 4{4.23) 47
Post Gradution]| 7(6.8) B8(7.48) 7(5.78) 7{7.14) 2(3.74) 3(3.08) 34
ToTAL 20 22 17 21 11 9 100
Notc: Figures in parentheses are ¢xpected frequencies
Table -6
Educational Qualifications Vis-a-vis Language preferred
N Most Preferred Newspaper
ewspaper P TOTAL
Laguage
High Schoot Sr. Sec. Gradualion Post Graduation

Hindi 3(1.47) 7(2.52) 6(9.87) 5(7.14) 21

Engtish 4(4 46) 5(8.16) 35(31.96) 24(23.12) 68

Both -{0.77) -{1.32} 6(5.17) 5(3.74) i

TOTAL 7 12 47 34 100

Note: Figures in parenthesces are expected frequencies
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experience than the others like undergraduates. They
have now reached an age where they know what is
right or wrong. Hence, their choice of brand
preference is mostly rational than emotional. They
analyze quality at the same time look for value of
money they pay for a product.

An analysis of the information celiected from the
respondents in table-5 reveals that various kinds of
newspapers are popular among respondents having
varied education gualifications. Our aim was to see
whether educational status of an individua! has any
effect on the preference of an individual for newspapers
or not. The table makes it clear that the calculated c2
value has come out to be 2.217,whereas the table
valuec? for 10d.0.f. at 051 0.5. is 18.307, which is not
significant at .05 1.0.s. for 20 8. { From this it may be
said that the newspaper preference of an individual is
not influenced by his educational qualifications. Hence,
H5 was accepted.

The table-6 reveals that the calculated ¢2 values have
come out to be 1,064, which is less than the criterion
vaiue of c2 {16.030) at .05l 0.5, for 6 d. f. As a result,
we can state that the educational qualifications of an
individual have a significantimpact on his preference
for newspapers of a particuiar fanguage. A person who
is iess educated prefers to read Hindi newspapers,
And as the leve! of education rises the preference shifts
towards English language newspapers. Hence, H6 was
rejected.

Occupation Vis-a-vis Frequency of Reading
Newspaper:

The responses of the respondents on relation between
occupation and frequency of reading newspaper have

peen shown on table-6. Our aim was to find out whether
the occupation of the individual affects the frequency
of reading the newspaper or not. The information given
in table makes it clear that the calculated cZ values
has come oui to be 3.323, which is less than the
criterion value of c2 {15.507) at .05 Los, for 15 d. 1.
From this it can be concluded that the frequency of
reading newspaper by an individual is independent of
his occupation. Hence, H7 was accepted.

Conclusion and Implications

In consumption preference analysis of different
newspapers it was found that occupation, income, age,
sex and educalional qualification of an individual have
no significant effect on the customer’s brand preference
for a newspapers. Apart from this it was also found
that the occupation of an individual has no significant
effecton his frequency of reading newspapers. Hence,
H1, H2, H3, H4, H5 and H7 were accepted. Whereas
while making the comparison of languages of the
different newspapers viz. educational qualification, it
was found that the educationat qualifications of an
individuat have a significant impact on his preference
for newspapers of a particular language. Because a
person who is less educated prefers to read Hindi
newspapers and as the 2006 leve! of education rises
the preference shifts towards English language
newspapers. Hence, H6 was rejected,

The Hindi newspapers must improve their quality and
credibility in order to compete in the market dominated
by the English newspapers. Since the "News Content”
may be the main reason for preferring a newspaper, it
must be maintained & improved upon by all the
newspapers.

Table -7
Occupation Vis-a-vis Frequency of Reading Newspaper

Frequency Ccceupation TOTAL
Reading
Gowvt. Service Py, Service Business Student Other
Daity 13(12.9) 11(12.04) 20{20.64) 31(30.96) 11(9.46} 86
Occasionally | 2(2.1) 3(1.96) 4(3.36) 5(5.04) 0(1.54) 14
Harely
TOTAL 15 14 24 36 11 100

Note: Figures in parentheses are expected frequencies
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Regional coverage should be improved and provided a
greater importance by the newspapers that lack in it,
since it was found to be an important factor in choice
of the newspaper. Since most of the people have shown
loyally towards their preferred newspaper, the low
priced papers may consider a price increase without
any fear of loosing on its readers.

All the newspapers have to work upcn their section of
International News. Almost all the papers, especially
the Hindi ones have to provide greater & better coverage
of the career & educational news. The Hindi
newspapers must lay a greater emphasis on their
business news section. The distributors shouid make
the delivery of newspapers more regular as well as
reliable.
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With the emergence of service seclor as the key
contfributors of the economy. The paper focused on the
different dimensions of innovation in the service indusry.
The author has also derived sustainable competitive
" advanatage model in support for the same.

introduction

Marketing is the only management function that is
dedicated to generating sales revenue to the firms.
And no business can hope to sustain such a revenue
stream unless itis successfully attracting and retaining
customers who are willing to keep purchasing its
services at prices that collectively cover ali costs and
leave an appropriate margin of profit and needed
reinvestment. All products deliver benefils to the
customers who purchase and use them. in the case
of goods, the benefits come from ownership of physical
objects or devices, whereas in services, the benefits
are created by actions or performances. Continuous
innovations have become the key word of services
marketing.

Service sector has become the most dominating
source of GOP all over the world. With higher and higher
terliarisation, the variety and quality of services have
improved to a great deat. Increasing liberalisation has
also intensified the baftle for greater and greater market

share for the various services being produced. Rapidity
of growth of services and basic characterstics of
services (like ephemarality, perishability intangibility
etc.) has brought the paradigm shift in marketing
strategy for these servicas. Unlike the product of the
marketing for services is more subtie. So the 'Service'
is a'performance’ rather than a 'thing'.

The services marketing mix has not remained
concentrating on 4 Ps {Product, Price, Place and
Promotion) but has extended to 7Ps (additional Ps
are Physical environment, Process and Peopie)
associated with service delivery. A distinction has to
be drawn between marketing of services (where services
are the core products) and marketing through services.
inthe latter case the manufacturing firm may baseits
marketing strategy on a phitosophy of serving
customers well and adding supplementary service
elements to-the core product, but that core product
still remains a physical good. not an intangible
performance.

Opening up of the service economy to giobal players
means more intense competition thattoo with greater
amount of resources and capabilities at the command
of the operators. In turn, more competition will stimuiate
innovation and new technologies will come to cutting
edge responding differently to different demographic
and social value system. Organizations will focus more
sharply on marketing strategies. e-Bay can be cited
as one of the appropriate examples.

Factors Influencing Transformations of Service
Economy

Lot of factors have influenced intransforming the service
sector economy. Over the period of time tertiarisation
has been the greatest source of high growth tranjectory.
Even in India's economy, the service sectoris growing
at the rate not less than 8 to 10% per annum. Very
many factors are responsible for this. Following chart
will explain schemetically these factors.

*Professor, Deptt. of Econcmic Admunistratkon & Financial Manzgement, Univ. of Ragasthan, Japur & Direcior, UGC - Academic Staff Coliege




CHALLENGES AND OFPORTUNITIES OF SERVICE MARKETING NEED FOR SUSTAINABLE COMPETITIVE STRATEGY

Fig {1)
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What needs to be more innovative about is the focus
on customer and delivery system. One should note
that active participation of customer is needed is
planning, designing and delivery of service, :*

Pianning, Creating and Designing Services

There has {o be a perfect dovetailing between
operations management and customer concern while
planning and creating the services. Marketing can not
plan in isolation on new product development,
especially when its delivery is competing with cutting
edge technological involvement. Thetask of planning
and designing begins with the corporate statement of
objective alongwith two other analyses and resource
allocation analysis. The formerincludes market assels
statement and the concept of service marketing
concept. Thelater is to concentrate on operating assets
statement and service operating statement. Due to
increase in competitive intensity and customer
expectations in ali types of service industries not only
the existing services have {o be strengthened but also
to create some new values to the customers so that
the customers arc made to fee!l that the benefits
obtained by them are really worth and motivate them
{o remain loyal to the service.

Lovelock and Wirtz have identified seven categories of
new services ranging from major innovations to simple
style changes. These may be schematically shown
as under:-

Major service Innovations

e New core products that have not been deiined earker
« New Services

e New Process

Major Process innovations

¢ Using new process to deliver existing core prodi:Ls

» Greater customisation

o Suggestions for additional products

Product line Extensions

e« Additions in current product lines-like insurance in
retail banking

Process line Extensions

» New ways of delivering existing products

s Adding fower contact channels to high contact
channel

Supplementary Service Innovations

+ Adding new facilities or enhancing service elements

+ Significanily improving an existing supplementary
senvice

Service Improvements

e Adding visibility

« Create excitement

o Motivating employees

{ Major service innovations|

» Newcore products thathave not been defined earlier
s New Services
» New process

| Major Process Innovationg

s Using New Processes to deliver existing core
prducts

» Gaeater customisation

o Suggestions for additional preducts

] Product line Extensions 1

¢ Additions in current product lines-fike insurance in
retail banking

[ Process line extnsions |

¢ Newways of delivering existing products

e Adding lower contact channels to high contact
channel

ISuppIementary Service Innovations

s Adding new facilities of enhancing service elements
+ Significantly impreoving an existing supplementary
service

[ Service Improvements ]
s Adding visibility

» Create excitement

o Molivaling employees




sSoMDEC

Sustainable Competitive Advantage {SCA)

Because of hyper competition and liquid flow of
information competilive has become more and more
difficult to capture and almost impossible 1o keep.
Advanced husiness analysis and deciston making
process show that most of the concepts of service
marketing are quickly imitated wiping out the potential
competitive advantage sven for the short term.
Competilive advantage has moved from productcentric
to process and culturg centric. This shift has made it
still more difficult to even attempt to capture.
Ephemarality of competitive advantage has made #
necessary to make it an 'intangible dominance. it is
like staging a play. In fact the constant 'search’ and
content for the compatitive advantage strategy has
added an elemeni of theatrical metaphor to the whole
concept of service add to diametries. Transitorines,
intagibility 2nd perishability of sevices have added more
fue! to the break neck speed for the search of
competitive advantage, rather a competitive advaniages
which is sustainable over a reasonable period of time
{o attract and retain the customers. One can easily
understand how this scenario of search for SCA has
been windshifting on account of globalisation,
dismantiing of different kinds of barriers which were
hitherto aperating as main determinants; econamies
of large-scale; cost culling synergies; liquid flow of
information with hyper speeds, business drawinism ic.
The greatest threat to competitive advantage i1s the
imitability of your strategy ne sooner you come out
with a new one.

The only way to achieve Competitive Advantage (CA)
with even short term sustainability {s to seeking itin
every aspect of business operations, marketing,
strategy, leadership, product and any other possible
place zlt of the same time.

Lippman and Rumel have advocated for ‘causa
ambigiuity’ while designing strategy for CA Only through
creating causal ambiguity that will distract the
competitors and will disinterest them from trying to
imitate. This can make the firm to achieve anything
close to CA Causal ambiguily results in uncertain
imitabitity according to Liopman and Rumelt. The
causal ambiguity is nothing but to add some cloudiness

1o the tiquid fiow of information. The real CA is disguised
by muitiple lines of advantage-even if some of them
don't give any advantage at all. This is done for the
sake of confusing the competitors even it is costing a
little more to the arganisation and giving no real
advanizge. attimes. itis considered a cost of achieving
unnatural success in our hyper competitive society.

