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Message from the Chief-Mentor

Dear Readers,

I am really glad to see the third issue of the NSHM Journal of Management Research and
Applications coming out. It has grown in content and quality over the period of time

At NSHM we have always focused on our 5 pillars called the 5 I's - Infrastructure,
Intellectual Capital, Industry linkages, International Outiook and In-vironment. The
Journal goes a long way in re-enforcing these pillars. With the efforts of the BRIC - NSHM
Business School we are sure to attain our vision of being 'A Knowledge Hub of Global
excellence'. In the years to come as NSHM becomes one of the premium educational
brands in the country, it is the research and development at NSHM that will build it and
take it to the next level of excellence.

I sincerely appreciate the efforts put in by the editorial board and especially every
contributor who has ensured great quality of content.

Warm regards,

Cecil Antony
Chief Mentor
NSHM Knowledge Campus

Message from the Director

“Continuing its efforts to promote excellence in management teaching and experiential
learning, the Business Research and Information Centre at NSHM Business School has
taken the NSHM Journal of Management Research and Applications to its second year.
I hope the Journal with its quality contributions in the diverse fields of management
research and applications is a source of information for the students and trainers of
management education about the frontiers of thought in the field.”

Rajib Chanda
Founding Director
NSHM Knowledge Campus

Business Research and Information Centre, NSHM Business School, Kolkata




From the Editor's Table

With the publication of this issue the NSHM Journal of Management Research n,
Application moves into its second year. The first year of its journey has indeed beep 4,
exciting experience due to the interest and enthusiasm of the contributors, the judicig,.
support of our esteemed reviewers and our much valued readers. It has been a sourc.
of inspiration for the editorial team to move ahead and make each issue a special one
In this volume we have an array of Research Papers addressing issues in finance, customer
perception and behavior, marketing, productivity and efficiency. The first paper tries tq
identify the factors that influence stock split decisions as opposed to the numerous studies
on the impact of stock splits on performance indicators. This is followed by a methodologica
study of the factors that influence the investor perception and choice of mutual funds
Small is beautiful. While the study provides valuable inputs for the mutual funds it is also
significant because of the importance of the small investor and the mutual funds as the
portal for the mobilization of this huge untapped resource. The third paper addresses
another emerging issue in today's business environment - that of demerger as a strategy
for achieving world class stature. Multilevel or network marketing is a new dynamic
approach to marketing structure that is being adopted by some companies by creating
a downline of distributors or consultants and a hierarchy of multiple level compensations.
The paper on net work marketing studies the impact of age group and brand on sales
along with the importance of attitude and relationship in network marketing. The last
paper in this section is a comparative empirical study of the technical efficiency in Indian
leather in the pre and post-reform era and throws light on questions regarding the
efficiency implications of strategies adopted in the post reform era

The Practice section addresses two very significant aspects of modern corporate life and
culture - corporate governance and corporate social responsibility (CSR). With the growth
of international business and increase in the complexity and size of business organizations
corporate governance has become an issue of international concern and assumed a key
role in maintaining a healthy corporate environment. Further the nature and number of
governance problems faced by the business houses in India and other developing countries
is very different from that of their developed counterparts. This is not only due to the
differences in organizational structure, but also the corporate governance mechanisms
both internal and external to the firms (such as government regulations) which have just
crossed the stage of infancy in these countries. The paper in the practice section discusses
the various aspects in the realm of corporate governance. The other paper in this section

deals with CSR.

The business houses with their huge organizational skills and their physical, financial and
intellectual capital are perhaps more suited than any individual or organization to worK
for the welfare of the underprivileged. This is what makes these organizations living
organisms rather than just money minting machines. The paper on CSR provides an
excellent illustration of what it could achieve.
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PR

he articles in Perspectives agive us stimulating insights and sets us thinking about very

diverse aspects of business in today's world - that of communication and green industry

the former in an international context and the latter with a regional focus. While the
importance of communication in business was aptly outlined by Lee [accoca when he
<aid - "You can have brilliant ideas, but if you can't get them across, your ideas won't
aet you anywhere" - but in today's globalised world business communication has added
dimensions because of the cross-cultural implications of globalised business. This is more
so because "We think according to nature. We speak according to rules. We act according
to custom" (Francis Bacon). The first article in Perspectives provides a very informative
and innovative discussion on this issue using the Japanese dual mode business

communication example.

India with its rich and diverse heritage, culture and tremendous natural endowments has
a huge potential for green development and in this context the tourism industry in the
North East of India and the small - scale in West Bengal constitute important elements.
The last two articles in this issue lead us through the various aspects of tourism in this
context.

I hope the readers will find the articles interesting and useful.

Looking forward to your valuable feedback,

Rajlakshmi Mallik
Assistant Professor & Coordinator
Business Research & Information Centre

Business Research and Information Centre, NSHM Business School, Kolkata
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Introduction

In the last decade, the Corporate World has witnessed one of the tools, which are usually
used by the managers to direct market prices, i.e. stock split. A stock split is the division
of a share into two or more parts. Stock split adds no value but increases the number
of shares in the ratio of the split. By splitting the share the value of the company will
not increase, but the capital is only redistributed by the increased number of shares.
According to (Lamoureux et al, 1987) "Splits are only cosmetic change, slicing the same
pie into smaller pieces but not changing the fractional ownership of the equity interest
and votes in the company"”. The earnings per share will be diluted and the market price
per share will fall proportionately with the share split. The total value of the holdings of
the shareholder remains unaffected with the stock split.

Mahadevan Sriram, Assistant Professor, Department of Management Sciences, D.).Academy for Managerial
Excellence, Coimbatore. E-mail:costram@gmail.com

Muthusami Senthil, Associate Professor in Management, Alagappa Institute of Management, Alagappa University
E-mail:drmsenthil@gmail.com
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There are various reasons for companies announce stock splits, ¢ ompanies with stock
price ranging higher in the market try to attract the investors by reducing the price of
the stock and bring them to the popular trading range (McNichols et al, 1990). The
common investors would not consider stocks with very high price, as they would get few
numbers of shares for the given amount. New investors entering into the market always
prefer those stocks, which are in the trading range or with lesser share price. This is
referred as trading range hypothesis. The companies would always like to see their share
prices soaring high and it is veridical that a stock split signals better prospects for the
companies in future and can also be interpreted as a vote of confidence by the management
(Grinblatt et al, 1984), referred to as signaling hypothesis. A stock split lowers the share
price, which in turn makes stocks more attractive to retail investors and culminates in
driving the share price higher and in turn improve the market capitalization of the
companies. Most of the CFOs' have opined that an exercise of splitting stocks could
remove the psychological problem or block of paying a higher price for stocks (Baker,
1994). This is termed as liquidity hypothesis. (Arbel et al, 1993), predominantly in the
context of stock splits have proposed the Neglected Firm Hypothesis. According to them,
if there is little information about a firm, its shares trade at a discount. Thus, a firm's

manager use the split to draw attention of the investors to ensure that information about
the company is recognized widely than before.

In India, SEBI (Securities Exchange Board of India) permitted stock splits in the year
1999 and this was followed by a majority of the companies splitting stock frequently in
a short period of time. Companies that were already trading in a nominal price range
were resorting to stock splits. This was evident during the period 2005-2007. Since
companies announcing stock splits were on the rise, it has puzzled investors and

academicians on what could be the probable factors which influence stock split decisions
in India. ‘

A lot of studies have been done on stock splits and the studies were centered around
the effect of stock splits on the price, returns, volatility and trading volume. (Reboredo
Juan ,2003), in the study has found that there is negative effect of stock splits on price
and returns, positive effect on volatility and trading volume. (Mishra 2006) has found
that the cumulative abnormal returns after the split are negative. (Desai et al, 1997)
have shown that there exists a positive abnormal return around the announcement date
of the split. There are very little studies which have explored the factors influencing to
opt for a stock split. Hence the present study is about exploring factor(s), which influence
companies to split stocks.

Review of Literature

The following are reviews of some of the earlier studies:

Jijo et al. (2002) investigated the effects of stock splits on market valuation and trading
pattern around split announcement and ex - date of BSE30 (Bombay Stock Exchange)
stocks of India. It is found that there is abnormal return of 7.14 per cent around the
stock splits announcements. The study also finds that there is no liquidity after stock
splits. The abnormal returns are statistically significant around the ex -split date.

Budhraja et al. (2003) undertook a study of BSE30 (Bombay Stock Exchange) stocks of
India and argued that the announcement of a split sets off the following chain of events
like increase in the daily number of transactions which in turn increases the noiseness
of the security return process. The increase in noise raises the tax option value of the

i




stock and it is this value that generates the announcement effect of stock -

M"

The effect of stock splits on stock price, return, volatility ar.ul trading vplume aroung the
split ex-dates for a sample of stock splits was undertakgn in the Spam§h market dutin,
1998-1999. The evidence suggests that there is negative effect on prlce and retyrp, of
stock splits and the presence of a positive effect on volatility and tradlng.volume, pm“\/
the paper concludes that signaling hypothesis and irrelevance hypothesis does not h,),(;
good during the period of study (Juan, 2003).

Ranjan et al. (2003) tried to study the reasons for firms offering eq'uity' subsequent to
stock splits. They have found no difference in returns between firms |ssu.|ng equity afte,
stock splits and non stock split firms during the issue period. Since investors react
positively to stock split announcements, firms issuing stocks will sell their new issye at
a higher price and raise more funds. The authors have also found that firms split stocks
to make their subsequent equity offerings more marketable to the investors who are
attracted by the low priced shares. :

Stock split ex-dates are associated with both an increased intensity of small investor
buying and a positive abnormal return. The broker promotion hypothesis suggests that
the increase in relative spread after a split induces brokers to promote splitting stocks
to small investors. The trading inconvenience hypothesis ascribes the ex-split effects fo
inconveniences such as investors' aversion to dealing with due bills, which is unrelated
to relative spreads. The reduction in the bid-ask spread due to decimalization disentangles
these two hypotheses. During the 1/8 th pricing period, it is found that after the ex-date,
the relative spread increases significantly. The average buys order size decreases and
the frequency of small transactions increases after the split. After decimalization, these
changes are smaller in magnitude. Finally significant positive abnormal returns are
observed during the ex-date during the 1/8th pricing period, but not in the decimal pricing
period. These results support the broker promotion hypothesis (Palani et al., 2005).

Savitri et al. (2005) examined the impact of stock split and reverse split on stock return
and trading volume on Jakarta Stock Exchange between2001-2005. The study has
analyzed abnormal returns and volume during the period around the split and has related
stock returns to profitability, leverage and volume. It is concluded that there are significant
abnormal returns on the date of split on the fifth day before split. Trading volume and
return on asset have significant influence on market-adjusted returns.

Katerina et al. (2006) indicated that the market reaction to stock split announcements
Is positive, which implies the managers and investors perceive the stock split as a good

news event regarding the company. The results are consistent with trading range and
liquidity hypothesis.

Farinos et al. (2006) investigated the robustness of the results obtained for the possible
motivation for listed firms in the Spanish Market to execute a stock split using different
methodologies. Surveys from executives emphasize the use of stock splits as a way to
increase liquidity of shares, the empirical evidence is not conclusive. The authors have

used models such as logit regression, Cox regression which all have supported signaling
and optimum range hypotheses.

Gupta (2007) provided evidence that there is no announcement effect associated with
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Harish (2007), in his study the author has taken a close look at stock split as an event
to study the efficiency of the Indian market. He has studied the cumulative abnormal
returns of stocks, which have gone for stock splits for the period of study undertaken.
The results have shown that the abnormal returns during pre and post stock splits are
statistically not significant leading to the conclusion that semi strong form of efficiency
a0 not exist in the Indian stock market.

Dhar et al., (2008) have examined the effects of stock splits and bonus issue on the
Indian stock market. Also, the study has also studied the nature of efficiency of Indian
stock market. The results have shown that both the events are associated with significantly
positive announcement effect. For the stock splits, the abnormal returns are 0.8 per cent
and the paper has found semi-strong form efficiency in the Indian stock market.

Joshipura Mayank (2008) has studied price and liquidity effect associated with stock split
surrounding its announcement. The results have shown that there is significant positive
abnormal return associated with stock split, but it reverses in just a few days after the
event day and generates significant negative abnormal returns in a slightly longer post
event days. In conclusion, a stock split does not have a positive impact on the wealth
of the shareholders and only improves liquidity of the stocks.

Methodology

Research Design

Exploratory research explores the possibility of obtaining as many relationships as possible
between different variables without knowing their end applications. The present study
aims at exploring the factors affecting the stock split decision in India. The study has
taken few independent variables such as 'Profit after tax', volume of trade and price of
shares to study the impact on stock split decisions. For this purpose, a few listed companies
from Bombay Stock Exchange, India are taken to explore the factors influencing the
companies to split stocks. Hence, exploratory research is considered appropriate for the
study.

Objectives

The following are the objectives of the study:
1. To study the changes if any, in the holdings of Foreign Institutional Investors due
to stock split by companies
2. To analyse the changes in the net earnings due to stock split by companies.
3. To explore the factors which influences stock split decisions of the companies.

Population and Sample

The total number of listed companies (Population) in Bombay Stock Exchange (BSE) of
India which have split shares are 84 and a sample of 50 companies listed in is considered
for the analysis. The sample size is arrived based on the following criteria:

earch and Information Centre, NSHM Business School, Kolkata
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* The dates in which the companies have announced their decisior

ch | be available for the study
4 Purposive sampling is adopted for the purpose of the study. The purposive «am.
IS about deliberate selection of sample units that conform to some pre determine
The following are the hypotheses statements developed for the

H1) There is significant difference in Profit after Tax (PAT) before and after t

date. The companies split their shares after a significant increase in earnings or
he split (Palepu, 1989). The study tests whether there is significant change
average quarterly earnings of companies prior to and after the split date

H2) There is significant change in the Institutional investors’ holdings prior to ai
after the splits. The Institutional investors either encourage stock split behaviour
invest in companies that exhibit indications of stock splits (Mason Helen, 1998). The
Nypothesis tests whether there is significant change in the ownership pattern
institutional investors prior to and after the split date.

e

H3) There is significant change in the volume of trade between pre and post split dz
H4) Stock split is significantly associated with Mangers' signal of improved fut
earnings. If this hypothesis holds true, earnings will be the factor influencing stock
split decisions. Mc Nichols and David (1990) have used independent variables such
as price, market value of a company to construct a regression model and to study t
factors influencing stock split decision. In the present study, additional variables such
as volume of trade, PAT (Profit after Tax) are considered to regress a mode! and study
the factors influencing stock split decision

Data Collection

'he data for the study are collected from secondary sources. Secondary sources are |
online database like Capital Market and Prowess of CMIE (Centre for Monitoring Indian
Economy). CMIE is a leading private sector economic research institution, which monitor

the Indian Economy.

Data Analysis
Statistical tools such as paired sample 't'test, regression analysis and ANOVA (Analysi
of Variance) test was used to analyse the data used for the study

Paired sample 't’ test is used study dependent samples. For instance, the present \mu»'
tries to study the change in the earnings, institutional ownership on an average of "‘fﬂ"i
quarters prior to post stock splits, The average volume of trade(30days) prior 0 Jlr;
post split is also considered for the stuy, Hence, paired sample t test is used fo! 0
purpose of study.
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D IS 5 i.e., every rupee of a share before split(pre split

ctance f the split ratio is 1:5

be reduced to 1/5th of the pre split value and post stock split face value will

he

(1-.2)/1=0.8
The following is the multiple regression model

v= 3 X+ (X 4“‘!.Xu + ©
y= Split ratio

x. - Price of shares

x> - Volume of trade

x- . Profits after tax

are the slopes of the regression coefficients X, x; and X,. “a” is the intercept

+ The total number of pre split mean of PAT, Volume of trade and Fll holdings

P2 The total num ber of post split mean of PAT, Volume of trade and Fll holdings.
n
Price of shares= 3 price of shares 5 days prior to split/n
1=1
n= num ber of companies under a split ratio
n
Jolume of trade= 3. Average volume of trade 30 days prior to split/ n

=1
n= number of companies under a split ratio

n
Profit after Tax= 2. Average Profit after Tax prior to split/ n
=1
n= number of companies under a split ratio

Business Research and Information Centre, NSHM Business School, Kolkata



Empirical Results

*Figure

Table 1: Number of Companies by Split Ratio

Split ratio
1:5 (0.8)*
G (0.5)"
1:10 (0.9)*
2:10 (0.8)*

2:5

(0.6)*

~ 5:10 (0.5)*

Total

No.of Companie

31

WININ

_—h

1
50

in the parentheses indicates the split ratio according to the formula in the method

Table 2: Paired Samples Statistics

10}

Variable Name Pre -Split Post -Split t Value P,
(P>P,)*
Mean Std Mean Std
Deviation Deviation
Profit After Tax 48.4084 | 94.63533 101.8311 | 137.09948 3.709¢ ( 0.80
Volume of Trade 3.7730 | 5.95356 7.6408 16.81737 ‘ 2.267 « R 0.88
Foreign Institutional | 4.0940 | 9.44521 66.0720 | 370.06614 1.184 0.86
Investors
|

# - Significant at 1%,"

splits for which post split mean exceeds pre split mean

Table 3 : Regression Model Summary

¢ - Significant at 5%. * Denotes the percentage of

Adjusted R Std. Error of
Model R R Square Square the Estimate
1 .986 ° .972 .931 .04522

N0
iy
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Table 5: ANOVA

Sum of Degrees of [ Means of Square | F Significance
Squares Freedom
Regression | 144 ‘ 3 | 048 | 23.511 | 041+
Residual | 004 ' 2 ‘ 1002 e |
Tora 148 | SeEes =

Results and Discussion
Table 1 shows the number of companies by split ratio which are selected for the study.

H1: There is significant difference in Profit after Tax (PAT) before and after the split date.
Table 2 shows the results of change in the PAT before and after the stock split date.
There is significant change (Positive) in the PAT between pre and post stock split date.
The mean value post split date (101.811) is more than the mean value of PAT (48.4084)
before the stock split date. Also the Pr value indicates that the post split mean (.80) of
PAT has exceeded the pre split mean of PAT. The't' value is also significant @ 1%. There
fore, the hypothesis holds true and there is significant change in the PAT before and after
the stock split date.

H2: There is significant change in the Institutional Investors' holdings prior to and after
the splits. Table 2 shows the results of change in the FII holdings before and after the
stock split date. There is significant change (Positive) in the mean value of FII between
pre and post stock split date. The mean value post split date (9.44521) is more than the
mean value (4.0940) prior to the split date. Also, the Pr value indicates that the post
split mean (0.86) has exceeded the pre split mean indicating that the FII holdings have
gone up after the stock split date, Therefore, the hypothesis holds true

H3: There is significant change in the volume of trade between pre and post split date
Table 2 shows the results of change in the volume of trade before and after the stock
split date. There is significant change (Positive) in the mean value of volume of trade
between pre and post stock split date. The mean value post split date (5.93356) is more
than the mean value (3.7730) prior to the split date. Also, the Pr value indicates that

Business Research and Information Centre, NSHM Business School, Kaolkata
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H4: Stock split is significantly associated with Managers' signal of improved fy,.
earnings.

Table 3 shows the results of multiple regression model. The R square value shows the
degree of strength/association of the regression model. The R square value of 0.97;
shows that 97.2% of variation in the dependent variable (stock split ratio) is jointly
explained by all the independent variables (PAT, Volume of trade and Price of shares).
Therefore, the strength of the regression model is very good. The adjusted R square
value of 0.931, which is less than the R square value of 0.972 shows that on inclusion
of an additional independent variable, the strength of the model is likely to be reduced
To sum up, all the three independent variables jointly influence the stock split decisions.
The model is also statistically significant @ 5%, which can be seen from Table 5. The
significance value of F value (0.041) is less than 0.05.

Table 4 shows the beta coefficients of all the independent variables. This table shows
the individual influence of all the independent variables on the dependent variable. The
? values of 0.666 (66.6%) and 0.416 (41.6%) indicates , 66.6% variation of stock split
ratio is explained by price of shares 5 days prior to split and 41.6% by volume of trade.
The't' values are significant @ 5% and 10% respectively. The variable PAT has a negative
influence on the stock split ratio. The ? value is negative (-0.579). Therefore, the
hypothesis does not hold good and stock split is not a good signal of companies' improved
future earnings and only the variables viz., price of shares and volume of trade are the
factors influencing stock split decision.

Findings and Conclusion

The study has found that there is significant change in the PAT, volume of trade and FlI
holdings before and after the stock split date. The 'price of shares' and volume of trade
are the variables influencing stock split decisions, thereby indicating that highly priced
companies are likely to split their shares. The findings are consistent with (Huang 2006).
Therefore, companies split shares in order to bring the share prices to a desired trading
range and also to facilitate more volume of trade in the market. This study has identified
another variable 'volume of trade' which influences stock split decision along with price
of shares. Though, PAT has shown a significant change between pre and post stock split
date, it could not influence stock split decision. Therefore, a stock split does not signal
about companies' improved future earnings. The study concludes that liquidity hypothes®
(a reduction in the share price proportionate to the split ratio, to increase the volum®
of trading) and trading range hypothesis holds well in Indian Stock Market
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Customer Orientation Towards
Mutual Funds: An Empirical Study

Neha Parashar

Abstract . _
The reforms in the financial sector and many developments in Indian money market 5.,

capital market made Mutual Funds an important portal for the small investors. This paga,
makes an attempt to identify variations in factors affecting perception of investors whj,
investing in Mutual funds. It will help the MF companies to create new and innovatiye
product according to the orientation of investors. The research generated few factors
affecting perception of investors regarding mutual fund selection, which vary from one
state to another. The findings of the study will help the mutual fund companies to improve
upon their weak areas regarding the factors that influence investors decision making as
regard to choice of a mutual fund, the facilities or options they expect from a mutual
fund.

Keywords
Perception, Mutual Funds, Investors, Asset Management Company

Introduction
In financial markets, "expectations" of the investors play a vital role. They influence the

price of the securities; the volume traded and determines quite a lot of things in actual
practice. These '‘expectations' of the investors are influenced by their "perception” and
humans generally relate perception to action. One of the important cognitive factors of
human behaviour is perception. The purchase decisions for financial assets should be
made on the basis of investor beliefs regarding the future return and risk of those assets
otherwise it leads to cognitive dissonance .We find ample proof for the wide prevalence
of such a psychological state among Mutual Fund (MF) investors in India
There is a substantial growth in the mutual fund market due to a high level precision in
the design and marketing of variety of mutual fund products by banks and other financial
institution providing growth, liquidity and return. At the retail level investors are unique
and are a highly heterogeneous group. Hence the mutual fund scheme selection also
differs. This necessitates the AMC to understand selection behaviour of the investors to
design suitable product to meet the changing needs of the investors. To understand
investor's perception a survey has been conducted among 300 Mutual fund investors
from three different cities. This paper will highlight certain factors which affect the
perception of investors while investing in Mutual funds. It will also help the MF companies
to create new and innovative product.

Dr, Neha Parashar, Assistant Professor, Symbiosis Centre for Management and Human Resource, Development
Pune (Maharashtra).
E-mail: nehaparashar10@rediffmail.com
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It is essentially a psychological process. Perception IS the process whereby people select,
organize, and interpret sensory stimulation's into meaningful information about their
environment. There can be no behaviour without perception and perception lies at the
base of every individual behaviour. The beliefs and actions of many investors are influenced
by the dissonance effect and endowment effect. The tendency to adjust beliefs to justify
past actions is a psychological phenomenon termed by Festinger (1957) as Cognitive

Dissonance.

Peles, Nadav (1997) in his research on "Cognitive dissonance and mutual fund investors”,
suggests that purchase decisions for financial assets should be made on the basis of
investor beliefs regarding the future return and risk of those assets other wise it leads
to cognitive dissonance .We find ample proof for the wide prevalence of such a psychological
state among Mutual Fund (MF) investors in India. The growing middle class in many
mature and emerging market economies is also expected to support the expansion of
mutual fund sales in the future. From an institutional perspective, the privatization of
pension systems and increasing market penetration of the insurance industry-especially
in emerging markets-is also expected to increase the demand for mutual fund products.

Review of Literature

A large number of studies have been conducted in India and abroad covering different
aspects of Mutual funds. Ippolito (1992) and Chander Subash and Mahajan, Mukesh
(1992) says that investors basically invest in MFs for tax benefits, growth and for availing
professional expertise. The research highlights that major portion of investment is from
professional and salaried class. Madhusudhan V Jambodekar (1996) a study reveals that
investors look for safety of Principal, Liquidity and Capital appreciation in the order of
importance. Peles, Nadav (1997) in his research work on "Cognitive dissonance and
mutual fund investors" provide evidence that investor psychology may affect the fund-

switching decision.

According to SEBI - NCAER Survey (2000) , households preference for instruments match
their risk perception; Bank Deposit has an appeal across all income class; 43% of the
non-investor households equivalent to around 60 million households (estimated) apparently
lack awareness about stock markets. Bard M.Barber and Jerrance Odean (2000) conducted
a study on "Behaviour of MF Investors" in which thy analyzed the MF purchase and Sales
decision of over 30000 households which reveals that investor buy funds with strong
past performance, investors are sensitive to the form in which fund expenses are charged.

Vanniarajan T. and Gurunathan T.,(2007) analyzed some factors in their work on
"Investment in Mutual funds: A Customer Centric Analysis". emphasized that MF companies
are focusing on customized products due to hectic competition. The study focuses on
important factors leading to investment in mutual funds which are monetary, core product,
fund strength, promotional measures, customer expectations and service quality.

