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SOCIO-ECONOMIC CHALLENGES AND FINANCIAL CRISIS:
SUSTAINABILITY IN SWAZILAND

*Lecturer, Department of Accounting, Tshwane University of Technology, South Africa.

Md. Humayun Kabir*

is facing many socio-economic challenges such as
HIV/AIDS, unemployment, and poverty including
political and economical problems. Although Swaziland
is categorized by the World bank as a lower middle
income country (World Bank Development Indicator,
2011), most ordinary Swazis live in the abject poverty.
The poverty level is 69.2% in Swaziland (World Bank
Development Indicator, 2011) and the country has the
highest rate of HIV infection in the world; approximately
220,000 people are living with HIV/AIDS pandemic
[United Nations (UN), 2007:23]. According to the 2007
Census, unemployment rate is 40.6% [Central Bank
of Swaziland (CBS), 2010/2011:43). This study
therefore intends to explore the social and economic
challenges in Swaziland and to indentify some
strategies that could be implemented by the
government in order to enhance a sustainable socio-
economic environment. In the next sections, the study
provides research questions, methodology, analysis,
discussion along with a number of recommendations,
and conclusions.

OBJECTIVES OF THE STUDY

This paper poses the following research questions:

- What are the socio-economic and political challenges
in the country that remained a serious source of
concern?

- What are the credible signals that can be provided to
the government for sustainability?

RESEARCH METHODOLOGY

The study is based on the conceptual analysis

and relied on secondary data. The study considers

sustainability challenges in Swaziland from

documentary evidence and one of the authors' viewpoint

(Gobind and Ukpere, 2012). The author's viewpoint has

been considered based on the author's work experience

in Swaziland for more than 10 years. In the analysis, a

comparative literature related to Swaziland's financial

crisis, political environment, and other socio-economic

challenges has been included. This method is

consistent with other previous studies (see, Gobind

and Ukpere, 2012; Kruger and Wellman, 1999).
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ABSTRACT

The social development in Swaziland has

been affected seriously due to financial challenges

facing the country and its political infancy. Swaziland

has a budget deficit of 14.3% of GDP and heavily

relies on South African Customs Union revenue.

Further, Swaziland found it difficult to attract Foreign

Direct Investment in recent years. This study explores

the social and economic challenges in Swaziland and

contributes to the debate on a sustainable socio-

economic environment. The study indicates that, in

order to alleviate the socio-economic problems, the

country needs to improve its agro-based economic

sector since agriculture is the key driver of socio-

economic development in many countries. 60% of

Africa's arable land is still untapped that will be

improved very soon because of global food demand,

and Africa's GDP including Swaziland will look much

better.

KEYWORDS:  Social Development, Economy,

Sustainability, Swaziland.

INTRODUCTION

The Kingdom of Swaziland is one of the world's
last remaining monarchies (BBC News, 2011) and
Africa's last absolute monarchy (Business Report,
2011). Swaziland, with 1.1 million citizens (World Bank
Development Indicator, 2011), is a very small and land-
locked country in sub-Saharan Africa. The Kingdom
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DATA  ANALYSIS

In this section, the study attempts to give a
summary of recent financial crisis, political
environment, and social development challenges in the
country.

Economic Challenges and Financial Crisis in

Swaziland

Swaziland's Gross Domestic Product (GDP)
growth is 1.2% and per capita is US$2,533 (World
Bank Development Indicators, 2011). Swaziland
received a ranking of 124 out of 183 countries on ease
of doing business in accordance with World Bank's
Doing Business Report for 2012 (World Bank, 2012).
The country recently faces serious fiscal crisis with a
budget deficit of 14.3% of GDP (Business Report, 2011;
Vollgraaf, 2011). Government spends a big amount of
money for civil servant salaries that accounts for almost
50% of total government spending (Vollgraaf, 2011).
Swaziland's Wage Bill (civil servants salaries) is the
highest in sub-Saharan Africa at 18% of the GDP
(Times of Swaziland, 2011a). However, as
recommended by International Monetary Fund (IMF),
government agreed to cut 10% salary for Senate
members and Parliament members and 5% salary for
civil servants (Marais, 2011) though Ministry of Foreign
Affairs Mr. Lutfo Dlamini said that government will not
force civil servants to take salary cuts (Times of
Swaziland, 2011c).

Swaziland exports almost 70% of its export
products to South Africa and imports more than 90%
from the same country (World Bank Development
Indicators, 2011).  Over 60% of Swaziland' revenue
comes from South African Customs Union (SACU).
For years, Swaziland relies heavily on SACU revenue
which is unsustainable since SACU revenue is on the
decline (it felt by 60% in 2010) due to the world wide
recession of 2008/2009 that affected goods coming
into the Southern African region (Vollgraaf, 2011).
Swaziland economy is diversified into agriculture,
forestry, and mining represent 13% of GDP;
manufacturing accounts for 37% of GDP; and services
constitute 50% of GDP (World Bank Development
Indicators, 2011).

Political Environment and Governance in

Swaziland

Swaziland has a dual governance system
comprised of traditional system and western models
system; the King (King Mswati III) is the head of both
systems [African Development Bank (ADB), 2005]. The
country also has a dual jurisdiction system of law that

consists of Roman-Dutch law and customary law
(traditional Swazi law and custom) (www.state.gov;
ADB, 2005). While, the customary law governs the
traditional structures (Swazi National Courts), Roman-
Dutch law governs the constitutional courts (High Court,
Magistrates Courts, and Industrial Court) and political
system (ADB, 2005). The national/central government
and local government follow the western model (ADB,
2005). The Prime Minister is the head of the government
appointed by the King. The King, who has a power
over legislative, executive, and judicial, is the head of
the State and the modern parliamentary system of
government (ADB, 2005).

However, although the dual system of
governance and law helps Swaziland to maintain the
peace and stability (ADB, 2005), Swaziland faces
serious political problems in recent years and has been
receiving widespread criticisms in terms of democracy
and freedom and role of the present King. The dual
system of governance and political governance in
Swaziland were considered an irrelevant discussion
for decades, but now they are increasingly seen as an
important discussion amongst the nation in order to
indentify necessary actions that could lead to achieve
the country's envisaged goals effectively. For instance,
there were mass protests on 19th March 2011 and
12th April 2011 against the government and the
monarchy in Swaziland organized by teachers,
students, workers unions, trade unions, and Civil
Society Organizations (CSOs) including the banned
political parties. Thousands of ordinary people were
participated in the protests march. The nation is
unhappy with the government's overall performance.
As a result, the demands for democracy and freedom
in the country and for an end to the monarchy became
crucial national public interest issues. During the
protests, with a strong national consensus, they all
said that the time has arrived for changing and
demanded that the entire Cabinet including the Prime
Minister should resign immediately since the
government has failed to deliver general services to
the nations (Ndlovu, 2011). However, there is still no
sign from the King for sharing the power after having
mass demonstration in March and April 2011 though
the nation is aggrieved and "feeling the pinch" (Masinga,
2011:3).

Further, the rise in the rate of corruption in
Swaziland also shows that there is a problem in the
country that needs to be addressed. The nation is
losing trust on government due to corruption and
mismanagement. The current Prime Minster (Dr.
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Barnabas Sibusiso Dlamini) of Swaziland pointed out
that according to Transparency International's most
recent corruption perception index, the country is
considered as the 79th most corrupt country in the
world (Swazi Observer, 2010). According to Mo Ibrahim
Foundation Report 2007, Swaziland was ranked 34th
among 48 sub-Saharan countries in terms of safety
and security, rule of law, transparency and corruption,
participation and human rights, sustainable economic
opportunity as well as human development (Maphalala,
2007). The Swaziland Finance Minister (Mr. Majozi
Sithole) said that the country's economy is running
down due to corruption particularly by civil servants
(Sukati, 2010). These negative impacts imply that there
is something else that the government has to do that
it is not currently doing.

Social Development Challenges in Swaziland

Swaziland's high dependency on SACU

revenue is more likely to affect government's
programmes with regard to social and economic
development, particularly social development, in the
country since SACU revenue is not stable and there
is a downward slope in global economic trends. The
IMF noted that Swaziland government continues to
rely on SACU revenue heavily and maintain an un-
sustainable level of public expenditure (e.g. increasing
civil service wage bill). The development growth in
Swaziland have been affected seriously due to the
implementation of poor policy in the early 1990s in the
areas of allocation of social expenditures, public
expenditure management, and macro-economic policy
(World Bank Development Indicators, 2011). As a
result, government is unable to meet its sustainable
economic development goals which can adversely
impact on the country's Millennium Development Goals
(MDGs).

Table 1: Swaziland Central Government Recurrent and Capital Expenditure (in Million)
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Although government is trying to implement corrective
measures (e.g. developing Economic Recovery
Strategy) in order to address the socio-economic
challenges such as the impact of financial crisis, rising
unemployment, high poverty levels, and the high HIV/
AIDS (Weekend Observer, 2011:25), these challenges,
to some extent, make difficult for Swaziland to meet
the MDGs by the year 2015. Even the adequacy of
international funding in Swaziland is not enough in
terms of helping the country towards achieving MDGs
because most of the projects financed by international
funding in Swaziland are mainly related to agricultural,
road construction, and urban development projects
(Kabir, 2010). Educational and health related projects
are not financed adequately by the international funding
(Kabir, 2010). It is really surprising as the education
and health should have been given more priority for
Swaziland in order to achieve sustainable development
and mitigate the impact of high HIV/AIDS pandemic.

The table shows that government spends more
money on general public services (e.g. administration,
safety and defence) than on social services (e.g. health
and education), which implies that education and health
have been given very low priority than other development
projects. Recently government of Swaziland has
decided to purchase heavy artillery worth E429 million
(approximately US$ 62 million) (Times of Swaziland,
2011b:3). The CSOs in Swaziland have condemned
about the government's initiative with regard to arms
deals and said that government should not spend tax
payers' money to buy artillery whereas the normal
people of the country is suffering for drugs, clean water,
and quality education due to cash problem, poor
governance, and corruption. Further, CSOs also said
that Swaziland does not need for such an arms deal
as the country is not under any kind of security threat
(Times of Swaziland, 2011b).

DISCUSSION AND RECOMMENDATIONS

The study reveals that Swaziland faces various
challenges in terms of socio-economic development
due to poor policy, miss management, corruption, lack
of good governance, and insufficient law system.
Particularly, the social development in Swaziland has
been affected seriously due to financial challenges
facing the country. The country's situation is worsened
by poverty, HIV/AIDS pandemic, unemployment, food
insecurity, and lower funds devoted to social services
such as health care, education, and social policy.
Government is struggling to provide basic services such
as health, education, clean water, sanitation and others

because of its liquidity problems. The government faces
a crisis over its inability to implement its policies to
create jobs and provide the basic services. The overall
socio-economic challenges including poor governance
and insufficient law system have brought a negative
impact on investment climate in the country including
lost of investors' confidence. For instance, there is a
fall in FDI from 7.84% of GDP in 2002 to 2.54% of
GDP in 2010 (World Bank Development Indicator, 2011).

However, the sign of growth of Swaziland
economy is "hard to miss" (Weavind, 2011:3).
Swaziland received a positive ranking in the sub-
Saharan Arica region which is 11 out of 46 economies
in the region though the country's rank is low in the
world economies (Shongwe, 2010). Mauritius received
the first ranking in the sub-Saharan Arica region
followed by South Africa, Botswana, Rwanda, and
Ghana in accordance with the World Bank's Doing
Business Report for 2011 (Shongwe, 2010). Swaziland
political situation is generally stable compared to other
part of Africa especially in North Africa where the
uprisings are going on against autocracies. Although
the demand for reforms in Swaziland is going on for
many years, the country's monarchy system is still
supported by many Swazis (Weavind, 2011) especially
by those people living in rural areas. The crime rate is
very little in Swaziland and there was no genocide in
the country (Weavind, 2011). The investment climate
in Swaziland is still favorable in many areas compared
to other countries in sub-Saharan Africa. For instance,
unit labor costs (labor costs as a percent of value
added) are low in Swaziland and firms have few
complaints regarding infrastructure and regulation
[United Nations (UN), 2007]. As a way forward, the
following recommendations can be taken into
consideration for socio-economic development in
Swaziland:

1. For a greater value of the country, government
needs to pursue structural strategy to achieve
sustainable development for the long run.
Consequently, Swaziland needs to diversify its revenue
sources and reduce its heavy reliance on SACU
revenue for long run sustainability.

2. The country's GDP can substantially be increased
by investing in the agriculture sector and mining sector.
The government can attract investors to invest in the
mining sector. Swaziland has a significant number of
minerals reserves of coal, quarried stone, diamond,
and gold. The major activities in the mining sector in
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Swaziland are coal and quarried stone (CBS, 2010/
2011). Coal and Quarried stone production increased
by 12.5% and 50.7% in 2010 (CBS, 2010/2011:8). It
should be noted that recently a company has obtained
a license from the Swaziland government to open a
gold mine and few applications from other companies
are being considered to re-open other mines that were
closed down long time ago due to operational problems.
Government should not delay to engage in more
mining.

3. As the Minister of Finance said during 2011/2012
budget speech that "government is committed to re-
start its 2004 privatization program" (Weekend
Observer, 2011:26), government should not delay to
resume it to attract new investment and to avoid the
huge losses that are being incurred by some public
enterprises due to miss management and corruption.
Until 2004, total debt across all public enterprises
represents 11.5% of total external debt in Swaziland
(Ministry of Finance Swaziland, 2004:6). Moreover,
Swaziland government has recently lost a sum of E147
million (US$19.62) by six different ministries through
corruption (Phinda, 2010). In terms of Swaziland
economy, it is a huge loss to the country.

4. Furthermore, in order to alleviate the socio-
economic problems and create sustainable
employment opportunity in the country, there is need
to support small and medium enterprises (SMEs) and
agriculture sector through providing financial support
and subsistence. For financial sustainability,
government and financial institutions should carry out
more microfinance operations in the rural areas since
majority of the population reside in rural areas. Khadker
(1998) says that the income and productivity amongst
the poor can also be increased if the poor get access
to financial services.

5. Swaziland have had requested South Africa for an
emergency loan to solve the country's recent cash flow
problem that will allow government to continue to
operate and financing the public service including its
projects. With some conditions (e.g. fiscal and
governance reforms in Swaziland), South Africa has
approved R2.5bn (US$355m) financial bailout for
Swaziland (www.bbc.co.uk). In addition, for South
African own interest, South Africa is helping Swaziland
financially to ensure that Swaziland's economy does
not collapse (Redvers, 2012). However, Redvers
(2012:3) stated that "Going forward, there needs to be

structural changes in Swaziland's economy to create

sustainable growth. It is crucial that the loan is used

to develop key sectors of the economy and improve

productivity, which would assist Swaziland in gaining a

competitive advantage, attracting foreign direct

investment and generating much -needed additional

revenue".

6. The country needs to improve its agro-based
economic sector since agriculture is the key driver of
socio-economic development in many countries. Over
70% Swazis' incomes depend on the agriculture sector
(Thompson, 2009:73). Further, the sugar industry is
central to the economy of Swaziland, accounting for
about 12% of national output, 35% of private sector
wage employment and 11% of national wage
employment (Thompson, 2009:77). 60% of Africa's
arable land is still unused (Lushaba, 2010:21) that will
be improved very soon because of global food demand.
As a result, Africa's economy including Swaziland will
look much better.

CONCLUSION

Finally, the study concludes that Swaziland
faces enormous economic and social problems. Thus,
this study creates an agenda for extensive research
to be carried out on how best the academics,
government, and private organizations could develop
the existing policies to enhance sustainable
environment. Consequently, it raises the need for
pressure from stakeholders to influence government
for good practice. Walker (2007:3) stated that the
strategies for improving the governance and other
related issues that improve country's development path
"are likely to be undermined" if the community groups
do not demand accountability from their governments.
With this respect, CSOs, as key stakeholders, can
continue demand for improving health and social welfare
and they can carry out their works in the fields where
governments are unable to operate (Dlamini, 1997). It
is worth noting here that CSOs in Swaziland are making
significant contributions to the poverty discourse in the
country and play a pivotal role in social development
includes agriculture, education, social welfare, health,
HIV/AIDS, water and sanitation, human rights and so
on [Coordinating Assembly of Non-Governmental
Organisations (CANGO), 2006). They play a key role
in influencing national budget in order to enhance the
national development by convening meetings across
the country where they highlight the expectations of
the national budget and demand for transparency in
debating all budgets. Up to the end of year 2008, CSOs
delivered services to nearly 500,000 Swazis which is
about half of the population of the country (Masilela,
2009).
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The study makes an important contribution to

the knowledge of social development and economic

challenges in Swaziland which could be used for

academic, business leaders, and policy makers to

develop future paths in order to alleviate the socio-

economic problems. The study has significant practical

implication for Swaziland and other developing

countries. This study has provided an opportunity to

Swaziland government and other developing countries

to understand better the policies and implement them

accordingly. The present study will motivate other

developing countries, especially African developing

countries, to develop policy in relation to good

governance that will lead to sustainable economic

growth.

REFERENCES

African Development Bank. (2005). Kingdom of

Swaziland: Country Governance Profile. Operations
Department, ONCB, ADB.

BBC News. (2011). Swaziland Profile, BBC News Af-
rica. Accessed on 30/12/2011 at http://www.bbc.co.uk/
news/world-africa.

Business Report. (2011). Swaziland is near financial

collapse: IMF. Business Report. Accessed on 04/06/
2011 at http://www.iol.co.za/business/international/
swaziland-is-near-financial-collapse-imf.

Coordinating Assembly of Non-Governmental
Organisations. (2006). Community Development Hand-

book. CANGO, Swaziland.

Central Bank of Swaziland. (2010/2011).  Annual Re-

port. Central Bank of Swaziland, Swaziland.

Dlamini, S. (1997). A celebration of ten years of

CANGO seeking our way together: Coordinating as-

sembly of non-governmental organisations. Mbabane,

Swaziland, September, 1-44.

Gobind, J. and Ukpere, W. I. (2012). Accessing HIV
awareness and prevention information: South African
challenges. African Journal of Business Management,
6(50), 11999-12004.

Kabir, Md. H. (2010). International funding and its ad-
equacy towards achieving  millennium development goals.
Presented at 8th International Conference on Account-

ing and Finance in Transition (ICAFT), September, 27-
29, 2010, TUT Business School: Pretoria, South Africa.

Khadker, S. R.  (1998). Fighting Poverty with Micro credit.

Kruger, S. J. and Wellman, J. C. (1999). Research

methodology for the business and administration sci-

ences. South Africa: Oxford University Press.

Lushaba, A. (2010). There is still hope. Swaziland:
Weekend Observer, December, 11-12, 21.

Maphalala, I. (2007). Swaziland ranked worse than Zim-

babwe. Swaziland: Times of Swaziland. October, 23, 2.

Masilela, C. (2009). NGOs deliver services to 500,000

Swazis. Swaziland: Swazi Observer, November, 25, 15.

Masinga, W. (2011). PM is arrogant. Swaziland: Swazi
Observer, April, 12,3.

Ministry of Finance Swaziland. (2004). Privatization

policy for Swaziland. Swaziland: Ministry of Finance,
Swaziland Government.

Ndlovu, H. (2011). Protesters call for premier, cabinet to

go. Swaziland: Weekend Observer, March, 19-20, 6-7.

Phinda, S. (2010). 6 corrupt government ministries cost

E147m. Swaziland: Swazi Observer, June, 22,3.

Redvers, L. (2012). Reignited Swazi bailout raises

hackles. Mail & Guardian, South Africa, June, 29.
Accessed on 07/18/2012 at http://mg.co.za.

Shongwe, F. (2010). SD receives low Doing Business

ranking again. Swaziland: Times of Swaziland, Nov-
ember, 5,31.

Sukati, S. (2010). Majozi can borrow E5 billion from

Central Bank. Swaziland: Times of Swaziland, Nov-
ember, 5, 3.

Swazi Observer. (2010). SD the 79th most corrupt

country. Swaziland: Swazi Observer, June, 22,3.

Thompson, C. F. (2009). Swaziland Business Year

Book 2009. Swaziland: Mbabane.

Times of Swaziland. (2011a). Problems with paying

civil servant’s salaries. Swaziland: Times of Swaziland,
February, 20,15.

Times of Swaziland. (2011b). Coalition condemns

E429m arms deal. Swaziland: Times of Swaziland,
March, 17, 3.

Times of Swaziland. (2011c). No forced pay cuts.
Swaziland: Times of Swaziland, April, 7, 3.

United Nations. (2007). Swaziland: An assessment of

the investment climate. Financial and private sector
development Africa Region, 1.

Vollgraaf, R. (2011). SA sanguine over Swaziland debt

crisis. South Africa: Business Times - Sunday Times,
May, 29, 5.



8
SEDAT YUKSEL

RECRUITER’S EXPECTATIONS VS. STUDENT’S PERCEPTIONS,
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Oman. In this study, the skills required in hospitality

are being investigated to understand the paradoxical

phenomenon at hospitality education in Oman.

Although the tourism industry in Oman is

comparatively new and a relatively small part of the

total economy, it has been growing fast. Government

of Oman defined its` tourism policy as ̀ Promotion of a

market climate leading to the maximization of the

contribution of the tourism sector to the country's GDP

and its socio-economic development` and published a

policy document entitled "Vision 2020". Omani

Government has the intention to achieve an annual

GDP growth of 7.4% (MoT, 2010). According to the

latest figures, in 2008 tourism accounted for just fewer

than 4% of Oman's GDP (MarketResearch.com 2009).

The existing supply of hotel accommodation

is the order of approximately 10,000 rooms in 2009,

which is predominantly focused on Muscat, Dhofar, Al

Batinah and Al Sharqiya regions. On the basis that

23,000 rooms are constructed and using an assumed

minimum occupancy rate of 60%, target length of stay

of 3.5 nights per the tourism marketing strategy, the

number of hotel visitors in 2015 is estimated to be

approximately 2 million (MoT, 2010). The Muscat area

is the main centre for tourism development and many

of the new schemes are in the Muscat region. Currently

there are approximately 6,000 hotel rooms and the

broad pattern of approvals and stated aims indicate a

possible growth to 20,000 rooms by 2015 (Deloitte,

2008).

In Oman following bottlenecks can be mentioned

about hospitality sector -

- Shortage in small and medium sized hotel supply

(Deloitte, 2008).

- Relatively higher prices (Choufany, 2009).

- Relatively lower quality of service in hospitality.

- Lack of qualified staff for hospitality services.

- Lack of multi cultural culinary services.

- Cleanness, hygiene and sanitation standards in lower

class hotels (Yuksel, 2010).

Since 2000, three types of tourism and

hospitality programs are being offered by higher
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ABSTRACT

This is first phase of an applied research to

develop the hospitality skills framework to increase

effectiveness of curriculums at hospitality management

programs and to match qualified human resources

needs of hospitality businesses in Oman. Thus, it is

targeted to gather quantitative data from stakeholders

via survey as input for second phase.  To describe

and to rank hospitality skills by students and

professionals as recruiter, cross-section survey method

has been conducted. According to results, whilst the

students ranked mostly operational and knowledge

skills at the top-ten hospitality skills, the recruiters

have ranked soft and conceptual skills of applicants.

KEYWORDS: Hospitality Skills, Career-Oriented

Curriculum, Recruitment Driven, Tourism Education.

INTRODUCTION

As a primary vehicle for job creation and

economic recovery, tourism provides more than 75

million direct jobs worldwide and offers fast entry into

the workforce, particularly for youth and women in

urban and rural communities. Tourism contributes

directly and through its multiplier effect to global job

creation (UNWTO, 2009a). On the other hand

hospitality and tourism graduates encounter some

difficulties while they are seeking for a job in job market.

Dramatically, the employers in hospitality industry are

struggling and complaining to hire qualified staff from

new graduates of tourism and hospitality programs in

Gurukul Business Review (GBR)
Vol. 9 (Spring 2013), pp. 8-15
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ISSN : 0973-9262 (on line)
RNI No. : UTTENG00072
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education institutions in Oman: Bachelor degree

programs (offered by Sultan Qabous University, Gulf

College, and College of Applied Sciences), diploma

and certificate programs (offered by Oman Tourism

College). The total number of students enrolled is

approximately 500. Tourism and hospitality students

ratio in total higher education students approximately

is 1% Most of students are enrolled for tourism

management and tour guidance programs. In hospitality

industry of Oman, more than 90% of staffs are non-

Omanis. To create job for younger Omanis, Omani

Government encourages Omanis to study hospitality

and tourism (Abdul-ghani,2006).

In this study, to develop career-oriented

curriculum to match educational needs of students and

human resource needs of hospitality businesses in

Oman, hospitality skills have been described and

ranked by stakeholders (instructors, students, and

recruiters).

REVIEW OF LITERATURE

The classification and analysis of skills have

been common research concerns of researcher in

vocational and hospitality education since 1980s. For

example Buergermeister (1983) revealed industry

deemed competencies common to all hospitality entry-

level management positions.. According to his study,

customer satisfaction principles, effective leadership

skills, such as motivation and communication, are

essentials as well as training ability and profit realization

at the beginning of hospitality management concern.

However, the key competencies like computer skills,

to identify and select proper marketing media,

conducting labor studies and understanding

management's role in collective bargaining have been

considered as less important for success of hospitality

management (Buergermeister 1983).

Whilst Ashton & Green's (1996) critique of

vocational education as a basis for understanding some

of the problems inherent in skills development in

hospitality, Baum (2002) conceptualized the skills

debate in hospitality in four key theme areas: the nature

of work and skills in hospitality; de-skilling within the

hospitality workplace; the technical/generic skills

debate within hospitality; skills and the education/

training process in hospitality. Riegels` (1995)

perspective through hospitality education based on

consistency of three key elements: substantive

knowledge, skills and values. On the other hand, some

other studies have been conducted on the extent to

which higher education in hospitality is responsible for

competency and skill development (Dopson and

Nelson, 2003; Harper, Brown and Irvine, 2005; Williams,

2005).

Agut, Grau and Peiro (2001) in Spain;

Dimmock, Breen and Walo (2003) in Australia; Breen,

Walo and Dimmock (2004) in New Zealand; Jauhari

(2006) in India; Shun-Chuan (2002) in Taiwan; Christou

(1999) in Greece, and Annaroud (2006) in Russia reveal

skills and competencies that are useful to educators

as they create curricula specific to each of the

functional areas, across segments and within an

international environment.

The directly related studies on the employers`

expectations about hospitality skills of new graduates

have been varying depend on focal point. For example,

Goodman and Sprague (1991) found that the students

of hospitality programs would remain in the industry

longer, if they have a strong basic understanding of

what is expected of them by industry. According to

Johnstone (1994) there were large discrepancies

between formal training and employer demands in the

hospitality industry. In their 1998 study, Breiter and

Clements concluded as the top three skills that deemed

important by hospitality recruiters of new graduates

were: leadership, managerial communications and,

employee relations. National Association of Colleges

and Employers (NACE) conducted "Job Outlook 2010

Survey" that employers look at the academic standing

of the students, their work experiences and the soft

skills such as communication skills before employers

hire the candidate (NACE, 2010).

From student viewpoint, the skills involving

teamwork, initiative and writing were found to predict a

willingness to accept employment within a travel

agency context. It has also been found that those with

an adaptor style of problem-solving and those exhibiting

higher levels of the work ethic were the respondents

more likely not to indicate a willingness to accept

employment in travel agency employment (Ross,

1997).

The case study was conducted by Baum (1987)

to design a program to meet the increasing demand

for multi-skilled, hospitality-orientated young people to

enter the industry in Ireland. The case study explored

some of the practical challenges which were faced in

applying an innovator program within the context of an

established educational and training environment

(Baum, 1987).

Chung-Herrera, Enz and Lankau (2003)

compiled a list of 99 competencies or skills grouped
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into eight overarching dimensions comprising 28

factors that might contribute to leadership success in

a survey of 137 industry leaders.  Self management

composed of ethics and integrity, time management,

flexibility and adaptability, and self development has

been ranked as first important dimension. Secondly

important dimension was strategic positioning,

comprising awareness of customer needs,

commitment to quality, managing stakeholders, and

concern for the community. In their competency model,

concern for the community was rated least important.

Industry knowledge, leadership, and interpersonal skill

were factors that, while important, were ranked lower

by the respondents.

When Reutzler et al conducted conjoint

analysis to understand perceptions on professional

attributes among professionals, students and faculty,

they concluded that professionals place tremendous

emphasis on interpersonal skills, interview preparation,

ability to work with others, and alignment with

organizational culture when deciding whom to hire

(Reutzler et al, 2011).

Kwok, Adams and Feng (2012) compared

graduating seniors based on whether or not they

received job offers from the hospitality industry in

general, as well as from six different industry segments.

Quantitative data analyses confirm that hospitality

recruiters from different hospitality segments hold

different expectations for graduating seniors.  In their

Spain study Marchante, Ortega and Paga´n (2006)

argued that current common policy of skills

improvement must stress the importance of employers

in deciding what skills are required. They

recommended the government should become an

economic agent providing an infrastructure of

information, advice, and guidance to help people make

informed choices about their careers. So individuals

may make decisions regarding the type and level of

skills to which they aspire. In this sense, Gibson (2004)

also found that graduates needed to better inform

themselves of desired attributes (qualifications, skills

and personality).

AN EMPIRICAL STUDY ON HOSPITALITY SKILLS

IN OMAN

Although hospitality skills and recruiter

expectations have been popular research concern past

30 years, due to significant changes in the competitive

environment of business and education, along with

changes in the macro environment, hospitality and

tourism management needs curriculum reform with

new data from industry professionals to guide the

educational process in the hospitality discipline

(Johanson et al, 2010). Moreover, as Reutzler et al

(2011) emphasized in their study, cultural influences

and associated business practices would handicap to

generalize findings outside of respective region. The

gap between recruiters` expectations and students`

perceptions is still popular research concern especially

in various destination and cultural contexts. Future

research should expand this area of inquiry to compare

cultural influences. These are the research needs and

motivators and that is why research problem has been

redefined for Omani context.

Research Design

Two-phase applied research was designed to

describe hospitality skills phenomena and to develop

career-oriented hospitality management curriculum for

Omani context. In the first phase, it is targeted to

gather quantitative data from stakeholders via survey

as input for second phase. In the second phase, to

conduct focus groups have been planned to develop

career-oriented hospitality management program

curriculum with representatives from stakeholders of

hospitality and tourism industry in Oman.

The cross-section sample survey has been

designed to describe research phenomenon

quantitatively. The research question was formulated

as ‘is there any significant difference between student’s

perceptions and recruiter’s expectations for applicants

about hospitality skills learned at hospitality

management programs in Oman?

Sampling Methodology

Non-probability (convenient and snowball)

sampling methods have been implemented to select

students as respondents. There are 5 diploma and

bachelor degree hospitality/tourism programs in Oman

with approximately 500 students. In addition to Oman

Travel Mart visitors, to include Salalah College of Applied

Sciences students (Tourism Management Program)

whose are not able to attend to Oman Travel Mart due

to far distance, same format questionnaire has been

simultaneously circulated by instructors in the campus.

At the end of data collection stage, there were 112

paper questionnaires responded by students.

Rather than design a sample from recruiters,

all upper-line and top level managers of 35 four and

five-star hotels, have been selected as decision maker

in recruitment process. Totally 121 e-mail addresses

have been gathered from the institutional web site of

four and five-star hotels in Oman. The e-mail
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Table 1: Classification of Hospitality Skills by

Panelists

questionnaire has been sent to all addresses.

Response rate was 17.5% with  23 responds. To

increase response rate, door-to-door interviews and in-

drop-off address questionnaire has been conducted in

Muscat and Sohar which has 87% weight in total four

and five-star hotels market. Total 65 questionnaires

from recruiters have been taken into analysis.

Data Collection and Analysis

In the data collection stage, three various

respondent groups have been targeted - curriculum

developers/academicians, under graduation level

hospitality students and employers/recruiters in

hospitality business of Oman. In this context, there

were three modules to collect primary data. First

module was determination panel with curriculum

developers/academicians to determine a basis for

hospitality skills at the further steps. Second module

was survey on student’s perceptions about hospitality

skills frame. Third module was also survey on recruiter’s

expectations from new graduates as hospitality skills.

DETERMINATION PANEL FOR HOSPITALITY

SKILLS

The three-round e-mail based panel has been

organized to determine hospitality skills framework as

a variable set by curriculum developers and hospitality

instructors. Since the tourism programs from Oman,

Turkey and Kyrgyzstan, have academic collaboration

on joint projects in tourism and hospitality education,

15 panelists jointed to panel from those respective

countries.

In the first round, the open-ended question

was ‘Please list leading ten skills (or more) which should

be considered in curriculum development for hospitality

management program at higher education level`

Reiterations of same or almost same or similar or

slightly different skills have been refined by moderator

at the end of first round. There were 56 skills in total at

the end of first round of e-mail panel.

In the second round of e-mail panel, the full

list of 56 skills related hospitality management, was

sent to panelists to consider, to combine, to classify

or to clarify (if any). The question was ‘If you think it

would be necessary, please make needful changing

(rephrasing, combining, refining, redefining etc.) on the

list below’ The responses have been processed by

synthesizing and/or rephrasing to make a draft list of

hospitality management skills at the second

moderating. To avoid from leading panelists, individual

differences have been strictly reserved, unless similar

or slightly different wording for same skill by various

panelists. (for ex, front office operations skills and room

operations; restaurant operations and food & beverage

operations; computer skills and IT literarcy. At the end

of the second round, the total number of skills

quantitatively reduced from 56 to 41. However,

qualitatively 15 of skills have been redefined in light of

panelist’s responses. In order to develop the hospitality

skills layout and to help panelists to correlate or to

distinguish skills with each other, panelist responses

were grouped by moderator at the end of second stage.

Correlated skills were grouped into 6 general and

comprehensive titles those key, soft, knowledge,

managerial, conceptual, and operational/ technical

skills. The titles of groups were named as general as

possible to refer any undergraduate program.

At the third round, the draft list of skills has

been sent to panelists with the request of  ̀ When you

seek for the most comprehensive and excellent list of

skills which should be considered in universal

curriculum development for hospitality management

program at higher education level, what would be vital

and final changing (if any) on the list? After analyzing

third round responses, the total number of skills

reduced from 41 to 33 and qualitatively some skills

have been rephrased.

Main Groups of Skills Subgroups  

Key Skills Time Management 

Decision Making 

Problem Solving 

Self Improvement 

 

Stress Management 

Teamwork 

Entrepreneurship 

Soft Skil ls Foreign Language  Capabilities  

 

Interpersonal  

Formal Communication  

Knowledge Skil ls Hospitality Management  

Travel And Tourism Industry 

Numeracy  

Hospitality Law 

Managerial Skil ls Strategic Planning 

Forecasting 

Staffing 

Employee Training 

Leadership 

Supervision Skil ls 

Performance Assessment 

Conceptual Skills Reasoning  

 Critical Thinking 
 Analytical Thinking 
 Research Skills 
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Operational/ T echnical  Food & Beverage 

Ski lls  Room Division Operations  

 
Cos t Management 

 
Computer Appl ications 

 
Marketing/Sales 

 
Events Management 

 
Finance & Accounting 

 
Supply Chain Operations  

Primary data has been gathered by survey

method during Oman Travel Mart, the biggest travel

and tourism occasion in Oman, on 17-19 May 2010 at

International Exhibition Center in Muscat. There were

two target groups in the field work. First group is

hospitality/tourism students who visit Oman Travel

Mart; second group the employer or recruiter in higher

quality hotels in Oman.

The self-administered questionnaire was

developed separately for students and recruiters. The

full list of skills from determination panel and the scale

were common components of both. The 7 points scale

(1 = lowest, 7 highest importance) was employed to

measure student’s perceptions and recruiter

expectations.

In the student’s questionnaire, the request

from students was ‘Please do indicate the importance

and/or needfulness of each title as skills to get a

leading position in hospitality businesses after your

graduation’. The request from professionals as recruiter

was ‘Please do indicate importance and/or needfulness

of each title as skills for hospitality management

graduates who want to get a leading position in your

hotel’.

For both groups (students and recruiters) paper

questionnaire was given to respondents to fill up and

return during that particular occasion. Additionally, for

recruiters the e-mail questionnaire was also designed

with the same format.

In the exhibition, there were only 8

representatives from hospitality industry of Oman.

Thus, to increase response rate from recruiter side,

door-to-door interviews, in-drop-of address (Muscat,

Sohar) and e-mail surveys (for Salalah, Masirah, Nizwa

Hotels) have been conducted. E-mail questionnaire has

been sent to all upper-line and top managers of four

and five star hotels in Oman.

FINDINGS OF THE STUDY

The data obtained from primary data sources,

has been processed and analyzed with SPSS 13.1

(SPSS IBM Inc.). The quantitative data has been

analyzed with arithmetic mean as measure of central

tendency, standard deviation and variance as measures

of dispersion and independent two-sample test. Table

2 illustrates results of quantitative analyzing.

Table 2:  Overall View of Quantitative Analyzing

Survey on students and employers

 

Mean Standart Deviation 

Levene's Test for 

Equality of Variances 

t-test for Equality 

of Means 

 

Student 

n= 112 

Recruiter 

n= 65 

Student 

n=112 

Recruiter 

n=65 F Sig. 

T 

df=175 

Sig. 

2-tailed 

Time Management 3.4464 4.2000 0.9381 0.7746 3.5471 0.0613 -5.4806 0.0000 

Decision Making 4.2857 3.9692 0.9626 0.8833 0.7586 0.3849 2.1722 0.0312 

Problem Solving 4.3482 4.1231 0.9929 0.7182 13.0666 0.0004 1.6004 0.1113 

Self Improvement 4.5357 4.3846 0.7819 0.6298 3.7261 0.0552 1.3276 0.1861 

Stress Management 3.7411 3.8462 0.8025 0.7122 4.3228 0.0391 -0.8744 0.3831 

Teamwork 3.9464 5.4154 0.6954 0.6822 3.2942 0.0712 -13.6414 0.0000 

Entrepreneurship 4.3036 5.0308 1.0470 0.8472 1.8324 0.1776 -4.7653 0.0000 

F. Language Capabil. 5.8125 6.4923 0.9542 0.6155 9.3292 0.0026 -5.1522 0.0000 

Interpersonal comm. 5.3482 6.4154 0.9174 0.6589 5.0997 0.0252 -8.2238 0.0000 

Formal Comm. 5.4018 6.3538 0.8950 0.7589 1.5836 0.2099 -7.2020 0.0000 

Hospitality Mngmnt 6.3036 4.6769 0.8036 1.0622 4.1658 0.0427 11.5046 0.0000 

Travel and Tourism I 6.0893 4.3385 0.7890 0.9727 4.9415 0.0275 13.0448 0.0000 

Numeracy  4.3304 5.4769 0.8943 1.0017 2.6814 0.1033 -7.8643 0.0000 

Hospitality Law 5.7946 5.9077 0.9692 0.7649 7.6399 0.0063 -0.8057 0.4215 

Strategic Planning 5.6875 3.7692 0.9107 0.9316 0.0393 0.8431 13.3956 0.0000 

Forecasting 4.1250 3.6308 0.8815 1.0690 5.8742 0.0164 3.3212 0.0000 
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Top ten titles were mostly selected from the group of

operational skills (computer applications 6.5, room

division 6.4, F&B operations 6, marketing and sales

5.4) by students. Two titles (leadership 6.1 and

performance assessment 5.8) have been selected from

managerial skills. Students express the importance of

knowledge skills with Hospitality Management (6.3),

Travel and Tourism Industry (6.1) and Hospitality Law

(5.8). as subjects in curriculum. Only one soft skill,

language capabilities with (5.8) arithmetic mean was

ranked at top ten skills by students.

