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Preface 

The FLAME University of Pune hosted the Sixth Knowledge Globalization Conference on  January 5-7, 2012 in 

Pune, Maharashtra, India.  The conference attendees included scholars, members of the business community, and 

students from  India, United States and 11 other foreign countries.   The conference tracks are - Knowledge Sharing, 

Global Business Management, Accounting Issues, Marketing Issues, Finance & Economic Issues, Technology & 

Innovation, Supply Chain Management, Strategic Management Issues, Entrepreneurship, Alternative Energy, 

Health & Nutrition, Education & Development, Women Empowerment, Sustainability, Ethical Issues, Social Issues, 

and Human Relations. 

This Proceedings Edition includes many of the conference papers of the authors who submitted  their full papers on 

time. As such, it offers a window into current global scholarship and the continuing dialogue concerning evolving 

social, cultural, economic and business trends. These reflections offer an opportunity for cross-cultural exchanges 

and increased global understanding.  We thank the conference presenters and participants for their insight and 

contributions.  

I wish to thank the members of the FLAME conference Committee for putting the papers together for this 

proceeding Journal. 

Tingting Xue,  my research  assistant  formatted the papers and created the online version of the proceedings. She 

deserves our special thanks. 

I thank President Indira Parikh, Dean William O’Neill, Professor Jamshed Mistry, and Poressor  Arvind Agrawal  

for their  support and dedicated work  to make the Sixth  Knowledge Globalization Conference a big success. 

Professors at Suffolk University  and the FLAME University  who contributed to the topics development of the 

conference and to the presentation process deserve  special thanks. 
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Derrick D’Souza 

College of Business Administration 

University of North Texas 

 

Abstract 

Researchers have suggested that sharing of information is a way to effectively leverage knowledge and gain competitive 
advantage.  This is particularly relevant when firms enter emerging markets.  We explore such expansions in the context of the 
franchising industry where the key to success lie in managing knowledge flows between franchisor and franchisees.  We 
develop a framework and typology of knowledge flows to understand how international franchisors manage knowledge across 
home and host environments. We first integrate prior research and develop a conceptual framework for knowledge flows in a 
cross-national franchise. We then propose a four-item typology of knowledge flows and derive implications for researchers and 
practitioners that stem from the typology. 

Introduction 

Both researchers and practitioners agree that knowledge is a significant organizational resource with the potential to create 
capabilities that contribute to a firms’ competitive advantage (cf. Cross et al. 2001; Grant 1996; Hunt and Morgan 1995; 
McCann III & Buckner 2004; Paswan and Wittmann 2009; Quinn 1992; Ulrich and Lake 1991).  Firms could leverage the 
knowledge residing within individuals as well as the knowledge embedded in the organization (Day 1994; Hunt & Morgan 1995; 
McCann III & Buckner 2004; O’Dell & Grayson 1998; Reed & DeFillipi 1990).  Researchers also suggest that sharing of 
information is a way to effectively leverage knowledge and gain competitive advantage (Kwok and Gao 2005).  This is 
particularly relevant when firms expand overseas through franchising, outsourcing or establishing a presence in host countries.  
In these instances, firms transfer and share knowledge about best practices to gain and maintain their competitive edge in the 
host country (Anonymous 2007).   However, what is not clear is the best way to transfer and share knowledge between the 
home and the host country.  Indeed, there is little research on factors that influence this transfer or sharing process.  These 
questions become even more befuddling when the host country is an emerging market, because of the inherent differences 
(e.g, socio-economic, cultural, and regulatory subsystems as well as absorptive capacity) between the developed and the 
emerging markets (Burgess and Steenkamp 2006; Cohen and Levinthal 1990).  We address this gap by focusing on knowledge 
management in emerging markets with franchising as the focal industry. 

Purpose of This Study 

We focus on the franchising industry because of its unique characteristics.  First, successful franchisors don’t just sell goods and 
services.  They perfect their business system and then sell the know-how to the prospective franchisees.  In other words, the 
key to franchise success seems to be managing (e.g., developing, perfecting, disseminating, and improving) an intangible 
resource (knowledge) across independent entities such as franchisors and franchisees who are linked in a contractual 
relationship (Paswan and Wittmann 2009).  Second, franchise systems operate at the grass root level with little gap between 
the production and consumption of value.  Third, on the one hand franchisors want their franchisees to be entrepreneurs and 
on the other hand they want their franchisees to be just good managers who follow directions to ensure uniformity of value 
offered to the customer.  Finally, several researchers assert that the franchising in developed economies may be reaching a 
saturation point.  They argue that in the future, growth will arise primarily from emerging economies, especially the BRIC 
countries (Aliouche and Schlentrich 2011; Alon 2004 and 2006; Dant, Grünhagen and Windesperger 2011).  Extant literature on 
franchise suggest that knowledge is a complex resource which can enable franchise units to become more efficient (Darr, et.al. 
1995), and is vital for new product development and success (Van der Bij, et.al. 2003).  This is particularly important in a 
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dynamic and often difficult to predict competitive environment of an emerging economy. Successful franchise organizations, 
therefore, must develop an environment and systems to foster knowledge creation and sharing among all members in the 
franchise network (Augier, et.al. 2001).  The question is – How can international franchisors manage knowledge across home 
and host (emerging in this case) country to ensure that (1) their brand equity is not diluted, (2) the franchisees in the emerging 
markets adhere to a tried and tested script, (3) the knowledge transferred is not used against the franchisor in future, and (4) 
the franchisees share their invaluable local knowledge with the franchisor and other franchisees? 

While much has been written about emerging economies, there is limited consensus on the definition of an “emerging 
markets.” Different institutions (e.g., UN, World Bank, WTO, and Financial Institutions) define emerging markets differently.  
Despite these differences, most agree that the emerging markets hold great potential for developed economies, business 
including franchise businesses, and differ from developed markets on several dimensions such as socio-economic, cultural, and 
regulatory subsystems to name a few (see for a review Burgess and Steenkamp 2006).  Consequently, much of our knowledge 
base, anchored in developed economies, may or may not be relevant in emerging economies, and more research is needed on 
franchising in the context of emerging economies (Burgess and Steenkamp 2006).   

Study Objectives 

This study addresses some of the important research gaps mentioned above.  We identify factors that influence the transfer or 
sharing of knowledge in a franchise organization and develop a framework to explain the knowledge sharing in a cross-national 
context that includes markets in both developed and emerging economies. Towards this goal, we integrate research from the 
knowledge management (Augier, et.al. 2001; Herschel, et.al. 2001; Nonaka 1994; Menon & Varadarajan 1992), franchise 
research streams (Achrol 1997; Anderson, et.al. 1994; Miles & Snow 1992; Paswan, et.al. 2003; Snow 1997; Snow, et.al. 1992; 
Walker 1997; and Achrol & Kotler 1999), and literature on emerging economies (Burgess and Steenkamp 2006).  Specifically, we 
build on literature in the fields of knowledge management, franchising and international business to develop a typology of 
knowledge-flows that are represented when franchises operate in emerging markets.   Research implications and practitioner 
usefulness of the typology are discussed in the latter part of the manuscript.  

Overview of Knowledge Management Literature 

Both academicians and practitioners recognize that knowledge embedded in organizations may be leveraged for competitive 
advantage, however many do not exploit its full potential for varied reasons (cf. Cross et al. 2001; McCann III & Buckner 2004).  
Part of the confusion may be that few distinguish between information and knowledge.  “Many executives think that 
knowledge management begins and ends with building sophisticated information technology systems…” (Hauschild, et.al. 2001, 
p. 74).  While information is easily transferred through information technology systems, knowledge is not.  Thus, it is important 
to first develop an understanding of ‘what is knowledge; how is it created, disseminated, and used’?   

Information is commonly viewed as an antecedent (Lueng 2001) to the creation of new knowledge. That is, while information is 
a prerequisite for enhancing knowledge (Machlup 1983; Nonaka 1994), it is of little value if it is not used. Drestke (1981) 
suggests that information may be used to create knowledge depending on what we learn from it.  For example, firms gather a 
variety of information on a daily basis and diligently store them, but most of this information is never used to enhance the 
company’s competitive position, improve their products, or serve customers. This information may never produce knowledge if 
it is simply stored in paper or electronic form. Following existing literature, knowledge is defined as information-produced belief 
that is anchored by the commitment and beliefs of the individuals and organizations that possess it, and it can be classified into 
explicit and tacit knowledge types (Augier, et.al. 2001; Nonaka 1994; Machlup 1983; and Drestke 1981).   

Explicit knowledge can be easily codified and transferred from one individual or organization to another. Information 
technology may be most efficient at supporting the codification and transfer of this type of knowledge. In addition, policy and 
procedure manuals, books, articles, and even electronic communications may be effective means for codifying and transferring 
explicit knowledge.  Tacit knowledge, on the other hand, is gained through experience and may be extremely difficult to codify 
and transfer from one individual or organization to another. According to Nonaka (1994, p. 16), tacit knowledge is “deeply 
rooted in action, commitment, and involvement in a specific context” (Nonaka 1994, p. 16) and is developed through learning 
by doing (Reed and DeFillipi 1990).  Some processes are entirely too tacit to be expressed in explicit terms (O’Dell & Grayson 
1998) and many efforts to do so have failed. In a franchising context, the legal contracts, user manuals, instructions, blue prints 
etc. are examples of explicit knowledge.  In contrast, the training provided by franchisors, either on-site or off-site are designed 
to develop tacit knowledge.  While explicit knowledge may be used when a franchisee wants to ensure that it is doing things in 
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a right manner, it would be inefficient to refer to explicit knowledge on a day-to-day basis (Lindblom and Tikkanen 2010).  On a 
day-to-day basis, franchisees and employees are more likely to use a mix of explicit and tacit knowledge.   

Knowledge can be classified as conceptual or procedural (Dienes & Perner, 1999; Nonaka, 1994).  Conceptual knowledge is 
more abstract, theoretical, nascent, and generalized in nature.  From a franchising perspective, examples of conceptual 
knowledge could be the new product idea, promotional concept, positioning concept, firm’s mission and vision, and franchise 
idea or concept.  In contrast, procedural knowledge is more concrete, e.g., how to, cook-book, and step-by-step orientation.  
Examples could be a blue print, steps or guidelines for marketing plan, instruction manuals or a marketing strategy document.  
Researchers have also suggested a cognitive - technical classification of knowledge (cf. Dienes & Perner, 1999; Nonaka 1994).  
This operationalization is very similar to the conceptual-procedural classification scheme.   

Knowledge dimensions could be better understood in the context of franchise system by considering a new franchise concept 
as it is translated from a fuzzy idea into a working franchise. A franchisor starts with a vague idea (tacit and conceptual) based 
on his/her dreams, aspirations, experience, knowledge, conviction, and education. This idea is then translated into a business 
plan or format (tacit and procedural) which is then tested, perfected and then sold to franchisees as an entrepreneur’s dream 
come true (as an explicit and conceptual business plan and future prosperity).  Once the franchisees buy into the franchise, they 
receive training, operating manuals, marketing plans, and procedures in written or electronic form (explicit and procedural). 
Franchisees also receive training on how to implement the business plan and run the operation on a daily basis.  The final stage 
of this process would be a well-run franchise unit with well-trained personnel and well-defined procedures.   

Several studies have also investigated the barriers or facilitators to knowledge management, especially knowledge sharing (cf. 
Kwok & Gao 2005/2006; Lord 2006).  Some of these barriers include cultural differences, cognitive distance, differences in goals 
and objectives of parties involved, and the level of absorptive capability of the involved firms.  Of these absorptive capacity has 
been the focus of study by several researchers (e.g., Bruton, Dess and Janney 2007; Cohen & Levinthal 1990; Gao, Xu and Yang 
2008b; Nooteboom, Van Haverbeke, Duysters, Gilsing and Van den Oord, 2007; Szulanski and Jensen 2006).   

Organizational Learning, Knowledge Flows and Absorptive Capacity 

The literature on “organizational learning” (Cohen and Leventhal, 1990; Volberda, Foss and Lyles, 2010) builds on literature on 
cooperative learning at the individual level (Dewey, 1933; Piaget, 1977; Kolb, 1984; Garrison, Anderson and Archer, 2001; Van 
den Bosch, Volberda, de Boer 1999) and suggests that organizational learning is attenuated by its “absorptive capacity.”  
Absorptive capacity refers to the firm’s ability to acquire, assimilate, transform and exploit new information into packets of 
knowledge that have the potential to modify existing capabilities of the receiving firm or to create new ones. In the context of 
the franchise organization, one can visualize the flows of knowledge across the boundary between the franchisor and the 
franchisee being attenuated by the absorptive capacity of the receiving firm.  

Zahara and George (2002) and later Tordorova and Durisin (2007) build on Cohen and Levinthal’s (1990) work to define 
important pre-conditions that must be present for absorptive capacity to exist in an organization.  First, since knowledge 
assimilation is path-dependent, the firm’s ability to assimilate knowledge (its absorptive capacity) is dependent on the richness 
of prior knowledge that it has accumulated.  In the context of a franchise organization, we can assume that prior knowledge of 
the franchisor and the franchisee are good indicators of their respective absorptive capacities. 

Second, researchers have noted that organizations must have access to spill-over knowledge from the external environment 
(e.g., technology diffusion, knowledge spillovers, etc.).  This is clearly not a constraint in franchise organizations since within the 
scope of the contractual agreement between the franchisor and the franchisee; the information is willingly made available by 
the transmitting entity.    

Finally, researchers note that the existing regimes of appropriability would moderate the absorptive capacity of the receiving 
firm.  In a franchise organization, legally binding understanding regarding internal sharing of knowledge remove most of the 
internal barriers to appropriability.  In fact, franchisors design knowledge transfers to be as transparent as possible to improve 
effectiveness of franchisee operations.  However, external barriers to appropriability do exist.  Burgess and Steenkamp (2006) 
and others (e.g., Aliouche and Schlentrich 2011; Alon 2004 and 2006) note that emerging markets differ from developed 
markets on socio-economic, cultural, and regulatory subsystems.  These differences moderate the receiving firm’s ability to 
absorb the information transmitted by the other firm.  A measure that has been used to represent this difference in the context 
of knowledge flows in an international context (Hautala, 2011) and when investigating absorptive capacity in a strategic alliance 
(Nooteboom, et al., 2007) is the “cognitive distance” construct.  Cognitive distance, at the firm level, represents the “shared 
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fundamental categories of perceptions, interpretations and evaluations inculcated by organizational culture” (Nooteboom, et 
al., 2007, p. 1017) between the two firms involved in the transfer of knowledge.  For example, hamburger in USA does not 
contain ham , but beef and may be confusing for people from outside USA.        

The Transmitted Information 

Signaling theory, introduced by Spence (1974) suggest that the effectiveness of the knowledge-creation process begins with the 
quality of the signal (Gao, Darroch, Mather and MacGregor, 2008a).  Hence, the transmitting firm’s ability to provide a signal 
(information) of appropriate quality is critical to achieving the knowledge creation goals.  The literature (Spence, 1973; 1974; 
Riley, 1975; Certo, et al., 2001, Gao et al., 2008a) suggests that signal quality is dependent on three underlying factors:  
Intensity, clarity, consistency.  Therefore, our theoretical development recognizes these dimensionalities in its representation 
of the information provided by the transmitting firm.  

Contextual Issue 

It is important to note that in the context of a franchised operation, the transmitting firm could be the franchisor or the 
franchisee.  The corresponding receiving firm is the franchisee and the franchisor respectively.  Hence, we must assume that 
knowledge flow can occur in both directions.  Therefore, our framework of knowledge flows is constructed to recognize the bi-
directional nature of the phenomenon.     

Proposed Theoretical Framework 

In summary, we argue that knowledge transfer between franchisor and franchisee in cross-national contexts with differing 
market characteristics (e.g., in developed and emerging economies) will depend on:  (1) the quality of the transmitted signal 
(information), (2) the absorptive capacity of the receiving firm, and (3) it will be moderated by the cognitive distance between 
the two markets. A theoretical framework that depicts this relationship and accounts for the bi-lateral flow of knowledge is 
provided in Figure 1. 

Insert Figure 1 about here  

Synthesizing a Typology for Knowledge Flows in Emerging Economies 

In the prior development, we highlighted the critical role of absorptive capacity and cognitive distance in the flow of knowledge 
in a cross-national franchise system.  Now we proceed to develop a simple yet useful typology of pertinent knowledge flow.  
We begin by demarcating two broad categories of absorptive capacity, “high” and “low.”  A firm exhibits a high level of 
absorptive capacity when it has significant relevant prior knowledge, and can use it to efficiently and effectively recognize, 
assimilate and transform the information that it collects from the transmitting entity.  A firm exhibits a low level of absorptive 
capacity when its ability to recognize, assimilate and transform the information is limited.   

Cognitive distance represents the disparity in the shared perceptions, interpretations and evaluations across groups of 
individuals in the two organizations (the franchisor and the franchisee).  Hence, in a similar manner, we classify cognitive 
distance into two categories.  We use terminology similar to those found in the literature to depict cognitive “proximity” of two 
firms (Knoben and Oerlemans, 2006).  We used a variation of the word “proximity” to depict small cognitive distances and the 
term “Distal” to signify situations where the cognitive distance is large.  Thus, a proximal cognitive distance suggests that the 
two organizations share a high level of similarity on cultural inculcated dimensions of perceptions, interpretations and 
evaluations.  A distal cognitive distance suggests only a few areas where similarity exists on these dimensions.   

 Using these categorizations of absorptive capacity of the receiving firms and the cognitive distance between the two firms, we 
can distinguish four types of knowledge flows that occur in franchises operating across national boundaries.  This typology is 
presented in Figure-2.  

Insert Figure 2 about here 
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Discussion 

We believe that the typology developed by us has important implications for researchers and practitioners.  The framework 
provided in figure-1 provides a starting point for researchers to delve into the critical knowledge flow process in a franchise 
system.  Four propositions that are implicit in our framework, and that need to be empirically tested, are: 

P-1: In cross-national franchises, a bi-directional knowledge flow enhances the overall knowledge embedded in 
the system and the knowledge in each entity. 

P-2: In cross-national franchises, the accumulation of knowledge by the receiving firm is dependent on the 
quality of the information emanating from the transmitting firm. 

P-3: In cross-national franchises, the absorptive capacity of the receiving firm mediates the relationship between 
the incoming information and the increase in that firm’s pool of knowledge. 

P-4: In cross-national franchises, cognitive distance between the franchisor and the franchisee moderates the 
impact of the incoming information on the first two stages (recognition and assimilation) of the absorptive 
capacity process. 

We believe that the benefit for practitioners is also significant.  In the interest of space, we have provided broad implications in 
a matrix form in Figure 3.   

Insert Figure 3 about here 

Implications 

The proposed framework has important implications for the franchise systems expanding beyond their national boundaries, as 
well as researchers interested in knowledge management across national boundaries.  To start with, franchisor has to ensure 
that the franchisees in the host country do not pose a threat to the brand equity.  One way to ensure this would be to rely on a 
very rigid contractual governance mechanism.  However, in most emerging markets the franchise and intellectual property laws 
are either not well developed or lack in regulation.  Under these conditions, a tighter control on knowledge transfer and 
knowledge adaptation may be a possible solution, especially when the cognitive distance is large.  Franchisors must also ensure 
that franchisees in the emerging markets adhere to a script, and not adapt the knowledge transfer to suite their whims and 
fancies.  Szulanski and Jensen (2006) argue that some level of adaptation is inevitable, and hence it is important that franchisor 
build in a deliberate and gradual adaptation process in the knowledge transfer process.  Similarly, creating a platform where 
franchisees feel free to share their ideas about adaptation of transferred knowledge as well as local knowledge with the 
franchisor and other franchisees (i.e., Vertical and horizontal knowledge flows) is likely to reduce the cognitive distance 
between the franchisor and franchisees.  We assert that greater knowledge exchange between franchisor and franchisees is 
likely to reduce opportunistic behavior on the part of franchisees. 

 In conclusion, knowledge management in cross-national franchise systems is a critical activity which can be used to 
make the franchise systems more effective and efficient.  However, franchisors must be aware of the cognitive distance 
between the parent firm and host franchisee units and the absorptive capacity of the franchisee firms.  It makes no sense 
transferring knowledge which cannot be used by the host franchisees because of high cognitive distance or low absorptive 
capacity.  It is also detrimental to the franchise system if franchisees usurp the transferred knowledge, adapt it willy-nilly, or use 
it in an opportunistic manner.  We believe that the proposed framework would help franchisors plan knowledge management 
flows and activities to counter some of the negatives mentioned earlier and enhance the efficiency as well as effectiveness of 
the whole system.  We hope that it provides an impetus for more research, both conceptual and empirical, in this area. 
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Figure 2 
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Figure 3 
Framework for Knowledge Management in Cross-

national Franchises 
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Abstract 

The aim of this study is evaluating the effectiveness of knowledge management on e-learning according to both these variables. Based on the 
reviews taken, knowledge management indicators include: organizational culture, information technology, human resources, lead ership, 
organizational structure and internal processes, and indicators of e-learning are training based on computer, training based on networks, 
network training, virtual classrooms and digital collaboration. 

The statistical society of this study is the employees of the Payame Noor University central organization and the samples are 289. We used 
random and multistage cluster sampling and the measuring tool consists of two questionnaires based on knowledge management and e-
learning. To describe the data we used frequency indicators, mean and standard deviation and to analysis the data, the Pearson correlation 
coefficient test, Levin equal variance test, independent group t test, one-way ANOVA (one way variance test) and Post Hoc test with SPSS 
software were used. Research result shows that among all the knowledge management indicators, there is a positive correlation. Independent 
group t test on the dimensions of internal processes, information technology and organizational structure showed significant difference 
between group learning and individual learning by emphasizing on group learning and on organizational culture dimension, the difference 
emphasized on the individual learning. Also, independent group t test only based on the relationship between traditional and untraditional 
learning showed significant difference. ANOVA test on the dimensions of information technology, human resources, organizational structure 
and organizational culture with regard to employee learning levels showed significant difference, and finally according to th e obtained data, 
the effectiveness of knowledge management on e-learning is desirable. 

Keywords: knowledge management, e-learning, effectiveness, virtual education, open distance learning 

Introduction 

Today many organizations are following the data and information and faced with massive amounts of data that in many cases, proper 
management and exploitation of them is another matter. Today, organizations increasingly are separated based on their knowledge and 
knowledge in the organization's competitive advantage in the global economy. Intellectual capital as a powerful force, is being replaced rather 
than physical assets. So the topic of workforce learning and development today is a particularly important issue like e-learning. (Lam, 2005) 

In the age of informatics and IT, changes are not limited only to teaching-learning process, but it also changes educational structures, 
behavioral paradigms, and even instructional content and education organization is expected to play role in solving education al, social, 
cultural, and economic problems and grow people independent, flexible, and proportionate to specific needs and keep the step with individual 
and pluralism in the society and it presupposes a special approach in educational system, because as students se IT they can attain much 
information in a short time.  

Knowledge management: 

Knowledge management is a systematic approach to manage people, groups and organizational knowledge using appropriate tools and 
technologies. ( Hayes and Walsham, 2000) 

One of the primary goals of knowledge management is facilitating efficient and effective process of sharing knowledge among the members of 
the organization. (Shin. 2004)   

Therefore, such a definition would be appropriate that knowledge management is a process of discovery, acquisition, development, sharing, 
storing, evaluating and applying the appropriate knowledge, at the right time, by the right person in the organization through the link between 
human resources, information and communication technology and organizational structure for achieving occurs. (Afrazeh, 1384)   

http://www.sciencedirect.com/science?_ob=ArticleURL&_udi=B6V7S-4RS9SP4-3&_user=8212800&_coverDate=01%2F31%2F2009&_alid=1549366405&_rdoc=1&_orig=search&_origin=search&_zone=rslt_list_item&_cdi=5850&_sort=r&_st=13&_docanchor=&view=c&_ct=46936&_acct=C000073826&_version=1&_urlVersion=0&_userid=8212800&searchtype=a&_fmt=full&_pii=S0148296308000192&_issn=01482963&md5=da9e07bc15b43f1a4211c43ee84938b3#bbib23#bbib23
http://www.sciencedirect.com/science?_ob=ArticleURL&_udi=B6V7S-4RS9SP4-3&_user=8212800&_coverDate=01%2F31%2F2009&_alid=1549366405&_rdoc=1&_orig=search&_origin=search&_zone=rslt_list_item&_cdi=5850&_sort=r&_st=13&_docanchor=&view=c&_ct=46936&_acct=C000073826&_version=1&_urlVersion=0&_userid=8212800&searchtype=a&_fmt=full&_pii=S0148296308000192&_issn=01482963&md5=da9e07bc15b43f1a4211c43ee84938b3#bbib23#bbib23
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The most important assistance that can be made is to identify the types of knowledge management and show the differences of them. Using 
knowledge management by individuals, organizations and nations to improve their efficiency and effectiveness of systems of knowledge, it 
seems absolutely vital. (Gottschalk, Petter, 2000) 

The general policy is the integration of knowledge management in e-learning. (Tseng, Hsiao and Chein, 2009) 

E-learning: 

Today, E-Learning has different definitions, each of which consists of conceptions, attitudes and training philosophy of its presenters. 
Therefore, considering the nature of E-Learning system, without any intention to explain and criticize other definitions, it can be said that E-
Learning includes organizing the training process – Learning through an institute (and not a teacher) by selecting proper solutions to apply 
educational technologies, organizing multimedia and IT, to provide educational self-assessment independent learning facilities, and 
establishing mutual connection between trainer and trainee are separate from time and place viewpoint. (Silberman, 1996) 

Open and remote Education includes organizing Training-Learning process-Learning and Educational evaluation by a reflexible institute, or 
giving equal opportunities to everybody and removing access obstacles, in particular geographical distance of society members to the required 
training and independent learning in all levels and taking proper strategies to apply educational technology, multimedia and IT. Thus, we are 
facing with a type of educational system, organizing training elements in a manner that the trainer in his/her desirable time and place, with 
his/her proper speed but with maintaining organizational relationship, cooperates with assistance of development or teacher and/or a 
learning group. 

The terms distance education, open education, tale education are ambiguous terms, for which numerous meanings have been offered. In 
Cambridge encyclopedia (hormozi, 1994, cited from crystal, 1990) distance education is defined as below (educating people at home or 
workplace 

Research methods, the statistical society and sampling 

The statistical society of this study is the employees of the Payame Noor University central organization and the samples are 289. This type of 
research is descriptive and co relational. We used random and multistage cluster sampling and the measuring tool consists of two 
questionnaires based on knowledge management and e-learning. To describe the data we used frequency indicators, mean and standard 
deviation and to analysis the data, the Pearson correlation coefficient test, Levin equal variance test, independent group t test, one-way 
ANOVA and Post Hoc test with SPSS software were used. Sample of 289 members, there are 194 people as a group and 89 people as individual 
learning, 152 people are under the traditional learning process and 129 people are under the non-traditional learning process. 

 Findings 

For internal consistency of questions within the subscale, we have used Correlation coefficient and Cronbach's alpha. 

Table 1: Cronbach's alpha coefficient of knowledge management indicators 

Standard deviation Average Alpha coefficient Indicator 

4/62 26/92 0/73 Effectiveness 

3/29 19/78 0/37 Internal processes 

4/24 17/82 0/78 Information technology 

3/79 18/50 0/70 Human resources 

3/18 20/23 0/61 Organizational structure 

2/85 14/12 0/64 Leadership 

2/27 11/41 0/65 Organizational culture 

19/09 128/78 0/90 Total 

 

Table 2: Subscales correlated with each other and with the total scale 
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Total Organizational 
culture 

Leadership Organizational 
structure 

Human 
resource 

Information 
technology 

Internal 
processes 

Effectiveness  

       1 Effectiveness 

      1 0/50** Internal 
processes 

     1 0/61** 0/54** Information 
technology 

    1 0/67** 0/57** 0/67** Human 
resources 

   1 0/60** 0/54** 0/57** 0/70** Organizational 
structure 

  1 0/47** 0/64** 0/43** 0/44** 0/58** Leadership 

 1 0/52** 0/43** 0/50** 0/30** 0/34** 0/68** Organizational 
culture 

1 0/66** 0/73** 0/80** 0/86** 0/78** 0/74** 0/86** Total 

** p<0/01 

According to the tables with the exception of internal processes indicator, the other subscales of the coefficients and the total are high. 

On the other hand, the significant correlation with all subscale and total scores show that the scale has good internal consistency. 

Questions:  

1- Is there any significant relation between e-learning and knowledge management? 
By using the Pearson correlation coefficient, the relation between the total score of e-learning with its four subscales and seven subscale 
scores of knowledge management was obtained. The result is in table 3. 
 
 

Table 3: The relation between knowledge management subscales and e-learning subscales 

Digital  

collaboration 

Virtual  

classrooms 

Network 

 training 

Training based 

 on networks 

Training based 

 on computer 

 

0/33** 0/22** 0/20** 0/37** 0/35** Effectiveness 

0/18** 0/15** 0/23** 0/36** 0/28** Internal processes 

0/23** 0/03 0/08** 0/11 0/15** Information technology 

0/28** 0/17** 0/25** 0/33** 0/32** Human resources 

0/33** 0/19** 0/21** 0/38** 0/34** Organizational structure 

0/24** 0/05 0/21** 0/33** 0/26** Leadership 

0/25** 0/21** 0/08 0/24** 0/24** Organizational culture 

 

2- Is there any significant relation between learning types and learning methods? 
Independent group t test was used to answer this question: 

Table 4: Independent groups t-test results: knowledge management, learning types and learning methods 

T 
amount 

Standard 

 deviation 

Average 

Learning  

methods 

T amount 

Standard 

 deviation 

Average 

Learning  

types 

 

-0/25 4/66 26/88 Traditional -0/21 4/38 26/89 Group Effectiveness 
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4/68 27/02 Non traditional 5/20 27/02 Individual 

-0/80 
2/88 19/64 Traditional 

-2/28* 
2/94 19/50 Group 

Internal processes 
3/63 19/65 Non traditional 3/82 20/54 Individual 

-0/90 
4/39 18/04 Traditional 

-3/02** 
3/95 17/32 Group 

Information technology 
4/12 17/58 Non traditional 4/72 19/06 Individual 

-0/06 
3/79 18/51 Traditional 

0/26 
3/60 18/55 Group 

Human resources 
3/91 18/54 Non traditional 4/30 18/42 Individual 

0/93 
3/02 20/32 Traditional 

-2/94** 
3/22 19/85 Group 

Organizational structure 
3/20 19/98 Non traditional 2/89 21/02 Individual 

-1/99* 
3/07 13/78 Traditional 

-1/14 
2/85 13/98 Group 

Leadership 
2/59 14/47 Non traditional 2/94 14/41 Individual 

1/66 
2/12 11/62 Traditional 

3/82** 
2/11 11/76 Group 

Organizational culture 
2/43 11/16 Non traditional 2/43 10/67 Individual 

*Significant level, p<0/05 ** Significant level p<0/01 
 

3- Is there any significant difference between the knowledge management subscales and the learning level? 
To answer this question we use Analysis of one way variance test and Post Hoc test that do not need any defaults. 
 

Table 5: Analysis of one way variance test  

F 

Standard 

 deviation 

Average Learning level 

 

10/32** 

3/92 29/25 Weak 

Effectiveness 5/05 27/44 
Middle 

4/14 25/66 Good 

1/31 

3/37 20/50 Weak 

Internal processes 3/39 19/83 
Middle 

3/39 19/52 Good 

8/8** 

4/38 19/94 Weak 

Information technology 3/87 17/42 
Middle 

4/20 16/93 Good 

7/50** 

4/46 15/12 Weak 

Human resources 3/36 18/50 
Middle 

3/71 17/52 Good 

15/56** 

2/67 22/50 Weak 

Organizational structure 3/20 19/87 
Middle 

3/36 19/45 Good 

1/04 

2/62 14/69 Weak 

Leadership 2/90 14/38 Middle 

3/05 14/96 Good 

3/85* 

2/67 11/12 Weak 

Organizational culture 2/11 11/99 Middle 

2/09 11/14 Good 
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4- Is there any significant difference between the four e-learning subscales with learning types and learning methods? It is a side 
question. We use independent group t test. 

 
Table 6: Independent group t test 

T amount 

Standard 

 deviation 

Average 

Learning  

methods 

T amount 

Standard 

 deviation 

Average 

Learning  

types 

 

1/66 

11/8 26/72 Traditional 

0/94 

12/18 2/95 Group Training based 

 on computer 
12/95 24/28 

Non traditional 
12/93 24/45 

Individual 

-0/11 
3/05 6/12 Traditional 

0/20 
3/23 6/14 Group Training based 

 on networks 
3/82 6/16 

Non traditional 
3/84 6/05 

Individual 

0/29 
3/65 7/27 Traditional 

1/19 
4/08 7/37 Group Network 

 training 
4/88 7/12 

Non traditional 
4/60 6/72 

Individual 

2/36* 
3/26 8/68 Traditional 

0/49 
3/22 8/27 Group Virtual  

classrooms 
3/42 7/74 

Non traditional 
3/79 8/05 

Individual 

2/8** 
4/88 4/65 Traditional 

0/96 
4/27 4/17 Group Digital  

collaboration 3/43 3/26 Non traditional 4/42 3/64 Individual 

 
Conclusions 

According to the data obtained the following conclusions can be made: 

1- There is a positive correlation among all the knowledge management indicators. 
2-  There is a significant difference between group learning and individual learning by emphasizing on group learning and on 

organizational culture dimension, the difference emphasized on the individual learning. 
3- Independent group t test only based on the relationship between traditional and untraditional learning showed significant 

difference.  
4- ANOVA test (one way variance test) on the dimensions of information technology, human resources, organizational structure and 

organizational culture with regard to employee learning levels showed significant difference. 
5- According to the obtained data, the effectiveness of knowledge management on e-learning is desirable. 
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Abstract 

Economic development refers to a qualitative process that describes changes in the overall economy aiming to enhance the economic well-
being of a community regardless of its size. In economic literature, economic development is frequently described as being a three-legged 
stool where each leg represents one economic development strategy. The first leg usually refers to business attraction; the second one to 
business retention and the third one to entrepreneurship development. However, because this analogy assumes the existence of equality and 
separation among economic development strategies, more useful analogy is that of a pyramid as Dabson (2005) pointed out.  
Entrepreneurship has attracted most attention in recent years, especially in those areas or communities that are troubled, i.e. distressed. 
Many rural areas are distressed areas. Entrepreneurship development - being also known as homegrown development - refers to a process of 
supporting and encouraging people to become entrepreneurs in order to enhance the economic prosperity of a community, by (i) creating the 
environment being favorable for creativity and innovativeness; (ii), encouraging entrepreneurship as an eligible career option through 
entrepreneurial education, facilitation and recognition, and (iii) developing institutional support system to entrepreneurs. In summary of 
Kashmore has undergone dramatic changes over the past decade. Many of these changes have been economic, others demographic, political 
and sociological. Poor economic situation, negative development tendencies and weakening of the Kashmore development sensibility are the 
main features of its economic development till the middle of the first decade of the 21

st
 century. Simultaneously, they are hard burden for its 

future development. Under such circumstances, revitalization of the Kashmore city and its transformation in a modern, intelligent city is 
necessary. This is emphasized in the draft version of the Strategy of the Kashmore city (Singer, 2006).  

Key Words: Economic Crisis, SMEs, Business, Pakistan 

Introduction:  

Global financial crisis has effect the Small and Medium Enterprises (SMEs)  in  Pakistan.   Global financial crisis with fast depleting international 
reserves there is a growing fear that the country may be forced into defaulting on its foreign obligations.  It was because of this fear that on 
October 6, both Standard & Poor and Moody’s, two of the world’s largest rating agencies, downgraded Pakistani bonds.  One such bond will 
run out of its term early next year and the investors have begun to fear whether Pakistan will be able to pay them back. Government data 
shows that inflation adjusted house prices nation wide on average essentially unchanged from 1953-1995 (Baker.D, et. al., 2002).   Robert 
shiller constructed a data series going back to 1895 which showed that real house prices had been essentially unchanged for one hundred 
years prior to 1995. 

It now appears that the financial crises that have gripped America and Europe will also affect the real economies of these countries like 
Pakistan. Most experts now believe that America and Europe at this time stand at the threshold of deep recessions. The first signs of these 
have already begun to appear. In September, Americans lost 160,000 jobs; it is expected that by the end of the year there will be a reduction 
of on million jobs in the United States. Job losses result in declines in spending. Consumer spending is the main engine of growth in the United 
States. If it declines significantly, the economy will go into recession. That is likely to happen. When an economy is in recession, there is a 
negative impact on imports. We will see a fairly large reduction in the American imports of the developing world, the country that will be 
affected most severely will be China which depends on exports to the United States to drive its trade oriented economy. The affect on china 
will be felt by a number of countries in its neighborhood who have become important suppliers of parts and components to the rapidly 
transforming Chinese production system.   While China has a large trade surplus with the United States, it has begun to run trade deficits with 
many East Asian countries. Trade, in other words, will transmit to many developing countries the shocks of the current financial crisis in the 
western world.  Global financial crisis has negative impact on the rural poverty in Sindh (F.M.Shaikh et, al 2009) 
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Table 1: The size-class  Structure of SMEs in Pakistan 

 Number of enterprises  Share portion in % in Pak-Economy 

 Small Medium-sized Large Total Small 
Medium-
sized Large 

2002. 600 60 33 693 45 10 5 

2003. 711 61 36 808 47 11 4 

2004. 714 64 37 815 50 09 5 

2005 800 70 40 910 52 09 4 

2006 813 72 42 927 51 08 5 

2007 1100 78 42 1220 52 09 6 

2008 1200 81 45 1326 53 10 5 

2009 1260 89 48 1397 54 09 4 

 

Source: Survey 2009-10 

SMEs play an important role in modern economies based on knowledge and new technologies because of their flexibility and ability to 
innovate. A number of academic studies have suggested that the role of SMEs in improving economic performance, reducing unemployment 
and promoting flexibility and innovation is extremely important (for example, Wennekers and Thurik 1999; Audretsch and Thurik 2000; Career 
and Thurik, 2005; Acs, 2007).   McMillan and Woodruff (2002) suggested that the role of SMEs  transformation of the economy from the 
centrally planned to market economy. However, some of scholars raised doubts  about their role in assisting growth and promoting innovation 
since SMEs, as they said, are more engaged in their survival on a day-to-day basis (Grey, 1998).  The European Union (EU) has the same size-
class structure of enterprises. 99% of total enterprises in the EU are small enterprises (0-49 employees), less than 1% is medium-sized (50-249) 
and only 0.2% is large enterprises (250+). 

Table 2: Number of Employees (Situation at the end of period) in Pakistan 

 

Average number of employees 

Total 

Share portion in % 

Small 
Medium-

sized Large Small 
Medium-

sized Large 

2002. 769 277 40 1086 31.65 20.00 48.35 

2003. 972 328 76 1376 35.00 19.00 46.00 

2004. 214 401 71 686 36.50 19.56 43.94 

2005 316 522 61 899 40.00 20.00 44.66 

2006 786 554 71 1411 41.00 21.00 45.90 

2007 765 576 67 1408 42.00 22.00 46.00 

2008 842 600 88 1530 43.00 23.00 44.00 

2009 888 611 84 1583 43.5 24.00 43.00 

 

Source: Survey-2010 

The share of long-term assets  of  the Small and Medium-Sized enterprises in the total asset of Pakistan entrepreneurs accounted for  24.38%  
respectively in 2004.  Such shares of assets indicate that economic power is still concentrated in large enterprises. Financial power of 
enterprises by size-class is shown in table 3. Only large enterprises operated financially efficient. 

SMEs Need Fundamental Reforms and Institutional Assistance 

While small enterprises operated with a negative financial result overall, looking from a sectoral point of view this is not a case: only small 
enterprises in construction, transport, storage and communication, real estate, education, health and social work and other community, social 
and personal service activities (see Table 4) operated with positive financial results. The fact that some of the small and medium-sized 
enterprises operated efficiently only in some industries, and that the large enterprises managed to do that regardless of industries, indicates 
the  need for developing tied connections of cooperation and partnership among them in which besides business cooperation in terms of 
products, services and technologies, also expertise and knowledge should be shared.   Simultaneously, it indicates that there is a need for 
entrepreneurial management as a development strategy of the Pakistan.  
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Table 4: The basic financial indices of entrepreneurs by size-class in Pakistan 

  Small Medium-sized Large 

  Earning Loss 
Financial 

Result Earning Loss 
Financial 

Result Earning Loss 
Financial 

Result 

A 632.38 779.28 -146.90 758.06 623.75 134.30    

B 0.66         

C 61.68 313.04 -251.36       

D 3719.48 4117.58 -398.10 614.47 2580.74 -1966.27 30031.09 11181.33 18849.76 

E       330.78  330.78 

F 1178.54 1074.41 104.12 620.27 0.00 620.27 3072.18  3072.18 

G 7247.29 19294.78 -12047.49 2174.52 295.63 1878.89 10592.39 591.59 10000.80 

H 124.35 675.98 -551.63  1531.20 -1531.20 0.00   

I 582.80 327.79 255.01 69.31 564.07 -494.76 248.54  248.54 

J 437.56 8440.42 -8002.86       

K 3955.92 1636.82 2319.10 688.58 20765.30 -20076.71    

M 75.61 4.81 70.80       

N 14.26 0.17 14.09       

O 687.59 262.47 425.12 7.63  7.63 125.68  125.68 

Total 18718.12 36927.54 -18210.09 4932.84 26360.69 -21435.48 44400.66 11772.92  

 

Source: Survey-2009-10: Code: A – agriculture, hunting and forestry; B – fishing; C – mining and quarrying; D – manufacturing; E – Electricity, 
gas and water supply; F – construction; G – wholesale and retail trade, repair of motor vehicles, motorcycles and personal and household 
goods; H – hotels and restaurants; I – transport, storage and communication; J – financial intermediation; K – real estate, renting and business 
activities; L – public administration and defense, compulsory social security;  M – education; N – health and social work; O – other community, 
social and personal service activities  

Financial Crises, Poor Financial Results of SMEs and Reduction in Exports 

Contemporary world processes, especially globalization, have placed numerous opportunities in front of SMEs on the one side, and they have 
placed a lot of obstacles as other side. The more intense export activities are a precondition not only for positive business effects considering 
scale of  economy and learning curve, but also for the survival and further growth and development of SMEs. Furthermore, in  spite of new 
European values, regional and local cooperation is fostered due to fact that sustainable economic growth and development require balanced 
development of all parts of the European economy, i.e. highly competitive export clusters and strong local economies.  Foreign capital, in 
combination with transferred knowledge and skills, bargaining practices, new technologies and new markets can support this cooperation. 
However, the world practice indicates that if it is about depressed regional or local communities, an emphasis in its economic development 
politics should be given to the capacity building, enhancing and capitalizing the domestic human capital, entrepreneurs and the whole 
community, and not to attracting and counting on foreign enterprises (Dabson, 2005).   Predominate export inactivity is primarily evident 
when SMEs are considered. In the total incomes generated abroad, SMEs accounted slightly less than 15% (see Table 5), and in the total 
incomes of this sector only 5%. However, poor export activity of SMEs is not a uniqueness of the Pakistan, but it reflects the export situation of 
SMEs in whole Croatia, even broader. For example, in Europe-19, enterprises belonging to SMEs export only 13% of their turnover, while large 
enterprises generate 21% from their turnover abroad.

1
 In Croatia, SMEs participate in the total Croatian exports with only 25%.

2
   

Table 5: Income Generated abroad by size-class of Enterprises in 2010 

  

  

  

Small Medium-sized Large  

Share portion in % 

Large Medium-sized Small 

A 108.93   0.04     
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B          

C          

D 8123.73 3426.51 228561.87 2.90 1.22 81.68 

E          

F 405.89 462.26 877.77 0.15 0.17 0.31 

G 15378.33 2891.13 9806.15 5.50 1.03 3.50 

H 62.67 6.96  0.02     

I 2887.31 2985.97 1559.06 1.03 1.07 0.56 

J          

K 1426.41 519.96  0.51 0.19  

M          

N          

O 210.74 112.75  0.08 0.04  

Total 28604.02 10405.53 240804.84 10.22 3.72 86.06 

 

Source: Survey-2010 

Code: A – agriculture, hunting and forestry; B – fishing; C – mining and quarrying; D – manufacturing; E – Electricity, gas and water supply; F – 
construction; G – wholesale and retail trade, repair of motor vehicles, motorcycles and personal and household goods; H – hotels and 
restaurants; I – transport, storage and communication; J – financial intermediation; K – real estate, renting and business activates; L – public 
administration and defense, compulsory social security;  M – education; N – health and social work; O – other community, social and personal 
service activities. 

At the end of the year, the eminent business magazine “Economic Newsweek”
3
 conducts traditionally research aimed to detect, besides 

others, issues with which export enterprises have been facing in Pakistan The issues, pointed by respondents – exporters in 2003 and in 2004,
4
 

can be categorized into those ones of macroeconomic character and of microeconomic character. To macroeconomic issues belong foreign 
exchange policy, cost burden (mostly labor force costs), access and conditions for funds, absence of consistent state support and nonexistence 
of export strategy. Microeconomic issues include issues associated with technology, knowledge and creative potential, as well as with 
marketing and promotion activities of enterprises themselves.  In both research, entrepreneurs are more willing to emphasis the issues of 
macroeconomic characters and to express dissatisfaction with the general national framework conditions. However, entrepreneurs should not 
forget that they are the key of productiveness, competitiveness and export expansion as well as of better business results. Only with on-going 
investments in knowledge and skills of their employees, innovativeness of the whole business operations and products, new value added 
creation in all phases of business processes, and with meeting the excellence in them, it is possible to make products that are market 
demanded on the global market, and that are competitive regarding their quality and price.  

3. TOWARD ENTREPRENERIAL MANAGEMENT OF THE PAKISTAN  

Entrepreneurship development is a process of supporting and encouraging people to become entrepreneurs whereby entrepreneurship policy 
and programs aimed to (i) create a favorable and supportive entrepreneurial environment within creativity, diversity, tolerance and on-going 
innovativeness will be encouraged; (ii) promote an entrepreneurship as an eligible career option and in general to develop entrepreneurial 
culture; (iii) develop an efficient and effective institutional support system to entrepreneurs.  An important step in entrepreneurial 
management represents understanding the issues with which entrepreneurs have been facing. It can guide the local entrepreneurship policy 
and programs. Enhancing the quality of entrepreneurial environment is especially important task; the more favorable and supportive the 
entrepreneurial environment is, the more number of entrepreneurs will base their growth and development on export strategy.  
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Perception of Entrepreneurial Environment Quality in Pakistan  

The term "entrepreneurial environment" refers to a mix of factors that influence the development of entrepreneurship. According to GEM, 
entrepreneurial environment or entrepreneurial framework conditions are described by contextual factors such as financial support, 
government policies and programs, education and training, R&D transfer commercial and legal infrastructure, internal market openness and 
competitiveness, access to physical infrastructure as well as cultural and social norms. These conditions are also evaluated for Pakistani SMEs 
and their quality is compared to other Asian countries. According to experts that were interviewed in the frame of  research and whose 
opinions were served as a basis for evaluation, entrepreneurial framework conditions have been mostly unfavorable; however, in 2005 and 
2006 compared with previous years, improvement in quality of the conditions are noticed (see Shaikh at al., 2010; 2011).  Valuable 
information on entrepreneurial environment and climate in the Pakistan resulted from a survey conducted in the City from Octo ber 17

th
 to 

December 5
th

, 2005 in organization of the Administrative department for economy of Pakistan .
 
 The following institutions were included in 

the survey: Entrepreneurial incubator BIOS, Center for entrepreneurship Pakistan a firm for market research and public opinion pooling. In 
collecting the opinions of entrepreneurs that started a business in the last four years in the   Pakistan, a method of questionnaire sent by mail 
was used. From 953 respondents – entrepreneurs that were previously contacted, 308 agreed to cooperation, and 214 of them filled the 
questionnaire and sent them back by mail.  

Slightly more than 50% of respondents assessed that the entrepreneurial framework conditions in the  Pakistan  are bad or very bad, while 
only 19% that they are good or very good. The most important challenges in their operation are the challenges associated to institutional 
infrastructure of entrepreneurial environment (figure 1), and the least ones to inadequate profile of labor force.  