Research Objective

The objective of the research is to identify the age wise variations in the factors affecting
perception of investors towards Mutual Funds. The area under study includes three States
viz. Rajasthan, Gujarat and Madhya Pradesh, Stratified convenience sampling method
was used for selecting investors from urban and semi urban parts of the selected cities.

Business Research and Information Centre, NSHM Business School, Kolkata
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Research Methodology :
The study is based on a survey of 300 respondents with the help of pretesta . e

stionp.

covering investors from three States. The purpose of the survey was tq Underst,
n

factors affecting perception and level of awareness of investors towards Mutys, d th,
The data obtained from the study were analyzed by using Factor Analysis for 1r]mr|r|f|:
of the key features preferred by the respondents in a mutual fund product, p, <
component analysis is commonly used method for grouping the variable
orthogonal factors. Varimax rotation was used for proper interpretation of factay.
An investor considers various factors while selecting a mutual fund scheme. This ra:."
of factors includes monetary, risk and return, attractiveness of the offer etc. So from Lq"
informal discussion with few brokers and agents and referring to certain studies
relevant variables which investors consider important for selecting a fund are CONsiderag
Twenty Six statements were generated for measuring perception of investors ¢ 2
mutual funds on a S point Likert scale.

1Cin
-1D;

Su
Nder ’n‘“

¢ all r“r\r.

owar.j.

Analysis and Interpretation

The first step towards identification of factors affecting perception of investors is Kaiser.
Meyer-Olkin and Bartlett's Test for measuring sampling adequacy. The Kaiser-Meyer.
Olkin Measure of Sampling Adequacy is a statistic which indicates the proportion of
variance in your variables which is common variance, i.e. which might be caused by
underlying factors. High values (close to 1.0) generally indicate that a factor analysis
may be useful with your data. If the value is less than .50, the results of the factor

analysis probably won't be very useful. When the test is applied on data following result
is revealed:

Exhibit 1: KMO and Bartlett's test

KMO and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .657
Approx. Chi-Square 3051.454
Bartlett's Test of Sphericity Df 325
Sig. .000

* Kaiser-Meyer-Olkin Measure of Sampling Adequacy is .657 >.50 which indicates that
data is useful for factor analysis

Bartlett's test of sphericity indicates whether the correlation matrix is an identity
matrix, which would indicate that the variables are unrelated. The significance leve
gives the result of the test. Very small values (less than .05) indicate that there 9
probably significant relationships among the variables. A value higher than about_» 1_‘
or so may indicate that the data are not suitable for factor analys’®

ove
* Bartlett's test of sphericity significance is .000 since it is less than 0.50, we can Mo
ahead.
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After testinag the accuracy of the sample next step is to find out factor vith the yse

of factor analysis

It is evident from the analysis that the changing pert eption of the investors |s forcing
the Mutual fund companies and distributors to focus on below mentioned factors whicl
an investor considers while selecting a fund. The exhibit below has generated five
factors which affect the perception of investors while investing in funds. These factors

have been generated from 26 statements.

Exhibit 2: Factors affecting perception of investors

“Factor | Eigen Value [ % of variation explained Cumulative %

Monetary 3124 43017 AN AT |
Investors Expectation | 2.855 | 10.980 o " [ 22.997 f
Schemes NAV ~ [ 2.a88 1 9.570 1 32567 |
Promotional Measures 2.3567 ”9.063 4717.630*”"‘
Risk -Return 1.970 7.577 49.207 ‘

Exhibit 3: Detailed framework of factor

Factor [ Variables Factor
| ‘ Loading [
[ | Monetary [ Burden of Exit/Entry charges 775 1
[ Liquidity 767 7J
== | Brand name or s&h?méé rcputéncuni _.6~'1'1
Listing of open ended MF facilitates | .659 TR
| better trading
I | Higher performance better fund .615
2. ‘ Investors ["Better customer care services .803
| expectations |
5 ~ | Capital appreciation | 638 T
I e orAic —r

1 Brokcrs/Agenitiad\nce 486
i | B407

| “Normally prefers growth schemes

e T — 1
Tax Incentives 373 i
1’7 ~| Scheme s NAY | Most Important criterla 715 |
r,, I Disciosure of NAV on every day trading | .689 |
basis
o
| Continuous Increase In NAV signifies 595 |
growth |
[ | Complelely new and Innovalive schemes 426 :
altract |
| "Agency network/ Infrastructure 414 [
"4, | Promotional | Advertisement by company 676
Measures
I | Image of furd manager 603
I | Regulation in MF 540
[ ' Close ended funds are less risky 512
I [ Stable Income 504
! Fringe benefits like free Insurance et a68
5 : Risk/Return Less risky then shares 686
; } Risk Involved In diffarent schemes are 583
! i
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nas reveale
estors aive are

The rotated matris
Eigen value 3.124. The table reveals th at inve '
factors like entrv/exit « haraes and liquidity of fund. This factor 5l l / }‘l 1 /{ w
due importance to hrand name and believe that the funcds with nig ‘:" performa
respect to return are petter funds. The factor describes the variou: monetary ‘;,,,._,,1‘“ iims
like Schemes Liguidity, Entry/ Exit charaes, Brand name (n the investor's mind
taking decision about MF scheme
The second important factor representing investors perception has been 'Invast,
This factor shows that investor expect better custorr
customer with latest NAv

and

Expectations towards Mf
cervices which includes regular fact sheets, updating the
any. Investors are more incline towards capital appreciation

from Mutual fund Comp .
Other variable like Brokers/Agent advice (0.486) are also consideragd
ves with 0.37

arowth schemes.

‘ ble while selecting MF. The last variable in this factor is Tax Incenti

estors expect while selecting the Scheme. This factor consider all
ive to be of at most importance while selecting

Ocs

valua

loading which inv
variables which investor expects and perce

the MF scheme.

Scheme's NAV and Agency Infrastructure is the third factor which highlight that NAV
the most important criteria before selecting MF scheme. Other variables which comprises
this factor are Disclosure of NAV on everyday trading basis followed by another continuous
increase in NAV signifies growth with loading of 0.595. Investors also perceive that
completely new and innovative schemes attract more investors (0.426) and agency
network/Infrastructure (0.414) should be given some weight age while purchasing MF
This factor basically emphasis that investor's also gave preference to value of the Scheme

and agency network at the time of investing in Mutual funds.

The rotated matrix has revealed Promotional Measures as forth important factor with
Eigen value 2.3456 and variance 9.063%. The most important variable in this factor with
highest loading of 0.676 is advertisement by the MF companies which is followed by
image of fund manger having loading of 0.603. Both these variables shows that now

days investors are also giving importance to promotional measures used by the M
companies before purchasing or investing in funds. Investors also perceive that there
should be regulation in MF market (0.540) and close ended MF are less risky then open
ended funds (0.512). The last two variables which are included in this factor are stable
income with loading of (0.504) and fringe benefits like free insurance (0.468) offered

d

by the MF company as a promotional tool.

The last important factor that has been assigned the Eigen value 1.970 and variance
7.577% is Risk/Return. Investor's basic motive behind investing in MF is getting higher
returns. The first variable with highest loading of 0.686 is that MF are less risky then
shares. Next variable with loading 0.553 says that risks involved in different schemes
are directly related to return. Investors perceive that international funds provide greater
return (0.488) and fluctuations in NAV does not encourage them to invest in MF(0.362).
Tg sum up the above analysis, we can say that broadly there are S factors which are
given due importance by the investors while purchasing MF. The most among them is
the monetary factor followed by investors expectation from the company then thy consider
Scheme's NAV as one of the most important criteria for MF. The last two factors ie
Promotional Measures and Risk/Return are also given considerable importance while

selecting the MF schemes.
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Exhibit 4 tate v Fact Aff

Investors Preference & Miscellaneous

Advert

While on comparing city wise factors individually, we analyzed that investors from Madhya
Pradesh and Gujarat are more inclined towards monetary factor while on the same hand
investors from Rajasthan gave more importance to promotional tools and benefits giver
by mutual fund companies. Investors from Gujarat gave due importance to risk and
return and least importance to advertising on the other hand promotional tools and

benefits are considered of at most importance by investors from Rajasthan

Exhibit 5: Effect of variations within age on overall and
state wise factors affecting perception of investors

S. | Factors Age (I) 20-35 35-50 LAbove 50
No = Age (J) 35-50 Above 50 | 20-35
1 | Monetary Mean Difference (F)) | 2.8020(*) | -3.5464(*) | .7444
Significance .000 .000 { 496
2 | Investors | Mean Difference (F]) | 1.5648(*) | -1.4662(*) | -9.8585E-
Expectation Significance .009 .036 02
‘ ! 1.000
3 | Schemes NAV | Mean Differen-cer(il- ) ] 1.6005(*) -1.1107(*) 4898
| Significance ,000 .033 566
‘~4ﬂ Promotional Mean Difference (F)) °| .6634 8650 1.5284(*)
Measures Significance 452 273 002
5. Risk/Return Mean Difference (F)) | -1.0732(*) | 5528 5204
1 Significance 015 571 450
’ 6. Total |"Mean Difference (F)) | 5.5574(*) | .7055(*) | 8519
i Significance 000 001 1.000

Business Research and Information Centre, NSHM Business School, Kolkata
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Factors of Madhya Pradech

1 Monetary Mpa ffare ' ) \ :
Investors Me fference (1 31 )
Expectation nif ’ 14 0
Renefite & Mean Difference (1) 1 =00 19
Agency network | Sianificance )28 f
| NAV & Mean Difference (F)
Bromotens! N 1864 1.0357
1.000 8831
measures
E ; Miscellaneous Mean Difference (1)) l 1.2955 | 6789
| J Significance ‘ .397 1.000
6. Total Mean Difference (K)) | 8.2955(*) 7.750(*
- ‘Jﬂnif_icance 771 @7 b .000
Factors of G Gu;arat
i 1 | Monetary & ﬂVTmDuﬁerﬁl J) ; 29235 [ 1.2876
| Significance ‘ .069 1.000
BN ey | Mean Difference (1)) | .4578 ~9412
Significance 1.000 ‘ 713
3 Risk Mean Difference (I-]) _T7284(*W3 )
Significance .049 [ 1.000
4 Image and Mean Difference (I-) | 2.6912 ] -2.0523
Benefits Significance .080 'l 765
| 5. Investors Mean Difference (I-1) 1.9196(*) .
Preferences & Significance .033 \ >
Advertisement iy
6. Total Mean Difference (I-]) 9.7206(*) ] -4.6928
Significance .000 _‘L‘OW
Factors of Rajasthan
1 | Promotional tools | Mean Difference (1) [1.0153 | 1.5402
& Benefits Significance 1.000 ‘ 1.000
2 NAV & Mbr?tary Mean lefereném‘-,ﬁ:% . l -1.7517
Significance 1.000 l J433
3 Risk & Return Mean Difference (i-J) -1.6092 ‘ 1.4314(%)
Significance .145 l 016
v e Investors 7M—e5nﬁDifference (I-J) | .3218 -, 7885
Preferences Significance 1.000 264

.....

2.200
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5 Miscellaneous Mea n Difference (1)) 9195 6360 1.556(*)

Slanificance 213 138

6 Total Mean Difference (1-1) 1992 1.0674 | <1.2667

Significance 1.000 1.000 1.000

Rase n observed means

* The mean difference is significant at the .05 level

The table reveals that there is significant variation between age and identified factors
when we consider overall factors. This means that variation in age will have an effect
on factors to be considered while selecting Mutual fund. But when we consider all the
five factors individually it shows that only promotional measures are not considered

significant by investors.

Further the table shows that when state wise factors are considered Madhya Pradesh
i Gujarat show significant variation in factors with variation in age while investors of

and
Rajasthan does not show a significant variation in factors. Only investors from age group
35 & 50 and above 50 show significant variation only for the third factor i.e. is risk and

return.

Exhibit 6: Effect of interaction between age and other
personal variables on factors

Ratio MonetaryW Investors | Scheme |Promotional| Risk | Total
Measures &
Expectat
fon NAV Return
Age*Qual F 3.127(*) | 3.223(*) 2.854(*) | 1.930 7.733(%)| 1.724
| Ratio
[ Sig. | .016 .013 .024 .106 .000 .145
Age * Anl F 3.767( *)| 1.462 .287 .293 .954 .334
Inc | Ratio
' Sig. 014 231 835 830 390 | .800
Age * Occup. | F .875 .878 .118 .979 1.526 .386
| Ratio
| sig. | .479 478 976 419 |95 | .819

The above exhibit highlighted the variations in the factors when investors with different
age group interact with investors having different qualification, occupation and Income.
F-ratio is the statistical tool used to test this variation and the F value of all the factors
after interaction says that no value is significant. So we can conclude that overall factors
will not vary when investors with different age group interact with investors having
different gualification, Income etc,

Business Research and Information Centre, NSHM Business School, Kolkata
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Findings
The major findings of the study are as follows:

» Research has generated overall five factors which reflect customers
towards MF, among them the most important is monetary factor anq4 T

expectation and least is Risk and return. Better customer care service ———
appreciation are ranking high in second factors ie investors expectationg ‘\HIAD”"
considered as the third important factor and bases of investment. The fOUr;\: .
promotional factor which says that advertisement by Mutual Fund Company\ i
image of fund manager influence the investor while investing. And the last faim
emphasis that mutual funds are considered less risky. O

» Investors consider Entry/ Exit fees charged by the Mutual Fund Companies as
important monetary factor while investing. Similarly investors expect better Custome
care service and Image of the Asset management company as second impona;.
factor. A

* Scheme's Net Asset Value is considered as one of the important factor whj,
investing but when all the 26 statements are considered individually completely ne,
and innovative schemes launched by the Mutual fund companies are given priorit

* Advertisement to promote the scheme and Image of Fund manager are the tw;
most prominent issues when it comes to promotional factors. Investors give due
importance to advertisement displayed by the company before investing in the fung

e Customer perception varies from one state to another. Madhya Pradesh investors
give due importance to agency network and infrastructure, they have more inclination
towards fringe benefits. Investors of Indore expect stable income. Scheme's NAy
is considered as most important factor in Gujarat. They consider that international
fund provide greater return. While promotional tools used by the company ang
benefits provided by the company are considered important by investors from
Rajasthan. Broker's advice, advertisement by the company and continuous increase
in NAV is considered as important factor.

* Companies should focus on schemes providing greater returns to attract investors
from 20-35 because they believe that international fund provide better returns.
Liguidity is the main objective for investing in mutual funds for investors in this age
group so companies should launch schemes providing greater liquidity Companies
should use image of Asset Management Company as a promotional tool to attract
investors.

Suggestions

The findings of this study, as discussed above will help mutual fund companies to improve
upon their weak areas regarding the factors that influence investors decision making as
regard to choice of a mutual fund, the facilities or options they expect from a mutual
fund. This part consists of overall suggestions to mutual fund companies. Mutual Fund
Company should try to implement these few suggestions:
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» [Investors have more inclination towards completely new and innovative achemes
so MF companies should try to launch innovative schemes for different class of
mnvestors

» Investors gave more importance to agency network and infrastructure, so mutual
fund companies should develop them to attract more customers
* MF company can use brand name and Image of fund manader as a important
promotional tool for gaining market share.

» Tax incentive is the most important objective for investing in MFs, therefore MF
companies should launch tax saving mutual funds for Gujarat.

* Asset Management Companies should try to build strong Image in public and should
provide better services to investors as these are given due importance by the
investors.

This part will dealt with the overall suggestions that mutual fund companies should take
into consideration which are on the basis of 7 P's of Marketing:

» Product: Companies should focus on product up gradation and try to launch new
and innovative schemes to attract all the category of investors especially investors
from age group 35-50 from salaried class. On analysing all factors we can draw the
conclusion that investors main objective of investing in mutual funds is liquidity and
stable income. MF schemes should provide better liquidity and stable income to
investors. Companies should launch close ended funds in as investors perceive them
less risky.

« Price: The research find out that main factor that influence the investor's perception
is Monetary factor which includes liquidity, higher return, burden of entry/exit charges
etc. Therefore the mutual fund companies should focus on these parameters while
launching a fund

« Place: Graduate investors between age group 35-50 either professional or business
class having annual income between Rs 2-5 Lakhs especially from Madhya Pradesh
and Rajasthan give maximum weightage to stable income therefore MF companies
should bring schemes with stable return for these classes of investors.
« Promotion: Image of asset management company and fund manager can be used
as major promotional tool especially for investors from 20-35 age groups. Investors
with annual income between Rs 2-5 Lakhs have more inclination towards advertisements
and brand name especially investors from Madhya Pradesh. So companies can use
advertisement as a more effective promotional tool for investors of M.P. The research
highlights that generally retired investors have more inclination towards agent
/brokers advice while selecting the fund. Therefore mutual fund companies should
give proper training to their agents.

e Physical Evidence: Investors earning above Rs 5 lakhs annually give more
importance to infrastructure and agency network before investing in funds. So
companies should try to build strong agency network and attractive infrastructure.
Mutual fund companies in Rajasthan should give more importance to this factor as
investors in this state have more inclination towards infrastructure and agency
network

» People: As investors from different age group show variations when they interact
therefore mutual fund companies should launch different schemes for individuals in
different age group. It is revealed that the investors are influenced by infrastructural
facilities and the reputation enjoyed by the sponsor, in their selection of fund. As
there is a significant effect of interaction between scheme and qualification on factors,

Business Research and Information Centre, NSHM Business School, Kolkata
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Conclusion ,
he emeraence of an array of Savings and Investment options and the dramatic incre -

e secondarv market for financial assets in the recent years in India has openeq "
+n entirelv new area of value creation and management. An average Indian investqr |,
ke ianorant child when it comes to financial markets, the cause may be lack of knowledqe
and conceptual understanding or the influence of a fixed income orientation in the India;
. The market potential can be tapped by scrutinizing investor behaviour to identig,

a1
CUliture

their expectation and articulate investor's own situation and risk preference and ther
apply to an investment strategy.

Presently, more and more funds are entering the industry and their survival depends on
strategic marketing choices of mutual fund companies, to survive and thrive in this highly
promising industry, in the face of such cutthroat competition. Running a successful MF
requires complete understanding of the peculiarities of the Indian Stock Market and alsg
the psvche of the small investor. Under such a situation, the present exploratory study
is an attempt to understand the financial behaviour of MF investors in connection with

scheme preferences and selection.
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Demerger: Sailing with the
Global Wind

Debdas Rakshit
Suijit Kr Ghosh

Abstract
While the waves of liberalization and deregulation have been shaking the corporate shore

around the alobe the domestic organizations are falling prey to the fierce competition
and unprecedented challenges carried by this emerging business scenario. In this punishing
business environment only those organizations rule which are able to visualize possibilities
before they become obvious. The aspiration of all the business concerns now is "how to
become world class". Their relentless effort pursuing new ideas master their performance
to get cutting-edge solution and to keep ahead of competition. Demerger, as a strategic
and practical approach towards attaining world-class stature helps the companies stay
decisive, focused and competent improving financial performance. In the present paper
a study is intended to investigate whether demerger as strategy, perfectly underpins this
view.

Key Words
Demerger, Business Excellence, Shareholders' Value Added, Market Value Added.

Introduction

In this changed business paradigm only those organizations rule who visualize the
possibilities before they appear as plausible. Present business environment, characterized
by globalization and liberalization, accommodates organizations that are coming up with
innovative strategies to survive and flourish. Companies, in this punishing global economic
climate are thriving to reach the pinnacle of success seeking competitive edge over their
rivals. While the waves of liberalization and deregulation have been shaking the corporate
shore around the globe the domestic organizations are falling prey to the fierce competition
and unprecedented challenges carried by this emerging business scenario. The recessionary
trend consequent to the Wall Street tsunami has made for the organizations a maze with
no exit. Drowning in the luxury of producing goods only to keep life simple is suicidal,
rather an unguenched thirst must always prevail that makes the quest for value sustainable.

Falling Sensex, squeezed employment market and growing number of discerning consumer
abash the managers to put a single step forward. An incessant quest with inventing
intelligence only can unfold the way to deliver superior performance and value for all the
stakeholders. Existence of keen competition with its number and volume also made the
texture of the competitors stronger and shock absorber both financially and strategically
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towards achieving the desired objective.

Searching Excellence

An incessant agility transforming the organizations to face the ever increasing pace :
change becomes the basic premise on which today's organizations rest. The aspiratins
for all the business concerns now is "how to become world class”. So, the strateqy tha
brings excellence is inevitable to reestablish organization's competitive advam,qu. S
respond more quickly and effectively to new opportunities and challenges. Busines
excellence, as the terminal station of all strategies, holds great promise for organization
that desire to transform themselves proactively to shape their destiny and the future
their stakeholders. Corporations all over the world are striving hard to achieve excellence
that helps them navigate from their present condition to world class and in turn to satisfy
their stakeholders. The resonating phrase business excellence, in its true sense, is the
systematic and continuous improvement of business performance to get enlightened
customers, efficient process management and increased shareholders' value. By improving
organization's culture, business excellence through strategic tools broadly channel and
encourage the use of best practices into areas where its effect will be most beneficia
to performance. Though, most of the business excellence models, developed by different
bodies, aimed at awarding programme the core of this concept lies in improved economic

performance of the organizations.

Apart from EFQM (European Foundation for Quality Management) and Malcom Baldrige
Award Model, Tata Business Excellence Model is also a well-defined programme for
achieving excellence and qualifying for world-class. In general, the models aim to promotg
an approach to organizational excellence in performance with a strong sense of result
orientation. Myriad of aspects such as strategy formulation, visioning, customer focus
process management, stakeholder value etc., underpin organizations' survival through
which they excel. But the invisible string that wreathes them to shape is the value
generation excelling the performance. In this cutthroat competitive environment, both
economic and financial, while the companies are surging for value creation demerger

makes sense.

Demerger to Master Performance

Demerger, by whatever name it is called - Split up, split off or spin off, intends to trim
size to sharpen its core competency for growth and efficiency. Since, quite a sizeable
number of companies have been losing focus and were not commanding the kind of
valuations their peers are accorded, demerger has been considered to be a better strategic
tool in the corporate survival game.

The rationale behind the demerger is to unlock the potential of business organizations
to create and preserve shareholder value. Enhancing the efficiency of an under-performing
asset separation helps management concentrate with increasing focus on core competencies
and business. The hope comes with its real blooming since demerger, as a strategy
works toward excelling the performance of corporate in their long run drive to enhance
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value at both ends of tunnel e under current nf alobalizatior supplemented b
liberalization and deregulation transformed the easvaoing business climate into a touqgl
and volatile one. Business houses, with rear vision now prefer shedding business units
for achieving excellence. To become world class the oraanizations adopt separation
ctrateav as a first choice rather than a last resort reaction to the consequences
Companies' relentless effort pursuing new ideas master their pf‘v‘rnlrmnrn to get cutting
edae solution and to keep ahead of competition Demerger, as a strateqic and practical
approach towards attaining world-class stature helps the companies stay decisive, focused
and complement their risk taking culture. Presently demerger is given a standing ovation
bv the companies since it comprises a set of reasons that serve as drivers to achieve

organizational excellence
« Improving the overall organizational effectiveness and capabilities.
» Exploring the possible opportunities more efficiently.
« Transforming operational environment by internal restructuring of the organization
« Increasing operating efficiency resorting to strategic adjustment.
« Strengthening control on the corporate activities
« Enhancing value of the organization and in turn shareholders value.

Company Profile

The company selected for the purpose of our present analysis is J.K Industries (JKI), a
leading automotive tyre manufacturer in India. The company having diversified presence
with business interest in pharma, sugar, agriseeds and tyres decided to separate its non-
tyre business on October 09, 2002 through demerger as a strategic step to achieve
greater focus on the core competency to gain competitive edge and to pull out the
company from an abysmally low valuation, probably the consequence of complexity in
their product line that caused the market sentiment to turn negative.

Objective of the Study
Thus, a scanning finds its relevance in this context whether demerger, as a strategy,

equips the organization to get sustained business results. Contracting size can be regarded
as an important business strategy to excel if the financial performance of organization
gives an overwhelming result along with considerable value creation after demerger.
Does this business strategy snugly fit into the excelling strategy of the organization or
it has ignorable impact, is too difficult to answer unless the performance of the two
phases, pre and post demerger, is weighed and compared. It will, once again, give an
opportunity to plug the loopholes as what is not measured is not improved. Hence, the
present study intends to delve into the strength of demerger throwing light on the aspects
specified as -

1. Comparing the financial performance of the demerged companies after the

demerger takes place with that of their pre separation states.

2. Measuring the strength of demerger as a strategy to generate value for its

shareholders with the help of Shareholders Value Added (SVA), the scale to gauge

keeping a comparable attachment with pre demerger period.

Literature Revisited

Demerger, being a newly emerged concept, attracted very few authors to probe its
efficiency and effectiveness as a strategy adopted to master organizational performance
Umpteen number of studies wrapped mergers and acquisitions leaving demerger to the
margins. Though lately, in contrast to merger, demerger as a corporate strategy to excel
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Dittmar (2003) wanted to examine how firms
corporate spin-off. She put her effort to trace wh
capital structure for a firm and how it chooses its I
the analysis made by her was left indecisive due to t
from the firms' target leverage ratio because of their operat
Among the three major forms of equity restructuring, equity carve-outs, spin-oﬁ’; and
issuance of tracking stock to contract size Tuna (2003) analyzed the reasons for firms'
performance towards tracking stocks. She established the tax benefit is higher for tra;king
stocks than other two forms of restructuring that gives organizations positive business
results to get a competitive-edge.