According to recruiters, most ranked three

titles are from soft skills (foreign language capabilities

6.5, interpersonal communication 6.4 formal

communication 6.3) Three titles (marketing/sales 6.3,

F&B 6.1 and supply chain operations 5.8) were selected
from operational skills in recruiters` survey. Recruiters
express the importance of conceptualizing with Critical
6.1 and Analytical (6) thinking skills. Similarly with
students' results, recruiters decided on leadership skills
(5.9) from managerial skills at top ten. Recruiters
selected only one title from knowledge skills that
Hospitality Law (5.9).

As seen on Table 2, results of independent
samples t-test and F-test confirmed that language
capabilities, interpersonal communication skills,
hospitality management, travel and tourism industry,
forecasting, critical thinking, analytical thinking, room
division operations, cost management, computer

applications, marketing/sales, supply chain operations

are titles of skills those significantly differentiated

between students and recruiters.

CONCLUSION

In Oman, tourism industry is being given

priority in governmental policies since last decade.

Consistently, tourism and hospitality programs, offered

by different level, have been increasing quantitatively.

Not only Oman but also globally, tourism contributes

directly and through its multiplier effect to job creation.

Nevertheless, hospitality graduates encounter some

difficulties while they are seeking for a job in both

contexts. As Baum (2007) indicated tourism industry

is ready access to low cost migrant labor both legal

and illegal permits many tourism businesses to

sidestep this trend and to ignore issues of productivity,

skills development and general workplace

enhancement.

The research problem was how hospitality

skills can be described and ranked by stakeholders to

develop career-oriented curriculums and to match

educational needs of students and human resource

needs of hospitality businesses in Oman. At the end

of analyzing stage, test results confirmed that, the

skills, those foreign language, interpersonal

communication, hospitality management, travel and

tourism industry, forecasting, critical thinking,

analytical thinking, room division operations, cost

management, computer applications, marketing/sales,

supply chain operations were significantly differentiated

Staffing 5.5804 4.3385 1.1674 1.1629 0.1316 0.7172 6.8320 0.0000 

Employee Training 5.3036 4.8308 1.1612 1.2571 0.0186 0.8915 2.5328 0.0122 

Leadership 6.0804 5.8615 0.9505 1.0136 0.5856 0.4452 1.4407 0.1514 

Supervision Skills 5.7232 5.4615 1.0153 1.1191 1.1982 0.2752 1.5915 0.1133 

Performance Assess. 5.8036 5.4923 0.9381 1.0326 1.3796 0.2418 2.0501 0.0418 

Reasoning  3.3839 5.3846 1.0505 1.1277 0.6660 0.4156 -11.8876 0.0000 

Critical Thinking 4.6696 6.1077 1.2902 0.7526 31.8964 0.0000 -8.2064 0.0000 

Analytical Thinking 4.9286 5.9692 1.2282 0.8655 8.1804 0.0048 -6.0161 0.0000 

Research Skills 5.5000 4.6462 1.0398 1.1915 1.4745 0.2263 4.9886 0.0000 

F&B Operations 5.9554 6.0769 0.9716 0.7966 2.0788 0.1511 -0.8553 0.3935 

Room Division Ops 6.4107 5.6923 0.6515 0.9507 13.0653 0.0004 5.9494 0.0000 

Cost Management 4.4821 5.5231 1.2804 1.0913 4.5766 0.0338 -5.4962 0.0000 

Computer App 6.4911 5.2308 0.6002 1.2089 36.9147 0.0000 9.2530 0.0000 

Marketing/Sales 5.3571 6.2923 1.1614 0.9308 5.5197 0.0199 -5.5391 0.0000 

Event Operations 5.5000 5.5231 1.0738 1.1740 0.7195 0.3975 -0.1331 0.8942 

Finance & Accounting 3.5536 4.8154 1.0209 1.0591 0.0071 0.9329 -7.8187 0.0000 

Supply Chain Ops. 3.8304 5.8154 1.4199 0.9983 21.2879 0.0000 -9.9311 0.0000 
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between student’s perceptions and recruiter’s

expectations.

According to results, Omani students perceive

operational and knowledge skills are relatively

important in hospitality management. The reasons to

explain their perceptions can be considered as lack of

experience in hospitality industry, short-term

considerations, college environments, educators'

influences. Although there is no conclusive evidence,

while the students are considering  importance and

needfulness of any skill, they may be impressed by

leading and distinguishing instructors and/or creative/

interactive teaching styles in their respective hospitality

programs. Hence, teaching styles and student

perception may be further research concern for

hospitality educators.

The both group perspectives onto managerial

skills were found similar. Both groups give leadership

priority as a skill in hospitality. Nevertheless conceptual

skills are taken into account by recruiters more than

students. On the other hand, recruiters expects from

candidates who apply for a position well- equipped with

soft skills in hospitality businesses. In Oman, not only

the high-volume guests but also majority of staff in

hotels is non-Arabic speakers. Thus, it is not difficult

to understand the importance of foreign language

capabilities for recruiters. In most cases, foreign

language competencies of any candidate can be

considered as well-enough criteria to work for hotel in

Oman. Recruiters may think they can easily match

the operational and managerial needs of new staff via

on-the-job and off-the-job training programs. But foreign

language education takes relatively long time and it

will be costly and risky way for management due to

high turnover in hospitality.

One of the most common challenges is

transformation of theoretical information into skills in

hospitality management programs.  Knowledge skills

can be improved via education in-class environment.

On the other hand operational and soft skills require

day-to-day practice, out-the-class exposure, in-facility

environment, experience, self-discipline and developer

assessment by facilitators. It can be derived as a further

research concern that how to be measured

transformative capabilities of hospitality management

programs from theoretical information into key,

conceptual, managerial and soft skills.

Curriculum developers and faculty staffs need

to consider the relatively importance of soft skills

indicated by recruiters and how to improve soft skills

of students. To develop career-oriented curriculum for

hospitality management programs in Oman,

syllabuses, assessment patterns, practice/application

facilities; mentoring, apprenticeship monitoring, and

out-the-class activities should be well-designed to

improve operational and soft skills in light of recruiters`

expectations. The symbiotic relationship context

between educational institutions and hospitality

businesses requires quantitatively and qualitatively

higher cooperative efforts, not only during curriculum

development but also training and learning processes

and environments. Both sides may focus on how to

include other party into their learning/training processes

to succeed qualified/skilled staff employment in

hospitality industry.  To develop industry contact ways

and times and more industrial training for hospitality

students during their educational period, may influence

on students perceptions empathically amid hospitality

industry expectations and needs.
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are taken from manufacturing and applied to service

industries. As the production and marketing of services

involve human interaction between producer and

consumer, the question is relevant to what extent the

marketing function  intersects with production and HRM

functions. A particular strand of research deals with

the relationship between employee versus customer

satisfaction. Xu, and Goedegebuure (2005), did an

empirical study of a leading Chinese securities firm

and tested the relationship between employee

satisfaction, customer satisfaction, and their joint

impact on profitability. The findings indicate that

employee satisfaction and customer satisfaction are

positive correlated, and both of them have a positive

impact on profitability. Satisfied employees deliver the

service customers desire for the company and remain

loyal to the company, which results in a higher return

on employee investment. Customer satisfaction and

increased profitability can be achieved by managing

the quality of employees and by improving employee

satisfaction. Since customer satisfaction results into

employee satisfaction, a sustainable competitive

advantage can be created.

Research on SPC represents a combination

of research in human resources, organizational

behaviour, and marketing. The initial part of the chain

deals largely with human resource issues. In other

words, for employees to deliver high levels of service,

it is critical that companies pay attention to issues

such as employee selection, training, motivation and

support. In doing so, they create higher levels of

employee satisfaction, which in turn leads to higher

employee loyalty (Schlesinger and Heskett 1991a, b).

Snipes and colleagues (2005) find that job satisfaction

also has a significant, positive impact on internal

service quality. Similarly, according to Hartline and

Ferrell (1996), employee job satisfaction is necessary

to produce customer perceptions of service quality.

REVIEW OF LITERATURE

Service Profit Chain (SPC)

Employee Satisfaction - Customer Orientation -
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ABSTRACT

Organizations need to maintain good relations

with customers, suppliers, investors, co-operation

partners and the public at large. It keeps customers

from leaving a commercial relationship and ensures a

strong bond between company and customer. This in

turn leads to customer retention and finally improving

profitability. The Value Profit Chain or commonly called

as Service Profit Chain (SPC)  is a set of principles

for building successful organisations through delivering

value to employees, customers, shareholders and any

other key stakeholder groups. In many organizational

subunits where employee perceptions are favourable

enjoy superior business performance. The service profit

chain model of business performance  has identified

customer satisfaction as a critical intervening variable

in this relationship. Research on SPC represents an

intersection of research in human resources,

organizational behaviour, and marketing.The present

paper reviews research pertaining to SPC. The aim is

to synthesize the research findings in an attempt to

analyze direction and focus of research in Service

Profit Chain with some additional constructs.

KEYWORDS: Service Profit Chain (SPC), Employee

Satisfaction, Customer Orientation, Employee

Company Identification.

INTRODUCTION

With the rising share of the service sector in

the global economy, best practices in production,

human resource management (HRM) and marketing
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Customer Satisfaction - Customer Loyalty - Firm's

Financial Performance

A strong focus in modern sales and service

management discipline has been on the Service-Profit

Chain (SPC), which refers to a causal chain linking

employee satisfaction to firm financial performance

through mediating constructs such as customer

satisfaction and customer loyalty (Anderson and Mittal

2000; Heskett et al. 1994; Heskett, Sasser, and

Schlesinger 2003; Loveman 1998). Employee job

satisfaction is defined as a positive attitude, which

results from a person's positive evaluation of his or her

job experiences (e.g., Brown and Peterson 1993;

Homburg and Stock 2004; Locke 1976). Customer

orientation "refers to the employee's behaviors that are

geared toward satisfying customers' needs adequately"

(Stock and Hoyer 2005, p. 536). Customer satisfaction

occurs when the performance of a product or service

meets the customer's expectations (e.g., Bearden and

Teal 1983; Oliver 1980; Oliver and DeSarbo 1988).

Finally, customer loyalty is "a  deeply held commitment

to rebuy or repatronize a preferred product/service

consistently in the future, thereby causing repetitive

same-brand or same-set purchasing, despite

situational influences and marketing efforts having the

potential to cause switching behavior" (Oliver 1997, p.

392). Willingness to pay can be defined as the

maximum price a customer is willing to spend for a

product or service (e.g.,Cameron and James 1987;

Krishna 1991).

According to Heskett and colleagues (1994)

and Heskett, Sasser, and Schlesinger (2003), internal

service quality leads to employee satisfaction, which

then drives employee loyalty and productivity. As a

result, employee productivity drives value, which is the

basis for customer satisfaction. Customer satisfaction

then determines customer loyalty, which leads to firm's

profitability and growth. This conventional SPC logic

stands as a widely accepted element of current

management knowledge, especially in areas in which

employee-customer interaction occurs. As Rucci, Kirn,

and Quinn (1998, p. 84) note, "The basic elements of

an employee-customer-profit model are not difficult to

grasp. Any person with even a little experience

understands intuitively that there is a chain of cause

and effect running from employee behaviour to customer

behaviour to profits." As moving ahead, we study that

a considerable amount of academic research has

examined specific links in this SPC as well as the

entire chain (Kamakura et al. 2002; Loveman 1998).

Many of these studies find support for the proposed

chain linkages. However, not all the academic research

on the conventional SPC has been positive. Some

studies report either small effect sizes or non-significant

effects (e.g., Brown and Chin 2004; Brown and Mitchell

1993; Herrington and Lomax 1999; Szymanski and

Henard 2001). Thus, despite the widespread appeal

and interest in the conventional SPC, further research

is needed.

Loveman (1998) provides an empirical

examination of the entire conventional SPC and finds

support for all the links in the chain. In particular, the

strongest links were between internal service quality

and employee satisfaction, employee satisfaction/

loyalty and customer satisfaction, and customer loyalty

and profitability. Harter, Schmidt, and Hayes (2002)

also establish the link between employee satisfaction

and various outcomes (e.g., customer satisfaction,

productivity, profit).

Barbosa , Leone , de Souza , Nóbrega ,(2009)

studied that the strongest relationships between the

elements of Heskett, Sasser and Schlesinger's service

profit chain is verified between employee satisfaction

and client's satisfaction. This paper reports the results

of an exploratory study on the Brazilian operation of a

world-wide leader of elevator technical assistance, in

which the relationship between these two elements

and their influence on the client retention rate was

evaluated. The research data were treated with

statistical discriminant and cluster analysis. The

findings identified the relationship between employee

and client satisfaction in 25 of the 27 business units

studied. On the other hand, the factor that largely

influences the client retention rate in this business

environment is client satisfaction, while employee

satisfaction is almost null. The results have important

academic and managerial implications, given the

limited amount of studies in this area and draws actions

for the business success.

Hurley and Estelami (2007) explored the

service profit chain which postulates that higher

employee satisfaction levels lead to high customer

satisfaction, and ultimately affect consumer loyalty and

profitability. One construct that has largely been ignored

in most of this research has been the role of employee

turnover. They proposed that employee turnover can

also be a powerful predictor of employee sentiment

and resulting customer satisfaction levels. The test of

various turnover indicators suggested that certain

employee turnover indicators can perform as effectively

as single-item employee satisfaction ratings do in

predicting customer satisfaction. The finding that
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turnover predicts customer satisfaction as effectively

as employee satisfaction is new and has important

implications. More attention should be paid to managing

customer satisfaction through managing turnover. Also,

the use of turnover as an indicator of customer

satisfaction should be explored in light of the fact that

employee turnover is a naturally collected managerial

measure, and does not require the costly

administration of employee satisfaction surveys. This

paper builds on Loveman's (1998) work by

systematically exploring the role of employee turnover

on customer satisfaction in a service organization.

Using data from a chain of 275 convenience stores,

the relationship between employee turnover and

customer satisfaction is explored.  Results show that

certain employee turnover indicators predict customer

satisfaction levels well, and their predictive ability is

equivalent to that of single-item employee satisfaction

measures gained through employee surveys. A study

of 16 turnover indicators suggests that raw turnover

measures in general do not have a significant effect

on customer satisfaction levels. However, non-linear

transformations of these measures have been found

to be better predictors of customer satisfaction ratings.

This suggests that the relationship between raw

employee turnover measures and customer

satisfaction is non-linear. It is important to note,

however, that the multi-item (rather than the single-

item) employee perception ratings have outperformed

all predictors in determining customer satisfaction

levels. Higher levels of employee turnover, which can

lead to lower customer satisfaction, may not only be

indicative of a poor work environment, but may also

be reflected in the loss of experienced employees and

established customer relationships, resulting in

negative effects on the customer. The researchers seek

to validate this view in the context of retail stores and

to better understand the capabilities of employee

turnover measures as predictors of customer

satisfaction. It should also be borne in mind that the

link between customer satisfaction and employee

satisfaction might, in some instances, be in reverse.

Unhappy customers creating a poor work environment,

leading to employee dissatisfaction, and to increased

turnover. With regard to the link between employee

turnover and firm performance, Hurley and Estelami

say: "When people depart, their intelligence regarding

processes, methods and customers also leaves. In a

service organization, a logical and well framed

hypothesis is that higher levels of employee turnover

will be associated with lower levels of customer

satisfaction.

Heintzman and Marson (2005) in their article

focused on the role of service delivery in enhancing

citizen trust and confidence. But it does so in the

context of a broader model, one that links service

delivery to other important aspects of management

performance, especially people management. The

article refers to this model as the 'public sector service

value chain', drawing on work by Heskett and others

in the private sector (Heskett et al., 1994, 1997). The

article reviews evidence for links between employee

engagement (satisfaction and commitment) and client

satisfaction in the public sector, and between public

sector client satisfaction and citizen trust and

confidence.  Both theory and practice in the private

sector have already identified a link between employee

satisfaction and customer satisfaction. The sum of

these relationships is termed as the 'service profit

chain'. In its simplest form, this concept maintains

that 'there are direct and strong relationships between

profit; growth; customer loyalty; customer satisfaction;

the value of goods and services delivered to customers;

and employee capability, satisfaction, loyalty and

productivity' (Heskett et al., 1997: 11). The 'public sector

service value chain' helps us to understand that public

managers should give greater attention to measurement

and accountability for both internal and external

performance.

Al-Tamimi et al (2009) analyzed the Service-

Profit Chain in the Jordanian mobile telecomm-

unications sub-sector through analyzing the

relationships between other areas of  the chain by

developing an original model that demonstrates those

relationships. They examine the relationships between

call center employees' satisfaction, customers

experience, customers' satisfaction, customer

advocacy, brand loyalty and achieving  'Orange Mobile'

a competitive advantage among competitors. In order

to examine those  relationships, two populations were

identified to be served: 1.  The first population was

Orange Mobile call center employees.2.  The second

population was Orange Mobile subscribers.

Consequently, two questionnaires were developed to

gather the needed data from the representing samples

as the following:  The first questionnaire was developed

to examine the call center employees' satisfaction  in

which data were gathered from 50 call center

employees, representing almost 31% of  the total

number of call center employees working for Orange

Mobile The second questionnaire was developed to

examine customers experience, customers'

satisfaction, customer advocacy, brand loyalty and
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achieving  Orange Mobile a competitive advantage

among competitors, in which data were gathered from

400 mobile subscribers, representing 0.025% (400 out

of 1,598,158 subscribers) of the total number of mobile

subscribers with Orange Mobile. The statistical

analysis was processed through SPSS (Statistical

Package for the Social Sciences) version 13, by using

descriptive statistical analysis (Frequencies,

Percentages, Accumulative Percentages, Mean and

Standard Deviation) and inferential statistical analysis

(Pearson correlation, T-Test and One-Way Analysis

of Variance (ANOVA). Consistent with the research

findings, the main conclusion that was reached in this

study is: A 1 degree increase in call center employees'

satisfaction represents approximately a 23% increase

in customers experience and about 37% in customers'

satisfaction. Such increase in customers experience

and satisfaction represents nearly 17% increase in

their advocacy. Such increase in customer's advocacy

represents approximately a 8% increase in their loyalty

to the brand. Such increase in brand loyalty represents

almost a  5% increase in achieving the company a

competitive advantage among its competitors. Finally,

this research presented various recommendations that

are applied to Orange Mobile top management; call

center management and for further studies to be

conducted. The most important recommendations they

gave were: To adopt a philosophy of "putting people

first" that applies to employees and customers, and

this philosophy shall be reflected in the organization

mission. To develop and maintain a corporate culture

that is employee - customer centric. To adopt a

comprehensive strategy aiming to achieve a

competitive advantage among competitors through

linking employees, customers and the financial

performance of the organization.

Emerson (2007) in his Ph.D. dissertation

studied  the relationships between employees'

satisfaction, customers retention, and corporate

profitability. The study was conducted on Maine

Savings, a financial services firm that is located in

USA, as a case study, since the researcher was

working for this firm as the vice president of finance,

accounting and operations. The methodology

approached in gathering data was through reviewing

literatures and conducting structured and unstructured

interviews. For literature review, an in-depth search was

done through specific literature searches (e.g.

Proquest, URSUS, MARVEL); college search sources

at Harvard University,  Northeastern University and the

University of Maine; as well as business periodicals

such as Harvard Business Review, The Economist and

HR Digest.  For interviews, the data was collected

through conducting interviews. The paper concluded

that there is a direct and fundamental link in the

relationship between employees, customers and

corporate profitability, and emphasized on the positive

effects of employee satisfaction and customer retention

on corporate profitability.

Andersson and Dellham (2006) examined the

link between employees' satisfaction, customers'

satisfaction and the company's profitability as well as

the value of the company, as a case study on an

unnamed banking group that is headquartered in

Europe. The research methodology was employed

utilizing three groups of empirical data: A survey of the

company's employees, a survey of its customers and

a set of financial data. Employees' data were based

on 4,500 distributed questionnaires, whereas

customers' data were based on 55,000 distributed

questionnaires. The financial data has been made

available in the form of the company's own internal

financial and operational score-card database for 2004.

The major conclusions of the study were: there are

statistical relationships between the variation in

employees' and customers' satisfaction, loyalty and

other behaviors.  Although findings are weak regarding

viable connections to the final category of the model,

the nature of the factors in the customer behaviour

category provide adequate support for the profit/value

connectivity of the model.

Titko and Lace (2010) explored the criteria that

customers use to evaluate their banks. In the modern

competitive environment banks create the value

generally using the relational capital. Thus, customer

satisfaction and loyalty are the main components of

bank success in a market. To achieve this goal, the

customers of Latvian commercial banks were

surveyed. The authors used their developed

questionnaire that was aimed to evaluate level of

satisfaction and loyalty of bank clients, as well as to

predict their future actions towards to the bank. As a

theoretical basis they used Balanced Scorecard

approach, RATER model, concept of Service-profit

chain, concept of customer perceived value and the

results of previous surveys in the area of service quality

measurement. The obtained results allow distilling the

most important factors of bank attractiveness for retail

customers, determining the factors affecting

customers' decision about suspending the relationships

with the bank and completing our developed

performance measurement system for a bank branch
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with some additional metrics. This paper presents an

original survey in the banking sector of Latvia. To

achieve the main goal of the research, the authors of

the paper developed questionnaire designed for bank

clients. The respondents were randomly selected.

Based on survey results, authors concluded that

customers of Latvian banks are very conservative and

antipathetic to any changes. It helps to retain

customers, but on the other hand there are some

negative aspects: (i) customers are unreceptive to new

products and (ii) it is difficult to reimburse lost

customers. The key factors that affect customers'

decision about suspending relationships with their

banks are increased service fee, bad service and

operational errors of employees. Price increase is often

a coercive measure. Thus, human factor becomes the

main instrument of impact on customers. Also, among

the most important factors of customers' perceived

value of a bank are qualification and emotional intellect

of bank front office staff.  At the current moment the

primary task of bank executives is to develop

professional qualification, emotional intellect and

communication skills of customer service specialists.

Kassinis and Soteriou (2003) explored the

relationship between environmental practices and

performance in services and the impact of such

practices on the external portion of the service pro?t

chain. Using structural equation modeling, it tests the

hypotheses developed with data from the European

hospitality industry. The ?ndings suggest that

environmental practices are positively related to

performance through the mediating effect of enhanced

customer satisfaction and loyalty. The paper's

contributions include: the conceptual development of

the relationship between environmental practices and

performance in services, the incorporation of

environmental practices within the service pro?t chain,

and the testing of their impact on customer satisfaction.

Cook and Verma (2002) explored the linkages

between quality system, employee service-quality

culture, and performance excellence in the banking

industry operating in a turbulent business environment.

Properly conducted quality culture and strategic

consensus assessment has the potential of informing

a service organization of its current position and

possible areas for improvement. The opinions, values,

and practices of employees regarding quality are the

fundamentals that define quality culture in many

service organizations. Management must apply this

knowledge to plan for the successful implementation

of service-quality related activities. In an exploratory

study the authors tested the linkages between quality

system, service quality, and performance as perceived

by the employees of a large banking institution in Hong

Kong. Results of a detailed case study and empirical

analysis show that employees perceive strong linkages

between quality system, service quality, and

performance measures.

THE EXTENDED SPC

Employee Company Identification-Customer

Orientation-Customer Company Identification-

Customer Outcomes (Customer Loyalty,

Customer's Willingness to pay )-Firm's Financial

Performance.

Homburg et al (2009) tried to explore the

extended Service Profit Chain. According to them the

conventional Service Profit Chain (SPC) proposes that

a firm's financial performance can be improved through

a path that connects employee satisfaction, customer

orientation, customer satisfaction, and customer

loyalty. Using a large-scale triadic data set that includes

data from employees, customers, and firms, the

authors find strong support for the extended SPC,

which accounts for important customer (loyalty and

willingness to pay) and firm (financial performance)

outcomes. Strong focus in contemporary sales and

service management has been on the Service-Profit

Chain (SPC), which refers to a causal chain linking

employee satisfaction to firm financial performance

through mediating constructs such as customer

satisfaction and customer loyalty (Anderson and Mittal

2000; Heskett et al. 1994; Heskett, Sasser, and

Schlesinger 2003; Loveman 1998). According to

Heskett and colleagues (1994) and Heskett, Sasser,

and Schlesinger (2003), internal service quality leads

to employee satisfaction, which then drives employee

loyalty and productivity. In turn, employee productivity

drives value, which is the basis for customer

satisfaction. Customer satisfaction then determines

customer loyalty, which leads to profitability and growth.

This framework incorporates two paths to firm financial

success. The upper part of the framework presents

the conventional, satisfaction-based SPC (job

satisfaction? customer satisfaction? customer

outcomes [e.g., loyalty, willingness to pay]? firm

financial performance), and the lower part depicts the

complementary, social identity-based SPC (employee-

company identification? customer-company

identification? customer outcomes [e.g., loyalty,

willingness to pay]? firm financial performance).

Research on SPC represents an interdisciplinary

approach for human resources, organizational
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behaviour, and marketing. The initial part of the chain

deals largely with human resource and employee

issues. It focuses on employee selection, training,

motivation and support so that employee in turn deliver

value to customers. By focusing on employee

development and support, they create higher levels of

employee satisfaction, which in turn leads to higher

employee loyalty (Schlesinger and Heskett 1991a,

b).This study provide evidence that employee

identification with the company is associated with a

stronger customer-company identification. Thus,

employee- and customer-company identification appear

to represent promising constructs that positively affect

firm financial performance. The main elements of the

social identity approach are self-categorization theory

(e.g., Turner et al. 1987) and social identity theory (e.g.,

Tajfel and Turner 1986). Self- categorization theory

suggests that human beings have a need to simplify

the social world by categorizing people into groups

(e.g., occupation, nationality, clubs, social groups).

People perceive themselves as belonging to a particular

group or category. According to social identity theory,

people strive for positive self-esteem and try to

accomplish this by enhancing their social identity.

Since the outstanding work of Ashforth and Mael

(1989), many researchers have found employee-

company identification to be a predictor of

organizational citizenship behavior (Riketta 2005),

turnover (Mael and Ashforth 1995), organization-based

self-esteem (Bergami and Bagozzi 2000), and work

motivation and performance (Van Knippenberg 2000).

Bhattacharya and Sen (2003) transferred the

social identity approach into the customer domain and

developed a conceptual framework for customer-

company identification. Their core suggestion is that,

similar to employees, customers can identify with a

company. Furthermore, this group identification can

even occur in the absence of formal membership (see

Pratt 1998; Reed 2002). In other words, customers'

self-definitional needs can be partially fulfilled by the

companies they patronize. Customer-company

identification helps a person clarify his or her self-

concept and to gain a positive self-appraisal through a

positive company appraisal. As Bhatthacharya and Sen

(2003, p. 77) note, "in today's era of unprecedented

corporate influence and consumerism, certain

companies represent and offer attractive, meaningful

social identities to consumers that help them satisfy

important self-definitional needs." There is an emotional

component in customer- company identification.

Einwiller and colleagues (2006, p.192) describe the

emotional part of customer-company identification as

follows: "Strong identification occurs when a company

becomes personally relevant for consumers, and

personal relevance creates the potential for emotional

reactions."

Employee Company Identification-Customer

Company Identification

People's identification with an organization is

based on their perception of its core characteristics

(Bhattacharya and Sen 2003; Dutton, Dukerich, and

Harquail 1994). In a sense, customer-contact

employees are the long arm of a company who

transport these core defining characteristics to the

customers (i.e., they are the "face" of the organization;

Hartline, Maxham, and McKee 2000). The link between

employees' prototypicality and customer-company

identification, is suggested by Bhattacharya and Sen

(2003) in their conceptual model on constituents and

communicators of company identity. Research in social

psychology (e.g., Van Knippenberg 2000; Van

Knippenberg, Lossie, and Wilke 1994) has confirmed

that people are more likely to attend to

communications from prototypical group members than

from non -prototypical members and are more likely to

align their attitudes with the attitudes of prototypical

members. Identification includes a hedonic dimension

(Dutton, Dukerich, and Harquail 1994; Tajfel 1981).

Homburg et al expect that employees who identify

strongly with the company will express more positive

emotions than employees who do not identify with the

company. According to the theory of emotional

contagion, these emotions are "caught" by the

respective customers (either consciously or

unconsciously) and, in turn, positively influence their

company identification.

Identification with a group leads to a deep-

lying motivation to enhance the value of the respective

group (e.g., Ellemers, De Gilder, and Haslam 2004).

In line with previous research, it has been argued that

among other actions (e.g., in-role behavior,

organizational citizenship behavior), engaging in

customer-orientated behavior can be one way of acting

positively toward the organization .In support of this

view, employees with a deep-level bond to their

organization display a higher level of customer

orientation (Hoffman and Ingram 1991; Pettijohn,

Pettijohn, and Taylor 2002; Siguaw, Brown, and Widing

1994).

Through their customer interactions, frontline

employees signal the character and identity of their
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company to the customers (Ahearne, Bhattacharya,

and Gruen 2005; Liao and Chuang 2004). Bhattacharya

and others have argued that the more favorable the

behavior of the frontline employee as perceived by the

customer (i.e., in terms of customer orientation), the

more likely the customer is to consider the company

a target for social identity fulfillment (Ahearne,

Bhattacharya, and Gruen 2005; Bhattacharya and Sen

2003). According to Ahearne, Bhattacharya, and Gruen

(2005, p. 577), "this is because such interactions make

it easier for the customer to retrieve favorable, self-

relevant information from memory, which scholars have

suggested is an important driver of company

identification." It is in accordance with Bhattacharya,

Rao, and Glynn (1995, p. 55), who find "that a strong

and often distinctive customer orientation is a

necessary condition for fostering identification."

A key link in the framework is between

customer-company identification and customer loyalty

and willingness to pay. It is said that customers who

identify with a company will be motivated to act favorably

toward it to raise its status. In line with this reasoning,

Bhattacharya and Sen (2003) propose a conceptual

framework in which customer-company identification

predicts customer loyalty toward a company. In support

of this, Ahearne, Bhattacharya, and Gruen (2005) find

that customer-company identification is related to

beneficial customer outcomes (i.e., product utilization

and extra-role behaviors, such as recommendation of

the company to friends). Homburg et al applied this

reasoning in their proposed framework of positive

relationship between customer-company identification

and the outcomes of customer loyalty (e.g., repurchase,

recommendation) and willingness to pay. With respect

to customer loyalty, they argue that customers who

identify strongly with the company tend to engage in

loyal behavior, such as repurchasing and

recommending the company, because of three social

identity theory-based reasons. First, being loyal

validates and reinforces the feeling of belongingness

to the company and thus fulfills a self-definitional need.

Second, according to social identity theory, people

strive to raise the status of the group to which they

belong (in this case, the company). In turn, loyal

behavior, such as repeated purchase and positive word-

of-mouth communication, can be viewed as ways to

help the organization in this respect. Third, as stated

previously, customer-company identification fulfills an

emotional need for customers (Ahearne, Bhattacharya,

and Gruen 2005; Bhattacharya and Sen 2003). If

customers switch to another firm, they will no longer

receive this emotional benefit. This should raise their

propensity to stay loyal to the company with which

they identify.

Willingness to pay is the maximum amount

of money a customer is willing to spend for a product

or service or the value he or she assigns to a

consumption experience in monetary units (Cameron

and James 1987; Homburg, Koschate and Hoyer 2005;

Krishna 1991). Given that customer-company

identification serves as a motivator to act on behalf of

a group, it should also raise the consumer's willingness

to pay for products or services of the company (Arnett,

German, and Hunt 2003). Moreover, because customer-

company identification helps a person define him- or

herself, this would be of significant value to the

customer, and this additional value would be taken into

account in terms of the price he or she is willing to pay.

Customers who are more loyal should buy

more from a firm, recommend the firm's products and

services to others, and be more likely to adopt a firm's

new add-on services or new products (Mooradian and

Oliver 1997; Rust, Lee, and Valente 1995). In addition,

a more loyal customer base leads to reduced costs in

future customer transactions and customer acquisition

(e.g., costs of customer communications; Reichheld

and Sasser 1990; Srivastava, Shervani, and Fahey

1998).

Palmatier, Scheer, and  Steenkamp (2007) did

a study of 362 buyer-salesperson dyads using triadic

data (from buyer, salesperson, and sales manager),

the authors examine both a customer's overall loyalty

to the selling firm and the customer's loyalty vested

specifically in his or her salesperson. They find that

only salesperson-owned loyalty, a newly identified

construct, directly affects the more tangible seller

financial outcomes of sales growth and selling

effectiveness, whereas both salesperson-owned loyalty

and loyalty to the selling firm increase the customer's

willingness to pay a price premium. Across their cross-

sectional and longitudinal studies, loyalty to the selling

firm positively affected only customer willingness to

pay a price premium. In contrast, salesperson-owned

loyalty significantly affected all three financial outcomes

in the cross-sectional study and positively affected

sales growth longitudinally.

CONCLUSION

In an era of increased competition, the

importance of achieving high levels of customer

satisfaction has gained the attention of researchers

and practitioners alike. This is especially the case in
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the service sector, where many companies are focusing

upon service quality improvement issues in order to

drive high levels of customer satisfaction. A review of

the literature highlights that a number of common

factors have been identified as critical drivers of

customer satisfaction. The service profit chain, Heskett

et al. (1994) is one of the most widely supported

theories of customer satisfaction. In brief, it proposes

a positive linear relationship between staff satisfaction,

service quality and customer satisfaction leading,

ultimately, to profitability.

The concept should be analyzed clearly so to

achieve an insight into the concept. This review study

would make an important contribution to human

resource management and marketing theory and

research because it would help to demonstrate

empirically a positive role for the social identification

construct and other variables of employee in developing

strong customer relationships, which in turn lead to

positive market and financial outcomes. Moreover, it

will help researchers to identify gaps in present research

in SPC and can attempt to fill that gap.

REFERENCES

Ahearne, M., Bhattacharya, C.B. and Gruen, T. (2005).

Antecedents and consequences of customer-company

identification: Expanding the role of relationship mar-

keting. Journal of Applied Psychology, 90(3), 574-585.

Al-Tamimi , W.S., Hasoneh  and A.I. Rezqallah, I.E.L.

(2009). Service-profit chain analysis in the telecom-

munications sector Jordanian perspective on the mo-

bile sub-sector: The case of orange mobile. European

Journal of Economics, Finance and Administrative

Sciences, 17, 107-120.

Anderson, E.W. and Mittal, V. (2000). Strengthening

the satisfaction-profit chain. Journal of Service Re-

search, 3(2), 107-120.

Andersson, M. and Dellham, N. (2006). An empirical

model of customer relationships and value creation in

a service industry. Master’s Thesis, Stockholm School

of Economics.

Arnett, D. B., German, S.D. and. Hunt, S.D. (2003).

The identity salience model of relationship marketing

success: The case of nonprofit marketing. Journal of

Marketing, 67, 89-105.

Ashforth, B. E. and Mael, F. (1989). Social identity

theory and the organization. Academy of Management

Review, 14(1), 20-40.

Barbosa, F., Leone, R., de Souza, T. and Nóbrega,

K.C. (2009). Studying the service profit chain in the

technical assistance environment. POMS 20th Annual

Conference Orlando, Florida U.S.A.

Bearden, W. O. and Teal, J.E. (1983). Selected deter-

minants of consumer satisfaction and complaint re-

ports. Journal of Marketing Research, 20(1), 21-28.

Bergami, M. and Bagozzi, R.P. (2000). Self-categoriza-

tion, affective commitment, and group self-esteem as

distinct aspects of social identity in the organization.

British Journal of Social Psychology,  39(4), 555-577.

Bhattacharya, C.B., and Sen, S. (2003). Consumer-

company identification:  A framework for understand-

ing consumers’ relationships with companies. Journal

of Marketing, 67, 76-88.

Bhattacharya, C.B., Rao, H. and Glynn, M.A. (1995).

Understanding the bond of identification: An investiga-

tion of its correlates among art museum members.

Journal of Marketing, 59, 46-57.

Brown, K. A. and Mitchell, T.R. (1993). Organizational

obstacles: Links with financial performance, customer

satisfaction, and job satisfaction in a service environ-

ment. Human Relations, 46(6), 725-758.

Brown, S. P. and Peterson, R.A. (1993). Antecedents

and consequences of salesperson job satisfaction:

Meta-analysis and assessment of causal effects. Jour-

nal of Marketing Research, 30, 63-77.

Brown, S.P. and Chin, W.W. (2004). Satisfying and

retaining customers through independent service rep-

resentatives. Decision Sciences, 35(3), 527-550.

Cameron, T. A. and James, M.D. (1987). Estimating

willingness to pay from survey data: An alternative pre-

test-market evaluation procedure. Journal of Market-

ing Research, 24, 389-395.

Cook, L.S. and Verma, R. (2002). Exploring the link-

ages between quality system, service quality, and

performance excellence: service providers’ perspec-

tive, Quarterly Management Journal, 9(2).

Dutton, J. E., Dukerich, J.M. and Harquail, C.V. (1994).

Organizational images and member identification.

Administrative Science Quarterly, 39(2), 239-263.

Einwiller, S.A., Fedorikhin, A., Johnson, A.R. and.

Kamins, M.A. (2006). Enough is enough! when identi-

fication no longer prevents negative corporate asso-

ciations.  Journal of the Academy of Marketing Sci-

ence, 34(2), 85-194.

Ellemers, N., Gilder, D. and Haslam, S.A. (2004).



24
SHILPY SINGH, YOGESH UPADHYAY, SHIV KUMAR SINGH & P. PAINULY

Motivating and groups at work: A social identity per-

spective on leadership and group performance. Acad-

emy of Management Review, 29(3), 459-478.