However, how for it would be acceptable in socic-
cultural specific mitieus, remain to be seen. The latest
reliance infocam strategy of routing international calls
on domestic lines is the example. Causal ambiguities
may not be acceptable in certain ideal or regulated
societies. Through the Wal-Mart strategy has been
proved successful. Because the object of most
corporate strategies are two fold question-

{a) Where you want your business to go ?
{b) How do you get there ?

However infinite the first question is, the second
gueslion is nonetheless important. Causal ambiguity,
perhaps, based on the famous Alexander's saying,
‘Waste no fresh tears over old griefs’. Old griefs do,
however, provide some historical iessons to become
wiser. In fact, for seeking competitive advantage in every
aspect we should instituie processes and strategies
to have an edge over others-some may work some
may niot. But one must appreciate the fact that there
is someone who willimitate i, removing your advantage
and jeoparadising your profits for future and, therefore,
there is not time for lounging in mediccrty or accepting
anything less than ‘perfact. One should achieve the
advantage.

According to Michael Porter, compelitive advaniage
grows out of value of a firm is able to create for ils
buyars that gxceeds the firm's cost of creating it. Value
is what buyers are willing lo pay, and superior value
stems from offering lower price than competitors for
equivalent hanefits that more than offset a higher price.
There are two basic of CA-Cos! leadership and
differentiation.®

Sustainable Competitive Advantage - A Part of
Comprehensive Corporate Strategy
e Afirny's relative position within industry is given by
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choice of competitive advantage (cost leadership and
differentiation) and competitive scope. The competilive
scape distinguishes between firms targeting broad
industry segments and firm's focussing on narrow
segments. As a generic strategy CA requires the firm
{o make a choice about the lype and scope of its CA.
Difierent risks are inherent in each generic slrategy.
But be carefu), 'all things to all' is a sure recipe for
getting 'suck in the middle'. There has to be a
preference for a framewotk’ rather than 'a mode!.

The key for survival in the globat market for a service
firm is to offer a service that in some way is superior 1o
its compelitors. In addition to being superior, it must
also be sustainable over time. This concept of providing
a superior service over time is called a Sustainable
Competitive Advantage (SCA). Because of the unique
characterstics of services, obtaining and maintaining
a sustainable competitive advantage is a challenging
~ task. One major reason for this increased challange is
that services can be copled or duplicated easily. it is
difficult to gel copyright or patent protection for service ®

To qualify as a SCA, the perceived advaniage must
meet four requirements.’ These four reguirements are-

{0  That the SCA mus! be valued by customers and
at the same time the SCA must affect the criteria
used in the customers’ decision to purchase.

(i) Thatthe service should be made as far as possible,

non substitutable. The substitutability evokes quick

imitation.

(i) Thatthe service firmmust have the ‘capacity’ and

‘resources’ of delivery SCA to cuslomers. Core

competencies and physical resources are

extremely impriant. Resources and capabilities
both reinforces each other-

{¢} That it must be sustainable. It should operale as

a barrier fo competitors a5 lony as possible It

must be mentioned that preduct life cycle is

extremely important. In fact, the sustainability life
cycle' road map is necdod to be drawn, the
imporant elemenis of which are capital costs,
degree of differentiatior swiiching costs, access
{o distribution channels . experience effects et-

Here Michae! Porter's five Torces are importan:
design SCA. This may bo shown as under -

Fig. 3

NEW ENTRANTS

Industry Competitors
SUPPLIERS BUYERS
: intensity of rivals -

Bargaining Varipus
power of determinates of
sugplicers Buyer's power

SUBSTITUTES AVAILABLE

Four different 2spects need to ba considered for evolving
SCA, namely

{a) What should be the basis of SCA- it includes
industry structure, and firm's positioning within
industry.

{b} How the sirategy is created -

o byintroducing newer technologies
¢ shifting buyers' needs

@ cmergency of new segments {s)

o shifting input cost or availability

® changesin govt. regulation

How strategy be implemented ?

@ by performing discrete aclivities

® conceiving new ways to conduct activities
@ employing new precedures

o appropriate 'FiT is vital

How CA 1o be sustained

® to avoid imitation herirachy of sources (o be
maintained because higher order advantages are
difficult to imitate.

© no. of distinct sources - many are harder to
imitate than a few
¢ constantupgrading and improvement
Porter's three choices of strategy are important as they
influence the configuration of firm's activities which are-
Variety based positioning; need based positioning and
access based positioning.
Emphasis should be on the 'fits' three orders of 'fits’
may be planned.
First order - known as 'simple consistency - belween
each activity and overal strategy.
Second order -known as 'reinforcing’ wherein distinct
activities reinforce each other.

{c)

Third order - 'coordinating’- coordination and
nformation exchange across activities to eliminate
redundancy and wastage of effort.

Therefore, the competilive advantage should be a
sustainable one and also a part of overali corporate
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strategy as the global scenario is to provide vast and
profitable opportunities only o those who are not
"ounging in mediocrity but continously remain
conscious. There is no room for any complacency,
however big a firm is.

Multipronged appreach has to be buz word. Distinctive
skills and superior resources may be considered into
the sustainable competitive strateqy. Sources of SCA
may be outlined as below -

Fig. 4

COMPETITIVE ADVANTAGH

SUPERIORITY OVER
COMPETITORS

DISTINCTIVE
SKILLS/

SUPERIOR
RESOQURCES

CAPABILITY

SOURCES
OF
SCA

L [OPERATIONAL POSITION]

ECONOMIES OF SCALE

(firms specific)

COST AND DEMAND
SYNERGY / ADVANTAGE

|
-

CUSTOMISATION |

CRM |

SPATIAL PREEMPTION
| |HIGIH IN INSEPERABILITY
OVER
LOW IN INSEPERABILITY

—I SERVICE LANDSCAPE

INFORMATION AND
TECHNOLOGY

SOURCEOQFSCA

References

Leonard R. Berry. {1980), Servics Marketing is different
Business, May - Juneg, 1980.

Christopher Lovelock Jochen Wirtz, (2005}, Services
Marketing, Pearson Education, Fourlh Reprint, p. 23.
Michael D.Johnson and Anders Guslafsson. (2003),
Caompeting in a Service Economy {San Francisco, Jossay
- Bass)

G. Lynn Shostack. {1977}, Breaking Free from Product
markeling, Journal of Marketing, April.

Michaet Porter. {1985}, Compelilive Advantage, p.3.
David L. Kurtz. and Kenneth E. Clow. {2002}, Service
Marketing, John Wiley & Sons, p. 308.

Sunder G. Bhardwaj e! el, Sustainabie Compelitive
Advantage in Service industries. (1923}, A Conceptual
Model and Research Propositions, Journal of Markeling,
vol. 57 Oct, pp. 83-92.




Gurukul Business Review (GBR)
Vol. 3 (Spring 2007}, pp. 77-85
1SSN : 0973-1466

ETHICS AT WORK PLACE- A CASE STUDY

ASHUTOSH PRIYA™
MRINALINt SHAH"

Table of Contents

Abstract

introduction

Weork culture
Rationale
Methodotogy

Analysis and Findings
Conclusion
References

Abstract

The word efhics is denved from Greek word *ethos”, which
refers character. Ethics is the adoplion of the right melhods
and deals more with good then bad. Culture implies
inhernitance. Work cullure implies doing one’s job with full
devation following cerain sef of values and possessing
some ethics relaled with work. Work cufture includes a
set of rules of conduct, either explicit or implicit, which are
generally accepted by business and sociely as ihe
desired nies of conduct.

The principles of ethical reasoning are pseful tools for
sorting out the good and the bad components within
complex human interactions. For this reason the study of
ethics has been at the heart of intellectual thought since
the early Greek philosophers. and its ongeoing
contributions to the advancement of knowledge and
science makes ethics a refovant, if not vital, aspect of
management theory.

Future managers should know the practical aspects of
work ethics, like hew ethics can bo doveloped, how they
can be managed af workplace, how individual makes
hismer values, what are the contonts of cthics which can
be ulilized lo motivale human rosources at work place
since “organizations are nol having alhics only peopie
have." This paperis an altempt to find out practical aspect
of ethics al vark place, which may bo a useful teol for the
fulure managers.

Introduction
As business, industry, and education face chai

1o each produce workers and students who perform at
optimum levels, all are faced with the issue of the work
ethics (Fard & Herren, 1995). Nearly ali discussions
with emphasis of linking or improving businesses and
education capture work ethics somewhere in the
discourse (Bottoms, 1973).

The word ethics is derived from Greek word "gthos”,
which refers character. Ethics is the adoption of the
right methods and deals more with good then bad.
According to Soloman and Hansen, ethics is thinking
in terms of larger picture not negiecting or ignoring
ones own interest and well being but nol
pveremphasizing ones own interest either.

The instilutes do not have ethics only people have
athics. tndividual ethics are ones own sense of
judgment, what is right or wrong depending upon
several factors fike knowledge, family, education,
experience etc. Ethics isnota new concept for indian
society. Qur Vedas, Puranas, tells us how 1o behave
in gny situation. Ethics of the individual guides his
actipn and reaction.

Valyes represent the standards or ideals aboutwhata
person, cbject, event or activity "ought to be". Avalue
shapes attitude, perception, interest and finally
pergonality. The ancient truth seekers stressed on 1.
Rita 2. Satya 3. Dharma.

Rita is a 'Rigvedic concept’ means harmony, the
cosmic harmony, the harmony between physicat world,
mental world, spiritual world and in between them.
Satya is not a rule but a way of life.

Dharma emphasizes an unchangeable faith in human
endeavour, seli-restraint (Samyama) and self-discipline
(Tapas). Values at individua! level include faith, self-
respect, open-mindedness, devotion towards work,
tolerance, sacrifice, courtesy, goed, just, civil sense,
simplicity, reason, truth, forgiveness, tortitude,
cleantiness, absence of egoism, equanimity elc.
values that can be imparted to the members of the
organization collectively include harmony, resource
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fulness, discipline, equity, brotherhood, peace, social
conscience, concern, care, mutuat trust, love, team -
spiritedness, efficiency, eflectiveness, excelience,
morale, productivity, risk-bearing, accountability,
sharing , sacrifice efc.

Work cuiture
i

Culture implies inheritance. Work cullure implies doing
one's jobwith full devotion following certain setof values
and possessing some ethics related with work, Work
culture includes a set of rules of conduct, sither explicit
or implicit, which are generally acceptéed by business
and society as the desired rules of conduct. It inp!udes
that cne party should nol gain an advantage while
hurting others. Here one should know fhe difference
between competitive behaviour and unethical conduct,
it includes duties ard rights of management, of
subordinates, of society in general and their inter-
relationship. To ensure an ethical behaviour in a
competitive environment, individuals,. institutional
framework and society have to share certa_in_ standards
of ethics and values. Business ethics includes concept
of faimess and equity Governance or management has
a powerful influence on ethica! behaviour because it
defines the value system of the organization.