Anslinger et. al (2003) probed the case of J. Sainsbury, one of the largest grocery retailers
art off helps

in UK to find the answer whether disassembling operations by setting a p
get rid of the crisis and make the firm competitive. They came out with the findings that
increase in cost burden resulted in almost 40 percent reduction in profit that was reversed
with an increase in 20 percent of profit after demerger got its place in their strategic

decision making process.

A meaningful comparison resorting to traditional as well as modern method like EVA had
been the study of Mallick and Rakshit (2006) where the financial performance of Dabur
India Limited before demerger was weighed with that of their split off business. The
study reveals the financial performance of Dabur India Limited, after demerger has
considerably been improved compared to its earlier days while traditional methods of
evaluation were adopted. The evaluation based on EVA method also accorded with the
result found by traditional tools. They reached at the conclusion that demerger, letting

the companies impose widened control, create value for the firm.

Most of the studies, excepting a few, concentrate on the effectiveness of methods chosen
for demerger keeping its financial soundness as a strategy unexplored. As Olson and
James (1997) rightly claimed that creating value for shareholders is consistent with
creating value for the other constituents of the company, the strategy to demerge needs
evaluation whether it creates value to achieve excellence. Thus an attempt is required
to measure operating and financial performance of the demerged companies and to
compare the same with that of pre demerger period to trace the value generating ability

of demerger, being a strategy to excel.



Bi-annual Peer Reviewed Journal of Management

Data Base and Methodoloay

IK Industries. bheind s leadinng IS S "t Q ) ) " 2 ' .

chocen for the purpose f the study orine Yy pet i Af o ,i-.. VA that ha Neyes 1 | |
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been the csecondarvy one yNnsisting of e rporate financial reporti ) Including published
annual reports of the company, Bombay Stock Exchanage Directorv and other publiel {
information concidered reliable and authentic. Apart from these, the Capitaline Data Base
Packaage (2000) plaved an additional consultative role. Editing, classification and tabulatior
of the collected data have been made according to the need and just of the study
Resorting to certain measuring tools such as Return on Capital Employed (ROCE), Return

on Net Worth (RONW), Earning Per Share (EPS) and working capital position the financial
performance of the company has been evaluated and compared. Assistance of certain
financial and operating ratios like Long Term Debt Equity Ratio, Current Ratio, Interest
Coverage Ratio, Fixed Asset Turn Over Ratio, Inventory Ratio and Debtors Turn Over
Ratio has also been resorted to for strengthening the evaluation. Shareholders Value
Added (SVA), being fed by Market Value Added (MVA) has been the basis to measure
and evaluate the ability of demerger as a value generating strategy

Evaluating Financial Performance of the Company

Aimed at creating separate business with greater focus on their core competencies J.K
Industries embarked on a demerger drive. The tremendous possibilities anticipated in
this strategic restructuring resulted in strengthening market leadership, one-step forward
to achieve excellence. An idle look on certain key ratios, that indicate both operating
and financial performance of the demerged company, will make the anticipation's realistic
base more candid. Though the company's long term debt equity ratio remained higher
than the industry average both during pre and post demerger period which has further
increased after demerger, the tendency of company's increasing dependence on debt
after hiving-off exposes its enhanced risk taking capability. As the industry average after
demerger shows a decreasing trend the company referred to in the study needs a careful
attention to pay towards leveraging its debt capital and managing financial risk. Though
the risk taking ability of the company has been further fortified by the increased interest
paying ability during post demerger period, but a close comparison with industry position
as a whole urges improvement in interest coverage ratio of the company.

The other two ratios, Fixed Asset Turnover and Inventory Turnover, have also been
improved after demerger showing a positive impact of the company's separation strategy
on their operating performance. Regarding fixed asset turn over ratio one significant
aspect demands company's more concentration as it remains considerably lower than
industry position both during pre and post demerger period. However, in case of inventory
turn over it reveals an improved operating efficiency compared to both itself during pre
demerger and industry average. Dramatically company's current remains unaltered during
both the pre and post demerger period, Interpretation of this ratio demands attention
in the increased inventory and debt holding period that shows a deteriorating operating
efficiency. The same is also visible in the debtors turn over ratio, which has been decreased
after demerger leaving no opportunity to get itself compared with industry average, Thus,
the different picture, visualized in case of Current ratio and Debtors Turnover ratio calls
for a sound Receivables management of the company.
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A similar trend is also observed in case of RONW, i.e. ratio between the profit available
to shareholders and their equity, and EPS or profit available per equity share of the
company during post demerger period implying the company's ability to utilize capital
more efficiently towards increasing shareholders value. Though the average Rony of
6.38% during post demerger period is losing its comparability with the industry position
but its remarkable improvement after hiving-off justifies separation a timely taken strategy
towards achieving excellence. Thus, the financial performance of the company is witnessing
an elevated result, which can be more explicit if EPS of the company during pre demerger
period is weighed with that of its post separation counter part. And the excessive high
EPS, coupled with high RONW and ROCE in the year 2006-07 propagates the company's
capability to hold the pace of growth it desired. Hence, the company's aim to pave the
way for unlocking shareholders' value to excel in performance gets day light through
demerger by and large the indicators say so.

Table 2: Pre Demerger State Table 3: Post Demerger State
Year ROCE RONW | EPS Year ROCE RONW | EPS
2001 -02 7.69 1.76 351 2006-07 | 14.71 17.38 21.21
2000-01 . :

8.77 {262 | 4.57 2005-06 | 7.54 3.10 | 5.19
1999-00 | 10.40 5.20
9.42 2004-05 | 5.34 221 | 4.19
1998 -99 9.88 3.41 6.04 2003-04 b 994"
Total 36.74 | 13.06 | 23.24 B [992 £ et
Average | 9.19 | 3.27 | 5.81 Total 13601 | 2552 |33.58
Average | 9.00 6.38 8.40




Bi-annual Peer Reviewed Journal of Management

Table 4: Average at a Gla
Pre Post

Demerger Demerger
e 9.19 9.00
RONW 3 27 ‘ 5 an
EPS 5.81 | 8.40

Along with the tools considered earlier an effort is also put to measure company's working
pital cvcle both during pre and post demerger period with a view to assess the change
n efficiency in managing its working capital. The careful look at the
working capital cycle during post demerger period clearly translates into company's
deteriorating efficiency in managing working capital as the excessive holding in inventory
and their decreasing capability in collecting debt needs special attention of company's
working capital management. Though the company remains at the similar position in
cash holding and maintaining advances its liquidity may be threatened due to excessive
pendence on liability and doubling its provision. The company in this respect may be
uggested to resort to e-banking facility to generate value. Since a number of companies
at present with negative working capital are also not facing any liquidity crisis due to
their policy to invest in derivatives and stock, the increase in working capital cycle cannot
be identified with the inefficiency of demerger, the strategy taken for bettering performance.

Table 5: Working Capital Cycle of the Company
Period in days

Pre Demerger Post Demerger

Current Assets, Loans and
Advances

23 42
Inventories ca
Sundry Debtors 32 =
Cash and Bank 15 C
Loans and Advances

73 121
Total
Less: Current Liabilities and
Provision 53 94
Current Liabilities > a
Provision
Total 55 o8
Net Working Capital Cycle 18 23

Evaluating Demerger as a Value Generating Strategy

Having gone through the analysis based on traditional measures the success of strategic
decision taken to hive-off has been established. Now, the desired view that demerger
drives business to achieve excellence can further be tested and proved if the value
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Table 6: Value Creation during Pre and Post Demerger

Year SVA MVA Year SVA MVA
2001-02 | -8.07 |-15.85 2006-07 | 20.97 | 12.65
2000-01 |-41.49 | -48.40 2005-06 | -27.98 | -35.68 |
1999-00 | 60.71 | 52.07 2004 -05 | 204.42 |[196.93 |
1998 -99 5.75 -2.89 2003-04 | 95.93 | 88.44 |
Total 16.90 -15.07 Total 293.34 |262.34
Average 4.23 -3.77 Average | 73.34 | 65.59
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weighted showing gross defiance to its subjective purity. The recent collapse of Satyam
k‘OI“(‘lll(‘Y The follower of Enron, world Com, Tvco and many others, drew A auestion
mark the financial numbers find difficult to erase At times the alobal financial crisis i

giving birth to frowning look at the finant ial statements prepared and disclosed by the

companies the question must be answered whether these numbers
remains a peephole in their preparation and disclosure through

do consider the ethical

issues perfectly or there

which unethical practices ooze

Do these statements raise any ethical concerns in their preparation and disclosure that
do not reflect the real state of information and leaves the interpreter a scope of being
erroneous to translate the data disclosed in the financial statement? Those who prepare
and present these financial numbers have an obligation to the public, their profession,
the organization they serve, and themselves, to maintain the highest standard of ethical
conducts. Adherence to certain standards of ethical conduct by them is now integral to
achieving the objectives of preparing financial statements. The spurt in technological
development has brought about a revolution in the way we look at financial information
as efficiency, competitiveness and quality are what the users of financial information

demand today.

Thus, J.K Industries with some alluring financial numbers cannot remove the doubt
whether their reporting is in response to informational needs, expectations and demands
of financial information users. Change in the economic structure compels organizations
in putting increased emphasis on short-term objective, outcomes and consequently exert
significant pressure to meet unrealistic performance goals. The present study is based
on the assumption that J.K industries did not evade the responsibility to communicate
information fairly and objectively to create a win-win relationship between the organization
and the society. And the findings we thrusted is solely guided by the belief that the
organization's ethical behaviour creates endeavor to disclose fully all relevant information
that could reasonably be expected to influence an intended user's understanding of the

reports, comments and number presented.

Conclusion
Thus, to have focused business amplifying its core competency and improved shareholders

wealth, J.K Industries Ltd separated its Sugar and Agri-Genetics business. The analysis
justifies the company's strategy as the improved performance after demerger made a
lot of sense. Due to grooming time it required after demerger the company was unable
to hold the pace at the initial years of demerger but after shedding the primary shy it
showed a landmark improvement in value creation as average SVA and MVA have been
improved dramatically. They are equally complemented by the improved financial
performance as shown by the indicators and consequently the increased value for the
stakeholders. Barring a few things like ROCE and working capital cycle that demand
management's sincere attention, the company was able to sharpen its competitive edge
resorting to the strategy to demerge.

But the conclusion we have reached at does not evidently prove the numbers bear a
perfect ethical concern. The result and interpretation of the study is limited to the belief
that ethics is intertwined with accounting and the information disclosed by the financial
statements expose the reality as their meaning does. Moreover, demerger, as every
strategy holds, bears certain weaknesses to project itself befitting for every organizations,
as it alone is not the panacea to all corporate ills. Inability of the company, to squeeze
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Sustainability of Network
Marketing: Brand to Brew

Isita Lahiri
Mrinal Kanti Das

Abstract
The four strategies the companies adopt to satisfy customers - product, price, promotion

and place or distribution are embodied in marketing-mix where promotion and distribution
demands an investment quite considerable in size and amount. Averting large investment,
the promotion and distribution require in present day marketing, companies like Amway,
Oriflame, Modicare etc. have carved a niche for themselves in Indian market depending
on relationship referrals and direct selling. Not emphasizing more on mass media
advertisement these companies resorted to the chain of network a new way of marketing
known as network or multi-level marketing (MLM). The present paper is an endeavor to
study the influence of age-group and brand name on the sale of products and also to
examine the exploitation of relationship and attitude of channel members in network
marketing. An attempt is also made to provide new insight into network marketing
practice which is important to academia as well as to the management practice the
companies follow for network marketing.

Key words
Network marketing, Promotion, Distribution, Attitude

Introduction
Companies’ survival in the market by simply producing goods and services has taken an

assured place in the history. Now the only alternative remains before business organizations
to reach at pinnacle is the effective marketing as the companies are falling prey to fierce
competition and changing technology both at home and abroad. Network marketing or
multi-level marketing (MLM) is a business development opportunity for individuals to
create a business of their own through network of associates where a company's product
makes its way to reach the final customers making intermediaries absolutely unwanted
in distribution channel. Amway, the first company to popularize the concept of network
marketing in USA in 1950s, had established its Indian arm during mid 90s. Now a days
many foreign companies like Avon, Tupperware and Oriflame, etc. and domestic companies
like Modicare, Hindustan Lever Network etc. are applying this concept to promote the
products they appear with.

Network marketing companies focus more on recruiting downlines than selling products
to customers, Individuals, involved in distribution channels, represent the company as
the employee of the company with no fixed salary and are awarded commission in return.
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Review of Literature
ast few vears have been enriched with several studies on network marketing u
~hen (1990) have emphasized that criteria such as usefulness of the application
level, storage reguirement, market potentials, and required service level should
used in judaging the suitability of a direct sales product. And by using these criteria
further concluded products such as concentrated detergents, cosmetic products, healt

foods and jewelry are among the most suitable items. Moreover, they also pointed
the required after-sales-service of MLM products should be free from too much complexit
Liu Bang-Dean (1992) has discovered two common traits in most MLM products. The,
are: (a) Nature of Re-purchasing: Repurchases made by customers are vital for a
company's long-term growth. Therefore efforts must be made by direct sales distributors
to maintain constant contacts with their customers and thus a strong customer loyalt,
can be created. (b) Emphases on Differentiation Strategies: Emphasizing on the unique
aspects of offerings, MLM companies can portray their identity separate from other
competitors in the similar product category and hence obtain a differentiation advantage

MM

Chang (1993), Chang (1995), and Cheng (1996) appeared with the observation that
developing a successful product strategy, the following considerations concerning product
traits should be taken into account: (1) Easy to explain and demonstrate, (2) Nature of
! re-purchasing, (3) High market familiarity, (3) Distinguishable characteristics, (4) Unique
qualities for creating customer loyalty, and (5) Sufficient profit margin

s 3

Nichols (1995) and Marks (1996) found network marketing is the movement of products
or services from the manufacturer to the consumer directly through distributors using

.Co

word-of-mouth marketing.

R

|
Felps (1998) identified financial independence, personal power and a life of luxury ar
the dreams offered by most network marketing companies, yet MLM's critics find these
nothing more than a myth the people burn their time to achieve.

According to Kiyosaki (2004) MLM is seen as the opportunity of earning high level 0
income. Network marketing is a business that comes with promises of financial independence
and personal freedom with the power of leveraging, by focusing on the ability to ear
residual income or passive Income rather than a linear income.

)

Mathews, Manalel and Zacharis (2007) are of the opinion that there is exploitation
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The study of Onag See Kiaw and Cyril de Run (2007) revealed financial rewa Is are ti
main reason the people join ML M for. The ["1‘\411"" related reason: 1¢ thev identified
are - guality and credibility of an MLM company s products

Subramanian (2007) observed India a cafe abode promising tremendous opportunity ir
the network marketing business as only a few companies in the country do this business

in a professional way. According to him money and business opportunity are the two

main reasons the network marketing attracts people for joining.

trivial studies have been noticed that consider

Going through the existing literature
w studies

influence of brand name and age-group on the sale of product. Though a fe

concentrated on exploitation of relationship but influence of brand name and age-group

|-
on sale did receive no attention by the earlier researchers.

Research Objectives
In this backdrop we feel the need of understanding the influence of brand name and age

groups on the sale of product and to know the extent the relationships are exploited to
for developing distribution network. With a view to examine the issues taken under the
study, the paper seeks:

i) To study the influence of factors like age group, brand n

product of companies involved in network marketing.
ii) To study whether relationships get exploited in network marketing.
iii) To examine the attitude of channel members towards the profession.

ame etc. on the sale of

Research Methodology

Research methodology is a crucial part of any research program. It is generally adopted

by the researcher to explain the research problems, the logic behind the selection of
methods and technigues for collection, analysis and interpretation of data so as to come
up with a satisfactory solution to the problem envisaged. For this study three MLM
Companies - Amway, Oriflame and Modicare have been selected. This study is basically
empirical in nature. As the study is empirical in nature primary data have been mainly
used. Secondary data have also been collected to know the network marketing practice
in India. Survey was conducted not only on consumers but also on distributors. This
study was carried out on 126 cosumers and 100 distrbutors of different areas of Kolkata.
For consumer survey simple random sampling technique was used for selecting consumers
of different areas and convenience sampling technique was used for distributor survey.
A structured gquestionnaire was prepared for this study and requisite information was
collected through personal interviews of customers as well as distributors. To get clarity
of the problem statements, an exploratory study was carried out, Data collection period
is limited to four months, March to June 2009. For testing hypotheses, ANOVA and Chi-
sguare tests were administered. ANOVA were conducted using Excel.

Hypotheses for the Study
This study was conducted on the following lines of hypothesis:
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HO1: There is no significant influence of different brands of shampoo and

age qre
the sale of products Up
Hal: There is significant influence of different brands of shampoo and age-qr
al. Oup -
sale of products = On g

HO02: There is no significant influence of different brands of conditioner and a
2]

on the sale of products, 9oy,

Ha2: There is significant influence of different brands of conditioner ane 1()¢
Qe
the sale of products

HO3: There is no relationship between experience of the distributore selling M1 m

and the person to whom they approach i
Ha3: There is relationship between experience of the distributors selling MLm bra
the person to whom they approac h.

HO04: There is no relationship between the motivation to work for MM brand
person who introduced the distributor to the network

Had: There is relationship between the motivation to work for MLM brands and ¢+
who introduced the distributor to the network

HOS: There is no relationship between profession of the distributors selling MLM he-. "
and the attitude of distributors about the business. ' i
Ha5: There is no relationship between profession of the distributors selling MLM |
and the attitude of distributors about the business. ‘

What the Data Speak

Brand Name: The marketer can build up a bright image of his organization around the
brand. Branded product can be easily recognized by customers in retail shop. If it attaine
goodwill, it will serve as a useful medium of advertisement. This study shows whethear

network marketing companies under study have occupied a distinct place in the m
of customers.

Ing

Age-group: Different age groups results in different initiations and actions. Marketer
must constantly watch changes in taste and preference of the consumers for keeping
track the competition and customer wants. This study also shows influence of age group
on sale of products.

I. Influence of brand name and age group on sale of shampoo

Tablel: Age-wise and Brand-wise distribution of consumers of shampoo

Brand
Name i
Head & : Clinic All MLM \
: Shotldos Sunsilk Clear Pantene BEs Others

Age
Group
11-25 14 1 12 8 2 1
26-40 13 10 10 8 4 2
41 and ”
above 5 z 6 7 4 |2 |

(Source: Primary data)
Null Hypothesis 1: There is no significant Influence of different brands of shampoo on the sale of products
Null Hypothesis 2: There is no significant influence of different age groups on the sale of products
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Table 2: ANOVA

E—S(;urce of ;/ariah‘nn sS DF MS F p-value F crit
Age-group 30.33333 ) 15.16667 1.053691 0.002231 4107816
Brand Name Y00 5 a0 8.053691 0.002786 3.37583
Error 4966667 | 10 1.966667

F crit* means critical value of F obtained from F table with ? = 0.05

As the critical value of F (10, 2) with ? = 0.05 is 4.1028 which is greater than the
calculated value of F = 3.0536, we accept the null hypothesis that is there is no significant
influence of different age groups of customer on the sale of shampoo
On the other hand, it is found from the above table (Table 2) that the critical value of F
(10, S) with ? = 0.05 is 3.3258 which is less than the calculated value of F= 8.0536. So
we have to reject the null hypothesis that is there is significant influence of different
brands for selling shampoo.

II. Influence of brand name and age group on sale of conditioner

Table3: Age-wise and Brand-wise distribution of consumers of conditioner

N\ Brand
i Ultra MLM
Garnier Dove Naturoma | Himalaya
A Doux Brands
ge

Group

11-25 21 10 12 3 6 3
26-40 14 6 9 4 3 3
grand 2 0 1 3 2 1
above

(Source: Primary data)

Null Hypothesis 1: There is no significant influence of different brands of conditioner on the sale of products.
Null Hypothesis 2: There is no significant influence of different age groups on the sale of products.

Table 4: ANOVA

Source of Variation S§S DF | MS F P-value F crit
Age - group 181.7778 2 90.88889 6.979522 0.012666 4.102816
Brand Name 203.6111 5 40.72222 3.127133 0.05889 3.325837
Error 130.22 22 | 10 13.02222
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111. Influence of Relationship in soliciting Network Business

Table 5: Observed Frequency (fo)

— e

whom contacted ~

SRR Relatives Friends Colleagues Others Tota

‘h\‘
Below 2 years 21 16 4 1 S~

— l 1
2-4 years 11 12 7 4 —\’4\'
Above 4 years 4 8 9 3 X‘
8 | e

Total 36 36 20 100

(Source: Primary data)

It has been assumed that the null hypothesis is there is no relationship between experi
of distributor and person to whom they approach. On the basis of this hyDothEsiSe?ce
expected frequency corresponding to the observed data has been calcula't‘:;e

Table 6: Observed Frequency (fe)

Whom contacted e S
Experience - - Total
Relatives Friends Colleagues Others
Below 2 years | 15.12 15.12 8.40 3.36 a2 |
2-4 years 12.24 12.24 6.80 2572 33 |
Above 4 years 8.64 8.64 4.80 1.92 24
Total 36 36 20 8 100 |

X' =2 [(fo— 1)’/ fe]
where f, = observed frequency
and f,= theoretical or expected frequency
Here x*= 13.8607
Degrees of freedom in this case = (r-1) (c-1) = (4-1) (3-1) =6
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The table value of X°for 6 degree of freedom at 5 percent level of significance is 12.592

The calculated value of X?is higher than the table value and hence the result of experiment
does not support the hypothesis. So Chi-square test indicates that experience and person
to whom they approach are related. Those who are having less than two years of
experience approach mainly relatives, those who have 2-4 years experience approached
friends, relatives and colleagues, and those who have more than 4 years of experience
approached mainly friends and colleagues than relatives.

IV. Motivation to work for MLM brands
Table 7: Observed Frequency (fo)

, " Introducer
Motivation Total
Relatives Friends Colleagues Others
Persuasion 30 17 3 1 51
Financial benefit 11 10 7 2 30
Successful cases 8 6 4 1 19
Total 49 33 14 4 100

(Source: Primary data)

It has been assumed that the null hypothesis is there is no relationship between motivation
to work for MLM brand and person who introduced the respondents. On the basis of this
hypothesis, the expected frequency corresponding to the observed data has been

calculated.
Table 8: Expected Frequency (fe)

Introducer
Motivation Total
Relatives Friends Colleagues Others
Persuasion 24.99 16.83 7.14 2.04 51
Financial benefit 14.70 9.90 4.20 1.20 30
Successful cases 9.31 6.27 2.66 0.76 19
Total 49 33 14 3 100 ‘

X =Z [(fo—fof / fe]

where f, = observed frequency

and f.=theoretical or expected frequency

Here x’= 8.2158

Degrees of freedom in this case = (r-1) (¢-1) = (4-1) (3-1) =6

The table value of X? for 6 degree of freedom at 5 percent level of significance is 12.592
The calculated value of X? is less than the table value and hence the result of experiment
supports the hypothesis. So Chi-square test shows that there is no relationship between
motivation to work for MLM brand and person who introduced the respondents. But
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observed frequency table (Table 7)

by relatives and friends by persuasion.

V. Attitude of channel membe

Table 9: Observed Frequency (fo)

ehows that majority of re

r towards the professigy,

Attitude of channel membar
| source of TAan
Profession As a
Additional attempt
Career
Income to earn
Govt. Employee 5 id 10
professional 14 20 5
self Employe d 18 3 3
Total 37 38 18

(Source: Primary data)

It has been assumed that th
and attitude of distributors a
expected frequency correspon

[‘»rp,"{_

\
idie tima | Ty

e null hypothesis is there is no relationshj
bout the business. On the basis of Ft)hbet:
ding to the observed data has l;

Table 10: Expected Frequency (fe)

ne.

Utitizing

Weeﬁ 3,,&
NYPothee, "
“)1'\'

een Caley, he

Attitude of channel member
Source of An
Profession As a - Utilizing
Additional | attempt Total
Career idle time
Income to earn
Govt. Employee 12.58 12.92 6.12 2.38 } 34
Professional 15.17 15.58 7.38 2.87 [4’
Self Employe d 9.25 9.50 4.50 1.75 l 25
Total 37 38 18 7 100

W = Z[(fo—Te)’ / o)
where f, = observed frequency

and

Here x2 = 24.3858

Degrees of freedom in this case = (r-1) (c-

f,= theoretical or expected frequency

)= (@
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The table value of X*© for 6 deaqrec f freedorn 2t ent f inificance )

The calculated value of X is much higher than the table value and hence the aaiilt of
experiment does not support the hypothesis., 50 Chi-square test shows that there "
relationship between profession and attitude of channel members. Govt. employees and
professionals mainly consider this business as a source of additional income, wherea

self-emploved persons consider this business as a career

Conclusion

The study found that there is significant difference between different brands of shampao
on the sale of the product. From table 1 it Is evident that MLM brands of shampoo are
not so acceptable as compared to other manufacturer brands. Here brand name has
influenced customers for buying a product. So network marketing companies have to
establish their brand name in the marketplace to occupy a place in the buyers' mind

This study also reveals that age-groups are not so important for marketing shampoo

But for marketing conditioner age groups are important than brand name. This study
also found that relationships are getting exploited in network marketing. Persuasion by
friends and relatives is the main motivation to work for network marketing companies

Financial benefit, another important motivator, has motivated channel members to join
network business. Network members, who were in the business for last two years,
contacted mainly relatives more than friends and colleagues to join as channel members,
while those who had more than two years experience approached friends, relatives and
colleagues and those who have more than four years experience approached friends and

colleagues and others also than relatives.