Emerson, A. L. (2007). The effects of employee satis-

faction and customer retention on corporate profitabil-

ity: an analysis of the service-profit chain. PhD Dis-

sertation, International School of Management.

Harter, J. K., Schmidt, F.L. and Hayes, T.L. (2002).

Business-unit-level relationship between employee

satisfaction, employee engagement, and business

outcomes: A meta-analysis. Journal of Applied Psy-

chology, 87(2), 268-279.

Hartline, M. D., Maxham III, J. G. and McKee, D.O.

(2000). Corridors of influence in the dissemination of

customer-oriented strategy to customer contact ser-

vice employees. Journal of Marketing, 64, 35-50.

Hartline, M.D. and. Ferrell, O.C. (1996). The manage-

ment of customer-contact service employees: An em-

pirical investigation. Journal of Marketing, 96, 52-70.

Heintzman, R. and Marson, B. (2005). People, ser-

vice and trust: is there a public sector service value

chain? International Review of Administrative Sciences,

17(4), 549-575.

Herrington, G. and Lomax, W. (1999). Do satisfied

employees make customers Satisfied? An Investiga-

tion into the Relationship Between Service Employee

Job Satisfaction and Customer Perceived Service

Quality, Kingston. UK: Kingston University.

Heskett, J. L, Sasser, W.E. and Schlesinger, L.A.

(2003). The value profit chain: Treat employees like

customers and customers like employees. New York:

The Free Press.

Heskett, J. L., Jones, T.O., Loveman, G.W., Sasser,

W.E. Jr., Schlesinger, L. (1994). Putting the service-

profit chain to work. Harvard Business Review, 72(2),

164-174.

Heskett, J. L., Sasser,W. E., Jr, and Schlesinger, L. A.

(1997). The service profit chain. New York: Free Press.

Hoffman, K. D. and Ingram, T.N. (1991). Creating cus-

tomer-oriented employees: The case in home health

care. Journal of Health Care Marketing, 11(2),  24-32.

Homburg, C. and Stock, R.M. (2004). The link between

salespeople’s job satisfaction and customer orienta-

tion in a business-to-business context: A dyadic analy-

sis. Journal of the Academy of Marketing Science,

32(2), 144-58.

Homburg, C., Wieseke, J. and Hoyer, W.D. (2009).

Social identity and the service-profit chain. Journal of

Marketing, 73, 38-54.

Hurley, R.F. and Estelami,  H. (2007). An exploratory

study of employee turnover indicators as predictors of

customer satisfaction. Journal of Services Marketing,

21(3), 186-199.

Kamakura, W.A., Mittal, V., Rosa, F.D. and Mazzon,

J.A. (2002). Assessing the service-profit chain. Mar-

keting Science, 21(3) (summer), 294-317.

Kassinis, G.I. and Soteriou , A.C.  (2003). Greening

the service profit chain: The impact of environmental

management practices. Productions and Operations

Management, 12(3), 386-403.

Krishna, A. (1991). Effect of dealing patterns on con-

sumer perceptions of deal frequency and willingness

to pay. Journal of Marketing Research, 28, 441-451.

Liao,H. and Chuang,A. (2004). A multilevel investiga-

tion of factors influencing employee service perfor-

mance and customer outcomes. Academy of Manage-

ment Journal , 47(1), 41-58.

Locke, E. A. (1976). The nature and causes of job

satisfaction. Handbook of industrial and organizational

psychology, Marvin Dunnette, ed. Chicago: Rand

McNally, 1297-1350.

Loveman, G.W. (1998). Employee satisfaction, cus-

tomer loyalty, and financial performance: An empirical

examination of the service profit chain in retail bank-

ing. Journal of Service Research, 1(1), 18-31.

Mael, F. and Ashforth, B.E. (1995). Loyal from day one:

biodata, organizational identification, and turnover among

newcomers. Personnel Psychology, 48(2), 309-333.

Mooradian, T. A. and. Oliver, J.M. (1997). I can’t get no

satisfaction: The impact of personality and emotion

on post-purchase processes. Psychology & Market-

ing, 14(4), 379-393.

Oliver, R. L. (1980). A cognitive model of the anteced-

ents and consequences of satisfaction decisions. Jour-

nal of Marketing Research, 17, 460-469.

Oliver, R. L. and. DeSarbo, W.S. (1988). Response

determinants in satisfaction judgements. Journal of

Consumer Research, 14, 495-507.

Oliver, R.L. (1997). Satisfaction: A behavioral perspec-

tive on the consumer. New York: Richard D. Irwin/

McGraw-Hill.



25
A REVIEW PAPER ON SERVICE PROFIT CHAIN

Palmatier, R.W., Scheer, L.K.and  Steenkamp,

J.B.E.M. (2007). Customer loyalty to whom? manag-

ing the benefits and risks of salesperson-owned loy-

alty. Journal of Marketing Research, 44, 185-199

Pettijohn, C. E., Pettijohn, L.S. and. Taylor, A.J. (2002).

The influence of salesperson skill, motivation, and train-

ing on the practice of customer-oriented selling. Psy-

chology and Marketing, 19(9), 743-758.

Pratt, M. G. (1998). To Be or Not to Be? Central ques-

tions in organizational identification, in   identity in or-

ganizations: Building theory through conversations,

D.A. Whetten and P.C. Godfrey, eds. Thousand Oaks,

CA: Sage Publications, 171-207.

Reed, A. (2002). Social identity as a useful perspec-

tive for self-concept-based consumer research. Psy-

chology and Marketing, 19(3), 235-266.

Reichheld, F.F. and Sasser, E.W. (1990). Zero defec-

tions: quality comes to services. Harvard Business

Review, 68(5), 105-111.

Riketta, M. (2005). Organizational identification: a

meta-analysis. Journal of Vocational Behavior, 66(2),

358-384.

Rucci, A.J., Kim, S.P. and Quinn, R.T. (1998). The

employee-customer-profit-chain at Sears. Harvard

Business Review, 76(1),  83-97.

Rust, R. T., Lee, C. and Valente, E. (1995). Compar-

ing covariance structure models: a general methodol-

ogy. International Journal of Research in Marketing,

12(4), 279-291.

Schlesinger, L. A. and Heskett, J.L. (1991b). The service-

driven company. Harvard Business Review, 69, 71-81.

Schlesinger, L. A. and Heskett, J.L. (1991a). Breaking

the cycle of failure in services. Sloan Management

Review,  32, 17-28.

Siguaw, J. A., Brown, G. and Widing, R.E. (1994). The

influence of the market orientation of the firm on sales

force behavior and attitudes. Journal of Marketing Re-

search, 31, 106-116.

Snipes, R. L., Oswald, S.L., LaTour, M. and Armenakis,

A.A. (2005). The effects of specific job satisfaction fac-

ets on customer perceptions of service quality: an

employee-level analysis. Journal of Business Re-

search, 58(10), 1330-39.

Srivastava, R. K., Shervani, T.A. and Fahey, L. (1998).

Market-based assets and shareholder value: A frame-

work for analysis. Journal of Marketing, 62(1), 2-18.

Stock, R. M.  and Hoyer, W.D. (2005). An attitude-

behavior model of salespeople’s customer orientation.

Journal of the Academy of Marketing Science, 33(4),

536-352.

Szymanski, D. M. and Henard, D.H. (2001). Customer sat-

isfaction: a meta-analysis of the empirical evidence. Jour-

nal of the Academy of Marketing Science, 29(1), 16-35.

Tajfel, H. (1981). Human groups and social catego-

ries, Cambridge. UK: Cambridge University Press.

Tajfel, H.and Turner, J.C. (1986). The Social identity

theory of inter-group behavior in psychology of inter-

group relations. Stephen Worchel and William G. Aus-

tin, eds. Chicago: Nelson-Hall, pp.7-24.

Titko, J. and Lace, N. (2010). Customer satisfaction

and loyalty in Latvian retail banking, Economics and

Management, 15, 1031-1038.

Turner, J. C., Hogg, M.A., Oakes, P.J., Reicher, S.D.

and Wetherell, M.S. (1987). Rediscovering the social

group: a self-categorization theory. American Journal

of Sociology, 94(6), 1514-1516.

Van K., Lossie, N. and Wilke, H. (1994). In-group

prototypicality and persuasion: Determinants of heu-

ristic and systematic message processing. British

Journal of Social Psychology, 33(3), 289-300.

Van, K.D. (2000). Work motivation and performance:

a social identity perspective. Applied Psychology: An

International Review, 49(3), 357-71.

Xu, Yingzi and Goedegebuure, Robert, (2005). Em-

ployee satisfaction and customer satisfaction: Test-

ing the service-profit chain in a Chinese securities firm.

Innovative Marketing, 1(2), 49-59.



26
ASHISH SINHA

AN ORGANIZATIONAL CULTURE FRAMEWORK FOR EFQM MODEL
OF BUSINESS EXCELLENCE: A CASE STUDY OF HEEP, BHEL

*Assistant Professor, School of Management Studies, Doon University, Dehradun, (U.K.), India.

Ashish Sinha*

KEYWORDS: Organizational Culture, Business

Excellence, EFQM Model, Cultural Framework.

INTRODUCTION

The concept of business excellence

Business excellence, as described by the

European Foundation for Quality Management

(EFQM), refers to "outstanding practices in managing

the organization and achieving results, all based on a

set of eight fundamental concepts", these being

"results orientation, customer focus, leadership and

constancy of purpose, management by processes and

facts, people development and involvement, continuous

learning, innovation and improvement; partnership

development, and public responsibility"

The five essentials of excellence as described by

Marazza are:

Planning strategically

Benchmarking for excellence

Leading collaboratively

Engaging the community

Governing by standards

Imperativeness of Business Excellence

One philosophy that business organizations

have over the years come to understand, is that their

continued existence is a function of the degree to

which they are able to excel in business. Excellence

in their functions, processes, systems, people and of

course their performance is what organizations are

today striving at. It is a reflection of the paradigm shift

that has taken place on frontiers of management. At

one time we talked of efficient organizations or

successful organizations. But today we talk of

excellent organizations. More than a paradigm shift

in the theoretical framework of management

knowledge, excellence is becoming an imperative

benchmark for organizations.

What has made this paradigm shift happen

in the Indian context is actually the shift in the

economic policy of the country post 1991. Ever since

the early nineties liberalization and globalization have
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ABSTRACT

Business excellence is today's corporate

mantra. Business organizations have seen the writing

on the wall - be excellent otherwise mediocrity can

lead them to their graves. In this cut of the edge

competitive environment organizations are in constant

search of drivers of excellence which can be harnessed

to the best. And one driver which organizations have

realized to be one of the most enduring and well

established is organizational culture. But the moot

question before organizations is what kind of culture

because as such culture is an abstraction which needs

to be defined. This paper deals exactly with this issue.

The European Foundation for Quality in Management

(EFQM) model is one of the most widely adopted model

of business excellence today. In fact, Confederation

of Indian Industry (CII) has adopted this model and

has instituted CII-EXIM Bank award for business

excellence whose evaluation is based on this model

only, with a large number of Indian organizations going

for CII evaluation. While a lot of culture frameworks

exist in literature there is a certain need for a specific

dimensional framework of culture which suits this

model given the contingent nature of culture. The

results of this paper emerge out with such a

dimensional framework only. While the study has been

done on a case basis in context of Heavy Electrical

Equipment Plant, Bharat Heavy Electricals Limited,

Hardwar, manufacturing organizations with operational

similarity can use this study as a reference pole for

augmenting their own cultures.
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been the buzzwords of Indian economy. Sectors hitherto

restricted from private sector were opened up to them

and no more business in India was just for Indians.

Multinationals from around the globe were now free to

do business in India. The economy of the new

millennium is no more the control regime economy of

the past but a free market economy that sees the world

as global village.

The most profound impact of this transition

has been the growth and intensification of competition

that has virtually changed the landscape of Indian

Business Environment. The Public Sector

Undertakings (PSUs) which were till now pretty secure

from any sort of competition have to face heat from

private players and the private sector companies have

to now face what they have feared all along -

competition from Multi National Companies (MNCs).

But the moot point is not the entry of competition but

the entry of multi national corporations which

possesses the best of Human Resource (HR), the best

of technology, the best of systems and processes,

follow the best practices, achieve the best of results

and are already on the list of excellent companies.

The challenge to Indian corporate is from such kind of

organizations and this challenge has the potential of

raising a question mark even on the survival of Indian

corporate in the domestic market.

Obviously before competing with these MNCs,

Indian companies have to brace to the veritable bests

in the repertoire of these MNCs and this is the real

challenge. Indian corporate has to rise to this

challenge, beating the heat of competition will only be

the outcome of this. But how do Indian corporate rise

up to this formidable challenge? What organizations

have to do is to put up their best in every critical area

where a difference between them and their competitors

can mean ending up as the loser in the great game of

the market. This is the only way they can compete

when faced against some of the best companies in

the world. And this is nothing but excellence. In fact,

it's not just a question of fighting it out on home turf

but taking the battle out to the competitors turf as well.

In the globalized economy you have to reach to

international markets if you have to sustain yourself in

the long run. With cut of the edge competition prevailing

in domestic markets even market leadership is no more

a guarantee of sustained profitability. Gradually it is

becoming expedient for domestic companies to enter

international markets and competing in the international

market with the best companies in the world again

requires excellence.

Culture and its Imperativeness

One of the most fundamental issues that have

continued to make organizations introspect and search

for answers is - what are the critical success factors

that lead organizations through the turbulence of

markets, internal flux and change or lead organizations

to what we define as excellence. Human Resource

(HR), technology, strategies, organizational systems,

market dominance, and quality leadership are some

factors on which organizations and management

scientists have agreed upon.

Indeed these factors have proved to be

facilitators of goal attainment for organizations but

merely possessing a best fit of these factors cannot

ensure sustained success for the organizations in their

mission paths. At best they can be a guarantee for

ephemeral successes. But to succeed in the longer

term on a sustained basis or to achieve excellence,

organizations have to learn to perform. And this learning

comes from something we know as organization

culture. Nothing reflects this better than Edgar Schein's

classical definition of organization culture [21]. A pattern

of basic assumptions - invented, discovered or

developed by a given group as it learns to cope with its

problems of external adaptation and internal integration

- that has worked well enough to be considered

valuable and to be taught to the members as the correct

way to perceive, think and feel in relation to those

problems.

The mechanics of business makes two things

very clear. First, to succeed and to excel, you require

adapting to the environment i.e. the changes around

you and secondly, you need to keep your flock together

bang on the mission target. The first is the problem of

external adaptation and the second of internal

integration. Organizations, which for instance do not

have the ability to adapt to technological changes aren't

destined for long. Nor are those organizations, which

possess a multitude of diversities but do not know how

to tread the entire organization into a common thread.

Both are problems of Organizational Culture. In the

first case, a shared pattern of belief that innovation is

necessary to keep pace with the changing

technological environment is missing i.e. lack of culture

for innovation which will ultimately result in market failure

with the competitors overpowering your products in the
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market with their technologically better products.

Actually if we take a closer look then what is

obvious is that factors like HR, technology, systems

are not too difficult to acquire. What actually is required

is the integration of these factors to develop what we

call core competence and this requires the help of

collective learning in organizations. Moreover

organizations need to internalize what has been

learned. But from where is this collective learning and

internalization going to come from - none other than

from Organization Culture.

Successful organizations achieve a good

external fit and as well as a good internal fit. A good

external fit implies cultures are well aligned with the

strategy and environment. For instance, dynamic

environment with market driven strategies require a

culture of initiative risk taking, conflict tolerance, high

integration and high horizontal communication. In

contrast stable environments with product driven

strategies require a culture of control with minimum of

risk and conflict. A good internal fit implies culture well

matched with technology. Routine technologies work

well with a culture of centralized decision-making and

limited individual initiative. Non-routine technologies

on the other hand require just the opposite culture.

Clearly Organizational effectiveness cannot be

achieved without the external and the internal fit. And

Organization Culture remains at the crux of both. But

what is significant from the excellence point of view is

that it is the effectiveness of organizations that sets

the tone for excellence in organizations. It is

effectiveness which determines whether goals are being

attained or not. Goal attainment is verily the crux of

excellence.

In fact, evolution and change require that

organization push in one direction while facing them

rather pulling in different directions. This is the essence

of surviving change or managing change or what is

called excelling change. Surviving change and coming

on to top of it requires leadership, leadership of the

highest order. It is leadership only that gives a unity of

direction to the organization throughout the turbulence

of change and evolution. While leaders do start

Organizational Culture, leadership in organizations is

sustained only by having compatible Organization

Culture for it.

The edifice is undoubtedly that excellent

organizations have got to the way they are because of

their unique set of cultural attributes that distinguish

them from the rest. And if we can understand what

that unique set of attributes is, perhaps we can simplify

the way organizations strive to achieve excellence.

REVIEW OF LITERATURE

Anecdotal evidence suggesting a link between

organizational culture and effectiveness first came from

Peters & Waterman (1982) who, in their classic study,

In search of Excellence, had remarked, "Our strong

belief was that the excellent companies had gotten to

be the way they are because of a unique set of cultural

attributes that distinguish them from the rest." There

is also strong evidence supporting the premise that

the reason for failure of efforts such as TQM lies in the

failure to successfully change organizational culture

(Goss, Pascale & Athos, 1993; Kotter & Heskett,

1992). Large scale studies in this context were

undertaken by Lim (1995), Denison (1990), Denison &

Mishra (1995), Gordon & Di Tomaso (1992),

Marcoulides & Heck (1993), Petty, et al (1995), Calori

& Sarnin (1991), Koene (1996), and Wilderom & Van

den berg (1998). Barney (1986) showed that

organizational culture could be a source of sustained

competitive advantage. Siehl & Martin (1990) found a

link between organizational culture and financial

performance. Denison & Mishra (1998) indicated that

organizational culture had an impact on quality. Kekele

(1998) suggested that success of TQM approaches

depended on organizational culture. Foster (2002)

showed that management excellence could be

achieved through organizational culture. Sorenson

(2002) had also suggested a link between

organizational culture and firm performance. Black

(2003) considered organizational culture as essential

for strategic success. Nikolic & Nastasic (2010)

confirmed the inevitability of organizational culture for

TQM. Stok, et al (2010) established the role of

organizational culture in fostering business excellence.

Sinha (2012) also established link between

organizational culture and business excellence taking

the case of a navratna PSU in India.

INDIAN INDUSTRY AND BUSINESS EXCELLENCE

India's IT flagship company and one of the

most respected company INFOSYS has also won the

CII-EXIM bank excellence award in the Year 2002. It

has proved to be an excellent company judging from

the EFQM model criteria[28]. Sundaram Fasteners of

TVS group is another company that has taken rapid

strides in the excellence journey and has won the

award in the past. Tata steel is another company that

has won the award in the past. Though the Tata group
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has formally adopted the Malcolm Baldrige model but

TISCO has also been going for CII evaluation on the

EFQM criteria. In fact the Indian automobile industry

is replete with examples such as Tata Motors,

Sundaram Fasteners, Jay Bharat Maruti, Bharat Forge,

etc which have made formidable progress on the path

to excellence and have won different categories of the

award.

But it is amply clear from the number of

companies and their reputation that are going for CII

assessment that business excellence is the new

paradigm of Indian companies. Indian companies have

recognized the imperativeness of business excellence

in today's highly competitive globalized times. In fact

The Indian Industry is going through an excellence

revolution and EFQM model has become a widely

adopted benchmark.

Figure 1: EFQM Model of Business Excellence

required for long term success and implement these

via appropriate actions and behaviours, and are

personally involved in ensuring that the organization's

management system is developed and implemented.

2. Policy and Strategy

How the organization implements its mission

and vision via a clear stakeholder focused strategy

supported by relevant policies, plans, objectives,

targets and processes.

3. People

How the organization manages, develops and

releases the knowledge and full potential of its people

at an individual, team-based and organization-wide

level, and plans these activities in order to support its

policy and strategy and the effective operation of its

processes.

4. Partnership and Resources

How the organization plans and manages its

external partnerships and internal resources in order

to support its policy and strategy and the effective

operation of its processes.

5. Process

How the organization designs, manages and

improves its processes in order to support its policy

and stragegy and fully satisfy, and generate increasing

value for, its customers and other stakeholders.

6. Customer Results

What the organization is achieving in relation

to its external customers.

7. People Results

What the organization is achieving in relation

to its people.

8. Society Results

What the organization is achieving in relation

to local, national and international society as

appropriate.

9. Key Performance Results

What the organization is achieving in relation

to its planned performance.

OBJECTIVES OF THE STUDY

To establish a cultural framework for HEEP,

BHEL in accordance with the EFQM model of business

excellence.

SCOPE OF THE STUDY

The scope of the study is limited to one public

sector organization which in fact is one of India's most

respected organizations and also the largest capital

 

Excellent Results with respect to Performance, Customers,

People, and Society are achieved through Leadership

driving Policy and Strategy, People, Partnerships and

Resources, and Processes.

This model has also been adopted by Bharat

Heavy Electricals Limited, Haridwar in whose

perspective this research has been done. It consists

of five enablers namely Leadership, Policy and

strategy, People, Partnership and Resources and

Processes. To achieve excellence an organization has

to fulfill the criteria as given under these enablers. Then

there are four sets of results- People results, customer

results, society results and key performance results.

To achieve excellence an organization has to achieve

excellent results with regard to these four categories.

A detailed explanation of these criteria and result

categories is given below:

1. Leadership

How leaders develop and facilitate the

achievement of the mission and vision, develop values
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goods manufacturing organization.

RESEARCH METHODOLOGY

The assessment of culture of any organization

is done along a dimensional framework. Theoretically

Organizational Culture is a construct which comprises

of various dimensions. Hence what kind of culture an

organization has and whether it is weak or strong,

this assessment has to be done along certain

dimensions. If an organization rates strong on a

particular dimension say innovation, this implies it has

a strong culture for innovation and if it rates low then

the situation is otherwise.

Culture has to be assessed with a

contingency approach. This implies that before

assessment it has to be ascertained that what

dimensions are adequate indicators of business

excellence in context to the organization in question.

This has to be ascertained keeping in mind the

strategic thrust of the organization and its operational

and environmental characteristics. Though many

standard Organizational Culture frameworks such as

OCTAPACE, Denison Culture Survey, etc are available,

but a separate framework has been derived for

assessing BHEL Haridwar's culture keeping in mind

the EFQM model of business excellence that BHEL

Haridwar has adopted. This culture framework is also

consistent with other models of business excellence.

A lot of exploratory research was done with

regard to the selection of dimensions of organizational

culture required for achieving business excellence as

propounded in the EFQM model of business

excellence. Initially this was carried out with the help

of literature survey. Ashkanasy and Broadfoot's OCP

came in handy in this research. Initial discussions

were then carried out with experts from academics

and BHEL. This helped to identify the similar

dimensions and provided an initial validity of the OC

framework selected. The seventeen dimensions

identified were Leadership, Structure, Innovation, Job

Performance & Appraisal, Planning, Communication,

Environment, Humanistic Approach, Development of

individual, Socialization of new entrants, Commitment,

Inter-Department Cooperation, Conflict tolerance,

Systems, Result Orientation, Aggressiveness and

Stability. The dimensions drawn from OCP-Leadership,

Planning, Communication and Humanistic workplace

had a Cronbach alpha reliability>.80. Three other

dimensions environment, job performance and

development of individual approached acceptable

reliability(ccronbach alpha>.70). Structure, Innovation

and socialization of entry were also in due course

proved to be reliable. OCP dimensions validity was

obtained in significant correlations between

organizational commitment and other dimensions

(ranging from .67 to .79)   had already a tested validity.

After zeroing on these dimensions they were

empirically tested. A questionnaire survey was carried

out for this task. Likert 5-point scale was used for

measurement in this questionnaire.

The scores were interpreted in this manner. If

Total score of all the respondents on a particular

dimension was ? 75%, that particular dimension was

selected as part of that framework. This is in

consonance with the nature of Likert scale. The

instrument formed contained basic description of all

the dimensions.

On the basis of this survey it was ascertained

as to what extent the respondents agreed with the

imperativeness of a particular dimension. The

respondents selected for this survey were part of the

total quality (TQ) matrix of BHEL, Haridwar. The

sampling was thus judgmental and the basis was that

these personnel had a fairly good idea of business

excellence and organization culture on account of their

involvement in business excellence activities. The total

number of respondents was 100. The TQ matrix of

BHEL Haridwar for business excellence is shown on

the following page.

Thus fifteen dimensions having scores >=75%

were selected for measurement of OC of BHEL

Haridwar. The dimensions selected are Leadership,

Structure, Innovation, Job Performance & Appraisal,

Planning, Communication, Environment, Humanistic

Approach, Development of individual, Socialization of

new entrants, Commitment, Inter-Department

Cooperation, Conflict tolerance, Systems, Result

Orientation. The last two - Aggressiveness and stability

were rejected. The probable explanation was that,

BHEL is a power generation equipment manufacturer,

a field where there is not much role of marketing unlike

FMCG sector. Most of the manufacturing is done on

tender-order process. Stability was rejected because

BHEL is not immune to changes in technology,

regulatory framework which is now allowing private

players in this sector and other factors. The ten

dimensions of OCP have been ab-initio defined by

Ashkanasy and Broadfoot, but a broader definition was

required for making the framework operational in case

of HEEP, BHEL since modifications if any suggested

by experts had to be incorporated. Additionally five
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more dimensions were being added. This was largely

done with the help of wide ranging depth interviews

and ethnographic research.  Depth interviews were

conducted with members from TQ Matrix, Training

coordinators and HR managers with the view that they

would have been having a fair idea of OC. A detailed

OC instrument which was later developed hinged on

the operational definition of OC dimensions as

suggested by experts.

Figure 2: Organisation Structure/ TQ Matrix for Business Excellence

Unit Level TQ Council  (TQC)

Chairman - E.D.

Members - Participants of Top Mgmt

TQM Workshop from HEEP

Secretary - TQ Manager {GM(Q)}

Meetings - Once in two months

To set Vision, Mission, Values & Strategic

Objectives for TQM

To steer & review the progress of various TQ

initiatives

To establish linkage in the various improvement

initiatives

TQM Group (TQMG)

(Think Tank for TQ Council)

Chairman - GM(T&D)

Members - GMs/AGMs (7 nos.)

Secretary - AGM (QAX)

Meetings - Once a month (minimum)

To steer TQM movement in HEEP

To act as standing committee for directing &

monitoring various TQ activities

To formulate & review Unit Level TQ Action Plans

TQ Promotion Council (TQPC)

Chairman - TQ Manager {GM(Q)}

Members - TQ Co-ordinators & TQ

Assessors from HEEP

Secretary - AGM (QAX)

Meetings - Once a month

Trainers & Change agents to bring excellence

To coordinate TQ initiatives in their respective

departments / functions

To provide vital inputs for TQM implementation

Functional TQ Councils (FTQC)

Chairman - GMs / DROs

Members - All Sectional Heads and TQ

Assessors of Concerned Area

Secretary - TQ Co-ordinator

Meetings - As often as required but not

less than once a month

To steer TQM movement in concerned Department

/ Function

To formulate & review Department /Function Level

TQ Action Plans

Area TQ Councils (ATQC)

Chairman - All HODs (DRO to GMs)

Members - All Sectional Heads and TQ

Assessors of Concerned Area

Secretary - TQ Co-ordinator of Area

Meetings - As often as required but not

less than twice a month

To steer TQM movement in concerned Department

/ Function

To formulate & review Department /Function Level

TQ Action Plans
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The reliability of the five new dimensions added viz.

Commitment, Inter Department Cooperation, Conflict

Tolerance, Systems and Reward Orientation, was

further established by conducting reliability tests for

these dimensions. For this a questionnaire comprising

of 17 statements - 4 each for Commitment and Result

Orientation and 3 each for the remaining three

dimensions was developed using Likert 5 point scale.

Cronbach's alpha, inter item correlation and item total

correlation have been used to measure the reliability

of these dimensions. Inter item correlation measures

the correlation amongst test items whereas item total

correlation gives the correlation between an item's

score and the score of the total set of items. It also

measures the internal consistency between items. A

sample of 150 respondents from the executive cadre

from all departments of the organization was taken for

this survey. SPSS was used for computation of results.

Table 1 shows the corrected item-total correlation for

each of the 17 items. The Cronbach's alpha for the 17

items comes out to be 0.8735 and the corrected item-

total correlation varies from 0.3122 to 0.6623. Only in

case if the itemse  item is deleted, the value of alpha

increases slightly to 0.8763 but the item-total

correlation for this item is 0.3122, so there in no need

to delete any item. Theoretically Cronbach's alpha

should exceed 0.7 and item-total correlation should

exceed 0.3. Hence all items are acceptable.

** - Correlation is significant at the 0.01 level

Table 2 gives the inter-item correlation for the four items

used to measure commitment.

Mean inter-item correlation for commitment is

0.427 while individual correlations vary from 0.230 to

0.588.

Table 2 

Commitment Item1 Item2 Item3 Item4 

Item1 1.000    

Item2 .531**  1.000   

Item3 .369**  .588** 1.000  

Item4 .230**  .366** .475** 1.000 

Table 3 

In ter Dept. Coop Item5 Item6 Item 7 

Item 5 1.000   

Item6 .534** 1.000  

Item7 .269** .293** 1.000 

T able 4 

Conflict To leran ce Item 8 Item 9 Item 10 

Item 8 1.000   

Item 9 .487**   1.000  

Item 10 .248**   .157 1.000 

Tab le  5 

Systems Item11 Item 12 Item 13 

Q11  1 .000   

Q12 .533** 1.000  

Q13  .262**  .267* * 1 .000 

Cronbach's alpha - 0.8735 (n = 150)

** - Correlation is significant at the 0.01 level

Table 3 gives the inter-item correlation for the three

items used to measure Inter department cooperation.

Mean inter-item correlation for Inter

department cooperation is 0.365 while individual

correlations vary from 0.269 to 0.534.

** - Correlation is significant at the 0.01 level

Table 4 gives the inter-item correlation for the three

items used to measure conflict tolerance.

Mean inter-item correlation for conflict

tolerance is 0.297 while individual correlations vary from

0.157 to 0.487.

** - Correlation is significant at the 0.01 level

Table 5 gives the inter-item correlation for the three

items used to measure Systems.

Mean inter-item correlation for systems is

0.354 while individual correlations vary from 0.262 to

0.533.

Table 1 

Item Dimension Corrected Item-

Total Correlation 

Alpha if item 

deleted 

Item1   
 

Commitment 

     .4477         .8691 

Item2      .6070         .8618 

Item3      .6623         .8596 

Item4      .5946         .8632 

Item5 
 

Inter Dept 

Coop. 

     .3941         .8707 

Item6      .5284         .8657 

Item7      .3122         .8763 

Item8  

Conflict 

Tolerance  

     .4741         .8685 

Item9      .3575         .8736 

Item10      .4509         .8700 

Item11  

Systems 

     .5261         .8659 

Item12      .5906         .8628 

Item13       .3940         .8706 

Item14  

Result 

Orientation 

     .5312         .8661 

Item15      .6136         .8633 

Item16      .6020         .8625 

Item17      .6223         .8623 
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** - Correlation is significant at the 0.01 level

Table 6 gives the inter-item correlation for the four items

used to measure Result Orientation. Mean inter-item

correlation for Result Orientation is 0.567 while

individual correlations vary from 0.339 to 0.591.

Theoretically for good internal consistency,

inter-item correlations should range from 0.2 to 0.7

and mean inter-item correlation should exceed 0.3. It

can be seen from Tables 2 to 6 that the mean inter-

item correlation for each dimension exceeds 0.3 all

inter-item correlations lie in the range 0.2 to 0.7, except

Conflict tolerance which has a mean inter-item

correlation of 0.297, indicating a fairly good internal

consistency amongst items.

As commitment has d direct impact on

performance, its correlation with the other four

dimensions was also evaluated.

T able 6 

R esu lt Orientatio n Item 14 Item15 Item16 Item 17 

Item 14   1 .000    

Item 15  .339* * 1.000   

Item 16  .409* *  .561**  1.000  

Item 17  .421* * .591**  .516** 1.000 

Table  7 

C orr ela tio n with C omm itmen t 

In ter  D epartm ent C oopera tion  0 .442  

C onfl ict To le ranc e  0 .483  

Sys tem s 0 .587  

R esu lt Orien ta tion  0 .674  

Leadership is perhaps the most basic facet of

organizational culture. If people do believe that they

are being led by leaders who are committed to the

organizational objectives, then certainly this

assumption becomes a catalyst for the attainment of

organizational objectives.

One of the most basic aspects of leadership

is the ability of leaders to motivate people to give their

best to the organization.  In fact it is this very quality

which differentiates successful leaders from the

unsuccessful ones.  If managers are able to inspire

their subordinates to give their 100% to the

organization, the accomplishment of organizational

objectives is ensured. The degree to which managers

guide their subordinates and help them in solving their

work related problems not only contributes to

stimulating the employees but also leads to proper

accomplishment of work in time. It is managers who

set the tone and tenor of the accomplishment of work

related tasks in the organization and it is their duty to

guide their subordinates regarding the work related

aspects.

An important aspect of leadership is the style

of leadership. A democratic and participative style of

leadership, embedded deeply in the culture of the

organization, is what is required. How important it is

for any organization hardly needs to be explained. Ideas

which make it big come from the participation of all

levels of members of the organization in organizational

deliberations. Henceforth it is very important for

managers to encourage their staff to give their views

and take due consideration of them while taking

decisions. And it is highly important for the leaders to

set examples for the followers to follow. Exemplary

leadership is the best form of leadership. Subordinates

generally look to their superiors for inspiration. It is of

paramount importance that managers be role models

for their subordinates.

2. Structure

A major issue in organizations is its structural

orientation. While some may argue that what has

structure got to do with organizational culture but

structural orientation is an inherent part of the culture.

Structural orientation related to culture pertains to the

degree of flexibility in the working of the organization,

clarity of authority, responsibility and accountability in

the organization, the level of delegation of authority

and the climate for empowerment in the organization.

If an organization goes strictly by the book it has its

own impact on the working pattern of employees.

Employees do get rigid and at many times fail to

The three indicators of internal consistency -

Cronbach's alpha, item-total correlation and inter-item

correlation, all show that the five new dimensions added

are acceptable in the context of the organization under

study. The new framework for assessing the

organization's culture has been described in the

following section.

THE ORGANIZATIONAL CULTURE FRAMEWORK

EVOLVED

A detailed description of the dimensions is

being given after a lot of depth interviews and

ethnographic research so that a detailed instrument

could be developed to assess and measure HEEP's

culture.

1. Leadership

Timeless and ageless - Leadership is an

infinite success mantra for any organization.

Leadership is defined as the ability to influence or direct

people towards the achievement of organizational goals.
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understand the expediency of the situation. But if there

is flexibility in the working of the organization for e.g.

the authority to take a particular decision may not sorely

rest with a particular individual, things can get a lot

better. Decision can be taken faster and a lot of crisis

situation can be saved in this manner.

Again if there is clear authority, responsibility

and accountability for decision taking in the

organization, the better shall be the working of the

organization. Employees should clearly know their

ambit of authority if decisions are to be taken and that

too timely. More over the responsibility has also to be

clear. It must be clear that who is responsible for

accomplishing a particular task or to take a particular

decision. In the absence of these elements, no

individual can be held responsible for any task and

employees would shirk to take decisions. In this light

accountability is also very important. If an individual is

taking a decision he must be held accountable for it,

otherwise people would take decisions without caring

for their consequences. Without accountability authority

has got no meaning. Unless and until people are

answerable for their actions, they can take decisions,

which might be detrimental to the interests of the

organization.

Another important aspect is delegation of

authority. Only if the delegation of authority is adequate,

individuals can be expected to take decisions on their

own. Decision-making shall certainly be faster in this

case. Superiors overloaded with authority becoming

decision bottlenecks are less likely to be found if there

is adequate delegation of authority. The latest paradigm

is of empowerment. Empowerment is a tendency on

the part of superiors to let the subordinates take

decisions. If employees are empowered in the

organization, this not only leads to better working but

also results in highly motivated employees.

3. Innovativeness

Innovations dictate the future of industries. One

of the most important dimensions of organizational

culture of a manufacturing organization is

innovativeness. Manufacturing organizations continually

harp on product development and cost reduction. This

is an inherent part of their strategy. In times of infinite

competition and clutter cost, leadership is an excellent

strategy for survival and winning through competition.

Companies sustainedly make efforts to reduce their

costs. Price, which is also much a point for market

competition can only be won over if companies are

able to reduce their costs because lower costs

translate into lower prices.

However cost reduction alone cannot be the

strategy. What is also required is sustained efforts to

develop newer and better products. To outwit your

competitors you need to have fast and effective new

product development in your organization. Product life

cycles are generally short and to be the market winner

you have to continually come up with new products.

But the primary question is how do we achieve

cost reduction or sustain New Product Development

(NPD) in the organization. It is only when people are

encouraged to take initiatives to develop better products,

processes and techniques, we can achieve cost

reduction or NPD. Ideas, which make it big, have to

come from the people itself. Development of better

techniques and processes which lead to cost reduction,

has to come from the people itself. This is the culture

for innovativeness. Innovations in the organization need

to be encouraged and rewarded.  Only then can a

culture for innovation thrive in the organization. This

cultural aspect has to be percolated down to the level

of blue-collar work force. Some times the best ideas

come from workers who are in closest touch with

manufacturing.

Another important aspect is that to what

extent employees are open to learning of new

technology, systems, practices and policies.

Organizations today can survive only when they are

responsive to adoption of latest technology and

systems. And it is the people in the organization who

have to be responsive to adoption of latest technology

and systems. Organizations have to develop a culture

of continuous learning, sharing of knowledge, innovation

and improvement.

4. Performance Appraisal

One of the key factors that build up a climate

of high employee satisfaction and morale and

consequent high levels of employee motivation in the

organization is the culture for performance appraisal

in the organization. There has to be a positive general

assumption in the organization that performance of

employees is recognized and rewarded. Unless and

until this is a shared pattern of belief across the length

and breadth of the organization, we cannot expect

employee satisfaction or motivation levels to be high.

It is a natural human tendency that people want their

performance to be recognized and rewarded, and

organizations have to affirmatively respond to this

requirement. And this pattern of belief can be

perpetuated only if it emanates from the top



35AN ORGANIZATIONAL CULTURE FRAMEWORK FOR EFQM MODEL OF BUSINESS EXCELLENCE:

A CASE STUDY OF HEEP, BHEL

management. Top management has to support and

facilitate a culture of performance recognition and

reward.

But performance recognition and reward alone

is not enough. What is also important is the faith that

employees repose in the performance appraisal

system. This can take place only when the employees

believe that the method for performance appraisal is

clear and justified. If employees do not have faith in

the system, satisfaction levels can never be high.