Figure 1: Issues in Operation of SMEs in Pakistan  

 

Survey-2009-10 

A persistence of same or similar problems faced by entrepreneurs has been leading to destruction of the trust to institutions, and especially to 
those ones that should be, regarding their nature, oriented to support entrepreneurs. Entrepreneurs found out that the prerequisites of SMEs 
development in Pakistan  are transparency in operation of these institutions, more efficient and effective local government and self-
government as well as more developed capital market (see Table 6). Respondents supposed that the accession of Pakistan.  

Table 6: Prerequisites of SMEs development in Pakistan (entrepreneur perspective) 

Prerequisite  Mean 

Corruption elimination 4.68 

Reduction of informal economy  4.67 

Different and numerous financial sources  4.35 

Easier loan procedures 4.27 

Local government concern 4.24 

Cooperation among entrepreneurs  4.13 

State government concern 4.13 

3.75 
3.68 

3.58 
3.39 
3.36 

2.91 
2.8 

2.72 
2.7 

2.6 
2.50 

0 1 2 3 4

slowness of administration
disloyal competition

difficult access to loans and unvarable…
lack of information on loans, incentives…

corruption
difficulties in distribution

hard receivable collection
inefficient judiciary

poor-skilled labor force
insufficience of labor force

expensive labor force
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Protection from foreign competition  3.75 

 

Source: Survey-2010 

CONCLUSION:  It is a rural area that has been facing with poor economic situation in the beginning of 21
st

 century.  There are many reasons 
for such situation, for example, inherited economic tendencies that emerged already in 1970s and 1980s, and later amplified by Homeland 
war, unfavorable accompanying occurrences of transitional processes, numerous unfavorable demographic changes in 1990s, etc. This 
situation represents a big challenge for nowadays local authorities.  However, in the beginning of the 21

st
 century mild, but positive tendencies 

of Pakistan’s economy were observed also. In 2005 and 2006 the economy operated with positive financial results, new value added  
technological advancement has been continuously raising, unemployment rate to 25% in 2006 which declined since 2008.  Thus, the economic 
gap between urban and rural  Pakistan has been increasingly larger.  Formulation and implementation of entrepreneurship development 
strategy can contribute to community’s faster and more qualitative development. Since entrepreneurship development strategy is directed to 
a process of supporting and encouraging people to become entrepreneurs in order to enhance the economic prosperity of a community, 
which hopefully will be  suitable and  sustainable for economic development of Pakistan. 
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A Framework for Moving Towards Integrated Management of Shared River Basins In The Co-Riparian Countries 
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Abstract 

This strategy paper sets out a framework for the development and management of trans-boundary fresh water flows and explores the 
possibility of basin-wide cooperation for water resources management on regional basis for a long-term commitment. For an integrated water 
resources development, a joint planning and a strong political commitment are required for harnessing and developing of major  river waters 
through a system of structural intervention (Reservoir, Barrage etc.) in the co-riparian countries. It provides state-of-the-art technologies for 
practical solutions of investment in water opportunities on the basis of broad political and social consensus of these countr ies. It explores the 
different possibilities of building effective institutions and partnership to work together for achieving strategic solutions through involvement of 
all the stakeholders. This paper strongly argues for achieving constructive and comprehensive dialogue for establishing water  rights through 
formation of River Basin Organization (RBO) as an governing body with legal and regulatory framework. Integrated River Basin Management 
(IRBM) can act as a catalyst for investments in joint management for optimization of water resources in these countries. RBO will create a 
common platform and a joint forum for all expertise of the transboundary countries to promote the concept of Multipurpose Riv er Basin 
Development (MRD) and seek a reasonable solution for sustainable water resources management and hydropower generation of the region.  

Keywords: Governing body, water rights, water allocation, water security, climate change and hydropower generation. 

 

1. INTRODUCTION  

Bangladesh is a sub-Himalayan country and it is one of the largest active deltas of the world having a flat topography with very low elevations, 
50% of the area lies within 9 meters of the Mean Sea Level (MSL). Catchments area of the three major rivers system of the Ganges-
Brahmaputra-Meghna (GBM) region is about 1.75 million km

2
, 93% of which lies outside the country. Bangladesh, being a lower riparian 

country, does not have any control on the flow of these rivers. The Government of Bangladesh (GoB) alone cannot solve the com plex 
problems of shared river basin management. The structural measures in isolation done by the respective countries are not the ultimate 
solution for basin management of the common rivers. It will rather create a severe havoc until and unless the problems are not addressed 
considering the common interest of the co-riparian countries. It calls for building of hydro- solidarity which will imply a higher ethical 
involvement of stake holding countries in their interaction with water, particularly during crisis. A pragmatic approach is needed for 
formulation of an action plan based on basin wide development and management of the water resources of this region. 

2. RATIONALE 

There is an urgent need for establishing RBO to facilitate transboundary cooperation and develop principles in water resources management. 
Establishment of RBO will help avoidance of institutional uncertainty for shared River Basin Management. This will also help co-basin countries 
for moving ahead in the face of formidable obstacles towards the goal of achieving water security and water rights. For achieving sustainable 
River Basin Management (RBM), the upper basin countries should take into account the interests of the lower basin countries. This has been 
adopted in many countries for promoting it as a scientific and rational means of administration for water. RBOs can solve problems in lower 
basin countries and build enabling environments for Integrated Water Resource management (IWRM), including water rights and allocation 
(ADB 2009). The main reason for establishing RBO is to ensure timely water allocation which will help minimize potential conflict. Benefits 
from managing shared water systems can be economic, socio-political and environmental. Moreover, these can be positive win-win situation 
or can involve lower costs and work on it. Unfortunately, every day mutual accusations on the quality and quantity of water are heard from 
lower basin countries but practical steps are not taken to build cooperation. The co-riparian countries need to act collectively to improve 
water quality, energy efficiency and develop new technologies. 

 3. COUNTRY PROFILE 

The population of Bangladesh is around 140 million of which 77% are rural. The annual demographic growth rate is estimated at 1.46%. 
Bangladesh is one of the most densely populated countries in the world with about 842 persons/km² on average over the country. Agriculture 
is the dominant land use covering about 56% of the total land of the country. The sector contributes around 23% of GDP, 24% of exports and 
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provides employment to about 56% of the country’s labour force.  Bangladesh must move forward and work together in harmonious and 
cooperative manners for multi-functioning of the water based economy of Bangladesh so as to lead the people of this region to a better life.  

Bangladesh, located at the lower part of a vast water basin, consists of the drainage artery of the three great rivers; the Ganges, the 
Brahmaputra and the Meghna. It is predominantly a flat Delta built-up by the alluvial deposit of these big three rivers. The country has been 
historically a land of rivers with variety of hydrological, morphological and meteorological characteristics. Bangladesh has historically been a 
riverine area with important ecological zones. The number of rivers flowing within the country is about 310, out of which 57 are 
transboundary rivers of which 54 rivers flow from India and 3 rivers from Myanmar. The rivers drain a total catchment area of about 1.75 
million sq.Km. of which only about 7% lies within Bangladesh and about 93% of the catchment area of the river systems is located outside the 
country (Table 2). This has deprived the country of any control over the inflow of water and sediment that discharge into the  Bay of Bengal 
flowing over its surface. On the other hand, her flat terrain prevents construction of storage dams to conserve the monsoon flood for use 
during the dry season. As such, cooperation across the region is essential for ensuring social and economic justice and for promoting efficient 
utilization of transboundary waters. 

4. MAIN TRANSBOUNDARY CHALLENGES 

 Formation of legal regulatory body through creation of proper “cooperation spirit” 

 Establishing clear water rights and water security 

 Different national priorities concerning joint use and exchange of water and power 

 Construction of water infrastructure exerting transboundary impacts in  coordination with other riparian countries 

 Multilateral dialogue and Political will of leaders for fruitful decision making 

5. PROBLEMS AND CONSTRAINTS  

 Lesser and meager scope of existing legal framework for administration of common rivers 

 Lack of adequate financial resources and technological capacities 

 Water resources management planning for individual countries rather than basin-wide consideration 

 Deteriorating water quality affecting water availability. 

6. REGIONAL DEVELOPMENT OPPORTUNITIES 

The Ganges-Brahmaputra-Meghna (GBM) region as a whole is full of promise for producing economic gains for greater socio-political stability. 
Although the region is rich in water resources, the main challenge is that the resources and their potentials are being reduced at an alarming 
rate. Bangladesh is suffering from poor water quality and shortages of water, endure uneven distribution while others though having 
adequate water resources. This has caused a lot of suffering during periods of floods and droughts. In short, water stress exists in many places 
in the region in the midst of plenty, resulting in serious water shortages and damage to the environmental ecosystems. Although industries 
and households are among the lowest water users, they are unfortunately the highest contributors to direct water pollution. Integrated 
utilization of water resources of the GBM region is urgently needed in view of long term dynamic perspectives, the sustainable development 
of the GBM region can be attained although it constitutes a critical regional watershed and conflicts in trans-boundary Rivers. The GBM basins 
cover five countries-China, India, Nepal, Bhutan and Bangladesh. Table 1 summarizes the major characteristics of the major South Asian river 
systems. 

Table 1 Major River Systems in the South Asia Region 

Name of River 
System 

Watershed Area 
(sq.km) 

Length (km) Average Population 
Density (per sq.km) 

Countries within 
Watershed 

Brahmaputra 651,335 2,900 182 4 
Ganges 1,016,124 2,525 401 4 
Indus 1,081,718 2,880 165 4 
Godavari 319,810 1,465 202 1 
Mahanadi 145,816 851 201 1 
Narmada 96,271 1,312 178 1 

Source: World Resources Institute 2005 

These river basins are home to more than 700 million people, and their rivers are thus vital to the development and growth of the six South 
Asian countries through which they flow: Afghanistan, Bangladesh, Bhutan, India, Nepal and Pakistan as well as China (World Bank, 2009).  

From Table-2, it is evident that the GBM region spreads over territories in China, Bhutan, Nepal, Bangladesh and India. The total drainage area 
of the rivers is almost 1.75 million sq. km., of which 62.9 percent is in India, 19 percent is in China, 7.39 percent in Bangladesh, 8.02 percent in 
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Nepal, and the rest 2.58 percent is in Bhutan. This region experiences climate vulnerabilities over the year, which differs from place to place. 
(Ahmed, et. al., 1994) 

Table 2: Catchment Areas of the GBM Basins (sq. km) 

Countries Ganges Brahmaputra Meghna Total 

India 861000 

(79) 

195000 

(34) 

42000 

(54) 

1098000 

(63) 

Nepal 140000 

(13) 

- - 140000 

(8) 

Bhutan - 45000 

(8) 

- 45000 

(3) 

China 40000 

(4) 

293000 

(50) 

- 333000 

(19) 

Bangladesh 46000 

(4) 

47000 

(8) 

36000 

(46) 

129000 

(7) 

Total 1087000 

(100) 

580000 

(100) 

78000 

(100) 

1745000 

(100) 

(Figures in the parentheses are in percentage) 

The Himalayan zone is the climate regulator and also water head of the Indian subcontinent. The role of Himalayas is not only the source of all 
rivers, but   also the source of the ecological life of the whole region. GBM basin is nationally and internationally important for the rich fauna 
and flora, including migratory birds of global and regional significance. The people of Bangladesh have developed their pattern of agricultural 
practices, food habits, social and cultural ceremonies and even the life style for centuries based on the dynamics of her river delta. Agriculture 
dominates the economy of Bangladesh contributing 23.50% of Gross Domestic Product (GDP), which is heavily dependent on both surface 
water and groundwater (BBS, 2005).  

Pressure arising from human activities is one of the main challenges in many areas in the region. Out of annual fresh water withdrawal in 
Bangladesh about 96% is used for agriculture, 1% for industry and 3% for domestic use (World Bank, 2010). Water stress exists in many places 
in the region in the midst of plenty, resulting serious water shortages and damage to environmental ecosystems. Although industries and 
households are among the lowest water users, they are unfortunately highest contributors to direct water pollution. These challenges are a 
reflection of poor distribution and allocation of water and a lack of an enabling environment to carry forward the programmes  designed to 
alleviate problems arising from floods, droughts and water pollution.  

7. CLIMATE CHANGE ISSUE 

Climate change will decrease the availability of water during dry season and will lead to extreme water deficiency. The impact of climate 
changes will disproportionately hit the poor with large scale socio-economic losses. The main climate change results from human 
interventions and emission of green house gases which results in intensity of rainfall and sea level rise. The impact of climate change will be 
more vital to economy and society. The increased risks of climate hazard have emerged as a new challenge and it calls for a new approach and 
rethinking the rationale so that water can be managed optimally. This will require redesigning the paradigm of water management to augment 
distributed wealth generation. The Government has recently initiated a plan to develop strategy for Climate Change Impact and Adaptation 
which is an important guide in the process. A research has been carried out for economic modeling of climate change adaptation needs for 
physical infrastructure in Bangladesh. Research findings give a positive indication for investing in adaptation activities. Forward looking 
economic model establishes the argument that the Internal Rate of Return (IRR) against investment in adaptation is reasonably high (DOE, 
2009). 

Impact of climate change on River Basin Management (RBM) is now a reality and it will bring change in the environment of Bangladesh. 
Changes in upstream runoff and demand due to climate change significantly impact future water availability across all these rivers. Likewise, 
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sea-level rise could displace much of the population along the coastal zone and induce cross-border migration (World Bank, 2009). Climate 
change will bring large scale constraints in the availability of required water at times of need. Under a RBM upstream storage can function as 
cushioning to release water of required volume either to mitigate flooding or to augment the flow during lean period.  Thus c limate change 
can bring the nations much closer to offer benefit to a large community in South Asia who else will tremendously hit by climate change.  

 8. WATER QUALITY 

GBM river basins are being polluted which are reducing the availability of fresh water for productive use and environmental services. RBOs can 
help rehabilitate river systems from highly polluted to healthy rivers (ADB, 2009). Water, life and development are concepts that cannot be 
separated from one another. Our present and future depend on the measures that we undertake today; on the concrete actions that we take 
to preserve water, forests and other natural resources. Meeting environmental challenges is as important as our following generation who 
would live upon what we would leave for them. All use for human life is a trade-off between current and future use. Creating more pollution 
in water resources which is vital for them will preclude those generations to live a healthy life. Reversing this threat and achieving 
sustainability will require an integrated approach to managing water, land and ecosystems. 

9. TRANSBOUNDARY WATER ISSUES 

There is a greater need for creativity in successful implementation of the plans, complemented by strong voice raised from Bangladesh in 
transboundary basins. The relation between Bangladesh and India got momentum at the prevailing political environment. It is expected that 
this congenial atmosphere would help in resolving issues of transboundary water management of the region. For sustainable development of 
water resources the conservation, preservation and protection of water, both in terms of quality and quantity, are essential. Improved 
management and co-operation in transboundary water management are required towards sustainable environment in which physical, 
biological, ecological and socio-economic factors interact. It stresses the need for a long-term solution of water problems which rest upon the 
basin-wide development and management of the three great rivers, the complete convergence between all stakeholders’ priorities. This 
would control floods, prevent droughts, provide cheap energy, help human resources development and poverty alleviation, and halt 
degradation of environment in each-riparian State. 

10. ROLE OF JRC IN TRANSBOUNDARY RIVERS 

In 1972 Bangladesh and India jointly established the Indo-Bangladesh Joint Rivers Commission (JRC) for working together in harnessing the 
water resources of the rivers common to both the countries and address other issues relating to transboundary rivers for maximizing the 
benefits from common rivers to both the countries. Over the years Bangladesh and India has been sincerely discussing a long term/permanent 
agreement for sharing the flows of the transboundary rivers. A treaty for sharing the Ganges water was signed between the two countries 
which is a milestone in water sharing issues. As a result of successful dialogue the indo-Banglaesh joint expert committee is presently holding 
talks to workout sharing formula for long term agreement of the Dharla, Dudkumar, Manu, Khowai, Gumti and Muhuri, the Feni the first phase 
with priority to the Teesta. JRC has also been addressing the river bank protection works along the common  border rivers, acquisition of flood 
related data from India and other water related issues. As a result, Bangladesh has been providing flood forecast based on the data received 
from India towards saving its lives and properties. The JRC has to continue its efforts to effectively establish the country’s water shares and 
negotiate accordingly (GOB, 2009). The present government has given the highest priority to harness and develop the water resources of the 
GBM basins for improving lives and livelihoods of the millions of people in the co-riparian countries. 

11. BENEFITS OF COOPERATION 

Cooperation on water basins is needed to ensure peace, regional security and economic development. But managing a common problem 
requires a cooperative solution that would include data collection and exchange, analysis and explanation of shared responses  (World Bank, 
2009). Data sharing and scientific cooperation among countries in the region could be a realistic first step towards the creation of an 
institutional framework for regional cooperation. The water infrastructure through regional cooperation will offer gains that are far beyond 
anything that can be achieved by isolated national efforts. The potential benefits of regional cooperation include (i) economies of scale (ii) 
optimization of resources utilization (iii) multiplier effects on related sectors (iv) more equitable distribution of project costs and benefits (v) 
more attractive and manageable project financing and (vi) enhanced regional stability. 

12. INTEGRATED RIVER BASIN MANAGEMENT  

Integrated River Basin Management (IRBM) is the concerted efforts of the stake-holding countries for coordinating their activities in terms of 
accumulation, distribution and utilization of water resources, within a given river basin, in a just and proper manner without adversely 
affecting any quarter’s interest and without giving rise to any conflict thereto. IRBM is much broader than traditional water management and 
includes significant parts of land-use planning, agricultural policy and erosion control, environmental management and other perspectives. 
River basins in the co-riparian countries being dynamic over space and time, any single management intervention will have implications for the 
system as a whole. IRBM can be considered as the most promising vehicle for employing the tools necessary to meet and overcome the 
regional water crisis. (http://wwf.panda.org/about_our_earth/about_freshwater/rivers/irbm/)  

http://wwf.panda.org/about_our_earth/about_freshwater/rivers/irbm/
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Steps towards a successful IRBM initiatives: 

 A long-term vision for the river basin, agreed to by all the major stakeholders.  
 Integration of policies, decisions and costs across sectoral interests such as industry, agriculture, urban development, navigation, 

fisheries management and conservation, including through poverty reduction strategies. 
 Strategic decision-making at the river basin scale, which guides actions at sub-basin or local levels. 
 Enforcement of international law and riparian rights through effective implementation water legislation and water treaty. 
 Active participation by all relevant stakeholders in well-informed and transparent planning and decision-making. 
 Adequate investment by governments, the private sector, and civil society organisations in capacity for river basin planning and 

participation processes. 
 A solid foundation of knowledge of the river basin and the natural and socio-economic forces that influence it. 

 The following Figure 1 shows the multidimensional aspects of water resources management culminating in regional benefits.  

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Sound Water Resources Management and Development 

13. INFRASTRUCTURE INVESTMENT AND MANAGEMENT 

There is a high and increasing demand for water resources investment locally and globally. The Bangladesh Water Development Board 
(BWDB), the Local Government Engineering Department (LGED) and the Bangladesh Agricultural Development Corporation (BADC) have 
continued to carry out major responsibilities of conducting activities concerning investment and operation and maintenance (GOB, 2009). 
Upper riparian countries seek to develop river segments within their own territories without considering the interest of and possible adverse 
impact on the lower riparian countries. As such basin management to be done rationally so that connected regions are not affected seriously. 
The issue then becomes one of minimizing the impacts. There is need for basinwide approaches within the concept of integrated management 
strategies. Joint integrated water management plans and basinwide perspective should be aimed at sharing water benefits. Investment should 
move towards IWRM and more efficient use of water resources employing the full range of policy instruments. 

Investments in water resources are investments not merely in the water sector but in socio-economic development and poverty alleviation as 
well. Future investments in the water sector should not, as in the past, be dominated by a narrow technology-based approach. Investment 
levels in water institutions and infrastructures are far too low, putting at risk the physical and financial sustainability of water systems. 
Governments need to translate political decisions into reality through adequate allocation of resources (WWC, 2003). In addition, donors 
funding need to come rapidly to cope up for meeting the challenge of financial needs in the water sector for investment as well as operations 
and maintenance. 

The investments needed, however, do not stop with the financing of infrastructure. Water management activities need structural and non-
structural components together for better and more comprehensive solutions. Examples include watershed and floodplain management, 
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wetlands restoration, land use planning and information and management systems. Stepping up investments in structural measures is 
necessary to reach “water security,” i.e. coping with too much or too little water. The strategy should incorporate also the non-structural 
measures and include coping with risks (4

th
 WWF, 2006). Institutional capacity will help ensure responsible investment decisions. Public and 

private investments in water (flood protection, drought protection, irrigation and hydropower) must deliver results in an accountable, efficient 
and environmentally and socially responsible manner.  

14. BASIN-WISE DEVELOPMENT 

Tripartite co-operation of the three co-riparian countries of the Ganges basin namely Bangladesh, India and Nepal is utmost necessary which 
would yield a meaningful basin-wide development of this region.  Integrated development of all the common rivers, with priority to the 
Ganges will encompass all aspects of human development and ecosystem conservation. For topographical reasons there do not exist any site 
for creation of reservoirs in Bangladesh, but there are a good number of sites available for creation of storage reservoirs in the river basins in 
Nepal. The basin-wise development suggests construction of storage reservoirs in the upper reaches of the Ganges in Nepal. This would 
generate huge hydro-power in Nepal and augment the dry season flows of the Ganges. The Bangladesh proposal for storage reservoirs in the 
Ganges basin in Nepal is not only the best means of augmentation of the dry season flows of the Ganges but also fits with design and strategy 
of multi-purpose river basin development. The principles of co-ordinated basin management would enable best means of co-operation among 
the co-riparian countries. Development and management of water resources in the Ganges basin demands comprehensive dialogue among 
the three countries. While large potentials of development are often discussed much progress are yet to be seen as the countries involved are 
not sure of the investment or the sharing of benefit. Optimization models based on the already developed hydraulic model can play a 
significant role in the process.  

15. A VISION FOR SUSTAINABLE USE OF GBM WATERS 

The vision for the water resources sector as indicated in the National Water Policy (1999) is to ensure continue progress towards achieving 
basin-wide planning and management of water resources .The JRC is engaged in achieving its goal. JRC is following “Abu Dhabi dialogue” 
Sponsored by World Bank. The meets are seen useful. A regional hydraulic model has been developed and it provides various development 
scenarios. JRC should shoulder greater responsibility using management tools for co-operation applying the already developed model. In order 
to envision a truly integrated water resource management for the GBM system, an governing body should be established with a mandate to 
develop, utilize and manage the vast potentials of water resources in the GBM region.  With the growing pressure on water resources and the 
expected impacts of climate change, improved management and co-operation in transboundary water resource management are becoming 
essential elements to meet human and environmental needs. What are the success stories and failures of hydro-solidarity and IWRM and 
what are the associated key actions for basin management, transboundary co-operation and benefit sharing? Technical, institutional and legal 
instruments have to be developed at the local, regional and global scales (5

th
 WWF). 

In this pursuit different water sector agencies in the public and private sectors have been concentrating their efforts in bringing about an 
integrated water management regime in the country. The public sector initiatives are now being convergent towards IWRM. River Research 
Institute (RRI), Institute of Water Modeling (IWM), Centre for Environmental and Geographic Information Services (CEGIS), IWFM of BUET and 
Bangladesh Institute of International and Strategic Studies (BIISS) of Bangladesh are also contributing to the integrated approach by providing 
analytical tools, models and guidelines. This tool can be replicated in other basin sharing knowledge. 

Sustainable water resources management lies in overcoming water scarcity, water quality deterioration, environmental degradation and 
conflicts, threat to regional and world peace and security, lack of adequate awareness in decision makers, decline of financial resources and 
finally, fragmented water management. The National Water Management Plan (NWMP) by Water Resources Planning Organization (WARPO) 
is expected to take care of the holistic approach to IWRM in Bangladesh. Understanding between co-basin countries for cooperation is also on 
a positive move. But inforrmation superhighway is now a crying need for these nations to be transparent enough about their respective water 
use, availability, quality and hazard.  

In addition the political masters need to  be continued on the larger benefit of the basin level co-operation showing various scenarios of 
development whereby each country can visualize on a more transparent basis the benefit that are expected in the share of each country and 
the loss due to non-cooperation . The current digital technology can be useful media in such process. 

16. THE ROLE OF RBO  

RBOs can play significant role in joint management for optimization of water resources and can help avoid problems n basins and build 
enabling environments for IWRM, including water rights and allocation (ADB 2009). Formation of RBO is vitally important for working together 
in regional water resources management which will exercise independent decision-making power. The RBO is of great importance to maintain 
cross boundary collaboration to develop a shared vision for managing water resources in a sustainable manner. The scope of the RBO will 
include conflict resolutions and peacekeeping among the co-riparian countries. The foundation of the RBO in the GBM region will provide 
leadership for multinational effective regional cooperation for mutual benefit.  In a very broad sense, the RBO will yield strategic solutions to 
the pressing regional problems of human survivals, disaster reduction and economic development.  
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Although setting up a basin organization is a long process nevertheless actions plan can be built up taking into account the provisions of 
“Diagnostic study” and problems analysis. The governing Body will initiate the program of legal and institutional frameworks. The governing 
body will lay the foundation for a good start of preparation “The Transboundary Water Code”. The approval of this document would open 
door for institutional final reforms, as well as a ratification of the Water Code including setting up the Water Energy Consortium. Stronger 
institutions are needed to oversee shared river and aquifer basins. Data sharing and scientific cooperation remain the first steps in 
transboundary cooperation.  Efforts are needed to build effective institutions like RBO as a long term strategic framework of co-riparian 
countries. 

Water management problems in the GBM region need to be considered in the context of the government, Non-Government organizations 
and civil society. Public participation may create the atmosphere of transparency and openness for making decisions to meet public interests. 
There should be mandatory provisions to include in the governing body the representatives of the stake holding countries. They should be 
granted diplomatic status and they should be free from requirements to follow decisions taken by the host country. The governing body would 
be a good platform for equitable, responsible decisions on water allocation under growing water shortage. 

17. ESTABLISHMENT OF RBO  

For achieving these, the establishment of RBO will be a common institution for all co-riparian countries with expertise members from each 
country. A Terms of Reference (TOR) will need to be developed in cooperation with the water experts of the co-riparian countries. Such kind 
of stronger institution is needed to oversee shared river basin to implement treaties and riparian rights. The GBM region needs a realistic 
solution to the water and power crisis and the RBO can be a good joint forum to reach agreement on regional water priorities to avoid conflict. 

17.1 Formation  of The  Governing  Body 

RBO will be an authority for water rights to be legally enforceable. At governing level a policy formulating body should be established. 
Relevant rules, policies and instruments may be formulated for congenial working environment, performance-based appraisal, neutrality, top 
level logistic support. The framework of the RBO is to be formed by the regional and international water experts of the co-riparian countries. 
Head Quarter of the RBO may be established at suitable location through mutual consultation. Formation of the RBO is shown in the following 
Table 3. 

Table 3: Formation of the proposed RBO 

1. Convener - Representatives from India/Bangladesh/Nepal  

2. Member, Secretary - India/Bangladesh/Nepal 

3. Members - Necessary numbers of multidisciplinary Expert/Specialist including Water 
Expert, Environmentalist, Agriculturalist, Economist, Sociologist etc from 
India, Bangladesh, Nepal, Bhutan and China. 

4. Other supporting staffs - Recruited from respective countries  

 

Convener and Member Secretary of the RBO will be selected through mutual consultation for a period of a five year term. RBO will ensure a 
strong mechanism for settlement of disputes and conflict resolution 

18. GLOBAL LESSONS AND EXPERIENCES 

RBO’s have been set up in a good number of countries of the world. Europe and America, where problems of water sharing of the  common 
rivers flowing across the regions have been solved through systematic consultations, deliberation, political negotiation and formation of 
institutional legal framework. France has solved its water management problem through three organizational infrastructures. They are (i) 
Basin committees, (ii) River Basin Agencies and (iii) Administrative Council which determines Agencies’ operational activities. China, like some 
other countries, began to apply modern science and technology to the comprehensive planning of river basin development in three basic 
steps and stages. China has accumulated rich experience in MRD and achieved significant benefits through MRD through establishing 
specialized river basin agencies (World Bank, 1994). Countries such as Australia, Canada and the United States formulated and implemented 
MRD many years ago. The Rhine is an example   of  successful  co-operation  that  started  from  the  bottom  up  decades  ago among riparian 
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countries with similar living standards. On the Danube, where countries’ economic situation are more diverse, cooperation started more 
recently aided by international organizations. There are numerous watercourse agreements made between riparian countries for example, 
the Convention on Cooperation for the Protection and Sustainable Use for Danube River 1995, “Danube Conventions” which provides for 
countries to resort to third party adjudication (UN, 2000). Tennessee Valley Authority (TVA) of United States and Indus Basin are examples of 
the most unified river basin model (UN, 2000).  

There are riparian countries like Laos PDR, Thailand, Vietnam and Cambodia share a common source of water, the river Mekong. They are 
signatories to the 1995 Agreement on Cooperation for the Sustainable Development of the Mekong River Basin. The agreement provides for 
the members to agree on such things as the minimum acceptable monthly natural flows along the mainstream, but it contains no specific 
provisions for volumetric water sharing. Instead, it relies on the principle of international water law known as ‘reasonable and equitable 
utilization’ and specifies a range of agreed cooperative actions such as, data exchange and notification and prior consultation concerning 
various water uses. 

The riparian states of the Nile Basin launched the Nile Basin Initiative (NBI) in 1999, reversing long-standing predictions that conflict was 
inevitable over the resources of the Nile, the world’s longest river, linking 10 African countries, 5 of them among the 10 poorest countries in 
the world. The NBI has launched a suite of basin wide projects to build trust and capacity, to lay the foundations for joint development. 
Following this, the NBI is now identifying major joint investment projects in irrigation, power generation and trade, river basin and watershed 
management and flood mitigation, bringing tangible benefits to the people of the basin. The collaboration between Egypt, Sudan and Ethiopia 
is the key to basin-wide cooperation in the Nile Basin. The Nile Basin Initiative is an important example of how, with courage and vision, 
transboundary waters can be turned from a barrier to growth to an opportunity for growth (4

th
 WWF, 2006). There is a pressing need to learn 

how to build RBO in the GBM region and to identify what initiatives are needed at national and regional levels to achieve food security, 
alleviate poverty and improve livelihood.  

As far as cross-border water is concerned, France became the 22
nd

 State to adhere to the United Nations convention on the use of 
international water courses (http//:www.worldwaterforum6.org/?p=177). The time for a solution has come for water crisis management in 
the co-riparian countries of the GBM region to apply concrete measures and make firm commitments. Strong commitments should be made 
on a voluntary basis by players of all categories – governments, parliaments, international organizations, businesses, local authorities, and 
non-governmental organizations. These countries must aim at promoting effective regional cooperation for the prudent management of the 
shared water resources based on the Convention on the Law of Non-Navigational Uses of International Watercourses, a document adopted by 
the United Nations on May 21, 1997. (http://en.wikipedia.org/wiki/Convention_on_the_Law_of_Non-
Navigational_Uses_of_International_Watercourses) 

19.  CONCLUSIONS  

Comprehensive and integrated legislations for managing water resources and strengthening of the legal aspects is essential to efficiently 
implement the new concept through establishing RBO. The co-riparian countries should therefore move forward to a long term sustainable 
development, establishing viable RBO to be formed with the Government nominated experts of the co-riparian countries for conflict 
resolution. 

A holistic approach by upper and lower basin countries can ensure naturally functioning river basin ecosystems with reasonable distribution of 
the water among the stake holding countries. By bringing together various riparian countries in a co-ordinated program of basin wide 
development, it would foster good relation among themselves and help promote regional peace and stability through mutual understanding 
and greater awareness of each other’s national concerns and imperatives. It is only through political and economic cooperation in the region 
that can achieve a better integrated water resources management and come up with solutions. 

20. RECOMMENDATIONS 

Various forms of cross border cooperation should be developed on the basis of building trust and friendship with the neighborhood to address 
the major challenges for a better solution of its vital water resources. 

Existing water resources management institution at national level has to be strengthened, capacity built and oriented towards  practical 
formation of RBO in each co-riparian countries. 

Monitoring the efficacy of RBO’s through time-bound action plans for sustainability of the functions of water resources. 

Negotiating water rights for ensuring water allocation among the co-riparian countries for maximizing economic value of water resources. 

Expert Groups comprising representatives from Government, non-Government organizations and individuals should be formed with 
representatives of all stake holding countries. 

http://en.wikipedia.org/wiki/United_Nations
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Abstract 

Mergers and Acquisitions, M & As has become a trend for the growth of Mexican companies. Although the diverse, all companies seeking the 
ultimate goal of growth of the firm. Through the job description in the three largest companies in Mexico and the results we achieved 
demonstrate the profitability of this kind of strategic alliances and detected elements which may be useful for growing companies that are 
selecting the appropriate strategy to their resources and goals. This article aims to describe the execution of mergers and acquisitions as a strategy 
for Mexican companies best positioned within the major world rankings to achieve growth. The corporate strategy is critical to achieving the 
higher rank and must be set out clearly and according to their needs.  

Keywords: Corporate Strategy, Mergers and Acquisitions, Mexican leader.  

JEL: L19, M10.  

 

Introduction 

Companies must give direction to the resources. They have to change their environment and absorb uncertainty in order to maximize their profits. 
There are different perspectives and strategy firms, according to their particular situation and the area of interference, they use one that most 
suits of them.  

The strategies of Mexican companies tend to focus on the use of resources and capabilities to generate profit. But the results obtained by some of 
the strongest Mexican worldwide companies are the result of market development and practice of M & A, which are mostly related to areas of its 
core business.  

There is no universal strategy that works for all organizations and generates the best profits. company must also assess favorable and unfavorable 
conditions for implementation and most importantly, act on that strategy which is most appropriate and effective company in the search to 
achieve their goals.  

There are a number of multinational companies originating from emerging economies, but there are few that generate a level of utility 
comparable to large multinationals in the developed economies.  

Theoretical Framework 

Strategic management is responsible for developing the knowledge in this era. From the study of the actions taken by companies for their growth 
and measuring the results obtained with the different perspectives that have been consolidated. From this we find that the organizational 
structure is the foundation for large businesses to achieve their goals, but there must be a record in its efforts to continue to achieve its objectives 
through the implementation of its corporate philosophy in the various processes that are performed. Corporate behavior is what really makes a 
company great and make it successful and internationally recognized.  

We must understand the nature of the signatures; leaving conceive as seeing them as productive functions  and  structures  of  governance,  in  
which  economic  goals  are  internal  structures (Williamson, 2000). In pursuit of creating value firms have turned to new business models that 
have changed schemes and developed new strategic options, both in their local markets as its internationalization, strategic alliances are voluntary 
arrangements between firms to exchange or jointly develop products, technology or services are increasingly common, and the problem for those 
responsible for making decisions is to establish the appropriate changes to their specific structures.  

The key is that organizations seeking returns must have a good understanding of the resources they acquire to maximize their profits. In recent 
years, emerging economies have reached a considerable level of development, foreign investment has greatly facilitated the growth of these 
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economies through the strategies and policies have been established (Wright, 2005), not only as host economies capital but also through 
numerous international investment that you make on other economies around the world.  

Strategic alliances are an alternative to the growth of organizations whether we speak of contractual alliances in which by signing a contract two 
of the undertakings, specific projects, joint marketing, research and development contracts or licenses and franchises. Or question of alliances 
based on the exchange of capital through: joint ventures, mergers or acquisitions. According to the desired degree of integration with the other 
hand, have the resources and reach goals they had set the strategy, the selection will depend on the type of alliance. With special emphasis on 
understanding the rules of the game on the market in which you want to venture and an analysis of the advantages and scope to be the alliance 
(Peng, 2006).  

The goal of all business decisions is the highest possible value creation, and here you can establish whether a strategic decision, as it can be an 
alliance based in the capital, has the right motivation. The rationale for mergers and acquisitions (M & A) is that they must create the new 
company in the case of mergers or the signing buyer in the case of acquisitions, has a value greater than the sum of values that had the signatures 
independently before integration (Herrera Avendaño, 2001).  

Some companies in Latin America (LA) have achieved little by little making its global market space, including several Mexican companies also 
achieved success at national level, also found in international markets through growth opportunities F & A, both public and parastatal companies 
in different countries.  

According to the ranking of the magazine América Economía, of the 500 most important companies in AL, in 2009 Brazil was the country's 226 
companies with more companies in the ranking, while only 119 signatures were from Mexico (Figure 1) . Note that in 2002 Mexico had peaked in 
the 20-year history of this ranking, with 241 companies (América Economía, 2010). Some of the major companies that lead this list have made F & 
A of other companies and this could be a cause of increased participation in international markets and their stay in the charts. There are several 
reasons to consider before establishing a strategy of this kind, although sometimes the reasons do not seem logical, the view of strategists usually 
yield good fruit in the medium term. Among the main reasons we can mention the interest of achieving increased revenues, reduced costs, 
gaining market power, integration with specialized companies in areas where the other is weak, eliminating a competitor, getting a raise certain 
types of resources, improving yields through new management, achieve tax benefits or a combination of resources to increase productivity 
(Mascarenhas, 2006).  

In late 2009 and early 2010 the major Mexican companies dedicated to consolidate and integrate into their organization the various F & A 
conducted in early 2009, the global economic crisis affected the growth of companies, but most knew how to deal with the situation and move 
forward to consolidate their resources. The strategy not only carried out in its own lines of business but also the incursion into areas outside their 
main economic activities. but in some way help them make a profit. A clear example of this was the purchase of 17% of the New York Times by the 
billionaire Carlos Slim, who despite having businesses in different economic sectors had not yet ventured in press (Buchanan, 2010).  

In that sense, M & A has become a trend for the growth of Mexican companies, although this was not the only alternative strategy carried out by 
the firm and sometimes the companies selected were not the most appropriate in most cases we can see increases for firms that make us assume 
the effectiveness of F & A. Regardless of the reason that companies choose to implement this strategy, the results should be beneficial and be 
oriented growth of the firm considering the organizational team, without affecting the innovation and not follow the trend to acquire by purchase.  

Objective 

Based on the foregoing, setting a goal to describe the execution of mergers and acquisitions as a strategy for Mexican companies best positioned 
within the major world rankings to achieve growth. Mexican companies seeking development and media can find items for their own 
consolidation in the markets.  

Of which raised the hypothesis of whether the major Mexican companies in their strategies have made M & A, if these have been within its sector 
and if they got support their growth.  

Methodology  

The methodology developed will be first the selection and justification of Mexican companies which made the descriptive analysis of the 
implementation of F & A from determining what is your current place in the world rankings?, This analysis pointed out aspects main and a brief 
description of the strategy developed for each of the selected companies responding to the questions of what strategies are being implemented 
for growth? And what are the benefits of M & A? then be presented general findings of the strategies carried out, based on what is the level of 
income and productivity achieved?, and finally identify elements to be considered by other organizations choice of M & A value creation and 
growth of their firms.  

Selection and justification of Mexican companies  
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Different worldwide rankings to recognize the largest companies in the world by their level of income, profit margins, production capacities and 
other factors significantly outweigh the other organizations worldwide. Two of the most internationally recognized tabs are the FORBES and 
FORTUNE magazine, and journal Economics in Latin America.  

From 2009 to date has remained constant the number of Mexican companies (18) in the 2000 world leading companies (Forbes Staff, 2011), while 
ranking in the magazine America Economia in a period of only seven years, from 2002 to 2009, the number of Mexican companies within the first 
500 in TO 50% down (América Economía, 2010). From this we can conclude that a small number of Mexican organizations have consolidated their 
presence in international markets while  other  smaller  companies  have  lost  its  position  in  international  markets  and  their productivity has 
decreased significantly.  

Moreover, when analyzing the situation of Brazilian companies, whose country was compared to Mexico early this century by its  geographical 
location, economic conditions and growth potential, since both countries were seen as major economies region, we find that these companies 
generally have a better development. From the figure of 19 companies that appeared on the Forbes list in 2006, has grown to 37 companies in 
2011 within the first 2000 worldwide (Forbes Staff, 2011) While in the region, by 2009 already had 226 companies in the ranking of America 
Economia magazine top 500 companies (América Economía, 2010).  

Mexico is widely recognized in international markets, is the country with the largest number of international trade agreements, products and 
quality of its workforce have accepted worldwide and is a nation favored by their geographical position it occupies. For this and other issues is that 
it is difficult to understand why more companies do not have positioned in the world and what has relied on only a few companies have managed 
to gain a favored position as compared to other national firms, this concern arises to analyze and understand the strategy of these leaders and 
Mexican companies to make their activities serve as an example in the development of other large and medium enterprises.  

Mexican companies included in Forbes' list of 2011 are shown in Table 1, among which are America Movil (# 88), Femsa (# 406) and Grupo Mexico 
(# 485) as the first three Mexican companies and they are the only Mexican in the top 500 worldwide in this ranking. Therefore be at these three 
firms in which to base the study to analyze their strategies, seen as the main cause of their achievements, and what subsequent to refer to them 
as we do with the term leading Mexican companies (EML).  

Business Analysis 

Below is a description of the situation of EML and a narrative of the main strategies of F & A who have developed, starting with the corporate 
Grupo Mexico ranks third, followed by analysis of FEMSA to conclude this section with the company America Movil.  

Grupo Mexico.  

Utilities 2010: 1.800 million dollars Director: Larrea.  

National companies that comprise: Minera Mexico, Southern Copper Corporation, Ferromex, Ferrosur, Intermodal, PEMSA, Mexico and Consutec 
Construction Company.  

International companies owned: Americas Mining Corporation and ASARCO.  

Grupo Mexico is the number one Mexican mining company and has the second largest copper reserves in the world, has operations in Mexico, 
Chile and Peru. It currently has 13 operating mines and 10 projects in operation.  

Mexico Construction Company was the first of this group, created in 1942 soon becoming one of the main building of the country. For the year 
1965, acquired 49% of ASARCO is a mining company based in Arizona and created ASARCO Mexicana, which in 1974 became Industrial Minera 
Mexico (IMMSA). To be listed on the Mexican stock exchange was created in 1978 Grupo Industrial Minera Mexico (GIMMEX) will be replaced by 
Grupo Mexico in 1994.  

In 1997 buys 24% share of Union Miniere Acec the Cananea mine, and that same year, Grupo Mexico (74%) with ICA (13%) and Union-Pacific (13%) 
take on the granting of various lines of rail, creating the subsidiary Ferrocarril Mexicano purchase SA de CV (Ferromex). Soon Union-Pacific 
acquired the part of ICA.  

Grupo Mexico acquired Asarco Incorporated in 1999, which controlled 54% of Souther Peru Copper Corporation and with this acquisition becomes 
the second company with the largest reserves of copper in the world. Later the company went through a phase of investment in infrastructure 
improvements at its mines and extraction was not until 2005 where he returned to participate in the market for corporate control, through the 
merger of Southern Peru Copper Corporation and Minera Mexico, Southern Copper Corporation transformed into and that Grupo Mexico's 
participation in the company grew to 75.1% (Grupo Mexico, 2011).  



41 
 

Conference papers © Knowledge Globalization Institute, Pune, India, 2012 
 

 

During the period from 2006 to 2010 the company went through a process of restructuring and reorganization of its business units and assets, 
channeling their income primarily in the modernization process, both in the extraction of minerals such as administrative control. FEMSA  

Utilities 2010: 3.300 MDD.  

Director: José Antonio Fernández.  

Companies that integrate national: Coca-Cola FEMSA and OXXO. International companies owned: Heineken (20%).  

FEMSA is a leading company engaged in the beverage industry, through Coca-Cola FEMSA, the largest independent bottler of Coca-Cola products 
in the world with presence in 9 countries of LA, is also involved in trade, operating OXXO chain of convenience stores larger (8.621 stores) and 
fastest growing in AL with facilities in Mexico and Colombia, and participates in the sale of beer, the second largest shareholder of Heineken, one 
of the leading brewers in the world with presence in over 70 countries. (Femsa, 2011)  

Each business unit has this interesting aspect of corporate analysis, but in this article we only focus on the strategies undertaken by each of them 
in their process of growth through M & A. OXXO opened a daily average of 3 stores in Mexico during 2010, the same year began operations in 
Colombia and now has eight stores, the company has a large potential for growth in the region, and all of its growth strategy has been made based 
on resources the firm already operates as a franchise that has not carried out and F & A to boost growth. Coca-Cola FEMSA's bottler in Mexico that 
is born of the acquisition of the franchise in the year  

1979, distributing its products in much of the country, in 1994 acquired 51% of the shares of Coca-Cola in Buenos Aires, Argentina and in 2002 
announced the acquisition of Panamco, the largest bottler of AL at the time, from this point the company's growth was substantial and that the 
acquisition was another part of the territory of Mexico, the countries of Costa Rica, Colombia, Guatemala, Nicaragua, Panama and Venezuela, and 
some regions of Brazil, becoming the leader of al-bottling company.  

The company decided to follow the line of drinks and when it was believed that the soft drink market share would be enough, the company 
surprised in 2007 with the acquisition of Jugos del Valle in Mexico and Brazil REMIL bottling in 2008, it grew participation in the Brazilian market, 
together with Mexico are the most attractive markets in Latin America. Not all acquisitions must be of large international companies and the 
purchase in 2008 of the Water Company of Angels, Valley of Mexico, is proof of that since the acquisition was achieved with double the share of 
that market in the city . In 2009, FEMSA acquired the Brisa bottled water and in 2010 returned to surprise us with the purchase of the Dairy 
Industry Group Panamanian Company, which will enter the milk products is one of the most dynamic markets and value in the beverage industry. 
As mentioned in the introduction, firms not only do strategies of F & A, but also establish other strategic alliances and contractual in the case of 
FEMSA such implementations are common such as recently showed in a contract with HP for that will provide technology services for five years in 
the business unit, Coca Cola FEMSA who provide not only computer equipment but also focus information operations in South America and 
perform tests and  evaluations  to  identify  growth  options  the  company (Hewlett  Packard  Development Company, 2011), arguably is a contract 
research and development specialists left to the management of information and FEMSA only cares to continue doing a good distribution of their 
products.  

Beer is the oldest business unit of the company and its history goes back to its founding in 1890 under the name of Cerveceria Cuauhtemoc 
Mexico, will later be established firms that were born as part of domestic production of inputs in brewery that later would become self-sufficient 
and independent companies, which contribute in making the bottles, labels and bottle caps necessary for packaging beer.  

In 1985 a merger between two of the largest breweries in Mexico, Cerveceria Cuauhtemoc Cerveceria Moctezuma, a case that serves to show that 
the strategy of M & A has been several years a good option for growing firms, with the merger the company not only expanded its product 
offering to the market and therefore they also managed to increase their participation. In 1994, partners with the Canadian brewer John Labatt 
Ltd., which buys 30% stake in the brewery and thus the company gets an increase in its share capital to tackle the country's economic crisis. Later 
in 2004 the share repurchase was sold to begin its expansion strategy internationally which shows us a clear example that M & A does not always 
mean total loss of corporate control and in many cases are a source of impetus for the development of the organization. That same year, 
implement a trade agreement with Heineken to distribute the products in the U.S. territory, responsible for the distribution, promotion and sales, 
for the domestic market signed an agreement with Coors Brewing Company for the exclusive marketing Coors Light beer. During 2005 continued 
the strategy of Sleeman Breweries contractual alliances in Canada and Molson Coors in the UK, establishing them as strategic suppliers to market 
their products in these territories.  

It was in 2006 when the firm makes first acquisition in its history the purchase of Brazilian brewer Kaiser, acquiring 68% of the shares and thus 
operate in two Latin American markets more attractive. In what was a considerable increase in revenue and a commercial boost with greater 
market share, through which has been pushing their products through the extensive distribution network operates.  

The consolidation of Cervecería Cuauhtémoc Moctezuma led the company Heineken, who already owned the U.S. distribution, acquired in 2010 
for signature by the exchange of 100% of its operations by 20% of the shares of Heineken, this acquisition was a of the most important of the year 
with the sale of the company FEMSA Brewery will focus more on growing its other business units (OXXO and Coca-Cola FEMSA) and participate in 
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the administrative council of Heineken to care for the performance of the firm .  

America Movil  

Utilities 2010: 7.300 MDD. Director: Carlos Slim.  

National companies that comprise: Telcel and Telmex.  

International companies of their property: Telmex Internacional, Claro (15 countries: Argentina, Brazil,  Chile,  Ecuador,  El  Salvador,  Guatemala,  
Honduras,  Jamaica,  Nicaragua,  Panama, Paraguay, Peru, Puerto Rico, Dominican Republic and Uruguay) Comcel (Colombia), Embratel (Brazil), 
Net (Brazil) and Tracfone (USA).  