Rationale

While many definitions of work ethics exist, some
researchers define the terms independently. Work,
according to research by Hudson {1873}, can be defined
as a means of productivity, @ means of drudgery, or a
necessary evil depending upon the viewpoint of
employer, anti-establishment spokesman, or student
respectively.

Accarding to research by Hill (1898), work has been
with humanity since the fall of Adam and Eve in Biblical
text. And, with that notion of work as a punishment for
sin (Bernstein, 1988), came the issue of determining
what are acceptable and unacceptable behaviors toward
that work., Some have come to call this behavior the
ethics of work (Hill, 1999). Considering these notions
of work and values we begin to form a foundation about
issues concerning work and begin eslablishing the
framework for work ethics

There are many arguments for and against ethics at
work place. The main argument for is that if
management will follow good business ethics, there
would be no need for external factors intervention like
government intervention etc. When the private sector
does not maintain adequate ethical standards and/ or
when it does not respond o new ethical issues, the
external factors will continue to intervene and thus will
affectthe normal functioning of the organization. Like
government can impose civil and criminal penalties for
unethical practices. The outcome of this fegislation
will be reguiations that have a widespread effect on all
industries, from manufacturing, to service, to health
care, to transporiation.

The principle of ethicat reasoning is useful tool for sorting
outthe good and the bad components within complex
human interactions. For this reason the study of ethics

“has been at the heart of inteliectua! thought since the

early Greek phitosophers, and its ongoing contributions
to the advancement of knowladge and science makes
gthics a relevant | if not vital, aspect of management
theory.: _

Good ethics always have a positive effect on activities,
as a result, productivity, communication, group
dynamics can be improved and risks can be reduced.
Reason behind is good ethics or vaiues creates good
culture in the organization and ethics becomes form
of logical reasoning, increases the flow of information
and becomes the source of feedback needed (o improve
the business.

Leading business schools and management experis
have stressed the importance of business ethics in
the management. They have also stressed on the moral
need for the crganization to do what is right for moral
purpose alone.

Every person both in persona! fife and organizational
life faces a dilemma of selecting this path or that. In
professional life one faces the dilemma for attending
his job, doing the work he likes, doing the work that
makes the boss happy, helping out of way that leads
to favorilism, nepotism etc. In all these situations i
the person has strong seif ethics the person will face
less of predicament, less confusion and less frustra
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{ion. Itis because values create conviclion, will-power,
and seif-respect for the rational decision even in critical
decision.

Harmony in personal and prefessional values is
essential. Any disharmony in structural side of the
organization leads towards disharmeny on the
functional side and vice — versa. This is possible oniy
with the help of values. The organization often forgets
o mention values while declaring the objective of the
organization. Specially, while we talk of educaticnal
institutes it is almost necessary. Since these
organization imparts knowledge and skill but usually
ignores the need to impart the values, which is food of
the brain and heart. As a result even the best
organizations of today are not in & position to reach
the state of perfect harmony.

Managing ethics at work place involves idenfifying and
prioritizing values to guide behaviours in the
organization. And establishing associated policies and
procedures to ensure those behaviours are conducted.
Many researchers and authors has said that there are
_i'nany benefits of managing ethics at work place like

1. It can substantially improve society.

2. it can cultivate strong team work and productivity.

3 It helps to manage values refated to quality,
planning and social responsibility

4, It promotes a strong public image

In short, it can be said that ethical values at
workpiace strengthen the coherence and
balance of the organization culture in all
aspects.

Review of literature

Work ethics today has many definitions as viewed by
writers of relevant contemporary literature {Buchholz,
1978; Ford & Herren, 1995, Miller & Coady, 1884).
Miller and Coady (1988} define work ethics as reliability
and trustworthiness, wilingness to learn, responsibility
for one’s actions, willingnass to work, and willingness
to work cocperatively.

Gilbert (1973) states tha!l the work ethics is the
willingness to work that cuiminates in an application
to the job and is evident through satisfaction with the
material rewards of work. Schab (1876) simply states
that work ethics is a willingness to stay employedwh e
Miller and Coady (1989) focus on beliefs, values, and
principles. These attributes or characteristics gude

the way individuals interpret and act upon their rights
and responsibilifies within the work context at any given
time {in Ford & Herren, 1995).

Martin and Morris {1980) associate work ethics with
increased efficiency.

In today’s scenario profit is not the only justifiable
motive for business activities. The notion that ethics
is good business was emphasized by Henry Ford in
the following comment to a stockholder:

"Business and industry are first and foremost a public
service. We are organized to do as much good as we
can everywhere for everybody concemed. | do not believe
we should make such an awful profit ..... And give the
benefit {o the users. The result has been surprisingly
enormous profit to us”

This statement by Henry Ford represents the growing
consensus that good ethics is good business. Althcugh
some organizations have successful practice but their
practice is guestionable. These organizations are
focused for the short term gain only. Ateng term focus
is both the best and the only way to go. Doing what is
right is its own reward. "Ethical behavior builds trust,
trust builds confidence, and confidence builds profitable
business relationships with customers, Suppiiers,
investors, employees, creditors, and the general public”
i2]

industrialization has created a philosophy in which the
individualis no longer needed for the success of society
as awhole. Gilbert {1873} purports that this viewpoint
has ercded work ethics. The changing workplace with
the upgrading of jobs has greatly affected the worker
ethics (Pine & innis, 1987). When work is of fow
discretion and the activity can be easily replaced by
another set of hands, the work ethic is typically even
lower, This decreased work ethic seems to transfer to
productivity in the work place as well {Yankelovich &
Immerwzhr, 1984).

Ford and Herren (1995) measured the eccnomic effect
of work ethics on business profits and perfcrmance.
American industries make over seventy {imes as many
defects in assembly-type processes and make over
seventeen times as many service calls as do their
Japanese counterparts. These studies indicate a major
decling in the work ethic and a drastic impact on the
nation's productivity.

John Akers, former chairman of the board of IBM, argues
that business ethics are a key component of our
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competitiveness as a society, In order to make sure
the atmosphere in which we work is characterized by
confidence and mutual trust, an element of ethical
instruction should exist. Akers contends thateducation
in ethics should begin in childhood and include
practical devices as role models and codes of conduct,
as well as a thorough study of literature and history.
Furthermore, emphasis shouid be placed on the role
of business within a greater hierarchy.

The fundamental of instruction should begin in
Kindergarten and not in a school of business
administration. Ethical behavier is products of our
religious, philosophical and historical inheritance, so
a gocd beginning is to study the past. Knowledge of
the past will help to build future ethical conduct.
Perhaps the most powerful ethical behavior comes from

the role models such as parents, teachers and others
who set us straight by examples and percept on right
and wrong as weli as good and evil. Although this "grass
root” instruction is expanded throughou! individual
development, emphasis is placed on its importance in
the early years as a basis for the development of good
moral character.” (2]

A well used axiom in organization behaviour thought
asserts that values drive our behaviour. Values exert
influence over our attitude which influences cur
behaviour, Peoples pattems of thinking will be influenced
by their values, what they say to themselves (seif-talk},
and what they imagine will happen in response to their
actions, )

Values -—-2 attitude —— > Ethical behavior

Table : 4

Values Attitude

Ethical behavior

Wisdom and knowledge

Experience promotes wisdom
that helps convert information

using knowledge 1o solve problems ethi
caily and to do what is right.

to knowledge

Self control Self control means Putting personal
effectively managing motivations aside and
reactions to challenging acting with objectivity by
{emptations. doing what is right.

Justice Acting justly and fairly is Eatablishing just and mutually agreed
term driver of ethical behavior, | upon criteria and administrating them
remember the golden rule. faiely to all people.

Transcendence The belief in a power and Putting instutionat and/or stakeholder

source outside oneself
reduces self serving actions
and increaseshumility.

intersts above self interest. Identifying a
personal purpose that is aligned with
organizational mission.

| ove and kindness

affection and love.

Treating people with
kindness helps increases
the reservoir of positive

Recognizing and
encouraging others for
their contributions

Courage and integrity Ethics requires the

things consistently
without regard to

courage {o do the right

personal consequences.

Making unpopular
decisions based on fair
considaration of the facts.

Source : Graziadic business report 2003 vol 6, No. 3
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Everyone has his biolagical/genetic individuality and
some argued ability to reason independently and
autonomously of others. But it is difficult to avoid family
influence, up bringing, education, and overall experience
1o shape up the personaiity of an individual.

The achievement of the objective becomes very easy
if there is a shared commitment between management
and staff. In other words, a proper co-ordination between
superior and subordinate creates a good result. Also,
seif direction, self control and self discipline on the
part of worker are the key factors to achieve the goals
of an organization in an effective manner.

L.ack of involvement from leaders and managers in the
field of business ethics has spawned a great deal of
confusion and misunderstanding among leaders and

mangers about business ethics. Mac Donald and Zeep,
in their article "What should be done? A practical
approach to business Ethics”, explained that when
someang brings up the topic of business ethics™... ...
it tends to bring up cynicism, righteousness, parancia
and laughter” Many leaders and managers beligve
business elhics is religious because it seems fo contain
a great deal of preaching. Or they believe il to be
superflucus because it seems to merely assert the
cbvious: "dowell”

The literature on the ethics, type of elhics required
and how these can be managed is very limited. This
problemwas explained very well by Slarkin his article
"what's ihe matter with business ethics?” published in
the Harvard Business Review in 1993 notes that

Table 2 :

Core factors Rank 1 Rank lI Rank Il Rank IV | RankV Rank Vi
Family influence 240 20 32 12 16 12
Situzationai factor 95 80 36 32 12
Peerinfluence 60 32 B 48 20
Experiences 48 60 S5 72 15 4
Superiors influence 48 20 32 60 32 20
Education 24 220 32 12 8 8
Core factors responsible for creating Individual ethics {weight-age)
Table 3

Core factors Rank 1 Féank I Rank il Rank iV Rank V Rank VI

Wisdom and 216 100 64

Knowledae

Justice and Fair 48 160 @3 24 4

guidance i B

Seif Control a8 80 48 24 55 4

Transcendence ) 20 16 48 40 27 o

Love and kindnes§ a2 108 32 16

Courage and 14 20 o4 24 16 16

integrity

Dezciding faclors lo create ctiucal behavior at work place {weight-age)
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while much has been written about individual
components of ethics programs, especially about
codes of ethics, the literature is much more limited on

conducted by P. Panchalan {B] the ethics can be
subdivided into following categories.
a} Work related ethics

elhics projects. Future managers should know the i) Duty consciousnes

practical aspects of ethics like how ethics can be ). Work excellence

developed, how these can be managed at workplace, i), Punctuality

how individual makes his/her values, what are the ). Frugality

contents of ethics which can be ulilized to motivate b} Superior related ethics

human resources at work place.” i). Obedience to superior

On the basis of Martin Seligrman {7} and survey ). Co-operation with superior

Tahte : 4
Work related ethics Management's view Employees& students view
( 64 person) { 64 person}
Duty consciousnass 72 256
Work excelience €8 228
Punctuality 52 212
Frugality 32 144
Superior related ethics
Obedience to superior 36 228
Co-operation with superor 50 220
Expert advise to superior 36 116
Accepting responsibility 80 232
Bringing credit to the superior 32 104
Subordinate related ethics
Confidence in subordinate 64 200
QOpportunity to the subordinate for growth 52 184
Protection of subordinates legitimate interests 44 108
Supportive guidance to subordinate 44 240
Non-discrimination among subordinate 32 192
Peer related ethics
Sense of co-operalion among peers 64 278
Generosity among pecrs 52 188
Respect for other peers 84 224

Competitive sprit among peers 44 152
Organisation related ethics
Commitment to the organisation 80 280
Fostering institutional image 44 166
Conflict resolution through negotiation 32 148
Accepting organizational changes 52 224
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ili). Expert zdvise to superior
iv}. Accepting responsibility
v} Bringing credit to the superior

¢} Subordinate related ethics

i). Confidence in subordinate

ii). Opportunity to the subordinate for growth

fii). Protection of suberdinates legiti mate
interests

iv). Sup,r.iorlive guidance to subordinate

v} Non-discrimination among subordinate.

d} Peer related ethics

i). Sense of co-operation among peers
ii). Generosity among peers

ii1). Respect for other peers

). Competitive sprit among peers

¢} Organization related ethics

i). Commitment to the organization

if). Fostering institutionat image

iii). Conflict resolution through negotiation
v} Accepting organizational changes.
Objective

The emergence of business ethics is similar to other
management disciplines. When organizations have
realized that they needed to betler to manage their
human resources and so the discipline of human
resource was born. Many organizations today
managing ethics at work place through the use of codes
of ethics, code of conduct etc.