Employees shall always have a sense of perceived

injustice. It is an undeniable fact that promotions are

one of the biggest sources of grievance in organizations.

And promotions should depend on performance

appraisal. The primacy of performance appraisal can

hence be very well understood. If employees believe

that promotions are based on other factors such as

seniority, goodwill of bosses etc., then performance

appraisal is a superfluous exercise. Performance

appraisal should be justified. This is a value that has

to be perpetuated in the organization. But the driver of

this value shall be the system that we have for

performance appraisal. Combinedly all of this results

in a positive culture for performance appraisal, which

definitely is a motivator in its own right.

5. Planning

Planning is one of the most important aspects

of organizational management. One of the key

ingredients of any organization's success is how

efficiently and effectively it is able to plan its goals and

objectives. It is the corner stone of any organization's

success. Planning is not merely a functional area of

management or a practice that any organization follows.

Planning is a matter of culture. Does the organization

plan each and everything that it does? This has to be

a general tendency in the organization, if the

organization has to run efficiently and effectively. It must

be clear that what is to be done and how it is to done

- the two basic facets of planning. Unless and until

this is clear, success cannot be guaranteed.

But culture for planning does not just include

a general practice to plan. It also implies that whether

members of the organization are involved in planning

or not. Targets of employees should be set in

concurrence with the concerned employees. This helps

to secure a general acceptability regarding targets,

very necessary to ensure that employees work with

commitment towards adhering to the set targets. And

this is not all. What also is required is participation of

managerial level employees in strategic planning and

policy formulation. Not only does this lead to wider

acceptability among managers, but also leads to better

formulation of plans, strategies and policies, since

participation leads to diverse pooling of ideas and

creativity.

However, any planning is incomplete without

the control element in it. A regular assessment has to

be done to ensure that the planned objectives are being

met. Without this we would be unaware that where we

stand. Rectification or corrective action can only be

done when there is an above-mentioned assessment.

Again this is a matter of general tendency in the

organization and henceforth a cultural aspect. The top

management has to perpetuate this approach in the

organization and has to ensure that it percolates down

to the junior level managers in the organization.

Another identifiable element of planning is

whether planning is proactive and timely or not. Reactive

planning leads to largely knee-jerk reaction while

proactive planning appraises the environment and

ensures that a plan is ready whenever the need arises

for it.

6. Communication

Communication forms the backbone of any

organization. It is in fact what we call the live wire of

the organization.   The need for communication has

been well established in practice. What communication

derives from culture is the openness, transparency and

clarity of communication. And this has to be both ways

- Top to bottom and Bottom to top.

In top to bottom communication,

communication regarding company objectives, policies,

plans, processes, practices, systems, customer

requirements, and quality standards has to be done in

an effective and open manner by the top management.

If this communication is not effective employees shall

not know what they stand for and how they have to

function. No organization can be successful where

employees do not know  what they have to achieve,

be it in terms of targets, customer requirement or

quality standards, and how they have to achieve it i.e.

what plans, policies, practices and systems are to be

followed. ISO, TQM, business excellence whatever

standards practices and systems are adopted by the

organization, they have to percolate down to the lowest

level. And communication should ensure this.

The bottom to top communication is concerned

about how open is the communication between

employees and the upper levels of management. Do

employees have the freedom to express their opinion
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and give their feedback regarding organizational issues

to the management is the basic question here. This is

a reflection of employee autonomy in the organization

and how much employee autonomy is important in an

organization is anybody's guess. Moreover positive

criticism is something, which should be more than

welcome in any organization. Such kind of criticism

by employees many a times leads to betterment of

various organizational aspects.

Another important aspect of communication

is that how open is communication across all levels of

employees in the organization. If this communication

is open and smooth it gives what we call a vent to the

employees to express their problems and grievances,

horizontally and vertically in the organization. Many a

problem and grievances can be solved with the help of

this kind of communication.

One of the most important communication -

culture aspect in any organization is the culture for

informal communication in the organization. This is

present naturally in every organization. But at times is

a reflection of the strength of formal communication

network in the organization. If decisions taken by the

management reach employees through the informal

communication network (grapevine) or if rumors are

having a field day in the organization, this reflects very

poorly on formal communication channels. The

management has to keep a tab on the informal

communications network in the organization because

it cannot be eliminated but a strong culture for it is

something which management should avoid developing

in their organization.

7. Environment

Yet another aspect of organizational culture

is the responsiveness of the organization to its external

environment. When we talk of responsiveness of the

organization to its external environment, customer

orientation of the organization automatically comes into

focus. Customers form a very important part of the

external environment. In fact today the paradigm of most

companies is customer delight. We have come to

believe that customer is the king and the organization

in question BHEL itself prophecies 'Grahak safal hum

safal'. Winning through cut of the edge competition

requires organizations to win over customers. There is

no alternative to that. Henceforth customer orientation

is of paramount importance. How much emphasis is

laid on meeting customer requirement is a reflection of

the customer culture of the organization. The customer

culture of the organization has to be emphasized

enough to ensure that employees do take care of

customer requirements. If employees generally believe

that customer requirements come first and do take

care of them we have a positive customer culture in

the organization. At the same time when we consider

the human factor we have to recognize that it is the

leader or the manager who has to lead from the front.

Customer focus should be visible within managers at

all levels. Their subordinates shall also naturally show

a customer focus.

Apart from customer orientation it is the

responsiveness of the organization to external changes

such as change in technology, change in competitive

environment etc., which is a part of the culture. The

more quickly and effectively an organization responds

to such changes the more responsive its culture is

said to be. Most of the changes mentioned above are

inevitable part of the environmental dynamics. The only

thing constant today is change. Only those

organizations turn out to be ultimate winners who can

respond swiftly and effectively to these changes. And

changes can be effected by people only. If people

working in the organization believe in change and are

ready to respond to change, half the battle is won.

And this is precisely why this dimension of

environmental responsiveness is a part of the culture.

8. Humanistic Approach

A very important element of the culture of any

organization is its humanistic nature. The humanistic

nature of any culture covers specifically three aspects.

First, to what extent do employees help each other

with on the job as well as personal problems? If

employees do help each other a lot with on the job

problems, this indicates that the organization has a

very conducive and amiable work culture. High levels

of cooperation can lead to high efficiency and

effectiveness in the organization. But it is not on the

job aspect only. Helping each other with personal

problem also is an equally important aspect. It is a

foregone fact that personal problems do affect on the

job performance of employees. So if employees are

sharing personal problems and are helping each other

to solve them, this is an indication of healthy

organizational culture.

Secondly, what is the welfare orientation of

the organization? If the organization regards welfare of

its employees as its top priority it is definitely a morale

booster in its own right. How much concern the

organization shows for its employee is highly important.

The more the welfare concern of the organization, the

higher level of overall satisfaction is likely to be there
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of the employees within the organization. And higher

the level of overall satisfaction more shall be the

motivation among employees. Welfare facilities like

hospitals, recreation centers, housing facilities,

canteens etc. are thus highly valued by employees.

Thirdly, to what extent employees work together with

team spirit in the organization is highly important. This

is especially important in the case of an organization

like BHEL where tasks are highly team based. If teams

work cohesively in the organization this certainly leads

to higher level of productivity.

9. Development of the Individual

Another dimension of organizational culture is

development of the individual i.e. the development

orientation of the organization towards its employees.

This is one of the most important factors in job

satisfaction and employee motivation. The very first

aspect that this dimension covers is that whether

employees have enough training to do their job well. If

employees are inadequately equipped to handle their

jobs, this shall certainly leads to lower efficiency of

employees. Productivity shall naturally be affected.

Effectiveness of employees shall also be lowered.

Moreover this leads to lower morale and lower job

satisfaction among employees. When employees

realize that they cannot handle their job properly on

account of poor training their confidence level with the

job goes down and so also their motivation level.

But it is not just this aspect alone. Development

of employees has to take place in a sustained manner.

The skills and ability of employees have to be regularly

upgraded. This is due to two reasons. One,

organizations adopt new technology, systems and

practices on a continuous basis. Employees have to

be readied for them. Second if the organization wants

its employees to assume higher responsibilities, their

abilities have to be commensurately upgraded. With

increase in responsibilities, employees face more

complex problems. Hence their problems solving skills

also have to be honed up.

And this is an era of specialists. So the

approach should be to identify the competencies of

employees and develop these competencies. People

do work at their best when their latent talent is

discovered and developed. Moreover the organization

gets what we call hardcore specialists of different areas.

They are best geared up to tackle the challenges and

problems of their areas.

It is not just competency or skill development

that motivates employees. They should also get ample

opportunities for personal and career development as

well. For e.g. personality development of employees,

development of Emotional Quotient, etc. are exercises

that increase the confidence of employees and

consequently their motivation. Moreover employees

should also have an assured career development path

i.e. they should have opportunities to move up in

organizational ladder. If there is stagnation, this would

lead to increased levels of dissatisfaction and lower

level of motivation among employees because to move

up is a basic human need. To have self-esteem and to

actualize their self, employees want to move up in the

organizational ladder. Henceforth the need for career

development arises.

10. Socialization of New Entrants

Socialization of new entrants is yet another

dimension of organizational culture. Socialization of

new entrants implies orientation or induction of new

employees on joining the organization. This is a very

important aspect of organizational culture. The better

the socialization of new employees the more is their

comfort level. And if employees do feel comfortable

with their new organization, this shall leave no scope

for any psychological dissonance that new employees

may encounter on joining the organization. It is a natural

human tendency that individuals do feel a degree of

uneasiness in a new environment. But their uneasiness

can be countered through their proper socialization.

And socialization is a cultural practice. If there is a

shared assumption across the organization that new

employees have to be well socialized, only then their

socialization shall be strong. The question is how to

ensure effective socialization of new employees.

First of all they should be well acquainted with

the company profile, policies, procedures,

organizational structure and norms of the organization

on joining.  When employees are aware of the structure

and norms of the organization, they can adhere to them.

Employees should also be made aware of what is

expected of them as an employee of the organization

i.e. role expectation. This minimizes chances of

behavioral irregularity on part of new employees.

Socialization also involves the degree to which

immediate superior guide new employees. The

procedural aspects of the working of the organization

have to be taught to new employees by their immediate

superiors. If they are unclear about how to perform it

will be akin to shooting in the dark. Moreover

socialization also involves the training that new

employees receive immediately on joining the
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organization. Proper training not only enhances the

comfort level of new employees but also their efficiency

and effectiveness.

11. Commitment

One of the most basic assumptions that must

be shared across the length and breath of the

organization by its members is commitment. No

organization whose members are not highly committed

towards it can be successful. A high degree of

commitment on the part of members of the organization

must be embedded in the culture of the organization.

An organization may have the best systems practices

and technologies in place but if its employees are not

committed, it cannot be successful in its mission.

Technically speaking commitment is an attitude, but if

a majority of the members of the organization share

this attitude and this attitude becomes a perpetual

tendency i.e. it takes a permanent place in the mind

of employees and new members on joining the

organization also learn it, then it becomes a part of

the culture of the organization. In fact it would not be

wrong to brand commitment as a value. It is such a

strong thing. As a cultural value it guides the behavior

of the members of the organization. The older ones

share it and the newer ones learn it.

Commitment defined is the degree to which

employees want to stick to their organization and are

willing to exert the best of their efforts towards the

goal attainment of the organization. But how do we

measure commitment. The very first measure of

commitment is that whether employees feel proud to

be a part of their organization. If this sense of pride is

there definitely there shall be some degree of

commitment in the employees. Another aspect is that

whether the organization inspires its employees to do

the best in their jobs. If inspiration is there, certainly

there shall be commitment. A third aspect is that

whether employees are committed to the values of the

organization. Every organization has some basic values

that it prophesizes and believes, that adhering to them

shall certainly help it in its vision and mission

accomplishment. Henceforth commitment towards

these values is a measure of commitment of

employees towards the organization. If commitment

is a part of the culture then it is highly useful in reducing

personal problems such as absenteeism, grievances,

turnover etc. A high level of commitment among the

employees also contributes to organizational

effectiveness.

12. Inter-Department Cooperation

Another integral dimension of organizational

culture is inter-department cooperation. To what extent

this tendency exists in the organization is very

important. The functioning of any department of the

organization cannot be totally independent. Every

department requires the cooperation of other

departments to some extent or the other. This is very

consistent with the system theory which views

organization as composed of various subsystems,

which are related to each other. Each of the department

can be regarded as a subsystem. Hence if we take

goal attainment as the criteria for organizational

effectiveness, this shall require effective functioning of

each department. This requires departments to work

in tandem with each other. For example, manufacturing

and materials departments have to work in close

cooperation with each other. Materials can ensure

availability of material only with the feedback from

manufacturing and on the other hand manufacturing

can ensure smooth production only when it gets support

from materials. Same is the case with marketing and

manufacturing. Inter department cooperation is

especially important in the case of an organization like

BHEL where tasks are highly inter linked.  Design is

the work of one department, actual manufacturing of

another department and solving problems of

manufacturing is the work of yet another department.

All of them have to work in close cooperation with each

other if tasks are to be successfully accomplished.

The inter linking of tasks many a times leads to

formation of inter departmental teams to solve a

particular problem or to deliberate on some specific

issue. Whether these inter departmental teams work

with team spirit and are able to reach at decisions is

also highly important. It is another reflection of the

culture of the organization.

13. Conflict Tolerance

Conflicts are an inevitable part of organizational

life. While dysfunctional conflict has negative

repercussion on the organization, functional conflicts

have a positive side. In fact, functional conflict should

be actively promoted in the organization. And this is

what we imply by conflict tolerance. The culture of the

organization must be supportive of this tendency in

the organization. To what extent open discussions are

held is a measure of conflict tolerance. Criticism should

be freely allowed during discussions. Many a times

there are divergent views on a specific issue. A

subordinate may have a different viewpoint from his

superior. There can be instances in which deliberating

members are divided in majority and minority. Whether

divergent views are tolerated and discussed openly is
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the moot point. Thus it is highly necessary to have an

open and participative culture in the organization. An

open and participative culture is not only necessary

for employee motivation but for other reasons as well.

In an increasingly diverse workforce we have people

with diverse ideas, creativity and skills. What is

required is a pooling of their ideas, creativity and skills.

Many a times, their ideas and creativity can lead to

path breakers. But for this there must be a utilization

of these resources. And this can take place only in an

open and participative culture where every person is

free to express his opinion and ideas and even a lone

viewpoint is discussed threadbare. The culture of the

organization must provide for a vent to ideas and

creativity of its members. An organic free flowing culture

is what is required.

14. Systems

One of the drivers of success in any

organization is systems. Organizations need to have

systems in various functional areas be it production,

quality, marketing, Human Resource (HR) etc.

Systems proliferate every area of management.

Systems ensure the efficiency of efforts directed to

achieve goals and also effectiveness i.e. the efforts

move in the right direction. For e.g. an efficient and

effective material procurement system shall ensure that

right kind of material is available at the right place at

the right time and that too at a minimum cost. ISO,

TQM, EFQM model all are quality systems, which

ensure that there is efficiency and effectiveness in the

entire functioning of the organization. And how far they

have proliferated manufacturing as well as service

sector is anybody's guess. Organizations today are

going for the best systems of the day.

But adoption of systems alone is not enough.

There must be a culture for systems. This culture for

systems implies that there should be a strong

emphasis on the implementation of systems in the

organization. If this emphasis is missing, one may

adopt the best systems but it shall be of no use. And

not just the top management but managers at all levels

have to stress upon the implementation of these

systems. Only then can these systems percolate the

entire organization. Also employees at all levels should

be committed towards the implementation of these

systems. If commitment on the part of the employees

is missing, the best systems are reduced to zero. So

a culture for systems should be there in the

organization; a shared assumption that systems meant

for improvement in the functioning of the organization

have to be sincerely adhered to and implemented to,

must exist.

15. Result Orientation

The final dimension that has been included in

OC assessment of BHEL is result orientation. How

much emphasis is laid on achieving the final results is

the result orientation of the organization and an integral

part of its culture. To what extent do the members of

the organization believe that the end results are

important is a reflection of the culture of the

organization. High performance organizations generally

have a strong result orientation. Any why is it so is

anybody's guess? What matters at the end of the day

is that whether you have achieved your result, your

targets or not. Methodically, organizations may pursue

the best path but if results are not there then it is

useless. Henceforth organizations need to have a strong

result orientation.  How much emphasis is laid on

achieving departmental targets is a very common

measure of this orientation. Result orientation is both

quantitative and qualitative. Quantity alone cannot be

the criteria for meeting targets. Quality is also an

important consideration.  The emphasis that is laid in

the organization on its manufacturing or service is an

important part of its culture. Important here is the

human factor i.e. how much do the employees care

for quality. If employees do care for quality it is a

reflection of a positive culture for quality of results in

the organization.

CONCLUSION

The dimensional framework of culture

comprising of the fifteen dimensions described above

was used to assess the OC of HEEP BHEL and more

importantly to identify what kind of culture is imperative

for an organization engaged in business excellence

efforts especially when the thrust is on EFQM model

which is being adopted by thousands of organizations

internationally[28]. Results shown in the paper illustrate

survey study with large sample size, quite a good

number of depth interviews and ethnographic

assessment. Adopting a model is not difficult. The

major obstacle is its successful implementation. And

herein comes the role of culture. If the model gets

embedded in the fabric of the organization only then it

can said to be successful. And the role of binding glue

is played by culture. What is essentially most

important is how culture is conceptualized in the

organization. Henceforth utmost importance has been

given to discussions and depth interviews held with

experts from BHEL. Even the empirical testing though

of very simple nature was done taking the sample of

TQM matrix of HEEP, BHEL. At the end we get a
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dimensional framework of culture fit enough for HEEP,

BHEL. Though the study is on a case basis,

organizations with operational similarity can find it as

useful tool for their own assessment and augmentation.
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INTRODUCTION

Capital structure is considered as a crucial

aspect in firm's performance and has occupied financial

researchers for a long time. Since the seminal work of

Franco Modigliani and Merton Miller (MM), 1958

showed that capital structure decision do not affect

firm value when capital markets are perfect, corporate

and personal taxes do not exist. The theory of

irrelevance may sound theoretically applicable but it

does not exist in the real world. However, later on when

one or more of the MM assumptions are relaxed many

economists have shown that how firm value may vary

with changes in the debt-equity mix. From this point

of view, it is important to study the financial decisions

in determining the ratio of debt, the impact on the cost

of funds when affects the value of firm and the factors

impacting the choice of capital structure. The issues

regarding the determinants of capital structure has

attracted a lot of attention (Michael G.F. and Wesley

H.J., 1979; G. Hall et al. 2000; F. Voulgaris et. al.

2002; Tran D.K.N.,Cassar and Holmes, 2003,

Venkatesan, 1983, Abor Joshua, 2009; Eriotis Nikolaos

2007 and Neelakantan.R, (2006). The manufacturing

sector in India has received scant attention regarding

capital structure decision. As manufacturing

accelerates the growth of the country and thus

considered as a prime mover of a modern economy.

The present study is related to determining the firm

specific factors affecting the capital structure decisions

of Oil and Gas sector firms in India. In fact,

manufacturing sector has performed significantly better

than several of the core infrastructure sectors.

REVIEW OF LITERATURE

Serrasqueiro and Ragao (2009) conducted a

study on evaluating the impact of listed Portuguese

company's specific determinants on adjustment of

actual debt towards target debt ratios. The

determinants are assets, tangibility, size, profitability

and market to book ratio to determine the optimal level

of debt by using dynamic panel estimators and OLS

regression. The paper investigate the explanatory

power of Trade -off, Pecking Order Theory and Market
Timing Theory which further contributes for a deeper
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ABSTRACT

The capital structure approach studies the

impact of capital structure changes on value of the

firm and how different factors may influence, directly

or inversely, the debt and equity components of capital

structure.The various theoretical and empirical

researches about the optimal capital structure have

identified various factors affecting the firm's leverage

and consequently its value. An optimal capital structure

may be regarded as one that will minimize a firm's

cost of capital, while maximizing firm value.Thus,

considering the objective of the firm to maximize the

value of the shareholders, the firm should select a

financing mix which will help in achieving the objective

of financial management. The various theories suggest

that firms select capital structures depending on the

attributes that determine the various costs and

benefits associated with debt and equity financing. In

India, Oil and Gas sector industry has continued its

growth trajectory and capital structure decisions have

great impact on their success. The present study is

focused on assessing the determinants of capital

structure and their influence in deciding the financial

structure. The study also throws light in evaluation of

pattern and degree of suitability of Oil and Gas Sector

firms.

KEYWORDS: Financial Structure, Financial Ratios,

Financial Leverage, Firm Value.
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understanding about capital structure decisions. The
findings of the study are that the tangibility of assets
and size are the determinants that contribute for a
greater adjustment of debt towards optimal level. The
results also suggest that the transaction costs are
relevant and capital structure decisions are explained
in the light of Trade-off and Pecking Order Hypothesis.
Abar Joshua (2009) conducted a study on 160 industries
during a six year period (1998-2003) to examine the
determinants of capital structure decisions in Ghana.
In order to estimate the relationship between firm level
characteristics and capital structure regression model
was used by long term debt ratios and short term debt
ratios. The results of the study suggest that variables
such as firm's age, size, asset structure, profitability
and growth affect the capital structure of Ghana
enterprises.

Shanmugasundaram G. (2008) conducted a
study on Indian companies and Multinational
companies for a period of 16 years from 1988-89 to
2003-2004 which is divided into two parts i.e. process
patent period and transition period. The study aims to
explain the variation in the capital structure in the
pharmaceutical companies. The most important
explanatory variables for the capital structure pattern
are asset type measured by the proportion of fixed
assets to total assets. The variable profitability showed
negative relation consistent with the Pecking Order
Theory (domestic) and positive relation consistent with
the static trade off theory (MNC's). The growth rate of
total assets showed positive relation consistent with
Pecking order theory (domestic) while Multinational
Companies showed the reverse but an insignificant
level. MNC'S showed a negative relation with risk
consistent with the static trade off theory. The
comparison of two pair of regression models between
the process and transition period has shown significant
structural shift in the debt ratio of Indian, foreign and
pooled companies in India.

Buferna, Fakher et.al.(2005) conducted a study
on 55 Libyan companies(private as well as public
companies) for a time period of 5 years (1995-1999) in
order to examine the difference existing between private
and public sectors capital structure. The results of
cross sectional OLS regression shows that both the
static trade -off theory and the agency cost theory are
the pertinent theories to the Libyan company's capital
structure whereas there was little evidence to support
the asymmetric information theory. Thus, the paper
provides evidence of the capital structure theories
pertaining to a developing country and examines the
impact of the lack of secondary capital market by
analysing capital structure decision with reference to

Libyan environment.

Cassar and Holmes (2003) wrote a paper
entitled: "Capital structure and financing of small and
medium sized enterprises". This study examined the
determinants of capital structure in small and medium
enterprises in Australia. This study throws light on the
impact of various characteristics like size, rate of profit,
growth profitability and asset structure on the capital
structure. The researcher used multiple-regression
model, they suggested that the asset structure ratio,
profitability and growth, play an important role in the
financing of small and medium enterprises, there is no
clear evidence of the impact of size and risk to the
capital structure.

Voulgaris (2002) presented a research titled:
"Capital structure and profitability, growth and structure
of the assets in the industrial sector". This study
examined the determinants of capital structure of the
industrial sector, in the large Greek enterprises during
the period between (1986-88) where the study concluded
that the structure of assets and the rate of growth and
net profit has no effect on the structure of capital for
large projects and the ratio of debt to total assets has
a strong correlation with the net profit and turnover of
capital assets.

OBJECTIVES OF THE STUDY
- To assess the determinants of capital structure and
their influence in deciding the financial structure.

- To evaluate the pattern and degree of suitability of
the capital structure of firms with its  financial ratios.

HYPOTHESES OF THE STUDY
- There is a positive relationship between determinants
and capital structure.

- There is a positive relationship between financial
ratios and capital structure.

DATA AND RESEARCH METHODOLOGY

Scope of Study and Sample Size
The study is spread over a period of 9 years

from 2001-2009 for Oil and Gas sector firms listed on
the Bombay Stock Exchange (BSE-500). The total
numbers of Oil and Gas sector firms considered for
the study are 20. The criteria for the selection of the
firms are that those firms which are listed for a period
of less than 9 years (which is the period taken under
study) are not considered.

Collection of Data

The present study of Oil and Gas sector firms
will rely on the data collected from secondary sources.
The financial and income statement of the firms under
study are collected from various sources such as



43IMPACT OF FIRM'S CHARACTERISTICS IN DETERMINING THE CAPITAL STRUCTURE: A STUDY OF

OIL AND GAS INDUSTRY IN INDIA

Annual reports of the various firms, CMIE (Centre for
monitoring the Indian Economy) and Capitaline
database.

EMPIRICAL RESULTS AND DISCUSSIONS
The regression analysis was carried out for

Oil & Gas sector firms using relevant techniques to
identify the major variables which have impact on capital
structure decisions. The various testes are conducted
to assess the relative significance, desirability and
reliability of model estimation parameters. Thus,
regression analysis was used to see how far the
explanatory variables were related with capital
structure decisions and also to examine the inter
industry difference in determinants of capital
structure.The regression results presented in the table
below for Oil & Gas sector helps in identifying the
financial leverages to provide insight into the capital
gearing practices followed by the companies in this
sector. The study also helps to evaluate the variations
explained by financial ratios considered as a proxy for
firm value. The focus will be on to test the significance
of the explanatory variables selected for the analysis
of the capital structure based on regression model
and its impact on the firm value.

Table 1 is an extract of the regression results used to
test the primary hypothesis i.e. impact of valuation
ratios on the capital structure of Oil & Gas Sector

firms.

From Table 2 It is observed that the overall regression

model is significant (F=6.219766, p<0.00). In terms of

the relationship between overall valuation ratios and

financial leverage, the adjusted R2 = 0.5787 was

statistically significant It was suggested that the

valuation ratios explained 57 per cent of the variance

in the capital structure. The Oil & Gas sector firms are

having positive influence of Earnings per share on

financial leverage thus it can be interpreted that the

returns are being made available to shareholders thus

having a positive impact on the value of the firm, even

though there is a negative relationship existing between

the other explanatory variables and financial leverage.

From Table 3, it is concluded that t-value of 1.446362

with a significance level of 0.170092 for the constant

(intercept) is not statistically significant. The coefficient

of Fixed Assets Turnover Ratio (FATR) is negative and

is not statistically significant. The coefficient of

Earnings Per Share (EPS) is positive and is not

statistically significant. The coefficient of Operating

Profit Margin (OPM) is negative and is statistically

significant. The coefficient of Debt to Assets Ratio

(DAR) is negative and is not statistically significant.

The coefficient of Return On Assets (ROA) is negative

and is statistically significant.

 

Table 1: Regression Statistics of Oil & Gas Sector

Source: Capitaline database 2010

Table 2: Significance of the model on the

Relationship between Capital Structure and  Firm

Value of Oil & Gas Sector

Source: Capitaline database 2010

 

Table 3: Parameter estimates for the Regression

results of Oil & Gas Sector

  -   

  -   

Source: Capitaline database 2010

The findings of oil & gas sector followed a different

pattern of results in which only earning per share is

related positively to financial leverage. The other

variables i.e. fixed assets turnover ratio, operating profit

margin, debt to assets ratio and return on assets are

negatively related to financial leverage. There is a

disadvantage of high debt in the capital structure

because it increases the borrowing cost. A high

proportion of debt in the capital structure makes debt

risky. The lender incorporates the high risk element in

the lending rate making the interest cost high. If the

company's profits are low, the high risk of default further

swells up the lending rate making the interest cost

high. This can result in leverage working in the opposite

direction. The return on assets is a measure of firm's

profit generated relative to its investment in assets. It

Multiple R 0.830403907 

R Square 0.689570648 

Adjusted R Square 0.578703023 

Standard Error 0.135694955 

Observations 20 

ANOVA 

  Df SS MS F Significance F 

Regression 5 0.572626485 0.114525 6.219766 0.003077325 

Residual 14 0.257783693 0.018413   

Total 19 0.830410178       

 C oeff ic ien ts Stand ard Erro r t S tat P-value 

Inte rc ept 1 .177715768 0 .814260966 1.446362  0.170092 

F ATR  AVG. -1.28927E-0 3 .50854E-06 -0.36747 0.718766 

E PS AV G. 0 .000584141 0 .002198315 0.265722  0.794326 

O PM AVG . -0.00357901 0 .001762297 -2.03088 0.061706 

D AR  AVG. -0.51290332 0 .795081727 -0.6451 0.529296 

R OA AVG. -0.01558512 0 .003281218 -4.7498 0.000311 
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dependent variable are used to explain the inter industry

variation of capital structure for Oil & gas sector firms.

To test the correlation between each dependent and

independent variable, Karl Pearson correlation is being

calculated and presented in Table 4.

It can be interpreted that financial leverage is

provides an indication that firm's assets are

underutilized. Thus, it is an indicator of operating

performance, Firer et.al. (2004) in the present case,

negative impact on financial leverage was experienced.

The correlation coefficient was used to assess the

determinant of capital structure and its influence in

deciding the financial structure. The independent and

Table 4: Correlation for Independent and Dependent variable for Oil & Gas Sector Firms

 

**Correlation is significant at the 0.01 level(2-tailed) *Correlation is significant at the 0.05 level (2- tailed)
Source: Capitaline database 2010

positively correlated with size and growth. In the present

study of Oil & Gas sector firm size is considered to be

a factor in determining capital structure as discussed

in earlier studies, Booth et.al. (2001).In a study of

factors influencing capital structure in developed

countries, Rajan and Zingales (1995) reported that an

increase in financial leverage is associated with firm

size in all the G-7 countries with the exception of

Germany. It is thus argued that large firms tend to be

well diversified and hence are less likely to go bankrupt.

Myer and Majluf (1984) is considered as the cause of

positive relationship between leverage and growth

,because high growth rate will tell outside financer that

the borrower is now in a growing market and is less

likely to go bankruptcy. G. Hall et.al.  (2000) also raised

the point that growth is likely to put a strain on retained

earnings and push the firm to borrow and thus be

positively related to leverage. It is also possible that

larger firms that have built enough reserves may choose

to finance their operations through their respective

internal markets, rather than passing through the

difficulties inherent in accessing the external financial

markets. This impression is supported by other

empirical results from Desai et.al. (2004) and Li(2005)

who both resolve that larger firms are financed with

less external debts in countries with undeveloped

  

FL Avg 

 

CVA  Avg 

 

Net sales Avg 

 

Glo  Avg 

 

Pro  Avg 

 

NDTS  Avg 

 

ICR  Avg 

 

ROCE  Avg 

 

RONW  Avg 

FL Avg   Pearson Corrrelation 

Sig (2-tailed) 

N 

1 

 

20 

-.039 

.872 

20 

.121 

.612 

20 

.277 

.238 

20 

-.732** 

.000 

20 

-.004 

.986 

20 

-.420 

.065 

20 

-.649** 

.002 

20 

-.456* 

.043 

20 

CVA  Avg   Pearson Corrrelation 

Sig (2-tailed) 

N 

-.39 

.872 

20 

1 

 

20 

.179 

.450 

20 

-.215 

.363 

20 

.107 

.653 

20 

.811** 

.000 

20 

.101 

.670 

20 

.166 

.485 

20 

.269 

.252 

20 

Net sales Avg   Pearson Corrrelation 

Sig (2-tailed) 

N 

.121 

.612 

20 

.179 

.450 

20 

1 

 

20 

-.286 

.221 

20 

-.115 

.630 

20 

-.011 

.964 

20 

-.118 

.621 

20 

-.091 

.702 

20 

.051 

.830 

20 

Glo  Avg   Pearson Corrrelation 

Sig (2-tailed) 

 N 

.277 

.238 

20 

-.215 

.363 

20 

-.286 

.221 

20 

1 

 

20 

-.464* 

.039 

20 

.050 

.835 

20 

-.263 

.263 

20 

-.439 

.053 

20 

-.451* 

.046 

20 

Pro  Avg   Pearson Corrrelation 

Sig (2-tailed) 

N 

-.732** 

.000 

20 

.107 

.653 

20 

-.115 

.630 

20 

-.464* 

.039 

20 

1 

 

20 

.160 

.500 

20 

.411 

.072 

20 

.978** 

.000 

20 

.855** 

.000 

20 

NDTS  Avg   Pearson Corrrelation 

Sig (2-tailed) 

N 

-.004 

.986 

20 

.811** 

.000 

20 

-.011 

.964 

20 

.050 

.835 

20 

.160 

.500 

20 

1 

 

20 

-.096 

.687 

20 

.222 

.347 

20 

.262 

.265 

20 

ICR  Avg   Pearson Corrrelation 

Sig (2-tailed) 

N 

-.420 

.065 

20 

.101 

.670 

20 

-.118 

.621 

20 

-.263 

.263 

20 

.411 

.072 

20 

-.096 

.687 

20 

1 

 

20 

.397 

.083 

20 

.387 

.092 

20 

ROCE  Avg   Pearson Corrrelation 

Sig (2-tailed) 

N 

-.649** 

.002 

20 

.166 

.485 

20 

-.091 

.702 

20 

-.439 

.053 

20 

.978** 

.000 

20 

.222 

.347 

20 

.397 

.083 

20 

1 

 

20 

.929** 

.000 

20 

Ronw  Avg   Pearson Corrrelation 

Sig (2-tailed) 

N 

-.456* 

.043 

20 

.269 

.252 

20 

.051 

.830 

20 

-.451* 

.046 

20 

.855** 

.000 

20 

.262 

.265 

20 

.387 

.092 

20 

.929** 

.000 

20 

1 

 

20 
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capital markets or weak creditor rights in Nigeria.

Growth opportunities can be considered as future

capital assets that cannot be used as collateral for

lending agreements, Titman and Wessels (1988).

Firms with growth opportunities may have incentives

to invest in a suboptimal manner. There are two

competing arguments on the impact of growth potential

on a firm's financing decisions. As explained by Myers

(1977), since risky debt may capture enough of the

benefit from the exercise of growth potential, managers

act to maximize equity value rather than total firm value.

Consequently managers have an incentive to

underinvest in future growth opportunities. Therefore,

a firm's leverage and growth potential may have negative

relationship. On the other hand, growth potential may

offer incentive to managers to overinvest in future growth

options, Jensen and Meckling(1976) resulting in more

demand for the debt capital. In the study of oil & gas

sector it is found that there is a statistically significant

relationship between debt and growth potential. Further

results of the study suggest that financial leverage is

negatively related with return on capital employed,

interest cover ratio, collatralizable value of assets, return

on net worth, non-debt tax shield and profitability.

Based on pecking order theory in the financing pattern,

the results show that the relationship between

profitability and financial leverage is highly significant

and negative indicating that the firms that are more

profitable are very much likely to rely on internal capital

in financing their operations. The negative coefficient

of collatralizable value of assets indicates that increase

in short term debt is used to finance current assets,

due to which the proportion of net fixed assets in the

total assets reduces. These findings are consistent

with the findings of Rajan and Zingales(1995).

CONCLUSION

The capital structure to be called as an

optimum capital structure requires judicious mix of debt

and equity. An optimal capital structure exists which

balances the risk of bankruptcy with the tax savings of

the debt. In order to determine the optimal capital

structure for Oil and Gas sector firms in the process of

maximising shareholder value has been an elusive

target and a challenging pursuit for a number of years.

The decision also has an impact on an organization's

ability to deal with its competitive environment. The

present study evaluated the relationship between

capital structure and firm value of Oil and Gas sector

firms listed on the BSE-500 for nine year period (2001-

2009). The present study also focused on assessing

the impact of determinants of capital structure of Oil &

Gas sector firms in deciding the financing pattern. It is

suggested that Oil & Gas sector firms should use

retained income in financing new investments and

operational costs. With the current financial crisis in

mind, Indian firms must increase their cash generating

capacity through more efficient asset management,

increase competitiveness within the continent and

global markets, increase cash generating capacity,

establish good and steady bank-firm relations and

provide highly trained managerial personnel to upgrade

technologies in accordance with the new global trends.

It is also suggested to include macro-economic

variables while studying the impact of the capital

structure decisions on firm value because under more

stable and healthier internal conditions firms are not

only likely to take more debt but the effects of firm

level determinants of leverage are also reinforced.
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evaluating the skill and requirement of the employees

it can provide highly effective training which will help

employees to create visible difference in their

performance.

The results helps in focussing that

organization while designing, planning, assessing and

evaluating training should be more employee centric,

the contrast between pre and post training behaviour

should be focussed and sufficient time should be

provided to expect results from training. The training

should be linked both to organization goals and

employees need primarily. This will help in providing a

long term advantage to the organization as well as

employees.

KEYWORDS:  Training, Training Methods, Training

Effectiveness.

INTRODUCTION

Training refers to imbibing and transferring

necessary skills, attitude and competencies in

employees at different levels after identifying the need

and relate or align it with the task or work to be

performed .Whether training is meant for long term or

for meeting short term needs it should be need based,

trainee centric, result focussed, clear in objectives and

purpose both for trainer and trainee and a suitable

climate for transfer of skills should be designed.

Training is important and a pervasive function

all across the organization irrespective of the size,

nature, structure, and type of organization. Investing

strategically in training and development is important

because the focus of every organization now is on

procuring and maintaining "Talent workers" in

organization. The organization suffers more when those

adding consistently to value of organization and for

whose replacement is tougher and expensive leave

the organization. Thus, training and development is

one of the function that  helps in improving continuously

the required gaps in skills or competencies and

enhancing the quality and contribution of each

employee with respect to the task thus mutually
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ABSTRACT

Training plays a pivotal role in deciding and

determining the present and future success of any

organization with respect to its manpower. In today's

competitive environment where organizations are

focussing largely on skilled and trained manpower

due to rising pressures, competition, and also

preparing employees to occupy future roles has

become significant. The present paper attempts to

identify the approach of the selected glass

manufacturing unit in identifying training need at

different levels and factors that affect the training and

its effectiveness. From the data collected and

supported by tools like regression analysis, f-test and

based on percentage analysis different conclusions

were made like it was found that few skills like

leadership, decision making, time management,

technical skills and team work were found to be

significantly affecting training. The factors like

relevance, relatedness and application of the learned

skills are important factors that also affect training.

Positive and employee driven approach based on

needs and supported by right tool can enhance

learning to a large extent. Based on suggestions and

ideas of the participants it can be concluded that if

organization identifies, plans, designs and keeps
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benefitting the employee and the organization Other

benefits includes-

- It helps in avoiding loss and wastage due to lack of

training or required skills

- It helps in building and gaining a competitive advantage

by way of maintaining skilled manpower in organization

it helps in developing a sense of belongingness in

employees since they feel that organization is bothered

for their development and helps them to explore better

growth opportunities.

- It helps in filling the deficiencies at right time thus

avoiding losses.