The managerial implications of the study portray the results as indicative of the fact that
consumers mostly prefer a brand that is well known to them and here manufacturers'
brands get the preference. So, marketers of MLM brand should take proper care to
develop the brand positioning of MLM brand so that it can be comparable with manufacturers’
brand. The research also implies that relationship performs an important role in motivating
people to join network marketing. Another implication comes sequentially in the next
order reveals that experience as distributor in terms of the time period engaged in the
business emphasizing nature of relationship exploitation and the more experience may
increase the likelihood of approaching friends and colleagues than relatives.

Appendix I
QUESTIONNAIRE (Consumer Survey)

B A I wsesresnnsensnssnssstesssdasessassiatasass O T T e |
ORI L emmrr e e R T L O T O
1. Age: 11 - 25 |
26 - 40 |
41 and above ?
2. Sex: Male / Female ‘

3. Present Status: Student
Government employee
Private employee ‘
Housewife ‘
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’ hranel: f «f
preferent e aMona the following brand »
& Give Y !
) Head & Shouldet
i
T Sunsilk
i) Clinic All Clear
A
(iv) pantene
(V) MLM brand

(vi) Others

iti which is not available in ~
7. Can you name @ brand of conditioner able in qare.

stores or retail shops?

(i) Garnier
(i) Ultra Doux
(iii) Dove

(iv) Naturoma
(V) Himalaya

(vi) MLM brand

Appendix 2
QUESTIONNAIRE (Distributor Survey)
£ T e i T e T B S R T YT YA SOTTLTNY
ST o O L T O O L L O T IO NE .
1. Age: Below 25
26 to 35
36 to 45
46 to 55
56 and above
2. Sex: Male / Female
3. Present Status: Government employee
Self-employed
Professional
4. Mention your experience in distribution network as distribut®"
below 2 years
2 - 4 years

g 4 i\ above 4 years
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Colleaques
Others
6. Indicate vour motivation to work for MIM brands
Persuasion
Financial benefit
Successful cases
7. The person to whom you approac h for distributing products
and developing distribution network
Relatives
Friends
Colleagues
Others
8. What is your attitude about the business being a distributor
of MLM brands?
As a career
As a source of additional income
As an attempt to earn
Utilizing idle time
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Production, Productivity and
Technical Efficiency: The Story of
Indian Leather Under WTO Regime

Saswati Sanya

C

Abstrac

Jn the basis of ASI data it has been shown in this paper that though the series of Gross
Value Added in Leather and Leather Product is stationary only at first difference but the
series ointegrated with that of the total factor productivity growth and, hence the

ector Is showing definite signs of coping with the recent challenges extended by the TBT
agreements of WTO in a globalized setting. The production function estimates show
definite improvements in both capital and labour productivity along with the total factor
productivity and especially in the post WTO regime the CRS specification is statistically
rejected. There is strong evidence of increasing returns to scale. At the firm level analysis

put oriented technical efficiency is measured and a very important factor influencing
is identified as the age of the firm. The already established firms are more
efficient compared to the new entrants and there is definite sign of structural break in
the production side confirmed by the Chow-test. Finally the pattern of inefficiency is also
explored and it is concluded that over time the new entrants will also become more
matured and experienced and the sector has the potential to pick up with the buoyant

world trend
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Context of the Study
Leather industry is one of the major established manufacturing industries i,
nature and structure it is indigenous and regional. It has a dualistic character. .
urban, small-large, old-modern, organized-unorganized sectors coexist here, The md‘UraL
has great employment potential and provides a vast spectrum of employment from h:StPV
trained managers of a footwear factory to a handicrafts artisan or a mochi (cobb|ef);hh/
provides full or part-time employment to a large number of people. The majq, porti
of its working force belongs to the depressed class and backward castes, There js a'|°”
a tremendous potential of self-employment in a variety of ancillary industries, The Ieathso
industry utilizes the by-products of slaughterhouses and transforms the raw Materia| intar
various types of leather and manufactured end products. The leather Production hao
three processing stages, each requiring different combinations of materials, inputs, |ab0usr
and capital. The first stage is the recoveries of raw material from dairy, draught animajs
or animals from slaughter houses that has direct links with animal production activities
and, hence, labour intensive in nature. The second stage is leather tanning and finishang
which involves capital intensive operations. The third stage is the production of |eathe:-
products, which is again a labour intensive activity.

Indial B,

The Indian leather industry is spread over the formal as well as informal sectors ang
produces a wide range of products from raw hides to fashionable shoes. The industry
comprises firms in all capacities starting from small artisans to prominent global players,
The industry produces a host of finished goods such as industrial gloves, harness, saddlery,
travel goods, bags, etc. It has wide national and international market. Specialized
organizations like Central Leather Research Institute (CLRI), Council for Leather Export
(CLE) etc., have been set up to promote the overall performance of the industry. The
industry is largely export oriented and the post liberalization era has opened up a bunch
of opportunities for it with global players looking for new sourcing options. India has a
less than 3% share in the global trade in Leather compared to China's 20%
(www.businessinsights.com). Realizing the growth potential of the leather industry, the
Government of India has been making significant efforts to promote rapid advancement
of the sector. In fact, the drive has started since the early seventies right after the great
oil shock as the sector was recognized on a priority basis for its dual potential of foreign
exchange earning and employment generation.

During the last fifty years, India has emerged as a reliable source of leather and leather
products in global trade. In the seventies a large number of industrialized countries of
the North discarded production and processing of leather to avoid high labour cost and
stringent environmental regulations and started depending increasingly on the less
developed South for the supply of finished and semi-finished leathers and component
products. This created an opportunity for the countries like Taiwan, Korea, etc. to prosper
in leather trade, Initially, India could not reap full advantage of this situation due ©
rigidity in prevailing policy framework and dearth of adequate infrastructure. Since thel
planned efforts were made by the Government of India to promote and develop export
trade by the adoption of export policy resolutions. Seetharamaiah Committee (19722
Kaul Committee (1974), Pande Committee (1985) and Murthy Committee (1992) W'
set up to recommend appropriate development strategies. These initiatives have culmm?Fon
into drastic structural changes in this sector and the industry has undergone a transmc "
from the source of raw hides and skins to a reliable source of value added prod”

comprising footwear, leather goods and garments.
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India is the largest livestock holding country (21% of large animals and 11% of small
animale). The industrv employs about 2.50 million workforces of which nearly 30% are
women (www.leatherindia.org.in). Today the industry ranks 8th in terms of foreign
exchange earnings of the country Over the years the composition of exports of leather
products has also undergone a structural change, from merely an exporter of raw material
in the sixties to that of value added products in nineties. At present the value added
products constitute about 80% of the total exports from the industry
(www.leatherindis.org.in). In spite of all these positive signs the share of Indian export
in the global leather trade is steadily declining over time and in 2006 it has become
merely 2.5% (from more than 4.75% in late eighties). With the exclusion of non-leather

footwear, this is slightly higher than 3.4%.

Since 1991 Indian economy has experienced some important changes at the structural
level both from within and from outside. The structural adjustment programme has been
initiated in July 1991 through the adoption of New Economic Policy, whereby market
forces are allowed to play more pro-active role in carrying out economic transactions,
local markets are getting more connected with the global markets through liberalization
and emphasis has been placed increasingly on the enhancement of efficiency. At the
international level a supra-national institution like the ‘World Trade Organization (WTO)
came into being in January 1995 to facilitate multi-lateral trading, negotiation and dispute
settlement among its member countries. Though the tariff barriers are relaxed to a large
extent, to protect the interest of human, animal and plant health more and more
transparency are demanded on disclosure of the process and production method (PPM).
Sanitary and Phyto-Sanitary (SPS) restrictions and Technical Barriers to Trade (TBT)
Agreements are accepted in WTO where all trading partners are insisted on adopting
uniform production standards: technically, environmentally and socially. How far this
uniformity would protect human right and when would it serve as a hidden instrument
of protectionism is a rather debatable issue. However, a developing country like India
would have rather weak bargaining strength in this battle. Being a passive partner in this
regulatory norm setting game India may adopt a number of coping strategies either in
terms of diverting the direction of trade from high-standard nations to lax-standard ones
and/or innovating suitable processes to comply with the standards so specified.

WTO Regime and Indian Leather Trade

India possesses comparative advantage in export of leather and leather products because
of domestic raw material availability, long experience in leather making and cheap labour.
However, the industry is viewed as a highly polluting industry and is classified under the
'red’ category for the purpose of pollution control. As most of the units are in small scale
sector they find it difficult to comply with the domestic and global environmental
requirements. Thus trade liberalization and environmental regulations offer both challenges
and opportunities to the industry (Sankar 2007).

Concerns about consumer safety, ecology, 'unfair trade' and ethical preferences have
motivated the EU and the USA to prescribe regulations, standards, eco-labeling!

1 Eco-labeling is a voluntary method of environmental performance certification based on life cycle consideration
The idea apparently is that an eco-label would be issued to those producers who follow environmentally acceptable
production processes and waste management practices, There are International standards such as 1S1 14020, 1SO
14021, 1S0O 14024 and 1S5S0 14025, Many countries develop thelr own eco-labels. Some eco-label schemes aim at
leather properties while others also take account of the ecologlcal consequences of leather production, Functional
requirements are Included In some schemes. Some schemes set concentration limits for restricted substances
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compliance with domestic waste discharge standards, packaging requiremente
treatment to animals and so on. Germany leads the EU in this regard. Conq&:ql
this practice of standard setting, limits have been prescribed for various tOXi(j.f.(;hnr
and metal in leather products. The restricted substances are pentachlorophen‘m“(
azo-dyes, formaldehyde, chrome VI, short chain chlorinated paraffin ‘
phenols (TCP), nickel phthalates, specific flame retardants, disperse dyes, extractap|a

' nrhyr;a'
1ent to
nica|

PCp)
(SCCp), tetra-chigrq,

chromium, biocides, etc. Specific test protocols have been prescribed for testing consy

products for the presence of various restricted or banned items. In December 1959?,?
Germah government decided to ban the use of the toxic fungicide PCP. The German bae
was quickly followed by restrictions in Denmark, Sweden and the United States, althoy :
each country required different tolerance limits. Unfortunately this chemical was be;gg

used extensively for tanning by the Indian leather industry, which came under severe
pressure to change to other fungicides.

Indian exporters generally become aware of relevant environmental policies in OECp
countries through information in media reports, from travelling in those countries and
from participating in international trade fairs. The government agencies like the Indian
Central Leather Research Institute (CLRI), the Council for Leather Export (CLE), etc.,
play important role in disseminating such information especially among smaller tanneries.
PCP can be used in different stages of leather production like in the preservation of raw
hides and skins, in dyes or in fat liquor during the finishing process, and so on. To comply
with standard, the availability of adequate testing facilities is important. Here quick
assistance was received from the Indo-German Export Promotion Project as well as the
CLRI. Finally, local chemicals like TCMTB, PCMC and imported chemicals like Busan 30
were identified as effective substitutes for PCP. In the new millennium, India not only
attained self-sufficiency in TCMTB and PCMC production but is exporting these chemicals
in the World market (www.clri.res.in).

A key factor in the success of the leather industry is India's strong industrial infrastructure
within which research on leather technology is relatively advanced (Muchie 2000). The
Leather Technology Mission, established by the government has created an institutional
arrangement that linked the efforts of government research institutions like the CLRI
and the leather industry as a way to improve the quality of finished leather and enhance
the uptake and effective use of cleaner technologies. The industry was systematically
supported in the areas of environmental awareness, education, tra'mmg, rgsearch and
development. The leather industry learned about the workings of the mternatnonal Ieatheé
and leather products market, and the government continued to provide _tax br.eaks an
preferential duties on raw materials and technology even after.it had_ liberalized. l?\?ys
(2003) carried out a quantitative analysis of the extent of protectlon. enjoyed by Sevenon
two Indian industries over the period 1980 to 2000. In terms of effective rate pf prOtection
it is observed that for both leather and leather manufactures, the Igvel of tariff p;rotlesc e
(in terms of bound rates)? increased steadily from 0.36 per cent in 1980 to _1_3- i
cent in 1990 and after that it declined gradually from this 123.15 per cent over the l: e
period and reached at 52.42 per cent in 2000. The extent of non-tariff barrlerfs ;ﬂ]o.m
by the leather sector measured in terms of import coverage ratio has gone up re“e d the
per cent to 100.00 per cent over the same period. So, liberal globalization ;om::ff et
government to change the form of domestic market protection from explicit ta

to implicit environmental regulation.

—

2 GATT Article II provides that signatories may 'bind' tariff dutles by Including them In t
concessions, annexed to the General Agreement on Tarlffs and Trade. Once a duty Is boun
above the bound level without compensating affected parties.
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In this backdrop the present paper is trying to analyze the performance of leather

manufacturing in the organized factory sector of India over these phases of policy chanqes

The relevant information is extracted from different rounds of the Annual Surveys of
Industries (ASI) conducted by the Central Statistical Organization (CSO) and trends,
growth rates, productivity and technical efficiencies are assessed to locate the untapped

potential of the industry

Leather Production: Trend and Productivity

Kumar (1997) presented an in-depth analysis of trend, growth rate, input-wise productivity
as well as total factor productivity of both leather production as a whole and its components
in India for pre-reform period. It has been observed that over the phase 1974-75 to
1989-90, the trend in leather production was rising with an annual average growth rate
of 6.6%. Capital productivity revealed declining trend while labour productivity remained
more or less stagnant; and finally, the total factor productivity showed a fluctuating
though falling tendency throughout the reference period and the industry operated under
constant returns to scale.

To compare the post-reform scenario with that of the pre-reform situation similar analyses
have been carried out at the aggregate industry level, viz., leather and leather products,
over the period 1973-74 and 2005-06. For the industry level study of specific factor
productivity, total factor productivity and returns to scale information on the sector at
the 2-digit level of aggregation is used. Later, to check the change in the firm-level output
based efficiency in terms of an analysis of average productivity the ASI data are used
at the 5-digit level of disaggregation?,

The trend of leather production is estimated by running a regression of the annual gross
value added (Y ) figure against time: Y, =a +Br and growth rate is obtained by
regressing the natural logarithm of net value added againsttime: In Y, =o +p¢.The
results are reported in Table 1.

Table 1: Trend and Growth Rate of Leather Production: 1973-74 to 2005-06

Equation Coefficient t-value p-value R* df
Y, =0 + Pt 7627.96 9.74 0.00 0.85 15
1 |t e
|
In | [ :
Y =a +Bf 0,085 8,40 0,00 0.81 | 15

Source: Calculated from ASI data

3 The AS] data are presented at different levels of disaggregation whereby the earller stages help to Identify the
Industries and the later stages provide data at the firm level.
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Both trend and growth rate are significantly positive over our reference period
annual growth rate has increased to 8.4% from a mere 6.6% in pre-reform Periog
Is apparent that the optimism of global connectivity in the post-reform period im
a stronger influence on the performance of the sector compared to the special concerta
effort undertaken at the domestic level” since the oil shock of the early sex/nn},mf]

g,

Nd the
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However, it is important to explore the presence of stochasticity in this apparent Upwarg
trend. To do that, we need to examine the stationarity properties of the concerned serjee

Table 2: Trends and Random Walk: Leather and Leather Products
[H :p=1]: 1973-74 to 2005-06

Dependent Variable | Test -statistic| DF ADF Degree of freedom
Yt 1.339 -1.950 | 26 (laglength=6) |
di_Yt 0.053 -1.950 [ 25 (laglength=6) |
d2_vt -2.463%* -1.950 | 24 (laglength=6) |
InYt 0.895 -1.950 | 26 (laglength=6)
dl_InYt -0621 -1.950 | 25 (laglength=6)
d2_InYt -2.273%* -1.950 | 24 (laglength=6)
YEF 1.224 -1.950 33

di_Yt r -6.870%* -1.950 32

InYt_r 1.913 -1.950 33

dil_InYt_r -7.031%%* -1.950 32 )

**significant at less than 5% level;

A longer time period is required for that purpose. So, we have considered the entire
horizon starting from 1973-74 till 2005-06. Both the Yt and (InYt) series turned out to
be non-stationary at both the level and first-difference (confer Table-2). So, the series
has been adjusted by GDP deflator to express it at constant price (with 1993-94 as base).
The deflated series turned out to be stationary at first difference. When the deflated and
differenced series of Yt_r and (InYt_r) are regressed against time, the relationship turned
out to be significantly positive for the former and insignificant for the latter indicating
the absence of acceleration in the growth of the sector.

To examine the change in total factor productivity Solow Index has been calculated. Out
of total change in productivity when the part explained by individual specific factors like
capital, labour, etc. are taken away the residual portion is ascribed to general increase.
This general increase is known as the total factor productivity and is claimed to be
associated with business environment, technological optimism, and so on. If the neo
classical production function is represented by: where the symbols have their usual
meaning then change in Y is due to change in K , change in L and change in A . The
change due to K and L are ascribed to specific factor productivity whereas the change
due to A is termed as total factor productivity. So,

4 : .
Following the recommendations of Seetharamaiah Committee (1972), Kaul Committee (1974), Pande
(1985) and Murthy Committee (1992).
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T y where

\)

rate of chanae of gross value added

A/
rate of change of labour force

rate of change of fixed capttal;

W, total emoluments in gross value added,

’ share of capital (depreciation) in gross value added;

A AY, il GAK; Ad
Therefore, by Solow Index —— = T— W l—’ +r, ———J and A, , =4 [I t o If
A £ Lk ; A, |

{ int=0is taken as unity then the series of A, can be generated.

The trend and growth pattern of At_r (i.e., At in real terms) series, thus generated, is
stationary in first difference. We have incorporated two dummy variables, D1 and D2,
with cut-off point at 1984-85 and 1995-96 respectively, to capture the effects of gradual
liberalization since 1984-85 (Rajiv Gandhi era) and the initiation of WTO in 1995. The
regression results, with variables defined in constant prices, are presented in Table- 3.
Both trend and growth rate are positive at less than 5 percent level of statistical significance.
Both the time-dummies D1 and D2 are insignificant indicating a stable performance of
TFP in post-WTO regime. The time variables InYt_r and InAt_r are found to be co-
integrated. These observations coupled with the finding of overall improvement in trend
and growth leads us to explore the possibilities of improvements in specific factor
productivities.

Table 3: Trend and Growth Rate of TFP: 1973-74 to 2005-06

Independent Variable | Dependent Variable: At r | Dependent Variable: InAt r
(1) (2) (3) (4)
t 0.022%** 0.029** 0016k ** 0.019%*
D1 0.202 0.151
D2 -0.174 -0.070
R’ 0.368 0.504 0.457 0.589
df 31 29 31 29

#*#* significant at 1% level; **significant at 5% level;
Source: Calculated from ASI data

To verify hypothesis related to specific factor productivities and the returns to scale a
typical Cobb-Douglas type production function has been estimated with the additional
constraint that the summation of exponents equals unity. To do that either we have to
incorporate time (t) as a separate explanatory variable to capture the non-specific change
due to total factor productivity or the series of At has to be generated and accommodated
in the regression. Table 4 presents all these regression results for leather and leather
products,
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To verify hypothesis related to specif fact

tvpical Cobb Doualas tvpe product Fire ’ 5
constraint that the summation of exp ente eaua
incorporate time (t) as a separate explanatorv va shia § -y . A . .l
due to total factor productivity or the cariee of At hae to he NSHOFAFSA A . . W
in the regression. Table 4 presents all these reat
products. determinant of arose slue added. Next the A4
are incorporated to split the entire studyv period int .
regime. The structural ¢ hanages turned out to be ineffective ) s revesled
though the second dummy had a negative sign. In equation 4 wher

v N

‘€ accommodated together with time, all temporal factors turned

W

0, the natural logarithm of the generated At-series is considered in regression

results improved substantially: Labour, Capital and Total Factor Productivit

to highly statistically significant and the CRS hypothesis gets

complete t
]

effect of

y turned
strongly rejected
the exploration finally, in regression 6, along with Labour, Capital and TED
beralization and WTO policy dummies (D1 & D2) on the TFP factor i < idied
by introducing slope dummies, viz., D1(InAt) and D2(InAt) . The consequent regressian
produces best possible result. All the factors are turned out to be effective , the affac
of TFP is getting relatively depressed in the post-WTO regime as the coefficient of the
slope dummy D2(InAt) is falling by 0.08 points compared to that of D1(InAt). Here
is 0.998 and the hypothesis of CRS is strongly rejected.

Table 4: Regression Results: Factor Productivities & Returns to Scale®

StudyVar InY, | Regressions T
(1) (2) (3) (4) \ (5) (8)
InZ, 0.74*| 063% | 090" 072| 058" | 056"
K, 0.35* | 042+ 041" 046" 026" | 0.23*
i |
bt - - = = 0.93*** | 076"
ay
time - -- -0.14 -0.01 = =
iz D1 - 0.13 = 0.16 - s
' D2 [ z00:|IN | o035 | ‘
Di(ln A;) 5 == =z f- - A 0.19*
Do(ln 4,) ‘ 0,31
L S| I l
rZ 0.95 0.96 1.60 0.96 0.99 0.998
df ' 30 28 | 29 27 29 27
HdECRS) X 0.63 0.13 1.60 0.55 2060 | 56.26*"

***statistically significant at less than 1% level;

** statistically significant at less than 5% level;

*  statistically significant at less than 10% level;

of the

One possible interpretation of this result may be the technological upgradation 4 T

sector following the adoption of coping practices necessitated by ","’ ‘S,PS T:I,:LJ
Agreements signed under the aegis of WTO. In fact, the rejection of CRS >pr: sys
is also consistent with this observation. If new technologies are adopted the 3
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enjove 11h¢ |\, nefit s fallir Q average ( &t (A d the f ¢ [F ong ¢l Taalll
efficient scale of operation is not reached. To examine this possibility now we will Fiir
to more disagareagated analvsis of information available at the firm level by condue ting
Data | nvelopment Analysis (DFEA)

Output Oriented Technical Efficiency and DEA

DEA is a non-parametric method of measuring the efficiency of a decision making unit
(DMU) like a firm. Thouah it is not possible to observe the entire production frontier by
followina this technique, the technical efficiency score of any individual DMU can be

btained by solving a simple mathematical programming problem. To illustrate the method
consider a sinale input (X), single output (Y) firm using the technology Y* F(X)

Figurel: Output Oriented Technical Efficiency

o1 —+» X
X

With X input the firm should ideally produce Y* amount of output. Suppose, the actual
output level is Y, i.e.; instead of A, the firm is operating at B (Figure-1). Then the degree
of output oriented technical inefficiency would be:

: : Y/
X AP(X
e = )— = —2 where0 <TE, <1; therefore, TE, = *X = P(X), ; where AP*(X)
y* X, Y /x AP*(X)

is the highest attainable average productivity corresponding to the input level X and
AP(X)is the actually attained average productivity. So, the output oriented technical
efficiency is assessed in terms of loss of average productivity, with reference to the

technological potential .

Suppose there is k number of firms in the system. Then programming formulation of
DEA is possible to arrange firms in terms of their technical (in)efficiencies. Let the firms
be indexed by t, (t= 1,2,....,k); inputs by i, (i = 1,2,..,m) and outputs by j, J = 1,2,...,n)
To obtain the value of total input used and total output generated by a firm one needs
appropriate virtual prices uit's and vjt's for inputs and outputs respectively. The total
value of input used by the tth firm would be 2:'1‘, A, and the total value of output
produced by t would be Xl',,)’,. The average f)roductlvity of the firm t would be

/o
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To give virtual prices the status of shadow prices one needs to assume implicitl,

perfectly competitive market structure, leaving no scope for supernormal profit, Hép(ﬁ

the production relation has to satisfy the constraint stated as < ;e
Z\",) < ZII‘,,\"“‘(

jel 1

along with non-negativity restriction on shadow prices. So, the intended ;;rogrammm
problem would be: max Z subject to . i
“!I)'II

AP =7

m

:
VX, S le”,\'ﬂ[
|

/= i=|

Zu”,\’,,

i=l

andu,.v, =0

Two problems may immediately be recognized with respect to this formulation. Firstly,
by virtue of the profit constraint the objective function would be a fraction. Moreover,
the system is homogeneous of degree zero in prices and therefore,if

Au, and Av,. To handle both these problems simultaneously, a price normalization
constraint can be incorporated which will change the programming problem as:

Max ZP,,Y,, , subject to Zp/ryjr -ZWMXH <1vt and ZW,,X” =i & w,.p, 20
j=1 j=1 i=1

i=]

This is a standard Linear Programming Problem and here w,=Au, and p, = AV,

Figure 2: Radial and Slack Adjustment in Output Oriented Technical Efficiency
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e inefficiency 3
d slack inefficiency

Again, the value of total input is set to unity for all firm
all the firms in terms of their normalized value of output.
reveal the extent of output oriented technical (in)efficiency. Th
obtained, can further be decomposed into radial inefficiency an
decomposition can be depicted clearly in terms of Figure-2,
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Suppose, the tth firm is operating at P, a point inside the production possibility frontier

The position is clearly inefficient as through a simple radial movement (i.e., in terms of

adoption of a better technique of production), the firm may operate at P' and enjoy

areater amount of both Y1 and Y2. This distance from P to P is called the radial inefficiency
However, it is interesting to note that even at point P, the firm has scope to improve its
output basket. A movement along the frontier from P' to A will help it to increase the
amount of Y1 without sacrificing that of Y2, and, hence, the value of total output would
certainly be higher at A compared to that at P'. This distance from P' to A is known as
slack inefficiency. The DEA program helps one to carry out this analysis for all DMU's and

for all inputs separately.