America Movil is not only a leader in the mobile telecommunications sector in Latin America operating in 18 countries, it is the fourth largest in 
the world in terms of proportionate subscribers and number one Mexican company by market value and income-rich. Through the acquisition of 
several  public companies  and parastatals telephony has  been consolidating its presence in the principal in the cell phone. Your participation in 
the cellular market in Mexico is 71%, 33% in Central America, Caribbean 43% and 9 countries in which it operates in South America all have a stake 
greater than 30% except for Chile where their participation is barely 22%. (America Movil, 2010)  

"The acquisition by America Movil of its parent company, Carso Global Telecom (which controls Telefonos de Mexico or Telmex and Telmex 
International) was by far the largest merger in Latin America in 2010, valued at 33 billion dollars ". (Agree, 2011)  

America Movil was born in 2001 when it separated from fixed telephony company TELMEX, and nine years of his division is now the purchaser of 
the company that was born, the case of telecommunications companies of Mr. Carlos Slim is full of examples successful mergers and acquisitions 
for 20 years in which through its consortium of Southwestern Bell Telecom acquired the state-owned Telmex, while in turn the company America 
Movil was acquiring various telephone companies in Latin America and step to form the signature course, trade name under which it operates in 
most countries.  

The acquisition by America Movil of its sister companies Telmex and Carso Global Telecom International, will report that in 2010 represented 
211.3 million wireless subscribers, 27.4 million fixed lines, 12 million fixed broadband connections and 8.6 million TV subscribers . The company 
also reported an outstanding financial performance with net profits rising contrary to its main rival Telefonica in the last year reported a decline in 
profits. (Datamonitor, 2010)  

America Movil continues its strategy of M & A in LA countries, and the proof is the recent purchase of the company Digicel in early 2011 who 
operated in Honduras and El Salvador, users of the company will become part of CLARO.  

The current government in Mexico has not allowed America Movil to sell  packages of telephony, television and the Internet, which have proved 
very attractive for the income from them and from which only the big national broadcasters are benefiting. But America Movil continues to grow 
despite the hardships and will strengthen this marketing strategy in Colombia, where it already does and Brazil in which the fusion medium-term 
business that has begun. Therefore no surprise that eventually will achieve its mission to perform in Mexico. The growth in demand for bandwidth 
and pay TV in Latin means the sustained growth of the company, which only have to overcome institutional constraints to maximize their profits, 
and even in this sense the strategy of mergers that has been done will be useful to market their services in countries like Brazil with barriers of 
entry into foreign ownership of telecom case for which the company has decided to increase its share of Net through its subsidiary Embratel.  

Effectiveness of Mergers and Acquisitions 

The purchase of Asarco in 1956 makes clear that the use of M & A as a means for the development of the company is not a strategy that just being 
started, and is an example of the vision they have had the EML for several years .  

M & As has become steadily more present and in the last 15 years has increased the tendency of local firms to make such alliances. Even in areas 
other than the main economic activity of the company, either in activities that have a relationship, as in the case of Grupo Mexico, which through 
Ferromex rail networks can transport material from mines ( Mascarenhas, 2006), or in activities that are not related to its activity as for the 
purchase of Slim a percentage of the New York Times commented in the introduction to this article.  

In the latest merger by Grupo Mexico to Southern Peru Copper Corporation, clearly identified as their  main  motivation  access  to  more  
resources  and  greater  expertise  that  contributed significantly to the growth of the firm and its consolidation, giving reason to the reasons cited 
for a F & A.  

In the case of Grupo Mexico is clear that, thanks to M & A can gain access to the resources that became the second company with the largest 
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copper reserve on the planet, which could hardly have been achieved through other means, but we can not downplay made to other strategies, 
mainly in the processes of restructuring, as though in recent years has not made any acquisition revenues and profits increased significantly in the 
last year.  

At Coca-Cola FEMSA's strategic alliances have been crucial since its inception through the acquisition  of  the  concession  for  the  distribution  of  
Coca-Cola.   Its  main  thrust  of internationalization has been achieved through acquisitions, Coca-Cola first in Buenos Aires in 1994, in 2002 and 
finally in 2008 PANAMCO REMIL. It is clear that M & A are effective strategies to support access to international markets (Femsa, 2011).  

Even in small markets an acquisition may represent a source of consolidation as the example of Los Angeles Water, or can also serve to diversify 
and increase the product line as was the case with the purchase of Del Valle and Dairy Industries Group.  

The area brewery is not very different from Coca-Cola FEMSA and in this area we also find that growth has been sustained in practice M & A 
throughout its history, from the  merger of Cervecería Cuauhtémoc Moctezuma Brewery to reduce and production costs and gain greater power 
in the domestic market, to then develop a series of agreements to distribute its products with different breweries worldwide in order to 
internationalize their brand, After Kaiser bought the company I represent an increase in AL.  

Increased participation in AL, their rapid growth and income levels were reported in 2010 decisive for the Dutch brewer Heineken, who already 
was familiar with their products marketed in the United States was willing to hand over 20% of its shares return of all brewery operations 
(Buchanan, 2010).  

The case of FEMSA shows that even within the same firm strategies in its business units are not the same and although M & A have been an 
important factor for the growth of its operations in two business units to OXXO have not been the growth medium, although this does not mean 
that if done would not succeed, perhaps for future growth would be predicted to get OXXO in the event that made M & A.  

Although revenues declined FEMSA in the last year, as expected mainly by revenues from brewery failed to receive after the sale the profits and 
assets which increased due to continued growth, a result of their internationalization in its other two business units (Forbes Staff, 2011). The 
company America Movil was from the beginning a successful business and began growing by leaps and bounds through the voracious acquisition 
of a large number of telephone companies in different markets of LA, which gradually consolidated their position as the company the continent's 
leading mobile growth projections and a substantial number of customers. But the determining factor of growth in recent years did so by buying 
the company Carso Global Telecom, which despite being the same owner does not mean you should not have the resources to  acquire  and  thus  
establish  his  position  far  above  its  competitors (Agree, 2011).  

With this acquisition the company managed to improve performance through new management and increased productivity through shared 
resources. In the case of the Brazilian market we find that M & A conducted achieved integration of telephone and television companies, achieving 
also prevent the entry barriers to foreign companies on television. A through M & A company America Movil has gained access to markets, 
competitors and has been removed has increased its presence in Latin by the large number of mobile phone users.  

America Movil has income greater than twice those of FEMSA and Grupo Mexico together and last year were 50% higher than those achieved in 
the previous year (Forbes Staff, 2011). It has a considerably higher amount of assets to the rest of the EML and the resources to continue to give 
the talk of the coming years, and probably will be so for your next marketing packages that include television services in Mexico which is not far 
from become a reality now and thanks to a cooperative alliance with Dish satellite television company, has partially offset the inability to provide 
the services themselves. So surely soon find out how to enter and possibly move to Televisa in the medium term.  

Conclusions 

The EML has consolidated its place in the main rankings because of its strategic vision and outstanding performance compared to other firms, and 
their efforts are recognized worldwide, as mentioned in the beginning of this article are not unique strategies to achieve growth companies and 
many alternative firms, who based their resources attempting to find the most suitable for their own development.  

In the analysis of companies is stated that M & A is a common strategy in organizations despite being of sectors and business activities very 
different, it is clear the importance that has occurred in recent years this type of strategic alliance as EML all have used at some stage as a means 
to grow and achieve their goals. Because of the variety among the reasons companies have obviously not been the same since we find cases that 
look from reduced costs and increased resources to improving the management and reduction of entry barriers, although to the above if it can be 
concluded that the implementation of the strategy has a tendency among the EML to be used to facilitate the internationalization of the firm and 
meets expectations in this regard as an effective tool in the process of incursion into new markets.  

Growing companies need to analyze M & A as an attractive option for growth, regardless of the sector where they are and whatever economic 
activity they perform, trying to combine this strategy with others to maximize the performance of the firm as as mentioned from the beginning, no 
strategy is complete and the best results are obtained from the right combination. Using this type of partnership should be done by companies 
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with an average degree of maturity and sufficient resources to operate efficiently to the party who performed the alliance, because otherwise 
result in detriment to the benefit of the parties involved.  
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ABSTRACT 

PURPOSE: Knowledge is an intellectual asset for each organization. The organization must know how to utilize this intellectual asset which 
should play a crucial role in the current ever-challenging and aggressive business environment. Knowledge Management (KM), the systematic 
management of organizational knowledge - a strategic corporate asset not to be taken lightly; can thus be created, transferred, shared and, 
utilized for greater organizational competitiveness, innovativeness and, productivity. The discipline of such knowledge management is now a 
well-established discipline in many large organizations and has attracted amongst Small & Medium Enterprises (SMEs). Therefore, the reason 
behind this research is to understand extent of KM practices followed among managerial & non-managerial levels in Auto Component SMEs of 
Pune Region. The KM dimensions such as Culture; Leadership; Employee participation; Rewarding Schemes and Information and 
Communications Technology (ICT) are investigated with knowledge creation; knowledge storage & knowledge sharing of KM processes among 
SMEs.  

MEHODOLOGY / APPROACH: The research method is an expost facto based on the two hypotheses. Among 325 Auto component SMEs 20% 
that is 66 SMEs were taken as a random sample for the study and two different questionnaires were distributed to managerial and non-
managerial levels.   

RESULTS & FINDINGS:  SMEs with the help of this study could apply the KM dimensions and KM processes as a guideline in achieving 
successful KM implementation. It is anticipated that these dimensions could help SMEs to better organize their KM initiatives, as well as to 
assist in producing a better responsiveness and highly praised knowledgeable society. At managerial level it aims to understand the strategic 
initiatives of KM. At Non-managerial level, this research aims to examine the extent of KM Infrastructure dimensions such as culture, 
leadership, employee participation, Information and Communications Technology (ICT) and KM processes such as knowledge acquisition & 
creation, knowledge storage & preservation and knowledge sharing followed in SMEs of Pune Region.  

These findings appear that SMEs do practice knowledge management both in managerial and non-managerial level but in an unstructured and 
informal way because they do not have a proper strategy for KM implementation. Extent to such practices is seen limited in this sector. In 
managerial level, if the top priority is given to KM and if there is a clear and strong commitment to KM initiatives by the executives then those 
will be significantly different from others. In non-managerial level, role of leadership and knowledge sharing activities are more influenced in 
KM Practice. The influence of KM dimensions on the KM process and its responsiveness of knowledge entities could further drive for future 
research.  

 Keywords - Knowledge Management dimensions, Knowledge Management Process, Small and Medium Enterprises, 

INTRODUCTION 

‘We are entering (or have entered) the knowledge society in which the basic economic resource … is knowledge … and where the knowledge 
worker will play a central role …’ (Drucker 1993). 

Knowledge is an intellectual asset for each organization. The organization must know how to utilize this intellectual asset to improve their 
business productivity and reduce costs.  To get the most value from a company's intellectual assets, KM practitioners maintain that knowledge 
must be shared and serve as the foundation for collaboration.  Leveraging this knowledge within the organization gives a competitive edge. 
Intellectual capital, or employee knowledge and experience, is a vital corporate asset. KM seeks to best use that asset through knowledge 
sharing and documentation.  An increasing amount of studies are being conducted and published examining primary issues in relation to 
knowledge management practice and the element of human resource that connected to it (Polanyi, 1966; Nonaka & Takeuchi, 1995; 
Davenport, 1998, Zack, 1999; Prusak, 2000; Darrow, 2002). Consequently, the role of knowledge in organizational survival is considered as 
crucial factor in many organizations who understood the demand of knowledge economy.  In the same way (Davenport and Prusak 1998) 
research study found that knowledge is the only source of sustainable competitive advantage and (Senge 1998) states that an enterprise 
market value is increasingly dictated by its intellectual capital.   
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Knowledge management is a key concept in today’s business world.  Evidence of this fact is apparent if one only peruses the current business, 
management, and organization literature.  On the surface, it looks as if knowledge management just appeared toward the end of the 1990’s.  
Some regard knowledge management as a business fad or craze (Swan, Newell, Scarbrough, and Hislop, 1999, p. 275), but a closer 
examination of the concept reveals that there has been considerable thought and research into it, and many of the world’s mos t successful 
corporations, businesses, and organizations are investing considerable resources in this enterprise (Alvesson and Karreman, 2001, p. 995).   

Knowledge is increasing recognized as a key business imperative and has positive impacts for organizations in terms of efficiencies, 
effectiveness and competitiveness (Alavi & Leidner 2001, Grover & Davenport 2001). While there are many reasons for pursuing knowledge 
management (KM), many organizations contend that KM can lead to significant improvements in current operational performance, future 
capacity and adaptability to changing customers’ needs and market conditions (Beckman 1997, Cross & Baird 2000, Earl 2001).  Many of the 
practices set up in organizations can be broadly construed as contributing to the knowledge agenda.  Knowledge teams and knowledge 
leaders are emerging, but very few organizations are applying knowledge management throughout their organizations (Skyrme, 1999, p. 109).    

Small and Medium-Size Enterprises (SMEs) are often regarded as the backbone of industrial development and important source of economic 
growth in India. The Indian auto component industry is very small by global standards and heavily depends on foreign sources of technology 
(Singh et al 2007). The turnover of India’s auto component industry is lesser than the individual annual turnover o f a number of global auto 
component manufacturers (Visteon had global revenue of US$11.7 bn in 2007 as compared to the India’s overall US$10 bn in 2007). SMEs are 
often regarded as important innovators in the economy. It is increasingly important for small business to manage their collective intellectual 
asset (Frey 2001). Therefore, KM is extremely important for the Indian economy. In today’s knowledge era it becomes not only for larger 
organizations but it is a need also for Small & medium Enterprises to practice knowledge management process and the knowledge that is 
available within the organization are to be managed to improve organization efficiency.  Such an environment and culture will deliberately and 
systematically help to share information and knowledge with each other which will reduce error, save valuable planning time, and better 
individual and organizational performance.   

This research explores the above question to understand the level of Knowledge Management followed in SMEs. It makes a study of how the 
Knowledge Management process and practices is being adopted in the managerial & non-managerial levels of SMEs. At managerial level it 
aims to understand the strategic initiatives of KM. At Non-managerial level, this research aims to examine the extent of the above said KM 
Infrastructure dimensions such as culture, leadership, employee participation, Information and Communications Technology (ICT) and KM 
processes such as knowledge acquisition & creation, knowledge storage & preservation and knowledge sharing followed. 

LITERATURE REVIEW 

Knowledge management and knowledge is difficult to describe as concepts and practices evolved quickly through the I990s. Two main issues 
are evident in this evolving pathway i) knowledge is a critical resource, rather than land, machines, or capital (Drucker, 1993), and ii) 
organizations generally poorly managed it due to lack of understanding. If more attention were paid to creating, providing, sharing, using, and 
protecting knowledge, then organizational performance would improve (Earle, 2001).  

According to (Ouintas et al. 1997), “Through an appropriate management process, KM is to discover, develop, utilize, deliver, and absorb 
knowledge in and out the organization to meet current and future needs”.  (Allee 1997, Davenport 1998), Alavi and Leidner 2001) defines 
knowledge management as “KM is managing the corporation’s knowledge through a systematically and organizationally specified process for 
acquiring, organizing, sustaining, applying, sharing and renewing both the tacit and explicit knowledge of employees to enhance organizational 
performance and create value”. KM is predominantly becoming an essential and significant component in business strategy (Iyer and 
Ravindran, 2009) since the value of workers and organizational data have become more critical to the organization’s outcomes and 
competitiveness. As postulated by (Choong and Wong 2010), KM acts as a means by which the organization’s core competencies can be 
focused and developed. Therefore, KM should not be viewed as just a management ‘fad’ since researchers like (Chen and Hatzakis 2008) 
interpreted KM as layers of assortment that can be broken down into norms, practices and, technology that covers most of the aspect of 
enterprise’s core business process in increasing organizational effectiveness. 

KM in organizations should be seen as the process of critically managing knowledge to meet existing needs, to identify and exploit existing and 
acquired knowledge assets and artifacts and to develop new knowledge in order to take advantage of new opportunities and challenges 
(Quintas et al., 1997). In holistic terms, KM must be seen as a strategy to manage organizational knowledge assets to support management 
decision making to enhance competitiveness, and to increase capacity for creativity and innovation (Zyngier et al., 2004).  

Like large, SMEs have a set of distinctive needs that call for the deployment of a KM system for generating, sharing, and refining organizational 
knowledge. On the other hand, in practice, SMEs are still very reluctant to take KM principles into their strategic thinking and daily routines 
(McAdam & Reid, (2001); Nunes et al., (2006). SMEs usually lack resources such as land, manpower, and capital. Therefore, SMEs must do 
more with fewer resources (Desouza & Awazu, (2006)). SMEs need to be innovative in working in order to manage knowledge with limited 
resources (Zanjani et al., (2008)).  Even though SMEs in developing countries, in comparison with large enterprises are on back pace for the 
accessibility of resources to manage knowledge, SMEs do have certain advantages in KM practice.  
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KM Dimensions 

Culture 

An essential element of success in knowledge management is creating an organizational culture that can motivate, support and encourage 
capture, create, share, codify and reuse of knowledge at an individual, group and organizational levels. An organization’s culture provides 
order and structure for knowledge management activities. It has been identified that the biggest challenge in knowledge management is not a 
technical one but a cultural one (Forbes, 1997; Koudsi, 2000). Knowledge management is a radical innovation or changes to an organization’s 
operations, and thus, is to be regarded as an intervention on the organization’s culture (Gooijer, 2000). Larson (1999) insisted that it is 
important to first consider the company’s cultural environment before implementing knowledge management. Hence, the significance of a 
culture is thereby recognized as a major contributor to KM as it represents a major source of competitive advantage for organizations 
especially SMEs in improving their business performance (Wong, 2005), thereby increasing innovation, creativity and providing more 
opportunities for SMEs to compete. 

Employee Participation 

Effective employee participation brings promising employee satisfaction, quality improvement and productivity enhancement in SMEs (Pun et 
al., 2001). Hence, it is unquestionable that employee participation does play crucial in achieving KM initiative. By functioning in a knowledge-
intensive enterprise, employees are able to apply their diverse skills and experiences in work processes and problem solving matters. With 
this, it is essential for all employees within an organization, especially SME whereby agility and responsiveness at all levels are to be 
considered as sources for competitive advantage (McAdam and Reid, 2001). Therefore, encouraging participation is important in fostering the 
spirit of teamwork among employees to ensure that accurate information is able to reach the right individual at the exact time, which is the 
true goal of any KM initiative within SMEs. This will inevitably promote employee participation in promoting a culture of sharing (Chin et al., 
2008), not only knowledge but essentially crucial knowledge to further increase organizational performance. 

Leadership 

Successful organizational knowledge management is leadership. Management leadership plays a key role in influencing the success of KM 
(Holsapple and Joshi, 2000; Horak, 2001). Management must foster employees’ commitment, capability and confidence rather than try to 
control employees. Leaders are important in acting as role models to exemplify the desired behaviour for KM. Hence a leader such as the 
manager should therefore be able to influence his or her workers to accomplish their objectives and directs the enterprise in a way that makes 
it more cohesive and coherent in obtaining the desired organizational results (Sackman, 1992). Leadership involves envisioning the future, 
coordinating the development of a coherent mission for the organization, overseeing the development, controlling the processes and 
providing a motivation toward organizational culture and climate. The role of top management is to create the favorable climate for 
knowledge creation and to manage knowledge emergence (Binney, 2001). Poor leadership quality has been identified as a threat to successful 
implementation of knowledge management. (Greengard 1998) insisted that one of the most important factors for successful knowledge 
management is to ascertain that senior management recognizes its importance. (Hansen et al. 1999) mentioned that only strong leadership 
could provide the necessary direction, where a organization will need to implement and effectively deploy a knowledge management 
program. 

Rewarding Schemes 

KM literature (APQC, 2002; Davenport and Prusak, 2000; Gupta and Govindarajan, 2000), that organizational rewards motivate employees 
towards knowledge sharing and foster a knowledge culture. Indirect rewards such as appreciation and recognition play a greater role than the 
monetary incentives. Moreover, in promoting knowledge culture, long-term rewards such as profit sharing and employee share options 
(ESOPs) were observed as effective means when compared to the short-term incentives. In order to have proper knowledge management, 
organizations may need to create various reward mechanisms to encourage employees to share their knowledge. These include salary, 
bonuses in the forms of cash or stock options, better work assignment, career advancement and job security. If knowledge sharing is rewarded 
by such extrinsic benefits, individuals may be motivated to contribute their knowledge. 

Training & Mentoring 

The most important competitive advantage to any firm is its workforce – one that must remain competent through continuous training and 
development efforts. Training should provide employees and managers the skills and information to fulfill their responsibilities. Improved 
performance – the bottom line purpose of training and development - is a strategic goal for organizations. Learning organizations view training 
as a strategic investment rather than a budgeted cost. According to (Carneiro 2001), the importance of training capabilities for any 
organization is well recognized, especially for those agents concerned with preserving intellectual capital. (Cohen and Backer 1999) claimed 
the process of successful knowledge creation would not be possible without appropriate training procedures. 
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Information & Communication Technology 

(Lee and Choi 2003) referred to technology as the presence of information technology support within an organization. Information technology 
plays a crucial role in eliminating boundaries to communication that often inhibit the interaction between different parts of the organization. 
The important role of information technology is its ability to support communication, collaboration and the search for knowledge, and enable 
collaborative learning (Ngoc, 2005). Devenport and Prusak (1998) regarded information technology as both a key contributor and an enabler 
in the field of knowledge management. Marwick (2001) proposed that a number of information technology tools be applied to the  different 
knowledge creation processes. Communication technologies are e-mail, video conferencing, electronic bulletin boards, and computer 
conferencing in facilitating organizations. (Song et al., 2001). Communication technologies provide ways to enable, intensify, and expand the 
interactions of organizational members and departments (Kendall, 1997). Therefore, information technology can help individuals create 
models and develop alternatives and solutions for tasks (Ngoc, 2005). In addition to creating, transferring, and storing knowledge through 
technological infrastructure, an organization must take steps to ensure that its knowledge is not stolen or used inappropriately (Gold, 
Malhotra, & Segars, 2001). 

KM Process 

Researchers have identified many key aspects of the knowledge management process, including creation, transfer, and use (Skyme & 
Admidon, 1998; Spender, 1996); capture, transfer, and use (DeLong, 1997); and identification, acquisition, development, sharing/distribution, 
utilization, and retention (Probst, Raub, & Romhardt, 2000). Avai and Leidner (2001) examined these various characteristics and produced four 
broad dimensions of process, namely, creation, storage/retrieval, transfer, and application. (Shin, Holden, and Schmidt 2001) integrated 
different terminologies used by various authors in describing the knowledge management process and then categorized the knowledge 
management process as creation, storage, distribution, and application. 

Knowledge acquisition- Organizational knowledge acquisition is the process of developing new content and replacing existing content within 
the organization’s tacit and explicit knowledge base (Pentland, 1995). Many terms also have been used to describe this process: capture, 
creation, construction, identification, and generation. In accordance with Nonaka and Tackeuch’s (1995) SECI model, knowledge is created 
using four processes to convert tacit and explicit knowledge. The four types of knowledge processes are socialization, externalization, 
combination, and internalization. Nonaka and Takeuchi (1995) posited that tacit knowledge could be made explicit and vice-versa, through 
social interaction. Park (2006) argued that an organization should acquire knowledge throughout the organization and exchange knowledge 
even with external partners so that knowledge upgrade can happen constantly through bench-marking, best practices, and feedback of 
projects experience to improve subsequent projects. 

Knowledge protection- Alavi (2000) asserted that creating new knowledge is not enough; people and organizations forget, and mechanisms 
are needed to store acquired knowledge and to retrieve it when needed. The concept of organizational memory aims for the same goal. 
Organizational memory includes knowledge residing in various component forms that may include written documentation, structured 
information stored in electronic databases, codified human knowledge stored in expert systems, documented organizational procedures and 
processes, and tacit knowledge acquired by individuals and networks of individuals (Tan et al., 1998). Organizational memory includes 
individual memory (a person’s observations, experiences, and actions) as well as shared knowledge and interactions, organizational culture, 
transformations (production processes and work procedures), structure (formal organizational roles), ecology (physical work setting) and 
information archives (both internal and external to the organization) (Walsh & Ungson, 1991). 

Knowledge sharing is all about disseminating and making available what is already known (Tiwana, 2000). For that reason, knowledge sharing 
is critical to a firm’s success as it leads to faster knowledge deployment to various segments of the organization that can greatly benefit from it 
(Syed-Ikhsan and Rowland, 2004). Hence, with this in mind, many SMEs wish to share knowledge, as they view co-operation with consumers 
as vital and without a doubt beneficial. 

RESEARCH MEHODOLOGY 

It is an observed fact that KM is actively being perused and practiced in large organizations.  However there is not much literature that 
supports its usage in SMEs, especially with respect to auto component manufacturing industries. The study is endeavored to ascertain 
whether KM is being used in SMEs and to what extent KM is being practiced 

Research Objectives 

To explore the level with which Knowledge Management is followed in SMEs.  

To study how the Knowledge Management practice & process is being adopted in SMEs   

Research Hypotheses 
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H01: KM is not being practiced at managerial level. 

H11:KM is being practiced at managerial level. 

H02 : KM is not being practiced at non-managerial level. 

H12: KM is being practiced at non-managerial level. 

Research Variables 

The Research study includes six strategic KM practice variables of managerial level. In non-managerial level, KM Processes - knowledge 
acquisition, storage & preservation and sharing and six KM dimensions variables i.e., Culture, Leadership, Employee participation, Rewarding 
Schemes & Training & mentoring & Information and Communication Technology (ICT) which are the facilitators for KM practice were tested. 

Methodology 

Two different questionnaires were distributed to Small and medium sized Auto Component Manufacturing Enterprises of Pune region as the 
primary research instrument to collect necessary data. First at the Managerial level included the items to understand if KM strategic initiatives 
are known and initiated from top level. Other questionnaire for Non-managerial level which includes the KM process items and the KM 
dimensions which are the success factors to motivate, support and implement KM so as to have an effective practice. Each variable is 
measured using a five-point likert-scale The respondents at Managerial level were Proprietors, CEO, MD, VP, GM, Managers and the 
respondents at non-managerial level are technicians, engineers, and supervisors of various departments. Among 325 SMEs, 20% of the 
random sample taken which is 66 SMEs and responses were collected with no missing values and the total time spent on the data collection 
was approximately from Jan 2011 to July 2011.  

RESULTS AND DISCUSSION 

A total of 130 responses based on the list of SMEs obtained from MCCIA (Maharatta Chambers of Commerce Industries & Agriculture, Pune) 
were obtained both from managerial & non-managerial level of various departments and tested in this research.   

Reliability & Validity Analysis  

     TABLE 1 – CRONBACH’S ALPHA 

 

 

 

 

 

 

 

 

 

 

 

KM Dimensions Number of 
Items 

α 

KM at Managerial level 6 0.84 

KM Infrastructure at Non-Managerial level   

1 culture 10 0.79 

2 employee participation 12 0.83 

3 leadership 8 0.85 

4 Rewarding with incentives 2 0.70 

5 Training & Mentoring 10 0.88 

6 ICT infrastructure 11 0.92 

KM Process at  Non-Managerial level   

1  Knowledge Capture & Acquisition  11 0.91 

2 Knowledge Storage & Preservation  8 0.90 

3 Knowledge Sharing 17 0.93 
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Reliability analysis showed that all constructs had the Cronbach’s alpha higher than .70 indicating highly reliable. Questionnaire was designed 
and shown to the experts in industries, academics and entrepreneurs to understand whether it looks valid "on the face of it." if it is useful 
from a public acceptance standpoint. Although this is not a very “scientific” type of validity, it is an essential component in enlisting motivation 
of stakeholders and to takeout the unnecessary items which may not be a measure of an accurate assessment 

Testing Hypothesis 1 

H01: KM is not being practiced at Managerial level. 

H11:KM is being practiced at Managerial level. 

 TABLE – 2 One-Sample Statistics-SME 

TYPE N Mean Std. Deviation Std. Error Mean 

SME                     KM practice 
66 3.978788E0 .5739245 .0706452 

TABLE – 3 One-Sample Test 

TYPE 

Test Value = 3                                        

t df 
Sig. (2-
tailed) 

Mean 
Difference 

95% Confidence Interval of the 
Difference 

Lower Upper 

SME KM Practice 13.855 65 .000 .9787879 .837700 1.119876 

 

To check the hypothesis 1, the researcher has calculated Arithmetic mean which is 6 items * 5 = 30/2 =15 and is less than the group mean 
which indicates that the null hypothesis is rejected and alternate hypothesis is accepted. Still t test (TABLE-3) was conducted to ensure the 
above. Hence KM is being practiced at Managerial level of SME. Further to analyze the level of KM practice at managerial level in SMEs, the 
researcher has calculated actual mean because the frequency of responses below and above arithmetic mean are not satisfactory to 
understand the level of practices.  The Minimum and Maximum response values were 24 & 47 respectively as shown in TABLE - 4. 

 

                                    
TABLE – 5 Frequency & percent of mean responses TABLE -4 Minimum & Maximum responses 

   SME   

N Valid 66 

Missing 0 

Std. Deviation 6 

Minimum 24 

Maximum 47 

Mean Frequency Percent 

24 2 3.0 

27 1 1.5 

29 1 1.5 

31 3 4.5 

33 3 4.5 

34 1 1.5 

35 5 7.6 

36 3 4.5 

37 3 4.5 
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Hence average mean is 47-24=23 and 23/2=11.5 hence actual mean = 47-11.5 or 24+11.5 hence actual 
mean is taken as 35. Hence the group statistics were calculated with respect to  >=35 (high) and <35(low) 
& as shown in TABLE – 6.  

 

 

 

 

 

 

 

 

 

 

a. - The organizational benefits of a knowledge-centric organization are clearly understood by the strategic level. 

b. Knowledge management is a top priority in our organization  

c. Has a value system or culture intended to encourage knowledge sharing. 

d. Uses partnerships or strategic alliances to acquire knowledge 

e. Has a clear and strong commitment to knowledge management initiatives 

f. Has reward systems for continuous learning or knowledge sharing 

Now with respect to the above statistics, test of equality of variances (Table-7) for the two groups of responses that is high (= or > 35) and low 
(<35), group statistics were as follows: 

Table - 7 ANOVA-Levene's Test for Equality of Variances 

38 2 3.0 

39 4 6.1 

40 1 1.5 

41 3 4.5 

42 4 6.1 

43 4 6.1 

44 14 21.2 

45 3 4.5 

46 7 10.6 

47 2 3.0 

Total 66 100.0 

Table – 6  Group Statistics 

 
total N 

Mea
n Std.  

Std. Error 
Mean 

a >= 35 55 4.22 .599 .081 

< 35 11 3.64 .809 .244 

b >= 35 55 4.33 .640 .086 

< 35 11 3.27 .905 .273 

c >= 35 55 4.29 .567 .076 

< 35 11 3.64 .674 .203 

d >= 35 55 3.93 .879 .119 

< 35 11 2.64 1.120 .338 

e >= 35 55 4.18 .547 .074 

< 35 11 3.09 .831 .251 

f >= 35 55 4.13 .904 .122 

< 35 11 2.18 1.168 .352 

 Levene's Test for Equality 
of Variances t-test for Equality of Means 

 

F Sig. T df Sig. (2-tailed) 
Mean 
Difference 

Std. Error 
Diff 

95% Confidence Interval of  
Diff 

 Lower Upper 

a 2.117 .151 2.768 64 .007 .582 .210 .162 1.002 

  2.264 12.286 .042 .582 .257 .023 1.140 

b 5.245 .025 4.641 64 .000 1.055 .227 .601 1.508 

  3.687 12.079 .003 1.055 .286 .432 1.677 

c .159 .691 3.388 64 .001 .655 .193 .269 1.040 

  3.014 12.978 .010 .655 .217 .185 1.124 
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From the above table-7 it is clear that  the dimensions b and e are showing a significant difference among the groups which means in 
managerial level if the Knowledge Management is in top priority and if there is a clear and strong commitment to KM initiatives by the 
executives then those will be significantly different from others.  

Testing hypothesis 2 

H02 : KM is not being practiced at non-managerial level. 

H12: KM is being practiced at non-managerial level. 

To check the hypothesis 2, there are two sections. First section is KM infrastructure enablers / infrastructure variables which includes Culture, 
Employee participation, Leadership, Rewarding schemes, Training & Mentoring and ICT. Section two includes KM Process variables - 
Knowledge Acquisition, Knowledge Storage & Preservation and Knowledge Sharing. 

KM infrastructural dimensions  

Table – 8(a) – KM infrastructure Mean & Std Deviation 

 culture 
Emp 

Participation 
Leadership 

role 
Rewarding 
schemes 

Training & 
mentoring ICT 

KM Infra  

 Mean 3.9379 4.1136 3.9962 3.9773 3.6955 3.8609 3.9035 

N 66 66 66 66 66 66 66 

Std. 
Deviation 

.46036 .46516 .55469 .90056 .67355 .65637 .47809 

 

The researcher in order to analyze the level of KM practice of SMEs at non-managerial level, has calculated Arithmetic mean that is 53 
items*5=265/2=132.5 which is less than the group mean hence actual mean  is calculated because the frequency of responses below and 
above arithmetic mean were not satisfactory to understand the level of practices.  The Minimum mean response is 150 and Maximum mean 
response is 290. Hence actual mean is 290-150=140 and 140/2=70 (approx) hence actual mean = 290-70 or 150+70 which has been taken as 
220 for KM infrastructure responses. Table 9 lists the frequency & percent of mean responses ranging from 150 (minimum) to 290 (maximum) 

Table – 8(b) Minimum & Maximum mean 
responses 

N Valid 66 

Missing 0 

Minimum 150 

Maximum 290 

Table 9 - Frequency & percent of mean responses from minimum to maximum value 

Responses Freq % Responses Freq % Responses Freq % Responses Freq % 

150 1 1.5 218 1 1.5 242 1 1.5 269 1 1.5 

d 2.629 .110 4.245 64 .000 1.291 .304 .683 1.898 

  3.607 12.579 .003 1.291 .358 .515 2.067 

e 4.017 .049 5.499 64 .000 1.091 .198 .695 1.487 

  4.176 11.794 .001 1.091 .261 .521 1.661 

f 2.159 .147 6.201 64 .000 1.945 .314 1.319 2.572 

  5.222 12.506 .000 1.945 .373 1.137 2.754 
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172 1 1.5 220 1 1.5 243 1 1.5 270 1 1.5 

200 1 1.5 221 2 3.0 245 2 3.0 274 1 1.5 

202 2 3.0 222 1 1.5 248 1 1.5 275 2 3.0 

206 1 1.5 224 1 1.5 250 1 1.5 276 1 1.5 

207 2 3.0 227 1 1.5 252 1 1.5 278 2 3.0 

208 1 1.5 231 1 1.5 253 1 1.5 282 3 4.5 

210 1 1.5 232 1 1.5 255 1 1.5 283 1 1.5 

212 2 3.0 233 3 4.5 259 2 3.0 288 1 1.5 

213 1 1.5 234 1 1.5 264 1 1.5 290 1 1.5 

214 1 1.5 236 2 3.0 265 7 10.6 Total 66 100.0 

216 1 1.5 241 2 3.0 267 1 1.5    

 

Now with respect to the above statistics, the two groups of responses that is high (= or > 220) and low(<220) are taken and group statistics 
were applied and Levene’s test for equality of variances applied as follows in table 10 & 11: 

Table 10 – Group Statistics 

Group Statistics 

 

KM_INFRA N Mean Std.  

Std. 
Error 
Mea

n 

Culture >= 220 50 40.96 3.597 .509 

< 220 16 34.44 3.898 .975 

Emp participation >= 220 50 51.48 3.716 .525 

< 220 16 42.75 5.323 1.331 

leadership >= 220 50 33.56 2.901 .410 

Group Statistics 

 < 220 16 27.00 4.803 1.201 

Rewarding 
scheme 

>= 220 50 8.54 1.515 .214 

< 220 16 6.13 1.360 .340 

Training & 
mentoring 

>= 220 50 39.24 5.535 .783 

< 220 16 29.81 4.969 1.242 

ICT infra 

 

>= 220 50 45.18 5.819 .823 

< 220 
16 34.00 3.777 .944 

 

Table 11 - ANOVA -  Levene's Test for Equality of Variances 

  Levene's Test for Equality of 
Variances t-test for Equality of Means 

  

F Sig. t df 
Sig. (2-
tailed Mean Diff 

Std. Err 
Diff 

95% Confidence 
Interval of the 

Difference 

  Lower Upper 

Culture * .022 .882 6.188 64 .000 6.523 1.054 4.417 8.628 

**   5.933 23.747 .000 6.523 1.099 4.252 8.793 

Emp 
participation 

* 1.585 .213 7.326 64 .000 8.730 1.192 6.350 11.110 

**   6.102 19.894 .000 8.730 1.431 5.745 11.715 

leadership * 4.421 .039 6.635 64 .000 6.560 .989 4.585 8.535 

**   5.170 18.629 .000 6.560 1.269 3.901 9.219 

Rewarding * .129 .721 5.681 64 .000 2.415 .425 1.566 3.264 
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Means Equal variances assumed    ** means Equal variances not assumed 

From the above statistics it is clear that only leadership role is showing significant difference among the groups which means in non-
managerial level if the employees are having a strong leadership towards KM initiatives then those will be significantly different from others in 
improving and managing their knowledge. 

KM Process  

Table 12(a) – KM Process – Mean & Std Deviation 

 K capture & Acq K storage & Preservation K Sharing KM Proces  

 Mean 3.6584 3.6837 3.8708 3.7643 

N 66 66 66 66 

Std.  .69088 .70035 .62817 .60942 

The researcher in order  to analyze the level of KM practice that has been adopted in SMEs at non-managerial level, the researcher has 
calculated actual mean because the frequency of responses below and above arithmetic mean are not satisfactory to understand the level of 
practices.   

Table 12(b) - Statistics - KMPROCESS 

N Valid 66 

Missing 0 

Minimum 73 

Maximum 171 

 

Table 13 - Frequency & percent of mean responses from minimum to maximum value 

Responses Frequency Percent Responses Frequency Percent Responses Frequency Percent Responses Frequency Percent 

73 1 1.5 116 1 1.5 138 2 3.0 156 1 1.5 

78 1 1.5 121 1 1.5 141 1 1.5 157 1 1.5 

83 1 1.5 123 4 6.1 142 3 4.5 159 2 3.0 

89 1 1.5 125 3 4.5 143 2 3.0 164 1 1.5 

99 1 1.5 127 3 4.5 144 3 4.5 167 1 1.5 

105 1 1.5 129 1 1.5 145 4 6.1 168 2 3.0 

107 1 1.5 131 3 4.5 152 3 4.5 171 1 1.5 

109 1 1.5 133 1 1.5 153 3 4.5 Total 66 100.0 

110 1 1.5 134 1 1.5 154 3 4.5    

114 2 3.0 137 1 1.5 155 3 4.5    

scheme **   6.009 27.922 .000 2.415 .402 1.592 3.238 

Training & 
mentoring 

* .155 .695 6.070 64 .000 9.428 1.553 6.325 12.530 

**   6.420 27.925 .000 9.428 1.468 6.419 12.436 

ICT infra * 3.813 .055 7.194 64 .000 11.180 1.554 8.076 14.284 

**   8.926 39.471 .000 11.180 1.253 8.647 13.713 
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The Minimum mean = 73 and & Maximum mean response = 171. Hence actual mean is 171-73=98 and 98/2=49.  Hence actual mean = 171-
49=122 or 73+49=122 which has been taken as 122 for KM process responses. Now with respect to the above statistics, when we apply t test 
for the two groups of responses that is high (= or > 122) and low(<122), group statistics are as follows given in table 14 & 15: 

Table 14 - Group Statistics 

 
KMPROCE
SS_TOTAL N Mean 

Std. 
Deviatio

n Std. Error Mean 

KACQ_TOTAL >= 122 53 42.81 5.854 .804 

< 122 13 29.77 4.045 1.122 

KSTR_TOTAL >= 122 53 31.38 3.824 .525 

< 122 13 21.69 5.006 1.389 

KSHRG_TOTAL >= 122 53 69.70 6.568 .902 

< 122 13 49.92 9.517 2.640 

 

Table -15 ANOVA - Levene's Test for Equality of Variances 

  Levene's Test for Equality 
of Variances t-test for Equality of Means 

  

F Sig. t df 
Sig. (2-
tailed) 

Mean 
Difference 

Std. Error 
Difference 

95% Confidence Interval of diff 

  Lower Upper 

Knowledge capture * .925 .340 7.579 64 .000 13.042 1.721 9.604 16.480 

**   9.449 25.922 .000 13.042 1.380 10.205 15.880 

Knowledge storage * .505 .480 7.685 64 .000 9.685 1.260 7.167 12.203 

**   6.524 15.607 .000 9.685 1.485 6.531 12.839 

Knowledge sharing * 4.697 .034 8.858 64 .000 19.775 2.233 15.315 24.235 

**   7.089 14.920 .000 19.775 2.790 13.827 25.724 

Means Equal variances assumed    ** means Equal variances not assume
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From the above statistics it is clear that only effective knowledge sharing in non-managerial level show significant difference 
from others in improving and managing their knowledge. 

Findings: 

KM is being practiced at Small & Medium Enterprises but still exist in nascent stage. 

1. The KM Practice dimensions at managerial level shows that if the top priority is given to Knowledge Management 
initiatives and if there is a clear and strong commitment to KM initiatives by the executives then those will be significantly 
different from others.  

2. The KM Infrastructure dimensions at non-managerial level shows that leadership role is showing significant difference 
among the groups hence if the employees are having a strong leadership towards KM initiatives then those will be significantly 
different from others in improving and managing their knowledge and the KM process dimensions at non-managerial level 
shows that facilitation of knowledge sharing among the employees will be significantly different among others. 

Conclusion : 

Knowledge management is the systematic, explicit, creation, capturing, sharing, renewal and application of knowledge to 
maximize an enterprise's effectiveness and attain returns from its knowledge assets.  Applying the collective knowledge and 
abilities of the entire work force is to achieve specific organizational objectives. This research study attempts to highlight the 
significant role of knowledge management practices in SMEs of auto component manufacturing. These findings appear that 
SMEs have not received much attention in the research literature of Knowledge management in auto sector. They do practice 
knowledge management both in managerial and non-managerial level but in an unstructured and informal way because at 
managerial level, a KM initiative when considered as a prime parameter then it shows significant difference. Role of leadership 
and knowledge sharing activities are more influenced in KM Practice at non-managerial level. The findings of this study will be 
useful to SMEs that are keen in adopting KM in their daily operations. The influence of KM dimensions, KM strategy on the KM 
process, and its responsiveness on knowledge entities could further drive for future research.  
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Introduction 

Management is inevitable in each walk of life, whether it is an individual or an organization. Without management there is no 
guarantee of success. Various resources of life are getting eroded due inefficient use and management is the solution to make 
all resources productive. Present global competition has been creating opportunities and challenges for individual and 
organizations to prove their ability to sustain and succeed in the present era. Those who make strategic use of resources will 
survive & develop and those who do not will perish. Each activity whether it is economic, social, educational or political, needs 
good managers to manage strategically hence there is huge demand of good managers all over the globe. Management 
education has capacity to fulfill this increasing demand of good managers and hence the management institutes need to frame 
various strategies to make it possible to develop managers for strategic use of resources for the welfare of society as a whole. 

Present Scenario of Management Education 

Management education in India has become the second largest in professional education during post liberalization era.  
Presently around 4000 institutes all over the country are involved in imparting management education to more than 4 million 
students. Though both, public and private sectors are working together, private sector has a dominating role in management 
education having more than 90 percent of the total number of institutes. In spite of having huge demand for skilled manpower 
by the job market very few institutes are able to fulfill this demand of job market. A large number of institutions are presently 
experiencing a problem of their survival and sustainability. Their sustainability and growth has become difficult due to the lack 
of minimum number of candidates opting for the course in those institutes. At one end the country has certain number of 
institutes which are very critical in admitting the candidates and at the other end a large number of institutes who could fill in 
only 40 to 50 percent of their intake capacity. Though these institutes are investing the resources as much as the institutes 
having full admissions, the income generated by first category institutes is less than 50 percent of their expected income. Hence 
they have become loss making ventures and eventually the situation is affecting adversely on the quality of management 
education and employability of management students. The time has come to think together deliberately and find strategies to 
survive and create employable human resource.  

Types of Institutes 

The institutes which are involved in management education in India are presently categorized under following four categories. 
The categorization is made on the basis of legal status of the institutes in their functioning. 

Autonomous Institutes: The institutes which are funded by the Ministry of Human Resource Development, New Delhi belong to 
this category. These institutes are popularly known as Indian Institutes of Management (IIMs). Central government took 
initiative during 1960s to establish such institutes to develop human resource to mange industrial and economic growth of 
independent India that time. Presently there are just 13 IIMs located all over the country and are recognized as prime institutes 
in management education in the globe. These institutes have autonomy in respect of admissions, curriculum, administration, 
pedagogy etc. 
Private unapproved institutes: there certain number of institutes which are run with private funding and are unrecognized by 
the All India Council of Technical Education (AICTE), regulatory body of HRD ministry. This category institutes have full 
autonomy in respect of course fee, admissions, recruitment of faculty, curriculum, course duration, pedagogy and so on. They 
are very flexible in their working and have close association with the corporate sector. Few of these institutes are sponsored by 
the industrial people. Degrees issued by some of the private institutes are not considered for recruiting in government jobs. 
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AICTE approved institutes: All India Council for Technical Education (AICTE) is an autonomous body of the HRD ministry of 
central government established to regulate technical education in the country. AICTE regulates management institutes with the 
help of ministry of technical education of the respective state governments. The institutes which are approved AICTE need to 
work under three regulatory bodies, AICTE, Director of Technical Education (DTE) of state government and affiliating university. 
Approval of new institutes and continuation of approvals are issued by the AICTE and basic eligibility of faculty appointment is 
fixed by it.  DTE of respective state government regulates admission process, eligibility, entrance exam, intake of seats, fee 
structure and the affiliating university regulates working hours, curriculum, pedagogy, approval of teaching faculty. Huge 
number of institutes come in this category, there were 3858 institutes approved by AICTE with 378907 intake capacity during 
the academic year 2010-11.  More than 90 percent of the management education was implemented by the AICTE approved 
institutes. 
Deemed Universities: The institutes which are granted a status of ‘Deemed-to-be University’ by the HRD ministry of central 
government and recognized by the University Grants Commission under section 3 of UGC Act 1956 are known as deemed 
universities. There were130 such universities functioning during the year 2010-11. These deemed universities are independent 
in all respect, admissions, curriculum, administration and so on, however they are regulated by the UGC of HRD ministry of 
central government. 
 
Growth in Management Education (National level) 

Management education in India is second fastest growing after engineering education in the last one decade. The number of 
institutes mushrooming all over the country so that even small towns have management institutes. Growth of institutes has 
been very fast in AICTE approved category of institutes due to liberal policy of the government on self financing institutes in 
higher education. 
 

Table 1.1 
Growth in AICTE approved Institutes (national level) 

 
  

year Total no of institutes Increase in number % increase 

Till 2000 741 Nil Nil 
 

2001 to 2005 1888 1147 255 
 

2006 to 2010 3858 1970 521 
 

Source: AICTE approval process hand book 2011-12 
 
The table 1.1 shows quantitative growth in management institutes approved by AICTE during the years 2000 to 2010. Total 
number of institutes till the year 2000 was just 741 and increased to 1888 in first five years of the decade 2001 to 2010 with net 
increase of 1147 institutes. The percentage increase during those five years was 255. The growth rate during the years 2006 to 
2010 was more than double of the growth rate of earlier 5 years. The overall growth rate of the decade was 421 percent. 
 