- It helps in adapting to the changing environment and

this quick adaptability leads to effective ad faster

development.

-It helps in making organization stay ahead in

competition with the help of trained and competent

manpower.

- It helps in effective retention of talented employees

and thus helps in brand building or employer branding

at large.

REVIEW OF LITERATURE

Training is the formal and systematic

modification of behaviours through learning which

occurs as a result of education, instruction,

development and planned experience.' (Armstrong,

2001: 543)

Development is any learning activity, which is

directed towards future, needs rather than present

needs, and which is concerned more with career growth

than immediate performance (Armstrong, 2001: 543)

A study of 74 senior managers by Farhad

Analoui (1995) within Indian Railways, over three years,

has revealed that managers, in order to become

effective, not only require task and people skills but

also self-development knowledge and skills, because

the effectiveness of the senior officials within the public

sector has been disproportionately associated with

task instead of people-related skills.

Joe Perdue, Jack D. Ninemeier, Robert H.

Woods, (2002) describes a study undertaken to assess

how private club managers perceive the relative

effectiveness of alternative training methods to attain

specific types of training objectives. Data were obtained

from 123 club managers who were members of the

Club Managers Association of America. Participants

rated the effectiveness of 16 alternate training methods

for potential use in six different types of training

situations. Training methods studied included case

study, video-tape, lecture, one-to-one, role play, games,

computer simulations, paper and pencil, audiotapes,

self-assessment, movies/films, multi-media, audio,

computer and video conferencing and sensitivity

training. Training objectives studied were knowledge

acquisition, changing attitudes, problem solving,

interpersonal skill development, participant acceptance

and knowledge retention. Analysis of data indicated

that one-to-one training is the preferred method to attain

all objectives except interpersonal skill development.

Diarmuid De Faoite, Colette Henry, (2002)

discussed the importance of proving the effectiveness

of training. Effectiveness is the primary motive for

training. They define that in order to measure the

effectiveness of training evaluating it by way of behaviour

changes on the job is most important .They emphasize

that an approach whereby individuals can see how they

have changed and quantify the amount of change is

very important.

Purpose of Study

Manufacturing confronts not a good public

image. Characteristic notions that are synonymous

with this industry include: low pay, no scope for growth

and so on. Consequently, few highly skilled workers

seriously consider manufacturing careers.

However, now the general perception is

changing dramatically. Apart from providing a more

structured career growth path, one of the reasons for

this change in the mindset would be the nature of

training and coaching provided to new entrants once

they are taken on board. Employers are quickly

realising that the quality of their manpower is directly

proportional to the final bottom line, bringing forward

the need to train and coach employees appropriately.

While an assessment process and

competency-based interviews help identify talent,

coaching and training are initiatives that aim at

grooming and nurturing the talent. Training provides

theoretical support to an individual development

whereas coaching provides a more practical and

personal form of support. The combination of both

creates a powerful foundation stone for future

development and potential identification.

Every organization has different processes,

and at times, a different approach to work as well,

leading to the need for process-driven training and

coaching to facilitate relevant learning. Most hires may

have the theoretical knowledge required for the job,

but they need to be taught the tricks of applying that
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knowledge in the fashion that best suits the process.

A company-specific structured training

program is extremely essential. Fresh engineers

recruited straight off campuses cannot be put on the

job straight away, as they have very little knowledge

about the actual dynamics at shop floor level. They

need to be introduced to Engineering Management

skills in a systematic manner.

The manufacturing industry also boasts about

the fact that it provides its workforce with competency

enhancement training. This ensures that they become

competent to take up different roles in the organization

and have an insight into various managerial soft skills,

which are almost as essential as the technical ones.

At Gold Plus (selected organization) various

areas on which training is given is as follows:

- Quality Control.

- Defect from Tin Bath.

- Understanding "Balance Score Card"

- ISO Training.

- Review of Safety Aspects.

- Training imparted and its effectiveness.

- Technical Training.

OBJECTIVES OF THE STUDY

Based on review of literature and after

conceptual analysis of the training program at gold

plus glass manufacturing the following objectives of

study were framed-

- To identify training need identification process at the

company for 50 employees across different levels of

organization namely- At Junior Level-Shop Floor

Workers, Middle Level-Engineers, Design Engineers,

Supervisors, Senior Level-Assistant Departmental

Managers, Departmental Managers

- To study different skills that employees at different

levels feel important  for improving their performance

- To study employees  perception about different MDP

programs offered by the company at different levels

- To study the  satisfaction of the employees  from

different training programs

- To study major factors that affect training and its

effectiveness on employees performance like training

need identification, pre and post training, feedback from

superiors, methods of training, support from

management, opportunities to implement the learning

from training for growth, challenges and obstacles in

training, suggestions for improvement.

RESEARCH  METHODOLOGY

The research is descriptive and diagnostic in

nature where based on the practices the effectiveness

of training is attempted to be measured at Gold Plus

Glass unit. Sample size is 50 which are selected across

different levels to measure and compare different skill

requirement of employees across the organization.

Sampling unit is all employees of Gold Plus Glass

Industry Ltd, Roorkee.

Type of sampling used in this survey is

convenience sampling. In this method, the sampling

units chose randomly from the total employees at all

the levels in the organization.

Research Instrument is a structured

questionnaire consisting of 13 items including factors

like factors affecting effective training, post training

feedback, training assessment, learning and its

implementation, opportunities and skill development

after training and challenges in training.

Statistical Tools Used

The collected data based on questionnaire was

analyzed using percentage method and by regression

analysis to identify the relationship between factors

affecting training.

Sample Size 50 

Target Population   Gold Plus Glass Industry  Ltd. 

Sample Area   Gold Plus, Roorkee plant 

Sampling    Convenience sampling 

Type of questionnaire   Structured 

No. of Questions involved    20 questions 

Type of questions   Close as well as open ended 

 Validity of Questionnaire

Before distributing questionnaire to the

respondent's pilot testing was conducted on 20 different

employees. The cronbach alpha was 0.75 which

indicates the data is reliable. The questionnaire was

also discussed with different experts and based on

their inputs and few questions were reframed to make

them easily understood and simple. Thus the

questionnaire has expert validity. It was ensured that

the respondents had filled the questionnaire completely.

For the present  study the data was collected
between April to June 2012.
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DATA ANALYSIS AND INTERPRETATION
Based on the questions and the response

collected the following analysis and interpretation can
be made. The employees selected for this survey are
from Shop Floor Workers to Departmental Managers.
Employees above Departmental Managers are not
included in this survey. After a thorough discussion
and feedback on training need identification 21 different
skills which the organization tries to instil at different
levels were identified and then importance that
employees at different levels consider were recorded
and top 3 skills that they consider are identified. The
details of these are as follows-

Skills important at Junior Level
No. of participants = 25

Table1: Table showing the percentage of skills
required for Junior Level

From the above it is clear that at junior level

employees were of the opinion that technical skills,

time management, team work, quality related activities,

inter-personal skills were ranked higher in comparison

to other skills at junior level.

Skills important at Middle Level

No. of participants = 15

Table 2 :Table showing skill requirement at Middle

Level

No. Skills and 

Behaviour 

Score based on 

Questionnaire 

Average Percentage 

1. Presentation Skills 15 1 2.139% 

2. IT related Skills 15 1 2.139% 

3. Supervisory Skills 36 2.4 5.13% 

4. Marketing Skills 15 1 2.139% 

5. Time Management 55 3.6 7.7% 

6. Leadership Skills 17 1.13 2.42% 

7. Technical Skills 68 4.53 9.69% 

8. Quality related 

activities 

47 3.13 6.69% 

9. Team Work 64 4.26 9.112% 

10. Decision Making 

Skills 

32 2.13 4.56% 

11. Coaching Skills 34 2.26 4.8% 

12. Creativity and 

Innovation 

33 2.2 4.71% 

13. Change 

Management 

31 2.06 4.4% 

14. Interpersonal Skills 41 2.73 5.84% 

15. Negotiating Skills 18 1.2 2.57% 

16. Problem Solving 

Skills 

31 2.06 4.4.06% 

17. ISO knowledge 51 3.4 7.27% 

18. Strategy and 

Planning Skills 

39 2.6 5.6% 

19. Stress Management 30 2 4.28% 

20. Project 

Management 

16 1.06 2.26% 

21. Work Life 

Balance/issues 

15 1 2.139% 

It was found that at middle level also

employees ranked technical skills, team work, quality

related activities to be important skills for them.

No. Skills and Behaviour Score based on 
Questionnaire 

Average Percentage 

1. Presentation Skills 25 1 2.43% 

2. IT related Skills 25 1 2.43% 

3. Supervisory Skills 30 1.2 2.9% 

4. Marketing Skills 26 1.04 2.53% 

5. Time Management 104 4.16 10.11% 

6. Leadership Skills 25 1 2.43% 

7. Technical Skills 119 4.76 11.57% 

8. Quality related 
activities 

85 3.4 8.26% 

9. Team Work 101 4.04 9.82% 

10. Decision Making 
Skills 

37 1.48 3.59% 

11. Coaching Skills 36 1.04 2.53% 

12. Creativity and 
Innovation 

71 1.44 3.52% 

13. Change Management 78 2.84 7% 

14. Interpersonal Skills 26 3.12 7.59% 

15. Negotiating Skills 36 1.04 2.53% 

16. Problem Solving 
Skills 

75 1.44 3.51% 

17. ISO knowledge 25 3 7.3% 

18. Strategy and 
Planning Skills 

28 1 2.43% 

19. Stress Management 26 1.12 2.72% 

20. Project Management 25 1 2.43% 

21. Work Life 
Balance/issues 

25 1 2.43% 
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No. Skills and Behaviour Score based on 
Questionnaire 

Average Percentage 

1. Presentation Skills 33 3.3 6.16% 

2. IT related Skills 17 1.7 3.17% 

3. Supervisory Skills 16 1.6 2.99% 

4. Marketing Skills 10 1.0 1.86% 

5. Time Management 42 4.2 7.84% 

6. Leadership Skills 45 4.5 8.39% 

7. Technical Skills 10 1.0 1.86% 

8. Quality related activities 26 2.6 4.85% 

9. Team Work 39 3.9 7.7% 

10. Decision Making Skills 39 3.9 7.27% 

11. Coaching Skills 21 2.1 3.92% 

12. Creativity and Innovation 15 1.5 2.8% 

13. Change Management 27 2.7 5% 

14. Interpersonal Skills 24 2.4 4.47% 

15. Negotiating Skills 15 1.5 2.8% 

16. Problem Solving Skills 28 2.8 5.22% 

17. ISO knowledge 23 2.3 4.3% 

18. Strategy and Planning Skills 31 3.1 5.78% 

19. Stress Management 29 2.9 5.41% 

20. Project Management 26 2.6 4.85% 

21. Work Life Balance/issues 20 2.0 3.73% 

Skills important at Senior Level

No. of participants = 10

Table 3: Showing the percentage of skills required

at Senior Level

sessions are conducted. Thus, no formal process for

debriefing is conducted for debriefing which is required.

Table 4: Briefing of Session

Cate g ory   N o. o f P artic ipan ts  Pe rcentag e  

S trong ly  A gree  3 6 %  

A gree   24  48  %  

D is ag ree  19  38  %  

S trong ly  Disagree  4 8 %  

 

After analysis it was seen that leadership

skills, team work, decision making skills and time

management were thought to be important skills which

employees at senior level deem to be a part of their

training program.

Further, in order to identify whether briefing

and debriefing sessions are conducted it was found

that 48% employees agreed that briefing sessions are

conducted. From the response of the participants, it

is evident that some of the departments in the

organization are practicing briefing sessions before

training program in an informal manner but there is no

formal process of briefing.

Similarly for debriefing sessions 46%

participants disagreed that no debriefing sessions

areconducted and only 32% agreed that such

Table 5:  De-briefing Sessions are Conducted for

Participants Sponsored for Training

  

  

  

The next question focussed on interest shown

by superior in training of employees it was found after

analysis that 50% employees agreed that their

superiors show interest in their development which is

a positive indicator. Only 6% disagreed that interest

level of superior is less.

Table 6 : Interest Shown by Superior in Development

  

  

  

In order to assess whether there is an

improvement in MDP offered by the organization and

whether they are improving or not it was found that

66% agreed that there is an improvement in MDP

offered by organization and 18% agreed that there is

improvement in quality of MDP offered.

All participants agreed that training program

should be continuously improved so as to get

maximum benefits out of it. Almost all the participants

agreed that MDPs are continuously improving.

Table 7: Improvement in MDP offered by Organization

The next question focussed on whether the

employees are selected on the basis of training need

  

  

  

Categ ory No. of Participants Percentage 

S trongly  Agree 7 14 % 

A gree 16 32 % 

D isagree 23 46 % 

S trongly  Disagree 4 8 %  

Categ ory No. of Participants Percentage 

S trongly  Agree 22 44 % 

A gree 25 50 % 

D isagree 3 6 %  

S trongly  Disagree 0 0 %  

Categ ory No. of Participants Percentage 

S trongly  Agree 7 14 % 

A gree 33 66 % 

D isagree 9 18 % 

S trongly  Disagree 1 2 %  
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it was found that 42% disagreed that participants are

selected for training based on training need

identification and 38% agreed that they are selected on

the basis of training need.

Table 8: Employees are sponsored based on

training need identification

Table 10: Regression Test

 

are highly significant. Training also helps an individual

in applying new skills on the job.

Further, in order to find how far employees

are able to use the learned skills a 4 point rating scale

it was found that 66% participants agreed that they

are able to use some skills and 2% agreed that they

have not used any skills learned in training.

Table 11: Usage of Learned Skills

Further , in order to identify which factors are

hindering application of new skills on the job few factors

like lack of opportunity, time, lack of coaching, time to

experiment ,lack of supervision were selected. From

the analysis it was found that lack of time and

opportunity and lack of coaching were amongst major

reason that hindered the application of learned skills

 

Table 9: Factors Responsible for Overall Success

of MDPs

ANALYSIS

Level of significance is = 5% = 0.05

With the help of regression analysis, the three most

important factors which are responsible for the overall

success of MDPs at large are found out and shown in the

table:

The value of R Square is calculated by the

regression analysis is = 0.843 and the value of F-

significance = 9.64E-13. With the help of the value of

R Square = 0.843, 84 % variation in the overall rating

is explained by the selected criteria (Ten factors),

hence model is a good fit and also the significance of

the entire model can be further checked by the value

of F- significance. The value of F- significance = 9.64E-

13, which shows that the entire model (Ten Factors)

 

Participants agreed that selection of training

need should be based on their designation, profile and

responsibilities.Further, in order to assess the

perception about MDP a 5-point rating scale ranging

from poor to very good was used.  It was found that

40% of employees rated it as good and only 2% rated

it as poor. Almost all of the participants have given

above average rating to the training program as a whole.

For identifying the most important factors for MDPs

success, participants were asked to rate some of the

factors like Relevance to my work, Discussions,

Structured, Use of time, Level of activities, Personal

objectives achieved, Well organized, Training

methodology used, Relevant training material and

Communication and coordination.

 

Categ ory No. of Participants Percentage 

S trongly  Agree 4 8 %  

A gree 9 38%  

D isagree 21 42%  

S trongly  Disagree 6 12%  

Multiple R 0.919     

R Square 0.844     

Adjusted R Square 0.804     

Standard Error 0.422     

Observations 50     

ANOVA      

  df SS MS F Signif. F 

Regression 10 37.549 3.755 21.069 9.64918E-13 

Residual 39 6.951 0.178   

Total 49 44.5      

  Coeff. S. E. t Stat P-value  

Intercept -0.526 0.317 -1.659 0.105  

Relevant To My Work 0.408 0.108 3.793 0.001  

Discussion -0.183 0.136 -1.344 0.187  

Structured -0.044 0.107 -0.409 0.684  

Use Of Time 0.016 0.108 0.148 0.883  

Level Of Activity 0.236 0.106 2.218 0.032  

Personal Objectives 

Achieved 0.103 0.109 0.945 0.351  

Training Methodology 0.133 0.115 1.158 0.254  

Well Organized 0.288 0.106 2.718 0.010  

Training Material 0.050 0.076 0.654 0.517  

Communication & 

Coordination 0.156 0.124 1.260 0.215  

Category No. o f Participants Percentage 

Lack of opportunity 16 32%  

Lack of time 17 34%  

S kills were not relevant 7 14%  

No supervis ion 1 2% 

S .N o. F a ctors  C oe ff icie n t P -V a lu e 

1 . R e le va n ce  to m y w o rk 0 .4 08 3 8 2  0 .0 00 5 0 6  

2 . W e l l O rg a n ize d  0 .2 88 2 8 3  0 .0 09 7 4  

3 . L e ve l o f A ctiv ity 0 .2 35 7 4 1  0 .0 32 4 1 7  
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on the job.

Table 12: Factor that Creates Difficulty in Applying

New Skills on the Job

are the most effective methods

- Videos, Case Studies, Outbound and Role Playing

are effective methods

- In-basket Exercise and Classroom Lectures are

somewhat effective methods.

FINDINGS OF STUDY

From the above analysis the following

observations were made -

1. Training and development programs at Gold Plus

Glass Industry Ltd. are aimed at systematic

development of knowledge, skills, attitude and team

work.

2. Satisfaction of the learner is the most important

factor in training program. It plays a major role in

employees' growth and development, commitment

towards the job. It is evident from the analysis that

88% participants have ranked MDPs as good and above

it shows interest on the part of organization as well as

participants that they consider these MDP to be a

important source for their development.

3. Only 53% participants were aware about the

objective, benefits & learning of training through briefing

sessions when being selected. Also, some of the

departments in the organization are practicing briefing

and debriefing sessions before and after the training

program respectively in an informal manner but there

is no formal process of briefing and debriefing in the

organization. Thus this is an important improvement

area for organization which can further facilitate training

and its outcomes.

4. Three important factors  like high relevance, well

organized and  appropriate level of activity were found

to be the important factors that affect effective training

in a MDP.Thus this being a strong area organization

should further strengthen this as a key differentiator

for employee development.

5. It was found that almost irrespective of the level

need of focussing on technical skills, team work, time

management along with good decision making and

leadership abilities were accepted to be strong factors

in which skills needs to be developed, thus while

designing training programs focus should be on

emphasizing these skills so that training becomes

more employee driven.

6. Other positive factor was that majority of

employees agreed that their managers take interest in

their development. This mindset helps in building sound

leadership and develops a sense of accountability and

creativity amongst employees thus making them to

The next focus was to determine what makes learning

and training most effective for participants.  In order to

determine this four options for this question were-

studying underlying concept, step-by-step instructions,

observing others and active participation. From the

result it was found that participants can learn more

effectively, it was seen that 74% are in favour of active

participation, 8% are in favour of observing others10%

are in favour of step-by-step instruction,8% are in favour

of studying underlying concepts.

Table 13: Methods of Effective Learning

Finally the focus of the study was on identifying

which method of training participants feel is effective
in developing their skills .For this question 3 point

able 14: Effective Methods of Training

 After analysis it was found that -

- Workshops, On the job training and group studies

Categor y No . of Par ticipants Percentage 

A ll Ski lls 6 12%  

S ome Skil ls 33 66%  

V ery Few Skills  10 20%  

No Skil ls 1 2%  

T

Methods of Training Percentage 

Classroom Lectures 8% 

Video 10% 

Workshops 11% 

On The Job 11% 

Computer Base 9% 

Case Study 10% 

Role Play  10% 

In the Basket 9% 

Outbound 10% 

Group Studies  11% 

Methods of Effective Learning Percentage 

S tudying underlying concept 8% 

S tep-by-step instruc tions  10% 

O bserving others 8% 

A ctive participation 74% 

scale is used i.e. most effective, somewhat effective

and effective.
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perform more effectively in long run.

7. Also in questionnaire based on suggestions of

employees to improve T&D effectiveness following

observations were made -

- Participants believe that training needs should be

identified according to the level, designation and job

profile and such training needs should be finalized only

after conducting a joint discussion between HODs and

their subordinates.

- 16% participants were of the opinion that in-house

training programs should be conducted by internal

trainers of the organization.

- 12% participants have given the suggestion that

management should revise methods for measurement

of effectiveness of training imparted.

- 18% participants are of the opinion that case studies

& examples shared with the participants during the

training programs should be more realistic and related

to project industries so that the participants can

successfully relate the same to their day-to-day job

demands.

- Cross functional departmental training should be

imparted in order to do away with the monotony and

boredom of their routine work.

- The Organization should provide the facility of e-library

to all employees where in technical and behavioural

training material can be accessible to employees

across the organization in order to promote the concept

of self-learning

- 38% participants say that there is need for

improvement in infrastructure & facilities provided to

employees such as proper working conditions in

summer, proper space arrangements for keeping

papers as well as inventory, adequate sitting space in

library, proper entertainment & cafeteria

- 12% participants are in the favour that employees

should get more exposure & training in latest

technology available in the market so as to augment

their efficiency, effectiveness & productivity.

- Flexible timings: 12% participants are of the opinion

that employees belonging to the category of officer

and above should have the option of flexible work timing

so that they can work more productively in their

preferred work timings

- One question which was asked to identify the strength

of their organization the following observations were

made-

- Supportive & encouraging work culture: 50%

participants say that the working environment in the

organization is very encouraging & supportive.

Employees are of the opinion that team work is of

paramount importance for the success of the

organization.

- Exposure to world class technology: almost all the

participants are agreeing with the fact that strong

system base & in depth technical knowhow is available

at all corners of the organization which is enabling the

organization to become one of the global market

leaders.

- Exposure to world class brand: 30% participants say

that the strength of the organization is in its brand

image, relevant collaborations & strong market hold /

share as far as turnkey projects are concerned.

- Competent & committed work force: 26% participants

say that the organization has a good & relevant human

resource base i.e. multi skilled man power.

- Feedback Forms: After every session of Training a

feedback form is filled in which all employees give their

ratings and suggestions and on which work is carried

out.

CONCLUSION

Thus, it can be concluded from above analysis

that in  order to make training more effective in this

organization few changes and  improvements are

required like the survey for identification of training needs

should be conducted more frequently in order to gauge

the perception of the employees regarding training &

development process practiced by the organization.

The Management should initiate the process of

mentoring by the senior management for new

employees to induce hand holding culture in the

organization. The HODs of different departments should

compulsorily practice formal process of briefing and

debriefing before and after every training program

respectively with an objective to inculcate learning

culture into the organization.

The Management should change training

vendors & faculties for conducting MDPs on yearly

basis. The Management should conduct employee

satisfaction surveys after every 2 years for gauging

perception of the employees in relation to the

parameters like overall employee satisfaction, advocacy

& stability and finally to assess the employee

engagement ratio of the organization. The Management

should conduct employee satisfaction surveys after

every 2 years for gauging perception of the employees

in relation to the parameters like overall employee
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satisfaction, advocacy & stability and finally to assess

the employee engagement ratio of the organization.

By adopting these measures the organization will really

reap the benefits of training in most strategic way thus

making its employee a real talent for long term

sustainability of organization effectiveness.
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2011) from the prespective of stakeholders (Abate et

al., 2004). Though the concept of Value Added (VA)

was originated in U.S.A., the companies in Europe

have been using it with greater frequency because

European countries have introduced value added tax

in their fiscal system. The concept of value added is

also becoming popular in India due to introduction of

value added tax in recent past.

Bearing in mind the substance of EVA and

VA, the present study is an attempt to measure the

relationship between shareholders' value and financial

variables. As far as shareholders' value is concerned,

residual income measures have been considered and

financial variables such as residual income

components, traditional value measures and cash flow

measures have been taken into account. EVA and VA

have been taken as residual measures. Earning Before

Interest and Tax (EBIT) and Earning Before Interest,

Tax, Depreciation and Amortization (EBITDA) as

residual income components, Earning Per Share (EPS)

and Price-Earning Ratio (P/E) as traditional value

measures and Cash Flow from Operating Activities

(CFO) and Cash Flow from Investing Activities (CFI)

as cash flow measures have been taken for the study.

This study is organised as follows: the next

section following the introduction discusses the

literature review. The third section highlights the problem

under investigation. Objectives are listed in the fourth

section. The fifth section discusses study methodology.

The sixth section provides details of the results and

analysis of the available data and the final section

presents conclusion.

REVIEW OF LITERATURE

EVA, REVA (Refined Economic Value Added)

and MVA are better measures of business performance

than NOPAT and EPS in terms of shareholders' value

creation and competitive advantage of a firm because

conventional management compensation systems

emphasize sales / asset growth at expense of

profitability and shareholders' value (Anand et al.,
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ABSTRACT

The present study is an attempt to measure

the relationship between shareholders' value i.e.

residual income measures and financial variables i.e.

residual income components; traditional value

measures and cash flow measures. The study found

that the majority of the selected variables for this study

differ significantly among selected pharma players

except traditional value measure i.e. P/E Ratio. The

study found that shareholders' value can be predicted

by the selected financial variables.

KEYWORDS:  Cash  Flow Measures, Residual

Income Measures, Residual Income Components,

Shareholders' Value, Traditional Value Measures.

INTRODUCTION

Measurement of accounting income had been

of central focus with a view to judging real value of the

business. Shortcomings such as possibility of

manipulation and focus on the quantity of profit have

given rise to the concept of EVA (Stewart, 1991). EVA's

connection with the stock's price for performance

evaluation and indication whether the operating profit

is sufficient for the cost of capital employed or not,

makes it, simple yet significant tool for performance

evaluation. It is also significant tool to measure

shareholders' wealth and source of corporate

governance (Baginski et al., 2003) and thus to check

whether the primary objectives to maximise profit and

shareholders' wealth are achieved or not (Sakthivel,

Gurukul Business Review (GBR)
Vol. 9 (Spring 2013), pp. 56-63
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1999).

There was positive and high correlation

between EVA and RONW, ROCE. There was a positive

but low correlation between EVA and EPS and hence

not a single traditional performance measure explains

to the fullest extent variation in shareholder wealth

(Malik, 2004). By increasing EVA, Shareholder Wealth

is created and established the fact that the EVA is

superior to the Market Value Added (MVA) in ITC

Limited (Panigrahi, 2005).

The traditional performance indicators are

showing quite high values of ROCE and EPS growth

as compared to EVACE in Cholamandalam Investment

and Finance Co. Ltd. The traditional parameters

indicated quite a rosy and healthy picture of the

company during all five years of the stuffy (Bhayani,

2006). Negative EVA for eight years consecutively was

found in top 205 companies from BT-500 India's most

valuable companies during 1995-96 to 2006-07 (Kaur

& Narang, 2009). Introducing EVA as a performance

measure for pharmaceutical companies in Gujarat is

an effective measure of the quality of managerial

decisions as well as a reliable indicator of an

enterprise's value growth in future (Bhatt & Mistry,

2010). Firm's shareholders value creation is highly

dependent on Operating expenses, Profit margin,

ROCE and Expense ratio. The inter company and inter

industry analysis results indicate that there is no

positive impact of mergers on shareholder value creation

(Chauhan & Bhayani, 2010). There are no any uniform

EVA trends in 10 selected companies of India for the

period of 1998-99 to 2007-08 (Khatik & Singh, 2010).

Except few, majorities of the sample companies are

able to continuously create value for their shareholders

during the study period of 2001-02 to 2008-09 and EVA

is gaining popularity in India as important measures of

firm performance (Sharma & Kumar, 2010). Capital

Employed and Net Operating Profit after Tax have

positive impact on next period's profit while Return on

Assets has negative impact thereon (Mistry, 2011).

The Problem Investigated

From the above literature review, it is clear that

there is an immediate need for a comprehensive and

elaborate research to study the interrelationships and

predictive power of the financial variables in determining

shareholders' value in the Indian context. This gap in

the literature is the primary and strong motivation for

the present study. The present study is an attempt to

cover traditional as well as contemporary measures

used by pharma players in India for shareholders' value

creation. Some important issues on which the research

provides insight, thereafter, are:

- What are the important variables that discriminate

the companies creating value?

- What are the interrelationships that exist among

various measures used for shareholders' value

creation?

OBJECTIVES OF THE STUDY

The present study has been carried out with the

objectives:

- To compute and analyze the shareholders' value i.e.

residual income measures (Economic Value Added and

Value Added) and financial variables i.e. residual

income components (Earning Before Interest and Tax

and Earning Before Interest, Tax, Depreciation and

Amortization); traditional value measures (Earning Per

Share and Price-Earning Ratio) and cash flow measures

(Cash Flow from Operating Activities and Cash Flow

from Investing Activities).

- To study whether there is significant difference

between shareholders' value and financial variables of

the selected players during the study period or not.

- To study whether there is relationship between

financial variables and EVA or not.

- To study whether there is relationship between

financial variables and VA or not.

- To study whether Shareholders' value can be predicted

by the selected financial variables or not.

RESEARCH  METHODOLOGY

The sample of this study includes following

seven major pharma players in India selected on the

basis of their performance, position and sales during

the 2003-04 to 2009-10:

1. Cipla

2. Lupin

3. Unichem

4. Ranbaxy

5. Orchid

6. Piramal

7. Dr. Reddy's

The data for the accomplishment of the

aforementioned research objectives used was

secondary. With a view to analyzing the relationship
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between shareholders' value and financial variables, the

data was gathered from financial statements as

published in annual reports (2003-04 to 2009-10) of

the selected pharma players in India. Besides, the

review of different articles and research papers was

another source of the data.

For the purpose of the study, relationship

between shareholders' value and financial variables has

been measured. As far as shareholders' value is

concerned, residual income measures have been

considered and financial variables such as residual

income components, traditional value measures and

cash flow measures have been taken into account.

Residual income measures i.e. Economic Value Added

(EVA) and Value Added (VA) have been taken as

dependent variables; while residual income

components i.e. Earning Before Interest andTax (EBIT)

and Earning Before Interest, Tax, Depreciation and

Amortization (EBITDA); traditional value measures i.e.

Earning Per Share (EPS) and Price-Earning Ratio (P/

E) and cash flow measures i.e. Cash Flow from

Operating Activities (CFO) and Cash Flow from Investing

Activities (CFI) have been taken as independent

variables.

The following hypotheses have been laid down for the

present study:

H1:There is no significant difference between

shareholders' value and financial variables of the selected

players during the study period.

H 2: There is no relationship between financial variables

and EVA.

H 3: There is no relationship between financial variables

and VA.

H 4: Shareholders' value (EVA = a1.23456+

b12.3456*VA + b13.2456*EBIT + b14.2356*EPS +

b15.2346*CFO + e and VA = a1.23456+ b12.3456*EVA

+ b13.2456*EBIT + b14.2356*EPS + b15.2346*CFO

+ e) can be predicted by the selected financial variables.

In order to examine and compare the

relationship between shareholders' value and financial

variables and to test the first hypothesis, technique of

One Way Analysis of Variance. Technique of Correlation

Matrix has been applied to test second and third

hypotheses. In order to study the impact of financial

variables on shareholders' value and to test the fourth

hypothesis, technique of regression has been applied.

RESULTS AND ANALYSIS

Testing of Hypothesis 1

Table 1: One way analysis of variance of selected

variables between selected pharma players in

India

Sources of 
Variation 

Sum of 

Square 

Degree of 

Freedom 

Mean 

Square 

F – Ratio 

EVA 

Between Groups 
2195313 6 365885.5 4.72772 

Within Groups 

3250444 42 77391.52  

VA 

Between Groups 
4273821 6 712303.5 4.823241 

Within Groups 
6202623 42 147681.5  

EBIT 

Between Groups 
2189384 6 364897.4 2.591563 

Within Groups 
5913686 42 140802  

EBITDA 

Between Groups 
2848379 6 474729.9 3.267678 

Within Groups 
6101781 42 145280.5  

EPS 

Between Groups 
2877.459 6 479.5765 2.680081 

Within Groups 
7515.523 42 178.941  

P/E Ratio 

Between Groups 
3426.862 6 571.1437 2.091605* 

Within Groups 
11468.72 42 273.0648  

CFO 

Between Groups 
1015890 6 169315 3.442539 

Within Groups 
2065693 42 49183.17  

CFI 

Between Groups 
2963955 6 493992.5 4.148773 

Within Groups 
5000921 42 119069.6  

*Indicates that null hypothesis is accepted at 5 % level

of significance.

Table 1 throws light on whether there is a significant

difference in the selected variables among the selected

pharma players or not. The findings based on ANOVA

are presented therein. From the table, it follows that

only for one variable i.e. P/E ratio, calculated value of

'F' is less than the table value of 'F' at 5% level of

significance. This implies that for this one variable‚

there is no significant difference among the players.

For all other variables, it is found that the computed

value of 'F' is higher than the table value of 'F'. Hence
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null hypothesis is rejected. This indicates that the

majority of the selected variables for the study differ

Table 2 reveals that EVA had positive relation with both

the residual income components i.e. EBIT and

EBITDA, both the traditional value measures i.e. EPS

and P/E and only one cash flow measure i.e. CFO

 Residual Income 

Measure 

Residual Income  

Components 

Traditional Value 

Measures 

Cash Flow 

Measures 

EVA EBIT EBITDA EPS P/E CFO CFI 

EVA 1       

EBIT 0.991398 1      

EBITDA 0.993322 0.995588 1     

EPS 0.6756 0.62185 0.625985 1    

P/E 0.670053 0.689695 0.720827 0.467392 1   

CFO 0.854061 0.846773 0.871923 0.766251 0.875039 1  

CFI -0.64279 -0.63994 -0.68976 -0.46043 -0.86665 -0.88539 1 

 

significantly among selected pharma players.

Testing of Hypothesis 2

Table 2: Correlation Matrix of EVA and Financial Variables

while negative relation with CFI. As the degree of

relationship was very high, the variables were

significantly associated with the EVA. Therefore, null

hypothesis is rejected.

 Residual Income 
Measure 

Residual Income 
Components 

Traditional Value 
Measures 

Cash Flow 
measures 

VA EBIT EBITDA EPS P/E CFO CFI 
VA 1       

EBIT 0.902243 1      
EBITDA 0.924708 0.995588 1     

EPS 0.784854 0.62185 0.625985 1    
P/E 0.813971 0.689695 0.720827 0.467392 1   

CFO 0.956773 0.846773 0.871923 0.766251 0.875039 1  

CFI -0.76069 -0.63994 -0.68976 -0.46043 -0.86665 -0.88539 1 

 

Testing of Hypothesis 3

Table 3: Correlation Matrix of VA and Financial Variables

Table 3 reveals that VA had positive relation with both

the residual income components i.e. EBIT and

EBITDA, both the traditional value measures i.e. EPS

and P/E and only one cash flow measure i.e. CFO

while negative relation with CFI. As the degree of

relationship was very high, the variables were

significantly associated with the VA. Therefore, null

hypothesis is rejected.

Testing of Hypothesis 4

Table 4: Model I Dependent Variable - EVA,

Independent Variables - VA, EBIT, EPS and CFO

Cip la 

G ro up DF  S S  M S F  

R eg r es sio n  4  3 410 0 5 .5  8 52 5 1 .3 7 851 .0 5 08  

R es id ual  2  2 00 .3 4 38  1 00 .1 71 9  

To ta l 6  3 412 0 5 .8      
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Table 4 depicts multiple linear regression Model I from

which it is clear that the model has a coefficient of

determination of 0.998239, 0.983164, 0.999401,

0.440806, 0.994211, 0.978824 and 0.997294 which

explains variation of 99.82%, 98.31%, 99.94%, 44.08%,

99.42%, 97.88% and 99.72% in EVA of Cipla, Lupin,

Unichem, Ranbaxy, Orchid, Piramal and Dr. Reddy's

respectively for the period of the study. Coefficient of

VA suggests that 1 percent change therein leads to

increase in EVA of Unichem, Orchid, Piramal and Dr.

Reddy's, while decrease in Cipla, Lupin and Ranbaxy.

Coefficient of EBIT suggests that 1 percent change

therein lead to increase in EVA of all the players under

the study except Ranbaxy. Coefficient of EPS suggests

*indicates that null hypothesis is accepted.

A djusted R2 = 0.998239 
EVA = 169.5763+ (-0.12744*VA) + (1.016104*EBIT) + (0.974575*EPS)+(-0.49998*CFO) 

Lupin 

Group DF SS MS F 

Regression 4 439.0613 109.7653 88.5943 

Residual 2 2.477932 1.238966  

Total 6 441.5393     
A djusted R2 = 0.983164 

EVA = -6.96326+ (-0.0124*VA) + (0.765949*EBIT) + (1.180848*EPS)+(-0.06346*CFO) 

Unichem 

Group DF SS MS F 

Regression 4 8441.984 2110.496 2501.772 

Residual 2 1.687201 0.8436  

Total 6 8443.671     

A djusted R2 = 0.999401 
EVA = 0.724713+ (0.04357*VA) + (0.9893*EBIT) + (0.013624*EPS)+( -0.01353*CFO) 

Ranbaxy 

Group DF SS MS F 

Regression 4 1223497 305874.3 2.182434* 

Residual 2 280305.6 140152.8  

Total 6 1503803     

A djusted R2 = 0.440806 
EVA = 259.3997+ (-0.26018*VA) + (-1.11439*EBIT) + (14.93753*EPS)+( 1.003595*CFO) 

Orchid 
Group DF SS MS F 

Regression 4 50570.08 12642.52 258.6217 

Residual 2 97.76843 48.88421  

Total 6 50667.84     

A djusted R2 = 0.994211 
EVA = -8.33115+ (0.218875*VA) + (0.527919*E BIT) + (4.487892*EPS)+( -0.04497*CFO) 

Piramal 
Group DF SS MS F 

Regression 4 80314.2 20078.55 70.33512 

Residual 2 570.9395 285.4697  
Total 6 80885.14     

A djusted R2 = 0.978824 
EVA =-19.7412+ (0.025974*VA) + (0.948455*EBIT) + (-0.42088*EPS)+( 0.065826*CFO) 

Dr Reddy’s  

Group DF SS MS F 

Regression 4 1263857 315964.2 553.7252 
Residual 2 1141.231 570.6155  

Total 6 1264998     
A djusted R2 = 0.997294 

EVA = 27.77558+ (0.018559*VA) +  (1.050901*EBIT) + (-0.85087*EPS)+( -0.00365*CFO) 
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that 1 percent change therein lead to increase in EVA

of all the players under the study except Piramal and

Dr. Reddy's. Coefficient of CFO suggests that 1 percent

change therein leads to increase in EVA of Ranbaxy

and Piramal while decrease in the rest of the players

under the study. As the calculated value of 'F' is more

Table 5: Model II Dependent Variable - VA,

Independent Variables - EVA, EBIT, EPS and CFO

than the table value of 'F' at 5% significant level with

four degrees of freedom in numerator and two degrees

of freedom in denominator in all the selected players

except Ranbaxy, null hypothesis is rejected in case

of all the players except Ranbaxy.