DEA Analysis for Registered Indian Factories in Leather and Leather Products

Bhandari (2009) and Bagchi (2009) carried out output oriented DEA analysis on Indian
firms engaged in Leather and Leather Products for different years starting from 1984-
85 till 2004-05, using ASI data at 5-digit level of disaggregation. We have considered
the results obtained by Bhandari for 1990-91, the year just preceding the initiation of
New Economic Policy in India and calculated the same for two more years, viz., 1999-
2000 and 2005-06, where the former is expected to capture the impact of WTO and the
later would help us to study the effect of TBT Agreement on the efficiency profile of the
leather manufacturing firms. A firm will be selected and retained for DEA analysis provided
information on all relevant variables like input-used, output-produced, and so on, are
available on it. In ASI unit-level data sometimes there are information gaps. Hence, the
finally retainable observations vary in number from round to round. Table-4 presents the
grouped data in terms of size-classes of output based efficiency scores defined with 0.05
class-width and Table-5 reports the descriptive statistics; Figure-3 and Figure-4 depict

bar-diagram of relative frequencies and cumulative frequency distributions, respectively.

To run the DEA program, as value of final output information on ex-factory value of
output has been considered, for capital input the value of fixed assets has been taken.
For labour input, ideally information on the wages and salaries is to be used. However,
these figures are not reported at the disaggregated firm level. Hence, here the number
of total mandays worked is taken as a proxy. To account for the material costs the
purchased value of total inputs is considered. Here, information is reported on imported
inputs as well. Since only a subset of firms make use of imported inputs in leather
production, hence, for them the value of total input and otherwise, the value of indigenous

inputs has been considered to retain larger number of observations.
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Table 5: Distribution of Output-Oriented Technical Effi
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Frequency Cun ' )
Boundaries — R ey
of TE Score 1990-91* [ 1999-00 [ 2005 199091 * ' TTTTT .
06 |
0.000-0.050 | 16 - T 5 & 3.00 ‘L,., - + —
0.050-0.100 i il 3 16 469  |1.88 {'1 9
0.1000.150 |7 4 42 6.00 R
0.150:0.200 [5 [3 50 6.04 %38 T B
0.200-0.250 |13 3 46 9.38 5.31 26.23 |
0.250-0.300 13 5 39 1187 =15 o
0.300:0.350 |21 17 38 15.76 12.50 [38.47 |
0.350-0.400 | 32 26 42 21.76 20.63 [ 45.15
0.4000.450 | 72 33 32 35.27 30.94 |50.24
0.450-0.500 119 31 38 57.60 40.63 | 56.28
0.5000.550 |84 29 29 73.36 4969 |6089 |
0.550-0.600 | 49 23 28 82.55 56.88 | 65.34
0.600-0.650 | 22 20 34 86.68 63.13 | 70.75
0.650-0.700 23 19 36 90.99 69.06 |76.47 |
0.700-0.750 16 14 31 94.00 73.44 | 81.40
0.750-0.800 |8 13 32 95.50 77.50 |86.49
0.800-0.850 |5 18 15 96.44 83.13 |88.87
0.850-0.900 1 5 96.62 84.69 |90.14
0.900-0.950 3 5 9 97.19 86.25 |91.57
0.950-1.000 15 44 53 100.00 100.00 | 100.00
Total 533 320 629 1
Figure 3: Bar Diagram of Relative Efficiency Score
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Considering the situation prevailing in 1990-91, the pre-reform, pre-WTO year, an
assessment of the impact of WTO on the leather manufacturing units may be carried out
From Table 4 a few interesting features of the sector is apparent:

(a) the total number of active firms reduced significantly, from 533 in 1990-91 to 320
in 1999-2000, after the initiation of WTO; however, distinct sign of coping is suggested
by the figures of 2005-06, where the total number has gone up to 629

(b) Between 1990-91 and 1999-2000, both the mean and median scores have improved
and the increase in median is higher than that of mean (see table-5), indicating an overall
improvement in relative performance. Combining observations one and two it may be
concluded that relatively more efficient firms stayed in the market and the others from
the lower end stopped production. In the year 2000 the TBT agreement was accepted
in WTO imposing further regulatory constraints on the production process of the sector.
This policy initiative might have encouraged the sector to look for advanced methods
and the total participation picked up by 2005-06, with more firms in the lower range of
technical efficiency and an overall decline in both mean and median efficiency scores.
It may be interesting to recall here that around this time the regression analysis presented
at the industry level with interaction dummy between total factor productivity and post
TBT regime of WTO, (D2[InAt]), rejected the hypothesis of CRS and showed a negative
impact of this phase on gross value added of the industry supporting the possibility of
the entry of newer firms in the sector with low level of initial efficiency. Figures 3 and 4
lends more support to this claim showing that compared to 1999-00 the ogive plot of
cumulative relative frequency for 2005-06 showed an overall dominance indicating more
concentration of the firms at both the extremes.

Figure 4: Cumulative Relative Frequency of TE Score
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Table 6: Descriptive Statistics of Relative Frequency Distribution of TE

Descriptive Statistics 1990-91 1999-2000 2005-06
Mean 0.481 0.592 0.478
Median 0.478 0.553 0.442
Standard Deviation 0.182 0.239 0.273
Skewness 0.016 0.164 0.335
Range 0.999 0.999 1
Count 533 320 629

Source; Calculated from Table-5
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The mean value of TE score has gone up to 0.592 in 1999-2000 from a lowe
value of 0.481 in 1990-91. The median also increase over the same period but t
value fell short of the mean value indicating a presence of positive skewness

r ave ragn
he median

. In 700'}
06 information is available on a larger number of firms and there is a substantial decline
in the average technical efficiency score. To shed more light into the real situation neyy

we will concentrate on the high efficiency units (with TE score equals unity) and the rest
(with TE score less than unity) where for the former group of firms we will check the age
and size structure to explore whether they have any relation with the efficiency-gtatu,’
and for the latter the nature of slack inefficiency would be analyzed®, The change wij|
help us to isolate the impact of WTO regime on the leather manufacturing firms of India.

To capture the influence of age and size on the technical efficiency we have taken two
alternative representations of firm-size, viz., size of fixed asset and size of employment.
In 1990-91 total number of efficient firms was only 13 out of 533 (i.e., 2.44%) and it
went up to 38 out of 320 (i.e., 11.88%) by 1999-2000. After the introduction of SPS-
TBT bans, out of 629 firms in 2005-06, only 44 were efficient (i.e., 7.0%). Since we have
detailed firm-level ASI data available for the last two years, an attempt is made to study
the influence of size vis-a-vis age on the ability to cope with the changing policy
environment. To do that we have carried out some correlation and regression analyses.
Pair-wise correlation between the value of output (Y), labour input (L), capital input (K)

and age of the firm (A) for all technically efficient firms lying on the production frontier
for both 1999-2000 and 2005-06 are reported in Table-7,

Table 7: Correlation Matrix for Technically Efficient Firms

Variable 1999-2000 2005-06
VY K L A Y K L A
i f 1.000 1.000
K 0.811-- | 1.000 0.628-+ 1.000
B 0.814-+ ] 0.613+- | 1.000 0.768++| 0.876-+| 1.000
A 0.137 -.011 0.057 | 1.000 | 0.595+-[ 0.654--| 0.610-- 1.000

Source: DEA results; **: statistically significant at 5% level;

Table 8: Structural Break in Leather Manufacturing Firms

Dependent Variable: Ex—factory Value of Output (Y)

Independent Variables | Regression 1 Regression 2 Regression 3
1999-2000 2005-06 _ | Pooled

Fixed Asset (K) Q1577 1.34%%* 2.04xxx*
Age (A) 5363538 1.01e+07** ~7753751351
Observations 38 44 ;2
52 0.661 0.428 | 0.326
RSS 2.3645e+18 4.3668e+18 1.1215e+19

**statistically significant at the 5% leve|
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It is interesting to note that size had definite influence on the ex-factory value of output
even in 1999-2000 but age of the firm has started playing significant role only in recent
time. However, in the post-TBT period the older firms coped better with the new requlatory
regime as age started showing high correlation with the output performance of the firms.
In fact, immediately after globalization there was a tendency of the dirty production
processes to shift to the less developed economies to avoid stringent regulatory controls
of the North. So, a number of new firms made hit and run entry in the leather sector
(a red category sector) to make quick profit. Here age did not come as a barrier to
success. However, after the introduction of SPS-TBT agreement in 2000, strong controls
are imposed by WTO on the techniques of productions to be adopted by the member
countries. With this technological monitoring the more established and matured firms
found themselves in better position to cope with the challenge. This indicates the possibility
of a definite structural break for the industry and taking K as the representation of firm
size we have carried out Chow-test. The results are reported in Table-8.

Both fixed asset and age contributed favourably towards the performance of the efficient
firms in 2005-06. However, the influence of age was not statistically significant in 1999-
2000. Combining these regressions the Chow-test for structural change has been carried
out and the F-value turned out to be significant at 5% level confirming the surmise of

structural break.

(RSS, — (RSS, + RSS,)

~

B et — — 2~ F, o =11.98%*
Al (RSS, + RSS,) 7
/

6

Finally, we turned to the technically inefficient firms and have come up with some
interesting observations presented in Table-9.

For the inefficient firms we have considered the nature of input slack and radial slack
and the decomposition results are presented in Table-9. Out of 282 inefficient firms in
1999-2000, 23.76% had redial slack where the inputs are all combined in correct
proportion but the output is at a less than desirable level. The same percentage has gone
down to 8.38% only in 2005-06. For input slack, estimation is done separately for Material
input (M), capital input (K), Labour input (L) and Age (A). Moreover, the number of firms
with slack in both K and L are also identified.

Table 9: Structural Break in Leather Manufacturing Firms

Input Material | K (%) L (%) Both K&L A (%) [ Radial [ Total*
‘ Slacks (%) (%) Slack
. 1999-00 |12 143 65 21 (7.45) 70 67 282
(4.26) (50.71) (23.05) (24.82) | (23.76)
2005-06 |27 213 287 84 (14.36) | 398 49 585
(4.62) (36.41) (49.06) (68.03) | (8.38)

§ince the procurement of material is generally done after obtaining the order and there

is little scope for binding pre-commitment for this input, hence relatively lesser number

of firms has shown slack in this count, In terms of relative position the share of material

Zlack is more or less unchanged, slack in capital has gone down and slack in labour has
one up.
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One reason may be the new investment with relatively modern technology calls for More
skilled labour and adaptation in this count is relatively time consuming. The mge;
interesting feature of the data is a tremendous increase in age slack indicating the pivotg
role of experience and maturity in coping up with this changing scenario. In fact, in case
of leather manufacturing, new firms, even when entering with modern technology, given
the traditional nature of the production nexus it takes a reasonable gestation period for
them to gain technical efficiency. Hence the age slack is the most compelling slack in
most of the cases in 2005-06 whereas the radial slack (where the firms are using optima|
input proportions but producing less than maximum level of output) is much more
nominal, i.e., only 8.38% compared to 1999-2000 (i.e., 23.76%). Thus, firms are on the
whole on right track and with maturity the efficiency profile of the industry is expected
to improve further.

Concluding Observations

The sustained policy support at the domestic level as well as international pressure on
the adoption of greener technology in the post-WTO regime has encouraged as well as
compelled the leather industry to cope with the globally recommended standards.
Conseguently, the industry gained competitiveness in the international market and its
commodity composition has changed from low value semi-finished leather to high value
leather products (Sanyal, Banerjee & Majumder 2010). The major production of the
sector concentrates around tanning and finishing of leather as well as manufacturing of
leather products like garments, bags, wallets, belts, gloves, accessories, saddlery and
harness and last but not the least leather footwear and components.

On the basis of ASI data it has been shown in this paper that though the series of Gross
Value Added in Leather and Leather Product is stationary only at first difference but the
series is co-integrated with that of the total factor productivity growth and, hence the
sector is showing definite signs of coping with the recent challenges extended by the TBT
agreements of WTO in a globalized setting. The production function estimates show
definite improvements in both capital and labour productivity along with the total factor
productivity and especially in the post WTO regime the CRS specification is statistically
rejected. There is strong evidence of increasing returns to scale. At the firm level analysis
the output oriented technical efficiency is measured and a very important factor influencing
efficiency is identified as the age of the firm. The already established firms are more
efficient compared to the new entrants and there is definite sign of structural break in
the production side confirmed by the Chow-test. Finally the pattern of inefficiency is also
explored and it is observed that the relative slack in capital has been lowered in recent
time indicating the inflow of adequate investment in the sector. Over time the new
entrants will also become more matured and experienced and the sector will pick up with
the buoyant world trend.
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Corporate Governance: Models ang
Mechanisms

P. Paramashivaiah

Abstract

The Societies of developed countries of the 21st century live in unprecedented Prosperity,
These nations have produced the highest standard of living for the most people in the
history of the world. The concept of efficacy of the invisible hand led logically to a second
notion that individuals attempts to pursue their separate interests, their intersections
of their interests and objectives result in a natural state of competition. Specifically in
the realm of business, we mean by this competition of raw materials, labor, customers
and investment capital. This competitive environment leads to a "survival of fittest",
While some people may fear this relentless ferreting out of the less efficient, it is perhaps
the most energizing aspect of our system of free enterprise and competition. With the
development of the economic system, enterprises of size and complexity not previously
thought possible flourished. Without an effective system of governance, there would be
chaos in organizations. It is the governance that brings order out of chaos. The issue
of corporate governance continues to attract considerable national and international
attention. This paper presents the mechanism/models of Corporate Governance of
Organizations in various countries related to the activities of organizations that are
conducted through structures that may lack transparency, or in jurisdictions that pose

impediments to information flows and various other aspects that impedes the normal
functioning of the organizations.
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Corporate governance, Stakeholders, OECD, Economic system, California Public Employees
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introduction . . . :
corporate governance is typically perceived by aca(knTuc literature as dealing with
sproblems that result from the separation of oyvnershup and control”. From this perspective,
corporate governance would focus on: the |r\terpal structure and rules of the board of
directors; the creation of independent audit committees; rules for disclosure of information
to shareholders and creditors; and, control of management, A recent academic survey
began with the following quote:

scorporate governance deals with the ways in which suppliers of finance to corporations
assure themselves of getting a return on their investment. How do the suppliers of finance
get managers to return some of the profits to them? How do they make sure that
managers do not steal the capital they supply or invest it in bad projects? How do suppliers
of finance control managers?”

« From this point of view, corporate governance tends to focus on a simple model:
« Shareholders elect directors who represent them.

« Directors vote on key matters and adopt the majority decision.

» Decisions are made in a transparent manner so that shareholders and others can
hold directors accountable.

» The company adopts accounting standards to generate the information necessary
for directors, investors and other stakeholders to make decisions.

» The company's policies and practices adhere to applicable national, state and local
laws.

International Perspective on Corporate Governance
Over the last two decades a series of events have placed corporate governance issues
as a top concern for both the international business community and the international
financial institutions. Spectacular business failures such as the infamous BCCI scandal,
the United States' savings and loan crisis, and the gap between executive compensation
and corporate performance drove the demand for change in developed countries. More
recently, several high profile scandals in Russia and the recent Asian crisis have brought
corporate governance issues to the fore in the developing countries and transitional
€conomies, Further, national business communities are learning and re-learning the
!esson that there is no substitute for getting the basic business and management systems
'n place in order to be competitive internationally and to attract investment
aresult, the World Bank, the Organization of Economic Cooperation and Development
Most of the regional development banks, and the various national development agencies
ba"¢ either launched or expanded programs in this area in the last several years. Similarly,
a;ﬁ'ﬁ”%s-related organizations like the Center for International Private Enterprise, an
of 1 atg 9f the US Chamber of Commerce, have placed corporate governance at the top
worl:lr list pf concerns. Think tanks and business assocna.tuons throughout the developing
and in the transitional economies are also focusing resources on these issues.
€veloping countries, the roots of what is now recognized as corporate governance
'::u'szues can be found in the drive for privatization that grew in the late 1970s and
chtr§| :’Ut the 1980s. Clearly, creating a sound corporate strugture ;hould have been
Seekin ? the success of privatization both from the paint of view Qt the government
someogft:: sell the firm and from the point of view of the potential investors. In fact,
02 lac € most telling failures in the early privatization experiencgs can be tu_*aced ba_ck
COmes °°f_sound regulatory structures that allowed unwise business practices. Chile
Mind in this respect, In the mid-1970s, Chilean business groups were able to
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purchase banks, often with only 20 percent initial payments. In 1982, Chile ex
an economic crisis generated by a combination of external shocks and an o
exchange rate. The business groups responded by using their banks to shore y
which led both into even more serious trouble. Finally,
re-nationalizing a host of firms and banks.

Periencegq
Vervalueg

p the firms
the government responded by

The fall of the Berlin wall and the drive to rapidly privatize the entire business structure
of the post-communist economies began to increase interest in corporate governance
as a development topic. As a start, state owned firms had to be corporative, i.e. converteq
from a governmental type structure to a corporate form. Second, the whole body of
commercial law had to be put into place including bankruptcy, laws on property, accounting
systems, and a host of other rules of the game. Most dauntingly, talent had to be nurtured
Few individuals had any experience as members of a board of directors.
It is perhaps not surprising that the countries that rushed into large-scale privatization,
especially the Czech Republic and Russia; have experience large scale corporate governance
failures including asset stripping and fraud. Hungary, which chose to sell its firms to
international strategic investors, and Poland, which chose to delay privatization of large
companies, have had better results. Today, however, all of the post-communist countries

have to come to grips with the need to substantially improve corporate governance
standards and practices.

The Asian financial crisis has now driven the process worldwide much further. One of the
lessons learned out of the crisis is that weak or ineffective corporate governance procedures
can create huge potential liabilities for both individual firms and, collectively, for saociety.
In this sense, corporate governance failures can potentially be as devastating as any
other large economic shock. As Mr.Chatu Mongol Sonakul, the Governor of the Bank of
Thailand has observed that the corporate governance is at the very heart of the development
of both a market economy and a democratic society. That view may be a bit of a surprise
to those who think mainly of corporate governance as the issues of shareholder protection,
management control, and the famous principal-agent problems of such concern to
management and economic theorists. The focus of the study is the concept of corporate
governance as a key feature of the market system of competitive enterprise. In addition,
the study shows why corporate governance should also be of direct concern to those
focusing on democratic development especially rule of law issues. Corporate governance
ultimately depends upon public-private sector cooperation to achieve both goals--the

creation of a competitive market system and the development of law-based democratic
society.

These concerns are not limited to developing countries, even in the advanced industra
societies, there is a global trend toward strengthening corporate governance. In the
United States, there is mounting concern over the "independence" of independent audits
as witnessed in the recent publicity surrounding violations of rules prohibiting audito
to invest in companies that they audit. In all of these cases, the underlying concer

center on ways to accomplish the core values of corporate governance includind
transparency, accountability, and building value.

| ject
Focusing on these types of internal cantrol processes is quite natural when the subJ:r“e
Is corporate governance within the advanced market economies. Although there Tt
considerable differences between the Anglo-American, German, Japanese, and ot

systems, they all share the luxury of defining the subject of corporate governance Wit

the context of functioning market systems and highly developed legal instituti”
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hen the Sub.ject of corporate governance arises in the context of transitional or developing
Countries, it mvolves‘ a. much -WIdCI’ range of issues. The recent Asian economic crisis
the continuing turmoil 'm Russia, and the recent experience of the Czech economy havé
combi”ed to push the issue Qf corporate governance from the sidelines to center stage.
[n Asia, what beggn as a.fmancial crisis is now viewed to be a crisis of corporate
transpafe"‘c\’ inyolvmg relationships between government and business, between holders
of debt and equity, land Fhe legal remedies for bankruptcy and cronyism. Further the lack
of adequate institutions in Russia have resulted in several highly publicized cases involving
allegations of asset stripping, stock register manipulation, and fraud. The Czech Republic
prwatization program has demonstrated the weakness of the voucher method in the
absence of sound corporate governance mechanisms since it resulted in a lack of corporate
restructuring and a consequent decline in competitiveness.

Each of these issues poses grave challenges for both the functioning of a market economy
and a democratic society. Solving corporate governance problems such as those listed
above involves going beyond a narrow view of how owners and managers of capital
interrelate. In developing or transitional economies, the standard definition should be
supplemented by placing it in context as follows:

Corporate governance systems depend upon a set of institutions (laws, regulations,
contracts, and norms) that create self-governing firms as the central element of a
competitive market economy. These institutions ensure that the internal corporate
government procedures adopted by the firms are enforced and that management is
responsible to owners (shareholders) and other stakeholders.

The key point in this context is that the public and private sectors have to work together
to develop a set of rules that are binding on all and which establish the ways in which

companies have to govern themselves.

Creating New Norms
Transitional economies have to make fundamental changes in the relationship between

citizens and the state in order to create market economies. The clear understanding in
a market-oriented society (i.e. non-statistic) is that all actions not forbidden by law are
allowed. That expectation is at the heart of private, individual initiative. The converse
rule has been applied in command economies and in economies with a statistic tradition.
That is, only those actions specifically authorized by law, regulation, or written permission
are allowed.

?uilding a market economy requires a complete overhaul of legal norms to allow for
innovation and initiative rather than predefining areas of allowable activity. That is why
corporate governance should be thought of as a mechanism for creating self-governing
°fgar}izations. However, it is equally important to emphasize that a market economy is
not simply the absence of governmental intervention.

How often has it been said that, "the government should get out of the way and let the
:;:gket function?" Of course, that idea is a myth. Government is absolutely essential in
i Nng up the framework of @ market economy. without rules and structures of a binding
5 \.lref anarchy results. Under such conditions business becomes nothing but "casino
bel:;tahsm» where investments are simply bets: bets that people will keep their word,

that the firms are telling the truth, bets that employees will be paid, and bets fhat



debts will be honored. What corporate governance is all about in larger terms j

structure can be set up that allows for a considerable amount of freedom w1thini
of law. Ultimately, these arrangements provide the basis for the establishment q
one of the most important ingredients in business. &

hOw 2
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f trl_)gq:

Organization for Economic Co-operation and Development(OECD) Princip|

A useful first step in creating or reforming the corporate governance system lql:res
at the principles laid out by the OECD and adopted by the governments \,,hl'r{mlr,o!r
members of the OCED itself. The OECD principles include the following lerg\par-’:
The Rights of Shareholders: These include a set of rights including secure Owr\r-_»—rch'm‘
their shares, the right to full disclosure of information, voting rights, Dartlcipa;;rlf gf
decisions on sale or modification of corporate assets including mergers and new S)hl in
issues. The guidelines go on to specify a host of other issues connected to the b ®:
concern of protecting the value of the corporation. e

The Equitable Treatment of Shareholders: Here the OECD is concerned with protecting
minority shareholders rights by setting up systems that keep insiders, including maﬂager:
and directors, from taking advantage of their roles. Insider trading, for example ‘g
explicitly prohibited and directors should disclose any material interests regard}ng

transactions.

The Role of Stakeholders in Corporate Governance: The OECD recognizes that there are
other stakeholders in companies in addition to shareholders. Banks, bond holders and
workers for example are important stakeholders in the way in which companies perform
and make decisions. The OECD guidelines lay out several general provisions for protecting

stakeholder interests.

Disclosure and Transparency: The OECD also lays out a number of provisions for the
disclosure and communication of key facts about the company ranging from financial
details to governance structures including the board of directors and their remuneration.
The guidelines also specify that annual audits should be performed by independent

auditors in accordance with high quality standards.