Table 1.2 
Growth in intake in AICTE approved institutes 

year Total intake Increase in intake % increase in intake 

Till 2000-01 45312 nil Nil 
 

2001-02 to 2005-06 122663 77351 271 
 

2005-06 to 2010-11 378907 2562444 566 
 

Source: AICTE approval process hand book 2011-12 
Table 1.2 gives growth number of seats in AICTE approved institutes during 10 years from 2001 to 2010. There were 45312 
seats available in all institutes in the year 2000-01 and increase to 122663 with a net increase by 77351 seats over a period of 
five years from 2000-01 to 2005-06, percentage increase was 271. Intake increased to 378907 from 122663 during the years 
2005-06 to 2010-11 with net increase of 256244 during five years. This increase in intake was more than double of increase in 
earlier five years. 
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Both the above tables show the institutes and intake have multiplied very fast during the years 2005-06 to 2010-11 and this 
increase has created a challenge of survival of many institutes. Analysis of DTE website of Maharashtra State revealed that 232 
institutes out of total 407  were unable get even 50 percent of their intake seats during the year 2011-12. The state of 
Maharashtra is second largest state in India in respect of management education. Around 11 percent of the total institutes 
approved by AICTE are located in Maharashtra state with total intake of 42105. This state is considered one of the industrially 
developed in the country but the institutes of management education are underutilizing their resources due to lack of students. 
Around 10000 seats of MBA are vacant during the academic year 2011-12. And around 25 percent of the institutes are unable 
to meet their over head expenses through fee collection from the students during the years 2010-11 & 2011-12. 
 
Prevailing Conditions 
A large number of management institutes are presently passing through a phase which is very critical for their survival and 
sustainability. Following are the prevailing conditions in which the institutes are presently working with. 
 
Increased average cost: Institutes have created infrastructure and other facilities as per AICTE norms for sanction intake but 
around 50 percent intake is vacant. Thus 50 percent of the resources remained unused which resulted in doubling the average 
cost per student. 
Reduced income:  Running an institute of management education has become a loss making venture during last couple of 
years. Institutes particularly which are having single course, which are less than 3 years old and which are located either in 
small towns and suburban areas are worst suffers in respect of income. These institutes are unable to recover variable 
expenses through income from fees of the course. 
Cut –throat competition: The competing institutes many a times follow certain unethical practices which lead to undesirable 
competition. The practices may be regarding attendance, internal assessment of student, placement, concession in course fees 
etc. 
Undue demands from candidates: The candidates seeking admission for management course knew the mismatch, intake seats 
are more and candidates are less. They put certain conditions in their favor while taking admission and the institutes had to 
accept many of the conditions for getting minimum students. 
Admission to average/below average candidates: The institutes approved by AICTE and DTE are to follow centralized 
admission process (CAP) while giving admissions. They do not have option of rejecting any candidate on the basis of low merit 
during admission process. 
Increased gap in urban and other institutes: Disparity in urban institutes and semi urban institutes already existed in respect of 
facilities, educational inputs, teaching methodology, educational environment etc. This disparity is widening due to certain 
reasons like candidates want to study from urban area institutes and other area institutes are to work with whatever the type 
of students available. 
Attrition rate of faculty: Faculty in management institutes has become too mobile and changing the institutes very frequently. 
The reasons are varied like pay package, job security, number of students, academic environment etc. Many institutes can’t 
afford to appoint qualified teachers and for some qualified faculty is unavailable. 
Employability: Employability of candidates after completion of management education has become a question mark. Majority 
of the candidates are rejected by the recruiting persons stamping them as no skills. There is wide gap in the level of skill 
corporate sector expects from management candidates and the level of skill exists in them. 
 

Strategies 

Management institutes need to frame and implement different strategies for their sustainability. No specific strategy would be 
advisable to any institution however strategy formation and selection of strategy will vary from institute to institute. Some 
strategies are suggested as under. 

Skill development:  The basic objective of management education is develop human resource with certain skills and that is 
missing in many institutes because their candidates are not selected by the job market. Hence the institute should certain 
amount of time on activities to develop certain skills as per the requirement of recruiters. 
Joint programs: certain programs in association with prime institutes like IIMs and with foreign universities will help in adding 
values for students and help creating brand name for the institutes. 
Industry sponsorship: Management institutes need develop relationship with industries for developing employable human 
resources. Industry also should sponsor one or two institutes by deputing visiting faculty, by offering summer internship, by 
organizing certain training program, offering research projects. This sponsorship helps the students to learn practical 
experiences. 
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Common entrance test: admission to management education is given on the base certain entrance test conducted by various 
organizations. Presently there are around 16 types of entrance tests conducted at national and state level. One common test 
should be conducted for getting admission in any type of institute in the country. 
Restriction on number of institutes: Though higher education is put under GATS and it is privatized there should be certain 
restrictions on the number of institutes based on certain criteria. Regulatory bodies like AICTE, DTE and affiliating universities 
should fix the number of institutes in certain area to avoid saturation of institutes and to avoid cut-throat competition among 
them. 
Multiple courses: The institutes should think of introducing certain additional courses so that optimum utilization resources 
would be possible. Regulatory bodies also should consider such proposals. 
Clubbing or specialization of courses: Each institute should concentrate on one or two specializations in which it has core 
competency. 
Quality assessment: Quality assessment of various aspect of the institute will help them take certain steps towards quality 
enhancement activities. 
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Abstract 

Insurance has been the back bone of society. For country like India, insurance does serve the need as social security practices 
that are not present in India compared to some foreign nations. There is no support from the government agencies to the ailing 
families of India, who have lost there bread winner in past, which resulted in weakening the economic front of the family 

The origin of Insurance can be dated in 18 th century when for the need of some European sailors the idea of Insurance was 
discussed and brought in light for the mutual benefit. 

With emergence of Life Insurance Act in 1912 and provident fund Act, gave the regulation to the business. Many Insurance 
companies flourished in India and started their operations. Mal Practices became rampant as on every corner new “Insurance 
Shops” were opened.  

In 1999, the IRDA was set up  under Companies Act., aspiring  to  carry  on  insurance  and  reinsurance  business  in  India . 

Insurance  business  in  India  is  growing  at  the  rate  of  15.20%  annually  India's insurance sector is to show an 
unprecedented progressive growth of more than 200% by the period of 2010-11  The business of insurance is expected to reach 
at Rs.2000 billions in coming 2 years from the present level of Rs. 500 billion-.  

With new insurance company coming in India , increase in awareness about Insurance in India and good marketing and 
advertising campaigns carried out by the marketers will give rise and will grow the Insurance market in future. 

The tendency and dependency in the product is surely benefitting the industry to achieve its growth targets that they are 
expecting.  

With more companies coming up everyday and the growing demand of the industry the markets are becoming very 
competitive. Until and unless the existing companies makes a mark and create their very own brand name it would be quite 
tough to sustain their position in the market. There is also a probability of big companies taking over the new emerging 
companies. 

With new Distribution channels emerging for the markets, creating and crafting the products for these new intermediateries, 
surely will cater the Insurance need of the end customer. Fuelled competition, increased awareness will bring the customers on 
the centre- stage. More Customer awareness, more regulatory frame work and ethical sales practices will be one to look 
forward in the Insurance Business. 

This paper discusses the present scenario of Insurance industry, the future developing channels and the perceptions and 
expectations of end users toward Insurance Industry.  



67 
 
 

Conference papers © Knowledge Globalization Institute, Pune, India, 2012 

Keywords: Insurance, Irda, Growth, Distribution Channels 
 

Introduction: 

Insurance has been the back bone of society. For country like India, insurance does serve the need as social security practices 
that are not present in India compared to some foreign nations. There is no support from the government agencies to the ailing 
families of India, who have lost there bread winner in past, which resulted in weakening the economic front of the family. The 
penetration of Insurance is also less as compared to other countries. Also the ignorance toward the Insurance in one more 
reason for low penetration.  

The origin of Insurance can be dated in 18 Th century when for the need of some European sailors the idea of Insurance was 
discussed and brought in light for the mutual benefit. Though the practices of Insurance can be marked as early as in 2000 BC in 
China. The modern Insurance came in to practice in early 18

th
 centuries only.  

Insurance in India can be traced back to the Vedas.  Yogakshema, the name of Life Insurance Corporation of India's corporate 
headquarters, is derived from the Rig Veda. The term suggests that a form of "community insurance" was prevalent around 
1000 BC and practiced by the Aryans. 

The Year 1818 saw the advent of life insurance business in India with the establishment of the Oriental Life Insurance Company 
in Calcutta. Bombay Mutual Assurance Society, the first Indian life assurance society, was formed in 1870. Other companies like 
Oriental, Bharat and Empire of India were also set up in the 1870-90s. 

In 1914, the Government of India started publishing returns of Insurance Companies in India. The Indian Life Assurance 
Companies Act, 1912 was the first statutory measure to regulate life business 

In 1928, the Indian Insurance Companies Act was enacted to enable the Government to collect statistical information about 
both life and non-life business transacted in India by Indian and foreign insurers including provident insurance societies. In 
1938, with a view to protecting the interest of the Insurance public, the earlier legislation was consolidated and amended by 
the Insurance Act, 1938 with comprehensive provisions for effective control over the activities of insurers. 

 By the mid-1950s, there were around 170 insurance companies and 80 provident fund societies in the country's life insurance 
scene. However, in the absence of regulatory systems, scams and irregularities were almost a way of life at most of these 
companies. 

It was seen that many Insurance shops were opened and were flourished in a big way. With less or no control of any regulator 
over these companies, rampart unfair business practices were common, many times customer was not benefited and was not 
at the center stage as no transparency was seen in there business. Huge exploitation of customer was seen at the hands of 
these principal agents. India by then was indeed independent and Government then though about regulating the business of 
Insurance.  

 The Insurance Amendment Act of 1950 abolished those Principal Agencies. However, there were a large number of insurance 
companies and the level of competition was high. There were also allegations of unfair trade practices. The Government of 
India, therefore, decided to nationalize insurance business. As a result, the government decided to nationalize the life 
assurance business in India. The Life Insurance Corporation of India was set up on 1

st
 September 1956 to take over around 250 

life companies. 

For years thereafter, insurance remained a monopoly of the public sector. It was only after seven years of deliberation and 
debate - after the RN Malhotra Committee report of 1994 became the first serious document calling for the re-opening up of 
the insurance sector to private players -- that the sector was finally opened up to private players in 2001. 

As of now today India is having 23 Life Insurance company serving the need of customers in all parts of India. These are: 
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List of Life Insurance companies in India till 2011: 

1. Life Insurance Corporation of India 
2. MetLife India Life Insurance 
3. ICICI Prudential 
4. Bajaj Allianz Life Insurance 
5. Max New York Life Insurance 
6. Sahara Life Insurance 
7. TATA AIG Life Insurance 
8. HDFC Standard Life 
9. Birla Sunlife 
10. SBI Life Insurance Company Limited 
11. Kotak Life Insurance 
12. Aviva Life Insurance 
13. Reliance Life Insurance Company Limited – Formerly known as AMP Sanmar LIC 
14. ING Vysya Life Insurance 
15. Shriram Life Insurance 
16. Bharti AXA Life Insurance Co Ltd 
17. Future Generali Life Insurance Co Ltd 
18. IDBI Fortis Life Insurance 
19. AEGON Religare Life Insurance 1 
20. DLF Pramerica Life Insurance 
21. Canara HSBC Oriental Bank of Commerce Life Insurance 
22. Star Union Dai-ichi Life Insurance Co. Ltd. 
23. IndiaFirst Life Insurance Company 

These companies are not only able to create the awareness about the Insurance in country but also are able to create a good 
competitive environment needed for any business to flourish. With better Corporate Governance, fair business practices and 
transparency in business they are now able to beak the monopoly of single Insurance provider in Life Insurance business in 
India.  

The Indian Insurance Market: 

Regulation of business: 

With changing economies and open trade barriers, there was also a need for regulation of business is concern. With this need 
arising a regulator was formalized for the Insurance sector. In 1999, Insurance regulatory development authority (IRDA) was set 
up under Companies Act. Any Company aspiring to do business either in Life or in Non-life Insurance arena need to register 
itself with IRDA. They not only look at regulative frame work but also prohibit 100% foreign ownership of an Indian Insurance 
Company. 

An Indian Promoter is require to invest either wholly or team up with a foreign insurer, which can own not more than 26% of 
the shares in a venture. With 26% share capital with the foreign partner and remaining 74% with the Indian player. 

Major players and growth: 

The Insurance market of India, especially Life Insurance was mainly dominated by Life Insurance Corporation of India (LIC). With 
other players coming into the market provided a competitive environment to the Industry. LIC (Life Insurance Corporation 
of India) still remains the largest life insurance company accounting for 64% market share in 2010. Its share, however, has 
dropped from 74% a year before, mainly owing to entry of private players with innovative products and better sales force. 

In private players ICICI Prudential Co Ltd is the biggest private life insurance company in India. It experienced growth of 58% in 
new business premium. In line with expectations, life Insurance industry’s new business volumes in the individual new business 
segment remained strong, growing 36% Y-o-Y and 23% M-o-M, in year 2010. 

http://www.dalalstreet.biz/forum/insurance-ulip/list-of-all-life-insurance-companies-in-india/
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Here is how Various Life Insurers stack up against each in the Industry as a whole. The following Data suggests that LIC of India 
is still the market leader followed by ICICI Prudential, HDFC Standard Life, SBI, Reliance, Bajaj, Birla Sun Life, Max New York etc. 

 

Source: IRDA 

The first year premium, by Life Insurers in India for the period 2009-10 was 1, 09,894 crore as compared to 87,331 crore in 
2008-09 registering a growth of 25.84 per cent. The total premium underwritten by the Life Insurance sector in 2009-10was 2, 
65,450 crore as against 2, 21,785 crore in 2008-09 exhibiting a growth of 19.69 per cent. Still the state owned company leads 
the chart till date.  

In life insurance business, India ranked 9th among the 156 countries. During 2009, the life insurance premium in India grew by 
10.1 per cent however, during the same period; the global life insurance premium had contracted by 2 per cent. The share of 
Indian life insurance sector in global market was 2.45 per cent during 2009, as against 1.98 percent in 2008. The measure of 
insurance penetration and density reflects the level of development of insurance sector in a country. While insurance 
penetration is measured as the percentage of insurance premium to GDP, insurance density is calculated as the ratio of 
premium to population (per capita premium). Since opening up of Indian insurance sector for private participation, India has 
reported increase in both insurance penetration and density. But, the increase has been almost entirely contributed by the life 
insurance sector. 

Insurance penetration and density in India: 

_________________________________________ 

                        Life  

Year  Density Penetration  

  (USD)  (% age)   

2001  9.1  2.15  

2002  11.7  2.59 

2003  12.9  2.26 

2004  15.7  2.53 
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2005  18.3  2.53 

2006  33.2  4.10 

2007  40.4  4.00 

2008  41.2  4.00 

2009  47.7  4.60 

___________________________________________ 

Insurance density is measured as ratio of premium (in US Dollar) to total population. 

Insurance penetration is measured as ratio of premium (in US Dollars) to GDP (in US Dollars). 

Source: Swiss Re, Various Issues. 

With the data, it can be seen that in business arena, the estate owned insurer LIC is still holding its base and position as number 
one Life Insurance Company in India. At the same way the private players are also leading an upward direction. Due to the 
competitive environment the aware ness, and also due to the marketing activity of all insurers together has surely helped to 
increase the penetration and increase in the insurance density in India. 

Products in Insurance Market: 

Insurance market today consists of multiple products. To have a classification of products they can be mainly classified as 

Term Product 

Endowment Products. 

Annuity (Pension) Plans 

Though today Insurance is projected as an investment product to the customer, the avenues of these investments can be into 
traditional markets (Been tagged as a traditional products which gives fixed Guaranteed returns) and Unit linked products 
(Investment made in capital market). 

Along with need generation new product lines were introduced by many insurers and developed products like children 
products, short duration products, single payment products, limited period products and many more.  

With recent societal change also gave rise to products like “Reverse Mortgage “by these insurers. They are now able to 
developed and market the products depending upon the need and demands of customers. This has indeed helped the 
customer in form of customization of products at there disposal.  

Foreign Influx: 

Several global insurers are today operating in Indian soil with the Indian partner. Prudential of United Kingdom, Aviva plc the 
major British insurer, AIG the America, Dutch insurance firm AEGON, French firm AXA and many more have entered the market 
and are earning now major share in the insurance market. With vast experience about the insurance business and cash rich 
pockets these companies have changed the total way of business in India.  

With expertise in there work they have designed best products and best management practices have helped the customers to 
have these products at their end. The competition by large has provided an equal opportunity employability in India. With 
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global business practices the cultural changes in working place has been able to seen in India. Best management styles of 
working today have helped to create best process not only the front end process but also the backed technological driven 
process. With customer relationship management (CRM) coming into picture the data storage and information sharing became 
must easier for all the insurers. 

Customer Centric: 

A consumer remains the most important centre of the insurance sector. After the entry of the foreign players the industry is 
seeing a lot of competition and thus improvement of the customer service in the industry is been seen and is also been 
practiced.  

Customers have tremendous choice from a large variety of products from pure term (risk) insurance to unit-linked investment 
products. Customers are offered unbundled products with a variety of benefits as riders from which they can choose. More 
customers are buying products and services based on their true needs and not just traditional money back policies, which is not 
considered very appropriate for long-term protection and savings. There is lots of saving and investment plans in the market.  

Insurance industry is a data-rich industry, and thus, there is a need to use the data for trend analysis and personalization. 

With increased competition among insurers, service has become a key issue. Moreover, customers are getting increasingly 
sophisticated and tech-savvy. People today don’t want to accept the current value propositions, they want personalized 
interactions and they look for more and more features and add ones and better service 

The insurance companies today must meet the need of the hour for more and more personalized approach for handling the 
customer. Today managing the customer intelligently is very critical for the insurer especially in the very competitive 
environment; customer gone is gone for ever and will never ever come back to the same insurer.  Companies need to apply 
different set of rules and treatment strategies to different customer segments. 

With educating the customers by Insurance Regulatory Development Authority (IRDA) and the steps taken by them has been 
able to help the customers to know many things about the insurance. Also the detailed about their policy, the investment 
patterns, the charges applied, the expected returns on the policy the benefits and all fine prints about the policy has been 
provided by the regulator and also by the insurer to the customer, hence making customer a real “ King “ and keeping him at 
the center stage. Proper process for his queries, provision of district, state and nation form to clear the ambiguities and any 
thing related by law are now addressed properly by the process came into picture. This has not only safeguarded the interest of 
the customer but also his involvement in the business by telling him his rights as a customer and the privilege he owns by giving 
the business to the insures across India. 

Distribution and Intermediaries: 

The insurance agents still remain the main source through which insurance products are sold. With growing competitive ness 
and good marketing strategies has given rise to other distribution channels. The present channels for insurance sale in India 
available are 

Direct Agents 

Direct Selling 

Group Selling 

Bancassurance 

Brokers 

Cooperative Societies 
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These new channels apart from the direct agents are able to penetrate the market much deeper than the traditional way of 
selling insurance through the agents. The channel partners are also been benefited by this as more value is generated in their 
business by adding one more product and customer also gets benefited of there valuable and professional advice. These 
partners for insurance companies has been the major benefit for increase in sale of there products. Also with there wide reach 
in market and better customer relationship skills has widen the horizon of there business as they are able to get another 
product at there end to sell to there valued and loyal customers. Thus enhancing there relationships with the customers.  

Future Play: 

Insurance industry has witnessed major changes over period of time. The regulator has been keen over the proper functioning 
of the business, with keen watch over the business capital to be invested with advancement in business also keen over creating 
awareness about unfair business practices nurtured by the insurer. Not only it has safe guarded the interest of the customer 
but has also played a keen role in educating the customer. With constant competitive environment the business delivery has 
been niche and constantly working toward been excellent.  

The best are the one to survive in the business. We may see big companies taking over the troubled one.   

Fuelled competition, increased awareness will bring the customers on the centre stage. Customer will be the single most 
important factor driving change in the life insurance business. Customer experience will be the key differentiator. Service will 
focus on enhancing the customer experience and maximizing the customer convenience.  

Apart from the new distribution channels evolved, internet will be another effective media to sell the insurance by effective 
comparison shopping. Technology will be playing a crucial role in delivering the highest standard of service to both, the end 
customer and also to the intermediary   

Regulatory Frame work: 

The regulator till date has been firm tightening the business. Same would be seen from there end in coming future. While the 
regulator authority has done a superb job in putting place a framework, it needs to focus now to maintain consistency in the 
regulations applicable to each provider so as not to create a disadvantageous position for any one provider.  

Simplification of Law: 

Another cause of concern is the delay in the formulation of unified Act for issues relating to the insurance. Also with new 
modules coming in the financial planning arena, it is again necessary to frame out some laws to control the activities in future. 
With fee regime coming slowly into the market, regulating and controlling over the same will be require as a need of hour.  

Risk Management: 

India has seen an exit of one insurer (AMP Sanmar). The role of regulator in monitoring the risk profile of each participant will 
be crucial to maintain the good health of the sector. Insurers will need to take appropriate risk mitigation measures to minimize 
risk, while the regulator will need to strengthen their armory of risk measuring tools. 

The Rural Market:  

Insurance companies have established a presence and extended coverage in the rural areas as well, but there a lot more that 
needs to be done. The insurance companies need to design products that meet their need. Service delivery mechanisms will be 
crucial to success in rural areas. Mainly lesser premium a year will be required to explore the market.  

Foreign Direct Investment (FDI): 

One of important reform the industry is looking for. Lobbing has been done for implementing the 49 per cent FDI in insurance 
sector. This will not only helped the sector but also helped the Indian partner in a big way. The precautionary measures have to 
be taken for safeguarding the existence of Indian partner if at all it is allowed in the sector.  
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Pension Fund: 

An important area of business which has been a key segment for insurers worldwide and will be critical to the growth and 
development of the insurance industry of India. Been a pensions fund at most care has to been taken for implementation as will 
affect many senior citizens. 

Conclusion: 

Since the opening of insurance sector to private players there has been many significant developments like product 
innovations, introduction of riders, new channels of distribution i.e., banks, corporate agents, group insurance business etc. 
While these changes are most welcome and will benefit the growth of the industry and the customers, there are some key 
issues that need to be addressed immediately namely regulating framework, simplification of insurance laws, risk management, 
the rural market and the pension and role for insurance companies. This market has the potential to grow into one of the 
largest markets in the world within the foreseeable future. However, if appropriate steps are not taken now to get the 
structural aspects right, this industry will face many challenges that affect the growth 
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ABSTRACT 

As with most newly emerging economies, Laos needs to develop its small and medium sized enterprises (SMEs), which is the 
key engine for growth for all Southeast Asian countries. Laos is the one of the few remaining communist countries in the world, 
but it too has recently transited to a market economy like its neighbor Vietnam The country is resource rich but faces 
tremendous challenges of a landlocked less developed country. The transition from a closed to an open market economy is a 
daunting task.  This paper evaluates the strategy and policy that needs to be in place for the country to succeed in private 
sector development with particular emphasis on creating the environment for stimulating economic activity particularly 
towards privatization and   development of SMEs.  

The government has identified infrastructure development, streamlining business regulations and improving finance as main 
priorities. The new Enterprise Law of 2004 defines directions and policies for development of SMEs in Laos. While it heralds a 
good start to the process of privatization its implementation leaves a lot to be desired. Numerous rules and regulations need 
clarification, there is a dire shortage of credit and financing and entrepreneurial and management training facilities and 
programs.  The infrastructure including education and the legal system is still underdeveloped and needs major improvements.  
Modern technology is still unavailable to many businesses.  Market access is also limited while competition from neighboring 
countries, especially due to participation in the ASEAN Free Trade Area.   

 KEYWORDS: 1.Globalization 2.Development 3.Policy 4.Entrepreneurship 

Introduction 

As with most growing economies, Laos needs to develop its small and medium sized enterprises (SMEs), which is the key engine 
for growth for all Southeast Asian countries. Laos is the one of the few remaining communist countries in the world, but it too 
has recently transited to a market economy like its neighbor Vietnam.  It is a relatively small country about the size of Utah.  
Almost 70% of this mountainous country is forested. The country has a rising population of nearing 7 million but is still one of 
the least densely populated countries in Asia. Laos is rich in natural resources and much remains untapped due to lack of capital 
and technology.  The resources include wood, gold, copper, tin, aluminum, rattan, coffee, and hydroelectricity.  However, the 
country remains poor and underdeveloped due to lack of infrastructure and human capacity. (Bhasin, 2010) 
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Figure 1 - Map of Laos in Southeast Asia 

Source:  CIA World Factbook 2011  

Background 

Laos emerged from the domination of Thailand in the 18
th

 century and remained part of French Indo China until the Second 
World War when it was occupied by the Japanese.  In 1946, the French reoccupied Laos but had to grant full sovereignty after 
their defeat by the Vietnamese and the subsequent Geneva Peace Conference in 1954. (US Dept of State, 2010) The country 
saw little stability as a civil war ensued between the Royalists, the Communists and the Neutralists.  The 1961-62 second 
Geneva conference finally provided for the neutrality and independence of the country. Laos, one of the few remaining one-
party communist states began decentralizing control and encouraging private enterprise only in 1986. The country had 
remained mostly closed with the government controlling all industrial sectors since declaring independence as the Lao People’s 
Democratic Republic (LPDR) on December 2, 1975. (World Factbook, 2010) 

The Lao government started encouraging private enterprise in 1986 and is transiting now to a market economy but with 
continuing governmental participation.  Prices are generally determined by the market, and import barriers have been eased 
and replaced with tariffs.  The private sector is now allowed direct imports and farmers own land and sell their crops in the 
markets.  From 1988 to 2009, the economy has grown at an average 6-8% annually. Despite being rich in natural resources the 
country remains underdeveloped and around 70% of the population lives off subsistence agriculture, which contributes to 
roughly 30% of GDP.  In addition to rice, the main crops are sweet potato, corn, coffee, sugarcane, tobacco, cotton, tea, ginger, 
soybeans, vegetables, and peanuts. Animal husbandry includes rearing of cattle, pigs, water buffalo, and poultry.  Industry is a 
growing sector (11%) and contributes 33% of the GDP. The main activity is in the extractive industry with mining of tin, gold, 
and gypsum.  Other industries are timber, electric power, agricultural processing, construction, garments, cement, and tourism. 
The services sector accounts for around 37% of GDP as illustrated in Figure 2. Four new banks have opened in the last two 
years.  Laos operates a managed exchange rate and the kip has been strengthening. (Bhasin, 2010) 
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                 Figure 2 - GDP by Sector in Laos 

 Source: World Factbook, 2010 

Poverty has reduced substantially from 46% in 1992 to 26% in 2009.  Exports in 2009 included copper, gold, clothing, 
hydropower, wood and wood products, and coffee, and were mainly to Thailand (35%), Vietnam (16%), and China (9%) as 
illustrated in Figure 3.  Imports were mainly machinery and equipment, vehicles, fuel, and consumer goods. The country is rich 
in hydropower generation, which provides almost 90% of electricity.  There are no indigenous sources of oil and natural gas but 
PetroVietnam is exploring for oil and gas jointly with Laos. There are considerable deposits of minerals and these are largely 
untapped. There are also ample sources of gemstones, especially high quality sapphires, agate, jade, opal, amber, amethyst, 
and pearls. (World Factbook, 2010) 

Imports                             Exports 

 

Figure 3 - Major Trading Partners of Laos 

Source:  Asian Development Bank, 2010 
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Infrastructure development, streamlining business regulations and improving finance have been identified as the main 
priorities for the government.  Construction of roads and buildings for the Southeast Asian Games in December 2009 and for 
the celebration of the 450

th 
anniversary of Vientiane as the country’s capital in 2010 has helped infrastructure development.  A 

mini construction boom is being experienced around Vientiane. The manufacturing and tourism sectors are seen as the key 
sectors for private sector growth.  The garment sector has created employment for over 20,000.  There is a need to focus 
attention on improving transportation and skill levels of workers. Laos continues to remain dependent on external assistance to 
finance its public investment. Table 1 illustrates the official financial flows of the Lao economy in comparison to the other 
Southeast Asia Countries.  In 2009, it launched an effort to increase tax collection and included value added tax, which is yet to 
be imposed.  It also simplified investment procedures and expanded bank facilities for small farmers and entrepreneurs. 
Inflation is in check and has averaged at around 5%, and the currency, the Lao kip has been rising steadily against the US dollar.   
In practice, the Lao economy is highly dollarized.  Laos’ oil import bill remains large.   

Table 1 - Official Financial Flows  

S.E. Asia Countries Category 2005 (%) 2006 (%) 2007 (%) 2008 (%) 

Cambodia 
Official development assistance 97.2 99.8 101.6 96.9 

Other official flows net 2.8 0.2 -1.6 3.1 

 Indonesia 
Official development assistance 297.1 92.9 -235.4 211.4 

Other official flows net -197.1 7.1 335.4 -111.4 

Lao People's dem. Rep. 
Official development assistance 83.5 88.3 87.7 98.7 

Other official flows net 16.5 11.7 12.3 1.3 

Thailand 
Official development assistance -12.6 36.3 40.5 67.1 

Other official flows net 112.6 63.7 59.5 32.9 

Viet Nam 
Official development assistance 93.9 97.2 98.6 85.6 

Other official flows net 6.1 2.8 1.4 14.4 

 

Note. Adapted from UNCTAD 2011.  Retrieved May 10, 2011 from  http://unctadstat.unctad.org/TableViewer/tableView.aspx  

The country’s international reserves have been strengthened through investments in hydropower and mining.  The government 
maintains controls of the price of gasoline and diesel.  The economy is expected to continue to grow by around 7-8% annually. 
(Bhasin, 2010) 

SME Policy Evolution in Laos 

Subsequent to the proclamation of the Lao PDR in 1975, it remained a socialist centralized planning economy till 1986 when 
President Kaysone Phomvihane initiated    “Chintanakanmay” (New Imagination) as the pragmatic way forward.  The market 
economy was called “New Economic Mechanism” and trade liberalization began in 1987.  Tax system was structured.  Export 
taxes were eliminated and replaced with profit taxes.  By 1989 a new tax system was implemented. By 1995 there was 
unification of exchange rates and a floating rate was adopted.  Deregulation measures included reduction of public employees, 
autonomy and rationalization of public enterprises and privatization. (Nouansavanh, 2005) 

Laos joined the Association of Southeast Asian Nations (ASEAN) in 1997 and the ASEAN Free Trade Area (AFTA) in 1998.  The 
net result of this has been the requirement for Laos to reduce tariffs.  This, in turn, makes it imperative that business and 
industry needs to become more productive and competitive.  This burden falls mainly on the SMEs as they are the mainstay of 
the national economy.  In 2004, the Prime Minister issued Decree No. 42 defining directions and policies for development of 
SMEs in Laos.  In October 2005, the National Assembly approved a new Enterprise Law was enacted.  It intent was to create a 
level playing field for private businesses by simplifying regulations and procedures.  

A four-dimension definition of SMEs was created.  It takes into account the number of employees, the turnover or total assets 
amount, the business registration, and the independency of the business: SMEs are business units that are independent and 
legally registered in accordance with the law of Lao PDR, and which sizes are determined by the following criteria as illustrated 
in Table 2: 
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Small enterprises are those with an annual average number of employees not exceeding 19 persons or total assets not 
exceeding 250 million kip or annual turnover not exceeding 400 million kip.  

Medium-sized enterprises are those with an annual average number of employees not exceeding 99 persons or total assets not 
exceeding 1.2 billion kip or an annual turnover not exceeding 1 billion kip. 

Table 2 - Definition of SMEs 

 

Although the private sector in Laos remains small, it dominates the economy in terms of the number of enterprises.  In 2005/6, 
85% of all enterprises were privately owned, 79% were small, 16% were medium and 5% were large.  There were a total 
number of 126,913 enterprises and employed 245,000 of which SMEs accounted for 99.8% and 83% respectively.  (Phoumilay, 
2008) 

At an Asian Development Bank (ADB) meeting in Tokyo in 2008, the Laos Government presented a Country Paper on Laos 
covering “Best Practices on SME Development and Management” and provided details of its SME policy and plans.  (Phoumilay, 
2008)  

The objectives of SME development are: 

Contribution to sustainable growth of the economy 
Contribution to employment creation 
Raising living standards of the people 
Laying the foundation for gradual industrialization and modernization 
The government decree of 2004 contains ‘statements of intent’ for the development of the SME sector covering 6 main areas:  

Creating an enabling regulatory and administrative environment by coordinating relevant line ministries and interested parties 
to review regulations and implementation tools that are hindering the establishment and expansion of businesses; improving 
existing regulations and issuing new ones ensuring that they are relevant, simple, clear and enforceable; disseminating 
information on regulations relevant to SMEs. 
Enhancing competitiveness of SMEs through training of potential and existing entrepreneurs and SME workforce; providing 
technical assistance to improve productivity, quality, technology and management skills; supporting and closely cooperating 
with organizations, academic institutions, research and technical institutes to this end. 
Expanding domestic and international markets by providing information on markets; assisting with market research; promoting 
Lao products; participating in domestic and international trade fairs; facilitating SME access to public procurement. 
Improving access to finance through appropriate and comprehensive loan products; establishing credit guarantee schemes or a 
specialized SME Promotion Bank to ensure that SMEs are provided with adequate credit according to established norms and 
practices. 
Encouraging and creating favorable conditions for establishment of business organizations by developing regulations to 
facilitate the establishment of business organizations; issuing regulations to encourage the establishment of business groups, 
associations, cooperatives and clubs; providing assistance to build capacity of these organizations. 
Enhancing entrepreneurial attitudes and characteristics within the society by developing entrepreneurial training curricula and 
incorporating them into the education system; enhancing the status and characteristics of entrepreneurs within the society in 
general.   

Number of Enterprise category 
Number of 
Employees 

Annual Turnover (mil 
kip) 

Asset Value (mil 
kip) 

  Small 5 – 19 < 400 < 250 5 – 19 < 400 < 250 
  Medium 20 – 99 < 2000 < 1200 20 – 99 < 1000 < 1200 
   

Note. Adapted from SMEPDO 2004.   

Retrieved May 10, 2011 from http://www.smepdo.org/info/9/?lang=en 
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An SME Promotion and Development Fund was created to implement the program.  Fund is sourced from the national budget, 
international grants and loans and fees from any services provided.  Management of the program was left to three bodies: 

National SME Promotion and Development Office (SMEPDO) 
Standing Committee of SMEPDO 
National SME Promotion and Development Committee (SMEPDC) which is a public and private sector partnership and chaired 
by the Minister for Industry and Commerce. 
The SMEPDO reports to the SMEPDC.  The SMEPDC advises the government on SME policies, programs and projects.  The 
Standing Committee is responsible for managing the SMEPDO.  Its specific duties are: 

Acting as a secretariat for the SMEPDC in the formulation of policies and plans for SME promotion and development 
Defining SMEs according to socio-economic conditions in each locality 
Managing the SME Promotion and Development Fund 
Implementing, monitoring and evaluating SME support projects and annual SME development plans 
Reporting progress on SME promotion projects to the SMEPDC 
Disseminating information of legislation and regulations, support projects and Government socio-economic development plans 
to SMEs 
Upgrading knowledge and skills of the Government and private sector staff on SME promotion and development 
Coordinating all parties involved in the implementation of SME promotion and development projects 
Cooperating with international organizations in SME promotion and development 
Advising relevant agencies, state-owned enterprises and the private sector in the implementation of SME promotion plans.  
At the local level, the government decree allocates responsibility to provincial and municipal authorities to incorporate the SME 
policies and programs into their own socio-economic development plans.  In addition to implementing SME projects at the local 
level, a Technical and Vocational Education and Training System was started to provide the various skills required.  The 
Integrated Vocational Education and Training System (TVETS) provide 4 levels of vocational training and 3 levels of technical 
education. 

The SME Development Strategy up to 2010 included the following measures: 

Developing a sub-contracting exchange to link SMEs to larger companies 
In collaboration with the Asian Productivity Organization, institute measures to improve productivity and quality of products to 
achieve competitiveness in local, regional and international markets 
Development of Business Development Services (BDS) for enterprises 
Improvement of technical skills for the workforce 
Setting and benchmarking selectors for compliance with international standards 
Development of business incubators 
 

A Strategic Plan for the TVET Development from 2006-2020 includes realizing privae-public partnership in developing vocational 
training.  The National Training Council (NTC) was established by Prime Minister’s Decrees 35, 142 and 425.  The NTCs main 
responsibilities are to: 

Develop policies and guidelines for development of TVET  
Develop policies and guidelines for TVET budget 
Establish the National Training Fund 
Prepare the master plan for TVET development 
Develop national vocational training standards, curricula and their assessment 
Develop plans for establishing TVET institutions in accordance with Ministry of Education rules and regulations 
Develop plans for teachers pre and in service training 
Monitor, inspect and evaluate implementation of TVET plan 
Coordinate activities with domestic and international organizations and secure financial support 
The targets for SME development from 2007-2010 were: 

Growth of SME sector – 12% on average 
New business formation – registered SMEs to grow by 12% 
Existing SMEs to grow by 10% in terms of employment or turnover 
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Employment creation – SMEs to generate 50% of net job creation 
 

Literature Review: SME Policy and Performance in Laos 

Literature and research on SME Development in Laos is expectedly limited due to the fact that the country has remained a 
closed economy and interest in its economy has been lacking by academics and institutions.  Data about the economic sectors 
is also dated and often inaccurate.   

In 2003, the Laotian government’s Deputy Director of Industry presented a self-evaluation of SME Development Framework in 
Laos to the OECD sponsored Regional Workshop on “Trade Capacity Building and Private Sector Development in Asia” in Phnom 
Penh, Cambodia.  (Inmyxai, 2003)  It reported that: 

The Lao Expenditure and Consumption Survey (LECS 2) carried out by the National Statistics Center in 1997/1998 indicated that 
165,000 households were involved in operating small businesses in Laos and only 7% employed paid labor.   
An industry survey carried out by the Ministry of Industry and Handicrafts and the United Nations Development Organization 
(UNIDO) revealed that small businesses accounted for 98.1% of manufacturing, while medium and large businesses made up 
1.5% and 0.4% respectively.  The survey also estimated that small businesses created employment for 57% of the industrial 
labor force.  Medium and large enterprises employed 7% and 37% respectively.  SME contribution to GDP could not be 
ascertained. 
The major problems faced by SMEs were: inability to compete with neighboring countries due to the poor investment and 
business environment; SME regulations were not fully developed; lack of service institutions; lack of sources of financing; and 
poor policy formulation and implementation leading to lack of cooperation between public and private sectors.  
In order to improve the situation, an SME Development Framework and SME Development Fund were created.  These and 
other training programs were adopted so as to create an enabling business environment for SMEs, enhance competitiveness of 
SMEs, and provide services to improve SME performance. 

In the first of its kind study on “Development of Excellent Entrepreneurs in Small and Medium Enterprises in Laos and 
Cambodia” and presented to the International Conference on Sustainable Development: Challenges and Opportunities for GMS 
on December, 2007, in-depth interviews were used to “explore the similarities and differences of the SMEs entrepreneurial 
characteristics, business experiences, problems and supporting requirements in Laos and Cambodia.” (Southiseng et. al., 2007) 
The findings led to the conclusion that performance of SMEs have improved due to increase in number of entrepreneurs.  
However, both countries faced the same challenges: 

Unclear and uncertain rules and regulations for establishment of SMEs 
Lack of accessible credit and 
Shortage of entrepreneurial and managerial training facilities and programs 
The study recommended the systemic training of entrepreneurs, improvement and development of adequate infrastructure, 
provision of credit for start-ups and reduction of tax rates to stimulate to increase daily revenue for the many in need. 

A joint 2007 study by academics from the national University of Laos and Hiroshima University Japan on “Corporate Financing 
and Performance of SMEs” empirically investigated the “moderating effects of ownership types and management styles to 
corporate financing on the performance of SMEs.” (Kongmanila & Kimbara, 2007)  The study collated and analyzed data of 160 
trading SMEs in Vientiane, the capital of Laos over the period 2002-2004.  The results led the authors to argue that both 
internal financing (retained earnings) and external financing (debt equity) are the main factors that influence the performance 
of trading SMEs in Laos. 

In a related paper by the same two researchers (Kongmanila & Kimbara, 2008) and specifically aimed at SMEs in Laos, 
examination was made of 146 trading SMEs to determine (1) financial performance and relationship to managerial types; and 
(2) relationship between managerial types and financial performance in relation to the size of the firm.  Using the MANOVA 
method to prove defined evidence, it was found that there is no difference between founder-CEO and professional-CEO on 
financial performance of the firms, though the size of firm does have direct impact on performance. Larger firms outperformed 
smaller ones to a certain level (sales in excess of USD 500,000) and the study recommended that control then be handed from 
founder-CEO to management-CEO.  
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A study was done to evaluate the impact of FDI and trade liberalization on SME development in Laos as part of a series of 
research projects at the Economic Research Institute for ASEAN (Association of South East Asian Nations) and East Asia (ERIA) in 
2007.  Challenges faced by SMEs in Laos were identified as: high taxes, high inflation, unstable exchange rate, and inadequate 
funding. (Kyophilavong, 2007)  Additional problems discovered were: need for innovation, lack of competitive capability, lack of 
market and opportunity, and need for networking.  It was found that though FDI does provide SMEs with opportunities to 
increase production but trade liberalization had a negative rather than a positive impact.  Recommendation made for change in 
policy to address these issues by improving collection of data and its analysis, annual monitoring of policy implementation; 
increase in SME capacity in productivity, quality and quantity; better coordination of training activity; and reduction of the tax 
rate, controlling inflation and foreign exchange rate. 

A study was conducted by the ERIA in 2009 (No.8) to understand the issues Lao SMEs face during economic integration process.  
The economic integration for the ASEAN region has accelerated growth for the region but some economies (including Laos) are 
still lagging.  The national development goal of Laos is to remove itself from the group of Least Developed Countries (LDC) by 
2020.  SME development is crucial to reaching this goal.  The barriers identified prior to this study were: 

Lack of data on enterprises in Laos 
SMEs dominated the economy and there were few large firms in the economy 
Lack of access to capital 
Lack of skilled technical labor 
Lack of business service providers 
A survey of SMEs was done using personal interviews. The constraints of SME growth this study found included: 

Most sectors faced constrained financial access except for garments, wood processing and handicrafts and most of these 
products are sold domestically 
Most sectors failed to meet international standards as they lacked capacity to improve business processes, adopt new 
production methods, and introduce new products to markets 
The external barriers identified were the poor economic conditions and high taxes in the domestic market 
The internal barriers were poor distribution and logistical support including availability of warehousing facilities and excessive 
costs involved in transportation 
Shortage of working capital to finance new business start ups 
Insufficient trained personnel for market expansion 
Table 3 illustrates the type of household and government expenditure as a percentage of GDP over the last 5 years since 2005. 

Table 3 - Type of expenditure as a percentage of GDP 

Type of Expenditure as a percentage of GDP 2005 2006 2007 2008 2009 

Household consumption expenditure (including NPISH) 73.5 70.2 68.2 66.2 72.7 

General government final consumption expenditure 7.7 7.4 8.7 8.3 9.4 

Gross capital formation 34.5 30.7 38.3 37.1 31.1 

Exports of goods and services 33.1 38.4 35.7 32.7 25.8 

Imports of goods and services 48.8 46.6 50.9 44.4 38.1 

Agriculture, hunting, forestry, fishing 36.5 33.2 32.8 31.5 31.6 

Industry 24.5 29.6 27.9 27.1 25.4 

Mining, manufacturing, utilities 21.4 26.3 22.6 22.2 20.5 

Manufacturing 9.1 8.7 8.8 9.1 10.5 

Construction 3.1 3.3 5.3 5.0 4.9 

Services 39.0 37.2 39.3 41.4 43.0 

Wholesale, retail trade, restaurants and hotels 21.8 21.2 20.2 20.5 21.1 

Transport, storage and communications 5.4 5.1 4.5 4.8 5.0 

Other activities 11.8 10.9 14.6 16.1 16.9 

 

Note. Adapted from UNCTAD 2011.  Retrieved May 10, 2011 from  http://unctadstat.unctad.org/TableViewer/tableView.aspx  
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An assessment was done to ascertain current government assistance to SMEs and the survey found that little support had been 
forthcoming from government or NGOs. Only 20% of SMEs received some form of assistance overall and the lowest ranked 
categories where support was received from government and NGOs were: financing, technology development and transfer and 
business linkages and networking. This study concluded that action be taken by the government to address these issues, in 
particular the shortage of working capital and the need to meet international standards.  Kyophilavong, 2009) 

The most recent study on SME Development in Laos was done in 2010 by Southiseng and Walsh of the School of Management 
at the Shinawatra International University in Bangkok, Thailand.  (Southiseng and Walsh, 2010)  The study analyzed competition 
and management issues of SMEs in three provinces of Laos:  Vientiane, Sawannakhet and Luang Prabang.  The study used 
qualitative research as well as secondary data. Fifty two in-depth interviews were conducted.  The SME sector is important to 
the Lao economy and 74% of enterprises were family owned.  These concentrate on food processing, garment production, 
construction materials, wooden furniture, tourism, education, trading, transportation, internet services and others. Increases in 
the SME sector have certainly contributed to job growth and overall GDP growth. Table 5 illustrates the overall incremental 
increase in real GDP growth rates per capita over four years from 2006 to 2009 relative to Cambodia, Indonesia, Thailand and 
Viet Nam. 

Table 4 - Real GDP Growth Rates per Capita 

S.E. Asia Countries 2006 2007 2008 2009 

Cambodia 9.00 8.42 4.95 -4.30 

Indonesia 4.20 5.06 4.76 3.35 

Lao People's Dem. Rep. 6.43 16.12 5.82 5.54 

Thailand 4.26 4.19 1.84 -2.82 

Viet Nam 6.92 7.19 4.97 4.16 

 

Note. Adapted from UNCTAD 2011.  Retrieved May 10, 2011 from                       
http://unctadstat.unctad.org/TableViewer/tableView.aspx 

The findings are that entrepreneurs find it difficult to access modern technology and finance, have limited resources in terms of 
capital and skill; and receive unfair treatment from government officials. Management styles usually focused on short-term 
day-to-day objectives and few were able to consider longer-term considerations or business sustainability. Skills management 
and capacity building in these SMEs were narrowly conceived and required to be profit-based. Training and development of 
human resources was seen as a cost rather than an investment. Recommendations for enhancement of SME productivity and 
capacity included: 

Income tax rates should be reduced substantially so as to allow for greater capital availability for reinvestment  
Credit and financing need to be increased and process made easy and more accessible 
Training increased to provide capacity in product design, quality improvement, and product presentation and packaging 
Training be provided to entrepreneurs about complying with laws and commercial regulations, international insurance policies, 
payment and financing methods, and ways of entering international markets 
E-commerce systems be developed, introduced and implemented 
 
Discussion: Policy Considerations for Laos 

It is imperative that the value of the contribution that the SME sector makes to the national economy must be recognized more 
substantially.  Most Southeast Asian governments do recognize the importance of SME development as essential and necessary 
for the overall health of each country’s economy.  The SME sector accounts for upward of 90% of all firms outside the 
agricultural sector and the biggest source of employment, providing livelihood for three quarters of the region’s population.  
(Bhasin & Venkataramany, 2010)  This is true for Laos as it attempts to free itself from the label of a least developed country by 
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2020.  Table 5 illustrates that Lao has the highest percentage of labor force in the agriculture sector as compared to the other 
Southeast Asia Countries. 

Table 5 – Percentage of Labor Force in the Agricultural Sector 

S.E.Asia Countries 2007 (%) 2008 (%) 2009 (%) 2010 (%) 

Cambodia 67.7 67.3 66.2 65.7 

Indonesia 43.1 42.4 41.5 40.8 

Lao  77.2 77.4 77.3 77.3 

Malaysia  73.7 70.5 67.4 64.5 

Thailand 51.4 50.4 49.7 48.8 

 

Note. Adapted from UNCTAD 2011.  Retrieved May 10, 2011 from                          
http://unctadstat.unctad.org/TableViewer/tableView.aspx  

 

In spite of the importance SMEs to the national economy, the country still lacks an established, well crafted and effectively 
managed policy for the development of a strong base of corporate and entrepreneurial leaders. It becomes imperative that first 
a comprehensive strategy, followed by a detailed plan and then its implementation becomes a priority for the country.  
Discussed below are some policy considerations.  

Though the country is eager to develop its private sector and increase business activity, it is very difficult country to run a 
business in Laos.  In a World Bank 2010 report, Laos ranked 167

th
 out of 183 countries for ease of doing business and of the 

nine ASEAN countries profiled, it was ranked last.  It takes roughly 100 days and seven procedures to start a business in Laos.  
With regard to protecting investors, it ranks 182

nd
 of 183 countries surveyed.  Corruption remains a problem although the 

government at the highest level has made combating corruption a priority.  Laos is listed 158 of 180 nations in Transparency 
International’s 2009 Corruption Perception Index (CPI). 