Cipla 

Group DF SS MS F 

Regression 4 1234366 308591.5 67.98143 

Residual 2 9078.699 4539.35  

Total 6 1243445   

Adjusted R2 = 0.978096 

VA = 1387.565+ (-5.77523*EVA) + (5.781872*EBIT) + (7.08485*EPS)+(-3.61912*CFO) 

Lupin 

Group DF SS MS F 

Regression 4 8104.256 2026.064 14.83583* 

Residual 2 273.1312 136.5656  

Total 6 8377.387   

Adjusted R2 = 0.90219 

VA = -95.4174+ (-1.36646*EVA) + (1.132122*EBIT) + (16.95228*EPS)+( -1.30476*CFO) 

Unichem 

Group DF SS MS F 

Regression 4 58475.91 14618.98 41.79199 

Residual 2 699.6068 349.8034  

Total 6 59175.52   

Adjusted R2 = 0.964532 

VA = -17.0608+ (18.06672*EVA) + (-17.8101*EBIT) + (-0.01774*EPS)+( 0.751296*CFO) 

Ranbaxy 

Group DF SS MS F 

Regression 4 114150.3 28537.59 0.741422* 

Residual 2 76980.7 38490.35  

Total 6 191131   

Adjusted R2 = -0.20829 

VA =601.322+ (-0.07145*EVA) + (-0.03877*EBIT) + (-4.3437*EPS)+( 0.381442*CFO) 

Orchid 

Group DF SS MS F 

Regression 4 93970.27 23492.57 29.05123 

Residual 2 1617.32 808.6599  

Total 6 95587.59   

Adjusted R2 = 0.949241 

VA = 51.72653+ (3.620709*EVA) + (-1.28013*EBIT) + (-22.3488*EPS)+(0.234395*CFO) 
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Table 5 depicts multiple linear regression Model II from

which it is clear that the model has a coefficient of

determination of 0.978096, 0.90219, 0.964532, -

0.20829, 0.949241, 0.742355 and 0.224898 which

explains variation of 97.80%, 90.21%, 96.45%, -

20.82%, 94.92%, 74.23% and 22.48% in VA of Cipla,

Lupin, Unichem, Ranbaxy, Orchid, Piramal and Dr

Reddy's respectively for the period of the study.

Coefficient of EVA suggests that 1 percent

change therein leads to increase in VA of Unicem,

Orchid, Piramal and Dr. Reddy's, while decrease in

Cipla, Lupin and Ranbaxy. Coefficient of EBIT suggests

that 1 percent change therein lead to increase in VA

of Cipla, Lupin and Piramal, while decrease in Unichem,

Ranbaxy, Orchid, and Dr. Reddy's. Coefficient of EPS

suggests that 1 percent change therein lead to increase

in VA of Cipla, and Lupin, while decrease in Piramal,

Unichem, Ranbaxy, Orchid, and Dr. Reddy's.

Coefficient of CFO suggests that 1 percent change

therein leads to increase in VA of all the players under

the study except Cipla and Lupin. As the calculated

value of 'F' is more than the table value of 'F' at 5%

significant level with four degrees of freedom in

numerator and two degrees of freedom in denominator

in Cipla, Unichem and Orchid, null hypothesis is

rejected; while the calculated value of 'F' is less that

the table value of 'F' at 5% significant level with four

degrees of freedom in numerator and two degrees of

freedom in denominator in Lupin, Ranbaxy, Piramal

and Dr. Reddy's, null hypothesis is accepted.

Piramal 

Group DF SS MS F 

Regression 4 246326.8 61581.7 5.321961* 

Residual 2 23142.48 11571.24  

Total 6 269469.3   

Adjusted R2 = 0.742355 

VA = 113.411+ (1.052851*EVA) + (0.598548*EBIT) + (-1.80948*EPS)+(0.026344*CFO) 

Dr Reddy’s 

Group DF SS MS F 

Regression 4 3215302 803825.5 1.435229* 

Residual 2 1120136 560067.9  

Total 6 4335438   

Adjusted R2 = 0.224898 

VA = 401.3183+ (18.21568*EVA) + (-17.4202*EBIT) + (-17.3529*EPS)+(0.029662*CFO) 

 *indicates that null hypothesis is accepted.

CONCLUSION

From the study, it can be concluded that the

majority of the selected variables for this study differ

significantly among selected pharma players except

traditional value measure i.e. P/E Ratio. It can be

concluded that EVA had positive relation with both the

residual income components i.e. EBIT and EBITDA,

both the traditional value measures i.e. EPS and P/E

and only one cash flow measure i.e. CFO while negative

relation with CFI. As the degree of relationship was

very high, the variables were significantly associated

with the EVA. As far as VA is concerned, it can be

concluded that VA had positive relation with both the

residual income components i.e. EBIT and EBITDA,

both the traditional value measures i.e. EPS and P/E

and only one cash flow measure i.e. CFO while negative

relation with CFI. As the degree of relationship was

very high, the variables were significantly associated

with the VA. It can be concluded that change in VA

leads to increase in EVA except decrease in Cipla,

Lupin and Ranbaxy. Change in EBIT suggests increase

in EVA of all the players under the study except

Ranbaxy. Change in EPS suggests increase in EVA

of all the players under the study except Piramal and

Dr. Reddy's. Change in CFO suggests increase in EVA

of Ranbaxy and Piramal while decrease in the rest of

the players under the study. It can be concluded that

change in EVA suggests increase in VA of Unichem,

Orchid, Piramal and Dr. Reddy's, while decrease in

Cipla, Lupin and Ranbaxy. Change in EBIT suggests

increase in VA of Cipla, Lupin and Piramal, while



63A STUDY OF SHAREHOLDER’S VALUE AND FINANCIAL VARIABLES OF INDIAN PHARMA INDUSTRY:

AN EMPIRICAL ANALYSIS

economic value added and conventional performance

measures in selected Indian companies - An empirical
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decrease in Unichem, Ranbaxy, Orchid, and Dr.

Reddy's. Change in EPS suggests increase in VA of

Cipla, and Lupin, while decrease in Piramal, Unichem,

Ranbaxy, Orchid, and Dr. Reddy's. Change in CFO

suggests increase in VA of all the players under the

study except Cipla and Lupin.

REFERENCES

Abate, J. A., Grant, J. L., III, S., & Bennett, G. (2004).

The EVA Style of Investing. Journal of Portfolio

Management, 30(4), 61-72.

Anand, M., Garg, A., & Arora, A. (1999). Economic

value added: Business performance measure of

shareholders’ value. The Management Accountant, 5,

351-356.

Baginski, S., Wahlen, P., & James, M. (2003). Residual

income risk, intrinsic values, and share prices.

Accounting Review, 78(1), 327.

Bhatt, S. K., & Mistry, D. S. (2010). Economic value

added system as a performance management tool for

pharma players in Gujarat. The Alternative, 9(1), 5-13.

Bhayani, S. (2006). EVA A Tool for Performance

Measurement: A case study of cholamandalam

investment and finance co. ltd. BVIMR, 2(1), 39-45.

Chauhan, P., & Bhayani, S. (2010). Effect of mergers

on shareholders value: Indian evidence. Management

Trends, 7(2), 1-30.

Kaur, M., & Narang, S. (2009). Insights on shareholders

value addition form India’s wealth club: A study of

selected companies. The ICFAI Journal of Account,

Research and Audit Practice, 8(3 and 4), 20-49.

Khatik, S. K., & Singh, P. K. (2010). Economic value

added in Indian perspective. Journal of Account and

Finance, 24(2), 76-84.

Malik, M. (2004). EVA and traditional performace

measures: Some empirical evidence. The Indian

Journal of Commerce, 57(2), 32-37.

Mistry, D.S. (2011). Role of components of EVA in profit

prediction: Evidence from Indian two wheelers industry.

The Indian Journal of Commerce, 64(3), 42-47.

Panigrahi, A. (2005). Supremacy of economic value

added (EVA) over market value added (MVA).

Abhigyan, 23(1), 26-35.

Sakthivel, N. (2011). Shareholders’ value in Indian

pharmaceutical industry: An empirical analysis. Indian

Journal of Commerce, 2(1), 87-99.

Sharma, A. K., & Kumar, S. (2010). Effectiveness of



64
RAMBABU PENTYALA

THE IMPACT OF CEO'S ROLE IN DETERMINING SUCCESSFUL
TQM IMPLEMENTATION: A CASE STUDY OF HEALTH SECTOR IN

HYDERABAD AND SECUNDERABAD

*Associate Vice President-HR and Operations Process Weaver Inc., Hyderabad, India.

Rambabu Pentyala*

in the relationship of both TQM philosophy and

successful TQM implementation and organizational

performance. Implications and future research

suggestions are also discussed. I believe this fledgling

framework forms the basis for the sharing of good

leadership practices for health reform. It also provides

a leadership guide for decision makers to improve

the quality of their leadership, and in so doing, I

believe, the fairness of their priority setting.

KEYWORDS: Behavioral Integrity, Organizational

Performance, Total Quality Implementation and Total

Quality Management.

INTRODUCTION

Total Quality Management is a buzzword for

the organizations to safeguard their growth and

sustainability in today's strongly competitive and

turbulent global scenario. Total quality management

refers to dealing with the strategies for refining the

quality of products and services by the organizations

to meet and treat the patients' requirements and

satisfaction. The recurrent changes in the environment,

technology, social and personal attitudes have also

enforced the organizations in the developing countries

like India to engross the importance of proper quality

management program and its implementation as

growth imperative and for its sustainability even. TQM

philosophy and implementation has been numerously

found to increase the performance of the service

organizations and hospitals specifically in terms of

patients' attraction, satisfaction, retention, greater

intra-organizational exchanges, problem rectification

and fewer errors. It is strongly argued in the literature

that health sector needs to retain its patients by

providing excellent quality services with minimum or

no defects. Studies related to patient's inclination

towards choice between public and private hospitals

showed their greater tendency towards public

hospitals which may be a factor of their low incomes

and trust. It is argued that public hospitals are supposed

to give importance to quality improvement or their

patients may switch over to private hospitals. This calls

for special interest and efforts of the top-management
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ABSTRACT

The role of leadership in health care priority

setting remains largely unexplored. While the

management leadership literature has grown rapidly,

the growing literature on priority setting in health care

has looked in other directions to improve priority setting

practices-to health economics and ethical approaches.

Consequently, potential for improvement in hospital

priority setting practices may be overlooked. A

qualitative study was done to describe the role of

leadership in priority setting through the perspective

of hospital leaders. For the first time, I report a

framework of leadership domains including vision,

alignment, relationships, values and process to

facilitate priority setting practices in health services'

organizations. Total Quality Management (TQM) has

been documented as an inevitable success factor for

organizations to endure today's competitive global

arena. Where efforts to reinforce hard elements of TQM

have ruled the literature and industry previously, the

significance of the soft elements of TQM are being

recognized lately. This study is also an attempt to

respond to issues regarding leaders' behavioral

integrity in assessing TQM implementation and

corresponding organizational performance in the public

health sector of Andhra Pradesh. Taking the sample

of 100 respondents from lower and middle management

of public hospitals in Twin cities, viz., Hyderabad and

Secunderabad, the study was carried out by using

simple random sampling technique. Findings revealed

strong moderating role of Leaders' Behavioral Integrity
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of public hospitals to disseminate the TQM philosophy

of continuous improvement, continuous learning, and

patient's satisfaction across the whole organization to

ensure its successful implementation. The importance

of considering the behavioral issues related to TQM

philosophy also rather than stressing upon the cost

and performance related strategies has also been

numerously discussed. Furthermore, the employees'

trust on the TQM philosophy as espoused by the top-

management greatly determines the practicability of

its successful implementation and any incongruity

between the espoused and enacted TQM strategies

may lead to inappropriate results from it. The defining

role of TQM implementation in predicting better

organizational performance of health sector and lack

of this empirical research specifically in Andhra

Pradesh urged me to explore the relationship of TQM

philosophy, TQM implementation and organizational

performance and role of leaders' behavioral integrity in

defining these relationships.

HYPOTHSES OF THE STUDY

In today's escalating global competition, the

organizations opt for providing and maintaining the

absolute quality of products and services to get a

competitive edge on their competitors. TQM is

recognized as an effective tool for organizational growth

and sustainability in this scenario. TQM philosophy

involves the continuous improvement of products and

services, continuous learning and improved customer

satisfaction. The proper adoption of TQM philosophy

and TQM implementation not only leads to add new

patients but also to retain them in the long run;

whereas, the inefficient way of implementing TQM may

result in the retrenchment of the patients, wasted costs

and loss of sales. Furthermore, it has been found to

be significantly related to high customer satisfaction

and organizational performance. Following the rationale,

I hereby put the hypothesis:

H1: TQM philosophy (TQMP) is positively related to

organizational performance (OP) of public hospitals.

Researchers argue that the effective and efficient use

of the strategic implementation of the TQM philosophy

in the organizations can lead to fruitful results regarding

TQM program and organizational performance. Once

quality program is planned the issue regarding the

strategic implementation of this program jumps in,

which, in literature, is demonstrated as the backbone

of the successful TQM program. It is found that the

technical tools of quality improvement may be well

developed, but its theory and practice lag far behind.

Companies often misconstrue the strategic planning

of total quality management and its implementation.

Organizations that faced failure in total quality

management are found to have ignored focusing upon

the key factors for implementing the TQM in their

organizations. One of the major factors regarding this

failure is that the organizations do not comprehend

the distinctiveness of implementing the TQM strategy

in an organization according to its mission, vision,

structure, culture and processes. Where emphasis for

TQM is laid on the manufacturing sector in India, its

considered necessity in the service sector is plausibly

overlooked. The health sector is also being affected

by the growing customer education about alternate

health facilities in this competitive world and the public

hospitals of Andhra Pradesh specifically are in a dire

need for the proper and successful implementation of

the TQM philosophy. Having ample support for the

significance of TQM implementation in TQM philosophy

and organizational performance, I propose that:

H2: Successful TQM implementation (TQMPI) is

positively related to the organizational performance

(OP) in public hospitals.

H3: Successful TQM implementation (TQMPI) mediates

the relationship of TQM philosophy (TQMP) and

organizational performance (OP). Even though the

documented worth of strategic implementation of the

TQM for the growth of an organization is given in the

literature, yet the researchers have found serious pitfalls

in planning for implementation of TQM and practically

executing it to get the prolific results. Earlier studies

regarding configuration of the TQM policy depict the

inclination of researchers towards evaluating the

importance of hard elements of TQM such as cost,

tools and techniques only.

Later on it was realized that soft elements of

the TQM philosophy are duly important for the

successful implementation of TQM philosophy. The

primary focus of TQM philosophy is on the hands and

minds that employ the tools and techniques rather than

the tools and techniques themselves. However,

considerations regarding soft elements which are

related to organizational culture comprising of trust,

training & development, employee empowerment &

retention etc. were somehow ignored from the TQM

literature thus making the proper implementation of

the TQM philosophy difficult and liable to fail. The

objectivity of this dilemma necessitates the leaders'

competencies and serious consideration of

management and leaders in terms of keeping the
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culture of openness, trust, integrity and understanding

in all layers of management for better acceptance and

realization of TQM philosophy as it directly affects the

organizational learning, continuous improvement and

innovation.

Nevertheless, the trust in the policies defined

and their strategic implementation stems out from

leaders' behavioral integrity and the value a leader holds

for it to generate sense of acceptance and achievement

of this TQM philosophy for better performance

outcomes. From research, it is found that leaders

mostly provide only lip service for quality improvement

whereof their actions do not support it, thus reducing

the successful implementation of TQM and beneficial

results of this implementation. The discrepancy in

formulating and implementing TQM policy is more

pronounced when it comes to the implementation of

TQM and consequent organizational performance in

service sector. Hence it is hypothesized that:

H4a: Leader's Behavioral Integrity (LBI) positively

moderates the relationship between TQM philosophy

(TQMP) and successful TQM implementation (TQMI).

It is strongly suggested that leaders should facilitate

their employees by resource allocation and supportive

culture of learning and improvement to ensure

organizational performance. Intermediary role of

CEO?s personal attributes of open communication,

moral and practical support in fostering TQM strategy

implementation in Public hospitals of Sri Lanka.

However, there is no evidence of research on leaders'

behavioral integrity, TQM implementation and

organizational performance relationship done in public

hospitals. Thus it is hypothesized that:

H4b: Leaders' Behavioral Integrity (LBI) positively

moderates the relationship between successful TQM

implementation (TQMI) and organizational performance

(OP) in public hospital.

Theoretical Framework

Create Alignment

In setting priorities, CEOs said a vital role for

leadership was the creation of alignment. A participant

said "when I say alignment, I mean skills culture,

resources, physical facilities, and just people's view of

what's important". Another CEO said "going into this

exercise of setting priorities we need a very, very strong

alignment between the community, the board, the

senior team and the medical leadership. And we need

a decision making model that allows us to do this in a

very open and transparent way".

Adeoti (2008) identified the key variables to

be considered under each of the factors shown in Fig.1.

Leadership Practices and Benefits

 

Figure 1: TQM determinants schema

 

 Domain Leadership practices for 
priority setting 

Benefits 

 
 
 
 
 
Foster Vision 

Determine vision 
Apply strategic planning 
Use change management 
strategies, education and 
communications 
Do not lose sight of long-term 
time horizon 
Focus on core programs 
Emphasize alignment 
Focus on key values 

Mobilize stakeholders in 
common direction 
Create meaning 
Enhance feasibil ity 
Create alignment  
Improve services  
Improve efficiencies 

 
 
 
 
 
Create alignment 
 

Develop shared institutional 
understanding of v ision, values 
and roles 
Ensure ‘power triangle’ in 
balance 
Align stakeholders 
Engage private sector and 
governments 
Collaborate in networks 
Establish trust 

Enhance affordability 
Enhance fairness 
Facilitate service 
integration 
Improve ‘buy in’ 
Shared resources 
Creates innovation 
Social capital 
Retain autonomy 

 
 
 
 
Develop 
Relationships 

Physician: involve in decision 
making 
Physician: establish teams 
Board: respectful relationship 
Board: provide context, choices 
and process 
Staff: Delegation 
Staff: create trusting milieu 
Funder: program advocacy 

Enhances services to 
serve public 
Provides balanced 
perspectives 
Enhances inclusivity 
Increase organizational 
performance 
Avoids staff ‘push back’ 
Increases revenues 

 

 
TQM Philosophy 

(TQMP) 

 
Successful TQM 
Implementation 

(TQMI) 

 
Organizational 
Performance 

(OP) 

 
Leader’s 

Behavioral Integrity 
(LBI) 

+ + 
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METHODOLOGY OF THE STUDY

Sample Selection

The sample of 100 employees was taken from

the public hospitals of twin cities, i.e., Hyderabad and

Secunderabad for study using simple random sampling

technique. Total questionnaires distributed were 160,

out of which 60 were discarded for being unfilled/semi-

filled leaving 100 behind with 62.5% response rate.

Simple Random sampling technique was used to

select the sample. The data was collected from the

employees from lower and middle management only

by using mail survey method.

RESEARCH INSTRUMENTS

For the development of research instrument

valid scales for all the variables under study were

used. All the items were given the response range of

5-point Likert scale ranging from (1) strongly

disagreeing to (5) strongly agree except for items of

TQM implementation. For TQM implementation scale

including almost never (1), Sometimes (2), Often (3),

Very Often (4) and Almost Always (5) was used. For

TQM philosophy 5-items given by Douglas & Judge

(2001) in TQM practices scale was used. For TQM

implementation scale modified by Fei & Rainey (2003)

was used constituting of 9 scales altogether on

management support (6-items), employee suggestion

(5-items), use of data (4-items), suppliers relationship

(4-items), quality supervision (3-items), team

effectiveness (6-items) and customer orientation (5-

items). For Organizational Performance 5- items from

scale developed and used by Islam & Siengthai (2009)

was used. For leaders' behavioral integrity scale of

Simons (2003) for behavioral integrity (8-items) was

used. The reliability of the scale was confirmed by

Linear regression was applied for the

statistical analysis of the proposed hypotheses. Table-

2 shows the Model significance with an overall F-value

of 17.15 (p<0.05). Results from regression analysis

supported our entire hypotheses.

Cronbach's Alpha (?=0.866) (Table-1).

RESULTS

Moreover, the direction of the hypothesized

relationships was also the same. Results shown in

Table-3 of coefficients regarding all variables show that

TQM philosophy was positively related to

Organizational Performance (p=.000) and TQM

implementation was positively related to Organizational

Performance (p=.000).

  

 

 

  

 

Table 1: Reliability Analysis

Table 2: Model Summary

Table 3: Coefficients

 

Predictor 

Variables 

Dependent Variables 

Model – 1 

OP 

Model – 2 

OP 

Model – 3 

OP 

Model – 4 

OP 

Model – 5 

OP 

TQMP .436*  .221* .325*  

Mediator 

TQMI 

 .540* .429*  .216* 

Moderator 

LBI 

   .424* .419* 

 

a. Predictors : (Constant), TQMP, LBI, TQMI

b. Dependent Variable: ORGP

   

       a 

TQM implementation was also found to have

strong indirect meditation in the relationship of TQM

philosophy and Organizational Performance (p=.000)

as the beta coefficient of TQMP (?=.436) in model 1

reduced to ? =.221 in model 3 when TQMPI was added

to the regression model as mediator. Furthermore, the

beta coefficients of the two predictors (TQMI and

TQMP) show that TQMI (?= .540) contributes more to

the variance in the response variable OP than TQMP

((?= .436). Results in model 4 and 5 of Table-3 (See
Appendices) show moderating effect of Leaders'

Behavioral integrity on TQM philosophy and TQM
implementation and TQM implementation and

Organizational Performance showed its significant
effect as (p=.000) and (p=.034) respectively. Descriptive

 

 

 

 

Live values 

Transparency: reveals agenda 
Evidence: use criteria and relevant 
information 
Inclusivity: involve relevant 
stakeholders 
Trust: establish trust in 
relationships 
Honesty: manifest honesty in 
priority setting 

Fairness 
Self-evaluation 
Cooperation 
Affordability 
Social capital 
Good Conduct 
Virtue 
 

 

 

 

 

 

Establish Process 

Promotes vision, values and 
criteria 
Enhance planning 
Engage stakeholders 
Align programs 
Enhance communication 
Use challenge goals 
Measure Progress 
Apply Clinical program 
management 
Frame Choices 
Clarify leadership style 

Fairness 
Consensus 
Performance 
Shared direction 
Quality 
Alignment 
Accountability 

Cronb ach’s Alp ha No . o f Item s 

.866 29 

M od el S u m  of  
S q ua re s  

df  M e a n 
S q ua re  

F  S ig 

Re g re ssio n  
Re sidu a l 
To ta l 

3 7.5 5 5  
7 0.0 5 6  

1 07 .6 1 1  

   3  
9 6 
9 9 

1 2.5 1 8  
.73 0  

1 7 .15 5  .0 0 0 a 
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statistics showed that most of the respondents in my

study were young with age ranging from 20-35

approximately and with experience less ranging from

5-10 years.

DISCUSSION & CONCLUSION

The central idea of the study was to identify

the importance of TQM implementation in the

organizational performance of public hospitals of twin

cities and the role of leaders' behavioral integrity in

this regard. My results are in line with most of the

studies done in developed nations on the role of TQM

in elevating organizational performance and customer

satisfaction. Moreover, the leaders' integrity was found

to strongly moderate this relationship which also

supports the argument by Douglas & Judge (2001) who

noticed the lack of successful TQM implementations

in organizations even after having TQM philosophy as

their strategic tool due to leaders' inefficiency to bring

alignment in the espoused and enacted TQM

strategies. Moreover, my results are comparable to

comparative studies of soft and hard elements of TQM

where the soft elements concerning leadership issues

have the prime importance over the hard elements.

Although, behavioral integrity is considered to

be related to and effected by past experiences

(Simons, 1999) the descriptive analysis on age and

experience shows that even the young and less

experienced employees of public hospitals in twin cities

are more susceptible to accept TQM philosophy and

work for its successful implementation more if they

perceive their leaders' integrity more. This may be due

to more value for integrity of top-management is given

by the employees from public health sector of twin

cities due to more uncertain and frequently changing

governmental policies. The top-management of public

hospitals in twin cities is therefore required to attain

word-action alignment in their TQM strategies for more

fruitful performance results. This empirical study has

also been able to identify three additional factors that

are crucial to TQM implementation in health care delivery

system. They are the inventory of drug factors,

information technology factors. The economic factors

were redundant because financial status does not

determine treatment in government hospitals.

Employees' involvement and funding appears to be the

dominant factors out of the eight. The implication of

this result is that, if the government gives adequate

funding and the employee involvement is superb, then

the quality of health service delivered in the state

government hospital would be significantly enhanced

and efficient.

LIMITATIONS AND FUTURE RESEARCH

SUGGESTIONS
The present study with all its significance to

the successful TQM implementation and consequent
organizational performance of public hospitals in twin

cities has some limitations also. The data was
collected from the public hospitals of twin cities only

thus the results cannot be generalized to the overall
public health sector of twin cities. Moreover, the

construction of behavioral integrity is developmental
in nature and may change with the course of time.

Thus future research by longitudinal study on the
performance of public hospitals in terms of TQM and

leaders behavioral integrity is suggested to bring in
more knowledge about this relationship. A similar

comparative study of public and private health sector
of twin cities is also suggested for future research due

to large differences of culture of Public and Private

sector.
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is influenced in several ways by the insurance industry
which is an integral part of the financial system.The
importance of insurance in the economic activities can
be recognized through the pronounce of United Nations
Conference on Trade Development (UNICTAD)in 1964,
"A sound national insurance and reinsurance market
is an essential characteristic of economic growth"
(Das). A well-functioning financial sector facilitates
efficient intermediation of financial resources. The
more efficient a financial system is in resource
generation and in its allocation, the greater is its
contribution to economic growth (Mohan, 2005). The
Indian general insurance sector witnessed a robust
growth in the past due to a booming economyignited
through the process of liberalizationand entry of private
companies in the sector, the Indian insurance sector
started showing signs of significant changes.But now
a days, The insurance industry of the Indian economy(
third-largest economy of the world in terms of
Purchasing Power Parity), is facing double challenges
of economic slowdown and lower margins due to
freeing up of premium rates. An emergence series of
scandals have also dented the image of the economy
and consequently,India's ranking in the world insurance
market has dropped four places (from number 11 in
2010 to number 15 in 2011) because of a sharp drop
in insurance business in 2011-12.

The increasing global insurance competition
has also put significant pressure on companies to
become more efficient, enhance their technology-
related processes and amend their business models;
and theyare trying to enhance the efficiency of their
underwriting process, cut their overheads and reduce
claims leakage since returns from investment are
shrinking.As efficiency and productivity measures
indicatetowards strength and weaknesses of the
related sector and help the regulator to take corrective
steps as and when required. Moreover, the efficiency
is useful to policymakers to assess the success or
failure of policy initiatives. In this regard, the present

study throws light on the issue.

REVIEW OF LITERATURE

Bawa, Sumninder Kaur andKaur, Navjeet

(2011), through their study compared 10 Indian General

Insurance Companies (4 Public Sector and 6 Private
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ABSTRACT

The paper is an attempt to evaluate the relative

efficiencies (Technical, Pure Technical, and Scale

Efficiency) of 16 general insurance companies

operating in India,on the basis of secondary the data

for 2009-10 and 2010-11, with the help of Data

Envelopment Analysis(DEA) model. The study

included'Net Premium' and 'Claims Incurred' as outputs

and 'Operating expenses including Commission' and

'No. of Offices' asinputs. The empirical results

confirmed that ICICI Lombard General Insurance Co.

Ltd. and IFFCO Tokio General Insurance Co. Ltd. were

the best performers at all the three fronts (OTE, PTE

and SE) of comparative efficiency measurements and

The Oriental Insurance Co. Ltd. and United India

Insurance Co. Ltd. topped the list of defaulters, for

the period under the study.It was advised through the

Future Generali India Insurance Co. Ltd., Reliance

General Insurance Co. Ltd. Royal Sundaram Alliance

Insurance Co. Ltd., TATA AIG General Insurance Co.

Ltd., and Universal Sompo General Insurance Co. Ltd.

to increase their scale of operations to get the perfect

levels of the efficiencies.

KEYWORDS: Data Envelopment Analysis (DEA),
Insurance Sector, General Insurance Companies,
Technical Efficiency, DMUs (Decision Making Units).

INTRODUCTION

The growth and development of an economy
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Sector) from the year 2002-03 to 2009-10 with the help

of  the Data Envelopment Analysis by taking the 'Claims

incurred' as the output and the 'Investment income' as

well as the 'Net premium income' as the inputs, to

arrive at the efficiency levels of the companies under

study and foundNational Insurance Company, and New

India Assurance Company as the most efficient and

inefficient companyrespectively among the public

sector insurers. The private insurerswere found working

at increasing returns to scale over the years, which

was a sign of the emergence of healthy competition in

the Indian General Insurance market.The study also

found the overall technical efficiency results of general

insurers as improving over the period. On the other

hand, the sector-wise performance analysis exhibited

the technical efficiency (96 per cent) of the public sector

insurers which was more than the private sector

companies (89 per cent).

Cummins et al. (1996),analyzed through their

paper the technical efficiency and productivity growth

in the Italian Insurance market based on a sample of

94 Italian insurance companies for the year 1985, by

using Malmquist indices which were decomposed into

technical efficiency change and technical change. The

study used 'benefits' plus 'changes in reserves' as output

in life insurance and 'incurred losses' plus 'invested

assets' as output in non-life insurance and 'labour

expense', 'administrative labour expense', 'fixed

capital'and 'equity capital' were used as input. The

research concluded that technical efficiency in the

Italian insurance industry ranged from 70 to 78 per

cent but on the other hand,productivity declined

significantly over the sampled period, with a cumulative

decline of about 25 per cent. The study concluded that

the insurers used more inputs to produce their outputs

at the end of the period than at the beginning.

Garg and Deepti (2008), compared through

their study the technical and scale efficiency of twelve

general insurance companies in India from2002-03 to

2005-06, by using output-oriented Data Envelopment

Analysis (DEA). The results showed that, among the

public sector general insurance companies, New India

Assurance Co. Ltd. is the only company which was

found to be technically efficient, both on constant

returns to scale and variable returns to scale, for the

whole period of study. Among the private insurers,

HDFC Chubb managed to retain 100per cent efficiency

for the last three years both on VRS & CRS. Average

efficiency results indicated that,though, private insurers

lag behind the public insurers, they were fast catching

up and the efficiency scores of private insurers seemed

to be improved.

Sinha (2009),evaluatedthetechnical efficiency

of four public sector and six private sector general

insurance companies using data envelopment

analysisfrom 2003-04 to 2005-06. 'Net premium

income' and 'operating income' were considered as

outputs and'operating expenses' was considered as

inputs. The study showed a decline in the mean

technical efficiency in 2004 -05 relative to 2003-04,

but it showed improvement in 2005-06, Reliance

General Insurance Co. Ltd. and New IndiaAssurance

Co. Ltd. consistently occupied the top two slots among

the sampled companies during the period under study.

Verma, Ruchita (2012), examined the

perceptive and productivity as well as change in

productivity of public sector health insurance

business,and also, investigated various derivers behind

such change, through the study considering a period

of 8 years from 2002-03 to 2009-2010,  byusing Data

Envelopment Analysis (DEA), taking'premium' as

'Output and Capital' and 'Cost to the insurers' as Inputs.

The study exposed that Total Factor Productivity

Change (TFPC), which comprises of EC, TC, PTEC

and SEC has followed diverse path. The TFPC of

Oriental Insurance and New India Assurance Company

limited was dropped and of United India and National

Insurance Company Limited was improved. United India

and National Insurance Company Limited were found

to be more technical and scale efficient.

Abidin, Zaenal and Cabanda, Emilyn (2011),

evaluated the relative efficiency of 23 Non-Life Insurance

companies in Indonesia by using Data Envelopment

Analysis and Tobit Analysis. Empirical results found

bigger insurance companies to be more efficient than

smaller ones;companies with captive market and the

companys' group with non-captive market have

relatively the same results. It was alsoindicated that

captive market, listed companies, and government

ownership did not influence the efficiency performance.

Shahroudi et.al (2012),examined the efficiency

of14 private insurance companies during 2007-2009,

by using traditional DEA and two-stage DEA model

andconsideringMarketing and investment sub-

processes in two-stage DEA model.The results

indicated that the investment weakness was the main

reason of insurance companies' deficiencies.Results

of two-stage DEA model showed that the Iran Moein

company has the highest overall efficiency withascore
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of 0.94.Twoothercompanies- Iran Moein and

Pasargad,were also foundto be efficient (score 1). The

study also indicated that the real problem of inefficiency

was due to marketability efficiency rather than

profitability efficiency.

Bawa, Sumninder Kaur and Ruchita

(2011),analysed the efficiencies of 10 health insurance
companies operating in Indiaincluding 4 public sector

companies, covering a period of 8 years from 2002-03
to 2009-10by using the 'equity capital' and 'labour'

(including commission, agents' fees, referral  and other
expenditure) as inputs and 'net premium' as output.

The sector-wise performance analysis indicated
thatprivate sector companies were technical more

efficientin comparison topublic sector Companies.  It
was further observed that private sector companies

were operating on increasing returns to scale and
taking the advantages of pure technical efficiency and

scale efficiencywhile, public sector companies were
becoming mature, started operating on decreasing

returns to scale, and due to competition the position
of public sector companies was taken overgradually

by private sector companies.

Eling, Martin and Luhnen, Michael

(2008),conducted a study of 3,555 insurers from 34
countries to measure frontier efficiency in the insurance

industry. The study gave valuable insights into the
international competitiveness of insurers in various

countries. Itwasfound that there was a steady technical
and cost efficiency growth in international insurance

markets from 2002 to 2006, with large differences
across countries.

OBJECTIVES OF THE STUDY

- To adjudge the technical, pure technical, and scale

efficiencies of Non-Life Insurance  Companies in India;

- To analyze the slacks in inputs and outputs of the

sampled Non-Life Insurance  companies; and

- To make feasible suggestions on the basis of

findings.

RESEARCH  METHODOLOGY

Sample of the study

All Insurance Companies (life and non-

life)operating in India constitute the universe of the

study. All 25 general insurance companies (as per

'Annual Report' of IRDA, 2010-11) forms the population

of the study. The researchers have selected 16 general

(non-life insurance) companies as sample of the study

to measure their various types of efficiencies.

Data collection

The study is purely based on secondary data,

which is mainly drawn from the 'annual reports' of the

IRDA, and various studies conducted in this area. The

data for the year 2009-10and 2010-11have been taken

into consideration for drawing inferences related to the

sampled 16 non-life insurers operating in India.

Statistical Tool: DEA (Data Envelopment Analysis)

DEA is a non-parametric technique used to

evaluate the relative performance of decision making

units (DMUs),which was first propounded by Charnes,

Cooper and Rhodes (1978)andhasan input-oriented

model with constant return to scale (CRS). The basic

DEA is an extension of "Farrell's measure to multiple -

input multiple - output situations and was

operationalized by using mathematical programming"

(Emrouznejad, 2000: 17).DEA has objectivity and ability

to handle multiple inputs and outputs measurable in

different units. The technique aims to measure how

efficiently a DMU (here the Indian general Insurance

companies) uses the available resources to generate

a set of outputs and can also handle multiple outputs

as well as multiple inputs. DEA makes it possible to

identify efficient and inefficient units in a framework

where results are considered in their particular context.

In addition, DEA also provides information that enables

the comparison of each inefficient unit with its "peer

group". The unit is considered efficient if the efficiency

is equal to 1 and inefficient if it is less than 1.The

efficiency score in the presence of multiple inputs and

outputs is defined as:

Efficiency = Weighted Sum of Outputs/Weighted Sum of

Inputs

The technique has been used to assess the relative

efficiency of Indian general insurance companies under

the study.

Choice of Input and output factors

The first and very crucial step in conducting a

DEA is the determination of inputs and outputs and

important point in this process is that the input/output

variables should be chosen in accordance with the type

of efficiency being assessed (Sherman & Rupert,

2006). Through the study ofrelated literature it was

noticed that the researchers have a general agreement

on the selection of input indicators such as labor,

capital and materials Grace and Timme (1992),

Gardner and Grace (1993), Cummins and Zi (1998). In

case of outputs, there are three principal approaches

to measure outputs. The first, intermediation approach,

views the insurance company as a financial
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intermediary that manages a pool of assets, borrowing

funds from policyholders, investing them on capital

markets, and paying out claims, taxes, and costs

(Brocket et al, 1998). The value-added approach,

second one, assumes that the insurer provides three

main services- risk-pooling and risk-bearing (collecting

premiums from policyholders, and redistributing most

of them to customers, who have incurred losses); "real"

financial services relating to insured losses (such as

financial planning); and the third service is

intermediation (Cummins/Nini, 2002).

We have selected two indicator of input as

'Operating expenses including Commission' and

'Nnmber of Offices' ; and two indicator of output as

 

 

(2010-11) (2009-10) (2010-11) (2009-10) (2010-11) (2009-10) (2010-11) (2009-10) (2010-11) (2009-10) 

New India Assurance Co. Ltd. 0.693 0.719 1 1 0.693 0.719 drs Drs 1 4 

National Insurance Co. Ltd. 0.752 0.663 1 0.884 0.752 0.75 drs Drs 2 0 

The Oriental Insurance Co. 

Ltd. 
0.596 

1 0.756 1 0.788 1 drs 

 

0 5 

United India Insurance Co. 

Ltd. 
0.609 

0.71 0.797 0.955 0.765 0.744 drs Drs 0 0 

Bajaj Allianz General 

Insurance Co. Ltd. 
0.856 

0.802 1 0.912 0.856 0.879 drs Drs 0 0 

Bharti AXA General 

Insurance Co. Ltd. 
0.464 

0.191 1 0.794 0.464 0.241 irs Irs 0 0 

Cholamandalam MS General 

Insurance Co. Ltd. 
0.743 

0.511 0.744 0.615 0.999 0.831 drs Irs 0 0 

Future Generali India 

Insurance Co. Ltd. 
0.46 

0.325 0.649 0.562 0.71 0.579 irs Irs 0 0 

HDFC Ergo General 

Insurance Co. Ltd. 
0.736 

0.622 0.811 0.722 0.907 0.862 irs Irs 0 0 

ICICI Lombard General 

Insurance Co. Ltd. 
1 

1 1 1 1 1 

  

4 4 

IFFCO Tokio General 

Insurance Co. Ltd. 
1 

1 1 1 1 1 

  

5 6 

Reliance General Insurance 

Co. Ltd. 
0.763 

0.519 0.8 0.758 0.953 0.684 irs Drs 0 0 

Royal Sundaram Alliance 

Insurance Co. Ltd. 
0.764 

0.687 0.781 0.738 0.978 0.931 irs Irs 0 0 

Shriram General Insurance 

Co. Ltd. 
1 

0.62 1 1 1 0.62 

 

Irs 5 4 

TATA AIG General Insurance 

Co. Ltd 
0.855 

0.71 1 1 0.855 0.71 irs Irs 0 1 

Universal Sompo General 

Insurance Co. Ltd. 
0.431 

0.221 1 1 0.431 0.221 irs Irs 3 4 

Mean Efficiency 0.733 0.644 0.896 0.871 0.822 0.736 

    

'Net Premium' and 'Claims Incurred', by adopting

intermediary approach, which are as follows:

Outputs: 'Net Premium' and 'Claims Incurred'.