The guidelines provide a great deal of detail about the functions of the board in protecting

the company, its shareholders, and its stakeholders. These include concerns about

corporate strategy, risk, executive compensation and performance, as well as accountind

and reporting systems.

eneral and both the Anglo-American systemha“C
ht em.

ose

The OECD guidelines are somewhat g
the Continental European (or German) systems would be quite consistent wit

However, there is growing pressure to put more enforcement mechanisms intobfh ;i
guidelines. The challenge will be to do this in a way consistent with market-or'f?“_tf;'
procedures by creating self-enforcing procedures that do not impose large new cost J
firms. The following are some ways to introduce more explicit standar®>

« Countries should be required to establish independent share registries. All :
newly privatized or partially privatized firms dilute stock or simply fail to register >

purchased through foreign direct investments.

e
sets need t© ;
otors €@

eporting of the sales of underlying as
mechanisms and procedures by which inve

« Standards for transpareéncy and r
spelled out along with enforcement
seek to recover damages.
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o The discu'ssion of sta.keholder participation in the OECD guidelines needs to be balanced
by discussion of conflict of interest and insider trading issues. Standards or .
are needed in both areas. 80 Quldalinas

. property rights.

o Internationally accepted accounting standards should be explicitly required and national
standards should be brought into alignment with international standards.
[nternal company audit fgnqions and the inclusion of outside directors on audit committees'
needs to be rTlade explicit. The best practice would be to require that only outside,
independent directors be allowed to serve on audit committees. A good example of model
corporate governance procedures that builds on many of these points is the General
Motors guidelines which are frequently used as a code of corporate governance by others.
Interestingly, the pension funds have also become a major source of improved corporate
governance along the same lines. Specifically, the California Public Employees' Retirement
System (CalPers) has developed a very active program to promote good corporate
governance and they, along with other pension funds, are using their investment clout
to force change. CalPers' has taken this approach in order to increase the returns on
their investments by ensuring that the firms are well run and that corporate strategies
are well thought out. As more and more pension fund investments flow into developing
countries, these funds can be expected to make similar demands in these countries.
Some may think that these standards are too heavily influenced by the Anglo-American
tradition and are not really necessary in most countries. A recent study by the Center
for European Policy Studies noted that the wider the distribution of shareholding, the
greater is the role of the market in the exercise of corporate control. Hence there is more
need for corporate governance procedures in this type of economy than in one where
shareholding is relatively concentrated. The report went on to note, however, that financial
market liberalization, increased privatization, and the growing use of funded systems to
support pensions is driving European countries toward more explicit and more comprehensive

rules on corporate governance. In short, globalization is forcing convergence of different
J systems into a more open and internationally accepted set of standards.
The reason why it is important to take note of the trends toward convergence is that
many people have cited the European experience as proof that corporate governance
fssues only apply to countries that follow an AngIo—American tradition, such as India for
instance. Recent history would seem to show that, without sound corporate gov'erna‘nce
Procedures, including the larger institutional features mentioned earlier, economic crises
'f';cdevelOping countries are likely to become more frequent. Z‘a“Y devj;‘:jp'tggp;:i’gig;:
in aenrdather giark chpices: create .the‘type of goverpanci pro:feu(raer?dnfiiquent) gconomic
o take advantage of globalization, run the risk o Zt:: L i o thartie
Nt ! 9r seek to build defensive walls around th.e economy. Deice and lowers

Option usually entails the risk of keeping out investors, NEW technologlies,

9rowth rates dramatically.

tems is the risk that

ernance mechanisms
s and

rate governance sys

puild the kinds of goVv

An !
Other consideration in the debate over corpo
pecoming supplier

indivi
:‘: idual firms face. Unless a company is able to Ut .
attract capital and technology they run the risk of simply

ven
dors to the global multinationals.
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Benefits to Society , .
A strong system of corporate governance can be a major benefit to society, Even
countries where most firms are not actively traded on stock markets, adopting ”"a"dar;
for transparency in dealing with investors and creditors is a major benefit to al| i r'r»t'
Taking the next step and adopting bankrup:;

it helps to prevent systemic banking crises.
thods for dealing with business faj,..

procedures also helps to ensure that there are me
including workers as well as owners and creditors. Withe,
thoy

that are fair to all stakeholders, i
ally enforcement systems, there is little to Preven

adequate bankruptcy procedures, especi :
lue out of an insolvent firm to their own benes,

insiders from stripping the remaining va
Recent research has also shown that countries with stronger corporate governap,,

protections for minority shareholders also have much larger and more liquid capit,
markets. Comparisons of countries that base their laws on different legal traditions shg,
that those with weak systems tend to result in most companies being controlled b,
dominant investors rather than a widely dispersed ownership structure. Hence, for
countries those are trying to attract small investors--whether domestic or foreigp..
corporate governance matters a great deal in getting the hard currency out of potentia|

investors' mattresses and floorboards.

Many economists and management experts make the point that competition in product
markets and competition for capital act as constraints on corporate behavior, in effect
forcing good corporate governance. The fact that pension funds such as CalPers have
had to take a very active role in improving corporate governance would seem to contradict
this point. However, whether or not this is really the case in developed market economies,
competition is surely a much smaller factor in transitional and developing countries. In
many developing countries, competition in product or goods markets is quite limited,
especially where significant regulatory barriers exist. These realities further underscore
the importance of adopting the best possible corporate governance systems in countries

where the market system is underdeveloped.

Corporate governance is also directly related to another topic that has emerged fo 2
position of great prominence world wide - combating corruption. In many societies this
is not a subject that is easy to deal with, both because of political sensitivities as well
as potential legal action. Yet corruption has to be dealt with in order to secure a position
in the global economy and to secure the benefits of economic growth. The recent signing
of the OECD anti-bribery convention is the beginning, not the end, of a concerted global
anti-corruption campaign. Efforts to improve corporate governance, especially in the
provision of transparency in corporate transactions, in accounting and auditing procedures,
in purchasing, and in all of the myriad individual business transactions is a large scale
effort. Nevertheless, strengthening the corporate governance standards along lines
suggested above would be one place to start.

Improving corporate governance procedures can also improve the management of the
firm, especially in areas such as setting company strategy, ensuring that mergers and
acquisitions are undertaken for sound business reasons, and that compensation systems
reflect performance. It is also important to note that good corporate governance system>
also have to include Improvements in management systems. In many developing cou"*"®”
there has been a tradition of very centralized management usually involving the owne”
of the firms directly. Throughout Latin America, for example, the family business grou?
have tended to dominate the business landscape. This is now' changing rapidly as @ resy

of financial globalization, adherence to the World Trade Organization's liberalization rules:
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and the increasing integration of Latin America's regional markets. As 3 rec {6 Lat
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america's firms are inc (a\muly adopting modern management techniques. it

accounting systems, and business strategies. All of this requires delegation of s Parte

-, 3 c 10171

paying increased attention to developing highly trained st 4

aff, and use of
alized decision making structur
similar changec

Mmanagement

information systems in lieu of the older centr

: es. It is hiahl
probable that these trends will force 'ghty

f tht(mqhm;t the Middle & ast
conclusion

One way to sum up the concept of corporate governance is to look at it from tha
perspective of the corporate director, Increasingly directors are being held liable for their
actions or inaction, at least in the developed countries. What then does 3 director need
to be able to function and have a balanced view of the firm? According to one Sea:rmegl

corporate director, the following is the minimum essential information

« Operating systems, balance sheets, and cash flow statements that compare current
period and year-to-date performa

nce to target performance and previous year
performance.
« Management comments about current
deviations from the target performanc
remainder of the year.
« Information on the company's market share.
» Minutes of management committee meetings.
» Financial analysts' reports for the company and
» Employee attitude surveys.
» Customer preference surveys.

* Key media articles on the company, its major competitors, and industry trend

performance that focuses on explaining the
€ and revise performance targets for the

its major competitors

S

The list not only sums up the key responsibilities of a board by showing the kinds o
information that a board should review and disclose. These concerns reinforce the
argument that corporate governance reflects the underlying systems of law and regulation
Most importantly, without sound and accurate accounting systems, how could the director
function? The list also points up that good corporate governance will bring with it modern
Management systems. For example, reviewing the minutes of the management committee
meetings implies that a functioning management committee system is in place with
delegation of authority and accountability.

Investors, creditors, workers, and others also need such information. Unlike the corporate
director, they do not have the time or resources to compile and analyze the information
Needed to make sound decisions. This is where the media, especially the financial media
Omes into the picture. A vigorous and well informed journalist community is essentia
or the sma|| investor and for the other stakeholders in society, including employees
€ating sound system of corporate governance is a high priority for both the public a L
€ Private sectors, However, there may be a temptation for the private sector to v‘u;\
2, "well, we'll let the government work this out and then we'll follow the results.” 1 w
€ Cases, there may also be a temptation--especially for the countries with plu(;"\[::\;
rn_afkets and a large state sector --to put off corporate governance reform until tlttc}“ ,F“i
i‘:]'(Ij\ilatization Process and other types of reforms are fully completed. t\ﬂciig.‘fs:&ﬂf;
havCate that this would be a very unfortunate decision. Both the pnvatt‘:“‘tmklnd il
to gain by setting up clear and simple rules for all to follow. A s

i . S nt.
gOVernaﬂCe structure will be a great inducement to international trade and investme
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In addition, sound corporate governance systems are a major advantage to those COUNtriac
seeking to fight corruption. In this sense, good corporate governance is a way for ”:
private sector to protect itself from outside demands and for the public sector to Drfrv;,‘w;
undue influence in governmental decision making. z

However, it is vital to avoid simply copying other countries systems or asking foreign

experts to write model laws. Although the foreign donor community often pushes thie

type of approach, it should be resisted. Throughout Central and Eastern Europe a D‘E?Wr)r',.

of extremely capable policy research institutes, think thanks, has been formed and others
will surely follow. Many of these centers have been formed with the backing of the
business leadership and are in a position to devise, adapt, and advocate for systems rhal
will be appropriate to the status of each country. In the process, not only will the resulting
policy reforms advance better systems of corporate governance, they will point to the
need for other reforms. The need for adoption of modern management systems including
areas such as knowledge management and strategic planning will become more appare,—ft
in the process. As more and more countries in the region enter the WTO process and
further their participation in the global market, the demand for corporate governance
will surely grow. It's up to the policy research centers, the national business associations,
and others in civil society to work with governments to craft the best national systems.
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cSR: An Overview of the Performance
of IISCO Steel Plant (ISP)

g:nd'p Kumar Ghatak

abstract : ; 4
gince the last quarter of the twentieth century, increasing concerns over the influence

and impacts of the corporate bodies at the backdrop of globalization and market capitalism
nave led to new demands for corporations to play a central role in efforts to eliminate
poverty. This would result in equitable and accountable systems of governance and ensure
environmental security. The Corporate Social Responsibility (CSR) approach in business
ethics views business as an integral part of the society and finds ways to maximize the
positive payback that business endeavour can add to wealth and welfare of the societ
whilst minimizing the harmful impacts of irresponsible business. CSR is an expression
used to describe what some see as a company's commitment to be sensitive to the needs
of all legitimate stakeholders to take into account not only in respect of the economi
dimension in decision making, but also the social and environmental security.
connects business with the society and Steel Authority of India (SAIL) has been practisi
CSR right from its inception. SAIL was founded with well-articulated socio-economic
objectives towards the people of India, i.e., employees, customers, suppliers and
community. The credo of SAIL successfully highlights the commitment towards society
at large which states inter-alia "We value the opportunity and responsibility to make a
meaningful difference in people's life". As a promising unit of SAIL, IISCO Steel Plant
(ISP),Burnpur has established its CSR department in 2007 for successfully implementing
various peripheral development activities which include education, medical and health
Care, roads, access to water facilities, cultural and recreational facilities etc. Against this
background the present paper is an attempt to account for the performance of the CSR

department of ISP, Burnpur in the sense of its activities along with a study of the reactions

of the beneficiaries.
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Introduction
CSR concerns with business ethics. Business ethics is a branch of functional ethics t,
- that

examines the ethical principles in the context of moral conflicts in a business environme

In the words of Crane and Matten, "Business ethics is the study of business Sltklatir;:}.

activities and decisions where issues of right and wrong are addressed" (Crane ar\'

Matten, 2007). Business ethics provides us a frame of reference to assess the b‘:rmf,;d
and harms associated with alternative ways of managing business situations, Mf)d-ars
pluralistic societies demand for more ethical commitment on the part of the Corporafir;n:
because of their all-encompassing influence and impact upon the society both in terl’nc'
of wealth and welfare. Sharing the fruits of development by each and every member r);
the society is a basic human right and hence, in the present world, corporations can not
deny their role towards empowering the people to lead a kind of life they deserve. Thp'
business enterprise is an institution of the society, by the society and to serve the Soc;et\;
because society provides it all the required input, grants the right to exist and to do
business. To quote Ray Carroll, "Business relies on society's educational system to provide
it with employees, on society's maintenance and transportation system, on a stable socia
and political setting in which to conduct business and a legal system to settle disputes
In return for special rights, privileges and protection, a duty is owed to all of society"

(Carroll, 1998).

Emergence of CSR
The idea of Corporate Social Responsibility (CSR) is not a new one. The 'soul' of CSR is

what Rousseau, the great political philosopher, understood to be "the social contract"
between business and society. Rousseau conceptualized the attachment between business
and society in the sense of "symbiosis". The Greek word 'symbiosis' refers to "co-living
and co-existence of two parties in a mutually advantageous relationship".

A comparative concern for this 'symbiosis' can be traced back to 1930s with the famous
Berle-Dodd debate (Friedman and Miles, 2006). The generally accepted notion of this
debate identifies Adolf Berle as the original advocate of shareholder primacy while
recognizing E. Merrick Dodd as the original ancestor of today's corporate social responsibility.
However, later research work revealed that both of them acknowledged the co-existence
of shareholder primacy and social responsibility of business.

Chester Barnard's 1938 publication, "The Functions of the Executives" after eight years
of the "Berle-Dodd debate", J.M.Clark's "Social Control of Business" in 1939 and Theodore
Krep's, "Measurement of the Social Performance of Business" published in 1940 were
the three worth-noting early references to the CSR literature. Though scholarly literature
dates back to 1930s and 1940s the 1950s saw the start of the modern era of CSR. In
1953, Howard Bowen's path-breaking book "Social Responsibilities of the Businessman”
marks the beginning of the literature of what we call today as "Corporate Social
Responsibility” and in this respect Caroll's argument of recognizing Bowen as the Father

of CSR (Caroll, 2008) is defensible.

CSR approach views business as an integral part of the society and finds ways to maximize
the positive benefits a responsible business can add to social welfare apart from its
economic value maximization agenda. In the words of Eels and Walton, "In its broadest
sense, corporate social responsibility represents a concern with the needs and goals of
the society which goes beyond the merely economic. Insofar as the business system as
it exists today can only survive in an effectively functioning free society, the corporat®
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cibility movement represents a broad concern with business's role in
'1;.,(1 improving that social order"(Eels and Walton,1974).
rting ©
resulted from these concerns have variously been called as 'Business Social
agen 'fty' (BSR), 'Social Responsibility’ (SR), Corporate Social Responsibility (CSR),
ibili or D J
onSlb:social performance (CSP), 'Corporate Citizenship' (CC), 'Corporate Accountability’
Corporate Responsibility'. However, CSR is an expression used to describe
can see as a company's commitment to the needs of all legitimate stakeholders
account not only the economic dimension in decision making, but also social
mental security.

corporate
or simplY
what oné

to take Nt
and environ

ctice of CSR is subject to much debate and criticism. Proponents argue that there
The pré pusiness case for CSR, based on the idea that what is good for the workers,
isaswoi:"gnment and the community is also good for the financial performance of the
the.envs In a recent global survey conducted by PricewaterhouseCoopers jointly with
bugge;c;)nomic Forum, it is found that in an opinion poll of 1100 CEOs more than two-
twh?r:js pelieved that proper exercise of CSR is important to profitability and can prevent
the 0SS of customers, shareholders, and even emplloyees (TERI, 2004).
Critics argue that CSR is contrary to the fundamental e;onom\c role ofAbus‘mess and in
the true sense any social responsibility expenditure was in fact a tax levied by managers
on shareholders and that any manager who committed corporate resources to social
responsibility was taking on a government function that he was neither elected nor
competent to perform (Friedman, 1988). However, since thel&st quarter of the twentieth
century, increasing concerns over the impacts of economic globalization have led to new
demands for corporations to play a central role in efforts to eliminate poverty, to achieve
equitable and accountable systems of governance and to ensure environmental security.
CSRis moving towards full integration with strategic management and corporate governance
(Caroll, 2008). The phenomenal rise of CSR to prominence in the 1990s and 2000s
suggests that it is a relatively new area of academic research (Crane et al, 2008).

Objective and Methodology of the Study
Against the aforesaid backdrop the objective of the present study is to investigate the
Performance of the CSR activities of ISP, Burnpur since it has started practising CSR by
EStablis.hing a separate department for this purpose in 2007. While conducting the study,
Nlledpzdmary and §econ<_:!ary sources of data have been utilized. Primary data have been
appointedthmugh interview of the respondents, reports of committees andlcommnsaons
mpan by the Government, Government publications, and newsletters issued by the
olarly' st?condary .sources include newspapers, monographs, published books and
ngsyiartldes Du_bll§hed in journals and periodicals. The survey has been conducted
areax:y beneficiaries of three work areas of the CSR depfartment of ISP. These three
Bram i ;';e Gutgutpara (Ward No-46 under Asansol Municipal Corporation, i.e., AMC),
C°||ectedard No-37 of AMC) and, Kakardanga (Ward No-47 of AMC). Data have also
St issio th"OUQ_h interviewing the school authority of two primary schools, nalmely,
,Che“d"a"y Primary School, New Town, Burnpur, and Swami Vivekananda Primary
B""'Dun anga, Asansol and the concerned officials of the CSR department of ISP,

1 in t ; 3 :
,arg;s‘: 'f!dustrlal map of West Bengal, constitutes an important mark. It is the
" Sty next to Kolkata in the state and ranks twenty-third in India, located

€arch and Information Centre, NSHM Business School, Kolkata 12
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on the western part of the district of Burdwan in the state of West Bengal. Prima
located in a coal field area Asansol is well-known as one of the steel Producing Zo;"‘/
of the state and the leading steel producing concern is IISCO Steel Plant (ISpe)S
ISP has a significant impact on the economy of this industrial city. Initially 1sp was
private venture company named IISCO that started its hot metal production in the ‘/eabr
1922 and steel production in 1939. The plant was taken over by Government of India
in July 1972 on account of its poor performance in terms of production and regular
maintenance work. ISP became wholly owned subsidiary of Steel Authority of Indig
Limited (SAIL) since 1979.

Various proposals for modernization of IISCO have been undertaken by various agencies
over the last thirty years, the first being in 1977. However, none of the proposals for
technological upgradation (popularly known as modernization) of IISCO was sanctioneq
for implementation. Joint venture participation for modernization of IISCO has also been
tried over in the last few years. The company was declared as a sick industrial unit by
the BIFR on 17th August 1994,

But since 2000 IISCO has revived its position. Presently it has two working units- one
is in Burnpur and the other is in Kulti. The plant has been modernized thoroughly and
the production capacity has been expanded to a large extent and the production capacity
will be raised to 2.5 M.T. by 2011-2012. ISP, Burnpur has been accredited with ISO 9001:
2000 QMS for its heavy structural mill and merchant and rod mill. It had also been
accredited with ISO 1401: 2004 EMS for its entire Rolling Mill complex.

SAIL & CSR

CSR connects business with the society and Steel Authority of India (SAIL) has been
practicing CSR right from its inception. SAIL was founded with well-articulated socio-
economic objectives towards the people of India i.e., employees, customers, suppliers
and community. The credo of SAIL specifically highlights the commitment towards society
at large which states inter-alia: "We value the opportunity and responsibility to make a
meaningful difference in people's life".

A lot of work has been done to improve the quality of life in and around the plants/units
and townships. SAIL has taken effective measures in the field of environment conservation,
health and medical care, education, women upliftment, providing potable drinking wate
and ancillary development. By addressing systematically a gamut of issues such as healtlh
and medical welfare, education, access to water, sanitation, power and roads, women s
empowerment, generation of employment, electricity, sports, culture etc., at each of lti
plants and units, SAIL has contributed immensely to the socio-economic developmen
of its peripheral areas. By partnering creatively with small, local entrepreneurs, NGQS'
State Government and the Centre, SAIL has ensured that the benefits arising out of 1=
activities actually reach the grass root level and not merely remain in black and whiteé:

SAIL is committed in its efforts to linking business opportunity and corporate responsmlllct;’
in ways that fulfill one of SAIL's core purposes, that is, "to make a meaningful differendo
in people's lives". As one of the large steel producing concerns of the country the cré
of the Steel Authority of India Limited (SAIL) are:
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lasting relationships with customers based on trust and mutual benefits
jiding 'e= skl i ct: ard in conc A A
Up'“"d'”u highest ethical standard nduct of their businese

ting urturing a culture that supports flr»yl‘hlllfy’ learning and is proactive
ey
o Cree
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and n

age.
‘Hhmtmu a challenging career for employees with opportunities for ad /ancement
Cchat -
.

ewards. —_ :
and "‘ ng opportunity and responsibility to make a meaningful difference in people's
\Va (LAY L
.
lives:
ocial objective is synonymous with Corporate Social Responsibility (CSp ). Apart

GAIL'S S pusiness of manufacturing steel, the objective of the company is to conduct
< _ways that produce social, environmental and economic benefits to the
" unities in which it operates. The credo of SAIL specifically highlights the commitments
.ommclijs society at large which states the fact of "making a meaningful difference in
re's life". To meet the above objective, a specific Corporate Social Responsibility
been formed at corporate level at all plants/units in S

towa
peop!
Group has

Highlights of CSR projects'of ISP, Burnpur since 2007-2008
A Construction of Community Centre / Adult Education Centre / Multipurpose Hal
1 Gutgutpara

Haramdihi

Purosottampur

Nakrasata

Saldanga

Leprosy Colony

Keradih

Narsinghbandh

8.  Nabaghanty

10. Nazim Zamia Islamia Arabia (Alamnagar)

11, Hussain nagar

2. Dhoirapara

3. Kankardanga Baradighari

4. Chesire home

15, Chelidanga

O N O s W

'152 Road Work

Road from Damodar to Nakrasata (bitumen)
Dihika to Damodar Ghat (bitumin)
H_Utgutpara Main Road (bitumen)
Glrapur to MCT Girls' High school (bitumen)
U9utpara village Road (concrete)
Nkardanga (bitumen)
2?:2““ Lahiri Public School Road (concrete)
8 1 hpa'ra (concrete)
' 9Nn's School Entrance Road (concrete)

i
"3para Entrance Road (concrete)

AT S B N R ]

P
=

G Reno
Va
; on:“:cf:oOf $chool Buildings
. . M in Haramdihi Primary School

Hira on of room for Mi day meal Kitchen and renovation of existing building
_“Pur Free primary school,
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Construction of Multipurpose Hall at Hirapur Manik Chand Thakur Girle'

School. High
Renovation of St. John's School, New Town.

Construction of Rahmatnagar High School.

Construction of Three Rooms, Staircase and Toilets in Kashinath Lahiri Pubi.

School,
Construction of Primary School Building, Hirapur Madan Gopal Jew's Trcs
Renovation of Bari Vidyalaya Primary Section/New Toilets. i

Improvement of Road Lighting
Gutgutpara to Baradanga.
Nakrasata to Kuilapur
Hirapur to MCT Girls' High School.
Samdih.

Banagram.
Ambagan.
Purosttompur

: Introduction of Solar Lights

Gutgutpara.
Dhoirapara.
New Town Park.
Leprosy colony
Haramdihi
Bhalukjore.
Ghuskapara
Punjabidanga

- Low Cost Sanitation/Sanitation

Gutgutpara.
Dhoirapara.
Kankardanga.
Haramdihi.
Dharampur

Development of Ponds (numbers)
Nakrasata - 1
Gutgutpara - 3

Vocational Training for Women Upliftment
Gutgutpara,
Haramdihi,
Leprosy Colony (Kankardanga Village)
Dhoirapara.

Employment Generation Scheme:
50 Van Rickshaws provided to the BPL Group of Model Steel V!

k4

[1ag®
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1. Our v als that in order to address the poverty, illiteracy and environmental
y [1SCO Steel Plant (ISP) of Burnpur set up the Corporate Social Responsibility

eCU"'t %

Ls)epartment in 2007 in the month of June. According to the decision of the Stee| Authority
of India Limited, the CSR department of ISP, Burnpur will work for rural development
within the eight-fifteen kilometers adjacent areas of Asansol Municipal Corporation. The
objectives of the department of Corporate Social Responsibility (CSR) of ISP of Burnpur
Unit are:

« Relationship with customers based on trust

« Opportunity and responsibility to make a meaningful difference in people's
« CSR Motto is to develop the peripheral area. The growth and upliftment of the poor
and backward classes of people of the society comes under the purview of the social

i1Fa
life

responsibility.

2> peripheral Development Activities are taken up within 8-10 kms around the plant
under Peripheral Development Activities, a lot of work is being done in the fields of
education, medical and health care, access to water facilities, road and connectivity and
cultural and recreational Activities, etc. In the front of family welfare activities it covers
reproductive and child health care (RCH) services, immunizations, sterilization operations
and organizing various health education programs.

3. Various initiatives have been undertaken at the corporate level for the betterment of
society and for helping the poor and needy people. The objective of the company in this
respect is to focus on the:

» Income Generating Schemes through Self Help Groups

« Education

* Health issues.

Along with these sport activities and sponsorships are being undertaken at the corporate
level. They are used to promote promising sporting talents across the country by sponsoring

various sporting events.

:g:; ;t]udy reveals that one unique feature of the CSR department of the Burnpur unit

e Non-gy wanted to execut.e al.l the schemes related with rural development through

i olvemmgnta_l Organlzqtlons (NGOs). The reason is that they wanted to involve

= Drimepoeb?nd- lnStltUtI‘Ol’lS wuth these rural development programmes and projects.

They e tth]ectlve of this move is to ensgre more and more community participation

Wit the, o at throggh the NGOs they will be able to make full utilization of their fund
pulated time.

5.8

Dresg”z?yr;;ﬂ:he Pa_rtnership with NGOs is concerned ghe CSR department of ISP is
Socia Rese;nghw:th two NGOs, i.e., i) Vivekananda Bani Prochar Samiti and ii) Institute
"€€ Drojects 4 'and Applied Anthropology, i.e. 'Bidisa'. 'Bidisa' has already completed

one jn Upper C‘:‘ Steel Model Village'- one in New Town, one in Haramdihi and the third

in nsol elidanga. For the execution of the project 'Bidisa' has opened a branch

°f“‘e'sx¢. 3.VIng one Project Secretary and two members. Secretary and Accountant

) 53’ are the ex-officio members of the Asansol branch.

Ore

ach -
con D’ObJGCt of the Asansol unit of 'Bidisha' one beneficiary committee has been
Y involving people from among the concerned villagers. Project Secretary

M Business School, Kolkata
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along with the six members of the beneficiary committee chal.ks out the projec
submits the same to the CSR department of ISP, After recg«vmg the Project, Csk
department arranges a meeting with the beneficiary cor'nm.tt‘tee in presen;e of the Projecy
Secretary of 'Bidisa'. A detailed discussion about the viability of the project is discussﬂn\
in this meeting and the cost of the project is estimated. In the preparation of the estima}

an engineer from ISP helps the beneficiary committee and then it is sent to the Eng'”eer.ne
Department of ISP. The Engineering department along with their recommendations Sends
it to the Managing Director (MD) for final approval. After getting the approy;,) CS;
department of ISP issues work order to the concerned NGO and then the NGO Start

their work

tan

The second NGO i.e., Vivekananda Bani Prochar Samiti has also completed three Projects,
that is, one in Gutgutpara, one in Nakrasoda, and the other one in Purusottampuyr. The
process that has been adopted by the company authority shows clearly that it is pro-
people and full of transparency.