The objective of the study is to analyze

. the core factors responsible to create ethical
behaviour of the individual

. Core factors responsible to create ethical
behaviour in work place specially in private
academic institulions

. On the basis of previous lilerature, work place
ethics can be divided into five parts Le., towards
work, towards superior, towards subordinate,
towards peers and towards the crganization. The
third objective of the study is to find e
correlation between management pcuples
approach and employees’ opinion.

Hypothesis

There is a significant difference between employees
and management’s approach towards work related
ethics.

Methodology

Amrapali institute located at Haldwani is selected as
the sample for the study. This is a private academic
institute running the professicnal courses like MBA,
MCA, BHMCT, M. Lib etc. About 80 respondents were
selected at random basis of sampling out of about 500
students and 50 employees of the Institute. This
includes employees, management peopie and some
students of manzgement studies. Interview schedule
is used to collect the informalion. Questionnaire is
prepared with the help of literature which was collected
from the secondary sources and survey was made to
collect the information about different aspects of ethics.
Ranking method is used to get the view of respondents
on various aspects of ethics. Weight-age is given to
the ranks. 6 weight-age to rank |, S torank i, 4 to rank
[}, 3 to rank IV, 2 to rank V, 1 {o rank VI. Co-relation
coefficient and Chi square method is used to check
the hypothesis.

Analysis and Findings

Survey was conducted for almost 80 people from
all the sections of the organization: management
people, faculty members, office staff and students of
professional courses (MBA, MCA, BHMCT, and B
Lb&IT MLID&IT )

From the table 2 it is quite clear that family influence
is the prime source 1o create ethics of an individual,
because {amily environment is the base at which an
individual grows as per the opinion of respendents. After
the family influence educational environment creates
the values in an individual. Changes and creation of
values of an individual are also through the experiences
and situational factors of his life. Superiors influence
can alsg play a vital role sometimes bul almost
everyone disagrees with the role of a peer for creating
individuals ethics and values.

Waork place is very much different from home, and the
criteria to judge the elhics is also different; therefore
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factors responsible to create ethics in an individual
are also different at both places, Table 3 shows the
weight age of each factor responsible for work place
ethics. According to survey most important factor in
creating work place ethics is wisdom and knowledge.
According to respondents the only factor which creates
confidence in an individual is wisdom and knowledge
andif it is supporied by justice and fair guidance, along
with courage & inlegrity individual can work with good
ethical values. Love & kindness and transcendence
were the 1ast choice .According to the respondent love
and kindness is not having any role towards work place
ethics because it is the age of competition, efficiency
and quality for which love and kindness does not
contribute.

The cpinion of the management and the employees
are positively correlated in case of work related ethics.
And the level of correlation in opinion is quite high.
Further result of our survey indicates that the duty
consciousness is first{ and foremost factor to decide
the work related ethics. According to the employees
excellence and punctuality are the next deciding
" factors. Management said the duty consciousness and
the excellence are the prime factors in deciding the
work refated ethics. Frugality is the last criterion in
wark .elaled ethics. But the management should
emphasis on the frugality and should appreciate frugal
WOrkers.

While talking of superior related elhics, management's
first choice is accepting responsibility and second
priority is co-operation with superiors. But the
employees’ criteria with superior's related athics states
that accepting responsibility, ocbedience to superiors
and co-operation wilh superiors are almost on the same
pricrity level. Both the views are positively correlated
but the level of correlation is comparatively iow.

In case of subordinate related ethics, very small
negative correlation (r = -.01) exists. Management
thinks confidence in subordinates is very importantin
orderto achieve organizations goal. Opportunity to the
subordinates for the growth should be given since the
growih of the organization is measured interms of the
growth of its employees. Employees feel that supporive
guidance is the one of the most important aspect of

sub-ordinate refated ethics.

Sense of co-operation and respect for other peers are
very important factors for the smooth functioning of
the organization. Generosity and competitive feeling
among peers will play a vital role only if the other two
exists and exists very strongly. All the respondents
whether be of management or employees or the future
managers of the society, shares the same view.

in case of organization relaled ethics commitment {o
the organization is widely accepted (92%) and is given
the first pricrity, accepting organizational change and
fostering inslitutional image is the nextin the ranking,
but conflict resolution through negotiation got the last
ranking. Highly positively carrelated approach exists.
The hypothesis is rejected at 1% level of significance
i.e. the management and the employees are having
the same approach toward all the work related ethics.

Conclusion

if ethics are regarded as code of conduct then
everybody should follow them but the problem is that
there are disagreements over what is ethical and what
is not. Which is important and which is not. Any activity
may be considered ethical at some point of time and
unethical at olher time due te change in societal norms
and values but, the sources of ethics are mostly same.
It is also true that no decision can be takento form a
set of values for forever. Continuous Research and
studies are required to cope up with the changes. In
the era of competitiveness, it is very important to find
out the values and ethics of individuals at work place
because organizations do not have ethics, only the
individuals can have.

This survey is an attempt tc find out the ranking among
different components of ethics; otherwise all six factors
which we have identified are responsible for workplace
of virtuous vaiuves and intertwined. And on the basis of
the study it can be concluded that wisdom and
knowledge with fair guidance, courage and integrity,
acceplance of responsibility with obedience & co-
aperation are the very important factors for the creation

of ethics at warkplace.
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in the case of sub-ordinate related ethics, confidence
in subordinates is a key factor which can be proved as
a motivating factor for ihe properworking at work place.
Sense of co-operation among peers and commitment
to the organization found to be mostimportant factors
among peer related ethics and organization related
ethics.
It can be said that on the basis of survey, that
rmanagement shouid take their decision on the basis
of importance of these factors, superiors shouid give
the encouragement to subordinates and management
should metivate the employees by considering their
ethics as an individual which can also be proved as an
effective tool for work distribution and important
motivating factor. Creativily - oriented ethics should De
developed, which means focus should be given to
create potential which sheuld emphasize on value
orientation and awakening of higher values at work
place and which will restrict narrow skills and develop
appositive thinking.
Researchers agree that work ethics is a dynamic
characteristic of employees that is affected by many
intrinsic and extrinsic factors.
supports work ethics as a behavior characterized by
“many afiributes.

Current literature

If this behavior is monitored and
evaluated, appropnate intervention methods can be
utifized to produce desired changes in that behavior.
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Abstract

The current paper is highlighting different aspects of
feadership. An attemipt has been made lo discuss on
vanous essential capabilities of an effective feader in the

global confext.

introduction

l.eadership is an easy cencept to define but a difficult
one to study and understand, many a researchers,
{heorists and management practioneers agree that no
single trait, behavior or combination of traits make for
a leader, instead they are created and produced by
ihe combinations of certain characteristics as weli as
ihe external environment in which they find themselves.
In this modern globalization era, where competition
has become a part of life and all crganizations are
striving for having a competitive edge over others where
leadership plays a vital rale in building up the core
competencies and ignite, influence, inspire and carry
the people with a long —lerm vision through the right
culture initiative, team building, self confidence,
motivation and trust. Hence this is possible through
an effective leader who is a person with a strong
mission and a tremendous sense of vision, who ¢an

ook decades ahead with a great ability to LEAD a
team by creating leaders. EMPOWERS by creating
tess authoritative environment with a great ACCESS
to the people, DEMONSTRATE honesty and integrity,
EVOKES a sense of responsibifity and belongingness
in his followers and finally who REALISES the dream
and transforms the organization into vision. So the
effective leader would lead a team with focus for the
welfare and future of the people through the
commitment, perform and contribute and participate
on to achieve the goals.

Lead e
Aleader should have a clear vision who shalt be charged
to motivate his followers, to be a successful leader; he
must first humble himself like a {itle child and be willing
lo serve others. When aleader is humble, he becomes
genuinely interested in people. when pecple feel their
leader genuine and humble they truly foliow, while
striving for a common goal ¢n the roads of a leader,
people look for well-routed human values and who will
respect talents and contributions given by others.
People want leaders who can create an atmosphere
of risk and creativity, leaders should assume the
responsibility of keeping teams together they have the
obligation to take command, establish rules, determine
values and principles that will lead {o success.

While leading the people the leader must {cok at
leadership as a responsibility and not as a position of
privileges, the effective leader is responsible for all final
decisions he must encourage his followers, counsel
them, influence and dnive them to fut common goal
and be proud of all those people who associate
with him. An effective leader should be like LORD
SRIKRISHNA™ who must look at others success
(pandavas) as being his well” against adharma.
Forinstance, a great inspirational leader swami

“Asst Prolessor, insttute of Acronautcal Engineenng, Dundigal, Hyderabaz,
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Vivekananda says, an Engtish friend General strong,
was in India during the sipoy mutiny. One day in the
course of conversation with General strong swami
asked him how it was that the sepoys who had enough
of guns and ammunition and provisions at their
disposal and also were trained veterans, came to suffer
stich a defeat, general strong replied, instead of
advancing forward only kept shouting from a safe
position in the Rear, fight on, brave lads 'and so forth;
but unless the commanding officer goes ahead and
faces death, the rank and file will never fight with heart.’
A captain must sacrifice his head 'if you can lay down
your life for a cause, then only you can be a jeader.
Effective leader should lead a team with focus and face
challenges to accomplish his set goals. Every
successful leader must have behind him somewhere
tremendous energy, integrity, sincerity and that is the
cause of his signal success in the endeavor.

As the absolute dictator jeader of the German third
Reich and seif appointed commander of its military,
He conquered the largest portions of Europe, Asia and
Africa ever subdued by a single armed force He joined
the embryonic Germans worker party and the following
year he assumed its leadership enlarged the
organization and using his mastery of oratory and his
organizationat abilities increased his prominence and
the foliowers with his public speaking ability. Hitler with
great authoritative traits and through his personal charm
he quickly established himself as a popular leader.
Hitler accoemplished all, if not more, than could be
expected from a country the size of the Germany,
however, the German eastern offensive against the
soviels stalied cutside Moscow in the face of Red army
adding Hiler's name 10 the list of commanders defeated
there, Hitler fired his senior generals and refused 1o
accept the possibility that his army couid fall, aliowing
his soldiers to be killed or captured -2'her than giving
his permission to retreat. He acted as his own military
leader commander in chief through a command
organization of his own design inspiring others 1o
perform, He was a charismatic speaker mesmerizing
or motivating through the courage of conviclions, the
strength of his ideas and his confidence in his vis' 'n
with indestructible spirit.