Inputs: 'Operating expenses including Commission'

and 'No. of Offices'.

RESULTS AND DISCUSSION

The Comparative analysis of sampled non-life

insurance companies, which is highlighted through the

Table 1, found ICICI Lombard General Insurance Co.

Ltd. and IFFCO Tokio General Insurance Co. Ltd. as

the best performers for the period under the study at

all the three fronts (OTE, PTE and SE) of comparative

efficiency measurements. It was further indicated

Table 1: Efficiency Summary of the Sampled General Insurers in India

Source: Authors' Calculations

OTE OTE PTE PTE SE SE RTS RTS Peer Count Peer Count
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through the table that three companies- ICICI Lombard

General Insurance Co. Ltd., IFFCO Tokio General

Insurance Co. Ltd., and Shriram General Insurance

Co. Ltd. performed perfectly (score 1) at the front of

PTE for both the years under study further Shriram

General Insurance Co. Ltd., TATA AIG General

Insurance Co. Ltd., and Universal Sompo General

Insurance Co. Ltd. also registered a significant growth

in their OTE and SE scores over the previous year but

New India Assurance Co. Ltd. which is perfect at OTE

front during both the years showed a negative growth

during 2010-11 at OTE and SE front in comparison to

2009-10. Shriram General Insurance Co. Ltd., in

particular, also attained the level of perfect efficiency

in OTE and SE fronts in comparison to its previous

year performance. On the other hand, the Oriental

Insurance Co. Ltd. exhibited a significant drop in its

performance at all the three fronts of OTE, PTE and

SE from perfect to 0.596, 0.756 and 0.788 respectively

whichare below the mean efficiency scores of 0.733,

0.896 and 0.822 respectively for 2010-11. The Bajaj

Allianz General Insurance Co. Ltd. and Bharti AXA

General Insurance Co. Ltd. managed to enhance their

PTE from 0.912 and 0.794 to 1 each respectively over

the previous year and further, were capable in surging

their OTE and SE scores. The analysis shows that

only three companies (National Insurance Co. Ltd.,

United India Insurance Co. Ltd. and Bajaj Allianz

General Insurance Co. Ltd.) other than the perfect

scorers, were able to score more than the mean score

(0.871) of PTE in 2009-10; but United India Insurance

Co. Ltd., showed a decrease in during 2010-11 as

compared to previous year and if it was below the mean

score of 0.896. It is evident from the analysis that the

general insurance business in India has surged at all

the fronts of OTE, PTE and SE from 0.644 to 0.733;

 Insurance Company    Name 

Net 
Premium 
(Actual) 

Net 
Premium 
(Target) 

Claims 
Incurred 
(Actual) 

Claims 
Incurred 
(Target) 

Operating 
Expenses 
Including 

Commission 
(Actual) 

Operating 
Expenses 
Including 

Commission 
(Target) 

No. of  
Offices 
(Actual) 

No. of 
Offices  
(Target) 

New India Assurance Co. Ltd. 600263 600263 513245 513245 230743 230743 1039 1039 

National Insurance Co. Ltd 397765 397765 324536 324536 145019 128185.06 1220 632.30 

The Oriental Insurance Co. Ltd 3962532 3962532 326018 326018 139203 139203 1000 1000 

United India Insurance Co. Ltd 419016 419016 332924 332924 138993 132778.81 1437 651.63 

Bajaj Allianz General Insurance 
Co. Ltd. 197167 197167 138657 138657 58028 52932.47 232 211.63 

Bharti AXA General Insurance 
Co. Ltd. 18669 18669 8619 8771.87 16644 10653.90 50 39.71 

Cholamandalam MS General 
Insurance Co. Ltd. 51463   51992.51 34434 34434 21540 13238.64 106 65.15 

Future Generali India Insurance 
Co. Ltd. 26647   30453.22 16915 16915 16000 8985.77 91 51.11 

HDFC Ergo General Insurance 
Co. Ltd. 58868 58868 39586 39586 22021 15890.53 78 56.29 

ICICI Lombard General Insurance 
Co. Ltd. 231409 231409 194838 194838 57620 57620 350 350 

IFFCO Tokio General Insurance 
Co. Ltd. 99083 99083 73267 73267 27446 27446 60 60 

Reliance General Insurance Co. 
Ltd. 142872 150687 118569 118569 83582 48378.32 212 160 

Royal Sundaram Alliance 
Insurance Co. Ltd. 75460 75460 50907 50907 26474 19531.56 80 59 

Shriram General Insurance Co. 
Ltd. 22420 22420 9500 9500 4745 4745 55 55 

TATA AIG General Insurance Co. 
Ltd 58000 58000 39637 39637 27245 27245 47 47 

Universal Sompo General 
Insurance Co. Ltd. 14817 14817 5749 5749 9029 9029 39 39 

Table 2(a): Actual and Target values of Inputs and Outputs (2009-10)

(Amounts in Rs. Lakh)
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0.871 to 0.896; 0.736 to 0.822 respectively during the

period under study, but yet the companies like

Universal Sompo General Insurance Co. Ltd., Bharti

AXA General Insurance Co.Ltd., Future Generali India

Insurance Co. Ltd., etc., which were underperforming

during 2009-10 at OTE front are still performing on the

same lines during 2010-11. Cholamandalam MS

General Insurance Co. Ltd., Future Generali India

Insurance Co. Ltd., and Royal Sundaram Alliance

Insurance Co. Ltd. are notable underperformers at the

front of PTE during both the years. Universal Sompo

General Insurance Co. Ltd.,Future Generali India

Insurance Co. Ltd., and Bharti AXA General Insurance

Co. Ltd. are the most inefficient companies at the front

of SE during the analysis period. The IFFCO Tokio

General Insurance Co. Ltd. and ICICI Lombard General

Insurance Co. Ltd. with the highest number of peer

counts during both the years emerged out as the

leaders among all private non-life with their robust

performance at all the fronts of efficiency

measurements.Though Shriram General Insurance Co.

Ltd. is also having high peer counts but legging behind

the two top companies due to its previous year's poor

performance. The analysis indicates that New India

Assurance Co. Ltd., National Insurance Co. Ltd., the

OrientalInsurance Co. Ltd., United India Insurance Co.

Ltd.,Bajaj Allianz General Insurance Co. Ltd., and

Cholamandalam MS General Insurance Co. Ltd. are

performing with extra scales and hence are required

to curtail their scales to be efficient but on the other

  Outputs Inputs 

Insurance Company Name 

Net 
Premium 

Actual 

Net 
Premium 
Target 

Claims 
Incurred 
Actual 

Claims 
Incurred 
Target 

Operating 
Expenses 
Including 

Commissio
n Actual 

Operating 
Expenses 
Including 

Commissio
n Target 

No. of 
Offices 
Actual 

No. of 
Offices 
Target 

New India Assurance Co. Ltd. 719223 719223 652487 652487 259190 259190 1041 1041 

National Insurance Co. Ltd. 538971 538971 462328 462328 170289 170289 1219 1219 

The Oriental Insurance Co. Ltd. 461158 461158 406536 406536 185844 140484.32 1146 792 

United India Insurance Co. Ltd 511694 511694 438564 440421 199692 159075.07 1436 1114.092 

Bajaj Allianz General Insurance Co. Ltd. 231050 231050 170127 170127 68648 68648 199 199 

Bharti AXA General Insurance Co. Ltd. 43468 43468 27596 27596 24880 24880 51 51 

Cholamandalam MS General Insurance  Co. Ltd. 72686 72686 48578 51257.5 23489 17478.105 96 71 

Future Generali India Insurance Co. Ltd. 40395 42575.9 27902 27902 20658 13403.855 94 60 

HDFC Ergo General Insurance Co. Ltd. 77514 77514 53230 57868.8 26784 21730.187 78 63 

ICICI Lombard General Insurance Co. Ltd. 303318 303318 273064 273064 73409 73409 315 315 

IFFCO Tokio General Insurance Co. Ltd. 125229 125229 99046 99046 33375 33375 66 66 

Reliance General Insurance Co. Ltd. 115480 157413 133138 133138 46939 37571.002 212 169 

Royal Sundaram Alliance Insurance Co. Ltd. 96250 96250 66022 73244.1 32553 25440.042 84 65 

Shriram General Insurance Co. Ltd. 44688 44688 25508 25508 9335 9335 68 68 

TATA AIG General Insurance Co. Ltd 87553 87553 54311 54311 31321 31321 54 54 

Universal Sompo General Insurance Co. Ltd. 22566 22566 14216 14216 12415 12415 54 54 
 

Table 2(b): Actual and target Values of Inputs and Outputs 2010-11

(Amounts in Rs. Lakh)

Source: Actual amounts from IRDA Website and targeted amounts have been extracted and  by the Authors
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hand Bharti AXA General Insurance Co. Ltd., Future

Generali India Insurance Co. Ltd., Reliance General

Insurance Co. Ltd. and Royal Sundaram Alliance

Insurance Co. Ltd., TATA AIG General Insurance Co.

Ltd., and Universal Sompo General Insurance Co. Ltd.

are advised to increase their scale of operation to get

the perfect level of the efficiency. Reliance General

Insurance Co. Ltd. as shifted from increasing to

decreasing returns to scale during the period under

study, which requires a serious managerial attention

for further improvement.

The analytical Table 2(a) explains the variations

between actual and targeted values of outputs and

inputs of sampled general insurance companies for

2009-10, while Table 2(b) explains the situation for 2010-

11. It was evident from the table 2(a) that the actual

and targeted outputs of all the sampled general insurers

were fully matched except in case of BhartiAXA General

Insurance Co. Ltd.which was short of target in case of

'Claims Incurred' and Cholamandalam MS General

Insurance Co. Ltd., Future Generali India Insurance

Co. Ltd., and Reliance General Insurance Co. Ltd.

whose 'Net Premium' could not be attained during 2009-

10. But on the other hand, a very significant number of

insurers (nine) were not capable of utilising both of

their inputs as per the targeted amounts and hence

felt short of performance during 2010-11 in comparison

to only four companies during 2009-10 in achieving

targeted amount of outputs. BhartiAXA General

Insurance Co. Ltd. improved its performance during

2010-11 with a perfect achievement in comparison to

the previous year, while United India Insurance Co. Ltd.,

HDFC Ergo General Insurance Co. Ltd., and Royal

Sundaram Alliance Insurance Co. Ltd. are the insurers

who perform worse at the front of outputs during current

year. An improvement was noticed in use of inputs by

sampled insurers taken together, as only seven

companies defaulted during current year in comparison

to nine during the previous year.

The further analyses of slacks in outputs during

2009-10 and 2010-11 have been described through

Table 3(a) and 3(b). Future Generali India Insurance

Co. Ltd.,Reliance General Insurance Co. Ltd., and

Cholamandalam MS General Insurance Co. Ltd. were

the companies having app. slack of 14 per cent, 5.15

per cent and 1 per cent respectively in 'Net Premium'

and Bharti AXA General Insurance Co. Ltd. showed a

slack of 1.77 per cent in 'Claims Incurred'. The highest

variation of app. Rs.7815 lakh was observed in case of

Reliance General Insurance Co. Ltd. during 2009-10.

The position regarding attainment of output 'Net

Premium' seemed to be improved during 2010-11 as

only two companies Future Generali India Insurance

Co. Ltd. AndReliance General Insurance Co. Ltd. fell

short of performance as compare to three companies

in the previous year. While Future Generali India

Insurance Co. Ltd. controlled and contracted its slacks

of 'Net Premium' from Rs. 3806 lakh (14.28 per cent)

to Rs. 2180 lakh (5.39 per cent) only, Reliance General

Insurance Co. Ltd. found its performance deteriorated

with a gap of Rs. 41933.41 lakh (36.31 per cent) in

comparison to Rs. 7814.617 lakh (5.5 per cent) in input

during the same period.

During 2010-11, four companies detracted from

their path in achieving 'Claims Incurred' substantially

in comparison to only one company with a comparative

small of default during 2009-10.

Underperformance (slacks) was noticed in

both inputs (Operating Expenses including

  

 

Table 3(a): Output Slacks (2009-10)

(Amounts in Rs. Lakh)

Source: Actual amounts from IRDA Websites and targeted amount have been extracted by the authors

Insurance Company Name 

Output I Output II 

Net 

Premium 

Actual 

Net 

Premium 

Target 

Slacks/ 

Deviations 

% of 

Slacks/ 

Deviations 

Claims 

Incurred 

Actual 

Claims 

Incurred 

Target 

Slacks/ 

Deviations 

% of 

Slacks/ 

Deviations 

Bharti AXA General Ins. Co. Ltd. 
18669 18669 0 0 8619 8771.87 152.87 1.77 

Cholamandalam MS General Ins.Co. Ltd. 
51463 51992.5 529.512 1.028 34434 34434 0 0 

Future Generali India Ins. Co. Ltd. 
26647 30453.2 3806.223 14.283871 16915 16915 0 0 

Reliance General Insurance Co. Ltd. 142872 150687 7814.617 5.469 118569 118569 0 0 
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Table 3(b): Outputs slacks 2010-11

(Amounts in Rs. Lakh)

Source: Actual amounts from IRDA Websites and targeted amount have been extracted by the authors

 
Insurance Company Name 

Output I Output II 

Net 
Premium 
Actual 

Net 
Premium 
Target 

Slacks/ 
Deviations 

% of 
Slacks/ 

Deviations 

Claims 
Incurred 
Actual 

Claims 
Incurred 
Target 

Slacks/ 
Deviations 

% of 
Slacks/ 

Deviations 

Future Generali India Insurance Co. Ltd. 40395 42575.93 2180.93 5.39 27902 27902 0 0 

United India Insurance Co. Ltd 511694 511694 0 0 438564 440420.55 1856.55 0.42 

Cholamandalam MS General Insurance Co. Ltd. 72686 72686 0 0 48578 51257.53 2679.534 5.51 

HDFC Ergo General Insurance Co. Ltd. 77514 77514 0 0 53230 57868.75 4638.75 8.71 

Reliance General Insurance Co. Ltd. 115480 157413.41 41933.41 36.31 133138 133138 0 0 

Royal Sundaram Alliance Insurance Co. Ltd. 96250 96250 0 0 66022 73244.13 7222.131 10.93 
 

Table 3(c): Input Slacks 2009-10

 (Amounts in Rs. Lakh)

Source: Actual amounts from IRDA Website and targeted amounts have been extracted by the Authors.

 

Insurance Company Name 

Input I Input II 

Operating 

Expenses 

Including 

Commission 

(Actual) 

Operating 

Expenses 

Including 

Commission 

(Target) 

Slacks/ 

Deviations 

% of 

Slacks/ 

Deviations 

No. of 

Offices 

(Actual) 

No. of 

Offices  

(Target) 

Slacks 

/Deviations

% of 

Slacks 

/Deviations

National Insurance Co. Ltd. 145019 128185.057 16833.943 11.608 1220 632.301 587.699 48.17 

United India Insurance Co. Ltd 138993 132778.805 6214.195 4.471 1437 651.632 785.368 54.65 

Bajaj Allianz General Insurance Co. Ltd. 58028 52932.466 5095.534 8.781 232 211.628 20.372 8.781 

Bharti AXA General Insurance Co. Ltd. 16644 10653.899 5990.101 35.989 50 39.714 10.286 20.57 

Cholamandalam MS General Insurance Co. Ltd. 21540 13238.642 8301.358 38.539 106 65.148 40.852 38.53 

Future Generali India Insurance Co. Ltd. 16000 8985.771 7014.229 43.83 91 51.107 39.893 43.83 

HDFC Ergo General Insurance Co. Ltd. 22021 15890.529 6130.471 27.839 78 56.285 21.715 27.83 

Reliance General Insurance Co. Ltd. 83582 48378.321 35203.679 42.118 212 160 52 24.52 

Royal Sundaram Alliance Insurance Co. Ltd. 26474 19531.561 6942.439 26.224 80 59 21 26.25 
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Commission and No. of Offices) with respect to nine

companies each during 2009-10. Future Generali India

Insurance Co. Ltd. led the defaulters in 'Operating

Expenses including Commission' with a variation of

43.8 per cent followed by Reliance General Insurance

Co. Ltd. (42.118 per cent), Cholamandalam MS General

Insurance Co. Ltd. (38.53 per cent),Bharti AXA General

Insurance Co. Ltd. (35.98 per cent), and HDFC Ergo

General Insurance Co. Ltd. (27.839 per cent) notably

etc. with a least default of 4.471 per cent by United

India Insurance Co. Ltd. albeit Reliance General

Insurance Co. Ltd. with a gap of Rs. 35203.67 lakh

was found to be the serious defaulter along with the

National Insurance Co. Ltd. (with Rs. 6863.94 lakh) at

this front.

United India Insurance Co. Ltd. (54.65 per

cent), National Insurance Co. Ltd. (48.17 per cent),

Future Generali India Insurance Co. Ltd.(43.83 per

cent), and Cholamandalam MS General Insurance Co.

Ltd. (38.53 per cent), are the notable underperformer

as far as 'No. of Offices' are concerned. United India

Insurance Co. Ltd. and National Insurance Co. Ltd.

defaulted the most on the basis of absolute number

Table 3(d): Slack values of Inputs 2010-11

( Amounts in Rs. Lakh)

Source: Actual amounts from IRDA Website and targeted amounts have been extracted by the Authors

 

  

       

      

         

        

as well during 2009-10. The utilisation of inputs during

2010-11, by the sampled insurers showed an

improvement as only seven companies were short of

targets as comparison to nine in the previous year.

HDFC Ergo General Insurance Co. Ltd. (35.12 per

cent), Future Generali India Insurance Co. Ltd. (25.59

per cent), The Oriental Insurance Co. Ltd. (25.49 per

cent), Royal Sundaram Alliance Insurance Co. Ltd.

(21.85 per cent) were found to be least performers

during current year at the front of 'Operating Expenses

including Commission' but The Oriental Insurance Co.

Ltd.(Rs. 45359.68 lakh) and United India Insurance Co.

Ltd. (Rs. 40616 lakh) defaulted the most on the

absolute amount.

As far as the target achievement regarding 'No.

of Offices' during 2010-11 is concerned, Future Generali

India Insurance Co. Ltd. (36.17 per cent), The Oriental

Insurance Co. Ltd. (30.89 per cent), Cholamandalam

MS General Insurance Co. Ltd. (26.04 per cent) and

Royal Sundaram d. (22.62

per cent) were the least performers, but again The

Oriental Insurance Co. Ltd. and United India Insurance

Co. Ltd. with an absolute number of Rs. 354 lakh and

Alliance Insurance Co. Lt

Insurance Company Name 

Input I Input II 

Operating 
Expenses 
Including 
Commissi
on Actual 

Operating 
Expenses 
Including 
Commissi
on Target 

Slacks/ 
Deviations

% of Slack/ 
Deviations 

No. of 
Offices 
Actual 

No. of 
Offices 
Target 

Slacks/ 
Deviations 

% of Slack/ 
Deviations 

The Oriental Insurance Co. Ltd. 185844 140484.3 45359.68 24.41 1146 792 354 30.89 

United India Insurance Co. Ltd 199692 159075.1 40616.93 20.34 1436 1114.092 321.908 22.41 

Cholamandalam MS General 
Insurance Co. Ltd. 23489 17478.11 6010.895 18.87 96 71 25 26.04 

Future Generali India Insurance 
Co. Ltd. 20658 13403.86 7254.15 25.59 94 60 34 36.17 

HDFC Ergo General Insurance 
Co. Ltd. 26784 21730.19 5053.813 35.12 78 63 15 19.23 

Reliance General Insurance 
Co. Ltd. 46939 37571 9367.998 19.96 212 169 43 20.28 

Royal Sundaram Alliance 
Insurance Co. Ltd. 32553 25440.04 7112.958 21.85 84 65 19 22.62 
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Rs. 321.908 lakh topped the list of defaulters.

CONCLUSION

The comparative study of 16 general insurance

companies operating in India with the help of DEA,

revealed that ICICI Lombard General Insurance Co.

Ltd. and IFFCO Tokio General Insurance Co. Ltd. were

the best performers with perfect efficiencies at all fronts

of efficiency measurement during the period under

study. The results of thestudy further showed three

companies- ICICI Lombard General Insurance Co. Ltd.,

IFFCO Tokio General Insurance Co. Ltd., and Shriram

General Insurance Co. Ltd. performing perfectly (score

1) at the front of PTE for both the years under study

and,  Shriram General Insurance Co. Ltd., TATA AIG

General Insurance Co. Ltd., and Universal Sompo

General Insurance Co. Ltd. also registered substantial

growth in their OTE and SE scores over the previous

year, but  New India Assurance Co. Ltd. which was

perfect at OTE front during both the years showed a

negative growth during 2010-11 at OTE and SE front

in comparison to 2009-10. Shriram General Insurance

Co. Ltd., in particular, attained the level of perfect

efficiency in OTE and SE in comparison to its previous

year performance.It is evident from the analysis that

the general insurance business in India has surged at

all the fronts of OTE, PTE and SE from 0.644 to 0.733;

0.871 to 0.896; 0.736 to 0.822 respectively during the

period under study, but yet the companies like

Universal Sompo General Insurance Co. Ltd.,

BhartiAXA General Insurance Co.Ltd., Future Generali

India Insurance Co. Ltd., etc., which were

underperforming during 2009-10 at OTE front are still

performing on the same lines during 2010-11.

Cholamandalam MS General Insurance Co. Ltd.,

Future Generali India Insurance Co. Ltd., and Royal

Sundaram Alliance Insurance Co. Ltd. are notable

underperformers at the front of PTE during both the

years.The IFFCO Tokio General Insurance Co. Ltd.

and ICICI Lombard General Insurance Co. Ltd. with

the highest number of peer counts during both the

years emerged out as the leaders among all private

non-life with their robust performance at all the fronts

of efficiency measurements.Future Generali India

Insurance Co. Ltd., Reliance General Insurance Co. Ltd.

and Royal Sundaram Alliance Insurance Co. Ltd., TATA

AIGGeneral Insurance Co. Ltd., and Universal Sompo

General Insurance Co. Ltd. are advised to increase their

scale of operation to get the perfect level of the efficiency.

The companies observing slacks in outputs/inputs are

required to correct the same as early as possible to

keep the problem of inefficiency at a bay.
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INTRODUCTION

The socio-economic and demographic trends

clearly define the present Indian society. At the societal

level, the intergenerational contract is changing and

with more and more nuclear families, some children

no longer feel the obligation to care for their parents.

At the economic level, the standard of living is

constantly going up and people need more income to

meet their aspirations. At the demographic level the

birth rate is declining and life expectancy is going up.

On the policy front, only 10% of the population has

access to a credible pension plan. If we put all these

trends together, we have a situation of insufficient

income for a sizable elderly population in India. As a

result, providing income security to the country's retired

population has become a major challenge for the

Government. To combat this situation, the government

of India has been striving to provide a secure post-

retirement life to its citizens and introduction of reverse

mortgage loan (RML) scheme constitutes one of such

attempts. This scheme, after its introduction via

Budget 2007-08, is being regulated by National

Housing Bank ('NHB') which plays the role of regulator

as well as instructor by issuing continual guidelines

to the Primary Lending Institutions ('PLIs') who are

the service providers.

RML - REVERSE MORTGAGE LOANS (RML)

Reverse mortgage is a financial instrument

that allows a homeowner to consume some of his

housing equity by converting it into an income stream,
yet maintain ownership and residence in the home.The

reverse mortgage mechanism enables a borrower who
owns a house without encumbrance to "sell" his house

to a lender and avail a steady cash stream based on
the valuation of his house. The unique aspect of this

model is that the borrower continues to occupy the
house until his demise, or until he sells the house to

another party, or moves out of the house permanently.
If any one of these exception conditions occurs, the

borrower has to repay the loan amount availed from
the lender.Under this scheme, citizens aged 60 years
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ABSTRACT

The demographic trend combined with

changes in the old values, higher mobility of the young

and the decline in joint family system is creating an

explosive situation for the elderly in India since we do

not have a generalized social security. The increasing

life expectancy along with consumerist culture, even

post retirement is intensifying the issue. The Union

budget of 2007-08 introduced "Reverse Mortgage

Loans" as a tool to provide social security to the elderly

thus, the Government taking up the cudgel on behalf

of the senior citizens. And thereby assigning the role

of Socially Responsible Corporate Citizens (SRCC)

to  our the banks Senior Citizens usually do not have

a regular income and a large part of the savings of

senior citizens is tied up in non-liquid assets such as

homes and property. If they exhaust their savings, then

it gets difficult to meet living expenses without having

to sell their house. A Reverse Mortgage is a loan that

allows a senior citizen to convert his/her existing

property into cash flows, which they can use for meeting

their living expenses while continuing to use the

mortgaged property. This paper aims at explaining the

concept of Reverse Mortgage Loan (RML), its

characteristics, tax implications, the challenges in

implementing RML and the reasons for failure of RML

in India.

KEYWORDS: Reverse Mortgage, Senior Citizen, Joint
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or above will be able to mortgage their house and derive

an income either in lump sum or monthly payments
while living in it. If one goes for the lump sum amount,

one can deposit it in a bank, withdraw from the account

according to requirements and keep earning interest

on the balance. Thus, reverse mortgage seeks to

monetize the value of the house as an asset (without

actually selling the house) and specifically the owner's

equity in the house. The reverse mortgage loan scheme

has various facets such as determination of loan

amount, modes of receiving payment, utilization of

funds, valuation of residential property, loan

disbursement procedure, settlement of loan etc.

REVIEW OF LITERATURE

According to Pritam P. Hans (2010), reverse

mortgage does not keep you away from the benefits of

appreciation in the value of your house. The property

is revalued regularly (or whenever the bank decides) to

reflect the change in its market price. If the value of

the propertygoes up, the bank offers to increase the

loan amount. In case of a decline, the bank reduces

theloan amount. If the borrower does not agree with

the revised terms, further payments are stoppedand

the interest on the loaned amount keeps

accruing.Nirajbhan K Mahajan (2008) with the changing

social milieu in India and thecollapse of the joint family

system, introduction of reverse mortgage products

could be aworthwhile experiment. Instead of being

dependent on their children for monetary support,

thiswould be a good option for the elderly to continue

with a graceful lifestyle. Banks and housingfinance

companies have already started launching this product

and in the near future, they wouldcome out with the

reverse mortgage products based on American

experience with features like,fixed or floating interest,

shared appreciation, interest earning credit-line and

mortgageinsurance.According to the Pak Banker,

Lahore: Apr 19, 2010, RMLis aimed at senior citizens

when theyare in need of funds after their retirement.

For people whose biggest financial asset is a

home,RMLprovides an option to avail of periodical

payments from a lender against the mortgage of his/

her house. Such a loan allows the borrower to continue

to occupy his house as long as helives.They might be

in receipt of pension but it may not be sufficient to

take care of medical or other big ticket expenses like

up gradation / renovation of residential property.

However, use of RMLfor speculative, trading and

business purposes is not permissible.

OBJECTIVES OF THE STUDY

- To find the procedure of reverse mortgage in India.

- To find the challenges in implementing the reverse

mortgage in India.

- Also, to find the reasons for failure of such loans in

India.

FEATURES OF REVERSE MORTGAGE LOANS

The draft guidelines of reverse mortgage in India

prepared by the Reserve Bank of India have the following

features:

- Any house owner over 60 years of age is eligible for a

reverse mortgage.

- The maximum loan is up to 60 per cent of the value of

the residential property.

- The maximum period of property mortgage is 15 years

with a bank or HFC (Housing Finance Company).

- The borrower can opt for a monthly, quarterly, annual

or lump sum payments at any point, as per his

discretion.

- The revaluation of the property has to be undertaken

by the bank or HFC once every 5 years.

- The amount received through reverse mortgage is

considered as loan and not income; hence the same

will not attract any tax liability.

- Reverse mortgage rates can be fixed or floating and

hence will vary according to market conditions

depending on the interest rate regime chosen by the

borrower.

- Reverse Mortgages have a "non-recourse" feature,

which means that the total amount owed can never

exceed the appraised value of the home.

Eligibility criteria to avail Reverse Mortgage Loan

- A house owner of more than 60 years of age with

100% equity in property.

- Property should be self-acquired.

- If wife is a co-applicant, she should be above 58.

Factors deciding the Amount of Loan

(a) Age of the borrower and co-applicant (Higher the

age, higher the annuity).

(b) Value of property (maximum loan is up to 60% of
the value of the residential property).

(c) Rate of Interest (Higher the rate lesser the annuity).

(d) Other factors such as servicing cost, fore closures
etc.

Formula To Calculate The Periodic Payments Under
RML

The formula to calculate the periodic
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payments, as available in the website of NHB, is as
under:
Installment Amount = (PV*LTVR*I)/ ((1+I)n-1)
Where, PV = Property Value;
LTVR = LTV Ratio;
n = No. of Installment Payments;
I = the value of I will depend on Disbursement Frequency
selected.

A Hypothetical Example

Property Value (PV) = 10,00,000
LTV Ratio (LTVR)=80%
Loan Disbursement Period=15 Years
Disbursement Frequency=Monthly
Interest Rate (IR) = 10.5 %

Calculations: On the basis of the inputs:

The disbursement frequency selected is Monthly so 'I'
will be IR/12(i.e.10.5%/12)

No. of installment payments(n) will be calculated
monthly e.g. if 15 is selected then the n=15*12=180

Putting the values in the formula:

Installment Amount=Rs.1850

Major Banks and Financial Institutions in the role
of SRCC

The major reverse mortgage lenders in India
or the banks and financial institutions providing reverse
mortgage in India include:
National Housing Bank (NHB)
Dewan Housing Finance Limited (DHFL)
State Bank of India (SBI)
Punjab National Bank (PNB)
Indian Bank
Central Bank of India

Income Tax Implications

The amount of the payments (whether monthly
or otherwise) received by the borrower; i.e. the owner
of the house go to increase the amount of loan
outstanding against thehouse. Further, the borrower
is charged interest on the amount of loan extended to
him against a reverse mortgage. The proceeds from a
reverse mortgage being payments received on capital
account should be exempt from taxation. Further, if
the borrower chooses to pay any interest which is
outstanding against the loan, the same may be allowed
as a deduction against other taxable income subject
to a ceiling. Thus a Reverse Mortgage will be treated
as a loanhence there will be no tax payable on the
regular cash flows.

RML IN INDIA - PRESENT SCENARIO AND
CHALLENGES

As  per  NHB Annual report 2010-11,  as  on
June  30,  2011,  23  Scheduled Commercial Banks

and  2  HFCs have  launched the RML  Scheme  and
1740 crores have been sanctioned to 8903 senior
citizen borrowers.In contrast the figures stood at
Approximately Rs.1,700 crores availed by 7,500 senior
citizens across India according to the NHB Annual
Report 2009-10. The below figures clearly indicate that
a very small percentage of senior citizens seem to
have taken advantage of the facility since its inception.

The reasons for its failure could be:
Product not promoted by lenders aggressively i.e.

poor marketing.

Ambiguity about Valuation, Maintenance and

Repossession of property.

High interest rate discourages the borrower as the
monthly payments are low due to the high interest

rate.

Tedious procedure, Lack of clear cut legal

framework and transparency.

Sometimes higher rent can be earned by renting

out the existing Flat and shifting to smaller one
than going for RML.

No payments to the borrower from the bank/HFC
after expiry of loan periods which is presently 20

years, even if the borrower is alive.

High Processing cost: Influence of children on

elderly parents wanting to opt for RML.

Banks and HFC are not pushing up the product

(RML) because of falling property rates and
increasing NPA.

Loan only against self-acquired property is further

constraint as most property in the country is
ancestral.

Capping of available loan amount at Rs. 50 Lakhs
despite equitable percentage of the property's value

may be more, discourages the borrowers.

RML IN INDIA - FUTURE PROSPECTS

Estimates show that India's old age population
will increase to 113 million by 2016 and 179 million by

2026. Life expectancy, currently at 77 years could
increase to around 80 years by 2020. With the

increasing old age population and life expectancy,
Reverse Mortgage introduced by Budget 2007, seems

to have a potential market in India.Reverse mortgage
is a product of the future,with changing demography;

banks will have to create a lot of awareness about the
concept among senior citizens so that property-rich

but cash-poor senior citizens will benefit the most.It is
expected that the number of senior citizens would be

140 Million by 2016 and 220 Million by 2030 (Kasbekar,
2008).

Their share in the total population is projected
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is around 17 years now, will increase to around 20

by 2020 (IIPS, 2000 andIrudayarajan et. al, 1999).

The above demographic change positively

mark India as a significant market for reverse

mortgage if its economy continues at its current

pace of growth, leading to increase in prosperity,

real estate prices, disposable incomes, life

expectancy and decrease in fertility rates in the

population.The Government of India ispromoting it

because other social security systems do not

exist. RML seems to beadvantageous to all the

stakeholders i.e. borrowers, lenders and the

regulator (GOI). Inaddition to existing, some more

measures are suggested for increasing the reach

andaffordability.The size and composition of

population, ensures that India might turn out to be

as big asUSD 500 Billion Dollars markets for RML

products. This is a sizable market andobviously

cannot be ignored by the finance world for long.

CONCLUSION

Reverse mortgage is a novel and socially

preferred alternative to selling or moving out of the

house in order to generate an income stream.

Education and counseling about this concept would

make the elderly understand the crucial differences

between the vulnerability they feel with traditional

loans, as opposed to the emotional, social and

psychological advantages that reverse mortgages

confer. Key to the efficacy of reverse mortgages is

the development of a strong financial and regulatory

infrastructure that will minimize loopholes, prevent

fraud, and make this product successful in serving

the needs of the senior citizens in India.
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ABSTRACT

Accessibility of health care is crucial in

improving health status and good health in turn is

necessary for healthy empowerment. Healthcare is one

of India's largest sectors, in terms of revenue of around

USD 30 billion and employment to about 4 million

people and is booming rapidly. Ensuring access to

healthcare helps to minimize absenteeism, enhance

labor productivity, and prevents misery. Worldwide all

the governments have had a significant role in providing

and regulating healthcare services in their respective

countries. Their role becomes more crucial particularly

in developing countries where their concentration is

largely on the poor. Globally, the healthcare is amongst

fastest growing sector with total revenues of

approximately USD 2.8 Trillion. Within this context,

India is viewed as one of the most promising markets

among the developing countries with a worth about

USD 44 billion as of 2010  and is projected to reach

around  USD 280 billion by 2020. This review paper

gives a comprehensive insight into the soaring Indian

healthcare industry. It analyze the wide and diverse

spectrum of Indian healthcare, with emphasis on

opportunities in the area of medical education & training,

hospital infrastructure, pharmaceuticals, medical

equipments, diagnostic labs and emerging fields like

healthcare tourism, stem cell banking & research and

telemedicine. The paper focuses on the Indian

healthcare be becoming a complete medical market

from mere a lifeline. An increase in lifestyle diseases

resulting from the adoption of unhealthy western diets,

combined with a growing middle class that has more

disposable income to spend on treatment, will provide

new opportunities for global pharmaceutical firms. India

has emerged as a major supplier of several bulk drugs,

producing these at lower prices compared to formulation

producers worldwide. The overall industry scope is

tremendous, propelled by a growing economy, shifting

demographics, rising disposable incomes, high

incidence of lifestyle-induced diseases, new

investment avenues and a large pool of talented and

cost-effective human resource.

KEYWORDS: Healthcare, Healthcare Infrastructure,
Medical Market, Medical Tourism,Telemedicine.

INTRODUCTION

It is quite an enormous challenge to produce

good human capital keeping in mind the healthcare

resources. According to Wealth Report 2012 by Knight

Frank & Citi Private Limited that China will overtake

the US to become the world's largest economy by 2020,

which in turn will be overtaken by India in 2050. India

will be the largest employable persons producing

country in the world in 2030. It is very widely

acknowledged that health is an important component

of human development. Empowerment of people comes

from the freedom they enjoy, and this includes, among

others, freedom from poverty, hunger, and malnutrition,

and freedom to work and lead a healthy life . Importance

of health care is critical in improving health status and

good health is necessary for good empowerment in

the nation. The Governments throughout the globe have

been playing a significant role in providing and regulating

health services and their role is particularly important

in developing countries with large concentration of the

deprived section. Despite poor health indicators,

Government spending on health care in most low and

middle-income countries is well below what is needed.

A recent analysis suggests that while low-income

countries need to spend USD 54 per capita for a basic

package of health services, the average actual per

capita health expenditure in these countries is only
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USD 27. Low revenue collections, competing demands

for revenues, and relatively low spending priority

contribute to this insufficient spending. Consequently,

limited access to public health care facilities forces

people to turn to private ones.

Healthcare: A Booming Service Sector

Healthcare is one of India's largest sectors,

in terms of revenue and employment, and the sector

is expanding rapidly. During the 1990s, Indian

healthcare grew at a compound annual rate of 16%.

Today the total value of the sector is more than USD

44 billion. The private sector accounts for more than

80% of total healthcare spending in India.  The most

vital component of healthcare is pharmaceuticals that

accounts for a major part of household health

expenditures. This market for allopathic drugs, their

production, trade, investment, and employment etc

has been growing rapidly in India in terms of production,

trade, investment, and employment. Estimates from

the above-mentioned survey revealed that three-fourths

of the total out-of-pocket health expenditure is spent

on drugs. However, the component of drugs and

medicines in the overall budget of both the Central

and State Governments is only a minor share. In the

developing countries like India, healthcare has been a

neglected issue in the overall policy framework. The

households spend a significant portion of their incomes

on food, and little for their healthcare.  But unless a

restructuring of the budgeting system is done to make

it more functional, it would be challenging in meeting

healthcare needs in India and will continue to be

difficult. Despite widespread poverty and inadequate

public healthcare provision, India has much to offer

the leading drug makers. An increase in lifestyle

diseases resulting from the adoption of unhealthy

western diets, combined with a growing middle class

that has more disposable income to spend on

treatment, will provide new opportunities for global

pharmaceutical firms. India has emerged as a major

supplier of several bulk drugs, producing these at lower

prices compared to formulation producers worldwide.