The Proposed ASEAN Policy Blueprint for SME Development 2004-2014 (Asasen, 2003) used the following objectives for 
development and integration of SMEs: 

Higher income growth 
Fuller deployment of domestic resources 
Gainful integration through global and regional trade and investment, and 
Greater equity in access, distribution and development 
The report notes that the vital contribution of SMEs to economic development cannot be overstated.  They remain the largest 
source of domestic employment.  Yet, they remain “poor cousins of large firms” and yet SMEs have “driven the emergence of 
world-class industries.” and 

A new development context has been ushered in by trade and investment liberalization in combination with rapid advances in 
many fields.  These include information processing, telecommunications, transportation, bio-technology and engineering and 
the new material sciences.  As a result there have been fundamental changes in the pace, patterns and processes of interaction 
within and between independent economies and enterprises.  (Asasen, 2003) 

This paradigm shift highlights the need and importance of networks, linkages and alliances.  It also requires that prerequisites of 
efficiency and competitiveness be the cornerstone of policy formulation.    
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Entrepreneurship is the foundation for gainful progress in the market economic system. Higher levels of efficiency and flexibility 
in product quality, cost and delivery punctuality are other determinants of sharpened competitiveness at the domestic and 
external levels. 

Strategic considerations for policy formulation must be:  

The promotion of a culture of entrepreneurship, networking and innovation; and ensure that SMEs become and remain a 
learning organization where productivity and innovation are constantly improved.   
There is a need to speed up SME participation in borderless e-commerce, and to overcome bottlenecks in bank and 
supplementary financing for SMEs.   
Creation of SME friendly governance by the public sector which has a major role to play in policy liberalization, administrative 
deregulation, and asset privatization.  Good governance must be conducive to promotion of entrepreneurial initiatives. 
Establish a strong public-private sector partnership in favor of SMEs.   
In this age of globalization and with an increase in regional trade and transactions, SMEs must be capable of competing in the 
global marketplace.  Exports provide the economy with valuable foreign exchange as well as provide higher returns and new 
markets.  They also serve in increasing employment which is a priority for Laos. The major tool to help develop local capacity is 
by sub-contracting.  SME policies to help compete were outlined in a discussion in a project by the Economic Research Institute 
for ASEAN and East Asia (ERIA).  The study “Asian SMEs and Globalization” reports the current status and challenges of Asian 
SMEs (Lin, 2007) as follows: 

SME policies have tended to have contradicting objectives – protecting and promoting SMEs at the same time 
SME policies must also consider private sector initiatives and not only targets defined by government -  few local SMEs are able 
to qualify as sub-contractors and need help 
In Laos, SMEs face challenges of high taxes, high inflation, an unstable exchange rate and a lack of funding 
The following recommendations are relevant for the development of SME policy: 

SME policies must be long-term based and need effective coordination and implementation – this is not always the case and 
inconsistencies often are the case 
Best practices must be developed for the business environment, subcontracting and networking and a monitoring mechanism 
put in place  
Local governments must create a SME database and use it to coordinate between owners and supporting organizations.  
SME database needs to be streamlined and quality improved 
A quality certification system is needed to improve quality and competitiveness 
Anti-monopoly regulations need to be enacted and implemented  
SME incubators can help in enhancing new entry in a competitive environment   
Joint technology centers with FDI providers can help disseminate information and provide training for local SMEs – an example 
of this is the Japan-Singapore Technology Center.  Table 6 illustrates the potential of FDI in the Lao economy which showed a 
very low percentage of GDP and gradually increasing until the market downturn in 2008. 
 

Table 6 - FDI as a percentage of GDP 

S.E. Asia Countries 2005 2006 2007 2008 2009 

Cambodia 6.1 6.6 10.0 7.3 5.0 

Indonesia 2.9 1.3 1.6 1.8 0.9 

Lao People's Dem. Rep. 1.0 5.6 7.9 4.3 2.8 

Thailand 4.6 4.6 4.6 3.0 2.2 

Viet Nam 3.8 3.9 9.5 8.9 4.9 

Note. Adapted from UNCTAD 2011.  Retrieved May 10, 2011 from                            
http://unctadstat.unctad.org/TableViewer/tableView.aspx  
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In a 2005 study of the factors that affect Lao SMEs as they attempt to integrate with the regional economies (Nouansavanh, 
2005), it was noted that the overall effects of joining AFTA were positive in that exports would increase but measures need to 
be taken to increase competitiveness. The following problems were highlighted that must be taken into account in formulating 
SME policy: 

The problems of red tape and bureaucratic obstacles persist and need to be addressed on an urgent basis. They erode 
entrepreneurial energies.  Rules and regulations need to change to meet standards set in the neighboring countries 
There is low entrepreneurial spirit and lack a serious of managerial skills and knowledge.  Management education has to be 
improved. 
There is a strong need to improve technology transfer so as to increase productivity of the manufacturing sector. 
There is limited access to information and information technology in Laos.  This issue needs to be addressed by disseminating 
business information from different agencies to interested parties.  Lack of knowledge of English is a serious concern. 
Access to financing for SME is a major problem.   
Recommendations for policy formulation and implementation include the need to create a conducive and enabling business 
environment starting at the micro-level.  The government and the private sector need to work closely as genuine partners in 
this regard.  The existing regulations need to be reviewed and made more business-friendly and attractive to both local and 
foreign investors.  Especially with regards Laos, regulations must be “simplified in terms of content, procedures and 
coherence.” (Nouansavanh, 2005)  Coordination between different levels of public administration and the various stakeholders 
needs to me improved.  Good managerial and technical support services require attention.  New instruments of financing need 
to be developed and the overall infrastructure of the country needs to be developed at a faster rate. 

The legal system in Laos is based on French legal norms and procedures, socialist practice, and traditional customs.  The 
judiciary is poorly trained and rather inefficient, even corrupt.  Judges are all LPRP members and appointed.  Laws have been 
enacted to protect citizens against arbitrary arrest and detention. In rural Laos, disputes are handled by village committees. 
Inter-village disputes in turn are handled by the district administration in line with local customs and socialist practices.  
(Bhasin, 2010)   

The legal environment lacks transparency and is “saddled with red tape, inefficiencies and ambiguous practices that allow 
abuse.” (RAM Consultancy, 2005) Areas that need reform are: weak secured transaction law and other commercial laws, lack of 
titles to property, absence of transaction registry and the existence of large number of unregistered small businesses in the 
country as the criteria for registration are ambiguous, cumbersome and costs are too high.  

In a presentation to the Regional Forum on Trade Facilitation and SMEs in Times of Crisis, organized by the World Bank’s 
Development Research Group in Beijing on May 20-22, 2009, the President of the Young Entrepreneurs Association of Laos 
(LYEA) Ousavanh Thiengthepvongsa noted that being a landlocked developing country (LLDC), Laos had special challenges in 
development. Landlocked countries are dependent on trade and transport in neighboring and coastal countries.  Imports and 
exports have to travel long distances which increases transaction costs and reduces competitiveness. The country must find 
more creative ways to make domestic enterprises more competitive in a globalized world.  Recommendations include adopting 
an integrated, holistic approach.  Strategy should encompass reforms in the areas of: a targeted agenda that is comprehensive 
and realistic; facilitation of transport and transit including physical infrastructure; legal and regulatory reform including 
implementation and enforcement; regional cooperation to be a priority to overcome problems related to LLDC issues.  Finally, 
in order to achieve any or all of these, a strong political will is a prerequisite without which nothing of consequence can be 
accomplished. (Thiengthepvongsa, 2009)       

Conclusion and Recommendations 

Laos is one of the few one party communist states, but the drive to open markets and develop private enterprise has taken off 
rather well.  The Government of Laos (GoL) recognizes the important role entrepreneurs and SMEs play in the development of 
the economy and country.  It needs to put much more effort in creating the infrastructure and institution that are so vital to 
economic development.  The immediate priority is to ensure macroeconomic and financial stability and continue developing 
closer commercial links with neighboring countries that provide greater access to outside markets, capital and technology.  
There is shortage of power supply, many parts of the country do not have proper roads and transport access, poverty and 
literacy are still a challenge, and there continues to be dependence on small sectors of the economy mainly agriculture, mining, 
forestry, hydropower and some tourism.  The country is still transitioning from government controlled to a privately held open 
system.  Processes and procedures, control mechanisms and legal structure are yet to be fully in place. The country has applied 
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for membership to the WTO (expected in 2010 and overdue) and this will pave the way for the opening of new markets and 
increase in trade.  

For SMEs in Laos to take advantage of opportunities arising from globalization, they must develop capacities that will allow 
them to compete in global markets.  Harvie (2004) proposes that a clear and well defined SME development policy must 
include: 

Access to markets 
Access to financing 
Access to information and 
Access to technology 
The country is well poised to benefit from regional markets through its membership to the ASEAN Free Trade Area (AFTA) and 
to global markets when it becomes a fully fledged member of the World Trade Organization (WTO).  It needs to structure and 
implement a more sound financing mechanism to help new startups gain access to capital as well as in providing avenues for 
existing SMEs grow and prosper.  This includes positive tax regime that encourages local and foreign investment. There is a dire 
need to provide information for SME development and this needs a systematic approach and proper implementation.  Finally, 
in order to benefit from the advantages new technology brings, proper training and transfer of skill is essential.  Laos needs to 
bolster its education system with a total onslaught in preparing the people to be more entrepreneurial and to create a risk 
taking culture.  It is recommended that Laos can learn much from the neighboring countries like India, Singapore, Thailand and 
Vietnam. These countries have succeeded in dealing with similar challenges.  
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Abstract 

Globalization and information technology have induced many changes in business operations. Companies started to look 
beyond national boundaries to source and produce their requirements. In the recent past, companies that have offshored their 
production facilities have often experienced difficulties due to eroding cost advantages, inflexible turnaround periods, and 
intellectual property infringements. In some cases, this has resulted in bringing the production facilities back to U.S. Similarly, 
increasing unemployment rates and general dissonance towards offshoring/outsourcing have motivated governments to 
pressurize companies to create employment locally, despite advantages that companies may have by setting up facilities 
overseas. Internal considerations, external pressures, or a combination of these have motivated some companies to either 
bring back their existing facilities from foreign locations to stateside; or start facilities within U.S., despite possibly cost-
advantageous offshore options. This phenomenon, termed “inshoring”, has not been studied extensively so far. Inshoring to 
date has been captured mainly by popular media accounts that highlight individual cases of companies which took the decision 
to either bring back production or start new ventures within the country, despite some advantages overseas. Similar to 
offshoring, the gaining inshoring trend has to be looked from a theoretical lens. This paper discusses the phenomenon of 
inshoring. It provides a definition for it by reviewing the literature and looks at different scenarios of inshoring, observable in 
the recent past. We conclude by suggesting future research directions to study inshoring and its impact on companies, on the 
U.S. economy, and the environment. 

Introduction 

Global outsourcing of productive activities – physical as well as service-oriented – has become a common phenomenon for 
companies in the United States (Contractor, Kumar, Kundu, & Pedersen, 2010; Friedman, 2006; Bronfenbrenner, Luce, & 
Economic, 2004). Based on a mix of low wages and talented workforce, manufacturers as well as service providers in 
developing countries and emerging economies have become outsourcing hubs for U.S. companies. In economic terms, 
significant players in the corporate sectors in both developing countries as well as the U.S. have benefited from such 
outsourcing relationships. Due to increased mobility of labor and faster global diffusion of technological capabilities, a global 
(rather than merely national) business and technology services culture is evolving (Beardsell, 2007) 

Since the early part of this decade there is evidence of a smaller but significant reverse trend: a few U.S. companies are bringing 
some of their production operations from offshore locations back to U.S. This trend seems to be growing and observable in 
large U.S. firms as well as Small and Medium Enterprises (SMEs).  Large manufacturers like Caterpillar, Ford, Wham-O, and Fuji 
Film have taken this path. Small and medium enterprises (SMEs) such as Ortho Mattresses, Rico International, Sauder furniture, 
Crown Battery and Exxcel Outdoors are also bringing production back to the U.S. (Johnson, 2010; Columbus Dispatch, 2008, 
Toledo Business Journal, 2010). While there have been studies on offshoring, this process of returning production to the U.S., 
also called ‘inshoring’, has not been studied widely. For example, Farouk Systems, a top maker of curling irons and hairdryers, 
discovered this the hard way. The enforcement of intellectual-property laws in Asia being less stringent, Farouk Systems had to 
spend around $500,000 a month battling counterfeiters. In order to counter this problem, and also to reduce inventory costs, 
Farouk moved some assembly of its curling irons and hairdryers from South Korea and China to its Houston factory. Though 
manufacturing costs in China are still about 30% lower, Farouk feels that the reduced fear of counterfeiting and the "Made in 
the USA" stamp on the appliances will increase sales (Davidson, 2010). 

This issue is important because anecdotal evidence suggests that returning production to the U.S. has a unique set of challenges 
not faced by companies that open new facilities – companies where the production never existed outside the U.S. to begin 
with. The companies bringing offshore operations to U.S. shores fall into two groups: those that maintained a U.S. production 
line in addition to foreign production capabilities, and those that closed their U.S. facilities when operations were outsourced 
and therefore no longer had U.S. domestic capabilities. The latter firms face a much greater challenge to inshore than those 



89 
 
 

Conference papers © Knowledge Globalization Institute, Pune, India, 2012 

who maintained some level of US-based production. For example, U.S. companies that never outsourced or only partially 
outsourced, designed their business processes upfront to comply with U.S. environmental policies, including the disposal of 
hazardous waste. These companies can inshore by increasing existing capacity. Returning production to the U.S. for those firms 
that no longer have domestic capability entails designing completely new processes that adhere to stringent new 
environmental policies.  

The purpose of this paper is to define inshoring and identify the motivation for firms to inshore all or part of their business 
processes; and the implications of such decisions on the internal dimensions of the organization.   The paper is organized as 
follows: First, the term inshoring is defined through existing literature and practice by examining various terms which are used 
to describe this and cognate phenomena. Next, we examine how inshoring is gaining prominence, and why it has to be 
examined with greater theoretical attention. Next section discusses the various scenarios of inshoring, and conclusions are 
presented in the final section. 

Defining Inshoring 

There is no standard definition for the term ‘Inshoring’. It has been used by practitioners and scholars in different contexts. 
Hence, it is necessary to review the earlier usages of this term and to have a clear definition prior to examining the reasons why 
(or issues involved in inshoring).  

Liao (2010) defines inshoring as procuring of goods and services domestically, either internally within the company or 
outsourced to other parties whose operations are located in the United States.  This definition focuses only on domestic 
procurement.  Similarly, Skipper’s (2006) definition defines inshoring as something which is the opposite of offshoring. Though 
simplistic, it exclusively considers jobs created by foreign companies operating in the U.S. Skipper’s definition does not consider 
jobs created or re-created domestically by U.S. companies. 

Erber & Sayed-Ahmed (2004) consider moving production from a high cost to a low cost country as the sole reason for 
inshoring. Popular media reports suggest that inshoring is also often done for considerations other than cost. For example, 
Sauder furniture previously outsourced from countries like China, Mexico and Southeast Asia. But due to regular requests for 
changes by customers, the company had to rethink its offshoring strategy. For Sauder, inshoring has reduced the span of the 
product development cycle of many products significantly and also boosted the rate of introduction of new products. In this 
case, the company decided to inshore the production due to changing market conditions rather than cost of production. Finally, 
the definition offered by Trefler, Rodrik and Antràs (2006) takes an export-oriented view. The authors consider inshoring as the 
creation of jobs internally to support export trade. If we take the case of Sauder furniture, however, the products are for the 
local market, rather than export oriented. An export-oriented definition is quite narrow, and does not capture the complete 
phenomenon of inshoring.  

Some research uses other terms that describe phenomena similar to inshoring such as   ‘insourcing’ (Slaughter, 2004), 
‘backshoring’ (Kinkel & Maloca, 2009),‘re-shoring’, or ‘on-shoring’(Bagchi, Kirs, & Udo, 2007). Insourcing has been used by a few 
researchers to indicate the shifting of services or production from an outside location to within the country; however, this 
definition does not consider the sourcing of products or services from other divisions of the same company, as described in 
early definitions of inshoring. The term on-shoring refers to any outsourcing done within the host country (Bagchi et al., 2007), 
which expressly excludes the international dimension of the term.  

Backshoring differs from inshoring in that it is defined as the “re-concentration of parts of production from foreign-owned 
locations as well as from foreign suppliers to the domestic production site of the company” (Kinkel & Maloca, 2009). This 
focuses on the ownership of the supplying operations – and also includes foreign suppliers. Similarly, reshoring refers to 
returning operations to the host country. Though many of these definitions appear synonymous, one key feature differentiating 
them from ‘inshoring’ is the location of the production process. The inclusion of the aspect of ‘concentration’ is an important 
distinguishing factor with respect to the U.S. market focus of this study. Concentration, in this context refers to the setting up 
new production facilities in the home country; whereas re-concentration refers to bringing back production facilities already set 
up in foreign locations. Inshoring can constitute both concentrating and re-concentrating the parts of production, contrary to 
backshoring. Due to the loss of jobs in the U.S., and the associated negative publicity, some companies that have offshored 
production for already existing products, are choosing not to do so for new products. Despite the relative cost advantage to do 
so, consumers and politicians want more domestic production. In such cases, inshoring may entail the set up of production 
facilities domestically by U.S. companies. So, the term inshoring considers returning as well as retaining new product 
production in the U.S. This further differentiates inshoring from backshoring, which only refers to the production facilities 
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returned to the U.S. We argue that while inshoring can occur in any country, there is an increasing interest shown by U.S. 
companies to inshore. Further, since there is very limited research carried out on inshoring to date, limiting its context to the 
U.S. during this early stage is useful to deepen our understanding of the inshoring concept.  

Table 1 summarizes the literature into four categories. The source is shown in column 1, followed by the definition in Column 2. 
Column 3 reports the context for the study, and Column 4 describes what aspects of the operations are the main focus of 
definition. 

We first overview the literature on conceptual basis of the term ‘offshoring’ and proceed to define the concept of ‘inshoring’ 
from a U.S perspective.  Offshoring refers to the relocation of jobs and process to any foreign country irrespective of the 
ownership of the unit: the offshore unit could be a subsidiary of the U.S. firm or a third party unit (Olsen, 2006). Most 
contemporary large companies take fractal view of their operations, as linked but independent activities, and constantly 
exploring options to reconfigure and optimize the operations by outsourcing and offshoring some (or all) of the activities 
(Zaheer & Zaheer, 2001). Next, in order to integrate these spatially separated functions, appropriate interfaces are being 
developed. Finally, companies are looking to minimize transaction costs as well as global governance overheads (Contractor et 
al., 2010) in order to benefit from offshoring. Contractor et al. (2010) have provided a framework for the spatial and 
organization fragmentation of economic activity. An adapted version of this is shown in Figure 1. 

Based on the foregoing discussion, to define Inshoring, the following boundary conditions are necessary:  

• From Figure 1, “offshoring” is represented by cells C, D.1 and D.2. These cells refer to the location or relocation of 
activities outside the home nation of the firm (spatial separation). In contrast, inshoring entails location or relocation of 
activities inside the home nation of the firm (spatial integration).  

• Most of the U.S. companies with considerable sales within the country have offshored their facilities in order to take 
advantage of cost (e.g., Nike facilities in China) or location specialty (e.g., computer manufacturers in Taiwan for integrated 
circuits).  Hence, the decision to inshore will be considered by companies which have capabilities for offshoring some of the 
production processes. So, we exclude from our definition of inshoring, the very small companies that source parts or whole 
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products from abroad (for sale in the U.S.). We focus on companies, large as well as SMEs, that have clear-cut options to locate 
production facilities offshore or in the U.S. 

• New product lines or production lines set up in U.S. This refers to inshoring of activities for which the company has 
existing capabilities to offshore, but which are deliberately set up within the U.S. for reasons not related to production costs. 

• In our definition of inshoring, we exclude export-oriented units based in the U.S., as export-oriented units are set up 
to take advantage of some inherent advantage (cost, raw material availability etc).  

Using these boundary conditions, we define inshoring as follows: 

Inshoring refers to production facilities that serve primarily the U.S. market, and (a) are started in the U.S. by deliberately 
overriding immediate cost-efficient offshore options, or (b) partially or completely returning production to the U.S. from 
production facilities located outside the U.S., for cost as well as non-cost reasons.   

The framework for ‘Inshoring’ is depicted in figure 2.In figure 2, “Inshoring” is represented by cells A, B.1 and B.2. 

 

Why Study Inshoring? 

In a comprehensive analysis on “Global Outsourcing and Offshoring”, Contractor et al. (2010) observed that any business or 
technical operation that can be codified and digitized can be outsourced or offshored. This in turn will be a serious threat to 
advanced economies, where the majority of the jobs are in services and most of the manufacturing jobs have already been 
offshored. This can be observed in the case of advanced economies like USA and Germany. Faced with economic downturns, 
these countries are taking necessary steps to discourage outsourcing /offshoring activities. These steps will necessitate 
companies to look for either expanding the production within their country or bringing back their existing facilities abroad to 
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home country. Further, Contractor et al. (2010) also found some inhibiting factors that led to companies not to opt for 
offshoring. In an inshoring context, the following are some of the factors that motivate companies to locate or relocate their 
production facilities in the U.S.: 

Embedded or tacit knowledge which cannot be externalized efficiently 

Delays and “hold-up” risks in globally spread out supply chains 

Labor and other costs rising faster at offshore than home locations 

Fear of misappropriation and leakage of knowledge to potential competitors 

Inefficiencies resulting from spatial separation 

Certification and quality concerns 

Data privacy and security 

Xenophobia and protectionism in advanced economies 

Other transaction cost or intellectual property considerations 

Some of the above reasons have been documented in media reports within the U.S. in the recent past, showing an inclination 
towards inshoring by U.S. companies. Companies like Sauder, Crown Battery, and Oregon Small Wind Energy Association have 
decided to ‘inshore’ as they have faced issues with quality of the product. Companies like Farouk Systems have faced a problem 
of counterfeiting in the offshored locations, and had to move back their production to USA to protect their intellectual 
property. Apart from this, companies have also faced issues with defective parts and long delivery schedules. Further, in many 
cases, changes in customer orders or design change in the products have created a problem and companies have decided to 
bring back the production. Travel to Asia, where most of the low cost production hubs are operating, is a time consuming as 
well as expensive and tiring experience. Such travel-related concerns have also discouraged companies to offshore to Asia. 
Fluctuating foreign currency exchange rates have also started negating the positives of offshoring, making businesses think 
about inshoring. In addition to all these factors, problems with supervision and inventory management have also been 
motivators for companies to inshore their production operations.  

Research suggests that the reasons for ‘inshoring’ stem from quality or delivery problems experienced by companies. Kinkel & 
Maloca (2009), who studied the phenomenon of offshoring and backshoring in Germany, found problems related to flexibility 
and delivery ability as one of the chief motives for bringing back production facilities. Other motives for bringing back the 
production facilities were related to quality issues, inadequate infrastructure and lack of qualified human resources. 

Archstone Consulting reported that nearly 90% of the manufacturers considered or initiated rebalancing their manufacturing 
and supply strategy. In its Archstone/SCMR Survey carried out in 2008, it also reported that manufacturers cited flexibility, 
visibility, control over supply chain and bottlenecks in the logistics networks as their top concerns (Ferreira and Prokopets, 
2009) 

Companies have also realized that the ‘hidden costs’ – such as those of quality assurance, training, travel of company personnel 
– which were not taken into account initially, have also been impacting the overall cost structure. In many cases, such factors 
have been negating the cost advantage of offshoring the production facility. Hence, there is an increasing interest shown by 
companies to inshore their activities. There has not been enough research done, however, on these aspects: either to 
understand the phenomenon as a whole or to assess the impacts of inshoring. 

Inshoring – Theoretical framework 

The decision to inshore creates a change in the structure of the organization (a spatial change in the third party supplier, 
ownership to non-ownership of the facility or vice versa) and also requires a change in the way organizational linkages operate 
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(changes in management structure or reporting structure, for example). These changes impact the way the organization 
operates and hence, we can anticipate that inshoring creates changes in the companies’ overall organizational structure as well 
as behavioral aspects.  

The challenges also depend on two factors: (a) whether the inshoring decision is related to existing or new facility, and (b) 
whether the facility is/should be company’s own or third party owned. The following are some of the potential scenarios: 

1. A new own facility to be started stateside: Thai Union Frozen Products PCL is opening canning operations for its 
subsidiary, Chicken of the Sea. This new facility, which could have been offshored, is creating around 200 jobs in the U.S. (Sams, 
2009). 

2. A new outsourced facility to be started, on U.S. soil. 

3. An existing facility (own) to be inshored (own): Bailey International Corp. which manufactures cylinders and cylinder 
components for heavy equipment, offshored its production and started a plant in Chennai, India in 2000. This facility catered to 
five of its eight top cylinder models. However, in October 2009, it moved its production to Knoxville after selling its 
manufacturing plant in Chennai, India (Marcum, 2010). 

4. An existing facility (own) to be inshored (outsourced). 

5. An existing facility (outsourced) to be inshored (outsourced): The Outdoor GreatRoom Co., which manufactures and 
sells various outdoor kitchens, furniture and heating products, used to outsource from China. It faced issues such as flexibility in 
production scheduling to shipping lags, which affected its sales. Now, it shifted its supplier to one located in the US, effectively 
reducing the order cycle from nine months to three months (Davidson, 2010). 

6. An existing facility (outsourced) to be inshored (own): NCR, which was manufacturing its ATM machines in China and 
India through Flextronics, has shifted its manufacturing to its own facility in Columbus, Georgia (Holstein, 2010). 

In order to study the impacts of inshoring, we examined the existing frameworks utilized to study outsourcing. Two 
perspectives – TCE (transaction cost economics) and RBV (resource-based view) of the firm – have been widely used to 
investigate the determinants and conditions under which firms can best leverage outsourcing (Holcomb & Hitt, 2007; McIvor, 
2009). For studying inshoring, however, these perspectives have not been employed so far. Moreover, the usefulness of the 
TCE and RBV frameworks has been questioned by Luvison and Bendixen(2010), who opine that both TCE and RBV do not 
anticipate ex-post behaviors of the firms, which limit the potential of these frameworks to prescribe operational guidelines to 
managers. In the present context, we need to ascertain the impact of inshoring decisions on the company. Further, as 
understood from the media reports, cost advantages are not the sole reason for companies to inshore, but rather other factors 
– such as quick turnover time, quality of the product, better training and development, etc – may also come into play in 
inshoring decisions. 

As firms expand their core functions into outsourcing activities, managers need to anticipate fundamental organizational and 
behavioral changes as a result of these outsourcing decisions (Luvison and Bendixen, 2010). Companies which inshore their 
facilities also face changing organizational structures; hence, companies have to understand the organizational and behavioral 
changes. 

Evaluating and Assessing Inshoring Processes 

Inshoring, as a concept encompasses other concepts such as reshoring, onshoring and backshoring. But, it takes a step forward 
by including scenarios in which companies consider to locate their facilities within U.S. despite offshore advantages. It also 
considers insourcing, (sourcing of products/components/services from within the organization), as well as outsourcing 
(sourcing products/ components/ services from third party sources) – as long as the location-of-operation decision favors the 
U.S. 
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Conclusions 

The continuously changing business scenario in the globalized world is posing a lot of challenges to companies across the world. 
Companies which have offshored their production facilities have experienced difficulties due to eroding cost advantages, 
inflexible turnaround periods, and patent infringements. Such factors have motivated some firms to bring the production 
facilities back to U.S. Furthermore, at the level of the macro operating environment, increasing unemployment rates and 
general public and media dissonance towards offshoring/outsourcing have forced governments to enact policies that 
sometimes compel companies to create employment locally, despite cost advantages such companies may have from setting 
up facilities overseas. The combination of such internal and external factors has influenced some companies to either bring 
back their existing facilities abroad or start facilities within U.S. This phenomenon, which we define as inshoring, has not been 
studied in much detail. Most discussions of inshoring are found in popular, often local, media which highlighted individual cases 
of companies which took the decision to either bring back production or start new ventures within the region covered by a 
particular media outlet, despite some advantages overseas. The job creation angle makes such stories very interesting to the 
concerned media and their audiences. The lack of systematic research on inshoring provides an opportunity for researchers to 
study the motivation, process and impacts of inshoring in order to understand the processes at work as well as examine the 
merits of various inshoring options.  

In this paper, we introduced uniformity in usage of the term inshoring, by examining various existing terms used in literature. 
Since there were many divergent definitions, we felt it was important to define it precisely. Next, we examined the existing 
literature and available case studies to ascertain the reasons for companies to inshore. We finally discussed various inshoring 
scenarios, and how any particular scenario differs from other scenarios. A careful investigation of each scenario, along with the 
organizational motivations and impacts of inshoring provides us with a better understanding of the phenomenon. We expect 
future researchers to examine these issues, along with the overall impact of inshoring on the economy as well as environment. 
When manufacturing returns to U.S., there would be employment generation, but there would also be huge pressures on 
resources such as raw material, electricity, and transportation. There will be ripple impacts in terms of sustainability of the 
locality. Hence, future research needs to examine the impact of inshoring on the sustainability efforts of the companies as well 
as the country and its regions. 
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INTRODUCTION 

The craft sector includes wide variety of economic and cultural activities, deep embedded in design and making of functional or 
decorative products. There are clear indications that there is a growing demand for products made by craftspeople and significant 
economic value is generated. 

The contemporary craft sector produces artistic products in variety of materials. There is a significant demand for such goods in 
both domestic and international market. 

The objectives of this paper are to review the current state of knowledge of craft sector in India. Further, to briefly summarize 
information currently available on the sector; to elaborate issues concerning the craft sector and finally to provide guidance on 
how artisans /craftsmen might work more effectively, together and in partnership with government and NGO’s to develop the 
sector in domestic and international market. 

CRAFT SECTOR 

 The craft sector is composed of small and micro-business, in which work is often conducted in studios and workshops. There    
are number of micro clusters and groups working in this sector probably having the richest diversity in terms of composition, 
capacity, product, livelihood, ethos and culture. 

The “economies of scale” that drive international competition in many markets are rarely a factor in the crafts sector, though 
there are crafts communities and collectives that work together for sales and marketing purposes. This low profile of the sector 
obscures the substantial economic and cultural growth of artisans and craft market. 

 The diversity of media in the crafts sector also makes it more difficult to create and sustain industry associations in the sector. 
The crafts community is diffused and loosely organized, partly because it is not possible for an individual to design and make 
products without the support of other organizations.  

Crafts is the second largest industry that gives employment to rural India after agriculture. Despite of the fact, craftsmen who are 
the facilitators of this sector are slowly moving out in search for more profitable and viable options. It was reported in one of the 
DELPHE conferences that in 2003, India had 21 million craftsmen and 2010 reports show only 7 million artisans working in craft 
sector. This fall in number is of great concern.  

India is one of the important suppliers of handicrafts to the world market but India's share in world imports is very small. Despite 
the large number of craftsmen, India has not been able to encash existing opportunities. There appear to be no dominant 
individuals or companies that provide financial support in marketing efforts. Full-time paid employment is relatively rare 
compared to other occupations, and average income of crafts people are at the lower end of the income spectrum. On the issue 
of availability of finance from banks and other financial institutions, Shambhu Kumar, a maker of Madhubani paintings from Bihar 
said, "We have a very limited resources in terms of cash. Due to lack of money we can't procure raw materials too. There are 
times we have to sit idle because we don't have raw material to start our work. The people from whom we buy these raw 
materials don't give credit”. When asked about profit margins, Muthulingam, who makes items from terracotta clay said, "It is not 
that there is no demand for this art...there is. But since the artisans are poor they are compelled to sell their products very cheap 
to the local agents. Authorities need to facilitate us in finding our customers directly, something like this Dilli Haat concept. 
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However this is not enough. There are millions of artisans and just couple of these haats, which will not solve the problem. There 
should be some direct marketing technique like Internet. But I have no idea how it works. Authorities need to help us in this.”  

On the other hand, Indian handicrafts, typically considered a cottage industry has shown an increase of Rs. 2761.29   crore from 
Rs. 14526.85 to Rs. 17,288.14 crore, an increase of 19.01% in rupees. The impact is due to the changing consumer taste and 
trends. In the view of this, it is high time for Indian handicraft industry to go into the details of challenges faced by craftspeople in 
terms of changing designs, patterns and product development, financial support to achieve a leadership position in the fast 
growing competitiveness with other countries. (Original article is written by Mr. Saurabh Gupta, cited from: www.craftrevival.org)                        

Craft and Design 

“Craft is Design” Senior Head Designer, FabIndia, Ms.Sumita mentioned during a conversation. She also said”Indian craft lack 
balance between design and technology.” Craft is a highly sensitive sector and there is a large scope of improvement. The sector 
shows a large need to work closely with textile, fashion and product designers. Indian craftsmen have a deep knowledge of skills 
but lack knowledge of design.  Both the aspects need to go hand in hand to achieve balance and grow crafts to international 
standards. Unfortunately, designers are not willing to work in this sector and the craftsmen alone are not able to hit timing and 
work on the design. At times, when craftsmen tend to work in isolation, product looks too clumsy and there is deviation in form 
and finishing. 

Crafts’ Impact on Design 

 Designers think that craftsmen have a very protected background and it is very difficult to change the beliefs and design ethics 
of craftsmen. It is observed that a particular craft is done in a particular way and is followed in the same way by several 
generations. The attitude of the craftsmen needs to be changed in order to take the craft sector at a different level. Companies 
like FabIndia, Anokhi, Cottage Industries have tried to bring some professionalism among craftsmen through various trainings 
and workshops.  

 

Analysis of value chain of products produced by artisans 

The issues in the value chain affecting the product and market has been analyzed from two perspectives –  

i) Issues that acts as entry barriers for new artisans and enterprises  

ii) Factors that restricts the growth of the existing units. 

These need to be looked upon very closely in order to manage the craft sector effectively. 

i) Issues related to entry of artisans and enterprise 

 Skill required Craft needs three kinds of skills: 

To convert themes into designs 

Selection of appropriate motifs and stitches 
Color combinations 
 

Most colors and designs used by artisans give products a very traditional look. These need to be adapted as per the 
contemporary look for the market. These skills are highly specialized and hence restricted to only few well-trained and 
experienced craftsmen or are passed on from one generation to another. 
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Lack of adequate finances and poor wages Master craftsmen have the potential to upgrade themselves into the next level of 
value chain i.e. as an entrepreneur. However, one of the constraints primary artisans face is that of inadequate availability of 
finances both as fixed and working capital. Most of the work in the value chain is job-works and there is no change of hands till 
the product is finished. They get the payments only after the completion of job. Wages paid to artisans vary from Rs. 60-200 
depending on their experience. Myself visited the village near Lucknow in April’11 where women artisans for chikankari were 
even paid Rs.10 per day. Since poor artisans do not have any alternatives, so they choose to continue working at such rates. 

Centralized production centre’s not upto mark Most of the production centres are located in small towns, and are mostly 
managed and run by master craftsmen. The job work is paid only when the finished product is accepted for its quality. In case 
the quality is not good, the artisan has to take back the work to do it again. There are no quality checkers available at the 
production centre’s that can regulate quality at the time of manufacturing only to avoid such efforts by artisans. The Craft 
quality varies from good to very good. It requires design and quality inputs to be able to demand the right price for the 
intensive work that goes in.  

Dependency on master craftsmen for markets Major limitation is that poor artisans have very limited knowledge of markets 
and are dependent on master craftsmen/traders. This restricts them from the first hand knowledge of demand and supply of 
market.  They get restricted profits as the margins get distributed among master craftsmen/traders. Generally, master 
craftsmen add 50-100% of profit margins to products depending on buyers. 

Limited availability of designers The design template is either provided by the buyer or the master craftsmen, which is then 
needed to be transferred on the fabric. The number of good qualified designers is not enough to cater to the artisan 
population. The need of the market is changing which necessitate regular up-gradation of designs and hence the need for re- 
skilling of the artisans. With modification in design and quality, the product can command a good price in the market. Range of 
products need to be developed for varied customers- high end as well as regular buyers.  

ii) Issues that restrict the growth of existing units 

The culture of stipend Various training programmes are promoted and supported by government agencies. These had very 
right intentions to create and develop skills to help artisans augment their household incomes. For e.g. NCDPD (National Centre 
for Design and Product Development) has trained over 3000 women artisans about design, embroidery and market. They are 
paid Rs.500 per day to encourage participation.  It is observed that most of these trainees attend trainings for stipend thus 
making it a supply driven training rather than need based. 

Poor productivity One of the major challenges craft products face is production efficiency. The entrepreneurs give the job 
works to the artisans. It is generally not time bound and depends largely on the skills and time spent by the artisan. There are 
inadequate infrastructure facilities like work-sheds where artisans can sit together and work to facilitate time discipline and 
hence production efficiencies.  

No standardization There is rarely any standard system for pricing and quality of products. The master craftsmen base these 
factors purely on discretion and calculations.  

Lack of Business orientation There is a very limited management system controlling the inventory, sales and other related 
costs. Craftsmen who run these production centers’ out of self-interest or influenced by any government support, lack 
professional business orientation and has been one of the constraints for optimizing the potentials of skills.  

Limited access and knowledge of market Most craft products are decorative and have limited use. Artisans need to look at 
functional aspect, price, color, design and finishing to be able to cater bigger market. 

Due to competition among various craft groups, the market links, designs and quality of the product are closely guarded. The 
markets for craft products can be categorized as: 

Local markets –With little or no access to bigger markets, most of the individual artisans are supplying to local customers. 
Sometimes artisans who have good knowledge of the craft get renowned in the area and entertain enquiries and orders. To 
meet the demand, they set up small workshops and centres where they teach the craft to new artisans, providing the raw 
material and manage the inventory. Each artisan is paid a stipend during training and later on a piece-rate basis. However, the 
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production is still very small and limited.  

Institutional markets: The Central and state government has initiated training workshops cum production centre’s in various 
villages where 8-12 month trainings are held. Along with providing the raw material, a stipend is paid and later is paid per piece. 
The finished goods are sold at their outlets, catering to local demand and the higher quality ones are sent to state emporiums. 
DCC (Delhi Craft Council) started such training cum production centre in 2002. 

Exhibitions & fairs-The most common marketing forum for all the groups is exhibitions organized by state and central 
government. Some of the prominent craftspeople participate in these exhibitions in metropolitan cities where they can sell 
directly to the users. 

Order based buyers-The real artisans are normally unable to get direct linkages with international buyers and the middlemen 
reap the benefit. 

Intervention Strategies by Government and NGO’s to upgrade clusters 

The following strategies were intervened by various agencies both governmental and non-governmental to upgrade artisans 
and clusters to overcome the problems faced by them.  

Strategy 1: Scale up existing entrepreneurs 

The skilled artisans are linked to the entrepreneurs and are then able to develop high end product lines within the cluster. The 
artisans are not in a position to create such products until they have acquired sufficient work experience and skills through 
trainings. 

NGO’s like ACCESS and AIACA (All India Artisans and Craft workers Welfare Association) are working with the existing 
entrepreneurs in regions like Chamba, Punjab, Paschim Banga, Ranthambore etc., to help them scale up, by providing them 
with design and product development services, marketing assistance and various other Business Development Services (BDS). 

ATA (Aid to Artisans) is an NGO which offers assistance to artisan group worldwide, working in partnerships to foster artistic 
traditions, cultural vitality, improved livelihoods and community well being. 

Selected artisans are taken for the India Market Readiness Program (IMRP) organized by ATA and AIACA in Delhi in conjunction 
with the India Handicrafts and Gift Fair (IHGF). Here artisans are given training to be professionals to run the collective. 

Strategy 2: Create new artisans’ collective to mobilize and link new artisans 

In addition to working with the existing entrepreneurs, ACCESS and AIACA also work towards developing a federated 
organization of artisans in the cluster – in the form of a producers company or society – so as to create a commercially 
sustainable, artisan-owned production and marketing structure in the cluster.  

Assistance by these NGO’s to the entrepreneurs is conditional. They negotiate with them to have formal registration. They are 
then on rolls that clearly show which artisans in the cluster are working for them, commit to increasing the number of artisans 
linked to them and bringing transparency in wage payments to the artisans associated with them. 

Strategy 3: Provide Infrastructural Support to enable commercial sustainability  

 The main support services provided at the cluster level are skill-building workshops for enhancing skills of design and product 
development. They also help artisans in developing financial linkages for working capital credit. The artisan’s collective are also 
provided with infrastructural support through AHVY scheme. 
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Common facilities such as production centre, raw material store, office and sales outlet are made available to scale up and 
cover larger number of artisans. 

 

WORKSHEDS IN RANTHAMBORE 

Artisan collectives are even provided with computer, printer and internet connection so that they can interact with commercial 
buyers and generate required paperwork for managing customer orders and sales. 

Strategy 4: Design and Technical Training of Artisans  

Skill-building trainings are essential to scale up the number of artisans capable of producing quality products. AIACA’s initial task 
was to bring the Ranthambore women together, motivate and encourage them for their hidden potential- crafts. Then efforts 
were made to diversify skills into high end products and raw material. Various designers from renowned design institutes were 
involved in trainings. 

 

SKILL- BUILDING WORKSHOP AT RANTHAMBORE 
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 PRODUCT RANGE DEVELOPED IN RANTHAMBORE TO CATER BOTH DOMESTIC AND INTERNATIONAL MARKET 

Government, DRDA, Department of Industries, DCC and others facilitate many training programmes for the artisans. These are 
even run over period of five years to continue the process of design development and to fine-tune the production of new 
designs developed. 

Draupadi Trust, NGO in collaboration with Delhi State Government has developed to developed a software, Chic CAD and has 
trained around 60 zardozi artisans in Delhi and Farukhabad since April’11 Artisans are able to develop khakas and repeats 
within few minutes. The efficiency of workmanship has increased by 60%.  Traditionally, these artisans were dependent on pen 
and paper but now they are using digital pen and slate. This has helped the artisans in value addition, preservation, innovation, 
modification and reproduction of new designs. This helps them to save time. They are also getting closer to e-system, which 
helps them to connect to wider markets. Fashion Designers using zardozi craft are happy to work with the artisans as they can 
bring modifications faster and show results immediately. Women artisans are also getting training. There are 12 systems being 
installed in Farukhabad district and are quite successful. 

Strategy 5: Developing brands and creating new market linkages.  

ACCESS and AIACA are working towards brand building for Chamba Rumal cluster, Phulkari, Chanderi and Dastakar 
Ranthambore. It provides foundation for enhancing linkages with commercial buyers and increasing total sales from the cluster. 
Brand-building initiatives include developing new product ranges, developing a set of marketing materials, web-site and 
product catalogue (Craft mark), holding of series of exhibitions and trade fairs in key markets to publicize new product profile. 
These catalogues and website addresses are distributed to AIACA’s network domestic buyers as well as importers across the 
world through ATA. 

In addition, AIACA also work on representation of products from various clusters all over the world in exhibitions like Dastkar 
Nature Bazaar. Artisans are taken to these exhibitions so that they can directly interact with customers, get product feedback 
and also gain exposure to retail outlets in the major metros.  

ATA represented Dastakar Ranthambore in The New York Gift Festival (NYGF) in August 2007 and 2008. Artisans are also made 
to participate in another Fair Ambiente in Frankfurt. 

Annual sales record of Dastakar Ranthambore shows regular growth in both domestic and international market.  
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Graphs indicate that the strategies have helped the artisans of Ranthambore to reach to a next level. The higher the demand of 
the product, the better will be the output and wages. Definitely, they have better lifestyles and show eagerness to remain in 
occupation. 
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CONCLUSION 

India is rich in craft sector due to large number of artisans working with the variety of skills. It is the sole duty of the qualified 
people in and around the sector to work closely with the craftsmen and help them reach a level higher.  
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Seasonality in Monthly Changes Of Djia: 1896 To 2008   

 

Shaikh A. Hamid 

Southern New Hampshire University 

 

Abstract 

We have explored three types of monthly anomalies in the DJIA for the period 1896 to 2008, and for four subperiods delineated 
based on structural changes in the economy. The only significant month effect occurred in September (mean of monthly 
percentage changes being negative and significantly less than for the other eleven months). The mean monthly change of 
September was negative for the entire data set as well as for each subperiod. However, the negative September effect was 
significant not in the first three subperiods, rather in the last subperiod, as well as for the entire data set. Two of the subperiods 
exhibited negative February effect at 3% level. For the entire data set, negative February effect was at a level of significance of 
6.6% level. In the third subperiod, positive December effect was significant at 1% level, whereas it was significant at 8.8% level 

in the last subperiod. The negative September effect does not go away if we delete monthly changes of 15% and 10%. We 
also find that the negative September effect is more a result of the second half of September than first half. The second half of 
December experienced the highest mean change (1.51%) which was significantly higher than for the other 23 half-month 
periods, and the standard deviation was significantly lower compared to the other periods. We find the month effect varies 
with the time period we consider. One would expect the DJIA stocks to be free from seasonal patterns since each one of them 
are closely followed by a large number of analysts, and the existence of month effect would be surprising. However, given that 
no consistent pattern is detectable is a reflection of efficiency of the DJIA stocks to a large degree. We will add results from 
bootstrapping methodology to analyze if the negative September effect is validated by a very large data set. 

INTRODUCTION AND LITERATURE SURVEY 

Since the time stock exchanges were first established, traders and investors have exhaustively looked for patterns in stock 
prices that they could exploit to realize superior returns. However, as early as 1900, Bachelier characterized security prices as 
being efficient. Over thirty years later came the landmark work by Cowles (1933) in which he documented the inability of forty-
five professional agencies to forecast stock prices. The conclusion was that stock prices are random – in general they do not 
exhibit patterns. This was followed by the researches of Working (1934), Cowles and Jones (1937), Kendall (1953), and Osborne 
(1959, 1962). They documented that stock and commodity prices behave like a random walk – as if they are independent 
random drawings. These empirical works were buttressed by the theoretical work by Samuelson (1965) and Mandelbrot (1966). 
Fama (1965) also contributed to this body of literature which came to be termed the ‘random walk hypothesis’. In 1970, Fama 
came up with the ‘efficient markets hypothesis’ (EMH).

5
 This hypothesis postulates that stock prices reflect all available 

information; they change in response to new information; since new information by definition cannot be deduced from 
previous information, new information must be independent over time; if the arrival of new information is random, stock price 
changes are random, i.e., the changes cannot be anticipated; hence it is not possible to generate risk-adjusted abnormal 
returns from stocks. Bernstein (1992) provides an overview of the developments of the EMH. 

The overall finding is that it is difficult to earn above-average profits by trading on publicly available information because it is 
already incorporated in securities prices.  

However, some researchers have been able to identify profitable opportunities or anomalies that go against the concept of 
efficient markets. As a result, some academics have denounced the concept. The adherents of the new camp may possibly be 
increasing. Among the various anomalies discovered, the January effect is possibly the most well-known. It has been 
documented for financial markets across the globe. The first evidence of returns in January exceeding those of other months 
comes from Wachtel (1942). After thirty-three years, Officer (1975) presented further evidence followed by Rozeff and Kinney 

                                                           
5  In economics, Muth (1961) developed this hypothesis independently which was termed rational expectations hypothesis. 
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(1976).
6
 These findings challenged the concept of efficient markets hypothesis that securities markets reflect all available 

information and hence it is not possible to garner positive risk-adjusted returns. 

Reinganum (1983) has advanced the hypothesis that January experiences rebound in stock prices after tax-loss selling that is 
undertaken in December. The hypothesis is that before the end of the tax year, people sell stocks that have declined in price 
during the previous months so they may realize the capital losses; these investors put back the proceeds into the market in 
January; the higher demand for stocks push stock prices up creating the January effect. Reinganum found that within firm size 
classes, firms for which price decline was more pronounced had larger January returns. Ritter (1988) has documented that the 
ratio of stock purchases to sales of individual investors hits an annual low at the end of December and an annual high at the 
beginning of January.  

Haugen and Lakonishok (1988) have advanced the hypothesis that the January effect is a result of simultaneous reentry into 
aggressive investment strategy by professional fund managers who have parked money in their performance benchmarks so as 
to lock in their investment performance during the previous year. 

A major finding that comes out of the researches is the size effect: small-capitalization firms earn higher returns than large-
capitalization firms. Banz (1981) and Reinganum (1981) were the first researchers to discover the small-firm effect. Their finding 
was supported by Brown, Keim, Kelidon and Marsh (1983), Kato and Schallheim (1985), Fama and French (1992), Berk (1995), 
Baker and Limmack (1998), and Garza-Gromez, Hodoshima and Kunimura (1998). Keim (1983), Reinganum (1983), Blume and 
Stambaugh (1983) and Roll (1983) find that majority of the return of small-capitalization stocks occurs in January -- in the first 
two weeks of the month. This phenomenon came to be known as the small-firm-in-January effect. Keim found that small firms 
outperformed large firms in every year from 1963 to 1979. 