For nearly 2 decade Mitler stood as the world's

mightiestinfiuential military leader not for any enduring
personal achievement but as the impetus for world
change. Hitler directed his people with great
organizational skill, strategic and tactical innovations
influencing every one to work toward the predetermined
vision. He influenced followers with his open
communication and making them to realize goals,
which are milestones for his mission.

Empower

A leader empowers followers by creating less
authoritative environment beliefs, values, policies
practices everything, which put at the center of the
purpose.

Crealing an environment of open communication,
followers should have a free hand in paricipating,
involving in set goals & learn by mistakes &
experiences. Alezder is one who never ceasesto leam.
Leadership is about doing things, it is about taking
responsibility for the welfare & future of his people,
having the ccurage to learn and the ability tc inspire, ;
influence andignite the foliowers o meet his dream A
leader must encourage his foliowers to come with
creative ideas. Leadership is ail about reaching outto
people, he should be like a coach, provide them with
assistance, and support them to fuel out best results.
Leaders should foster such an environment whereby it
creates opportunities to excel in the accomplishment
of the set goals. The total environment & work places
should be as possible as be a non-authoritative that
encourages the free exchange of ideas & participation.
The art of leadership includes investing in the people,
calling upon their talenis/skills & there ideas with a
clear cut focused thought diverting the team's mindset
towards the goal. In this way leader creates a nurturing,
chaillenging environment that enables others to develop
& scale up to their fullest potential by participating
fully in & contributing for the life of the crganization.
Leaders should articulate good inter personal skilis to
ensure a free flow of communication & ideas and create
a common vision. In this continual spiritif team strives
for a common goal, they develop various talents & traits
technicat and otherwise that enriches the organization
& in turn it benefits greater leve! of creativity &
productivity of its empowered staff.
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L.eader as a manager of managers his job is very clear,
fhe has to help others achieve and perform, that's how
organizations of any size and in any industry, produce
winning results. Aleader should clearly have a vision
o empower peaple by giving a free hand in voluntary
contribution and aiso shouid effectively monitor them,
For instance: one poputar management technique is
to push decision making down to the lowest appropriate
level. lts sounds simple, deceptively simple. When a
newly enlightened CEOQ with his all-employee meeting
tatked about empowerment, he then invited questions
from all the employees, surprisingly one brave worker
raised a question, why it was that the piant manager
could be responsible for eguipment worth millions of
dotlars but only have sign-off authority of $5000,CEQ
instantly responded, | believe in empowerment so much
that | will make his sign-off authority $1imillion, the
worker who had asked the question was impressed,
the CEQ was elated , the plant manager was terrified.
What had he learned that morming that was worth
$995% 0007 Who was going to help him make decisions
involving thatmuch money? Here, the CEQ had made
the dramatic gesture of going for love, but he had
neglected the crucial etement: he had not prepared
the plant manager to handle so much responsibility,
Empowerment does not mean abandonment giving
people permission to do something differently is not
helpfulif they are unabie to do it, that permission just
sets them up to fail. Leaders has to empower the {eam
by moving with them, under standing what they do
and don't know, working with them, watching their
performance, giving them feed back, creating an
ongoing dizlogue with them is the effective leaders
empowering lalent.

An effective leader having an ability of energizing,
inspiring and maobilize people to act and spark others
to perform, the best energizers have an unvarnishegd,
ungualified brand of enthusiasm they can get their
colleagues charged up about just about anything,
people respond to them and thal response makes them
particularly effective. These leaders bring out the best
in people. Inject them with confidence and give them
credit when things go right and when things go fall, it
is an opportunity given to the people to learn from
failures they are the organizations confidence builders,

that's why jack Welch said, “The ability to energize is
the ingredient that counts™. Jack Welch's energize one
among the 4E 'S leadership model knewn officially as
the "Four £'S of GE leadership “is a classic example
of “sparks others to perform”. Weich said that
leadership is the ability fo articulate a vision and the
ability to get others to act on that vision. 1n his 20 plus
years at the helm of GE and , He as a effective leader
transformed a mature manufacturing company inte an
outstanding product and services Juggernaut, He
increased the value of the company more that 30 times
over.

Welch as an effective leader selected and developed
many leaders in his tenure and GE turned out more
fortune 500 CEQ's than any crganization in history. In
1986, Weich launched the initiative that would
consume him for the next five years: six-sigma. When
he looked for people to lead the charge, GE managers
answered the chairman's call in unprecedented
numbers, making the GE six-sigma program the
fargest corporate initiative ever faunched by any
company.

Access

There are no bad soldiers, only bad leaders a famous
sayinggoeson ...... Leadershipis an important factor
for making organization successful. Leaders having
great access towards people with a attitude of concern
for peopie such as if they work upon their followers as
people their needs, interests, problems, development
& so on. Entire team will get motivated & it is essential
tenet for people to perform for the organizations
success. Interacting and meeting the followers regularly
& creating access to resources, understanding how
to motivate & driving them with excellent coaching
for great performance is the effective leaders role. A
leader is a catalyst for transformation & change can
actualize a vision & take a group to a new level that
requires awareness of needs and access towards
pecple and the ability to respond to them. An effective
leader shouid have an access towards followers,
considering flexible enough to be a protector, ateam
builder, an entrepreneur, an innovator, a nurturer and
a visionary. When a leader initiates access, it
creates a
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sense of responsibility & fulfillmant among the team
members in turn it opens loyalty dedication & they
sense the leader's achievement as theirs. With true
essence of leader- follower ship while delegating
responsibility to an individual & making him responsible
for his actions, a leader should allow him to make
mistakes & learn from them, this will enhance the
individuals self worth & self-esteem. He should allow
free room & access for discussion & debale by
motivating alf to have a shared vision.

Hazare the son of a poor farmer never got beyond the
seventh class in school, The story of hazare
transformation began with a worthy cause he realized
and as a effective leader he visualized for the uplitment
of his own viltage ‘ralegaon siddi’, eleven years ago it
was not very different from other hundreds of villages,
Siddis most distinctive features was its 40 illicit
distilleries that made the village a popular haunt for
drunks and gambiers. Hazare a born leader
demonstrated every thing for the village upliftment, he
gave up cigarettes and liquor and vowed to remain a
bachelor devoting him self to public service. Anna
hazare iniliated a great access with the people in re-
shaping the entire village, among those who joined
hazare were a few young men they called him * Anna”
a big brother —they listened, understood and followed
truly with fascination to his dream of transforming their
village. Today, Ralegaon siddhi” is brisk and prosperous
with signs of rural modernity abound. Even when the
village temple had become badly run down, inspired to
rebuild the temple, but he did not have the money, he
inspired the villagers and motivated at his best, He
sacrificed his service benefits Rs/- 20,000 and totally
spent on rebuilding the village temple. Few people paid
mm any attention at first, but as the temple nearedg
complation the people began changing. True leader
hazare says, "If poople are convinced that you are not
selfish they are on your side.”

Demonstrate

If you take care of your roops. your lroops will take
care of you, a famous military quote sheds light on the
leader demonstration tasks. Today's workplar 3
demand leaders to demonstirate honesty and intr ity
of leaders, aleader should demonstrate these two for

energizing the followers, for building trust in them. A
teader should always remember that people watch him
closely,  he demonstirates business ethics, fairness
& integrity he will never be let down and if he is
consistent in his commitment they wil keep faith and
follow their leader even in difficuit situations and times.
Leader should set high ethical standards for his
behavior and hold himseif to those standards. Typically
a leader should demonstrate integrity the most
important requirement, without it everything else is for
nothing by heiping afong side nis people when they
need it, and treating them equally and on merit. We
may think of today's leader as being a mentor, guide
and role model as well as being involved in all the
demanding managerial responsibifities that we
traditionally associate with leaders. It is no ionger
enough that leaders demonstrate competence in their
professional dealings. They must also demonstrate
compassion acceuntability and honesty. When leaders
show that they care about their people, when they
become service oriented their pecple respond by
bouncing back by sharing their passion and loyatty
with the organization. Leader shoutd articulate and
uphold principles and values that they believe in focus
on balancing both the organization and the people
involved in traveling the high road, he should
demonstrate by example that he experts the most from
his followers ang as welt as from himself.

MAHATMAGANDHI —the leader of pre- independence
who had a lot of faith in ahimsza and non-violence led
the war with this two weapons not only he hag fought
with this weapons he had given hisweapons to all the
Indians which he had fransformed his ordinary weapons
into a mighty weapons against britishers,

Gandhi, as a demonstrative leader his approach to
peace is different from that of pacifism, construclive
violence and justified violence for Gandhyi', ahimsawas
a strategy for him it was a life principle to te lived.
Mahatma Gandhi being a man of organization and a
practical visionary, he tried and developed, updated,
extended, enriched, inspired the foltowers through his
experiments, experience, contemplation demonstration
and intuition. With in the organization the leader who
has faith in his idectogy must be transformed to his
followers as Mahatma Gandhi. Sc hal oy

may
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change into strong and goal achieving ideas.

-Evoke

James Cock said "A person who wants to iead the
orchestra must turn his leadership is all about back
on the crowd”.
Communicating and leading the people as a driver
at fore front with inspiring every single individuatin
his team to accomplish a common goat. Leadership
is about having a vision ang convincing peopie around
him to have same vision. Leadership is about trusting.
A leader must have faith in his people. "It's tha people
who make an organization”, # is not possible for
anyone, no matter how competent, to do task single-
handed!ly, and it's a collective spirit, more and more
“teamwork. Therefore leader should give
responsibilities to the followers. This not only makes
people more confident it creates a less authoritative
friendly environment & it evokes responsibility and
trust in the foliowers, trust and confidence in the
people brings forth the best in them. An effective
leader should be able to evoke a sense of
responsibility in all followers. They should believe
and be convinced that the work done will make a
difference to both his or her personat goal and the
objectives of the organization. Leaders should pave
a way for people to move quickly and work as a
teamn rather than as potential individuals. People are
jooking for leaders who are willing 1o give it ali they
have and they will follow. For a while, however, when
the going gets tough, when pleasure and comfort
compete with responsibllity and long hours followers
will drop away, that is where leaders should strive
and svoke responsibility in teams. Leader should
develop support systems meel regufarly the team
mempers encourage peoplie drive them to support
the goals. Evoke some responsibility to have an
active role in developing and attaining objectives from
the teams and the company as a whole. He should
teach, guide, lead, share, evoke, encourage and
stimulate the followers to grow, develop and learn.
One of the highest paid executive leaders success
was simply” Wearing others shoe” Once this leader
was passing through one of his steel mills one day
at noon whom he ¢came across some of his

employees smoking immediately above their heads
was z sigh which said” no smoking” with out raising
2 singie point and guestion like" can't you read?”
He walked over to the men handed each one a cigar
and said * | will appreciate it, boys, if you smoke
these outside”, They knew that they had broken a
rute and they admired him because he said nothing
about it and given them a little present and made
them feelimportant.