Indian entrepreneurs are also playing a significant role

in the healthcare industry.  Many of the entrepreneurs

have launched chains of standalone intensive care

units, cancer care centers and single-doctor clinics in

rural areas, seeking to fill some critical gaps in

healthcare faculties in the country.

Facts & Figures

As per Confederation of Indian Industries (CII)

Report-2011, Healthcare sector in India has estimated

revenue of around USD 30 billion, constituting about 5

percent of the gross domestic product (GDP) and

offering employment to about 4 million people.

According to Investment Commission of India, the

sector has witnessed a phenomenal expansion in the

last few years growing at over 12 percent per annum.

As per a recent Confederation of Indian Industries-

McKinsey Report, the growth of healthcare sector can

contribute to 6-7 percent of GDP and increase

employment by at least 2.5 million by 2012. It is

predicted that the healthcare spending will be double

in next 10 years. The Central Government, through

the main Council of the Ministry of Health and Family

Welfare and various committee recommendations, has

shaped health policy and planning in India from time

to time. Out of the total expenditure on medical

education and research, the Central Government's

share is a little over 40 percent. Regarding private

spending on healthcare, the National Health Accounts

Matrix reveals that 71 percent of the health budget is

contributed by the private sector, of which households

alone spend 68.8 percent.This is because the

Government's health sector policies encourage the

growth of the private healthcare sector. Also even

though the size of the central health budget has grown

considerably, transfers to states as a proportion of the

total budget of the Ministry has declined from nearly

57 percent to 44 percent. This shows the increasing

role that the Central Government has been assuming

in the delivery of health services. To overcome the

country's inequity, inequality, and budget deficits, the

Government has initiated a mix of mandatory social

health insurances, voluntary private health insurances,

and community-based health insurances. Various

development agencies like the World Bank, Asian

Development Bank, African Development Bank, Inter-

American Development Bank etc are providing health

aid to various developing countries.  In 2010 the total

global development assistance in health was USD 28.2

billion. Out of which, India got only USD 775 million for

development assistance in health (DHA) followed by

Tanzania, Ethiopia, Nigeria and Kenya with USD 722,

704, 699 and 615 respectively. Of course it was a vey

tiny figure i.e. less than 5% of what the both Centre

and State government spent on public health care.

A JOURNEY OF LIFE LINE TO MEDICAL MARKET

IN INDIA

There is a lot of scope in the healthcare market

in India. Much of the areas are yet to be explored.

Various scientific research and developments are
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continuously are being made to cope up with the needs

of the patients to meet their expectations. But India's

healthcare sector has not kept pace with the

economy's growth and has been inadequate in meeting

today's healthcare demands. There is extensive

shortage of about 6 lakhs doctors and about 10 lakhs

nurses in the country. Our birth record every year is

2.6 crores and every 5th child in the world lives in India.

India in the world, fifth country that accounts for more

than half the world 3.3 million new born deaths. India

sees the highest number of women dying during child

birth i.e. 63,000 per annum.

a. Healthcare Infrastructure: While India has several

centers of excellence in healthcare delivery, still they

lack in adequate facilities to drive healthcare standards

because of the poor condition of the infrastructure in

the vast majority of the country. With a few exceptions,

such as the All India Institute of Medical Studies, Delhi

(AIIMS), public health facilities are inefficient,

inadequately managed and staffed, and have poorly

maintained medical equipments. In addition, at least

11 Indian States do not have laboratories for testing

drugs, and more than half of existing laboratories are

not properly equipped or staffed. India is divided in two

categories, the one which has provision of high-quality

medical care to middle-class Indians and medical

tourists, and the other where the majority of the

population lives with limited or no access to quality

healthcare. Today only 25% of the Indian population

has access to Western (allopathic) medicine, which

is practiced mainly in urban areas, where two-thirds of

India's hospitals and health centers are located. There

is a huge gap between the availability of the beds and

requires beds in the hospitals in India. Currently India

has approximately 860 beds per million population only.

This is only one-fifth of the world average, which is

3,960, according to the World Health Organization.

The Government is providing an enormous opportunity

for private players to fill the gap. Recently there have

been many new investments in healthcare infrastructure

facilities in India. For instance, ICICI Venture, the

country's largest private equity fund has invested UDS

8.6 million in a chain of diagnostics facilities, along

with Metropolis Health Services Ltd. With the advent

of private insurance and the emergence of India as a

medical tourism destination, there also has been a

surge of growth in so-called "super specialty" luxury

hospitals, which have teams of specialists,

sophisticated equipment, links to other medical centers

and the ability to treat a broad range of ailments.

b. Booming Medical Tourism: One of the major

external drivers of growth of the Indian healthcare sector

is medical tourism. India provides best-in-class

treatment, and in some cases at even less than one-

tenth the cost incurred in the US and other global

counterparts. India's private hospitals excel in fields

such as cardiology, joint replacement, orthopedic

surgery, gastroenterology, ophthalmology, transplants

and urology. India has the potential to attract one million

medical tourists each year, which could contribute USD

5 billion to the economy, according to the Confederation

of Indian Industries. In addition to receiving traditional

medical treatments, a growing number of people from

other parts of the world are traveling to India to pursue

alternate medicines such as ayurveda, which has

blossomed in Kerala, in south India and has leveraged

a good competitive advantage over allopathic treatment.

c. Emerging Health Insurance Market: The

penetration of health insurance in India has been low

that only about four to six percent of all Indian citizens

are estimated to be covered under any form of health

insurance. It shows that Indian population is not much

aware about the benefits of health insurance.  And

therefore this market is yet to be explored with proper

marketing strategies. In terms of the market share,

the size of the insurance market is hardly two percent

of the total health expenditures in the country. Health

insurance will make healthcare more affordable to larger

segments of the population, boosting healthcare

expenditures per household and driving the demand

for quality care. In the post liberalization era, some

companies have been licensed to act as third party

administrators in health services. With a motive to

strengthen the health insurance industry and shaping

it more professional. In response to liberalization, large

number foreign insurance companies are moving into

India and forming joint venture as well as alliances.

Two prominent examples are Max New York Life, a

joint venture between Max India and New York Life,

and ICICI Prudential Life Insurance, a joint venture

between the ICICI Group and UK-based Prudential plc.

Some companies are experimenting with more

targeted forms of insurance coverage.

d. Emergence of Telemedicine Market:

Telemedicine is a rapidly emerging trend that facilitates

the remote diagnosis, monitoring and treatment of

patients via videoconferencing or the Internet.

Telemedicine is a cusp of the medical sciences and

another rapidly growing sector in the country, the

Information and Communications Technology (ICT).



88
SUNITA BHARATWAL & S.K SHARMA

Several major private hospitals have adopted

telemedicine services, and a number of hospitals have

developed Public-Private Partnership (PPPs), to name

a few are Apollo, AIIMS, Narayana Hridayalaya and

Sankara Nethralaya. This is being absorbed rapidly

and accepted widely. Today there are approximately

120 telemedicine centers throughout India.  There is a

growing practice within India to establish a health grid

connecting medical institutions and medical specialists

enabling them exchange case studies, compare

experiences, and hold virtual conferences to discuss

critical disease patterns and thus provide much

accurate treatment.

e. Medical Equipment Market: Both the healthcare

infrastructure expansion in India, the emergence of

medical tourism and the market of telemedicine, has

driven a strong demand for medical equipments, such

as x-ray machines, CT scanners and

electrocardiograph machines etc. Reputed foreign

companies market most high value medical

equipments but the consumables and disposable

equipment are made in domestic market. Therefore

many foreign companies have entered in the Indian

market recently. The competition has intensified with

the entry of more global firms into the medical

equipment marketplace.

f. Stem Cell Banking and Research: Stem cell

banking and research has a very high scope in the

forthcoming times. The potential of this medical market

can easily gauged from this fact that over 2.6 crores

birth take place in the country each year. The potential

in regenerative medicine is exciting and is likely to be

widely used by mid-2017. Stem cell therapy is

estimated to go up to USD 22 billion by the end of this

year. The current size of the Indian market itself is

estimated to be USD 600 million. India would soon

become a hub for this industry. Research work in the

field of stem cell therapy and transplants for curing

deadly diseases such as cancers, lymphoma, heart

diseases etc is increasing. Apart from the limited

awareness about stem cell therapy among people,

another challenge in this industry is the high cost of

stem cell banking service that could range from

Rs.77,000 to Rs.3,00,000 depending upon the nature

and category of service one opts for. But those who

are aware of and afford this facility generally go for

availing it. Stem cell banking recently got quite a

befitting celeb endorsement when bollywood actor

Shilpa Shetty decided to store her new born baby's

stem cell banking company.

g. Pharmaceutical Industry Opportunities and

Research: India has become a major exporter of

pharmaceuticals particularly generic drugs to global

markets. Many multinational generics companies have

been sourcing products from Indian manufacturers for

some years. Some also use Indian contract

manufacturers to manufacture the finished product.

Pharmaceutical research is one area that is expected

to achieve tremendous growth in future, due to India's

huge and growing population, low per capita drug usage,

and increasing incidence of disease. As per

Confederation of Indian Industries (CII) - Price

Waterhouse Coopers (PWC) Report, India pharma Inc-

gearing up for the next level of growth, released recently,

predicts that it is likely for India to be among the top

10 global pharma market in value terms by 2020. Global

pharmaceutical alliances with Indian drug firms are

finally beginning to look like a two-way street, with

major R&D deals being struck. GlaxoSmithKline is

working with Ranbaxy Laboratories to identify new

targets and has partnered with TCS for data

management, through a global drug development

support center in Mumbai.

HEALTHCARE INDUSTRY - THE CHALLENGES

AHEAD

Healthcare industry is facing rigorous

challenges towards quality healthcare infrastructure in

terms of building, availability of beds, well equipped

laboratories, most up-to-date equipments, and medical

education & research policy, huge shortage of doctors,

nurses and trained paramedical staff and their quality.

Healthcare industry is also facing greater pressure on

margins and this will continue into the future.

Structurally driven inflation, salary increases, high

interest rates and a weekend rupee have resulted in

ballooning medical costs are few of the reasons for

that mounting pressure. But due to the economic

slowdown and increasingly price-conscious customers,

it is getting more difficult to pass on price increases.

Medical equipment companies are struggling to cope

with a weak rupee that is pushing up the cost of

imports, which make up nearly 70 percent of their

supplies. Pharma manufacturers are concerned about

looming price control legislation threatening to curtail

price growth-the government took a major step recently

by deciding to cap prices of essential drugs which by

some accounts, make up 60 percent of the domestic

market. This will affect 348 drugs worth Rs. 290 billion.

The government's USD 5.4 billion plan to provide free

generic drugs to state run hospitals will be another
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challenge for the pharmaceutical industry. Such

programme will impact the profits of manufacturers of

branded medicines, something they must plan for while,

working with authorities to ensure quality medicines

at affordable prices. Despite all these existing and new

challenges, the long term opportunity is attractive. As

per estimate, the Indian health care sector will expand

dramatically over the next decade, growing at annual

rate of 14 percent, with the larger players expected to

grow faster. To capitalize this projected growth and

ride out the current turbulence, companies must

ensure that they have an effective business model to

scale in a cost-efficient manner.

The Indian health financing sector is facing a

number of challenges. The healthcare has become a

costly affair for a common man especially imposing a

high financial burden over the poor. Another crucial

segment of the society emerged out of the increasing

social trend of nuclear families i.e. the senior citizens

are being neglected and are being deprived of any kind

of nursing care in any of the healthcare insurance

policies. This needs to be revised and more focused.

Moreover the healthcare insurance is burdened with

the newly emerged lifestyle induced diseases & health

risks. Limited Government funding leading to negligence

of preventive as well as primary care and public health

functions. Health insurance is established in many

countries, however, still remains largely untapped in

India. Less than 15 percent of India's 1.1 billion people

are covered through health insurance. It mostly covers

government employees, share of public financing in

total health care is just about 1 percent of GDP. Over

80 percent of health financing is private financing, much

of which is out-of- pocket payments and not by any

pre-payment schemes.

INITIATIVES TAKEN BY THE GOVERNMENT OF

INDIA

a. Access to information and capacity-building: The

government needs to access information about the

available resources in the private and the public sector

in order to design health financing reforms and to build

capacity to become a strategic partner that contains

costs and quality improvements in healthcare services.

Mistakes can result in more harm than good with

malpractices etc. In this regard, we are working to

provide information on public-private partnerships and

training in health financing to the government and private

sector.

b. Positive Regulations: The government, on its part,

is promoting this sector through positive regulations

like the introduction of the Health Bill, to bring all

independent bodies like the Medical Council of India

(MCI), the Dental Council of India (DCI), the Pharmacy

Council of India (PCI) and the Nursing Council of India

(NCI) under a centralized authority.

c. Increasing Public Expenditure on Health Care:

The government is also increasing public expenditure

on healthcare to 2.5 percent of GDP from 1 percent.

And also encouraging  public-private partnerships (PPP)

in hospital infrastructure and boosting medical tourism.

d. Health Insurance Portability: It is expected to

increase the penetration of insurance by not only

improving the quality of service levels, but also by

raising competition among insurers to retain

customers.

e. Motivation to the Foreign Investors: Various foreign

investors are interested today in the healthcare industry

in India. Foreign players who plan to set up hospitals,

educational and research institutions, medical

equipments firms, pharmaceutical companies and

insurance business are encouraged by the government

through liberal regulations and other benefits.

CONCLUSION

Various reports have analyzed that there is a

wide and diverse spectrum of Indian healthcare, with

lot of opportunities in the areas of hospital infrastructure,

pharmaceuticals, medical education and research,

medical equipments, diagnostic labs and emerging

fields like medical tourism, stem cell banking and

telemedicine. Influenced by a congenial economic

environment and demographic changes, the Indian

healthcare industry has experienced exceptional

growth over the past few years. The overall industry

scenario is upbeat, propelled by a growing economy,

shifting demographics, rising disposable incomes, high

incidence of lifestyle-induced diseases, new investment

avenues and a large pool of talented and cost-effective

human resource. The segments that are reaping the

most benefits are hospitals, pharmaceuticals, medical

equipment companies, pathological labs and other

service providers. Taking advantage of the prevalent

optimistic atmosphere, many foreign players are

looking to enter the country, especially in Tier-II and

Tier-III cities, which have huge untapped markets.

Meanwhile, the generic drugs market is set to expand,

since most patents are going to expire in the next 5

years. Simultaneously, health cities and single

specialty clinics are gaining prominence in promoting

quality healthcare services at affordable prices are

having tremendous scope. A multi-pronged approach
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from key stakeholders is necessary to address the

issue. Both the public and private sector need to work

in tandem to make healthcare available, accessible

and affordable. The Healthcare Sector Skill Council

(HSSC), promoted by CII, NSDC and leading healthcare

service providers in India, and Skills-for-Health, UK have

signed a Memorandum Of Understanding (MOU) to

collaborate and work together in the are of healthcare

skills. Such kind of collaborations will absolutely prove

to be the boon to this industry.
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exchange relationships requires an understanding of
buying behavior. Buying behavior is the decision
processes and acts of people involved in buying and
using product. One of the questions being asked is
whether the consumer buying behavior differs where
new technology products are concerned? The influence
of technology is pervasive. High technological markets
are categorized as complex. In addition, they exist
under rapidly changing technological conditions that
lead to shorter life cycles and the need for rapid
decisions (Bridges, Coughlan, and Kalish 1991). Speed
is very important in high tech markets and it is driven
by increasing competition and the continually growing
expectations of customers (Doyle and Saunders
1985). Higher levels of risk caused by these factors
will affect both the customer and the producer. As a
result of these dynamic market conditions high tech
companies frequently depend on a product focus
(Dugal and Schroeder 1995, Marcus and Segal 1989).
In addition, a product focus is direct by the innovations
in technology rather than by the needs of the customer.
This subject often leads to neglect of a customer focus
that is a key success on today's globally competitive
markets. One way to focus on consumers is to study
their decisions. Insight into customer decision-making
process leads to a better development of an effective
marketing strategy. Resulting strategies may be
modified or altered depending upon how the consumer
acquires, processes, and uses decision-making
information when purchasing. Understanding buying-
related decision-making behavior of consumers is
important for companies' strategic marketing activities,
and effective communication with different consumer
segments can be helped by understanding the
psychological processes that affect consumer behavior.

OBJECTIVES OF THE STUDY
The  present study focusses on the specific

objectives for examining the impact of consumer
behaviour.

1) To find and analyse the factors which influence the
consumer decision making.

2) To study and evaluate the factors influencing decision
making in mobile phones.

RESEARCH METHODOLOGY

For the purpose of the present study, the following
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ABSTRACT

The purpose of this research is to study the

behavior of consumers who purchase/buy mobile phone

in India. Mobile phones plays an important role in

today's life style. The fascination of consumers towards

this device is because it has got all the important

features to be called a perfect gadget such as user

friendly, handy, convenient, performance, style and etc.

The consumers however consider many aspects while

deciding a mobile phone including price. There are

many factors which influences the consumer/buyer

decision.As a result of the factor analysis, ten factors

found to be most appropriate representation of Indian

consumers decision making style for mobile phone

such as Price, impulse, fashion, social influence,

Brand loyalty, Media influence, Quality consciousness,

Life style influence, indecisiveness, recreation

consciousness. To investigate the consumer style

inventory, a convenient sample was selected from the

students of engineering college in meerut city. Meerut

city is the educational hub in NCR. Three hundred

questionnaires were sent to the sample group, 213

were identified as valid for the study.

KEYWORDS: Consumer Behaviour,Decision-Making,

Marketing,Price, Electronic Goods.

INTRODUCTION

How do consumers decide which particular

product, brand or service to purchase? This is an eternal

question  that  marketers  continue to ponder over.

The consumer buying behavior is an important research

area with direct impact on the marketing process of a

firm. A firm's ability to establish and maintain satisfying
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method was adopted for the collection of data:

- The sample element of this research is the customer

mobile phones in Meerut & NCR.

- The sampling extent of this project is Meerut & NCR.

- The sample size taken for this project is 213.

- Convenient sampling was used for the purpose of

this project. People were surveyed as per convenience.

The data which is collected in this project is basically

primary in nature and the report is based more on

primary data. However, secondary data is also used in it.

Factors affecting consumer buying decision

Buying of a product primarily depends on

customer's need. No customer buys a product unless

they have a problem, a need, a want or a desire. The

customers decision making process is depend on a

model which has been developed by Professor Engel

Kollat and Blackwell at the Ohio State University. The

following table shows general tendency of data from

various factors.

Age No. or Respondents % 

18-25 85 40% 

26-35 53 25% 

36-50 43 20% 

50 and above 32 15% 

 

Table 1: Sample Classification: Age Wise

Sample Classification: Occupation Wise

 

Sample Classification: Income Wise

 

 

Sampling Method and Procedures

The  questionnaire was adapted and 51 items

contained in it.  Questionnaire were Likert-scaled

items. Items were on a scale of one to five, with ratings

of strongly disagree and strongly agree as end points.

The survey instrument divided consumers into eight

decision-making styles and effectively measured their

behavior in purchasing mobile phone. In addition, three

factors were added to measure consumer decision-

making styles including social influence, media

influence and lifestyles. Altogether there were eleven

factors to be test in this research.

Data Collection Procedures

The questionnaires were distributed at JPIET,

MIET, IIMT and Modi Engineering College. The

convenient-sampling method was used in the study.

The participants were undergraduate University

students in Meerut & NCR. The questionnaire had fifty

one questions. Three hundred participants were given

the questionnaire pack that contained (a) demographic

questions and (b) the adapted CSI questionnaire

regarding mobile phone. To prevent errors the

researcher used questionnaires as an instrument to

interview the respondents by the researcher will ask

questions and the respondents will answer all questions

to be asked. Of the 300 participants, 213 were identified

as valid sample by the researcher.

Reliability Test

To test the reliability of the fifty-one items in

the questionnaire, factor analysis was analyzed by

using the Statistic Package for the Social Science

(SPSS 12.0) software. The alpha coefficients for each

factor in this study are presented in Table 2. The

Cronbach's alpha coefficients for factor 1, factor 2, factor

3, factor 4, factor 5, factor 6, factor 7, factor 8, factor

9and factor 10  were between .707 and .811, indicating

satisfactory levels of reliability. However, factor 2

showed low reliability with the alpha coefficient .433,

indicating an unsatisfactory level of reliability on

consumer shopping characteristics. Even though factor

2 resulted in low reliability, it was decided that the

factor could be used in the test of the shopping

characteristic, because brand consciousness/price

equal quality have marginal reliability. For consistency,

it was decided that reliabilities should not be below .4,

the same level used by Sproles and Kendall (1986).

Table 2: Reliability for Consumer Styles Inventory

(CSI) Questionnaire

Occupation  No . of respo ndent %  

Servic e 75 35% 

Business 53 25% 

Student 85 40% 

Income No. of respondent %  

Less than 1 Lakh 53 25% 

1 to 3 Lakh 64 30% 

3 to 5 Lakh 53 25% 

5 Lakh and above 43 20% Factors Cronbach’s Alpha 

Quality Consciousness .785 

Brand Loyalty .433 

Fashion .711 

Recreational Purpose .782 

Price (Value for money) .746 

Impulsiveness .707 

Indeciveness .811 

 Media Influence .759 

Social Influence .712 

Lifestyle Influence .707 
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Moreover, this research also used Kaiser-Meyer-Olkin

(KMO) test to examine whether the data was fit to use

factor analysis in analyzing data. From Table 3, the

value of KMO (.869) was closed to 1. Moreover, the

significant value (.000) was less than .05 when using

Bartlett's Test of Sphericity. Therefore, factor analysis

was suitable with the analysis of this research.

Table 3: KMO and Bartlett's Test

     

 Chi-Square  

 Df  

 Sig.  

STATISTICAL DATA ANALYSIS

For statistical data analysis, factor analysis,

Spearman correlation, an independent samples t-test,

Wilcoxon-Mann-Whitney test, one-way ANOVA and

Kruskal Wallis test were used as statistical tools by

this research.

Results of Factor Analysis

As a result of the factor analysis in Table 4, ten factors

found to be the most appropriate representation of the

consumer decision-making styles for mobile phone

appeared out of the fifty-one individual items divided

into eleven factors, and twenty- seven items were

retained in this study. Therefore, an eleven-factor model

clearly identified a ten-factor model: (1) price

consciousness, (2) impulse consciousness, (3)

fashion, (4) social influence, (5) brand loyalty, (6) mass

media influence, (7) quality, (8) lifestyle influence, (9)

indecesiveness and (10) recreation purpose.

Factor Loading 

 1 2 3 4 5 6 7 8 9 10 

Price 4 .745          

Price 2 .743          

Price 1 .692          

Impulse 4  .726         

Impulse 1  .714         

Impulse 2  .700         

Impulse 3  .609         

Fashion 1   .707        

Fashion 2   .606        

Social 2    .671       

Social 4    .632       

Social 1    .608       

Social 3    .600       

Loyalty 2     .741      

Loyalty 1     .696      

Loyalty 3     .695      

Mass 2      .608     

Quality 2       .652    

Quality 1       .643    

Lifestyle 9        .674   

Lifestyle 8        .648   

Indecis iveness 1          .774  

Indecis iveness 2         .721  

Recreation 1          .682 

Recreation 2          .602 

 

Table 4: Result of Factor Analysis for Shopping Characteristics for Mobile Phone

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.869 

Bartlett’s Test of Sphericity Chi-Square 10777.605 

Df 1275 

Sig. .000 
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Table 5: Correlations between Decision-Making Styles of Consumer

Correlations between Consumer Decision-Making

Styles

According to Table 5, consumer decision making style

2 (Impulse) was slightly positively related with

consumer style 9 (Indeciveness) at significant level

.01. Consumer decision making style 4 (Social

Influence) was slightly positively related with consumer

style 7 Quality consciousness) at significant level .05.

Consumer decision making style 6 ( Media influence)

was slightly positively related with consumer style 10

(Recreation Purpose) at significant level .01. Consumer

decision making style 8 (Lifestyle influence) was slightly

positively related with consumer style 9 (Indecisiveness)

at significant level .05.

 

Note 1. ** Correlation is significant at the 0.01 level (2-tailed). * Correlation is significant at the 0.05 level (2-tailed).

Note 2. Style 1 Price , Style 2 Impulse , Style 3 Fashion consciousness, Style 4 Social Influence, Style 5 Brand  loyalty,

Style 6  media influence, Style 7 Quality consciousness, Style 8 Lifestyle influence, Style 9 Indeciveness and Style 10

Recreation purpose.

Furthermore, price, impulse, media, quality,

confusion and recreation consciousness style of

consumer was not significantly different based on

gender. This means that genders were not different in

their price, impulse, media, quality and confusion and

recreation consciousness style of shopper. In contrast,

fashion, social, habit/brand loyalty and lifestyle

consciousness style of consumer was significantly

different based on gender. This means that genders

were different in their fashion, social, habit/brand loyalty

and lifestyle consciousness style of customer. In

addition, all ten style of consumer was not significantly

different based on ownership. This means that

ownership were not different in their price, impulse,

fashion, social, habit/ brand loyalty, media, quality,

lifestyle and confusion and recreation consciousness

style of shopper. Future purchase intention was not

different in their price, impulse, social, brand loyalty,

media, quality and lifestyle and Indecisiveness style

of consumer. In contrast, future purchase intention was

different in their fashion and recreation consciousness

style of customer. Income also was not dependent on

impulse, social, confusion and recreation

consciousness style of consumer. In contrast, income

was dependent on price, fashion, brand loyalty, media

and quality and lifestyle consciousness style of

customer.

SUMMARY AND DISCUSSIONS

The demographic information on analysis

suggests that most owners purchased mobile phones

for personal use and similarly most of the potential

buyers also indicated same intention. For owners the

most popular brands were Sony followed by Nokia and

Samsung. Further, consumers tend to purchase

established and popular brands in the market rather

than those  brands that were less known. Moreover,

the results showed that the prices which potential

buyers intended to spend were the same as the prices

paid by the customers who already owned mobile phone.

Difference by Gender

Surprisingly,the prices of  mobile phones  of

Styles 1 2 3 4 5 6 7 8 9 10 

1 1.000          

2 .037 1.000         

3 .015 .024 1.000        

4 .084 -.072 .047 1.000       

5 -.001 .011 .086 -.072 1.000      

6 -.088 .028 -.080 -.009 .012 1.000     

7 -.005 .076 -.076 .101* -.006 -.010 1.000    

8 -.005 .055 -.020 -.081 -.094 .006 .082 1.000   

9 .002 .274** .037 -.045 .044 -.033 .053 .105* 1.000  

10 -.086 -.033 -.022 -.021 .024 .155** .056 -.009 .074 1.000 
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female owners was higher than those of the male

owners. Although, the owner rate of the female

participants was higher than that of the male buyers,

the rates for those who intended to buy a mobile phones

were almost the same. Marketing managers should

therefore focus on  female potential buyers as they

were a large group of mobile phones buyers in India

and the female customers/potential buyers therefore

should not be ignored in product design, promotion

etc .

Differences between Age Groups

On analysing, the numbers of potential buyers

who owned mobile phones persons in the 18-24 years

age group could be considered as key potential

consumers in Indian mobile phones market.

Considering the brands owned by participants

aged less than 18 to 34 years old, the research found

that the consumers purchased famous brands of mobile

phones in India such as Sony, Canon and Fuji.

Moreover, most respondents had no interest on future

purchase of mobile phones and they were looking for

a low price mobile phone when they wanted to purchase

a new mobile phone. Therefore, marketing managers

should design and develop new products to attract

these consumers by focusing more on the price of

mobile phones.

Differences between Incomes

The results showed that the consumers in India

who were interested in purchasing a mobile phone were

mostly in the under Rs.14000 and Rs.14000 to

Rs.22000 monthly income groups. Moreover, it was

strange that there was a tendency for respondents in

the low income groups to own mobile phones. It is

possible that the price of mobile phones has come

down compared to the past and as mobile phone has

become common. In addition, as the technology

advances, the price of mobile phone is decreasing and

the quality is improving. The future purchase intention

for the income group from Rs.14000 to Rs.22000 was

also the highest rate compared to other income groups.

On the other hand, income level seemed to

influence the amount spent, or intended to spend on

getting a mobile phone in the future. Participants who

had high monthly incomes were more likely to have

spent less money either on purchasing or planning on

a future purchase of a mobile phone. For example,

most respondents who had income from Rs.22000 to

Rs.29000  were willing to buy a mobile phone with

price range from Rs.14000 to Rs.22000. In contrast,

participants who had low monthly incomes were more

likely to have spent more money either on purchasing

or planning on a future purchase of a mobile phone.

For example, most respondents who had income less

than Rs.14000 were willing to buy a mobile phone with

price from Rs.14000 to Rs.22000. Again Marketing

strategists needed to take note of this.
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create capital and assets as also to individuals for

different purposes. It also provides loan for specific

purposes like agriculture, education, setting up of small,

medium and large scale industries. To provide these

facilities, the state should have adequate banking

infrastructure for proper and timely service delivery. This

study discusses the position of BIMARU states of India

in relation to banking infrastructure therein.

RESEARCH METHODOLOGY

This paper analyses the position of banking

infrastructure in Bihar, Madhya Pradesh, Rajasthan and

Uttar Pradesh (BIMARU) vis-à-vis all India average. We

examine the growth and contribution of banking and

insurance to the Gross Domestic Product (GDP)

across these states with national average from 2004-

05 to 2011-12. Banking infrastructure may include bank

branches network and the human resources with them.

We further inquire the position of bank branch network

in urban, semi-urban and rural areas. This study also

focuses on the position of employees of banks.

Employees of the banks may further be categorised

into Officers, Clerks and Subordinates. We analyse

the position of female employment across the state in

banks. This paper also examines the trend of banking

infrastructure among the BIMARU states as well as all

India Average.

CONTRIBUTION OF BANKING AND INSURANCE IN

STATE DOMESTIC PRODUCT

Banking and insurance are important economic

activities and classified under the service sector.
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ABSTRACT

Banking infrastructure promotes growth

through effective mobilisation of savings into

productive capital and channelises this capital to its

most productive use. This paper analyses the position

of banking infrastructure in Bihar, Madhya Pradesh,

Rajasthan and Uttar Pradesh (BIMARU) vis-à-vis all

India average. We also examine the growth and

contribution of banking and insurance sector to the

Gross Domestic Product (GDP). This study is based

on the assumption that the banking infrastructure in

the BIMARU states is quite inadequate. Banking

infrastructure in these states is much below the national

average. This study also reveals the lack of human

resources in the banking sector of these states.

However, in recent years, banking and insurance sector

of GDP has grown at a faster rate in these states

compared to the national average, but contribution of

this sector to GDP in BIMARU states remained less

than the all India average.

KEYWORDS: Banking, BIMARU, GDP, Infrastructure,

Insurance.

INTRODUCTION

Infrastructure, in general, facilitates growth.

Banking infrastructure promotes growth through

effective mobilisation of savings into productive capital

and channelises this capital to its most productive use.

Bank plays an important role in the growth of an

economy. It takes savings from the customers and

diverts to investment and loans. They provide loans to
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Picture 1: Yearly growth of banking and

insurance (%)
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The growth of all the BIMARU states as well

as all India has been more than 10 percent during 2005

to 2012, except Bihar (7 percent) for 2008-09. Madhya

Pradesh led with growth of 18.9 percent followed by

Bihar (18.2 percent), Rajsthan (15.8 percent) and Uttar

Pradesh (15.7).  Growth in banking and insurance

registered 15.1 percent in India as a whole.

As is discerned from, the trend of growth of

banking and insurance sector during last four year

(2008-12) in Bihar and Madhya Pradesh has

accelerated to 28.4 percent and 22.5 percent

respectively compared to the lower growth of Rajsthan

(11.4), Uttar Pradesh (14.1) and also all India average

(13.3). Bihar has been significantly growing since 2008-

09 and crossed 35 percent mark in 2011-12. All

BIMARU states are not only doing well, but are better

than the national average in context of growth of banking

and insurance sector.

INFRASTRUCTURE OF COMMERCIAL BANK

Table 1 given below shows the distribution of

area, offices and centres of commercial bank and

cooperative banks and population across the BIMARU

states. One may notice that the population share of

all states under study is much more than the banking

network in India. As may be seen, the total area of 30

percent consists of 37 percent of population compared

to 29.4 percent banking network in these four states.

This reflects the unavailability and inadequacy of the

bank infrastructure in these states. The dependency

of population in both, rural and urban area on bank in

BIMARU states is higher than the national average.

There is 38.1 thousand population in Bihar which

depends on one branch in rural area as against 27.3

thousand population in urban area. Again 36.9 thousand

population depends on a single commercial bank

branch in urban area in Madhya Pradesh compared to

30.7 thousand population in rural area.

Banking and insurance sector contributed less

than 4 percent of the GDP in all BIMARU states and

5.8 percent of national average in the year 2004-05.

The contribution of this sector to GDP in case of all

India average (8.8 percent) is still higher than the

BIMARU states (less than 7 percent) in 2011-12.

However, share of banking and insurance sector in GDP

has been increasing in BIMARU states as well as at

all India level. Madhya Pradesh had increased by 3.3

percentage point followed by all India (3.0), Bihar (2.5),

Uttar Pradesh (2.5) and Rajsthan (2.2). The contribution

of banking and insurance sector to GDP is lesser than

the national average.

One may view the long tower of all India in

picture 2. As a result, the growth of banking and

insurance has been accelerated but the share of this

sector is still behind. Therefore, this sector needs to

be strengthened and use their potential. To strengthen

this sector, adequate banking infrastructure is required.

Table 1: Share of Area, Population & Infrastructure

of Commercial Banks

 

Area 

(percent) 

Commercial Banks 

(percent) Population 

(percent) 

Population Per 

Branch (000’) 

Centres Offices Rural Urban 

Bihar               2.9 7.4 4.6 8.6 38.1 27.3 

Madhya Pradesh     9.4 5.0 4.8 6.0 30.7 36.9 

Rajasthan           10.4 5.4 4.9 5.7 28.1 31.3 

Uttar Pradesh      7.3 14.8 12.0 16.5 30.3 36.4 

All India 100 100 100 100 25.0 31.6 

Sources: Ministry of Agriculture, Government of India and

Reserve Bank of India

As a result, the banking infrastructure in

BIMARU states is not as good as even for all India

average. For betterment of banking infrastructure in

these states, new branches both in rural as well as

urban area may have to be opened. In this context, it

is worth mentioning that a major initiative is being taken

by the state governments in association with the

central government and the banks for providing bank

branches in all the villages with a population of 5000 or

more, either through brick and mortar branches or ultra-

small branches.

INFRASTRUCTURE OF COOPERATIVE BANK

The data for the State and District Central

Cooperative Banks are shown in table 2. Trend of bank

branches of cooperative bank is also similar to

commercial bank in these states. Cooperative bank

centres in Bihar is only 3.7 percent for 8.6 percent of

population. This reflects the lack of bank branches in

these states. People who depend on one cooperative

centre/ offices for banking services in Bihar is 380

Picture 2: Year-wise composition of banking and

insurance to GDP (%)
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thousand followed by Rajsthan (343 thousand), Uttar

Pradesh (275 thousand) and Madhya Pradesh (198.6

thousand) which is much higher compared to the

national average of 103 thousand person in rural area.

The condition of cooperative bank infrastructure in urban

area is comparatively better than the rural area. This is

because of lower urbanisation in these states and bank

is more interested to open a branch in urban areas.

Table 2: Share of Area, Population & Infrastructure

of Cooperative Banks

Table 3: Grade-wise employees of commercial banks

  
Area 

(percent) 

Cooperative 

Banks (percent) 
Population 

(percent) 

Population Per 

Branch (000’) 

Centres Offices Rural Urban 

Bihar              2.9 3.7 4.2 8.6 380.5 86.4 

M.P.     9.4 5.3 4.8 6.0 198.6 153.3 

Raj.       10.4 3.0 3.3 5.7 343.6 192.6 

U.P.    7.3 9.1 10.1 16.5 275.0 192.8 

India 100 100 100 100 103.7 225.6 

Source: Basic Statistical Returns of Scheduled

Commercial Banks in India, 2011-12

CONCLUSION

Banking infrastructure in BIMARU state is

lagging behind. The position of banking branch network

is not as good as national average. These states are

also densely populated states. In addition, the

dependency of people on bank branch is very high as

compared to all India. The situation of banking

infrastructure is much worse in rural areas. For

betterment of banking infrastructure, a major initiative

by the state government in association with the central

government and the banks in providing of bank branches

in all villages with a population of 5000 or more, either

through brick and mortar branches or ultra-small

branches may have to be taken. Lack of human

resource in banking sector in the BIMARU states in

India is also a key factor for poor performance of banking

services and facilities in these states. This study reveals

that there is lack of banking infrastructure in the

BIMARU states. Banking infrastructure in these states

is less than the national average. In recent years, banking

and insurance sector has been growing at a faster rate

compared to the national average. The contribution of

this sector is even less than the all India average.
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HUMAN RESOURCES OF COMMERCIAL BANKS

Bank is operated and served by its

employees. Bank appoints employees in different

grades to provide services to its customers. They may

be officers or clerks or subordinates. Table 3 portrays

the grade wise employees of banks. In Bihar 41 percent

of officers, 37 percent of clerks and 21 percent of

subordinates constituted 36362 employees in the

commercial banks. Female employee in Bihar is only

6.7 percent of the total employees. Bihar has only 3

percent of the total and only 1 percent of female

employees compared to the all India. Madhya Pradesh

(43/39/19), Rajsthan (46/35/19) and Uttar Pradesh (41/

39/19) also have the same trend of officers, clerks and

subordinates respectively compared to all India average

of 45 percent officers, 38 percent of clerks and 17

percent of subordinates. Employees in Madhya

Pradesh (4 percent), Rajsthan (4 percent) and Uttar

Pradesh (10 percent) are quite inadequate compared

to total employee in the rest of the country. The

situation is much worse in the context of female

employees. Only 11 percent female are working in this

part of country compared to 36.7 percent of population

residing in these four states.

This reflects the lack of human resource in

banking sector in the BIMARU states in India. This is

also a factor for poor performance of banking services

and facilities in these states.

  
Total Employees of Which : Females 

Percentage Distribution Total 

(No.) 

Percentage Distribution Total 

(No.) 
 

OfficersClerks Subordinates Officers Clerks Subordinates 

Bihar 41 37 21 36362 35 52 13 2443 

M.P. 43 39 18 43243 31 62 7 5997 

Raj. 46 35 19 38229 36 49 16 3771 

U.P. 41 39 19 101487 33 53 14 9176 

All India 45 38 17 1050885 36 54 10 186784 
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