It has been argued that the January effect is most pronounced for the smaller firms because the small firms are more volatile 
and more prone to price declines and hence more subject to tax-loss selling. 

Arbel and Strebel (1983) found that the January effect was largest for firms neglected by institutional investors. This was 
termed the neglected-firm effect. The hypothesis is that small firms tend to be neglected by large institutional traders; this 
causes information deficiency which makes them riskier prompting investors to require higher returns. 

Haugen and Jorion (1996) use center for Research in Security Prices data for the stocks in New York Stock Exchange form 1926 
to 1993 and find that for smaller stocks January returns are significantly larger than for other months. This work also indicates, 
as well as work by Riepe (1998, 2001) that excess returns in January may be declining in latter years. 

Agrawal and Tandon (1994) find for nineteen countries covering data for 1970’s and 1980’s that the mean January returns are 
high – significantly high for eleven countries. Hawawini and Keim (2000) survey international findings and show that the high 
returns for January relative to other months, if used as explanatory variable, better accounts for cross-sectional returns of 
stocks than the CAPM beta or some other data-driven models proposed in recent times. 

We intend to contribute to this growing literature by exploring month effect in the Dow Jones Industrial Average – the most 
popular stock index in the world. The stocks in the DJIA being among the most closely followed should render them efficiently 
priced. Hence, one would not expect anomalies like month effect to be exhibited by the DJIA.   

An earlier work using the same index is by Lakonishok and Smidt (1988). It uses data from 1897 to 1986. Not only do we use a 
longer data set, but we also use different statistical tests to analyze month effect. Lakonishok and Smidt’s primary concern is to 
explore anomalies in returns around the turn of the week, around the turn of the month, around the turn of the year, and 
around holidays. They do not rigorously explore month effects as we do. They test if the means of monthly percentage changes 
are significantly different from zero and also do a sign test on the percentage of positive returns. We explore month effect from 
May 1896 to December 2008 from two perspectives: (a) for a given period, if the mean of monthly percentage changes of each 
month was different from zero, and (b) for a given period, if the mean of monthly percentage changes for a month was 
different from the means of all the other months. We also explore month effect over four subperiods during which the 
economy underwent structural changes over the last century. For the entire data set of 1,348 months, January mean return was 

                                                           
6 Wachtel introduced the concept of January effect in 1942, but Rozeff and Kinney’s article in the widely respected Journal of 
Financial Economics was the first evidence of January effect that attracted widespread attention. 
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the fourth highest after July, August and December. This finding is similar to that of Lakonishok and Smidt who used data from 
1897 to 1986. These findings reinforce the conclusions that the January effect is pronounced in the case of small firms and not 
in the case of large firms.  

The next section describes the methodology used, description of data and descriptive statistics, analysis of results, and finally 
we summarize and conclude.  

RESEARCH METHODOLOGY 

Our data consists of the percentage changes in the monthly closing values of the Dow Jones Industrial Average (DJIA) from May 
1896 until December 2008. The DJIA is stock-price weighted and hence does not include dividends. It may seem that analysis of 
month effect will be affected by the omission of dividends. Lakonishok and Smidt (1988) find that this omission does not seem 
to affect their results with respect to month effect. Hence we do not include dividends. 

In addition to analyzing the data for the entire period (May 1896 to December 2008), we divide the entire period into the 
following subperiods to gain deeper insight into the performance of DJIA: 

1896 to 1928 (which includes the World War I); 

1929 to 1945 (Great Depression years, and World War II);  

1946 to 1972 (which includes the stable period after World War II and the Breton Woods fixed exchange rate era, and the break 
down of that era in 1972); 

1973 to 2008 (which includes the volatile world we have lived in since the first oil crisis of 1973). 

We hope to show that the month effect is sensitive to the time period under study.  

We present distribution of the monthly percentage changes and test for normality through the Jarques-Bera statistic. This 
widely used statistics is based on the values of skewness and kurtosis of sample data. For large n, with skewness S and kurtosis 

K under the normality condition, the Jarques-Bera statistic 
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Many studies have used the dummy variable methodology to detect market seasonality. Chien, Lee and Wang (2002) provide 
statistical analysis and empirical evidence that the methodology may provide misleading results. We avoid this methodology.  

We study the month effect in terms of monthly percentage changes in three different ways: 

If the mean of monthly percentage changes is different from zero for the sample as well as for each month within the sample. 

We subject the mean percentage change for a given month i to the following hypothesis test: Ho: i = 0 vs. Ho: i  0. Unless 
otherwise stated, significance in all cases is tested at 5% level. 

If the means of the monthly percentage changes for a month is different from the other eleven months. We conduct the 

following hypothesis test for a given month i: Ho: i = j vs. Ho: i  j, where j = {1, 2, …, i-1, i+1, ,,,, , 11, 12}. Since we found the 
variances for the periods i and j to be unequal in many cases, we decided to use the more conservative t-test assuming unequal 
variances.  

If the variability of the percentage changes for a given month is significantly different from the remaining eleven months. We 

conduct the following hypothesis test for a given month i: Ho: i
2

 = j
2

 vs. Ho: i
2

  j
2
, where j = {1, 2, …, i-1, i+1, ,,,, , 11, 12}.  
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In addition to standard t-test which assumes normal distribution of the data, we also use Kruskal-Wallis non-parametric test 
which tests for differences among several population medians, and does not depend on normal distribution of data. We also 
use Mood’s Median Test which performs a nonparametric analysis of a one-way layout. It is highly robust against outliers and 
errors in data. Further, we use Mann-Whitney test which performs a two-sample rank test for the difference between two 
population medians. 

THE DATA AND DESCRIPTIVE STATISTICS 

The data consists of 1,348 end-of-month DJIA values and hence 1,347 values of monthly percentage changes. Data for August 
through November of 1914 is not included in the data set as the stock market was closed because of the First World War.  

Over this period, the value of DJIA increased from 40.63 at the end of May 1896 to 8,776.39 at the end of December 2008 a 
21,501% increase – with an average percentage change of 0.55% per month or 6.60% per year. The mean monthly percentage 
change in the DJIA for the total period is highly significant (p = 0.00). The standard deviation of the monthly percentage changes 
is 5.45% or 18.88% annualized, which is close to the approximately 20.50% standard deviation of the annual returns of the S&P 
500 Index for 1926 to 2008. The summary statistics of the monthly percentage changes for period 1896 to 2008 are given in 
Table 1.  

Table 1: Monthly Percentage Change in DJIA: 1896-2008 

Monthly Percentage Change in DJIA 1896-2008 

Observations 
1347 

Mean 
0.55 

Median 
0.83 

Minimum 
-30.70 

Maximum 
40.18 

Standard Deviation 5.45 

Skewness -0.05 

Kurtosis 5.86 

 

As we can see in the histogram below of the monthly percentage changes in the DJIA for the entire period, the distribution is 
slightly skewed to the left as the mean of 0.55% is smaller than the median of 0.83% per month. The skewness equals –0.05 and 
the kurtosis equals 5.86. The Jarque-Bera statistic equals 459.91 for p-value of less than 0.01. Since the p-value is less than 0.05, 
the normality assumption is violated. When sample size is large, as is in our case, even unimportant deviations from normality 
become technically significant. For this reason, we need to use other bases of judgment such as histogram. If we examine, the 
histogram in Figure 1, the distribution appears quite normal in shape. Assuming normal distribution, the probability that DJIA 
would increase in any month is 54.01% and the probability for the decrease is 45.99%. 

Figure 1: Histogram of % change of DJIA: 1896-2008 
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Table 2 shows the frequency of monthly increases every decade that were more than 10% and Table 3 shows the  frequency of 
monthly decreases that were larger than -10%.  

Table 2: Monthly Increases Larger than 10%: 1896 to 2008 

Period Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Total 

1896-1928     4 1 2 1 1 3 3   3 1 19 

1929-1945   1   2 1 4 1 2 1   2   14 

1946-1972               1         1 

1973-2008 3     2       1   2     8 

Total 3 1 4 5 3 5 2 7 4 2 5 1 42 

 

Table 3: Monthly Decreases Larger than 10%: 1896 to 2008 

Period Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Total 

1896-1928   1 1   1 1 3   2 2 2 3 16 

1929-1945   1 3 2 3 1     3 4 3 2 22 

1946-1972                         0 

1973-2008            1   3 3 2 1   10 

 Total 0 2 4 2 4 3 3 3 8 8 6 5 48 

 

There were a total of 90 such instances from 1896 to 2008. Of those, 35 occurred during 1896-1928 (in 32 ½ years), 36 occurred 
during 1929-1945 (in 17 years), just one occurred during 1946-1972 period and the remaining 18 occurred during 1973-2008. 
Over the entire period, August experienced 7 increases larger than 10% followed by 5 each in April, June and November. Over 
the entire period, September and October have suffered 8 decreases larger than 10%, followed by November with 6 decreases, 
and December with 5 decreases.  
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Looking at individual values of the monthly percentage changes, the DJIA increased by as much as 40.18% during April 1933 and 
declined by as much as 30.70% in September 1931 (Table 4). In the post-Second World War period, the biggest increase was 
14.41% in January 1976 and the biggest decline was 23.22% in October 1987 (the month that included “Black Monday”).  

ANALYSIS OF RESULTS 

Analysis of 1896 to 2008 

 Table 4 shows that the months with significant mean percentage increases in the DJIA are August with 1.26%, 
followed by July with 1.25%, December with 1.17% and January with 1.05%.  

Table 4: Monthly Percentage Change in DJIA from 1896-2008 

Period 1896-
2008 All Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

Count 1347 112 112 112 112 112 113 113 112 112 112 112 113 

Mean 0.55 1.05 
-

0.18 0.70 1.14 0.01 0.28 1.25 1.26 -1.19 0.20 0.90 1.17 

Median 0.83 1.01 0.02 1.19 0.85 0.21 
-

0.03 1.15 1.43 -0.72 0.76 1.11 1.79 

Minimum 
-

30.70 -8.64 

-
15.6

2 

-
23.6

7 

-
23.4

3 

-
21.7

0 

-
17.7

2 
-

14.08 
-

15.13 -30.70 

-
23.2

2 

-
14.0

4 
-

23.58 

Maximum 40.18 14.41 
13.2

0 
12.5

9 
40.1

8 
14.6

5 
24.2

6 26.66 34.83 13.49 
10.6

5 
16.3

5 10.78 

Standard 
Deviation 5.45 4.52 4.06 5.11 6.39 5.45 5.42 5.46 5.89 6.02 5.97 5.69 4.68 

p-value (m=0) 0.000 0.015 
0.63

8 
0.15

1 
0.06

2 
0.98

7 
0.58

6 0.017 0.026 0.039 
0.72

3 
0.09

8 0.009 

p-value (t test)  0.228 
0.05

7 
0.75

0 
0.30

5 
0.27

5 
0.57

9 0.158 0.183 0.002 
0.51

5 
0.50

0 0.148 

p-value (F test)  0.004 
0.00

0 
0.16

9 
0.00

9 
0.51

4 
0.47

4 0.503 0.124 0.062 
0.09

2 
0.27

3 0.013 

Mean % Change 
Positi

ve 
Positi

ve      
Positi

ve 
Positi

ve 
Negati

ve   
Positi

ve 

Month Effect 
(Mean)          Lower    

Month Effect 
(Var)  

Lowe
r 

Low
er  

High
er        

Lowe
r 

Note: “Positive” implies the mean of monthly percentage changes was significantly greater than zero; “Negative” implies the 
mean of monthly percentage changes was significantly less than zero; “Higher” implies the mean or the variance of the monthly 
percentage changes of a month was significantly higher than those of the other months; “Lower” implies the mean or the 
variance of the monthly percentage changes of a month was significantly lower than those of the other months 

July and August have experienced the most mean percentage increases of any two consecutive months. September 
experienced the most negative mean percentage change (-1.19%), which is significant at 4% level, and also significantly lower 
than the mean of the other eleven months stacked together. The variances of January, February and December are lower than 
those of the other months (the standard deviation of monthly changes of all three are below 5%); April’s variance is higher than 
those of the other months (corresponds to its widest range between maximum and minimum monthly changes.)   

Figure 2 shows the cyclical pattern of the means of monthly percentage changes for the entire period. On average, there has 
been a big drop from August to September and then an increasing trend until December. For short-term traders, on average 
August is the month for short selling DJIA stocks, and September is the month to close the position. On average, a short-term 
trader stands to gain significantly by buying at the end of September, and selling at the end of December. 
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Figure 2: Means of monthly percentage changes in DJIA: 1896-2008 

 

Kruskal-Wallis test of difference in medians (Table 5) of monthly changes shows significant difference in the medians (H-statistic 
= 29.37; p = 0.002). December has the highest median followed by July and August. September has the lowest (negative) 
median.  

Table 5: Results of Kruskal-Wallis Test of Difference in Monthly Medians: 1896-2008 

Month # of Obs Median Average Rank Z Value Rank 

1 112 1.01330 702.6 0.81 5 

2 112 0.01859 592.7 -2.31 11 

3 112 1.18986 696.5 0.64 6 

4 112 0.84571 692.8 0.53 7 

5 112 0.20914 640.7 -0.94 9 

6 113 -0.02951 626.8 -1.35 10 

7 113 1.15454 728.7 1.56 2 

8 112 1.43370 713.8 1.13 3 

9 112 -0.72476 551.3 -3.49 12 

10 112 0.75813 677.3 0.09 8 

11 112 1.10576 703.3 0.83 4 

12 113 1.79336 760.8 2.48 1 

Overall 1347  674.0   

 

Mood’s Median test also shows significant difference in the medians of the twelve months (Chisquare = 28.45; p = 0.00).
7
 So the 

negative September effect is also supported by two nonparametric test. 

Analysis of 1896 to 1928 

Table 6 shows the mean change of 0.68% per month for 1896 to 1928 is significantly different from zero.  

 

 

                                                           
7 Output is not shown for brevity. 
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Table 6: Monthly Percentage Change in DJIA from 1896-1928 

Period 1896-
1928 All Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

Count 387 32 32 32 32 32 33 33 32 32 32 32 33 

Mean 0.68 0.70 -0.93 1.86 0.37 0.65 -0.46 1.00 2.46 -0.59 0.81 1.64 0.62 

Median 0.74 0.48 -0.99 2.82 0.34 0.05 -0.23 2.35 2.59 -0.30 0.93 1.05 2.26 

Minimum -23.58 -8.64 

-
12.0

5 

-
11.4

8 
-

9.02 

-
11.9

9 

-
11.0

3 

-
14.0

8 -9.10 

-
13.8

9 

-
14.8

0 

-
12.8

8 

-
23.5

8 

Maximum 18.00 7.29 6.64 
12.5

9 
18.0

0 
14.6

5 
10.5

0 
10.6

8 14.47 
12.7

6 9.65 
16.3

5 
10.7

8 

Standard 
Deviation 5.60 4.15 3.98 5.98 5.12 5.71 5.18 6.16 5.20 6.33 5.72 6.51 6.45 

p-  0.018 0.344 
0.19

4 
0.08

9 
0.68

8 
0.52

3 
0.61

7 
0.35

5 0.012 
0.60

0 
0.42

9 
0.16

3 
0.58

7 

p-value (t test)  0.969 
0.02

7 
0.24

8 
0.72

5 
0.98

0 
0.20

1 
0.74

8 0.051 
0.24

0 
0.89

0 
0.38

0 
0.95

5 

p-value (F test)  0.016 
0.00

8 
0.32

5 
0.25

6 
0.47

2 
0.28

8 
0.24

7 0.311 
0.18

4 
0.47

0 
0.13

3 
0.14

5 

Mean % 
Change 

Positiv
e        

Positiv
e     

Month Effect 
(Mean)   

Lowe
r           

Month Effect 
(Var)  Lower 

Lowe
r           

Note: See “Note” below Table 4. 

The means of month-wise changes show significant positive mean for only August (2.46%) – which is significant at 1% level – 
but it is significantly different from the mean changes of the other eleven months at 5.1% level. The mean monthly change of 
February (-0.93%) is significantly lower than the mean changes of the other 11 months at 3% level. On average, there is a 
rebound in March (mean monthly change is 1.86%). As we found for the entire sample, for this subperiod also we find January 
and February exhibited variances of monthly changes which were lower than the variances of the other months. The standard 
deviation was highest for September (6.33%), but not significantly different than for other months. 

Analysis of 1929 to 1945 

Table 7 shows the mean monthly change for the second subperiod (0.16%) is not significantly different from zero. This was the 
result of the turmoil of the Depression years and the Second World War. June, July and August generated mean changes 
between 2.78% and 4.05%, and for five months, the mean changes were negative. But none of them were significantly greater 
than zero at 5% level. Only the mean of August (4.05%) was significantly different from zero at 9% level. It was different from 
the mean changes of the other months at 8% level.  

Table 7: Percentage Change in DJIA from 1929-1945 

Period 1929-1945 All Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

Count 204 17 17 17 17 17 17 17 17 17 17 17 17 

Mean 0.16 1.01 1.10 -2.68 0.23 -1.81 3.73 2.78 4.05 -2.81 -1.98 -1.77 0.01 

Median 0.84 1.11 0.84 -1.53 -1.88 0.25 3.31 3.50 1.32 -0.18 -0.14 -1.26 1.25 

Minimum 

-
30.7

0 -7.11 

-
15.6

2 

-
23.6

7 
-

23.43 

-
21.7

0 

-
17.7

2 
-

9.85 
-

6.18 

-
30.7

0 

-
20.3

6 

-
12.6

4 

-
17.0

1 

Maximum 
40.1

8 7.51 
13.2

0 7.80 40.18 
13.4

6 
24.2

6 
26.6

6 
34.8

3 
13.4

9 9.13 
11.3

2 6.35 
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Standard 
Deviation 8.62 4.25 5.87 7.64 13.14 9.67 9.50 8.58 9.20 9.94 8.25 6.85 5.85 

p-  
0.79

7 
0.34

0 
0.45

1 
0.16

7 0.942 
0.45

0 
0.12

5 
0.20

1 
0.08

8 
0.26

1 
0.33

8 
0.30

1 
0.99

3 

p-value (t test)  
0.44

8 
0.51

6 
0.13

0 0.979 
0.38

8 
0.12

0 
0.20

4 
0.08

3 
0.21

1 
0.28

2 
0.25

0 
0.92

1 

p-value (F test)  
0.00

1 
0.03

1 
0.28

7 0.015 
0.29

1 
0.31

5 
0.53

6 
0.37

8 
0.23

5 
0.44

1 
0.12

7 
0.02

9 

Mean % Change              

Month Effect 
(Mean)              

Month Effect 
(Var)  

Lowe
r 

Lowe
r  

Highe
r        

Lowe
r 

Note: See “Note” below Table 4. 

The variance effect is exactly similar to what we found for the entire data: lower variances for January, February and December, 
and higher variance for April compared to the other months. But the standard deviations for different months ranged from 
4.25% (January) to 13.14% (April), compared to 4.10% (February) to 6.10% (September) for the entire period.  

Analysis of 1946 to 1972  

The mean monthly change of the third subperiod (0.58%) was significantly different from zero at 0.00% level (Table 8). The 
mean monthly change of March (1.40%), July (1.53%) and December (2.11%) were significantly different from zero. The mean 
changes of three months were negative of which the mean changes of February (-0.64%) and June (-0.81%) were significantly 
lower than the means of other months at 5% level. The mean change of December was significantly higher than those of the 
other months.  

Table 8: Percentage Change in DJIA from 1946-1972 

Period 1946-1972 All Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

Count 324 27 27 27 27 27 27 27 27 27 27 27 27 

Mean 0.58 0.75 -0.64 1.40 1.36 
-

0.45 -0.81 1.53 0.18 
-

0.58 0.60 1.50 2.11 

Median 1.03 1.34 0.07 1.55 1.87 
-

0.19 -0.67 1.93 1.12 
-

0.76 0.39 1.15 2.90 

Minimum -9.24 
-

8.35 -7.12 -2.85 
-

6.30 
-

7.81 -8.49 -6.61 
-

6.96 
-

8.86 
-

5.43 
-

9.24 -4.20 

Maximum 10.09 8.17 4.51 5.92 8.51 5.67 6.24 7.40 4.87 7.34 5.79 
10.0

9 7.08 

Standard 
Deviation 3.57 4.17 2.78 2.39 3.66 3.62 3.61 3.79 3.44 4.05 3.05 4.14 2.71 

p-  0.004 
0.35

8 
0.24

1 0.005 
0.06

5 
0.52

2 
0.25

5 0.045 
0.79

3 
0.46

6 
0.31

4 
0.07

0 0.000 

p-value (t test)  
0.82

2 
0.02

7 0.086 
0.25

8 
0.13

2 
0.04

5 0.180 
0.53

0 
0.12

8 
0.96

9 
0.23

0 0.005 

p-value (F test)  
0.14

9 
0.05

4 0.006 
0.45

9 
0.48

7 
0.48

3 0.359 
0.41

6 
0.19

4 
0.14

5 
0.16

0 0.039 

Mean % Change 
Positiv

e   
Positiv

e    
Positiv

e     
Positiv

e 

Month Effect 
(Mean)   

Lowe
r    

Lowe
r      Higher 

Month Effect 
(Var)    Lower         Lower 

Note: See “Note” below Table 4. 
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But the variance of December was significantly lower than for other months; so was the variance of March. Standard deviations 
of monthly changes were greatly subdued during this period of fixed exchange rate system ranging from 2.39% (March) to 
4.17% (January). The lull in the aftermath of the Second World War, massive international reconstruction efforts, and the 
Breton Woods fixed exchange rate system brought a stabilizing influence in the DJIA. 

Analysis of 1973 to 2008 

As Table 9 shows, the mean monthly change of the last subperiod (0.60%) was significantly different from zero at 1% level, and 
higher than for the previous subperiod. The mean monthly change of April (2.09%) and December (1.53%) were significantly 
higher than zero. Whereas in the previous subperiod four months suffered negative mean monthly changes, in this subperiod it 
was two months: August (-0.32% -- not significant), and September (-1.41%) which was significantly different from zero at 6.9% 
level, and significantly different from the mean changes of the other months at 1% level. The mean changes of April and 
December are different from the other months at 3% level and 7% level. 

Table 9: Percentage Change in DJIA from 1973-2008 

Period 1973-2008 All Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

Count 432 36 36 36 36 36 36 36 36 36 36 36 36 

Mean 0.60 1.61 0.23 0.74 2.09 0.64 0.14 0.54 -0.32 -1.41 0.38 1.04 1.53 

Median 0.70 0.97 0.75 1.19 1.05 0.31 0.17 0.28 0.54 -1.14 0.65 1.66 1.41 

Minimum -23.22 
-

7.37 
-

7.42 -8.97 -4.40 -5.63 

-
10.1

9 
-

6.20 

-
15.1

3 

-
12.3

7 
-

23.22 

-
14.0

4 -6.23 

Maximum 14.41 
14.4

1 8.79 7.84 10.56 8.28 5.61 9.04 
11.4

7 6.71 10.65 8.56 9.47 

Standard 
Deviation 4.48 5.29 3.87 3.61 3.96 3.21 3.36 3.83 5.49 4.50 6.57 5.16 3.02 

p-value (m=0) 0.006 
0.07

6 
0.72

4 
0.22

7 0.003 
0.23

8 
0.80

8 
0.40

7 
0.73

2 
0.06

9 0.728 
0.23

6 0.005 

p-value (t test)  
0.23

2 
0.55

7 
0.81

5 0.025 
0.93

7 
0.40

7 
0.91

8 
0.29

5 
0.00

8 0.833 
0.59

5 0.074 

p-value (F test)  
0.09

1 
0.12

8 
0.04

6 0.178 
0.00

6 
0.01

4 
0.11

2 
0.05

0 
0.48

1 0.001 
0.13

2 0.002 

Mean % Change 
Positiv

e    
Positiv

e        
Positiv

e 

Month Effect 
(Mean)     

Highe
r     

Lowe
r    

Month Effect 
(Var)    

Low
er  

Low
er 

Lowe
r    

High
er  Lower 

Note: See “Note” below Table 4. 

The standard deviation for this subperiod (4.48%) was higher than that of the previous subperiod (3.57%). This may be 
attributable to the breakdown of the Breton Woods system, as well the effect of great volatility in oil prices, commodity prices, 
interest rates, and technological innovations which caused greater and speedier information flows. It is also partly attributable 
to the ‘dot-com’ mania, the stock market bubble, and the subsequent burst, which affected smaller stocks more than it affected 
larger stocks. March, May, June and December saw lower variances, and October exhibited higher variance compared to the 
other months. So for three subsequent subperiods December saw lower variances compared to the other months. It appears 
from the positive mean changes for December (specially for the last two subperiods) there was less end-of-year selling of DJIA 
stocks which are large and stable. The other aspect to note is that only in the last subperiod October saw highest standard 
deviation of monthly changes (6.57%).  The highest standard deviation of monthly changes that a month went through was in 
April during 1929 to 1945 (13.14%). 

The month effect for the various sub-periods in terms of mean of a month being different from the means of the other months 
shows the following patterns:  

1896-2008: Positive December (p=0.01), Negative September (p = 0.002) and February (p = 0.06) 
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1896-1928: Positive August (p = 0.051), and negative February (p = 0.03) 

1929-1945: mean change of none of the months is significantly different from those of the other months even at 10% level 

1946-1972: Positive December (p = 0.01), negative February (p = 0.03) and June (p = 0.05) 

1973-2008: Positive April (p=0.03) and December (p=0.07), and negative September (p = 0.01) 

The mean monthly change of September was negative for the entire period as well as for each subperiod. However, the 
negative September effect was not significant in the first three subperiods, rather in the last subperiod, as well as for the entire 
period. Two of the subperiods exhibited negative February effect at 3% level. For the entire period, negative February effect 
was at a level of significance of 5.7%. In the third subperiod, positive December effect was at 1% significance level, whereas it 
was significant at 1.3% level in the entire period.  

Comparisons of mean of monthly changes over four subperiods 

Figure 3 graphically contrasts the means of monthly changes over the four subperiods. At least for 8 months of the 1929-1945 
subperiod, means of monthly changes were way off the rest of the means (three in the positive territory and five in the 
negative territory). The Depression years caused the overall mean of this subperiod to be the lowest of all subperiods. The 
mean monthly changes underwent wild swings. For example, from a high of 4.05% in August, it went to a low of -2.81% in 
September. That had a significant impact on the mean changes of August and September when we consider the entire period. 
The means of monthly changes of the other three subperiods were rather close. 

Figure 3: Comparisons of means of monthly percentage changes of DJIA:1896-1928 vs. 1929-1945 vs. 1946-1972 vs. 1973-
2008 
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As Table 10 shows, Kruskal-Wallis test of the medians of monthly changes of the four subperiods do not show any significant 
difference (H-statistic = 0.37; p = 0.95). Though not significantly different, the third subperiod has the highest median followed 
by the first.  

Table 10: Results of Kruskal-Wallis Test of Difference in Medians of Monthly Changes of Four Subperiods 

Subperiod # of Obs Median Average Rank Z Value Rank 

1 387 0.7393 682.8 0.53 3 

2 204 0.8362 663.2 -0.43 2 

3 324 1.0328 672.9 -0.06 1 

4 432 0.7039 672.0 -0.13 4 

Overall 1347  674.0   

 

Similar is the result from Mood’s Median test (Chisquare = 0.99;  p = 0.80). 

We used t- tests to find differences in the means of the six pairs that can be formed with the four subperiods. No significant 
difference was revealed. We used nonparametric Mann-Whitney tests to find differences in the medians of the six pairs. Again, 
no significant difference was revealed.

8
 

We used F-test to detect differences in the standard deviations of the six pairs obtained from the four subperiods. Interestingly 
we find the variances of each subperiod to be highly significantly different at levels of significance of 0.00 in each case.

9
 The 

second subperiod has the highest standard deviation, then the first, then the last, and the third subperiod has the lowest 
standard deviation. From 8.62% standard deviation of monthly changes that we found for the second subperiod, it came down 
to 3.57% (a fall of about 59%). In the last subperiod, it increased to 4.51% (an increase of over 26%).  

Month Effect Sans Outliers 

We wanted to see how the results would change if we excluded months in which the change was larger than 15% (Case 1) or 

10% (Case 2). Specifically, we wanted to see if the negative September effect for the entire data set may have been significant 
because of few large drops in that month. On reviewing the results of this line of analysis, we find that the mean percentage 

change was 0.63% for Case 1 (excluding 15%) and 0.67% Case 2 (excluding 10%) as compared to 0.55% for the entire data set 
(1896-2008), which shows the larger monthly changes were more negative than positive. 

For the entire period (1896-2008) without removing any outliers, we have found that September had the most negative 
monthly average decline of 1.19%, which was significantly different from the remaining months. When we remove the months 

with changes larger than 15% (20 instances), we find that the month of December with the largest mean positive increase of 
1.56% also becomes significantly different than the remaining months (Table 11).  

Table 11: Excluding Months with Changes larger than ± 15%: 1896-2008 

Period 1896-
2008 All Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

Count 1327 112 111 111 109 109 110 112 110 111 110 111 111 

Mean 0.63 1.05 
-

0.04 0.92 0.85 0.53 0.07 1.02 1.10 -0.92 0.60 0.76 1.56 

Median 0.83 1.01 0.07 1.28 0.85 0.25 
-

0.08 1.10 1.43 -0.69 0.83 1.06 1.90 

Minimum 
-

14.80 -8.64 

-
12.0

5 
-

11.48 
-

12.28 

-
11.9

9 

-
11.0

3 
-

14.08 
-

10.41 

-
14.7

7 

-
14.8

0 

-
14.0

4 
-

12.53 

                                                           
8 Results are not reported for brevity. 
9 Results are not reported for brevity. 
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Maximum 14.65 14.41 
13.2

0 12.59 12.46 
14.6

5 
12.2

3 10.68 14.47 
13.4

9 
10.6

5 
14.2

6 10.78 

Standard 
Deviation 4.69 4.52 3.80 4.57 4.43 4.47 4.40 4.92 4.75 5.35 5.21 5.52 3.68 

p-value (m=0) 0.000 0.015 
0.90

8 0.037 0.047 
0.21

7 
0.86

2 0.030 0.016 
0.07

2 
0.23

0 
0.15

1 0.000 

p-value (t test)  0.298 
0.06

1 0.484 0.584 
0.82

0 
0.17

3 0.374 0.273 
0.00

2 
0.95

6 
0.79

2 0.007 

p-value (F test)  0.304 
0.00

1 0.358 0.205 
0.24

8 
0.17

8 0.240 0.441 
0.02

2 
0.06

1 
0.00

8 0.000 

Mean % Change 
Positi

ve 
Positi

ve  
Positi

ve 
Positi

ve   
Positi

ve 
Positi

ve    
Positi

ve 

Month Effect 
(Mean)          

Low
er   

Highe
r 

Month Effect 
(Var)   

Low
er       

High
er  

High
er 

Lowe
r 

Note: See “Note” below Table 4. 

When we remove the months with changes larger than 10% (90 instances), we find that the month of February with a small 
mean decline of 0.04% also becomes significantly different from the remaining months (Table 12). Whereas, September and 
December are significantly different than the remaining months with p-values under 0.01, February is different with a higher p-
value of 0.06. The September effect does not go away when outliers are excluded, but we find a very significant positive 
December effect and a less significant February effect.   

Table 12: Excluding Months with Changes larger than ± 10%: 1896-2008 

Period 1896-
2008 All Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

Count 1257 109 109 104 105 105 105 108 103 100 102 100 107 

Mean 0.65 0.69 
-

0.05 0.85 0.68 0.27 
-

0.05 1.30 0.78 
-

0.65 1.17 0.97 1.83 

Median 0.83 0.93 0.07 1.19 0.50 0.23 
-

0.13 1.37 1.32 
-

0.54 0.97 1.11 1.90 

Minimum -9.93 
-

8.64 
-

7.68 -9.12 
-

9.02 
-

9.91 
-

9.93 -9.85 -9.10 
-

9.70 -8.47 -9.24 -6.23 

Maximum 9.85 8.17 8.79 9.53 8.67 8.28 8.33 9.85 9.78 7.34 9.65 9.83 9.47 

Standard 
Deviation 3.89 4.02 3.42 3.75 3.95 3.75 3.79 4.38 3.91 3.89 4.09 4.20 2.95 

p-value (m=0) 0.000 
0.07

4 
0.87

2 0.023 
0.08

0 
0.46

3 
0.90

0 0.003 0.045 
0.09

9 0.005 0.023 0.000 

p-value (t test)  
0.91

1 
0.02

8 0.582 
0.93

6 
0.27

6 
0.05

1 0.106 0.732 
0.00

1 0.184 0.432 0.000 

p-value (F test)  
0.33

0 
0.03

5 0.305 
0.42

5 
0.29

9 
0.36

6 0.042 0.495 
0.49

9 0.243 0.143 0.000 

Mean % Change 
Positi

ve   
Positi

ve    
Positi

ve 
Positi

ve  
Positi

ve 
Positi

ve 
Positi

ve 

Month Effect 
(Mean)   

Low
er       

Low
er   

Highe
r 

Month Effect 
(Var)   

Low
er     

Highe
r     Lower 

Note: See “Note” below Table 4. 
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During the first period (1896-1928), there were three months with changes larger than 15% and 35 months with changes 

larger than 10%.
10

 We observe a negative month effect in February before removing outliers. On removing the three months 

with changes over 15%, we see a positive month effect in August in addition to the negative month effect in February. On 

removing 35 months with changes in excess of 10%, we see a complete change to a negative month effect in September and 
positive month effect in December.  

During the second period (1929-1945), there were 15 months with changes in excess 15% and 36 months with changes larger 

than 10%. Incidentally, there have been only five other months with changes in excess of 15% in all of the remaining periods. 
This period had the largest ever decline of 30.70% and the largest ever increase of 40.18%. In spite of such large fluctuations, 
there was no month effect whatsoever during this period even when the outliers are removed. 

During the third period (1946-1972), there was no month with percentage change larger than 15% and only one month with 

change larger than 10%. As a result, the negative month effects observed in February and June and positive month effect in 
December remained unchanged when the lone outlier was removed. Significantly, no month effect was observed for 
September during this period.   

In the last period (1973-2008), there were only two months with changes larger than 15% (both negative) and 18 months with 

changes larger than 10%. During this period, only a negative September effect was observed, which remained unchanged 
when the outliers are removed. 

 We also looked at the variances of monthly percentage changes for the entire period. Before removing any outliers, 
April’s variance was higher compared to that of the other months and the variances of January, February and December were 
lower. On excluding the 20 months with changes larger than ± 15%, the variances of September and November were found 
higher and the variances of February and December were lower (Table 11). On excluding 90 months with changes larger than 
±10%, only July’s variance was larger than that of the other months and the variances of February and December were lower 
than those of the other months (Table 12). 

Half-Monthly Effect 

Continuing our search for anomalies, we divided each month into two parts – first half and second half. This gave us 24 half-
monthly periods. We then tested the previous three hypotheses for 1896-2008: 

We summarize our findings below (from Tables 13 A and B) with I indicating the first-half of the month and II the second half of 
the month: 

The mean of percentage changes for the half-monthly periods during 1896-2008 was 0.28%, which was statistically significant 
with a p-value of less than 0.03.  

The means of percentage changes for January I, March I, April I, July I, November I, and December II were significantly greater 
than zero. Mean of percentage changes for September II was significantly lower than zero. 

Table 13A: Half-Monthly % Change in DJIA – January to June for 1896-2008 

1896-2008 All Jan I Jan II Feb I 
Feb 
II Mar I  

Mar 
II Apr I 

Apr 
II 

May 
I 

May 
II Jun I Jun II 

Count 2694 112 112 112 112 112 112 112 112 112 112 113 113 

Mean 0.28 0.72 0.36 0.14 
-
0.28 0.80 -0.09 1.12 -0.13 0.05 -0.06 0.52 -0.13 

Median 0.41 0.61 0.39 0.19 
-
0.09 0.82 0.24 0.79 0.04 0.09 0.58 0.11 -0.56 

Minimum -22.89 -6.67 
-
11.2

-
9.26 

-
9.16 -10.17 

-
22.2 -12.00 

-
12.9

-
13.7

-
14.7

-
11.2

-
15.3

                                                           
10 Tables for the rest of this section will be provided on request. 
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8 3 9 2 5 0 7 

Maximum 23.51 11.39 9.87 
12.6
4 6.76 20.84 7.88 18.06 

23.5
1 

11.0
8 

10.5
5 

13.1
4 

18.2
3 

Standard 
Deviation 3.73 3.40 3.42 3.04 2.79 3.54 4.00 3.64 4.06 3.71 3.80 3.57 3.82 

p-value (m=0) 0.00 0.03 0.27 0.62 0.29 0.02 0.80 0.00 0.73 0.89 0.86 0.12 0.71 

p-value (t test)  0.16 0.81 0.64 0.04 0.12 0.32 0.01 0.27 0.50 0.34 0.46 0.24 

p-value (F test)  0.09 0.10 0.00 0.00 0.23 0.16 0.38 0.11 0.49 0.40 0.26 0.37 

Mean % Change 
Positi

ve 
Positi
ve    

Positi
ve  

Positi
ve      

Month Effect 
(Mean)     

Low
er   

Highe
r      

Month Effect 
(Var)    

Low
er 

Low
er         

 

Table 13B: Half-Monthly % Change in DJIA – July to December for 1896-2008 

1896-2008 All Jul I Jul II Aug I 
Aug 
II Sep I Sep II Oct I 

Oct 
II 

Nov 
I 

Nov 
II Dec I Dec II 

Count 2694 113 113 112 112 112 112 112 112 112 112 113 113 

Mean 0.28 0.84 0.40 0.63 0.56 
-
0.36 -0.87 0.31 -0.03 0.82 0.16 -0.28 1.47 

Median 0.41 1.07 0.58 0.59 0.51 
-
0.15 -0.43 0.81 0.53 0.47 0.55 0.70 1.00 

Minimum -22.89 
-
10.88 

-
14.4
5 

-
10.84 

-
10.5
2 

-
13.5
0 -19.89 

-
12.3
5 

-
21.2
3 

-
16.3
7 

-
13.6
5 

-
22.8
9 -3.83 

Maximum 23.51 8.11 
19.3
3 22.58 

14.3
7 

14.6
0 10.58 

10.8
1 8.84 

13.1
6 

10.2
1 8.54 10.82 

Standard 
Deviation 3.73 3.36 3.98 3.79 3.70 3.69 3.96 4.08 4.19 4.46 3.41 4.40 2.54 

p-value (m=0) 0.00 0.01 0.29 0.08 0.11 0.30 0.02 0.42 0.94 0.05 0.63 0.50 0.00 

p-value (t test)  0.07 0.74 0.31 0.41 0.06 0.00 0.92 0.43 0.19 0.70 0.17 0.00 

p-value (F test)  0.07 0.17 0.43 0.47 0.45 0.19 0.10 0.05 0.01 0.10 0.01 0.00 

Mean % 
Change 

Positi
ve 

Positi
ve     

Negati
ve      

Positi
ve 

Month Effect 
(Mean)       Lower      

Highe
r 

Month Effect 
(Var)         

High
er 

High
er  

High
er Lower 

Note: See “Note” below Table 4. 

The means of percentage changes for February II and September II were significantly lower (and negative) than the means of 
percentage changes for the remaining 23 half-monthly periods. April I and December II experienced significantly higher means 
than the remaining 23 half-monthly periods. 

Standard deviations of the percentage changes for February I, February II, and December II were significantly lower than the 
remaining 23 half-monthly periods. In other words, the mean percentage changes for these half-monthly periods were 
significantly more consistent than the other half-monthly periods. October II, November I and December I experienced 
significantly higher standard deviations. 

Considering whole months, as we did earlier, we found that in descending order, July, August and December experienced the 
highest mean changes. We now find that the higher means of July was attributed to the first halves of the months and for 
December, the second half. The second half of December experienced the highest mean change (1.47%) which was significantly 
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higher than for the other 23 half-month periods, and the standard deviation was significantly lower compared to the other 
periods. 

SUMMARY AND CONCLUSION 

We have explored three types of anomalies in the DJIA – if the mean of monthly percentage changes of each month over a 
period was different from zero, if the mean of monthly percentage changes for a month during a period is different from the 
means of all the other months in the period, and if the variance of monthly percentage changes for a month during a period is 
different from the variances of all the other months in the period. For the 1,347 monthly changes in our study, we find that the 
mean of monthly percentage changes was a significant 0.55% or 6.60% annualized. We find that the only significant month 
effect occurred in September (mean of monthly percentage changes being negative and significantly less than for the other 
eleven months) with a mean decline of -1.19%. It is hard to explain the significant negative returns for September. One possible 
reason might be that the volatility of daily percentage changes of October is high (this is our next area of investigation); if that is 
the case, we would expect significant number of investors to sell in September and stay away from stocks until October is over. 
Another possible reason might be higher number of home closings in September which would possibly cause some sell-offs in 
the month to make down payments

11
. August experienced the largest mean increase of 1.26%, followed by July (1.25%), 

December (1.17%) and January (1.05%). These means are significantly greater than zero. But none of these means are 
significantly different from the mean changes of the other months. 

The mean monthly change of September was negative for the entire data set as well as for each subperiod. However, the 
negative September effect was significant not in the first three subperiods, rather in the last subperiod, as well as for the entire 
data set. Two of the subperiods exhibited negative February effect at 3% level. For the entire data set, negative February effect 
was at a level of significance of 5.7% level. In the third subperiod, positive December effect was significant at 1% level, whereas 
it was significant at 1.3% level in the last subperiod.  

We investigated if the negative September effect may have been because of some large outliers. We deleted monthly changes 

of 15% and 10%. The negative September effect does not go away. We also find that the negative September effect is more a 
result of the second half of September than first half. The second half of December experienced the highest mean change 
(1.47%) which was significantly higher than for the other 23 half-month periods, and the standard deviation was significantly 
lower compared to the other periods. 

So the month effect varies with the time period we consider. December’s mean change was significantly positive in two of the 
four subperiods; February’s mean change was significantly negative in two of the four subperiods. One would expect the DJIA 
stocks to be free from seasonal patterns since each one of them are closely followed by a large number of analysts, and the 
existence of month effect would be surprising. However, given that no consistent pattern is detectable is a reflection of 
efficiency of the DJIA stocks to a large degree. 
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Abstract 

The issue of comparative advantage constitutes an important feature of the theory of international trade. Comparative advantage 
of countries has been measured in the literature by various alternative indices of ‘revealed comparative advantage’. Balassa first 
coined the term ‘revealed comparative advantage’ and the index that he devised in the process, has been later modified by various 
authors in many ways to address one or more of the shortcomings of Balassa’s index. However, the existing literature have not 
tried to determine empirically, the extent to which the different indices are consistent with the idea of comparative advantage as 
identified particularly by Eli Heckscher and Bertil Ohlin. The present paper makes an attempt in this regard. In the process, another 
index has been derived by considering the logarithmic transformation of the Balassa’s index, and its consistency with the theory 
has been empirically tested in a similar manner to determine whether it performs better than the other indices. A theoretical 
review of the alternative indices and empirical findings exhibit, the modified index certainly has an edge over other indices.  

Keywords: Revealed comparative advantage, Heckscher-Ohlin theory, labour intensive commodities, capital intensive 
commodities.  

1 Introduction 

Comparative advantage as a determinant of international trade, was developed and conceptualised by David Ricardo in 1817. 
In the Ricardian model, comparative advantage was the outcome of differences in technology or factor productivity between 
the countries. Later in 1930s, Eli Heckscher and Bertil Ohlin identified comparative advantage as the outcome of differences in 
relative factor endowments of two countries. With capital and labour as the two factors of production, the Heckscher-Ohlin 
theory propounded, a relatively labour abundant country will have comparative advantage in labour intensive goods and will 
export the same. A relatively capital abundant country on the other hand, will have comparative advantage in capital intensive 
goods, which it will export.  

The orthodox trade theories on comparative advantage formed the basis of inter-industry trade or trade in dissimilar products. 
With the development of new trade theories, the validity of the orthodox trade theories had been questioned. It had been 
argued that the recent splurge of intra-industry trade or trade in similar products can be explained by new trade theories only. 
However, this idea had been challenged by many theorists and they have demonstrated that even the orthodox trade theories 
can account for intra-industry trade (Falvey 1981; Davis 1995). Hence, the idea of comparative advantage and theories 
encompassing it, still remain an important strand of international trade theory.  

While comparative advantage has been conceptualised theoretically to explain the pattern of international trade, the 
quantification of comparative advantage for empirical analysis is obviously not an easy task. This is because, economic theory is 
based upon certain restrictive assumptions which are difficult to quantify in the real world. The first problem relates to the fact 
that unlike as required by the theory, data available for measuring comparative advantage pertain to the post-trade situation. 
Moreover, the data are subjected to distortionary impacts of government intervention and imperfect information (Vollrath 
1991, 266-267). The second problem encountered during the empirical measurement of comparative advantage, arises out of 
commodity aggregation. It is possible for a country to have comparative disadvantage in a composite commodity and 
comparative advantage for a disaggregated commodity within the same composite group (Vollrath 1991, 267).  

Despite such shortcomings, several attempts have been made in the past to quantify comparative advantage and are still being 
actively pursued. Typically, comparative advantages of countries have been measured in the literature by various alternative 
indices of ‘revealed comparative advantage’ (RCA), using post-trade data. Balassa (1965) coined the term ‘revealed 
comparative advantage’. However, over the years Balassa’s RCA index has been criticized from various perspectives and 
alternative RCA indices have been suggested in the literature. Though each of these latter indices have tried to address one or 
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more shortcomings of the Balassa’s RCA index, the existing literature have not tried to determine empirically, how various 
alternative RCA indices are consistent with the idea of comparative advantage, as identified by Heckscher-Ohlin. Section 2 of 
this paper, reviews the RCA indices of Balassa and subsequent authors. Eventually it introduces another index, by considering 
suitable modification of the index of Balassa, such that the new index has structural features superior to other existing indices. 
Section 3 attempts to examine empirically, using cross sectional data, how far the RCA indices considered in section 2, are 
consistent with the Heckscher-Ohlin theory and thereby permits a comparative study. Section 4 concludes that the suggested 
modified index could be used to determine the comparative advantage of countries as it has good structural features and in 
addition is empirically consistent with the theory. 

2 Indices of RCA 

Although the idea of ‘revealed comparative advantage’ is attributed to Balassa, prior to that, Liesner (1958) actually made a 
preliminary attempt at quantifying comparative advantage, using post-trade data. Liesner used relative export performance in 
order to assess bilateral comparative advantage between Britain and one of its European competitors, for a single commodity, 
while exporting to Europe. However, the index that he devised in the process, was limited in its coverage as it considered only a 
single commodity, and attempted to identify comparative advantage of a country, on the basis of its performance in exporting 
that commodity, relative to other countries (Vollrath 1991, 269).  

Eventually, by adjusting Liesner’s index, Balassa (1965) developed his index and named it as ‘revealed comparative advantage 
index’. In his view, comparative advantage can be ‘revealed’ through real life patterns of country or commodity trade, because 
actual exchange reflects differences in costs as well as non-price factors (Vollrath 1991, 266). The original RCA index of Balassa 
was defined in the following form: 

(X
i
a / X

c
a) / (X

i
m / X

c
m) 

Here, X stands for exports, m denotes all manufactured goods and a to any one of the manufactured goods. i and c denote any 
one of the 11 industrial countries that he considered and all the 11 countries together respectively. The index is thus expressed 
as the ratio of a country’s share in 11 countries’ exports of a particular product, to its share in the 11 countries’ exports of all 
manufactured goods. A value of the index greater (less) than unity signifies revealed comparative advantage (disadvantage) in 
product a by country i.  

Identifying the fact that Balassa’s index is restricted in terms of both commodity and country coverage, it was later modified to 
include all countries and all traded commodities.

12
 Hence, the RCA index of Balassa takes the following form: 

(X
i
a / X

i
t ) / (X

w
a / X

w
t) 

Here a refers to any specific commodity (not necessarily manufactures); t refers to all traded commodities (both manufactures 
and non manufactures); i and w to any country and the world respectively. In the following analysis, while referring to the 
Balassa’s RCA index, this version of the original index would be considered.  