A leader should have great relations with people
perhaps, it consists of a lot more than just,
understanding peopie, being nice to people and to
capture individuat satisfactions and carry them along
way by constructing steps upon a ladder to follow
him, infact, simple tenets tike positive attitude, quick
grasp ang power of judgment, with a down to earth
tendency I.e. A pure luminous heart seeking other
hearts in love and esleem can do miracles.

Realise

Good companies become great through a series of
initiatives done consistently over time. There are no
short cuts. 1t is a painful process, but they must be
done to keep companies alive for tomorrow's
chalienges, not for today's challenges (M.S. Banga
HLL), a leader should realize his dream, visien and
mission with a collective spirit of team inculcated,
impaned in his team striving for a common goal as
a team. The influence of leaders is easy o identify
like societies, firms and prefessions make progress
when ied by great leaders who inspire. India during
last century has had some effective leaders
M.K Gandhi, Nehru, Patel, Mother taresa, Vikram
Sarabhai, and also currently had great effective
leaders Infosys' Narayanza Murthy, Azim Premzi,
M.S. Banga, HLL, Laxmi Mittal etc., They were all
very different as individuals bul all were leaders and
very commen among them is they have realized care
points and they were in search for vision excellence
and accomplished it successfully. Leadership today

is more than personal traits, charisma,

administrative skills and financial performance. The
force of public confidence is required to reafize and
accomplish set goals and vision.




\

WHATALEADER CAN DO

To achieve the goals set by him will be realized only
when leader network the people motivate close personal
relationships, strive and drive the people along with
him and have a great access towards the people,
Leader should realize to have a purpose vision and
mission energized to be a risk and initiative taken with
articulation and inspirational traits. Teday modern
leaders believe leadership is realizing the vision and
mission. It is to be a great extent about taking initiative
and performing tasks beyond the limited sphere. In
the ultimate analysis, a leader cannot become a leader
by the dirt of his own skills, other people have to live
up behind him and the only way to develop followers is
to make them successful. Leader should also realize
and create a open environment, let people take charge,
iet people act, let people hit success, in this process
he should aiso ensure that they are moving in right
direction.

A.F.J. Abdul Kaiam our president has come {¢
personally represent to many of his countryman the
best aspects of his Indian life. The son of a litlle
educated boat owner rose as country's chief defense
research and development and progressed to the
highest President level, Kalam demonstrated the great
potential for dynamism and innovation cuiminating in
the highest civilian award of India, having taken up the
leadership of executing the SLV-3 project, He faced a
great conflicting demands in his tenure, he progressed
with great long-ferm vision and a zeal of crezling sense
of responsibility in his team, his work schedule was
emphasize priorities and definitely like to accomplish
during the day ,

Including at least one thing thal would help to achieve
long-term goals, continicusly three things were
stressed before team membars for SLV3 projects.
important of desigh capability, Goal setting realization,
Strength to withstand setbacks. The entire leam was
{rekking towards success on several individual paths;
precisely for the successful completion of the project
the emphasis was on communication where it was
the mantra for managing this gigantic preject Kalam
claims. He spoke fothem frequently on the goals and
objectives of the organization, emphasizing the

important of each member's specific contribution
towards the realization of these goals, at the same
time, he tried to be receptive to every constructive idea
emanating from his sub-ordinate and refay it an
appropriate form for critical examination and
implementation.

Anyone who has taken up the responsibility to lead a
team can be successful only if he is sufficiently
independent, powerful and influential in his own right
to become a person to reckon with he admits, The
successful SLV3 project has been formulated in such
a way that the major technolegy work centers both at
VSSC & at SHAR could handle propeilant production,
Rocket motor testing and launch of any large diameter
rocket it has progressed successfully in the creation
of SLV3. When a leader and his team members achieve
milestones on the roads of vision, new performance
dimensions would grow among team members,
performance dimensions are broader and deeper than
what a person must know and be able to doin orderto
function well in his or her job. They include attitudes,
values and characters traits they exists various levels
of the human personality. An effective leader should
identify performance dimensions and put them together
to form a blue print for out-standing performance,

Conclusion

The role of leader is changing day by day and becoming
very dynamic in nature. They have to cope with the
change and make the organization to run successiully.
So today's business leaders are supposed to learn
everything that is required to fead and wake up the
minds of the followers to take up the challenge for future
becatse in the present context business organizations
have to combat with intensified competition and face
the chalienges to take the organizations into
excellence.

Hence a leader should work like a Four-wheeler driver
who wilt have the vision of longer distance with a greater
sense to reach the destination and people traveling in
that vehicle with a greater belief and confidence over
his periormance,
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Abstract

This study empirically examines the significance of
demagraphic faclors and organizational characlenstics
in influencing the perceived barriers fo career
advancement of focal managers in Japanese
subsidiaries. Moreover, significant relationship between
stereotype and discimination and the number of local
managers in higher managemen! positions also been
-analyzed. The perceived bariers were examined through
an analysis of 317 local managers working in 41 Japanese
subsidiares in Mafays:’a'. Overall findings suggest that
perceived barrers do exist in Japanese subsidianes in
Malaysia and these bamiers hinder local managers’ career
advancement opportunifies. Suggastions to trm dovi the
bariers for career advancement among local managers
in Japanese subsidianes have been discussod.

introduction

The Japanese economic miracle has captured the avid
interest of the non-Japanese. Initial interest in Japan's
seemingly unique style of decision-making and work
organization sprang from the role of management and
work in Japan's phenomenal post-wr sonomic growth
{Abegglen, 1958; Clark, 1979; Cole, 1871, Pascale &
Athos, 1982 Quchi, 1981 Oiiver & Wilkinson, 1988;
Raduan, 2001}, In Malaysia, this interest has been
highlighted by the enunciation of the Look East Policy
by the former Prime Min.ster, Tun Dr Mahathir
Mghammad, in December 1981, Foreign dire .
investment (FDN of predoininant investors like Jr .an

has contributed greatly towards Malaysia's economic
developmeant (Raduan, 2002). The miracle of Japan's
esconomic success is said to be due fo its unique
Human Resource Management {HRM) style. Tsuda
(1981) referred to the special features of Japanese
management practices such as life-time employment,
seniority based wage system, enterprise welfare and
enterprise unions as atightly coherent organic system,
stressing that each of the special features does not
exist in {solation or as separate entities. However, the
transfer of Japanese style HRM in Malaysia like other
developing countries is indirect (Raduan, 2002). This
is because the gverriding objectives are mostiy
economic.

Japanese subsidiaries in Malaysia according to Imacka
(1986) emphasized in firm promotion systems,
seniority-merit wage systems, human relations
betwean workers and management, long-term criented
on-the-job lraining, commendation for long service and
personnel welfare policies. This is to retain local
workers and implement Japanese style management
within the sphere of their authority. The distinctive
Japanese style HRM practices in Malaysia and other
developing countries in most studies (Elger & Smith,
1994; Ichimura, 1981) suggest high degree of control
exerted by parent companies over major areas of
decision making. Japanese expatriates stationed in
subsidiaries controt major decisions (Negandhi, Yuen,
& Eshgi, 1987). The presence of expatriates has
isolated local managers from the decision making
process and thus causing a ceiling impeding their
promotion.

Local managers mostly occupy jobs relating to labor
and personnel, while their Japanese counterparts
occupy all ather key positions (Yoshino, 1875). Some
lower positions are even staffed by Japanese junior
managers. This strong presence of Japanese
expatriates in subsidiaries in developing countries, due
to the lack of trust and confidence in local managers,

“Prefessne, Gaadunte Sonoot af KMansgemont, Unavoisitt Pua, Malayss
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{Lawler, 1988; Shirake, 1894). Japanese companies
are noted to be the most ethnocentric in nature when
it comes 1o their staffing policies. This phenomenon
has been observed in Japanese subsidiaries in both
developed (Graham, 1885} and developing countries
{Kobayashi, 1985; Lawier, 1998). The high degree of
centralizationimposed in major decision making areas
in Japanese companies through parent companies or
Japanese expatriate managers are one of its
characteristics.

Table 1 extracted from Raduan {2002), presents the
rmanagerial structure according to the functions of local
managers and Japanese managers in sixty-nine
subsidiaries surveyed. The findings clearly revealed
the differently designated responsibilities of fecal
managers 2nd Japanese managers. By iooking at Table
1, itcan be seen that local managers, majority of whom
are male fend to take managerial responsibilities related
to focal issues or act as ‘backstage prompters’
{(Hayashi, 1988). These issues include personnel
matters {74.3%), liaisons with local people and
institutes (77.5%) and public refations (74.3%). Atthe
same time, the Japanese managers dominate
important and strategic functions such as strategic
planning. finance and production methods.

Table 1: Managerial structure According to funclions (N =

{Source: Extracted from Raduan, 2002: Survey Data,

1997 and Ministry of Human Resources, Malaysia.)

Half of the sample indicated that Japanese managers

are responsible for corporate planning {66.7%),

marketing (63.7%), production planning (63.2%) and

manufacturing (55.8%). Also, Japanese managers

normally have exclusive access fo headquariers, thus

obtaining advantages in respect of influence and

information. Feedback frem interviews with local

managers indicated that almost all key poticies were

formulated and serious decisions taken, even before

local managers were allowed to voice their opinion.

These siluations made them doubt the effectiveness

of their role in the company because they were

excluded from the decision-making process (Raduan,

2002}

Therefore, in his research Raduan (2C02), drew a few
general conclusions after examining the managerial

structure. Firstly, there seems to be a iack of
confidence in the competence of local managers to
perform strategic functions especially corpora@‘
planning, product planning and finance. Secondly,

Japanese subsidiaries rely on local managers mostly
for their expertise in knowledge of local culture,

environment,

69 Japanese subsidiaries)

Total Gender Gender Total

% f Female Mate | Managerial Functions Male Female f Yo
743 55 i3 42 Personnel Matters 18 0 19 257
7251 50 i1 39 industrial Relations 19 3] 19 27.5
7437 52 13 38 Public Retations 18 0 18 257
77.5] 55 13 42 Liaisons with outsiders 11 5 6 225
333 30 7 23 Corporale Planning 44 11 &0 667
47.5] 38 9 29 Finance 39 3 42 52.5
36.9| 28 3 26 Producticn Planning a7 i 48 63.2
4421 38 3 35 Manufacturing 47 1 48 55.8
36.3¢ 33 11 22 Markeling 51 7 58 837
743 55 13 42 Legal Matters 19 0 19 25.7
856| 434 85 339 Total 319 28 347 444
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jabor law and practices. Other issues were also raised
during his interviews with local manggers. it was
reported that the senior Japanese managers to protect
Japanese expatriates especially when dealing with
sensitive issues concerning local values and culture
were using trusted local managers. This leaves local
managers with the problem of maintaining balance
behween two parties in the same organization.
Ancther imporiant issue is related to career
development of local managers within their companies.
Quite a number of local managers interviewed by
Raduan (2002) admitted their chances of promotion to
higher positions, especially in areas of corporate
planning, production and quality control, have been
limited by the presence of many Japanese expatriates.
This phenomenon seems to be widespread among
Japanese companies in developing countries, where
local managers resent the ‘bamboo ceiling’ (Lawler,
Siengthai, & Atmiyanandana 1988). The ‘hambeeo
ceiling’ simifar to the ‘rice-paper ceiling’ prevents local
managers from receiving promotion'to upper level
positions (Kobayashi, 1985; Negandhiet al., 1887). In
Malaysia, Japanese expatriates are said to fill most of
the senigr positions and this results in limited
opportunities for local managers to be promoted, Soit
can be said that there is an unofficial ceiling to
promotion be it a bamboo ceiling or rice paper ceiling,
A barrier does seem to exist. Some local managers
even criticized the special treatment received by
Japanese managers. This included a higher basic
salary and allowances, other fringe benefits and
facilities as well as access to the parent company.