6. Our study reveals that during the survey mixed reaction was found among the
beneficiaries. Almost 77 per cent beneficiaries are happy with the work of the csp
department. It is due to the activity of the CSR department of ISP that they are noy
enjoying some basic civic facilities like water facilities, medical care, lighting arrangements
through the installation of solar lights etc. which they were deprived of previously. They
also believed that the activity of the CSR department has changed their lifestyle. But the
remaining 23 per cent beneficiaries hold the view that the project(s) which are undertaken
by the CSR department of ISP are defective and do not affect them positively in any way,
i.e., the projects of the CSR do not produce any effective result for them. They have also
raised some questions regarding the style of functioning of the NGOs and quality of the
work. They expressed their doubt regarding the transparency of the work. Again, the
school authorities of the two primary schools, mentioned earlier, were very happy with
the CSR projects of the ISP. It is to be noted that these schools do not receive financial
assistance in a regular manner from the Government and as a result it is very difficult
for them to sustain their school. In this crucial juncture the project of the CSR department
benefitted them immensely.

7. In the process of the execution of the projects the CSR department of ISP has faced
many problems. First, the problem comes from the ISP itself. In each and every stage,
the staff of the concerned department looks for bribe for releasing funds and takes to0
much time for the completion of their concerned job. Secondly, the projects which aré
now being undertaken by the CSR department were previously under the Town Department
of ISP. As a result, the Town Department Authority is unhappy over this transfer of funds:
They have expressed their discontent time and again, Thirdly, political problems are als°
there. Some politicians for their vested interest try to create problems during the time
of the implementation of the project or projects. Finally, the CSR department does N
receive the allotted funds regularly for executing their CSR projects and hence it becomes
hard for them to maintain the continuity of their projects. But, in spite of all thes
problems the CSR department is functioning very successfully in association with the
NGOs. They are doing a very commendable job in the field of community developme’
in the adjacent areas of Asansol and Burnpur.



Reviewed Journal of Management

T WU

0e A History of Corporate Social Responsibility: Concepts and Practices

Refefe"cﬂ (2008): >

\"arm', ’ q“w et al (ed) The Oxford Handbook of Corporate Social Rnaponmhiht\/ New

e 'IL - - % §

as in )‘ :.m'd UniV("Sny Press, p 19-46.
ox

\“pl’ '

1998): A Model For Ethical Education in Accounting as in C. Gowthorpe & J
Cal'l’O“:(e'd) Ethical Issues in Accounting, London, Routledge, pp 153 169
glake :
and Matten, D. (2007): Business Ethics, Indian edition, New Delhi, Oxford
~rane, &
cran ity Press, P S

i McWwilliams, A., Matten, D., Moon, J. and Siegel, D. (2008): The Corporate
cran sponsibility Agenda, in Crane Andrew et al (ed) The Oxford Handbook of Corporate

i3l Re
SOSZ: Responsibility, New York, Oxford University Press, p 3-15
S0

R, and walton, C. (1974): Conceptual Foundations of Business, 3rd edition,

gels, d, Richard D.Irwin,Inc, p 247

HomeWOO
Friedman, A. L. and Miles, S. (2006): Stakeholders: Theory and Practice, New York,

oxford University Press Inc., pp 21-22

friedman, M. (1988): 'The social responsibility of business is to increase its profits' as
in C. Gowthorpe & J. Blake (eds.) Ethical Issues in Accounting, London, Routledge, 1998,

pp 189-190

11ScO Bulletin, (2007): IISCO Burnpur 22nd November., IISCO Samachar (2007),
publication Branch, IISCO, Asansol 10th August., Extract of the Minutes of CSR department
(2007) 22nd February, Burnpur, IISCO Samachar (2007), Publication Branch, 11SCO,

Asansol 16 July.

The’State of ;SR in India: Acknowledging Progress, Prioritizing action, Background Paper,
Natlonal.Semmar on Corporate Social Responsibility, 10 November, 2004, New Delhi,
www.teneurope.org/docs/csr_state.pdf.

78

tre, NSHM Business School, Kolkata



Business Communication in Japa,
A Study in Perspectives

Satrajit Sanyal

Abstract :
A cross-cultural communication process is a two-way street i which ON-coming traff.

often governed by different rules.Without knowing and understanding the cultural gy,
code of the approaching traffic one might easily crash.This paper tries to presen
modular platform of the Japanese dual mode of busi ess communication and its |mpncat;0',

for Non-Japanese business people.

Introduction
The importance of cultural sensitivity i cross-cultural business relations, especially relation

between culturally distant countries like those of the E.U. and Japan, has recently recejve
enormous attention. Many scholars and business professionals have addressed the issu
of culture differences between Japanese business practices and the Western style o

doing business.

There is no shortage of studies that deal with certain characteristics of the Japanese
negotiating style like vagueness, ambiguity, collectivism and interdependent. Relatively
few scholars however have discussed the duality of Japanese business communication
Here is presented a model that attempts to advance a step further from a descriptio’
of the Japanese communication style by explaining the cause and effect relationship &
the duality in a cross-cultural business setting. Understanding the implications of ¢
Japanese duality should be of utmost importance to non-Japanese business peoplé
conducting business in Japan. Finally, the author suggests possible fluctuations from ©*
model influenced by independent variables like place of interaction and cultural conservats”
of the individuals involved.

Quality in Japanese Business Communication

The Japanese business people openly distinguish two different modes of commu
Formal mode, Fagade and Informal mode, “True voice ”,which are substantially
from the Western perception of public versus private communication. Kato

summarize the different perception of public and private communications in J3°
the West, Non-Japanese values of openness and candor imply that people would prof;ﬁe'
the image that the content of the information delivered in public won't substantially °_
from the information conveyed in a private setting. In Japan the content of the N’ o
presented in the two different modes of communication is drastically different mn les
cases eve contradicting itself. The duality of the Japanese communication P2 r,erelv
on a foundation of a perception of the concept of sincerity that is <©

nagemeﬂt

nication
differe™
(199—

an 3!‘;

e
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a customer meet to officially discuss the details of a deal

jjer and When the
SupP: o whether or not the product will be delivered by the promised deadjine js
‘ICSM{)/,:(» supplier replies with "I certainly hope so”, even though he knows with certainty

4i5€0: o 0 unexpected production difficulties his company won't be able to meet the
that aue At the end of the meeting the supplier invites the customer to dinner and
J(’ﬁd/ --Pnt(,,la;n/nvn! (settai).In the progress of the dinner, after a few drinks, the
pusin “ wplains to his customer that for unforeseen circumstances his company will
supp!ie’ E‘dé/iv(’/'y of the product.

dc,my the

mal Mode Tgtemae (Faqade) .
fricial meeting in the scenario above is conducted i the formal mode Facade .It is

The © de of communication used in offices during business hours and in all other public

the MO
pccasions:

ose: The main concern of this type of communication is surface harmony, which
purﬁr’esses itself in saving the face of all the parties involved. Surface harmony is the glue
E:Lt)he group and the society as a whole in Japan. The Japanese strive to preserve it at
any cost. Ambiguity, indirectqess, and a roundabout manner are considered essential
tactics for avoiding confrontations and disagreement.

Major characteristics

proper Etiquette: Communication in Japan adheres strictly to a elaborate etiquette, to
the extent that in some instances it might seem to non-Japanese as unnecessarily
ceremonial. A almost one hundred percent racial and ethnic homogeneity is a fundamental
building block of Japanese culture. So homogeneous, in fact, that meaning in communication
is conveyed more through the context of situation and place than through the content
of the message. Context is governed by a highly evolved and strict code of ethics. Many
Westerners have rightfully observed that in Japan it seems that how you say something

ismore important than what you say. Proper etiquette and form dominate the code of
behavior.

Ambiguity/Vagueness: The pursuit of harmony and the shunning of confrontation result
f ambiguity and a very indirect approach in communications. Direct questions are
“onsidered rude because they might put the other party in a position of loosing face.
Vagueness s the proper approach when dealing with points of disagreement. Meaning

depends on extremely subtle nonverbal cues. Non-Japanese business people have

"ved that it s quite difficult to understand what the Japanese really have in mind.
3panese fee| uncomfortable when pressured to express their preferences, they avoid

Stroy
"3 Words and they are very careful not to offend a gone.

'Thefnd'r.eq Communication: There are no less than a hundred ways of politely saying
Dh.as:t‘\::’:":‘On-Japanese very often misinterpret as meanim “yes “ or ma\, be ‘_Tng
elo‘Juente do our best ”,which for a Japanese would unmistakably 5|gna|_ no “is a
COnt,a *ample. Silence is another nonverbal cue that many foreigners misinterpret
buﬂnes"y to the nNon-Japanese/Western/prevalent culture where silence in a social or
'neutral‘ o-‘;CUssion has a negative connotation, the Japanese perceive silence as basically
g Pan "N-Japanese it is only a natural impulse to break the silence quickly, but

" i a grave mistake that has many times been prove to be quite costly for
egotlators_
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Bypassing & avoiding criticism: Modesty and self-restraint are highly prajseq
the Japanese culture. Japanese businessmen would humble Fhemselves or any sy
in their group to outsiders. At the same time they would. lavishly complement theij, forejq,.
counterparts. In a business setting extreme subtlety is used when talking aboyt o;'g’“
own accomplishments. The Japanese never criticize others in public. Direct anqy QDQS
criticism of the competition is considered very rude and arrogant. Criticism is not usu;;
brought up during official negotiations, but rather in a more informal atmosphere, gw’
as during after-hours social gatherings, and then, if any, it should be precise anqd extrem;/‘
subtle.

Virtu S
bordinat@

Implication - Missing Pieces of the Puzzle: Even though there is no shortage of Studieg
and information on the purpose and the culturally conditioned characteristics of this mOQ;n
of communication, the analysis of the effects of this communication mode on crggst
cultural business relations appear insufficiently addressed by scholars. The most importar,
implication of the official mode of communication, Facade, is the withholding of informatig,
that is extremely crucial for making decisions and operating business smoothly (for
example, the delay in the delivery time in the scenario above). In the name of surface
harmony Japanese people consider withholding many essential “truths ” a natural approach
to doing business. One could easily imagine what the consequences could have bee jf
the customer in the above scenario had declined the dinner. It is well know that decision
making with insufficient or incorrect information is a extremely difficult and risky process.
Gulbro and Herbig present a statistic, which is quite impressive: “Over two-thirds of US-
Japanese negotiation efforts fail, even though both sides want to reach a successful
business agreement “. It might be a bold statement, but quite accurate, that most of
those failures are perhaps due to misinterpreted or missing pieces of information because

of the duality of the Japanese communications. The author regards a empirical study on
this issue highly beneficial.

Informal Mode, Honne, (“True Voice”): The communication mode at the dinner in the
scenario above is informal. It is called Honne in Japanese and it is used after business
hours,while eating and drinking in restaurants and bars. Honne means “True voice”,"The

language of the heart.” It implies openly expressing one’s views and opinions the
unpolished truth without the concern of loosing face.

Purpose:The rationale of this mode of communication is to conduct business efficiently

Only in this mode can a person address difficult issues and points of disagreement directy
with neither of the parties involved loosing face.

Major Characteristics

» Information shared in the informal mode is as important and reliable as the
information conveyed in the formal mode (in the above scenario, the fact that ¢
delivery will be delayed),

* In honne,the informal mode, one can openly and honestly express his/her opino™
feelings or concerns without worrying about hurting others or causing loss of face (the
supplier in the example does not |ose face by revealing the upcoming delay in delivery):
» The information delivered in the informal mode is never mentioned in formal mod'edf
because it would cause loss of face.Yet it is well take into account and shou

: ion
defi itely be trusted (the customer in the example will never mention the conversa®’
at the dinner but certainly will act upon it).
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o _How to Look ffﬁl I.ho. Mim,um,: Pieces of the Puzzle:
Impl'CZvelopmenl of a close relationship is a indispensable
priof onne. The ol_)sevvnhon that the non-Japanese negotiate a cont
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(at! e business philosophies. The Japanese
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st €5 or t0 get down tQ business are considered extremely m(’m lriw‘J ) f’""t" time and
ga, ake days of mehcplously scheduled social gatherings SUL‘h apan. Sometimes
it mtgti and drinking durmg which the conversations mighrl é()umasnc)p!z r)lgh,p’r"""'g,
of eae | unrelated to busmess-. Many non-Japanese /WeS&}rnPrg mc?(lvh; F;hn-r{'mh and
:oz‘g tired or bor‘e_d to participate. This is the worst mistake o-ne car? ma#zl‘ﬂegm”
an'en - is of utmost lmportance to conducting business effectively with rh;{] )r Jap?n
fri 5 friendly and trusting atmosphere is created, the Japanese cautiousl‘\/A;jr(fﬁizzbi

he business framework for the partnership. In the scenario above switching to
| mode, Honne, would have been impossible had prior groundwork not »,ria:

T L
‘31’3‘ 0 ha in

A
JUNQ

govelop t
the informa

laid.

though the importance of developing a relationship prior to starting business is
well stressed in the literature, there is a lack of attention to the nurturing of”h:
relationship after that, and beneath the surface purpose of this close relationship.
gometimes it might create a misleading impression for non-Japanese that spending the
frst meeting in social conversations about sports, weather, families, hobbies, etc., is a
«fficient to prerequisite for conducting business. Developing a friendly relationship,
sarts in Tatemae, the formal mode, and is gradually carried into Honne, the informal
mode, Thereafter, nurturing the relationship flipping from Tatemae to Honne and vice
wersa is imperative for conducting successful business with the Japanese. Even though
wmany non-Japanese/Westerners after-hours business socializing appears as mere
entetainment, the actual purpose of the informal mode is to conduct business efficiently,
meaning to address all the difficult issues of the business relationship. Only in Honne,
e informal mode, can one find the omitted information during Tatemae, the formal
fode, This is how one looks for the missing pieces of the puzzle. The dinner in the above
enario is a good example of nurturing the relationship and safely dealing with the issue

¥possible confrontation.

Even
fairly

“nclusion /Scope & Suggestions for Further Research: In conclusion, the dual Japanese

?fCOmmunication, formal, Tatemae (Fagade) and informal, Honne (“True voice”)

Theonya superficial resemblance to the public/private communication in Western culture.

PUrpose of the formal Japanese communication is to save the face of everyone

iea. In order to fulfill this requirement in a business setting the Japanese will mthr:g@

i a°_'°fHati0n that might create a conflict situation, no matter holw unportl:":qf;;:‘:

N migh xpect to discuss all issues, INCUCiie

of dj giibe, Wes'terners,. on the contrary: © i f the informal mode of

unicats?agreement’ in a official meeting. The purpgse_o % lation. Eating and
on j f iFfi i of the business re N ¢

ana s to deal with the difficult points

. S R 2l

Fhours with business partners is not a Mere entertainment a'l?aﬁhffﬂlffgit
Nt, It js A i ess in Japan. Faty 5
Itis a indispensable part of the business Ao pnformal mode of

: ' i
e PIECES of information will be addressed only in the ently. After the

10 ) iness efficl
“‘Eal de\/elopn' The purpose of this mode 15 to conduct buimezsinformal taking turns
Ment of the relationship the two modes, forma’ an

- tionship. It would
‘o;;efw \:/g:r’ have parallel trajectories throughout the busnnets(s)rril)an;rontation S ling
%,,é'_m ; nemefs to avoid addressing issues Of dlSagrgeT'Zg if they wish to find the
S0 the d? and to participate in all after-hours activiti
ifficult questions.
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Tourism in the North East of India -
A Perspective

Subhasish Chakraborty

Abstract
The North East of India is - "The Land of Dawn Lit Mountains". The area is one of the

most pristine in India, with a dazzling array of flora and fauna, in a habitat that combines
glacial terrain, alpine meadows and the sub tropical rainforests. This region is home to
an extraordinary diversity of people and from an anthropological point of view is one of
the richest in terms of tribal culture.

The North East of India is the most varied and at the same time the least visited part
of India. It is the chief tribal belt of India and quite unlike the rest of India. In fact the
state of Arunachal Pradesh alone has over 50 distinct tribal clans.

Tucked away in the foothills of the Eastern Himalayas, the North East of India with its
mountain peaks, picturesque valleys, terraced hills, pine forests, fast flowing rivers,
mountain lakes, mesmerizing forest trails, monasteries and unpolluted air makes it a

virtual Shangrila.

But, in spite of possessing a great many tourism assets, the state has not been able to
develop tourism as an industry. This Research Paper (Perspective) delves deep into the
problems plaguing the tourism industry in North East India and tries to find out solutions.

Keywords
India, North East, Tourism, Eco Tourism, Tours, Tribal, Wildlife
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Subhasish Chakraborty, Travel Writer & Consultant Tourism
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The North East - An Overview
From high mountain passes to the exotic tribal culture, the North E
stupendous in terms of grandeur and beauty. This region is quite unlj
It is the chief tribal area of India with a great number of tribes who s
languages and dialects.

ast of 1p, i3 fe
ke the rest o S try
peak rn;my ‘ lr"l\;

This region is one of the most beautiful parts of India. It has lon
but with the improved means of communications, the entire regio
to the rest of India. However, in terms of tourism, the North E
catching up to do to be at par with mainland India.
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N IS now wel| o
ast of India has
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Having been born and brought up in the gateway city of North East India - G
evokes images of the mighty Brahmaputra river meandering through muyc

and of those joyful days when as kids we would play beach cricket on the sa
of the river bank every winter.

UWahatj g
h of the ¢

ndy stretch.

hes

I am referring to the pre-terrorism days when there was rule of |
man on the street led a laidback lifestyle. The Oil industry was doing good business, the
world famous Assam Tea was in a class of its own and the iconic Kaziranga Nationa| Park

was the cynosure of all eyes, providing glimpses of the rare and endangered One-horneg
rhinoceros.

aw and the average

Other states like Meghalaya, Arunachal Pradesh, Mizoram, Nagaland, Manipur, Tripura
and Sikkim played second fiddle to Assam - the gateway of North East India. Shillong -
"Scotland of the East" and the capital of Meghalaya was the most visited hill station,
surpassing even places like Guwahati and Kaziranga.

Thereafter, the equations began to change gradually. The dreaded ULFA appeared on the
horizon in the early 90s. There was trouble brewing in Nagaland and the lethally armed
NSCN militants were on the rampage. Mizoram too witnessed underground activities,
albeit Laldenga's Mizo National Front. A mushrooming of militant groups made a mockery
of the Manipur's stable political landscape and the tribal districts of Tripura were up In
arms against the elected government.

The only solace was the rugged mountainous state of Arunachal Pradesh. Although, thefz
hasn't been any planned militant activities so far in this breathtaking state, one lééf:_
from the mandarins of Arunachal Pradesh that increasingly the front ranking mlllht:l‘;
groups of the North East like the ULFA, the NSCN etc... have been using Ar“”at,con %
rugged mountainous terrain as a "safe heaven" and unless prompt military ch'mec
undertaken against the elusive militants, the state of Arunachal Pradesh too is €€

for destruction.

Jitant
The people of North East have for long suffered terribly at the hands of bom'ltlhe :;wef A
groups as well as the paramilitary forces. In certain pockets village after V! a?ety_ ,
torched and the local inhabitants were forced to flee into the jungle fortS:ave ven
element of safety offered by the densely forested tracts of the North Eas £ the 1ana:‘
lured the militant groups into setting up camps and mention may be made © of @ Wor
National Park in Assam, which of late has been conferred with the distmctlof; " nder t."e
heritage Site by UNESCO. Even a few years back, Manas National Park ‘:Vary oo ratio”
clutches of the dreaded Bodo tribal militants and it took a sustained milita
to drive off the militants from their jungle hideouts.




Reviewed Journal of

Management

jon 1S indeed alarming but it is not :()r'rmt.hinq that is beyond us to find a
The S‘tuaHIaVing spent n.wore than 25 years of my life in the North East of India, T h
.,-ollft'ol -d the pCaCf’ |ov|n.g people taking to arms as a means to mitigate their anqguish
;\,,t.ues-‘"" onomic maladies. Fo.r muc‘h too long, the ((ﬁ‘ntral government in Delhi offerad
" treatment to this region. In terms of industrial developrment and wealth
n has for a long time been in a splendid isolation. As 3 result of this
2t up anger, frustration and aggravation of decade after decades of
rnance has now spiraled into one of the biggest security concerns that the
O,.,mer\t of India is faced with.
.

ave

er, all is not lost an_d after a thorough gnalysis of Fhe North Eastern psyche, good
W ultimately prevailed and today there is an exclusive Ministry for the Development
sense mﬁth gastern region that acts as a single window platform in terms of development
of the estment. The region's stunning array of tourism products ranging from Antiﬁr:ﬁr,igg /
andfn; mountain passes and haunting wilderness to the very best of handicraft items
:;:’f?nauy found favor with the mandarins at New Delhi.

There has been a growing awareness on the part of the government that one of the most
sffective ways to combat terrorism in the North East of India doesn't necessarily mean
crushing rebellions with brutal paramilitary forces. The niche role that Tourism can play
in eradicating terrorism has finally dawned upon the powers that be in Delhi and for the
first time in many, many years, there is actually a proper Tourism Policy exclusively

meant for the North East.

Apart from the up gradation of the existing tourist facilities namely Tourist Accommodation,
Wayside Amenities, Budget Accommodation, Beautification and Refurbishment of Historical
Monuments/Monasteries etc., promotion of Adventure Sports and providing Adventure
Tourism equipments etc..., the Ministry of Tourism is going all out by way of promoting
the North Eastern region in the competitive international travel market

lThe fact tha_t each of the North Eastern States are given a free booth in the world's
#gest Tourism Fair - International Tourism Mart, Berlin (ITB) is an indication of the
%t;:‘"“{nts efforts to promote tourism in this part of the world. A slew of measures
Ofﬁcesagfqta] aSSI.St.ance for conducting fairs and festivals, priority puplnoty in t.he oversea-s
idies he Ministry of Tourism, planned development~ of Tourism circuits, [ﬂter?y“

"Sﬁtutionzn loans §anctioned by Tourism Finance Corporathn of India and} other rma_n.k-..a‘
and waiving of expenditure tax etc... have been introduced which has already

wn 4
encouragmg results,

T “
“mb, ?:thE role that Tourism or more appropriately - "Eco-Tourism" can play in
Yang of 4 te.rrol—ism, I recently had a first hand experience of the extent to which this
l Ourism can percolate in winning the hearts of the most hardened of militants.
V{a

on ‘

::-myAsS:mwsit to the world famous Manas National Park in Assam and on the ddv‘.ue
f s kind, ©se friends | decided to check in at Manas Jungle Camp. The Camp, the first

%nd anas i i tourism Society". We
Mgy N S run by a local NGO - "Manas Maozigendri Eco e
““glz;lc ang P With its 4 eco-friendly cottages to be very comfortable. The food was

€ staff dv to help. Apart from providing
" j"ﬂgte were warm and friendly, ever ready to neip
Tou” 3Ccomm°dation' which is infinitely more superior than the state government

9¢, the Manas Maozigendri Ecotourism Society has

been at the forefront

Centre, NSHM Business School, Kolkata
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he National Park and has also undertaken the initiatjye o
ses, helping self-help groups, encouraging local hy Patrg

of the revival of t !
inside the park prem!
all of which has

ndi(raﬁ

impressed the UNESCO World Heritage Come &
x IS

We were most impressed with the quality of work that the Manas Maozigen i Ece
Society was undertaking. Every morning we could see local village D‘-'fom;,) mur,ﬂ_‘
belonging to the Bodo tribal community come to the Camp and undergo tré—]]»ran‘,(
conservation. Presently there are around 200 volunteers who have registereg }urjg
Manas Maozigendri Eco-tourism Society. That's not all. For an NGO, to build rr)al::‘ the
bridges in one of the remotest corners of North East India is no mean feat. Th:a.ﬂ‘
have an exclusive "Conservation Zone" wherein the volunteers play a Crucial r alg,
preserving the local flora and fauna. Ole
The spirit of volunteerism shown by the members of the Manas Maozigendri Ecot,,.
Society was indeed praiseworthy. It is largely due to the pioneering role p[ayeds_lj
organizations like them and the cooperation of the Forest Department that re‘/wa[‘ii
Manas National Park was possible. I was told by the Park Director that at one pgjps x
time, Manas National Park was under the clutches of terrorists and the manner in wchﬁ
Manas rose from the ashes of terrorism to the forefront of Eco-Tourism in the North g5
of India is truly commendable.

So there is always hope that with the aggressive development of Tourism in the Nort
Eastern states and letting Tourism play the natural role of a catalyst, the disgruntle
militants can be brought under the purview of development and offered a new lease of
life.

Now that the Tourism ball in the North East has started rolling, a few points need to be
considered. First is the integration of all the the State Tourism organizations under the
ambit of one exclusive Tourism umbrella and the creation of a North East Tourism Board.
Such a board with the full financial backing of the Central government would be a far
better bet as far as promoting the entire region from a single platform rather than thé
dissipated efforts of each state.

Secondly, the geographic and ethnic landscape of the North East is unique in itself aruj
instead of attracting mass tourism, the effort should be to promote niche tourism progucts
like -

(1)  Anthropological Tourism.
(2)  Tribal Tourism,

(3) Folklore Tourism.

(4) Mountain Tourism,

(5) Handicrafts Tourism.

(6) Ethnic Tourism.