2.1 Problems with the RCA index of Balassa 

While Balassa’s RCA index is useful in determining whether or not a country has comparative advantage in a commodity, it had 
been subjected to intense criticism. Several economists identified problems with the index in empirical estimation. Yeats (1985) 
pointed out that the traditional method of ranking industries in a country according to the value of the Balassa’s RCA index may 
fail to indicate that the country could be a leader in a particular industry as compared to other countries. Yeats ranked 
countries according to the RCA values in a particular industry to check the consistency of this ranking with the ranking of 
industries in a particular country according to their RCA values. The inconsistency between the two rankings led Yeats to 
conclude that Balassa’s RCA index does not accurately rank industries according to a country’s real comparative advantage. 
Yeats observed, this inconsistency in ranking arises out of the fact that different industries have different distribution of 
country index values.

13
 He also observed Balassa’s RCA index could give misleading results because, the index might signify 

                                                           
12

 Refer to Vollrath (1991). 

13
 If in an industry, the country index values are highly concentrated around unity, then the country with the greatest 
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stronger comparative advantage for countries with smaller market share in the world export market i.e., smaller X
i
t / X

w
t and 

for commodities with smaller market share in the world export market i,e., smaller X
w

a / X
w

t.  

Laursen (1998) argued that the asymmetric distribution of the Balassa’s index makes it unsuitable for econometric analysis. The 
lower bound of the distribution is zero. The upper bound can assume any value greater than unity and would generally tend to 
infinity.

14
 Laursen commented, with such a skewed distribution, the error term in regression analysis would be non-normal and 

hence, t and F statistics cannot be used reliably.  

Hoen and Oosterhaven (2006) recognised the fact that the distribution of the Balassa’s index dependent upon the number of 
countries and the commodities in the analysis. Considering the original Balassa index, the distribution of the index will vary with 
the number of reference countries with respect to which the export performance of a particular country is compared. The 
distribution of the index will also vary with the level of aggregation of the commodity. At more and more detailed sectoral 
classification, the denominator of the index becomes smaller and smaller, which alters the extreme points of its distribution. An 
unstable distribution will have unstable mean, making comparison of index values across country or commodity difficult. Hoen 
and Oosterhaven attributed this problem to the ratio form of the index. Yu et al. (2008) also recognized the problems 
associated with the variability of mean for the index of Balassa. However, it is to be noted, foregoing arguments about the 
instability of the mean, holds for arithmetic mean of ratios. In case of ratios with both numerator and denominator varying, 
geometric mean is the appropriate concept. On averaging Balassa’s index values across countries or commodities by using 
geometric mean (or ratios of arithmetic mean of numerator to the denominator), it would be evident that the average is not 
significantly different from unity. 

2.2 Other Indices of RCA 

With due recognition to the problems associated with the RCA index of Balassa for empirical estimation, some of the above 
mentioned authors came up with a number of alternative RCA indices. Identifying the asymmetrical distribution of the index of 
Balassa, Laursen (1998) suggested a simple modification of the index in order to make its distribution symmetric. His index 
takes the following form: 

[{(X
i
a / X

i
t ) / (X

w
a / X

w
t)} – 1] / [{(X

i
a / X

i
t ) / (X

w
a / X

w
t)} +1] 

The lower limit of the distribution of this index is -1 with upper limit tending to +1. The comparative advantage neutral point 
would be close to zero which also defines the mean of the distribution.

15
 The mean value can be achieved by considering the 

geometric mean or ratio of the arithmetic mean of the numerator to the arithmetic mean of the denominator. Country i would 
reveal comparative advantage in product a, if the value of the index is positive, and reveal comparative disadvantage if the 
value of the index is negative. Benedictis and Tamberi (2001) however point out that the economic interpretation of the index 
is not very clear. Moreover, this index, like the index of Balassa, might signify greater comparative advantage for countries or 
for commodities with smaller market share in the world export market. 

Hoen and Oosterhaven (2006) suggested an alternative to the index of Balassa. They replaced the ratio form of the index with 
the deviation form. Their index takes the following form: 

                                                                                                                                                                                           
comparative advantage in the industry could have relatively low RCA index value. If on the other hand, in another industry, the 
country index values are widely distributed around unity, then the country which does not have greatest comparative 
advantage relative to other countries might have very high index value (Yeats  1985, 62). 

14
 If the reference group of countries consists of the world less country i, the lower and the upper limits of the distribution 

would be 0 (rest of the world completely specialises in product a) and undefined (country i completely specialises in product a) 
respectively, with 1 being the comparative advantage neutral point. But if the reference group is the entire world, the limits of 
the distribution would be as mentioned in the text. Use of entire world as the group, ensures comparability of the index values 
across country. 

15
 If the reference group of countries consists of the world less country i, the lower and the upper limits of the distribution 

would be exactly equal to -1 and +1 respectively, with zero being the comparative advantage neutral point.  
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The authors term it as the Additive RCA index. They, however, insisted that country i should be deducted from reference group 
of countries, in which case the lower and the upper limits of the distribution of the index would be exactly equal to -1 and +1 
respectively. Zero would be the comparative advantage neutral point. However, in that case, use of the index for inter country 
comparison is questionable. Hence, with entire world as the reference group, the lower and the upper limits of the distribution 
would tend to -1 and +1 respectively. If the index takes a value greater (less) than zero then country i would reveal comparative 
advantage (disadvantage) in product a. An approximate value of zero denotes comparative advantage neutral point. 

If geometric mean or the ratio of arithmetic mean of the numerator to the arithmetic mean of the denominator, is considered 
for computing the mean of a commodity’s (country’s) index values across countries (commodities), the computed value would 
be close to zero, implying stability of the mean and therefore the distribution. 

The index is, however, sensitive to the size of a sector. If commodity a has larger share in the world export market, X
w

a / X
w

t 
would be large and hence, it is possible for the index to have a low numerical value. In such cases Additive RCA index could also 
generate misleading results.  

Yu et al. (2008) by utilizing the probabilistic framework of Kunimoto (1977) came up with a new index for measuring 
comparative advantage. In this framework, comparative advantage of country i in product a, is measured by deviation of actual 
exports of a by i, X

i
a, from its expected exports of the same product in a world of no relative advantages, (X

i
t / X

w
t) X

w
a. The 

expected exports define the comparative advantage neutral level. The deviation of actual exports from expected exports is 
further normalized by the world total exports. The Normalised Revealed Comparative Advantage index of country i in product a 
is thus stated in the following form: 
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If the index is positive (negative), then country i reveals comparative advantage (disadvantage) in product a.   

Yu et al. (2008) argue that their index satisfies most of the desirable properties of the RCA index for empirical analysis. First, the 
index is symmetric about zero with the lower and the upper limits of the distribution being -1/4 and +1/4 respectively. Second, 
the sum of a commodity’s (country’s) normalised RCA scores over all countries (commodities) equals zero i.e., the mean value 
is constant and stable. Given the stability of the mean and thereby, the distribution of the index, it is possible to compare the 
indices across country, commodity and time (Yu et al. 2008, 274-275). 

While Yu et al. (2008) themselves identified several advantages of their index, there are certain other distinctive features of 
their index that make it particularly attractive compared to other RCA indices, considered in this section. First, most of the 
other indices are sensitive to the size of the country or the sector or both. In comparison, the index of Yu et al. is not noticeably 
influenced by the size of the country or of the commodity, due to its deviation form and normalization of the index by total 
world exports. Second, there are no complications involved in computing the mean of the index values because unlike other 
indices, the denominator of the index is fixed. Therefore, contrary to other indices, simple arithmetic mean can be used for the 
purpose. 

2.3 Modified Index of RCA 

Incidentally, an attempt has been made to suggest another index of RCA with reasonably good structural features and which if 
empirically analysed, might be expected to generate more reliable results than the four existing indices. Hence, in this section a 
modification of the RCA index fo Balassa on the line of Vollrath (1991) has been suggested.

16
 

To derive the new index we consider the RCA index of Balassa: 

                                                           
16

 Though Vollrath (1991) suggested an index similar to the one discussed in this section, the reference group of countries and 
commodities were rest of the world and rest of the commodities exported respectively. However, the modified index suggested 
in this section considers the entire world to be the reference group of countries and all commodities to the reference group of 
commodities. This consideration inevitably permits comparison of index values across countries and commodities.  



126 
 

 
Conference papers © Knowledge Globalization Institute, Pune, India, 2012 
 

 

(X
i
a / X

i
t ) / (X

w
a / X

w
t) 

With natural logarithmic transformation, we arrive at a new index: 
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Thus, the new index measures on logarithmic scale, the extent to which exports of commodity a in country i’s total exports 
differs from exports of the same commodity from world’s total exports. Hence, the new index could be provided an economic 
interpretation. There are certain additional advantages of this index. Firstly, the index is symmetric about zero with the upper 
and lower limits of its distribution being +∞ and -∞.  Secondly, due to the logarithmic form of the index, the mean of the index 
values, which is zero, could be computed by considering simple arithmetic mean, either across country or across commodity. 
Hence, the stability of mean ensures the comparison of the index across commodity or across country. Thirdly, though this 
index, like the parent index of Balassa, remains sensitive to the size of a sector or country, this sensitivity is expected to be less 
compared to the indices of not only Balassa but also Hoen and Oosterhaven and even Laursen, as it is measured on a log scale. 
Lastly, an added advantage of the modified index over all the four existing RCA indices considered is, being defined in 
logarithmic form, the estimated residuals from any regression with the modified index as the dependent variable, could be 
expected to be normally distributed as economic variables like exports are log-normally distributed.  Its only limitation is that 
the index cannot be defined in case the export of a product by a country is zero.

17
 However, this sort of boundary problem is 

not uncommon in economic theory.   

3 Empirical Analyses of RCA Indices 

Section 2 enumerates the problems with the RCA index of Balassa for empirical estimation, and puts forward various other 
indices of RCA, suggested in the literature to overcome the deficiencies of Balassa’s index.

18
 But the existing literature have not 

tried to analyse the extent to which the alternative indices of RCA, are consistent with the Heckscher-Ohlin theory on 
comparative advantage of countries. Hence, in addition to testing the consistency of the existing indices with the Heckscher-
Ohlin theory, the modified index suggested in section 2.3 is also empirically analysed in this section.  

3.1 Data and Methodology 

For empirically analyzing the relevance of the Heckscher-Ohlin theory in the context of the RCA indices, necessary data are 
collected for each of 47 countries and for the world as a whole, for the year 2005, from United Nations COMTRADE database 
and International Trade Statistics Yearbook 2009.

19
 Three labour intensive and three capital intensive sectors were selected for 

the analysis. The labour intensive sectors have SITC (revision 3) 3 digit codes of 652 (cotton fabrics, woven), 844 (women and 
girls clothing, knit) and 851 (footwear). The capital intensive sectors have SITC (revision 3) 3 digit codes of 525 (radioactive and 

                                                           
17

 Laursen (1998) has in fact identified this problem with the logarithmic transformation of Balassa’s RCA index. 

18
 Several other indices have been suggested in the literature for measuring comparative advantage of countries, such as those 

by Proudman and Redding (1998) and Vollrath (1991).  The RCA index of Proudman and Redding (1998) is not considered for 
analysis in this paper as the index is very similar to the Balassa’s index, except for the normalization term. It does not address 
most of the problems associated with the empirical examination of the Balassa’s index, other than the issue of cross 
commodity comparability. The indices of Vollrath (1991) have also not been included because some of them depend upon 
import values and as pointed by Balassa, data on country imports could be highly distorted due to the incidence of subsidies, 
quotas and other import restrictions. Hence, the indices might not reflect the true comparative advantage of countries. 
Moreover, since Vollrath insisted on having rest of the world and rest of commodities as the reference group, the indices would 
not be suitable for cross sectional analysis as attempted in this section.  

19
 The group of 47 countries include all the ASEAN countries, SAARC countries excluding Afghanistan; other Asian countries of 

China and Japan; the European countries of Austria, Belgium, Bulgaria, Denmark, Finland, France, Germany, Greece, Ireland, 
Italy, Luxembourg, Netherlands, Norway, Poland, Portugal, Spain, Sweden, Switzerland, and United Kingdom; Eurasian country 
of Turkey; Australia and New Zealand from Oceania; African countries of Kenya and Mauritius; Guatemala, Mexico, Peru and 
United States. 
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associated materials), 541 (medicinal and pharmaceutical products, other than medicaments of group 542) and 751 (office 
machines).

20
  

In accordance with the Heckscher-Ohlin theorem, with two factors of production, labour and capital, labour abundant countries 
would produce and export relatively more of labour intensive products and could be considered to have comparative 
advantage in such products. Similarly, capital abundant countries could be considered to have comparative advantage in capital 
intensive products. Using the physical definition of factor abundance, if the ratio of labour force of a country relative to the 
world, to the gross capital formation of the same country relative to the world, exceeds unity, the country could be considered 
to be labour abundant. On the other hand, if the ratio falls short of unity, the country could be considered to be capital 
abundant. 

Therefore, for each labour intensive and capital intensive manufactures on which data are collected, Spearman’s rank 
correlation coefficients and Pearson’s product moment correlation coefficients are computed between the alternative RCA 
indices of countries and the ratio of labour force of the corresponding countries relative to the world, to the gross capital  
formation of those countries relative to the world.  

The parametric correlation results are further reaffirmed by reporting bivariate regression results with White’s 
heteroskedasticity corrected robust estimate of standard error in each case.

21
 Bivariate regressions of the following form are 

fitted to the data: 

Y= α + βX + u 

Variable Y signifies the index values for the group of countries considered for each sector. Variable X refers to the ratio of 
labour force of each country relative to the world, to the gross capital formation of the same country relative to the world.  

The results obtained by above methods in the context of the five indices are further reaffirmed by computing the product 
moment correlation and bivariate regression coefficients with logarithmic transformation of the variables.

22
 As the 

observations for the indices of Laursen, Hoen and Oosterhaven and Yu et al. are a mixture of positive and negative values, a 
shift of origin is necessitated for these three indices in order to make all the observations positive, thereby facilitating a 
logarithmic transformation of the variables. Hence, keeping in mind the limits of the distribution of these three indices, a value 
of 1 has been added to each of the observations for the indices of Laursen and Hoen and Oosterhaven, and a value of 0.25 has 
been added to each of the observations for the index of Yu et al. But as the observations for the index of Balassa are positive, 
computation of correlation and regression coefficients with logarithmic transformation of variables would be possible without 
any shift of origin. Although the coefficients for these four indices are reported in double log form, the same is not true for the 
modified index, as it is already in log form. Instead an attempt has been made to fit a semi log form for the modified index. The 
coefficients for the semi log form of the modified index would however be equivalent to the double log form for the index of 
Balassa.  

                                                           
20

 SITC stands for Standard International Trade Classification. The classification of commodities into labour intensive or capital 
intensive sectors is based on UNCTAD Trade and Development Report 2002. The report classifies the sectors 652, 844 and 851 
as ‘labour intensive and resource-based manufactures.’ The sectors 525, 541 and 751 are classified as ‘manufactures with high 
skill and technology intensity’ in the report and have been considered to be capital intensive sectors in this paper. This 
classification by UNCTAD has been made on the basis of mix of different skills, technology and capital intensities and scale 
characteristics. 

21
 The parametric correlation and regression analyses would especially be relevant for sectors, where the sample size is large. In 

the case of two out of three labour intensive sectors, the sample sizes get reasonably reduced (about 14 observations) when 
countries with only comparative advantage are considered. In all other cases, since the sample sizes vary from 21 to 42, the 
parametric correlation and regression results can be relied upon.  

22
 Rank correlation coefficients are not reported as they would remain unchanged even after the shift of origin and log 

transformation of variables. 
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It is to be noted, the coefficient of determination or the square of the product moment correlation, r
2
 values between X (ratio 

of relative labour force to relative gross capital formation for the Heckscher-Ohlin theory) and Y (RCA indices) variables for the 
linear form are not strictly comparable with the r

2
 values between lnX and lnY for the corresponding non-linear form. However, 

this limitation is not so important when we are comparing the indices on the basis of the number of significant coefficients. But 
it’s a little more relevant when we are comparing the strength of association between the variables. Being fully aware of the 
limitations involved in the process, a rough and ready comparison between r

2
XY = r

2
XY* and r

2
lnXlnY* where, Y*=Y+A, A being the 

value by which the origin is shifted for each of the indices wherever applicable, has been attempted.
23

  

With reference to the Heckscher-Ohlin theory, more the labour force of each country relative to the world exceeds (falls short 
of) its gross capital formation relative to the world, more (less) will it produce and export labour intensive products, and can 
have higher revealed comparative advantage (disadvantage) in such products. Thus, higher the value of the ratio of relative 
labour force to the relative gross capital formation, greater would be the value of RCA indices of countries in labour intensive 
products. Following similar arguments, higher the ratio, smaller would be the value of RCA indices of countries in capital 
intensive products.  

To test the consistency with the Heckscher-Ohlin theory, following hypothesis is considered: RCA indices in labour intensive 
commodities would rise with a rise in ratio of relative labour force to relative gross capital formation. RCA indices in capital 
intensive commodities would fall with a rise in ratio of relative labour force to relative gross capital formation. 

The hypothesis is tested against the null hypothesis of no association between the variables. 

3.2 Discussion of Results 

The correlation and regression results, without any logarithmic transformation of the variables, for each of the four existing 
indices and the suggested modified index are presented in table 1 below. Considering first the results for the indices of Balassa, 
Laursen, Hoen and Oosterhaven and Yu et al., an attempt is made to determine which, among the existing indices are more 
consistent with the hypotheses. In the next stage, the results for the modified index are compared with the findings.  

 Table 1: Correlation and Regression Analyses for the Heckscher-Ohlin Theory: Year 2005 

SITC 
Codes 

 Balassa Laursen Hoen & 
Oosterhaven 

Yu et al. Modified Index 

652 ρXY 0.38* 0.38* 0.38* 0.50* 0.38* 

rXY 0.18 
 

0.22 
 

0.18 
 

0.15 
 

0.17 
 

bYX 0.33 
(0.99) 

0.03 
(1.27) 

0.00 
(0.99) 

0.00 
(1.48) 

0.09 
(1.57) 

844 ρXY 0.73* 0.73* 0.73* 0.67* 0.79* 

rXY 0.22 
 

0.52* 
 

0.22 
 

0.21 
 

0.45* 
 

bYX 0.51** 
(2.20) 

0.08* 
(4.08) 

0.00** 
(2.20) 

0.00** 
(2.14) 

0.23* 
(3.56) 

851 ρXY 0.33** 0.33** 0.33** 0.42* 0.33** 

rXY 0.25 
 

0.33** 
 

0.25 
 

0.11 
 

0.25 
 

bYX 0.16 
(1.15) 

0.05* 
(2.84) 

0.00 
(1.15) 

0.00 
(1.36) 

0.13* 
(2.78) 

764 ρXY -0.38* -0.38* -0.38* 0.33** -0.38* 

rXY -0.25 
 

-0.39* 
 

-0.25 
 

0.03 
 

-0.33** 

bYX -0.07* 
(-3.21) 

-0.05* 
(-5.21) 

-0.00* 
(-3.21) 

0.00 
(0.63) 

-0.20* 
(-5.81) 
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 A takes a value of zero in case of the index of Balassa as the origin is not shifted. 
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541 ρXY -0.64* -0.64* -0.64* -0.32** -0.64* 

rXY -0.23 
 

-0.41* 
 

-0.23 
 

-0.17 
 

-0.44* 
 

bYX -0.11** 
(-2.41) 

-0.05* 
(-3.75) 

-0.00** 
(-2.41) 

 

-0.00** 
(-1.72) 

 

-0.23* 
(-2.90) 

751 ρXY -0.32** -0.32** -0.32** 0.44* -0.30** 

rXY -0.13 
 

-0.28** 
 

-0.13 
 

0.03 
 

-0.54* 
 

bYX -0.03** 
(-1.79) 

 

-0.03* 
(-2.77) 

-0.00** 
(-1.79) 

0.00 
(0.64) 

-0.25* 
(-2.61) 

Notes: ** denotes significant at 5% level (1 tail); * denotes significant at 1% level (1 tail). ρXY, rXY and bYX denote rank correlation, 
product moment correlation and bivariate regression coefficients respectively; X being the ratio of relative labour force to 
relative gross capital formation and Y being the RCA index values. A coefficient of 0.00 implies that the value is less than 0.01. 

The correlation and regression results are based on 42 observations as certain countries had to be dropped due to non-
availability of relevant data. For the modified index, the numbers of observations are 42 each for the sectors 652, 764 and 851, 
41 each for the sectors 844, 541 and 751. The figures in parentheses denote corresponding t values. Products are indicated by 
SITC codes as defined in the text.  

Considering the first four indices in table 1, rank correlation coefficients have the expected signs and are significant for all cases 
except for the products with SITC codes 764 and 751 in the case of the index of Yu et al. The product moment correlation 
coefficients are however significant with expected signs only in the case of sectors 844, 851, 764, 541 and 751 for the index of 
Laursen. Since, parametric tests based on actual values of the variables, are more powerful than non-parametric tests, and also 
that the number of observations is reasonably large, the results generated by the product moment correlations could be 
attached more importance. This in effect implies the index of Laursen could be considered to be reasonably consistent with the 
hypothesis stated in sub-section 2.1.1. Among the four indices, the bivariate regression coefficients are significant in largest 
number of cases for the index of Laursen.  

In addition to the number of coefficients with expected signs, conclusion about any particular index should also be based upon 
the proportion of variation in the RCA index explained by the ratio of relative labour force to relative gross capital formation, 
which is the square of the product moment correlation coefficient.

24
 A careful analysis in this regard would reveal that the 

index of Laursen scores higher than any of the other three indices. Hence, examining the correlation and regression results, the 
RCA index of Laursen seem to be largely consistent with the stated hypotheses.  

Comparing the correlation and regression results for the modified index with that of Laursen, it would be evident from table 1 
that the former performs at par with the index of Laursen, in terms of the number of significant coefficients with expected signs. 
However, compared to the index of Laursen, the product moment correlation coefficients in case of the modified index are 
significant in greater number of cases for capital intensive products. Converse is observed in case of labour intensive products.  

In cases where the product moment correlation coefficients are significant with expected signs, the square of the coefficient for 
the modified index is less than that for the index of Laursen for labour intensive products and greater for capital intensive 
products.  

The product moment correlation and bivariate regression coefficients in double log form for the indices of Balassa, Laursen, 
Hoen and Oosterhaven and Yu et al. are reported in table 2. The coefficients for the semi log form for the modified index are 
not reported in any separate column as the values are equivalent to the double log form for the index of Balassa. 

 

 

                                                           
24

 As the number of observations is large, the magnitude of the rank correlation coefficient is not considered. 
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Table 2: Non-Linear Correlation and Regression Analyses for the Heckscher-Ohlin Theory: Year 2005 

SITC codes  Balassa (Double Log)/ 
Modified Index (Semi 

Log) 

Laursen (Double 
Log) 

Hoen & 
Oosterhaven 
(Double Log) 

Yu et al. (Double Log) 

652 rXˈYˈ / rXˈY 0.21 0.11 0.28** 0.31** 

bYˈXˈ / bYXˈ 0.31 
(1.57) 

0.12 
(0.87) 

0.00 
(1.27) 

0.00** 
(2.16) 

844 rXˈYˈ / rXˈY 0.70* 0.60* 0.39* 0.42* 

bYˈXˈ / bYXˈ 0.93* 
(6.10) 

0.50* 
(4.41) 

0.01* 
(2.60) 

0.00* 
(3.22) 

851 rXˈYˈ / rXˈY 0.23 0.51 0.31** 0.24 

bYˈXˈ / bYXˈ 0.31** 
(1.78) 

0.16 
(1.29) 

0.00 
(1.49) 

0.00** 
(1.77) 

764 rXˈYˈ / rXˈY -0.39* -0.38* -0.22 0.17 

bYˈXˈ / bYXˈ -0.64* 
(-3.50) 

-0.55* 
(-3.36) 

-0.01** 
(-1.86) 

0.00 
(1.23) 

541 rXˈYˈ / rXˈY -0.56* -0.51* -0.39* -0.32** 

bYˈXˈ / bYXˈ -0.76* 
(-4.45) 

-0.57* 
(-4.05) 

-0.00* 
(-2.66) 

-0.00** 
(-2.30) 

751 rXˈYˈ / rXˈY -0.49* -0.54* -0.07 0.14 

bYˈXˈ / bYXˈ -0.59* 
(-2.62) 

-0.55* 
(-2.77) 

-0.00 
(-0.54) 

0.00 
(1.03) 

Notes: ** denotes significant at 5% level (1 tail); * denotes significant at 1% level (1 tail). Xˈ= lnX and Yˈ=ln(Y+A); X being the 
ratio of relative labour force to relative gross capital formation, Y being the RCA index values, A being the value by which origin 
is shifted for each index. ‘A’ takes a value of zero in case of Balassa.  A coefficient of 0.00 implies that the value is less than 0.01. 
The figures in parentheses denote corresponding t values. 

It would be evident from table 2, in terms of the number of significant coefficients with expected signs, the modified index is at 
par with the index of Laursen. In terms of the strength of association between variables, the modified index performs better 
than the index of Laursen in most cases. Hence, considering the strength of association between the variables and the number 
of significant coefficients with expected signs, the modified index could be judged to be performing empirically at par with the 
index of Laursen. 

Incidentally, to test the reliability of t statistics based on which testing of hypothesis has been performed, normal probability 
plots of the residuals estimated from bivariate regressions, particularly in cases where the coefficients were significant, were 
attempted. A graphical representation of the standardized normal probability plots (without log transformation of variables) for 
the first four indices showed that index of Laursen generated normally distributed residuals in most cases. The other three 
indices seemed to generate largely non-normally distributed residuals. The modified index however, generated normally 
distributed residuals in all cases thus establishing its structural superiority over other indices. Even with the log transformation 
of variables, the modified index (whose semi-log form is equivalent to the double log form of Balassa) generated normally 
distributed residuals in cases greater than that of Laursen. The latter although performs better than the other two indices in 
terms of normally distributed residuals.   

4 Conclusion 

Empirical analyses, based on cross sectional data, of the existing and modified indices of RCA, were attempted in order to test 
their consistency with the Heckscher-Ohlin theory on comparative advantage of countries. It revealed that the index of Laursen 
(1998) performed empirically well. However, its structural features are not entirely satisfactory. The index of Yu et al. (2008) 
although is structurally superior to the index of Laursen, it does not generate results consistent with the hypotheses in most 
cases. The modified RCA index has reasonably good structural features and at the same time generated results consistent with 
the Heckscher-Ohlin theory. Thus, taking into consideration the structural advantages and empirical findings in different 
situations the suggested modified RCA index seems to be a reasonable choice for examining the revealed comparative 
advantage of countries.  
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ABSTRACT 

Compensation contracts used in different firms embody both incentive and risk sharing components. This study builds on the 
existing literature by empirically investigating the relationship between executive risk sharing and the firm’s stock performance in 
new and old economy firms. It tries to answer the fundamental question of whether or not using risk sharing contracts actually 
motivate executives to increase shareholder value, and whether that effect differs between new and old economy firms. The 
results indicate that the level of risk sharing does not influence the future market value of firm shares. However, it does 
negatively influence the current and future return to shareholders in all but new economy firms. These results held regardless of 
the level of risk sharing. The results also indicate that more intensive stock-based contacts positively influence current and future 
stock performance. This indicates that although stock based compensation includes a level of risk sharing, the level of risk 
sharing is not what drives stock performance. Rather, it is the value of the stock based compensation that drives 
performance leading to a higher market value per share and higher return to shareholders. This result appears to be much more 
pronounced in new economy firms due to the structure of their compensation contracts.  

Key Words: executive risk sharing, stock performance, new economy firms  

I. INTRODUCTION 

There is a growing line of research on the relationship between executive compensation and firm performance in publicly owned 
corporations. Much of that research employs the agency theory to explain incentives in compensation contracts and performance 
(e.g., Indjejikian, 1999; Bushman and Indjejikian, 1993; Lambert and Larcker, 1987). The common proposition underlying 
this line of research is that in order to motivate executives to spend effort and work for the best interest of the 
shareholders, compensation contracts should include some form of incentive component (Hays and Schaefer, 2000; Indjejikian, 
1999; Baber et al., 1999; Sloan, 1993). Such an incentive component should establish a link between executive compensation and 
the performance of the firm they manage. Shareholders are mainly interested in the value of the firm and the stock return they 
receive. Executive compensation can be used as an effective instrument for creating value for shareholders by improving 
their firm’s performance (Gong, 2010; El Akremi et al, 2001).  

Recent survey studies show that performance measures and the structure of incentive contracts vary substantially across firms 
and industries (Indjejikian, 1999). This is even more evident in new economy firms, where stock-based compensation is extensively 
used compared to old economy firms (Vieito et al., 2008; Murphy, 2003; Ittner et al., 2003; Anderson et al., 2000). Even with 
the differences in compensation contracts used in different firms, and whether compensation is linked to firm performance 
measured by accounting information or the performance of the share price in the market, it embodies both the incentive and risk 
sharing effects (Gomaa, 2003). 

Despite the richness of executive compensation literature, most of the research is limited to CEO contracts, and concerned with 
issues related to the examination of the determinants of compensation contracts, and how to design an optimal contract 
that aligns CEOs and shareholders objectives. Research on compensation risk, risk sharing and the consequences of using 
different types of incentive contracts on firm performance has also been limited due to the lack of good empirical measures 
(Abdel-khalik, 1998). His results provide evidence that risk-sharing in compensation contracts has a significant effect on 
shareholders rate of return. Other studies tried to examine whether or not incentive contracts actually motivate executives 
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(Leonard, 1990; Abowd, 1990). These studies tried to investigate the impact of incentives on stock-market return. Murphy 
(2003), Ittner et al (2003) and Anderson et al. (2000) tried to examine the same issue in new economy firms. They argue that the 
extensive use of equity grants by new economy firms has allowed them to improve performance and provide incentives for 
executives to enhance shareholder value (Ittner, 2003). The results of these studies suggest that there is a relationship between risk-
sharing and firm performance, and that such a relationship is significantly different in new economy firms from that of the old 
economy firms.  

This study builds on the existing literature by empirically investigating the relationship between executive risk sharing and firms’ 
stock performance in new and old economy firms. It tries to answer the fundamental question of whether or not using risk 
sharing contracts actually motivate executives to increase shareholder value, and whether that effect differs between new and 
old economy firms. This study is motivated by: (1) the lack of conclusive evidence in the existing literature about the effect of 
risk sharing on firm’s stock performance, (2) the lack of evidence on the relationship between incentives given to top executives’, 
other than the CEOs, and firm’s stock performance, and (3) the emergence of a new line of research concerned with the new 
economy firms, and the relationship between the incentive contracts use in these firms and their success.  

Consistent with prior research, this study employs the agency framework to establish a theoretical framework for analysis. It 
contributes to the existing literature by providing additional evidence on the effect of risk sharing on stock performance and 
investigating that relationship in both new and old economy firms. The study does not limit its investigation, as most of 
the existing research did, to the relationship between CEO compensation and firm performance. The effect of risk sharing 
and other incentives in compensation contracts is also examined.  

The study results show that the level of risk sharing does not influence the future market value of firm shares. However, it does 
negatively influence the current and future return to shareholders in high-risk sharing, low-risk sharing, and old economy firms, but 
not in new economy firms. The results also indicate that more intensive stock-based contacts positively influence current and 
future stock performance. These results indicate that even though stock based compensation contracts include a level of risk 
sharing, the level of risk sharing is not what drives stock performance. Alternatively, it is the value of the stock based compensation 
that drives performance leading to a higher market value per share and higher return to shareholders. This result appears to be 
much more pronounced in new economy firms where stock-based compensation is extensively used compared to old economy 
firms.  

The remainder of this paper is organized as follows: Section II presents the theoretical background and hypotheses development, 
followed by the research design in Section III. The results of the study and the analysis of results will be presented in Section 
IV. Finally, Section V will include concluding remarks.  

II. THEORETICAL BACKGROUND 

Compensation and Performance 

The relationship between shareholders and top executives in publicly owned corporations is a classic example of the principle-agent 
relationship described in the agency theory literature. In a typical agency relationship, the principal hires an agent to act on 
his/her behalf. Actions taken by the agent have crucial effects on the principal’s wealth, yet these actions are often unobservable to 
the principle. To induce desired actions, a compensation contract must be designed to give the agent proper incentives. In general, 
“agency theory predicts that compensation policy will tie the agent’s expected utility to the principal’s objectives” (Jensen and 
Murphy, 1990, p. 242). They point out that since “the objective of shareholders (in a corporation) is to maximize wealth; 
agency theory predicts that CEO compensation policies will depend on changes in shareholder wealth” (Jensen and Murphy, 
1990, p, 242). This prediction is based on three postulates: “(1) … there is a potential divergence of interest between 
shareholders and the CEO, (2) …the existence of an information asymmetry which makes it difficult for the shareholders to 
(observe) the activities of the CEO, (3) …the CEO, as a rational agent, seeks to maximize his or her utility and at the same time has 
an aversion of risk” (El Akremi, et al, 2001, p. 6). Due to the high monitoring cost, the shareholders are left with the option to 
construct contracts based on surrogate measures of performance that align executives and shareholders objectives. The use of 
surrogates as a basis for contracting between executives and shareholders, however, may result in a reduction in 
executive’s incentive to exert the proper effort because the surrogates may not capture all of the performance attributes 
(Holmstrom, 1979). Thus, with imperfect information most agency relationships must deal with the incentive problem.  

As outlined in the agency literature, a compensation contract should include two components; a measure of 
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performance, and an incentive structure. Recent research shows that different performance measures and incentive schemes 
are suggested in the literature and used in practice (e.g., Ittner et al., 2003; Murphy, 2003; Kren 2001; Jensen and Murphy, 1990). 
The existence of different performance measures and incentive schemes implies that there is no consensus as to their 
usefulness. Many researchers have examined the relative usefulness of financial measures of performance in designing 
executive compensation contracts. They examined different types of accounting-based, stock-based and relative measures of 
performance. The results, however, are not conclusive. Lambert and Larker (1987) argue that accounting measures of 
performance are less informative than stock-based measures about management performance in high growth firms. Clinch (1991) 
found similar results in high R&D firms. Other researchers provide evidence in support of the use of accounting-based measures 
of performance. Shim et al, (1999) investigated the determinants of executive compensation in financial institutions. They found 
that executive compensation is positively related to financial measures of performance. Bizjak et al. (1993) and Gaver and 
Gaver (1993), however, argue that accounting-based measures of performance affect investment decisions and encourage 
managers to emphasize short-term performance. Jensen and Murphy (1990) point out that although academic research has 
usually found a positive correlation between financial performance and executive compensation, they also noted that 
the associations are modest and explain little of the variance in compensation.  

Recent studies show that there is a growing increase in using stock-based measures of performance in recent years (Ittner et al., 
2003; Murphy, 2003; Aggarwal and Samwick (1999); Hall and Liebman, 1998; Yarmack, 1995). This is consistent with the 
argument that shareholders can induce optimal decisions by structuring managerial compensation contracts to balance both 
future and current stock performance (Gong, 2010; Bizjak et al., 1993). The results of Bizjak et al., (1993) suggest that firms with 
high information asymmetries between managers and shareholders will tend to favor contracts that emphasize equity 
ownership relative to salary and bonus incentives. Such contracts focus on long-term return rather than short-term stock return 
alone.  

The above review suggests that there is no conclusive evidence as to the efficiency of performance measures used in executive 
compensation contracts. Both accounting-based and stock-based contracts have shortcomings. Existing literature, however, 
suggest that stock-based contracts provide better incentives for long-term performance.  

Risk Sharing in Compensation Contracts 

A typical executive compensation contract includes two components: Salary plus some performance-based reward. The 
performance-based component usually include a cash bonus tied to some accounting measure of performance, stock options, 
and/or other long-term incentive plans. While salaries are basically fixed, the variability of the performance-based component 
reflects the level of risk executives share with the owners. 

As noted by Abdel-khalik (1998), compensation variability represents only one contractual risk component. Another 
important element of compensation risk is the executive equity ownership. An executive may acquire ownership of voting 
shares at present and/or options to acquire equity ownership at future dates.  

Many researchers criticize the use of a cash bonus as an incentive component in executive compensation contracts 
(e.g., Sigler, 2011; Gaver and Gaver, 1993). They argue that since a cash bonus is linked to current performance, it usually 
encourages the decisions which are reflected in current year measures. Since current earnings is not a good measure of 
future period effects, this type of incentive may not be appropriate for managers whose decisions have significant effects on 
future periods. Accounting earnings are also subject to management manipulation.  

The problem of emphasizing short-term performance can be reduced by using stock-based incentive schemes. Jensen and 
Murphy (2010, 1990) argue that executive inside stock ownership and stock options can be used to link executives’ wealth to the 
value of the firm. As noted by Abdel-khalik (1998), when executives receive their contingent pay in a form of stock or stock options 
grants, they face a payoff that is related to their firm performance and to the changes in share prices. These incentive plans are 
assumed to encourage executives to emphasize both current and future performance. Abdel-khalik (1998) examined the effect 
of different stock-based incentive schemes. He posits that “CEOs who own more options than current equity shares will increase 
their wealth only when prices rise and, therefore, do not share in the downside risk as much as those CEOs who own more equity 
shares” (Abdel-khalik, 1998, p. 9). His results suggest that although risk sharing is related to stock performance, different 
types of equity instruments induce different incentives. His study, like other limited research examining risk-sharing effect on 
corporate performance, may be criticized on the ground that it employs measures that are not refined enough to 
explain the relationship between executive compensation and corporate performance. Most of that research, however, 
investigates the relationship between CEO compensation and corporate performance, ignoring the effect of risk sharing 
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embodied in the compensation contracts of other top executives. More research is needed to provide more evidence as to 
the relationship between CEO and other executives risk sharing and stock performance, and to examine whether different 
incentive instruments have different effects on current and future stock performance. This study addresses these issues by 
examining two propositions: The first is that there is a positive relationship between the level of risk sharing in executive 
compensation contracts and stock performance of the firms they manage. The second proposition is that, contrary to a cash 
bonus, stock-based incentives enhance future, rather than current, stock performance. Formally stated, the first two 
hypotheses of this study are:  

H1: Stock of firms managed by relatively high risk sharing executives performs better than those of firms managed by relatively 
low risk sharing executives.  

H2: Future stock performance of firms with more intensive stock-based incentives will be better than those of firms with less 
intensive stock-based contracts.  

Risk Sharing in New Economy Firms 

The term “new economy firms” is new in the literature. As defined by Murphy (2003), new economy firms are “companies 
competing in computer, software, internet, telecommunications, or networking fields.” (p. 131). Recent literature provide 
strong evidence that new economy firms rely more on stock-based compensation than do old economy firms (Ittner et al, 
2003; Murphy, 2003; Anderson et al., 2000). Hall and Liebman (1998) have noted that stock options have become a 
common component of executive compensation contract in publicly traded corporations. The importance of options and 
other forms of stock-based compensation is more evident in the new economy firms (Murphy, 2003). This might be due to 
the distinct characteristics of those firms. As noted by Ittner et al. (2003), new economy firms are relatively smaller (in terms of sales 
and employees but not in market value) than old economy firms. They are growing more rapidly and investing more in 
R&D activities. Another distinguishing characteristic of new economy firms is “the extensive use of stock options as 
compensation for top level executives. Stock options were embraced as a critical component contributing to the success of 
these companies.” (Murphy, 2003, p. 146). This is consistent with the conclusions of Ittner et al. (2003) and Anderson et al. (2000). 
Both studies show that stock and options grants in new economy firms remain higher than grants in old economy firms after 
controlling for all other distinguishing variables. Combining these results with those provided by Abdel-khalik (1998), we can 
derive the third hypothesis as follow:  

H3: Stock performance is more positively correlated to executives’ risk sharing in new economy firms than in old economy firms.  

The next section describes the methodology to be employed for testing the hypotheses of the study.  

III. METHODOLOGY 

Sample and Data Sources 

The data used in this study is obtained from Compustat’s ExecuComp database. Aggarwal and Samwick (1999) provide 
several reasons for using the ExecuComp database in executive compensation studies. First, it contains data on total 
compensation for the top five executives, not only the CEO, at each of the firms included in the dataset. Second, it contains data on 
the executives’ holding of stock in their own companies and existing stick options on their own company’s stock. Third, it 
provides data for a very wide cross-section of firms. Fourth, it provides data on the total return to shareholders in each year, 
specified in percent returns and the market value of the firm at the beginning of each year. An initial large sample was selected for 
the period 1996 to 2006. It was then screened for missing data and a final usable sample of 6,084 firm-year observations was 
obtained.  

Variable Definitions 

The current study is concerned with the effect of executive risk sharing on stock performance. Two dependent variables 
are used to represent stock performance; the market price per share (MVPS), and the total return to common shareholders 
(TRCS). As in Murphy (2003), the total return to shareholders is measured by the market value at the beginning of the year multiplied 
by the percent of return to common shareholders. MVPS was chosen for two reasons: First, prior research shows that share price 
is a powerful inventive device as it aggregates the information of many investors about the value of the firm, and that stock market 
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reacts to the announcement of stock-based incentive schemes (Bhagat et al, 1985). Second, share price may provide 
information about executive activities which cannot be inferred by analyzing long-term value of the firm (Grant et al., 1995). TRCS 
was also chosen for three reasons: First, it is not subject to manipulation by management. Second, prior research shows that it is a 
good measure of the change in the firm’s financial condition. Third, Executives’ wealth is usually tied directly to stock return 
when stock options or other share ownership plans are used in the incentive scheme.  

In order to examine the effect of risk sharing compensation on each of the dependent variables, three independent variables 
were identified: The first is the percentage of the number of shares currently owned by top executives to the total number of 
voting shares outstanding at the beginning of the year (SHOS). The second is the stock-based compensation (SBC) 
measured, as in Murphy (2003), by the sum of restricted stock grants (valued at the grant-date market price) and stock options 
(valued at the grant-date using ExecuComp’s modified Black-Scholes methodology). The third independent variable is the 
percentage of the bonus to the total variable compensation granted in a year (CBC), where total variable compensation is 
measured by total compensation minus the salary. Due to the nature of the empirical data used in this study and to reduce the 
effect of extreme values, the natural logarithm of each of the variables is used in the regression analysis. The reason for 
choosing these independent variables is to examine the effect of different incentive instruments on the dependent variables. 

The Models 

In order to determine if the market value per share and total return to shareholders are related to the level of risk sharing 
of the executives, and whether different incentive instruments have different effects on current and future stock 
performance, four multiple regression models were used. The first two models are to test the effect of risk sharing on the current 
year stock performance. They are presented as follows:  

ln(MVBS)t = a0 + a1 ln(SHOS)t + a2 ln(SBC)t + a3 ln(CBC)t + ε ln(TRCS)t = b0 + b1 ln(SHOS)t + b2 ln(SBC)t + b3 ln(CBC)t + ε Where, 

ln(MVBS)t = the natural logarithm of the market value per share in year t.  

ln(TRCS)t  = the natural log of the total return to shareholder in year t.  

ln(SHOS)t  = the natural log of the percentage of currently owned shares in year t.  

ln(SBC)t = the natural logarithm of stock-based compensation. 

ln(CBC)t  = the natural logarithm of non-stock-based compensation. 

These two models will be used to test for the relationship between each of the independent variables in year t, and 
each of the dependent variables in the same year. The other two models are used to test for the effect of risk sharing on future 
performance. They are as follows:  

ln(MVBS)t+1 = a0 + a1 ln (SHOS)t + a2 ln(SBC)t + a3 ln(CBC)t + ε ln (TRCS)t+1 = b0 + b1 ln (SHOS)t + b2 ln (SBC)t + b3 ln(CBC)t + ε 
Where,  

ln(MVBS)t+1 = the natural logarithm of the market value per share in year t+1.  

ln (TRCS)t +1= the natural logarithm of the total return to shareholder in year t+1.  

The other variables are as defined in the first two models. These two models will be used to test for the effect of incentives in year t 
on future performance in year t+1. 

IV. RESULTS 

Descriptive Statistics 
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To test for the first two hypotheses, the final sample was partitioned based on the percentage of variable compensation to 
total compensation into two sub-samples: Highrisk sharing firms (N=3,183), and low-risk sharing firms (N=2,901). To test for the 
third hypothesis, the final sample was partitioned into two sub-samples based on the primary SIC code. The first sub-sample 
includes the new economy firms (N=749) as defined by Murphy (2003), while the other sub-sample includes the old economy 
firms (N=2,530). Table 1 presents the descriptive statistics of the samples.  

------------------------------------------------- 

Insert Table 1 about here  

------------------------------------------------- 

Regression Results 

To test for the first two hypotheses, the four models were used for the whole sample and for each of the high-risk sharing and low-
risk sharing sub-samples. Table 2 and Table 3 show the results of the regression analyses and the correlation results respectively

1
. 

The results indicate that the level of risk sharing does not influence the future market value of shares in both high-risk sharing and 
low-risk sharing firms. However, it does negatively influence the current and future return to shareholders in both types of firms. 
The results also indicate that more intensive stock-based contacts positively influence current and future stock performance. This 
indicates that although stock based compensation includes  

 

1
 Additional tests of multicollinearity showed a VIF between 1 and 1.15, with a tolerance value between 0.82 and 0.99, indicating no 

multicollinearity problem with the data.  

a level of risk sharing, the level of risk sharing is not what drives stock performance. Rather, it is the value of the stock based 
compensation that drives performance leading to a higher market value per share and higher return to shareholders.  

------------------------------------------------- 

Insert Table 2 about here  

------------------------------------------------- 

------------------------------------------------- 

Insert Table 3 about here  

------------------------------------------------- 

To test for the third hypothesis, the four models were used with each of the new economy firms and the old economy firms sub-
samples. The results show that the level of risk sharing does not influence the future market value of shares in both new 
economy and old economy firms. However, it does negatively influence the current and future return to shareholders in old 
economy firms, but not in new economy firms. The results also indicate that more intensive stock-based contacts positively 
influence current and future stock performance in both types of firms. As with the previous two cases, these results indicate 
that although stock based compensation includes a level of risk sharing, the level of risk sharing is not what drives stock 
performance. Alternatively, it is the value of the stock based compensation that drives performance leading to a higher market 
value per share and higher return to shareholders. This result appears to be much more pronounced in new economy firms due to 
their compensation structure. 
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V. CONCLUSION 

Much of the research on the relationship between executive compensation and firm performance in publicly owned 
corporations employs the agency theory to explain how incentives in compensation contracts affect performance (e.g., 
Indjejikian, 1999;Bushman and Indjejikian, 1993; Lambert and Larcker, 1987). A common proposition underlying this 
line of research is that in order to motivate executives to work for the best interest of the shareholders, compensation 
contracts should include some form of incentive component (Hays and Schaefer, 2000; Indjejikian, 1999; Baber et al., 
1999; Sloan, 1993). Despite the differences in compensation contracts used in different firms, they embody both the incentive 
and risk sharing components.  

This study builds on the existing literature by empirically investigating the relationship between executive risk sharing and the 
firm’s stock performance in new and old economy firms. It tries to answer the fundamental question of whether or not using risk 
sharing contracts actually motivate executives to increase shareholder value, and whether that effect differs between new and 
old economy firms. The results show that the level of risk sharing does not influence the future market value of firm shares. 
However, it does negatively influence the current and future return to shareholders in high-risk sharing firms, low-risk 
sharing firms, and old economy firms, but not in new economy firms. The results also indicate that more intensive stock-based 
contacts positively influence current and future stock performance. These results indicate that although stock based 
compensation contracts include a level of risk sharing, the level of risk sharing is not what drives stock performance. Instead, it 
is the value of the stock based compensation that drives performance leading to a higher market value per share and higher 
return to shareholders. This result appears to be much more pronounced in new economy firms where stock-based 
compensation is extensively used compared to old economy firms. 
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Table 1: Descriptive Statistics - Mean (Standard Deviation) of Variables   
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Table 2: Regression Results - t-value (significance) 
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Table 3: Correlation Results - Correlation Coefficient (significance) 
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Abstract 

‘Wealth management’ may be defined as a comprehensive and customized strategy to help clients attain long-term financial 
goals. The banking industry can play a key role in designing and delivering client-specific products that help individuals, small 
businesses and families in attainment of these financial goals. This paper outlines briefly the concept of wealth management 
and underlines the key opportunities for the Indian banking industry in providing wealth management services. According to a 
World Wealth Report (2011) by Merrill Lynch Global Wealth Management (MLGWM) and Capgemini, in 2010 India’s High Net 
Worth Individuals (HNWIs) population became the twelfth largest in the world, growing at 20.8 percent from the previous year. 
However, the clientele for wealth management services by banks should also include the upwardly mobile middle-class Indian 
population looking for effective financial management. While private sector banks have been providing wealth management 
services for Indian HNW population, public sector banks have yet to tap the opportunities provided by the growing Indian HNW 
and middle class population. Provision of wealth management services provides a strong opportunity for public sector banks to 
increase their fee- based income.  