Research Hypothesis

Japanese subsidiaries have a unique quality of high
degree of centralization and this poses challenges to
tocal managers when operating m g foreign country
ke Malaysia. One of lhe prevailing chalienges includes
perceived barriers, which are apparent or seemingly
real obstacles and aobstructions in the path Lo achieve
goals and career advancement. In this research, the
perceived barriers identified are: access te power and
decision-making authority, stereotyping and
discrimination, opporiunities for promotion, beneiils,
wages and compensalion system, performance

appraisal and feedback. These barriers were chosen
for this study because they seem to have the most
impact on career advancement opportunities of (ocal
managers. Previous sludies {Imacka, 1986; Kopp,
1994; Raduan, 2002) have shown that these perceived
barriers for local managers working in Japanese
muitinational corporations {MNCs) do indeed exist.
Therefore, this study looks into the impact of
demographic and organizational factors on the
perceived barriers affecting local managers’ career
advancement opportunities into higher management
positions in Japanese firms,

Bemographic factors such as age, gender, marital
statug, academic background and race play a role in
career advancement of local managers. It is a well-
known fact that the Japanese like to hire young and
fresh graduates who they can mouid {Baliiga, 1984).
Also male managers would be preferred comparedto
female managers. In Japanese firm although education
is of importance, past research suggested senicrity
would earn preference in promotion and career
advancement (Beamish & Inkpen, 1998). The
preference of the race of the focal manageris afactor
that has not been looked into. The findings of the study
may offer new insight if there is any racial preference
in working with focal managers be it Malay, Chinese
or Indian. Thus, the first hypothesis to be tested is:
There is no significant relationship between
demographic factors and perceived barriers to
career advancement.

Characteristics of the organization consist of size,
numbers of years in operation, type of ownership and
type of industry are also of fundamental importance to
this research. All these variables have, toc a certain
extent, delermined the career advancement of local
managers in Malaysia. Consequently, it is hypothesized
that: There is no significant relationship between
characteristics of organization and perceived
barriers to career advancement.

Perceived barriers such as sterectypes and
discrimination adversely impact on local managers’
career progress. Since local managers are perceived
as ineffective leaders, they are not assigned line
positions, where managers make significant decisions,
have access to information and interact with top-level
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executives who may have an impact on their careers
{DeNero, 1990). if local managers are not considered
to be decision makers and leaders but are perceived
merely as support personnel, they would be denied
critical information, because this would not be seen
as relevant to them. These opportunities to learn, grow
and develop on the job, and gain visibility in the system,
help managers to advance to top-level positions
{Raduan, 2002). However, because local managersin
slaff positions do not gain these experences or have
the visibility to be identified as key people in the
grganization with the potential to be successiul top
managers, their advancementto top-level positions is
rare and usually overlooked. Thus, the act of
stereotyping and discrimination hinder the progress of
focal managers to the top.

Opportunities for promotion in terms of benefits and
compensation system, performance appraisal and
feedback are also denied because of this
discrimination. Local managers are excluded from the
networks where Japanese managers informally interact
with one another, including golf courses, private
Japanese managers clubs and so on (Kopp, 1984;
Kranias, 2000). Local managers are also barred from
gaining access to key information and resources vital
for their advancement. Local managers are generaily
unaware of the most recent development since they
are not a part of the informal group that interacts and
exchanges information away from the workplace. This
definitely is a handicap and chances of advancement
are severely restricted. Hence, the discussion above
leads to the construction of the foliowing hypothesis:
There is no significant relationship between the
extent of stereotyping and discrimination in the
organizations and the number of local managers
in higher management positions in Japanese
subsidiaries.

Method

Seif-administered questionnaire was employed to
gather data for this study. The survey instrument was

developed using several different questionnaires asa
guide {Abdullah & Keenoy, 1995; Kopp, 1994, Raduan,

2002). First part of the questionnaire consists of thirty-
gight items, which seek to know the perception of iscal
managers towards their career advancement
opportunities in thelr companies compared to their
Japanese counterparts of the same standing. This
covers six areas. perceived barriers of control of power
and decision making authority, opporiunities for
promotion, benefits and compensation system,
performance appraisal, feedback and lastly stereotype
and discrimination. A five-point scale ranging from 1
(strongly disagree) to 7 {strongly agree} was employed.
Al the six perceived barriers have acceptable reliability
estimates, the Cronbach's Alpha value ranged from
.74 t0.83. The second part of the questionnaire seeks
information on the company and respondent’s
background.

A pitot study was arranged with 30 local managers
that were available to help with improvement of the
questionnaire. Their feedback and comments led the
questionnaire 1o be revised so that the final form of the
guestionnaire was deemed to consist of questions that
all the respondents could be able to answer without
difficully. A reliability test on the questionnaire was
undertaken using SPSS software and almost ali the
Cronbach's Alpha value were well above . 70. Indeed,
in some cases the alpha values were above .80.
Having validated the questionnaire through pilot testing,
a sample of 543 local managers working in both
manufacturing and non-manufacturing Japanese
subsidiaries in Malaysia were randomly selected from
the flist of "Japanese Related Companies in Malaysia”
provided by Japanese External Trade Organization
(JETRO). Thesurvey was mailed to local managers
at their respective subsidiaries. The response rale
was initiafly not encouraging and thus reminders were
sent out. Furthermore the researchers have made
personal telephone calls to most of the respondents
to improve the response rate. As a result, 317 valid
responses were received which the researchers feltto
be reasonable for this kind of study. Taking into
account the invalid responses and undelivered survey,
the response rale for this study was 89%.




BLOGCKADE FOR CAREER ADVANCENENT i JAPANESE ORGANIZATION ABROAD: THE CASE OF MALAYEIAN SUBSIDIARIES

]

o ———

Findings and Discussion
Proflle of the respondants

in line with expectation of the study, majority (87%) of
the respondents were male. As mentioned eartier in
the Japanese subsidiaries, male employees are
preferred compare to female employees (Kopp, 1994).
This is because female employees are not viewed as
the core workforce but only the supporting staff. [thas
been a common scenario in Japan that a large number
of women employees quit their job due to their family
commitments (Clark, 1979; Dedoussis, 1995). Onthe
other hand 55% of the local managers in this study
were married. This perhaps shows the preference of
Japanese subsidiaries, which are more towards family
criented personnet (Raduan, 2002). Majority of the
managers who paricipated in this study were Chinese
(43%), followed by Malay (38%), Indian (15%), and
4% are other races. The managers fell into various
age groups. The highest percentage, 356% of managers
fell in the range of 31 to 35 years of age, while the
lowest percentage, 2% fellin the range of 51 years old
and above. Interm of academic qualification, 81% of
the managers possess a bachelor's degree while the
others were holding a Master degree.

Demographic factors and perceived barriers

The demcgraphic factors involved in the firsthypothesis
testing were age, gender, race, educationa! background
and marital status. The significant difference between
perceived barriers for career advancement opporunities
and demographic variables age, race and educational
hackground were tested using one-way analysis of
variance (ANOVA) while gender and marntzl status were
tested using the independent sample t-test. The
significant values (p-values) noted for ali the perceived
barriers tested against marital status, race and
educaticnal background were higher than the alpha
value of .05. These indicale thatthere are no significant
gifference in perceived barriers betwean married and
nan-married; races; and educational background of the
managers,

In terms of gender, women managers are perceived as
less competent and in Japan very few women ma-~g
up the core work force because they tend to quit after
getting married and having children. Consistent with

the findings in developing countries (Abdullah & Keenoy,
1995; Amante, 1993; Imaocka, 1885} as well as in
developed countries {Dunning 1986; Offermann & Bet,
1982) women employees were the minority and they
held fower positions such as production workers. In
this study, cut of the 317 managers surveyed, only 41
were female managers; most of them were from lower
management. Undoubtedly, there are barriers for
women fo advancement in their careers in Japanese
subsidiaries in Malaysia. as weli in cther countries.
They not only face the bias of being a local manager
but also the bias of being a woman manager. Therefore,
there exists dual bias and discrimination towards
career advancement. This study also reveals that
women managers felt their performance appraisals did
not help them in their career advancement. Indeed there
was a significant difference in the way male and female
managers valued the importance of performance
appraisal (perceived barriers) in the Japanese
subsidiaries surveyed. The difference is statistically
significant with p-value = 0.041. The male managers
(mean = 23.77; SD= 3.96) felt that performance
appraisals played a more imporiant role in their career
advancement compared to the female managers (Mean
=22.37, $D=4.88). Alithe other perceived barriers cid
not show any significant difference with the
demoegraphic variable, gender {all the g-values >.05)..

The ANOVA test between age and perceived barriers
resulied that there is a significant difference in power
(F-value = 3.083, p-value = 0.006) and promotion {F-
value = 3.633, p-value = 0.002}. A post hoc analysis,
Turkey HSD was conducted for multiple comparisons
for age. #twas found that there is a significant difference
between the variable power and the groups of managers
aged less than 25 and between 41 to 50 years old.
The managers {rom these age groups {eit that they
were entrusted with less power and decision-making
authority in their organizations. Thus they believe that
this would affect their career advancement
opportunities. On the other hand, the result of the
post hoc analysis for the variable promotion showed
that there is a significant difference among managers
in the age group of 41 years and above. The older
managers that have been in the company for a longer
time feel that they have fewer opportunities to promaotion
and career advancement in their Japanese subsidiaries,
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Japanese subsidiaries are unique from cther MNCs
in terms of their human resource management and
their style of seniority based promolion as well as
hiring fresh graduates to mould them inlo valuable
Japanese employees. Therefore, the age and gender
of an employee may influence his or her chance to
career agvancement oppartunities or serve toinfluence
as a barrier. From the sample of this study, it can be
seen that there is a small proportion of older long
serving employees. There are only 18 managers over
the age of 46 years old in the forly-one companies
surveyed. Equally clear is the high proportion of
warkers in the middle-age category, 171 managers,
~ petween 31 t0 40 years old. This generally shows,
although there are a small proportion of clder
employees in this sample, it does not necessarily
mean that many have worked in their companies for
a long time. With regards to background, many of
the managers have indicated working in other
companies before joining the company but still a
majority of them, sixty percent, have been working in
the company for more than 6 years.