(7) Tea Tourism

: : ’ rses
Thirdly, it should be a priority with the government to revive the Raj-era Golf Cg‘;d to
that are ideally nestled in the midst of Tea Gardens. They were originally mtegoLj 5es

i r
serve the recreational needs of the British Tea planters, By integrating the .Go'f‘ endind
r"thihemage Raj-era Tea Garden Bungalows will create a platform to lure 19" *°

ourists from North America, urope as well as the Asia Pacific.



Bi-a””ual Peer Reviewed Journal of

Management

Fourthly, for Tourism to be successful in the North East, the need for a new age PR
for the promotion of the Nmtl'\ [.ns’t region needs to be in place. It must be
that PR in Tourism is a specialized tool to create an{l maintain a positive image for a
destination and is oriented .towauis creating and maintaining an atmosphere whereby
the travelling public are convinced of the advantages of visiting the destination

plan
borne in mind

concerned

Last but not the least, the proper identification of tribes for intensive expos
of tourism wherein their unique festivals and fairs are highlighted needs ¢t
out.

ure in terms

0 be chalked

what Ails North East Tourism
Wwith a little bit of soul searching, the answer to what ails tourism in the North E
not be hard to find. Significant clues as to what makes tourism in the North Eas
apart from the infrastructure bottlenecks are

r’l"v-} r'l”\‘\‘
t backward,
Incorporated below

i. Lack of trained people in the tourism sector:
The lack of trained people in the tourism sector is one of the major cause of the
pathetic state of affairs in North Eastern region's tourism scenario. In fact, the
percentage of staff with a professional Tourism degree/Diploma is significan
which has resulted in a rather amateurish ways of functioning. One signif
affect because of this paucity of trained tourism professionals at the helm

is the utter confusion and lack of direction when it comes tom
industry.in this region.

,'-{./ ow
icant side
of affairs

anaging the tourism

ii. Advertising & PR activities neglected:

In the field of Tourism, the need for making complete information and facts available
to both the potential and actual tourists assumes significance and advertising and PR
are tools to that end. This vital aspect has not been given its due importance by the

region's tourism industry. As a result tourist traffic to the North East has been miniscu
when compared to the other states of India.

le
Familiarization Tours or FAM Tours whereby Travel Writers, Travel Agents, Photographers
and Journalists are invited to visit a particular destination as guests to get first hand
€xperience of the concerned destination has not figured prominently in the scheme
of things as far as the manadarins of North East India's Tourism industry are concerned.

Also, radio and television contests featuring the North East has not materialised
commercially.

One has to bear in mind that favorable acceptance of any tourist destination by the

travelling Public is of utmost importance and it is solely Advertisement and PR that
Makes it possible,

'T!i. Lack of proper marketing strategy:

0 be Precise, the North Eastern states have never engaged themselves in big time
Marketing campaigns. Marketing being the arm of the tourism industry, helps to open
E" the frontiers, It is through a sustained marketing effort alone that the ultmate
ONsumer gets to know about a destination.

isv;lt?:tgsmndard ot il icts t ism industry

in Ndard tourist literature is yet another factor that afflicts tvhc? ouris estry

and fe North East, The literatures that come out in the form of brochures, pamphle :

is do J€rS are not quite up to the international standards. The quality of paper Klse&

Quite Aright poor, although of late there seems to be a marked improvement. Also,
often the printing has its share of errors.

"V(n; Centre, NSHM Business School, Kolkata



a lot about the destination itself and prq,, .
p by a planned marketing blitz can do whacm
d and erratic literatures cou!dn‘tt

These are the finer things that speak
high quality tourist literature backed U

isdi Siy
decades of unplanned, misdirecte X

do,

v. Lack of professional travel agencies & tour operators:

What can be more unnerving then the fact that t_here are not more than five top.gp,
travel agents in the region and most of them confined to the.gateway city of GUWahatf
Apart from Guwahati, a few reliable tour operators gperate in thg state of Sikkim, py
they still have a long way to go tobeona level playing ground with their COU”tQFDang
elsewhere in India.

What is alarming is the fact that each travel agent/tour operator has its own ways o
projecting the region which amounts to bad publicity because the potential tourist becomes
disillusioned as to the type of destination that the North East of India is. The need of
the hour is a uniform projection of North East by forsaking petty one-upmanship as far
as the travel agents / tour operators are concerned.

The Future Ahead

The future of North East's Tourism as I forsee it is nothing but success written all over,
A region having a fabulous culture, heritage and tradition, great places of pilgrimages,
rich flora and fauna, mesmerising wildlife, exotic hills and mountains, gorgeous rivers
and above all, an extremely hospitable set of people cannot be kept in hibernation for
too long.

There will definitely come a time when the whole of North East will reverberate with
tourism activity. But how soon this turnaround is achieved will depend upon the pace
at which the progressive reforms are practically applied in actual life and the sooner the
mandarins of North East India's tourism industry declare it as a "Special Interest Tourist
Zone" the better it is for tourism to flourish in this virgin and last remaining ecological
hotspot of India.

One needs to bear in mind that in case of "Special Interest Tourism" what the tourists
demand is not luxury or high quality products and services, but real experiences during
his /her holidays. The demand is for pleasant surroundings, usually at reasonable rates
which the region does have in abundance.

The essentail ingredient of this new kind of tourism package is the organization of
rgcreation which alone can enrich the tourism experience by allowing greater integrabt'op
with the place visited and fuller involvement in the social and cultural life of the holidaY
destination, much the same way as the Australian Tourism industry does in case of 1"°
Aborigines and the New Zealand Tourism vis-a-vis promoting Maori trib€
Even though the strife in the region continues unabated and visits to the North East arz
far from easy, it is hoped that Tourism will play the role of a harbinger of Pe2<® 2

stability in the region. After all, isn't Tourism too vast an industry to be swallowed 2f
Terrorism? Time will tell.
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conclusion
' Al said and done, anyone, even a layman will tell you that the potential is very much
Y there but needs to be properly harnessed. For a number of reasons India has always
peen touchy about the North East. In the days of yore and prior to India's ndependence
the usual route to the North East would have been through Bangladesh. In the past, th

e
)

\ q W
, go\,e,-nment too was sensmve about visitors and only permitted them to go to Assam
)‘ and Meghalaya; the other five states, all bordering China or Burma, were for all practicle
] = ici a Y

; purposes off limits. EYEI‘! a yusd to Assam and Meghalaya required a special permit,
U aithough this was readily available.

However, with @ government that is pro-active and with the setting up of an exclusive
i Ministry for the Development of North Eastern region, the old predexces are being
8 replaced with a slew of developmental initiatives that is ushering in a new ‘/«;al/; ,»jc
& prosperity. =

Centre, NSHM Business School, Kolkata 90
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e economy of West Bengal, .

i o) role in th
small ;‘c::le stries (SSIs) ére ta:tllr:g th';a;‘)erformance of SSI in West Benga, 1,
main objeCtVE p? 4 \Smsoe growth in sl in terms of urjits, growth in emlo\m”‘
paperOUtlines the gcoTI);e oaper also shows the district Wis€ growth of SSI in Weg
roguction 20" exfoe\;v registered SSI Units. The paper also COQCIUdes that the positioy
Benga! .and tr:end : in our state though we have some sick mdustrles_m our state
of SSI is satlsfactol’tY ould take steps for the development of SSI in our state

Therefore the GoVv

economy, sick industries, development

Key word
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small Scale Industries (SSIs), trend,

e meaningful and effective in directing
d in a social context. More importantly
s of the society where it is applied

India to develop @ contextually
te indicators 0 help

on
For any approach or development framework to b
public policies and programmes it has to be anchore
it should reflect the values and development prioritie
1t is therefore necessary for developing countries like

relevant approach to development, identify and devise appropria
formulate and monitor public policies.
_scale sector has played and important role in

argest employment generatd'
omic grows”

Since independence the small the econo™
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gmall Scale Industrial (SSI) sector is one of the most vital sectors of the Indian
The my in terms of employment generation, the strong entrepreneurial base it helps
gcono te and its share in production. Effective policy formulation and implementation
to cre;img to the promotion and development of this sector, requires a sound database.
ertaoffice of the Development Commissioner (Small Scale Industries) conducted two
Thesuses of registered SSI units prior to the Third Census. The First Census was conducted
Fen973-74 in respect of 2.58 lakh SSI units registered up to 30-11-1973. The reference
4 1r for this Census was calendar year 1972 in respect of units not maintaining accounts
:23 the actual accounting year closing between 1-4-1972 and 31-3-1973 for those units

maintaining accounts. Some information was also collected for 1970 and 1971. During
this Census, only 1.4 lakh units were found working.

The Second Census was conducted during 1990-912 in respect of 9.87 lakh SSI units
registered up to 31f3-1988' The reference year for this Census was financial year 1987-
gg in respect of units not maintaining accounts and the actual accounting year closing
petween 1-4-1987 and 31-3-1988 for those units maintaining accounts. During this
census, only 5.82 lakh units were found working. The data generated by the Census with
the passage of time had lost its relevance and required immediate updation to achieve

its purpose. Accordingly, the Third all-India Census was conducted during 2002-03 for
the possible proximate reference year, i.e., 2001-02.

During the 6th Plan period only 36,228 small-scale units were set up, in the 7th Plan
there were 80,421. There are 422,401 small-scale units in the State today. For small
scale and tiny scale units West Bengal Finance Corporation provides assistance for getting

loan. Also the Nationalized banks provide Term loan assistance besides Working Capital
loans.

West Bengal, which is a leading state in propagation of cottage and small scale industry,
with around 350000 units providing employment to about 2.2 million people, has a well
defined plan for advancement of this sector, through the active support of West Bengal
Small Industries Development Corporation and other agencies under the Department of
Cottage and Small Scale Industries, in the form of infrastructure development, creation
of industrial estates and marketing and raw material support. Though the number of

units in West Bengal is high, the incidence of sickness, poor management and the paucity
of finances are causes for concern.

Review of Literature

?heehberatm" on West Bengal industrial scenario is not complete without the mention-of
Mukch°tt?9e and small-scale sector, which has been discussed by Rahul Gupta and Ishita
sCalee.nee (2906)- West Bengal is a leading state in pr‘o;.)agatlon of cottage and smill;
mi“io'ndustnes, with 350,000 small-scale units providing emp.loyment to about 2.2
Ly " People, besides about 700,000 tiny units in the unorganized sector employing
€qual number of people.
‘T':\:ei:a"‘scale industries (SSI) constitute an important segment of the Indian economy
ang 2 ﬂ\eir contribution to the country's industrial production, gxports, em_plgymen;
smaﬁf;atim of an entrepreneurial base. The Government estabhshed the Ministry o
the <l Industries and Agro and Rural Industries (SST & ARI) in October 1999 as
their im Mi“‘s'irv for formulation of policies and Central sector programmes/schemes,
entation and related co-ordination, to supplement the efforts of the States

s, NSHM Business School, Kolkata
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nt of these industries in India. The Mmic,',y of aa

for promotion and developme hpiv? e :
wacpbifurcated into two separate Ministries, namely, Ministry of Smal| Scale

and Ministry of Agro and Rural Industries in September 2001.

Trend of SSI in West Bengal |

In the recent years we have seen that flow of investment into the industria|

West Bengal has been increased. In this context, we have considered the role af of
state oovérnmenl in developing industries and development agencies in order ¢ i Re
investment into the state. The main three development agencies are West Benga| Ilues
Development Corporation, Silpa Bandhu and West Bengal Electronics Industry [Jn,m,r‘["r“:‘
Corporation together with Information Technology. We have faced two problems 3550ciatas
with the industrialization, namely, the problem of sick industries and the problem o ’Jc,:

or no growth of employment opportunities.

QCkq

Fact

West Bengal is poised for steady industrialization. 214 projects have been implemant.,
in West Bengal during 2006 involving an investment of Rs. 3,410.7 crore where employmer
opportunities have been created for about 28,572. These figures exclude investment i
Power, Housing, and SME sectors. If all these sectors are taken into consideration the
total investment will exceed Rs. 10,000 crore. An analysis of the sector-wise investment
shows that Iron & Steel Industries received maximum investment. The proposal of 1Sy
Steel (Jindal Group) to set up a 10 million tonne Composite Steel Plant at Salbonj at
Paschim Medinipur with an investment of Rs 35,000 crore in the next 10/12 years, the
proposal of Jai Balaji Group for setting up an integrated Steel Plant at Raghunathpur
Purulia district with an investment of Rs 18,000 crore and the proposal of Bhusan Stee
for setting up a two-million tonne capacity steel plant are worthy of mention in this
connection. There has been a significant growth of the automobile industry in India in
the last decade. The industry is already contributing 4.8% of national GDP, and the
percentage is expected to rise to 6.8% by 2010.

in view of this, the State Government has redoubled its efforts to attract investmentin
this sector. It is satisfying to note that the efforts of the State Government have yielded
positive results when Tata Motors Ltd. (TML) came forward with a proposal to the State
Government for setting up an automobile manufacturing Plant at Singur including theif
proposed new product the “Tata Small Car." The proposal of TML envisages manufacture
of initially 2,50,000 cars per annum with a future plan of expansion of capacity. It als?
entalls an investment of over Rs. 1,700 crore besides investment of over Rs. 500 ¢ror®
more in order to extending financial support to the vendors, Mahabarat Motors Manufacturnd
Company Private limited, a joint venture of the Salim Universal Success has also bee”
Setting up their factory for two-wheelers in Uluberia, Howrah Global Automobiles PVt
Ltd’'s (Xenitis Infotech) two-wheeler project at Kamdevpur, Hoogly with an annual
production target of 3,07,000 motorbikes has already been commissioned. Similarly, U

India Ltd. who have set up their factory at Bhab ; - district

; anipur, Haldia in Purba Medinipur ¢
have started production of heavy motor ve ' target o
000 iz hicles with an annual production

In a bid to make the traditional industries more ogically upgraded
sector-specific parks with the mm-»’lnmﬁ:‘vg:r:fnto.;\c?:c(::it?es, state of "
a;t pollution control measures and modern amenities h;ve Bean sat up. The setting U
P wher Complex; FoliiaRubber, Chﬂ.muw Plasto Steel Park, Light Enginee’ '
a , PO Ymel’, Gaments m‘- ‘hm are mm, a' tha steps d“_ected towal‘dS th|S en
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Moreover, setting up of Indulstrial Parks at Jalpaiguri, Malda, Kharagpur in the district

paschim Medinipur, Barjora in the district of Bankura, Siliguri in the district of Darjeeling
¥ the initiatives aimed at ensuring dispersal of industrial growth across the State and
?;guce regional imbalance.

Tea sector also occupies an important position in the ihdustrial scenario of the State.
Total tea production in West Bengal was 233.29 M.Kg. in 2006, which is 24.04% of all
[ndia production. 20..00 M. Kg. tea from West Bengal is being exported, out of which
8,00 M.Kg. is Darjeeling Tea. Statg Government has taken up with the Government of
[ndia the proposal to. set up an Agri Export Zone (AEZ) for Darjeeling tea as a measure
to give impetus to thss' sector as wgll as to popularise the brand image of Darjeeling tea
in the global market in partnership with the Tea Board and other stakeholders. The
pl'c,duction of coal has increased to 17.478 million tonnes during April to December 2006
as against 17.463 million tonnes during April to December 2005. During the same period
Wwest Bengal produced 6% of the total production in the country. It may be mentioned
that Government of India has allocated to the State two underground coal blocks at
asansol-Ranigange belt under Burdwan district.

The State Government has also requested the Government of India to allocate two more
Coal Blocks to the State to meet the growing demand of the sector. During April 2006
to February 2007 Kolkata Port handled 49.8 million tonnes of traffic against 37.8 million
tonnes in April to December 2005, thus registering an absolute rise of 12 million tonnes.
Kolkata Port ranked first in respect of absolute growth traffic among major Indian ports.
The share of traffic of Kolkata Port among major Indian ports increased to 31.7% during
April 2006 to February 2007 compared to 12.3% in April to December 2005. The State
Government has been making sustained efforts to attract Foreign Direct Investment (FDI)
in some areas where such investments are conducive to industrial growth. During the
year 2006 Government of India accorded approval to 6 proposals with regard to setting
up of projects in West Bengal involving investment of Rs. 78.4 crore. During the period
from 2000 to 2006, projects involving investment of Rs.15321.7 crore have been
implemented in West Bengal. During the year 2006 West Bengal received 1.13% of the
total FDI received by India. The State Government is equally keen to take full advantage
of the 'Look East Policy' of Government of India.

This state occupies a predominant position so far as the development of micro and small-
Scale enterprises is concerned. There are close to 9, 00,419 small-scale enterprises in
Pest Bengal, which account for 7% of the total such units in the country. The state
OCCupies the sixth position in the country in terms of the number of small-scale enterprises,
:eftrer Uttar Pradesh, Andhra Pradesh, Maharastra, Tamil Nadu and Madhya Pradesh. In
pra:\s of employment generation in the sector, West Bengal ranks second after U»ttaﬁr
ace &sh. Nearly 25.22 lakh people are employed in West Bengal in small-scale enterprises,
ounting for 99 of the total employment generation in this sector in the country. In
Unitg B:ngal' the micro & small-scale enterprises account for nearly 90% of the |n;1usltg;e:3|
to 4oo,nd more than 50% of industrial production. The export from this sector Is ¢
° of the total export from the state.
Di‘triﬁt-w

i
i ol

Unit i W Ng table (Table 1) shows that Burdwan district produces highestfnu:‘\boetrh::
dL*“Cts_ est Bengal and investment amount is also much higher than that ot any
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Total 1394 23633.87
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Table 2 shows a comparison of number of
Majority of the districts shows a positive tren

al Abstract Government of West Bengal (Issues-2000, 2
units produced at 1975-97 and 2000-04.
d where as some districts like Murshidabag,

Dinajpur (N&S), Malda etc. shows a negative trend.
Table 2: Numbers of units from 1975-97 to 2000-04 in different districts

District No. of units 1975-97 No. of Units 2000-04
West Bengal 8.3 6.5
B
urdwan 8.57 9.76
Birbhum 8.56 31.06
Bankura
7.04 13.45
Midnapore (E&
(E&W) 11.09 13.97
Howrah
7:56 22.87
Honghly 8.42
¢ 0.63
24 Parganas (N&S
- ) 4.49 15.5
Ihats
5.49
Nadia 814 M
Murshidabadg ;, §4,08
Binajor (BT T i
Malda L ~8,04
Jalpaigurl - ~2,34
Darjeeling — I 12.88
Mb. P - — 8.78
— > ) 18.92
.97 s —
14.01

rmment of West Bengal (Issues-2000, 2004, 2005)
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3 shows a comparison of employment generation from 1975 97 and from 2000-

Table
04. Majority of the districts shows a positive trend where as some districts like kolkata,
Dinajpur (N&S), hooghly etc. shows a negative trend.
Table 3: Employment status from 1975-97 to 2000 04
“District <= Emp loyment 1975-97 Employment 2000 -04
w-ﬁ?nn}f 6.69 6.34
Rrujwan 3 8.85 15.33
[~ Birbhum 8.64 o 32 63 o
Bankura | A [ 13.83
- — i — Mot -
Midnapore (E&W) 9.74 31.7
Howrah 4.1 [FdT i 13.4
Hooahly 8.31 [ flofﬁ’,)— =
24 Parganas (N&S) 7.6 622 =
Kolkata 4.25 3.11 5l
Nadia 5.83 20.31 p
Murshi dabad 5.63 6.‘3)’—#
Dinajpur (N&S) 11.18 o T |
Malda 12.85 16.7
Jalpaiguri 11.22 8.69 1
Darjeeling 9.91 12.93 |
Coochbehar 6.86 19.86
Purulia 8.52 29.01

Source: Statistical Abstract Government of West Bengal (Issues-2000, 2004, 2005)

Growth of SSI in West Bengal
Based on the data published in various issues of Economic Review, Government of West

Bengal, between the period of late seventies (when the ruling Left Front government
assumed power) till the immediate post reform initiation (West Bengal embraced
liberalization in industries later than some of the industrially advanced states in India)
and the new millennium, the growth rates (mean of year to year rates) for number of
units registered during the year and employment generated during the year is given in

Table.
Table 4: Distribution of Units in the total ssl sector, by year of initial production

yvear of Initial | Estimated no. of units

=R In the total SSI sector Percentage to the total
Up to 1957 164631 1.56

1958 3577 0.03

1959 24135 0.02

1960 -65 89775 0.57

1966 -74 198767 1 89 W
1975 -76 Tizze | TR T

1977 -79 o e T v 1) |
1980 -84 530137 |2 5.04

1985 -90 1350980 [ 12 64 ]
1991 -96 2925716 27.81

1997 -98 2217761 21.08

1999 -00 2062800 19.61

2001-02 620352 5.9

Not Recorded 86224 0.82

Total 10521190 100

Centre, NSHM Business School, Kolkata
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Table 5: Performance of Small Scale Industry

; kh) production Rs. (crore) e ﬁ
No of units (la | Employment &
(m (at constant (ks ‘Port
nla
R  r
Regd. Unregd. [ Total Shipe) Prices) s, (Lrorh_)
- TR 2,61,289 1,84,428 239.09 m
S0 e 88 101.1 8.0) (4.4)
01 (4.1) (11.5) & : (28.8)
001~ | 13.75 2,82,270 1,95,613 249.09 %
g ' 91.46 105.2 b (43)
02 (4.1) (8.0) (6.1) g (2.1)
2002- | 14.68 3,11,993 [ 2,10,636 260.13 Seo3——
94.81 109.5
03 (4.1) (10.5) (7.7) (4.9) (20.7)
2003- | 15.54 3,57,733 2,28,730 271.36 T
98.41 114 90184
04 (4.1) (11.6) (8.6) (4.3)
2004- | 16.38 3,99,020 2,45,747 282.82
102.15 | 118.5 94,678
05 (4.0) (11.5) (7.4) (4.2)

Source: Annual Report 2005-06, Ministry of SSI, Govt. of West Bengal.

The number of new small-scale limits set up has declined in recent years. The banks
operating under commercial norms continue to be reluctant to finance new SSI as they
attract low rates under priority sector lending. As against 5067 new SSI units that
commenced production in 2003-04, the Directorate of Cottage and SSI had a target of
3605 units in 2004-05. In 2003-04, 10114 SSI units were registered (2002-03 figure
was 10898) in West Bengal. The number of registrations was significant in Kolkata (1119)
and surrounding districts of Howrah since the pre-liberalization era suggests that investment
intentions are not being realized due to constraints like lack of credit availability.

The disbursement of credit for setting up SSI units is also and indication of growth of
the sector. West Bengal Financial Corporation (WBFC) is the nodal agency for providing
financial assistance to the small-scale sector. In 2003-04, WBFC disbursed a total amount
of Rs. 1013.7 million to 513 SSI units (Rs. 321.5 million to 474 units in 2002-03), in e
area of Food manufacturing (except rice mills), Rice Mill services, and Textile, Pape’
R“bb‘jf and Jute products. Basic Metal industries, Metal work, Chemical, Machinery and
Electrical Machinery, Plastic Electricity/Gals and Steam and other industries (147 04 %'
i?gzé;:"“:“’eﬂ cottage industries and handicrafts sector, engaging craftsman and'a“'srzzs
¢ meag:r R’;Wg%f gd- ;|TO assist smaller SSI units, artisans and skilled persons, it dlsbtrln :
s recoveq'/ én I r:\ lion to 16 small-scale units, under its composite loan progfi v;ith
! Porta redit machinery to function, W

nt ingredient for the
a recovery | o i
2002050 Re: 14416 million in 2003-04 re 15.20% growth in recovery °

Conclusion
The Small Scale Units h - omy in ter™
of employment gener . gk ' t role in our i ment Tne
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vital sector of our economy, particularly after 1993-94. All the key indicators of SSIs are
showing sluggish growth pattern after 1993-94.

It is interesting to note that the policy of liberalization and de reservation in SSIs have
not affected the growth pattern of production intensities like employment intensity,
production scale and employment productivity. In other words, in spite of the change
in the growth pattern improved after the government announcement of de-reservation
and enhancement of capital limit in SSIs. These intensities are still growing at the constant
rate in our economy. The analysis of employment productivity at current prices shows
that scale of production of SSIs is the most significant factor in improving employment

productivity.

The change in the base of National Income estimation and also de-reservation policies
has positively affected the employment productivity, thus it can be concluded that though
there is a decline in the growth pattern of SSIs, yet the production intensities are growing
at a uniform rate. Improvement of marketing facilities and infrastructure development
has definitely helped them in improving their performance in terms of productivities in
our economy. This sector has a potential for the overall balance economic development
of the country, even under the new policy regime of Globalization, Privatization and
Liberalization.

There is a positive correlation between Production of Unit and Employment in the small-
scale industries in West Bengal. In comparison to West Bengal scenario, Burdwan district
is gradually developing. Production of unit has increased from 8.57% to 9.76% in the
year 1975 to 2004 and employment has also increased from 8.85% to 15.33% in the
year 1975 to 2004.

The measure from State Govt. for improvement of investment climate in the State has
reflected in the growth of industrial output in the state. The share of West Bengal in all
India output which declined to 3.8% in 1999-2000 has increased to 4.5% in 2001-02.The
state Govt. is giving importance to improve the situation in the industries. The Export
of West Bengal has increased from 6.5% to 9% during 2004-05.During post-liberalization
period West Bengal is growing more rapidly, SDP growth rate has been 7.3% during
2004-05 and target growth is 8% for 2005-06.The weighted annual growth rate ( 1993-
94 to 2003-04) is 7.5% which is higher than the national average.
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