Raduan's (2002) findings showed thal Japanese
subsidiaries prefer ofder managers for two simple
reasons. First, they regard older managers as being
more experienced, rational and able to command
respect from other employees. Therefore, older local
managers are seen as father figures, trusted by other
workers to attend to their problems whenever
necessary. The Japanese employers adopt 2
paternalistic approach {Tsuda, 1881}, itis a means
of establishing discipline in the organization. Older
managers are also expectied to have better
communication skills and well-established conlacts
with the local government and outside agencies that
need to be dealt wath. Nevertheless, other studies
such as Pascale and Athos (1882) also find that
Japanese companies on the basis of a good academic
bzackground have recruited new generations of local
managers. They recruil fresh graduates since lale
1870's and early 1880's by co-operating with the local
university authorilies to offer scholarships or jobs to
these undergraduates. It ¢an be seen that priorily in
recruiting and selection is given o students to be
greomed for higher positions. Therefore, this may

serve as a barrier for middle-aged local managers to
join a Japanese subsidiary and be promoted. This is
because of the competition from the younger
managers, who have been in the company from the
heginning of their careers. On the whole age and
gender showed a significant relationship with career
advancement opportunities for local managers in this
study. Thus, the first hypothesis which states that
there is no significant relationship between
demographic factors and perceived barriars to career
advancement could be considerably rejected. indeed
previous studies {Tsuda, 1881; Sohn & Paik, 1996,
Raduan, 2002) have shown about the significant
influence of demographic factors on percewved barriers
to career advancement.

Characteristics of the organization and perceived
barriers

From the 41 Japanese subsidiaries surveyed, 25 of
the companies have been operating in Malaysia for
less than 10 years while 16 companies have been
operating for more than 10 years. 60% of the
companies surveyed were fully owned by Japanese
with 180 local managers and the balance (40%) of
the companies were joint venture with 127 local
managers participating in the survey. Forthe purpose
of this study, the number of employees available
in a Japanese subsidiary determined its size. 14%
of the companies surveyed had less than 100
employees, 35% had 101 to 500 employees, 23%
had 501 to 1000 employees, 4 companies had
1001 to 1500 and 7 companies surveyed had more
than 1500 employees. V1% of the surveyed
companies were from manufacturing sector, Four
characteristics of the organization were taken into
consideration to see whether it irad any effect on
perceived barriers. All the crganizational variables
involved were categorical type of data. The
variables, type of ownership: fully Japanese or joint
venture and the type of operation: manufacturing
or non-manufacturing was tested using the
independent! i-test. The vanables, size and years
in operation were tested using ANOVA because
there were more than iwo groups involved 1twas found
that there is no significant difference in perceived
barriers faced by managers in fully owned Japa
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nese organization and joint-venture organization {all
the p-values > .05). For the test against type of
operation, a p-value of 0.011 was obtained which
indicates that there is a significant difference in
promotion faced by managers working in manufacturing
and non-manufacluring organizations. Managers in
the non-manufacturing sector felt that in term of
promotion, they were less satisfied compared te
mangers in the manufacturing companies. There were
no significant difference between perceived barriers
{power; benefits and wages: performance appraisal;
feedback; and stereotype) and type of operation. All
ihe p-values were found to be more than .05.

The resuit from the ANOVA test between number of
years in operation and perfarmance appraisal (perceived
barriers) indicated there is a significant difference (F-
value = 5.331, p-value = .0001). From the post hoc
analysis, it can be seen that in companies aged 20
years and more the local managers’ perceive the
performance appraisals as mare positive compared to
companies, which have been in operation for less than
20 years. It was also revealed that there were no
significant difference between size of the organization
and all the perceived barriers except for performance
appraisal {F-value = 2581, p-value = .0037}. The post
hoc analysis showed that managers in the companies
classified as "big” {over 1000 employees) felt that their
appraisals were important to their career advancement
in terms of salary increment, job placement and
promotional considerations. QOverall results of the
present study allow the second hypothesis to be
rejected. Inother words, there is significant relationship
betwean characteristics of arganization and perceived
barriers {o career advancement.

Consistent with the research done by Raduan {2002),
{his study does show & positive reletonship with length
of operation and size of the organ. s1.¢0 on cerceived
barriers and career advancement opportunities. The
effects of length of operation and size of the subsidiary
on human resource management (HRM) policies and
practices as well as perceived barriers are well
documented in the literature {Dunning. 1988, Sim

1977). Several studies have found a significs .t
relationship between decentratization and the le. gth
of operation and size of the subsidiary concluding that

age and size of the subsidiary were the most significan;
faclors in decentralizalion (Gapper, 1894, Raduan,
2002; Sim, 1877). According to Gapper (1994),
Japanese subsidiaries that are more decentralized are
more willing to take risks on local managers compared
to newer Japanese subsidiaries. This then reduces the
barriers thatiocal managers face in career advancement
opportunities which has been cause by the
decentralization phenomena.

Stereotype and discrimination and number of
local managers in higher management positions

Qut of the 317 localmanagers surveyed, 47% of them
belonged to the lower level of management, 52% or
165 managers belonged to middle management and
only 0.9% of the managers belonged to top
management level. Italso revealed that approximately
82 % of the communication with parent company is
made by the senior Japanese manager while the senior
local manager did only 18%. Other local managers
handle 0.3% of the communication. The frequency of
the communication is mostly either daily or weekly.
50% of the managers had daily communication, 43%
had weekly communication and 7% had monthly
communication with the parent company.

To test on the final hypothesis, ANOVA analysis was
used io see whether there was a relationship befween
slereotyping and discrimination in the organization and
the number of local managers that are making it to
higher management positions. Perceived barrier,
stereotype and discrimination, used the interval type
of data while number of local managers used the
categorical type of data. The resuits indicated that
there is indzed = significant relationship between the
mean scores for stereotype and discrimination and
number of local managers (F-value=2.813, p-value =
.0035). Local managers felt that they are being
discriminated against opportunities for higher
management positions in Japanese subsidianes in
Malaysia. From the post hoc output, the number of
local managers between 11020, 41t060and 611080
all showed a significant difference with sterectype and
discrimination. Thus, the hypothesis, which preposes
that there is no significant relationship between the
extent of stereolyping and discrimination in the
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organizations and the number of local managers in higher
management positions in Japanese subsidiaries, was
rejected.

Similar to previous studies (Abdullah & Keenoy, 1995,
Amante, 1993; Harrington, 2001 Raduar, 2002; Tsuda,
1881), this study revealed that, stereotyping and
discrimination does play a role in the number of local
managers in higher management positions and creates
the problem of ethnocentrism in the organization.
Ethnocentrism is the emotional attitude that Japanese
subsidiaries have about their own nation; culture and
that Japanese manager are far superior to the local
workforce. Beamish and Inkpen (1998), found that
Japanese subsidiaries fiter locat managers from higher
management positions based on the stereotype that
focal managers are too inferior to handle authority
compared to the Japanese managers. At the sametime
these authors stated that stereotype and discrimination
are decreasing due to the gradual decreasing number
of Japanese expatriates and dismanile of the "the rice
paper ceiling”. Nevertheless, a more recent study
conducted by Harrington {2001) showed that there is
indeed a strong relationship between discrimination and
the number of local managers in higher management
positions. The sludy carried outin Japanese subsidiaries
in the United States contradicts Beamish and inkpen's
study done in 1998, which states that there s a decline
in Japanese expatriales. Il was also noted that
ethnocentrism in Japanese subsidiaries greatly
preventing local managers from climbing to higher
management positions. On the whole, majority of the
findings showed that the existence of stereotyping and
discrimination has an impact on the number of local
managers in higher management positions in Japanese
subsidiaries. This scenario is still evident in Japanese
subsidiaries in Malaysia until today.

Conclusion

Japanese MNCs have been operating in Malaysia for
leng time and yet not many studies have been conducted
on them and their activities in this country. Apart from
managementissues, problems faced by local managers
are vital issues retated to MNCs that needs to be
addressed and researched intensively on & continual
basis. This is because without local managers,

Japanese MNCs would not be able to maintain and
operate the subsidiary in accordance to their objectives
and strategies in the near future. Local managers could
be seen as one of the backbones that critically support
the management of the Japanese subsidiaries if they
are given equal opportunities in advancement. In this
study, it was found that there is a significant relationshig
between demagraphic factors and its influence on
perceived barriers to career advancement. The significant
demographic factors were age and gender. The second
part of the analysis found that there is a significant
retationship between characteristics of the organization
and its influence on perceived barriers to career
advancement. The significant characteristics of the
organization were size of the organization, age or years
of operation and type of ownership. The last analysis
revealed that there was a significant relationship between
stereotype and discrimination and the number of local
managers in higher management positions. Due to
stereotyping and discrimination in Japanese
subsidiaries, there are relatively fewer locat managers
advancing to higher management positions.

i Japanese firms refuse to allow non-Japanese
managers into top executive positions in their
subsidiaries, the problem of ethnocentrism will continue
to prevail. Moreover if the trend does reflect a shift in
Japanese firm's management practices, there wili be
two important implications.  First, there will be more
management opportunities in Japanese subsidiaries for
non-Japanese and by implication, even more
competition for the existing supply of effective global
managers. The second implication is that this trend
represents a move towards genuine globalization for
Japanese firms. On the assumption that localization
improves subsidiary performances, many Japanese fims
will become even sironger intemalional competitors. For
their North American, European and Asian competitors,
it will serve as a wake-up call.

Japanese firms stand to lose out in the competition far
globat talent, if these corporations are refuctant o
consider foreign talent for higher manageriat positions.
This is because the most talented people will not join
an organization that holds out on no promise of promo
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tion. Japanese owned corperations that have been
notoriously slow to open their top executive ranks to
non-Japanese will operate at & competitive
disadvantage. Although itis too early to tell if Japanese
firms are willing {0 open the most senior executive
positions to non-Japanese, this research shows that
at the subsidiary level, Japanese firms are still putting
barriers to make it hard for local managers to advance.

There are two possible future scenarios associated
with Japanese MNCs, their yse of expatriates and their
role in global business. Accaording to Beamish and
Inkpen (1998), a possible scenario for Japanese FDI
coutd unfold as follows. As Japanese firms continue to
expand internationally, the shoriage of qualified
Japanese expatriates will force Japanese firms to hire
more {ocal managers for senior managerial positions.
Eniightened firms also realize that the "rice paper
ceilling” is an obhsolete concept. Overtime, Japanese
MNCs will shed their ethnocentric biased attitude and
hire the best managers they can find, Japanese or
non-Japanese. Non-Japanese managers will find their
way to the most senior executive ranks. As a resull,
Japanese MNCs become even stronger competitors
around the world. This is a possibility that seems very
far in the future, especially for developing countries
like Malaysia, with developing loca! expertise in
Malaysia. An alternative scenario is far less positive
from a Japanese firm's perspective. The inability to

find high quality expatriates and the reluctance to

abandon an ethnocentric view will imit Japanese MNCs'
ability to grow. The increasing use of local managers
will impact only middie and lower managerial levels.
Top management positions in both headguarnters and
subsidiaries will reserve for Japanese nationals. Asa
result, Japanese FDI will stagnate and probably
decline. Japanese firms will graduzlly play a less
important role in the giobal environment.

Research issues to be addressed

1. If there is greater use of local managers, wil
Japanese firms be more willing to engage in
international mergers and acquisttions?

2. To what extent do Jepanese subsidiaries want
to efiminate the barriers local managers iace
and are interested in transferring knowledg: to

help educate local managers in developing
couniries like Malaysia?
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