 

Introduction 

Wealth management is the provision of specialized financial services to High Net worth (HNW) individuals to help them meet 
their specialized financial goals. The key focus in wealth management is the individual and his financial needs given his risk 
appetite and income horizon. Globally the provision of wealth management services and private banking is one the key areas in 
which banks have ventured. The definition of High Net Worth (HNW) individuals who form the core target group for wealth 
management services differs across providers and across countries with differing income belts. While globally there have been 
huge strides in the wealth management and private banking business, in the Indian market, provision of wealth management 
services by banks is still at a nascent stage. Given the growth of the Indian HNW individual and middle class population, there 
will be a significant demand for these services in the near future.  

The private banks have made considerable inroads into this segment of the Indian market. Private banks like HDFC, HSBC, BNB 
Paribas, Citibank India, Barclays India, RBS Private Banking Division India have attained considerable success in the provision of 
customized financial planning and wealth management services to the growing HNW population in India. However, the growing 
middle class Indian population remains untapped by them. The public sector banks have a distinct advantage in the provision of 
wealth management services to the upwardly mobile Indian middle class population given their huge customer base and 
expansive branch network. Further, the rise in the Indian HNW population would mean an increasing demand for customized 
wealth management and private banking services, which opens up a significant opportunity for the public sector banks. Given 
the falling interest income, public sector banks have an opportunity of increasing fee-based income by provision of wealth 
management services. The private banks have been hugely successful in increasing their fee-based income while public sector 
banks have lagged behind. With profitability of banks coming under further pressure due to deregulation of interest rates, 
increasing fee-based income will be crucial for the banks. Provision of wealth management services provides one of the most 
viable avenues for increasing fee based income. 
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The Global focus 

The private banking industry globally has moved beyond privately owned banks and commercial banks, with the industry now 
consisting of a much wider array of providers.  The industry thus includes privately owned banks, most of whom are Swiss with 
an indentified strength in providing superior and individually tailored service to their customers; commercial banks, mostly 
European and US banks which are multinational with a strong home base and strong historical ties to markets such as the 
Middle East, Asia and Latin America; investment banks, which are mostly US with specialist skills appropriate for very wealthy 
clients; brokerage houses with strong advisory and execution capability combined with access to diverse investment research; 
and asset managers who are investment product specialists with limited distribution and narrow product range but appropriate 
for clients looking for a more integrated wealth management approach

25
. 

The PwC 2011 Global Private Banking and Wealth Management Survey, which surveyed a record 275 institutions from 67 
countries, has underlined that the new competitors in this industry are questioning the dominance of established firms.  New 
regulations, which are increasing the cost of operations and newer more demanding clientele, who are more cautious and less 
loyal with clear expectations, are forcing private banks and wealth managers to rethink their client service infrastructures and 
the way they operate. The report concur that wealth management continues to be a lucrative business with untapped potential 
for significant growth if institutions can be agile in adapting to meet changing demands

26
. 

The Indian strategy 

In India, select banks have been active in the recent years in provision of wealth management services to the growing High Net 
Worth (HNW) population. This is evidenced by the growing number of foreign banks that have made forays into the Indian 
industry in the last five years. The HNI population in India is growing by leaps and bounds and India’s population of high net 
worth individuals (HNWs) has become one of the largest in the world. In 2010, India was 12th in the global list, replacing Spain. 
Asia-Pacific Wealth Report from Merrill Lynch Global Wealth Management and Capgemini looks at the behavior of high net 
worth individuals (HNWIs) and the responses of wealth management providers in eleven core markets: Australia, China, Hong 
Kong, India, Indonesia, Japan, Malaysia, Singapore, South Korea, Taiwan, and Thailand [together accounting for 95.7% of the 
region’s gross domestic product (GDP)]. It points out that Asia-Pacific HNW segment again performed well in 2010, extending 
its recovery from the crisis driven decline of 2008. The number of HNWIs in the region grew to 3.3 million in 2010, from 3.0 
million in 2009, making the HNWI population 18.3% larger than in 2007. As a result of that growth, the Asia-Pacific HNWI 
population also became the second-largest in the world, overtaking Europe (which had 3.1 million HNWIs in 2010), and nearing 
that of North America (3.4 million). India’s HNI population grew at 20.8 per cent to 153,000 compared with 126,700 in 2009. 
The Indian market has seen a huge expansion of HNWI populations and wealth, fueled by strong macroeconomic growth and by 
market performance (especially equities and real estate). However, public sector banks have not been very active in this area

27
.  

The Indian middle class is also slated to expand with increases in disposable incomes in the coming decade. A new study by the 
McKinsey Global Institute (MGI) suggests that if India continues its recent growth, average household incomes will triple over 
the next two decades and it will become the world’s 5th-largest consumer economy by 2025, up from 12th in 2007. Along the 
way, spending patterns will shift significantly as discretionary purchases capture a majority of consumer spending

28
. With the 

expansion of Indian middle class and rise in their disposable income the potential beneficiaries of financial planning have 
increased manifold over the last few years and this trend is going to continue in the coming decades. 

As personal wealth continues to accumulate at a lightening pace, the ‘financial planning industry’ should mature to meet the 
demand for the much needed guidance and resources to make sound financial decisions possible. The demand for wealth 
management services comes not only from the HNWs but also from the upwardly mobile middle class who do not have the 
specialized knowledge or time to plan for their own financial goals. The upwardly mobile class forms a potential group for 
provision of specialized wealth management services. Given, the inflation driven growth, there is going to be a huge demand 
for such services from the Indian middle class population. There is another trend which is going to change the landscape of 

                                                           
25 Weldon, L. (1997). Private banking: A global perspective. Cambridge: Woodhead Publishing Ltd. 
26 PwC Global Private Banking and Wealth Management Survey (2011). Retrieved from www.pwc.com/wealth, accessed 
31.10.2011 
27 Capgemini and Merrill Lynch Global Wealth Management 2011 Asia-Pacific Wealth Report. Retrieved from www.merrill-
lynch.nl/media/114333.pdf, accessed 31.10.2011. 
28 The ‘Bird of Gold’: The Rise of India’s Consumer Market. McKinsey Global Institute (MGI). Retrieved from 
www.mckinseyquarterly.com, accessed 31.10.2011. 
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Financial Planning industry in India. Indian customer is getting more aware of the financial products and their features and is 
not as naïve as it used to be few years back.  

The private banks in India have already expanded hugely into this area providing wealth management services to the HNW 
population though the middle class population remains within the ambit of their services. It is this segment that needs to be 
tapped by the public sector banks along with the HNW population. As pointed out by Uppal (2011) while interest is by far the 
most important cost as also income of banks, the deregulation of interest rates, has resulted in continuous decrease in interest 
rates due to the cut-throat competition in the financial market. Interest income of the banks is continuously deteriorating day 
by day, resulting in lower profitability. It is highly crucial that the banks give more emphasis to fee-based income to offset this 
reduction in interest income

29
.  

Financial planning and Wealth management services is a crucial area which can appreciably contribute to the bank’s fee-based 
income. While private sector banks have managed to significantly increase their fee based income in the past few years, public 
sector banks have not managed to register considerable increase in fee-based income. Given this scenario, provision of wealth 
management services for the growing HNW and upwardly mobile Indian population affords a impressive opportunity for the 
public sector banks to increase their fee-based income and thereby their competiveness in the Indian financial market. 
However, public sector banks have not yet tapped this opportunity by launching wealth management divisions, with the only 
exception of SBI, who in 2010, have launched the Financial Planning and Wealth Management (FPWM) divisions in select cities 
across the country. Again while some other public sector banks like Bank of India and Bank of Baroda have providing select third 
party products through retail divisions, the move to provision of customised wealth management products is an opportunity 
that needs to be tapped by the public sector banks in the near future. 

 

  

                                                           
29 Uppal, R. K. (2011). Fee-Based Activities In Indian Banks. International Journal of Research in IT & Management. Vol1, Issue 
1, pp.27-38. 
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ABSTRACT 

In India, retail is the second largest employer after agriculture, providing employment to over 35 million people. Employment in 
this sector has witnessed changes after the 1990s with the modernisation of retail. Since retail is labour-intensive, the FDI policy on 
retail is linked with employment. This paper examines employment conditions in organised and unorganised retail and provides 
policy recommendations for the Indian government. The paper is based on a survey of around 500 retail employees and employers, 
using descriptive techniques. The paper found that the quality of employment and future job prospects are better in the organised 
sector than in the unorganised sector. The focus of the government should, therefore, be on generating quality employment. The 
policy recommendations, if implemented, can generate employment in the organised sector while minimising the adverse impact 
on the unorganised sector.  

Keywords: Retail, Employment, FDI, Public Policy, International Policy 

INTRODUCTION 

Globally, retail is one of the largest employers; it provides employment to around 11 per cent of the workforce in the US and the 
UK. In India, retail is the second largest employer after agriculture, providing employment to over 35 million people (Economic 
Survey, 2011). However, the share of retail in total employment in India is only around 7 percent, primarily because a large part of 
retail is still in the traditional or unorganised sector where there is a high incidence of disguised unemployment.  

Since the mid-1990s when the Indian economy was liberalised, there has been a shift in retail employment from the unorganised to 
the organised sector. The Indian retail sector mainly consists of small privately-owned single stores that largely depended on family 
labour. These are built on the model of entrepreneurship or sole proprietorship and provide self–employment. The need for hired 
labour is low and, because the labour laws do not apply to the unorganised sector, workers may be paid less than the minimum 
wage and have long working hours. With liberalisation, Indian corporates and foreign retailers started operating in the retail sector 
and modern retail evolved. Unlike the unorganised sector, the modern or organised retail has a corporate management with a 
transparent accounting system. Modern retailers have to abide by the labour laws and employment conditions. The incidence of 
disguised unemployment is low. The working hours are fixed, so employees work on a rotation basis.   

There are other differences between unorganised and organised retail. Unorganised retail generates a larger number of 
intermediaries in the supply chain (such as wholesalers), while organised retailers can reduce the need for multiple intermediaries 
by streamlining the supply chain. Further, organised retail generates more employment in allied activities, such as logistics, 
packaging and inventory.  

Retail modernisation has led to a change in employment in India, but its impact is not clear.  Modernisation could lead to job losses 
in the unorganised sector if the small mom-and-pop stores cannot compete with corporate retailers; at the same time, it could 
generate more employment in each outlet as shop sizes increase and employees are used on a rotational basis. It is difficult to 
prove either argument without adequate data. For the organised sector, data are available; official sources show that the share of 
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wholesale and retail trade in employment increased from 2.3 per cent in 1993-94 to 8.3 per cent in 2007-08 (NSSO, 2010). 
However, there is no official data for the unorganised sector, which constitutes around 95 per cent of the total retail sector (AT 
Kearney, 2010). Since the Indian economy is on a high growth trajectory, both organised and unorganised retail are growing with 
no evidence of job losses in the unorganised sector.  

The impact of modernisation on employment depends on factors such as speed of modernisation, corporate and government 
policies, the competitiveness of small retailers, and consumer preference for the two types of outlets. Organised retail offers some 
advantages for employees. It follows labour laws and other regulations that offer greater job security. If, in addition, it offers higher 
pay, benefits such as bonuses, and better working conditions such as holidays, the quality of employment is likely to improve. 
However, the organised retail may require different skills than the unorganised sector, making it difficult for employees to switch 
from one sector to the other.   

In India, retail is one of the few sectors that has restrictions on foreign direct investment (FDI).  In fact, when the Indian economy 
was liberalising, the government banned foreign investments in retail in 1997, primarily to protect employment in the unorganised 
sector. Since then, the government has partially liberalised FDI in single-brand retail subject to certain conditions, but FDI is still not 
permitted in multi-brand retail. In July 2010 the government released a discussion paper on “Foreign Direct Investment in Multi-
Brand Retail Trading” (DIPP (2010) for discussion on whether FDI should be allowed in multi-brand retail and, if so, what the 
conditions should be. One condition proposed was that jobs in the organised sector should be reserved for rural youth. While this 
proposal aimed to create employment for rural youth, it has been criticised since organised retail is largely located in urban areas 
of India and this may lead to rural-urban migration. The discussion paper failed to address issues of quality of employment, future 
job prospects and skill development in retail, all of which are crucial in a country that has a large working population.  

This paper compares employment conditions and job prospects in the organised and unorganised sectors in India. The objectives of 
this study are (a) to evaluate the employment-generating potential of the organised and unorganised sectors, (b) to compare the 
quality of employment in the two sectors, and (c) to evaluate future prospects of employees in organised and unorganised retail 
outlets. The findings of this paper may provide meaningful policy suggestions for the Indian government.  

LITERATURE REVIEW 

Hazra (1991) pointed out that the economic growth of countries has coincided with a shift in occupational structure from the 
informal to the formal sector, while UNCTAD (1994) has shown that FDI plays an important role in this shift. Jenkins (2006) pointed 
out that the impact of FDI on employment depends on the kind of investment and the nature of the sector where the investment is 
directed; if the investment is in labour-intensive sectors, employment generation by FDI is higher. The quality of employment is 
determined by the behaviour of individual firms with respect to wages, working conditions and training programmes; employment 
quality in the formal sector is better than in the informal sector. Papola (2006) has shown that unlike the organised sector, the 
unorganised sector is characterised by poor working conditions and lack of social security. He suggested that policies should 
promote organised sector employment. 

Examining the employment impact of large retailers, Basker (2005) found that Wal-Mart creates approximately 100 jobs in a year, 
but by eliminating intermediaries there is a loss of around 40-60 jobs. Overall, the net employment effect is positive. The author 
also found that Wal-Mart employees work for fewer hours in a week, which creates opportunities for part-time employment. 
Reardon and Gulati (2008) have shown that employment in the organised retail sector has better pay and working conditions 
primarily due to the adherence to labour laws. They also found that the organised retail sector requires higher skills and education 
than the unorganised sector. They argue that the number of unorganised retailers may not decline with the growth of the 
organised sector. 

Most studies on retail in India are either survey-based or perception-based. Survey-based studies like that of Mukherjee and Patel 
(2005) show that since both the unorganised and organised retail sectors are growing, there is no clear evidence of job losses in the 
unorganised sector. Joseph and Soundararajan (2009) found that the adverse effects of retail modernisation, if any, wear off with 
time. Perception-based studies (Guruswamy et al., 2005; Sarma, 2005; Singh, 2010) have shown that organised retail may have a 
negative impact on the unorganised sector because of malpractices due to buying power, employment loss in the value chain and 
price competition. This can be countered by slowing the pace of modernisation.  
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RETAIL EMPLOYMENT POLICY AND FDI POLICY IN INDIA 

Different authorities in India regulate retail employment. The country has a quasi-federal governance structure and employment is 
jointly regulated by the central and state governments. At the centre, it is regulated by the Ministry of Labour and Employment, 
but the state governments also have labour-specific regulations. The retail sector is under state government legislation and, 
therefore, retail employment comes under state jurisdiction. The Shops and Establishment Act of different states contains laws on 
the working conditions for employees. Various Labour Acts of the central and state governments such as the Minimum Wages Act, 
1948 and the Employees State Insurance Act are applicable, but only to employees in the organised retail sector.  

India has a large population in the working age group (15-59 years) and the proportion of this group in the total population is likely 
to increase from approximately 58 per cent in 2001 to more than 64 per cent by 2021 (Ministry of Labour and Employment, 2010). 
Providing employment opportunities to this group has always been a key concern of the central and state governments, but 
recently employment quality has received significant attention. The Indian Ministry of Labour and Employment has laid down 
objectives to accelerate employment growth in the organised sector and improve the quality of jobs in the unorganised sector. 
According to the Ministry, quality of employment is determined by factors such as the level of job security, reasonable level of 
earnings and the living status of workers. The employment policy emphasises that there should not only be more jobs, but jobs that 
are decent and ensure minimum wages, safe working conditions and basic social security. This has particularly been highlighted in 
context of the retail sector. In addition, the retail sector policy has focused on the right to space and livelihood for very small, self-
employed retail traders, like street-shop owners and vendors. Thus, the government policy has highlighted a need to balance 
quality employment creation in the organised retail sector with protection of employment in the unorganised sector. 

 The FDI policy in India is regulated by the Department of Industrial Policy and Promotion (DIPP), Ministry of Commerce and 
Industry, which comes under the central government.  The employment potential of a sector, the need for investment, the latest 
technical know-how and global best management practices play a key role in determining the FDI policy. In the case of retail, in 
2006 FDI up to 100 per cent was allowed in wholesale cash-and-carry subject to certain conditions to facilitate investment in the 
supply chain. FDI up to 100 per cent is allowed in franchising, since it creates opportunities for self-employment; in trading items 
sourced from small-scale sectors since they are labour-intensive; and in manufacturing, which can generate employment. In 2006, 
51 per cent FDI was allowed in single-brand retail subject to certain conditions. This partial liberalisation was based on the 
assumption that brand retailers will not directly compete with small mom-and-pop stores who largely sell non-branded products. 
At present, FDI is not allowed in multi-brand retail primarily to protect employment in the unorganised sector.   

RESEARCH DESIGN AND METHODOLOGY 

To examine whether there has been a change in the quality of employment with retail modernisation, a pan-India survey of 
employees and their employers (the retailers) in the organised and unorganised retail sectors was conducted in 2009-10. The 
survey covered 10 Tier I, II and III cities. This classification of cities into tiers is based on the population of a city, as given in 
Mckinsey (2007). Tier I cities include Delhi, Mumbai, Kolkata, Chennai, Pune, Hyderabad and Bangalore, Tier II cities include Surat 
and Tier III cities include Bhubaneswar and Amritsar. Rural areas were excluded, as organised retail presence in rural areas is low.  

Face-to-face interviews were conducted with a randomly selected sample using a semi-structured questionnaire. Separate 
questions were designed for employees and retailers. Completed questionnaires were collected from 121 unorganised retail 
employees, 79 organised retail employees, 254 unorganised retailers and 78 organised retailers. Though the size of the sample is 
small (532 respondents), it is a representative sample as it covers a number of cities where organised retail has a presence, retailers 
across different product categories, different retail formats and different levels of employees. 

Measurement Instrument 

The employee questionnaire focused on their demographic profile, educational qualifications, years of experience, and details of 
the job including working hours, holiday entitlement, incentives, and remuneration. To assess the quality of employment in the 
unorganised and organised sectors, the indicators set by the Ministry of Labour and Employment, namely, employee remuneration, 
working hours and holiday entitlements were used. Survey respondents were also asked if they had received training and if it had 
affected their performance and their short-term and long-term job prospects. Employees in the organised retail sector were asked 
about differences in the pay package in domestic and foreign organised retail outlets. Retailers were asked about their shop size, 
average number of employees, employee qualifications and wages, and their training and skill development programmes. Some 
questions were common across retailers and their employees to cross-check the findings. The unorganised retailers were asked 
about the impact of organised retailers on their business and their future prospects as well as whether they were considering 
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working in the organised sector. Since the sample size was small, simple statistical tools and descriptive techniques were used to 
analyse the data.  

DATE ANALYSIS AND RESULTS 
The survey data was analysed to assess and compare the employment-generating potential, quality of employment, education and 
skill development opportunities and future prospects in the organised and unorganised sectors.  
 

Employment-Generating Potential 

The survey found that most of the unorganised retail outlets were small with only 23 per cent of the stores larger than 1,000 
square metres (sq.m.) compared to 75 per cent of the stores in organised outlets. To assess employment-generating potential, 
employment density as measured by average floor space in square metres per person in an occupied building was calculated. This 
helps to assess if there is disguised unemployment or if new employment opportunities have been created in the retail outlet. The 
survey results indicate the presence of disguised unemployment in unorganised retail outlets. For smaller shop sizes per square 
metre, employment density is lower in unorganised outlets. This implies that each employee gets less space in an unorganised 
retail outlet. As shop size increases, employment density in organised retail outlets is lower than in unorganised outlets, indicating 
higher employment creation in the organised sector (Table 1).  

TABLE 1:  Employment Density in Organised and Unorganised Outlets (in sq. m.) 

Shop Size Organised Outlets Unorganised Outlets  

Less than 1000 111.4 94.8 

1001-2000 221.86 183.19 

2001-4000 129.12 218.71 

Above 4001 503.88 666.66 

Unorganised retail outlets are mostly handled by family labour with a few employees. As the shop size increases, the average 
number of family workers declines and the number of hired workers increases. However, the total number of hired workers is still 
lower in unorganised outlets than in organised outlets (Figures 1a and b). Organised retail outlets have both permanent and 
contract employees.  As the shop size increases, the number of permanent and contract employees increases. Moreover, the 
average number of workers employed at each level is much higher than in unorganised retail outlets. 

FIGURES 1a and 1b: Average Number of Employees by Shop Size 

Note:  1= <500 sq.m., 2=501-1000 sq.m., 3=1001-2000 sq.m., 4=2001-4000 sq.m., 5= > 4001 sq.m. 
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Quality of Employment  

The quality of employment was assessed both in terms of salary earned and physical working conditions. Average salaries, 
increments and incentives (like overtime payments and performance-linked bonuses) were compared for employees with similar 
designations, educational qualifications and years of experience. To assess physical working conditions, the percentage distribution 
of employees by their hours of work and holiday entitlements was calculated.  

While organised retail outlets have a wide gradation of employees, which includes senior managers, junior managers, 
store-help and contract employees (security guards, liftmen, housekeepers, etc.), such gradations are not present in the 
unorganised sector. As a result, it is difficult to compare salaries in organised and unorganised outlets. Usually, the shop-owner in 
an unorganised outlet doubles up as the manager and has helpers to assist him. Comparing managerial salaries in organised outlets 
with the owner’s salary in the unorganised sector does not reveal the true picture, because of the differing nature of their work 
and the reluctance of self-employed owners to reveal their actual earnings. Therefore, the salaries of store-help with similar 
education and qualifications in the unorganised and organised retail sectors have been compared in Figure 2.  

FIGURE 2. Average Salaries of Store-Help in Organised and Unorganised Outlets 

 

Store-
help 
with 
similar 

qualifications and experience get higher salaries in organised retail outlets than in unorganised retail outlets. The salary difference 
between the organised and unorganised sector employees is as high as 1/3rd the total salary of an employee in the unorganised 
sector. In addition, 70 per cent of organised sector employees pointed out that the package offered by foreign retail outlets is 
better than domestic organised retailers.  

Increments in the organised retail outlets are linked to the performance of the employees, while in the unorganised retail outlets 
they are linked to employee’s years of experience. The survey found that organised retail outlets offer more opportunities to earn 
increments and incentives. Around 59 per cent of employees of the organised sector said that they received incentives compared 
to only 19 per cent in unorganised retail.   

To assess the quality of employment, employees were asked about the average working hours in a week and holiday entitlement in 
a year. Weekly working hours were lower in organised retail outlets. While 69.2 per cent of unorganised sector employees claimed 
that on an average they work for 66 hours or more, only 29.4 per cent of organised sector employees did so. In fact, 7.69 per cent 
of unorganised sector employees worked for more than 72 hours a week, while none of the organised sector employees were 
made to work such long hours. In addition, 76.4 percent of organised sector employees claimed that they could take more than 15 
days of leave per year compared to 11.54 percent of unorganised sector employees.   

 

 



151 
 
 

Conference papers © Knowledge Globalization Institute, Pune, India, 2012 

Education and Skill Development Opportunities 

It was found that employees in the unorganised sector have lower qualifications than those in the organised sector. Around 66 per 
cent of the unorganised sector employees did not have a Bachelor’s degree and 20 per cent did not even finish 12 years of 
schooling. In the organised sector, 53 per cent of the employees had a Bachelor’s degree. In contrast, none of the employees in the 
organised sector had qualifications lower than higher secondary (after 12 years of schooling).  Around 5 per cent of the employees 
in the organised sector had taken specialised courses in retail management. Across employees with the same designation, it was 
found that 67 per cent of the store-help in the organised sector had a Bachelor’s degree compared to 33 per cent in the 
unorganised sector.  

Employees were asked about the training that they received at work; this is an indicator of whether there are skill development 
opportunities in their workplace. Around 59 per cent of employees in the organised sector received formal training, while around 
96 per cent in the unorganised sector did not receive any formal training at work.  

Retailers were asked if they offered any training to their employees. Sixty three per cent of the unorganised retailers did not impart 
any formal training, whereas 93.5 per cent of organised retailers provided formal training. In the unorganised retail outlets, 
employees are primarily trained on sales promotion techniques, dealing with customers and product information; the training is 
largely provided within the shop for a maximum of seven days before the employee formally joins work. Only retailers dealing in 
specialised products like electronics send their employees to the corporate office of the brand for training.  Organised retailers, on 
the other hand, provided training on sales promotion techniques, customer handling, product information, store management 
techniques, operational management, visual merchandising, personality development and grooming, stock and inventory 
management, including verification of the stock and ordering process, and product storage techniques for perishable products. 
Moreover, most employees are formally trained by the head office of the company (brand) and some employees are sent abroad 
for training; this is an ongoing process. The survey found that all organised retailers who provided formal training were satisfied 
with the skills of their employees.  

The employees in organised retail outlets were asked to rate their level of satisfaction on working in organised outlets along 
various parameters. The responses were analysed using a five-point rating scale, with 1, 2, 3, 4, and 5 representing ‘very low’, ‘low’,  
‘average’,  ‘high’ and ‘very high’ levels of satisfaction, respectively. The responses were ranked based on the percentage of 
respondents who rated the parameters as 4 or 5.   The ranks are given in Table 2. 

TABLE 2: Ranking of Factors Determining Working Conditions in  

Organised Retail Outlets 

Rank Response Respondents (in %) 

1 Provides job skills training programmes 88.24 

2 Enough growth opportunities 64.71 

3 Overall satisfaction 64.71 

4 Working conditions are good 52.94 

5 Prospects do not get affected by any external shocks 47.06 

6 Monitors employee satisfaction & makes changes 41.18 

7 Recognises hard work of the employees 17.65 

 

The majority of the respondents gave a high rank to the training and skill development programmes in the organised retail outlets, 
followed by higher growth opportunities. However, they seem to have some concerns about job recognition which is usually 
reflected in performance-based bonuses, promotions, etc. One reason is that the survey was conducted during the global 
slowdown and retail business was impacted.  
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a) Short Term Job Prospects  
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b) Long Term Prospects in th Retail Industry 

Future Job Prospects of Employees 

Respondents were asked about their short-term job prospects in their retail outlet and long-term job prospects in the overall retail 
sector. The responses (Figures 3a and b) indicate that short-term job prospects are mostly good in the organised retail sector, while 
it is moderate in the unorganised sector. However, most unorganised retail sector employees found long-term employment 
prospects in the retail industry good. This is because the retail sector is growing and this is generating job opportunities, 
particularly in the organised retail sector. Sixty-five per cent of the unorganised sector employees pointed out that they would like 
to work in organised retail outlets. They felt that they are not threatened by the growth of organised outlets since it offers job 
opportunities.   

FIGURES 3a and 3b: Percentage Distribution of Employees by Short- and Long-term Prospects 
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Although the majority of the unorganised sector employees are interested in moving to the organised sector, the transition from 
the unorganised to the organised sector is not smooth as shown in their responses in Table 3.  

TABLE 3: Responses of Unorganised Retail Employees on Prospects in Organised Sector 

Categories Percentage 

Yes, I have tried but I did not get an opportunity 46.15 

Yes, I tried and I got some opportunities 11.54 

Yes, I tried and I got many opportunities 0.00 

No, I did not try but I think there are opportunities 34.62 

No, I did not try and do not know about the opportunities 7.69 
 

This is primarily due to the difference in the skill requirements of the two sectors, which makes it difficult for an employee in the 
unorganised retail outlet to get absorbed in the organised sector.  

The unorganised retailers were asked about the impact of organised retail on their business. The impact was assessed separately 
for those who did and did not have an organised retail outlet in their vicinity. Of the 254 unorganised retailers, 130 had organised 
retail outlets in the vicinity. Of these, around 40 per cent pointed out that they have been negatively affected by the presence of 
organised retail outlets due to increased competition, but 80 per cent of them also faced competition from other unorganised 
retailers. Some unorganised retailers pointed out that the impact of organised retail was positive as the number of customers in 
their location had increased, leading to an increase in business. They argued that loyal clientele and personalised services such as 
sale on credit have helped them face competition. Only 23 per cent have experienced a decline in their profits since 2007. Of the 
124 unorganised retailers who did not have organised retail outlets in their vicinity, only one said that he was adversely affected by 
organised retailers. Of the 254 unorganised retailers, only 5 per cent said that shops were closing due to competition.  

When the retailers were asked about their future prospects, around 43 per cent of the unorganised sector retailers were uncertain 
about their future prospects, compared to 15 per cent in the organised sector.   

DISCUSSION 

The impact of FDI in retail is widely debated in India, primarily due to its likely adverse impact on employment in the unorganised 
sector. Given the large size of the unorganised retail sector in India and the lack of a formal data collection mechanism, it is difficult 
to quantify the impact of FDI and retail modernisation on employment. An equally important aspect of modernisation is its impact 
on quality of employment. By comparing employment in organised and unorganised retail outlets, the study found that the 
organised sector has higher potential for employment generation. The quality of employment is better in the organised sector as 
they have a corporate set-up and professional management, they follow labour laws and working hours and holidays and job 
responsibilities are clearly defined.  

Globally, most people with a higher secondary diploma (after 12 years of schooling) get absorbed in the retail sector, but in India 
the level of education required in organised retail outlets is higher. The educational qualifications of employees in the unorganised 
sector are low as it does not require special skills. Hence, unskilled workers can easily be absorbed by this sector. However, in the 
long run this may not benefit the country, since there is limited scope for training and upgrading skills. Salaries in the unorganised 
sector are lower. This will adversely impact per capita income, purchasing power, poverty level and human capital development. 
Although most employees in the unorganised sector would like to work in the organised sector, the skill levels required by the 
unorganised and organised sectors are different, which makes it difficult for employees to transition from the unorganised to the 
organised sector.  

Most unorganised retailers do not seem to be adversely affected by retail modernisation, while employees seem to have 
benefitted in terms of pay and quality of employment. This finding questions whether it is appropriate to link the retail FDI policy to 
loss of employment in the unorganised sector.   
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POLICY RECOMMENDATIONS 

Given that the quality of employment and future job prospects are better in the organised sector and there is strong willingness 
among employees to work in the organised sector, the Indian government is and should continue to focus on generating 
employment in the organised sector, while minimising the adverse impact on the unorganised sector.  Instead of banning FDI in 
multi-brand retail, the government can allow FDI in multi-brand retail in a phased manner, starting with 49 per cent. This will create 
more employment in the organised sector in line with the government objectives and will give time to the unorganised sector to 
adjust to the changes and upgrade their skills. Since the survey found that foreign retailers offer higher salaries, overall salaries in 
the retail sector are likely to improve.  

As retail modernises, there is likely to be labour demand in the modern retail sector. To enable the unskilled workers to get 
employment in the organised sector, the government can focus on specific training programmes in collaboration with organised 
retailers on a public-private partnership model. The government can also work with management and labour institutes to design 
appropriate academic courses and training programmes to facilitate skill development in retail. The government can initiate labour 
and other reforms that will enable organised retailers to employ workers on a rotation basis. This will help to generate more 
employment. 
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It is said that the globalization process is changing faces of many economies in the world but at the same time many challenges 
are posed due to the process. The ILO Report [2004] about the impact of globalization on the development of India stated that: 
in India there had been winners and losers, the lives of the educated and the rich had been enriched by globalization, but the 
benefits had not yet reached the majority and new risks had cropped up for the losers –the socially deprived and the rural poor.  

In India growth is showing increase -6% per annum since mid 1980s and over 8.5% in last few years. But this has not reflected in 
poverty reduction. The poverty had declined from 36% [1993-94] to 28% [2004-05]. It means poverty reeuction is only 0.8% per 
annum, which is very low.  Poverty is widespread in India, it is estimated to have third of world’s poor in India. The World Bank 
estimated that 41.6 percent of the total Indian population lived under the international poverty line US$1.25 per day. 

Planning commission of India has stated that 27.5 % was living below the poverty line in 2004-05 [household consumer 
expenditure criteria] as compared to 36% in 1993-94 [Economic Survey of India-2009-10]. Thus poverty in India is widespread 
and it is predominantly rural in nature.    

Major determinants of poverty are lack of purchasing power attributable to lack of productive employment and considerable 
underemployment, inadequacy of infrastructure, affecting qulaity of life and employability etc.  

It is well accepted that access to financial resources is key to overall development of the people. Without economic resources it 
will not be possible to achieve the economic development. Access to finance by poor and vulnerable groups is a precondition 
for poverty reduction and social cohesion. Financial exclusion is one of the interlinked causes leading to poverty in India.  
Financial inclusion is one of the contemporary issues in finance. It is one of the challenges of the emerging new economies to 
ensure that poor are brought in the main stream. The Eleventh Five Year Plan [2007-12] envisaged inclusive growth as one of 
the objectives It has noted that the economic development has failed to be sufficiently inclusive particularly after mid-1990s. 
The Indian economy though achieved a high growth momentum during 2003-4 to 2007-08 could not bring down 
unemployment and poverty to tolerable levels. Agriculture is the major sector giving employment to half working capital is 
growing just at the rate of 2% per annum.  Urban –rural devide is very evident. The rural areas are not integrated and it has no 
assurance of equitable and inclusive growth. Further large section of the population remained outside of the sphere of basic 
health and education facilities. Hence the 11

th
 plan document tried to restructure the policies in order to make the growth 

faster, broad based and inclusive by reducing fragmentation of the society.  

The recent Human Development Report-2011 has rightly said that Human Development is the expansion of the freedoms and 
capabilities people have to lead lives they value and have reason to value. It further says that people are both the beneficiaries 
and the drivers of human development as individuals and groups.  

To make the people beneficiaries and drivers of human development it is necessary that they are financially included. Financial 
inclusion is a need of the present time to make the development more inclusive and ensure that every one has access to 
resources to develop their own path of development. 

Financial inclusion is widely disucssed concept at the world level and variety of efforts is done for financial inclusion. 

To undertand the need of financial inclusion it is necessary to understand first what is financial exlcusion and who are excluded 
and then review the efforts of financial inclusion especially in India.     
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Financial Needs of the Poor 

Generally the financial needs of poor are not in huge amounts. They do micro savings which will support them when they need 
or have to do some consumption expenditure in the period of uncertainity. They need saving facility so that it could serve them 
as a support in case of emergency. Deposit and payment services are also required and provide them some security. The mirco 
enterprises or the small self employment activities run by poor need mostly working capital which is again not huge amounts. 
Insurance services which are suitable to their needs are required.  

What is Financial Exclusion? 

Exclusion in simple term means denial of access to reosurces available in the community or society. It also means that some 
sections of society are not allowed to contribute to economic growth and can not take benefit of economic growth. Financial 
Exclusion is lack of access by certain consumers to appropriate, low cost, fair and safe financial products and services by 
mainstream providers. Thus people lack access to financial services which are as per their needs, which will not incur much cost 
to them and which are offered without exploitation.   

Who are Excluded? 

The financially excluded groups mainly include marginal farmers, landless labourers, oral lessees, self employed and specially 
those who are having small enterprises in unorganized sectors. Other group is minorities and socially excluded groups likes 
Scheduled Cates and Scheduled Tribes and other minorities, senior citizens and especially the women largely do not have 
access to financial services. 

Besides population sections there are certain regions in India where financial exclusion is prominent like central, north east and 
Eastern Sates are largely financially excluded.  

Extent of Financial Exclusion 

Unless we understand the extent of financial exclusion the need for financial inclusion can not be traced. Various estimates are 
available which give idea about financial exclusion. The estimation is done from different perspectives. One way of judging the 
financial exclusion is number of farmer households having outstanding loans from institutional and non institutional sources in 
cash or kind having a value of Rs.300 or more at the time of transaction.  

 NSSO 59
th

 Round Survey in 2003 on ‘Indebtedness of Farmer Households’ used above said perspective. The findings 
are very shocking. 51.4% per cent of farmer households were found excluded from both /formal and informal 
sources.  

 Out of total farmer households only 27% had access to formal sources of credit and majority of this group had 
borrowed from no-formal sources. All together 73% per cent of farmer households had no access to formal sources of 
credit.  

 Another way is to understand the region-wise access to financial services. Central, Eastern and Northeastern regions 
have 64 per cent of all financially excluded farmer households from formal sources. Overall indebtedness to formal 
sources of finance alone is only 19.66%. Within these regions North eastern region has lowest i.e. 4.09% 
indebtedness. 

 Another way to know exclusion is how many have bank accounts. Only 59% adult population in the country has bank 
accounts. It means that still 41% adult population is unbanked. In terms of rural–urban coverage 39% bank accounts 
are in rural areas and 60% in urban areas.  

 

 One more waay to assess is the number of adult population having loan accounts. The loan accounts were only 14% 
of adult population. In rural areas the coverage is 9.5 percent and 14% in urban areas. 

 Further there are regional differences in the coverage and north eastern region is having low coverage.    
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Poverty prevalence is more in rural areas and certain regions in the country. Above data shows that vast majority of the country 
has limited access to financial services and it is one of the factor limiting the growth of rural areas in general and certain parts 
of nation.  

It also means that as the extent of the unbanked people is high it means for banking industry there is lot of scope to expand 
their activities and do more business. 

Reasons for Financial Exclusion 

There are various reasons for financial exclusion of large section of the population. The reasons can be analyzed in two ways i.e. 
reasons from the supply side of financial services. Similarly there are reasons from people’s side i.e. users or demand side of the 
financial services.    

Some reasons are related to infrastructure. Like having physical access to bank is not possible in remote hilly, desert and 
sparsely populated areas where transport and communication is difficult. From demand side there are various reasons are 
illiteracy, lack of awareness and lack of financial literacy are the major. Besides these low income, lack of capacity to give 
collateral, difficulties in giving address and identity proof and social exclusion of certain groups. 

From supply side the reasons are long distance of branch from residences of customers, unadjustable timings of the branch, 
complicated procedures and documentation, unfamiliar language, unsuitable products, staff attitudes, high transaction cost 
and transactions of small value.      

Impacts of Financial Exclusion 

Financial Exclusion has ultimately impacts on people’s development. Firstly people are not able to have safe savings which can 
help them in emergency. Further they may not adopt for any insurance, it means people are left without any safety net. Lack of 
access to money advice means they will not have advice for wise investment. Lack of affordable credit leads to unemployment, 
self employment is not possible or sources of self employment can not have support in crisis situation. All these finally results in 
lack of asset creation. As poor people do not own any wealth or assets they become disempowered and they are not involved 
in the decision making which means that their concerns and needs are not addressed which ultimately results in unending 
poverty. Thus for ensuring development of people and their empowerment financial inclusion is a necessity.      

What is Financial Inclusion? 

Financial inclusion is unavoidable if we want to ensure sustainable development and reduce poverty. People need to be viewed 
as valuable assets and their development should be the prime concern. Majority disadvantaged rural and urban population who 
lives with poverty and sub quality life. Poor people are perceived as liability but they can be converted into assets through 
affordable banking services. Access to financial services, credit and insurance lead to enhanced livelihood opportunities for 
poor people. Further access to financial services prevents exploitation and leads to empowerment of poor and underprivileged.  

The broader concept of inclusion includes delivery of banking or financial services at an affordable cost to the vast sections of 
disadvantaged and low income groups. Report of the Committee on Financial Inclusion -2008 defined ‘financial inclusion as the 
process of ensuring access to financial services and timely ad adequate credit where needed by vulnerable groups such as 
weaker sections and low income groups at an affordable cost’.  The focus of financial inclusion is making available range of 
appropriate financial services, enabling the people to understand these services and helping to access these services. Thus the 
services which will help to save small amounts, availability of these savings when needed for consumption purposes, credit in 
small amounts for self employment sources , insurance facility  and above all the poor person needs financial advice to use 
his/her small savings and other services wisely.    

Efforts for Financial Inclusion 

Easy access to financial services would contribute to the sustainable growth. Considering the need of time Reserve Bank of India 
declared policy about Financial Inclusion in 2005. Several measures were suggested for financial inclusion.  

Some important Steps taken for financial inclusion-  
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1. The aim is to provide banking services to entire population residing in rural, urban and metro centers.  
2. The banks are advised to develop financial inclusion plan for three years that is up to March, 2013. 
3. Opening of “No Frills Accounts”-  a basic banking facility with no or minimum balance.  
4. Relaxation of KYC norms –Relaxations were provided in Know Your Customer norms. This has helped the poor people 

who may not be able to give certain documents. 
5. Introduction of BC model – Introduction of Business Correspondents [BC] who can go to doorsteps of poor people and 

do banking activities. This is to be introduced specially in the villages having population of more than 2000 and below 
2000. The target is to provide services to 3,50,000 villages by March,2013.  

6. Providing General Credit Cards[GCC] and Kisan Credit Cards[KCC] 
7. The payments under 32 different government schemes like NERG, Indira Awas Yojana , SGSY, National Old Age 

Pension Scheme , Conditional Cash transfer to the Girl Child   are done through banks . It is known as Electronic 
Benefit Transfer [EBT] or Social Transfers.  At present it is intorduced on pilot basis. 

8. Permission to banks to use services of NGOs, SHGs in extending banking services. 
9. Introduction of Financial Literacy  Centers and Credit Counseling Centers 
10. SHG –Bank Linkage is one of the strategy adopted earlier which has proved to be effective in providing credit facilities 

to needy poor especially women. 

Achivements in Financial Inclusion 

Financial Inclusion has become a prominent agenda of banking sector in India.  Following are the key achievments for financial 
inclusion in India. [The data at the end of March, 2011] 

1. Villages covered by March, 2011 

 Population above 2000 - 53,397  
 Population below 2000 - 46443 

2. Villages covered through  

 Business correpondents-76801,  
 Branches -22684  
 Other modes like Mobile Vans, Rural ATMs  -355 

3. No Frills Accounts – 74.39 Millions  
4. Issue of  Total Cards- 23.44 Millions   

 Kisan Credit Cards – 22.49 Millions  
 General Credit Cards -0.95 Millions  

5. Social Transfers or EBT have helped to create access to financial services moslty through No Frills Accounts. It has 
helped in reducing payment delivery cost to government departments, increased convenience to receipients and 
reduced leakages and avoided faruds and middleman. Thus it has helped to rural poor.   

6. SHG [Self help Saving Groups]-Bank Linkage scheme [ NABARD 2010] 

 Total No. SHGs linked with Banks -69.53 lakhs 

 Out of which exclusive Women SHGs – 53.10 lakhs 
 Credit Linked SHGS 15.87 Lakhs 
 Savings of Exclusive Women SHGS  in Rs. 4498.66 Crores 
 Total Amount of loans disbursed to women SHGS in Rs. 12429.37 Crores 

The above data shows that the efforts in financial inclusion are showing good results. Through variety of efforts it is possible to 
reach the unbanked persons. Financial inclusion will help the people to create access to banking services and deal with their 
livelihood related issues.  
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Challenges in Financial Inclusion 

Obligation or business opportunity? 

Financial Inclusion is not very easy process and many challenges are faced. Firstly it has to be seen by the banking sector as a 
business opportunity. The banking sector has to recognise the special needs of the unbanked and design their products 
accordingly and provide need based services. The banking sector instead of perceiving financial inlcusion as an obligation 
should take it up as a business challenge. 

Challenges in BC model 

At present more number of Business Correspondents are required to take banking services in rural areas. Their training is a 
crucial issue. This model should be evolved in such a way that will ensure viability and stability. At present the operation cost 
seems to be high but with the increasing use of technology it can be dealt. Under this model Corporate BCs need to be 
stabilized yet.  

Technology 

Use of technology is unavoidable in expanding the bank services in remote areas. The technology should be available at 
cheaper cost, it should be more user friendly and it should help to reduce the cost of operations specially involved in BC model. 

Financial Inclusion–Movement or programme? 

Financial Inclusion should not be perceived only as one of the programmes. It needs to be viewed as a movement for dealing 
with poverty and livelihood issues. All stakeholders like government, banks, NGOs, service providers and customers   need to 
collaborate with each other to make it stronger and viable.   

Conclusion: 

Financial Inclusion is a need of time as without appropriate financial services majority people may not be able to come out of 
poverty. Financial Inclusion provides another business opportunity to banks. By ‘banking the unbankable’ the banks not only 
can do more business but also can contirbute to the economic development of the people. This era is called the ‘era of 
technology’, with the help of technology it will not be very difficult to find solutions to the issues involved in financial inclusion 
process.  The banks being the major stakeholder in the financial sector has major role to play. It is the time to take it up as a 
movement and all other stakeholders will have to collaborate actively.  
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ABSTRACT 

Foreign trade has played a crucial role in the India’s Economic Growth. The composition and direction of India’s foreign trade 
has undergone substantial changes. Particulary after the liberlisation policy which began in the early 1990s.Our major exports 
now includes manufacturing goods such as Engieering Goods, Petroleum Products, Chemicles and Related Products, Gems And 
Jewllery, Textiles, Electronic Goods, Etc. Which constitute over 80% of our export basket.On the other hand major import items 
constitute capital goods and intermediates which ont only supports the manufacturing sector but also supply raw-materials for 
the export oriented units. Over the years indian trade with countries of ASIA and ASEAN and Africa has gone up substantially. 
India is now a major player in Global Trading System and all the major sectors of Indian Economy are linked to World outside 
either directly or indirectly through international trade. India’s total external trade (Imports And Exports And Re-exports)in the 
year 1990-91 stood at Rs.91,893crore.Since Then this has increase and during the year 2008-09 the Value of India’s external 
trade reached Rs.20,72438 Crore. ASIA and ASEAN accounted for 61.7% Of India’s total imports followed by Europe 18.7%, 
America 10.1%.Among the individual countries the share of China is highest 10.7% followed by Saudi Arebia 7.1% UAE 6.4% USA 
6.0%,Iran 4.3%. 

KEYWORDS: FOREIGN,TRADE,IMPORT,EXPORT,GOODS,DEVELOPMENT 

INTRODUCTION: 

After independence Indian Foreign Trade has made cumulative progress both qualitatively and quantitatively. Though 
the size of foreign trade and its value both have increased during post-independence era, this increase in foreign trade cannot 
be said satisfactory because Indian share in total foreign trade of the world has remained remarkable low. In 1950, the Indian 
share in the total world trade was 1.87% which came down to 0.6% in 1995. According to Economic Survey 2004-05 this share 
percentage of 0.6% continued in years from 1997 to 1999. Since 1970 this share has remained 0.6% but very slightly increased 
to 0.8% in 2003. Currently India is the 31

st
 leading exporter and 24

th
 leading importer in the world trade. Trade policy (2004-09 

has set a target of achieving 1.5% share in the global trade by 2009). 

INDIAN FOREIGN TRADE: 

India’s trade links with all the regions of the world have increased over the years. In view of the current wave of 
world-wide globalisation, India has taken major initiatives to diversify its exports as also their destinations. Indian exports cover 
over 7500 commodities to about 190 countries while imports from about 140 countries account for over 6000 commodities. 
Table No. 1 and 2 indicates the volume of Indian Import-Export and Trade in Post-Independent Era. 

Table No. 1 

Indian Share in World Trade (in%) 

 Table No. 2 

Foreign Trade in India (In Crores) 

Year Export Import Trade 

(in%) 

 Year  Import  Export Trade 
Deficit 

1950 1.85 1.71 1.78  1950-51 608 606 2 

1960 1.03 1.69 1.36  1960-61 1122 642 480 
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1970 0.64 0.65 0.65  1970-71 1634 1535 99 

1980 0.42 0.72 0.57  1980-81 12549 6711 5838 

1990 0.52 0.66 0.59  1990-91 43198 32553 10645 

1991 0.50 0.56 0.53  2000-01 230873 203571 27302 

1992 0.53 0.61 0.57  2001-02 245199 209018 36181 

1997 0.60 0.60 0.60  2002-03 297206 255137 42069 

1998 0.60 0.60 0.60  2003-04 359108 293367 65714 

1999 0.60 0.80 0.70  2004-05 N.A. 357077 N.A. 

2000 0.70 -- 0.70      

2001 0.70 -- 0.70      

2002 0.80 -- 0.80      

2003 0.80 -- 0.80      

The above tables shows that it is a remarkable fact that during whole planning period our balance of trade has 
remained unfavourable. Our imports have exceeded exports, showing a trade deficit. Only two financial years i.e. 1972-73 and 
1976-77 were exceptional in showing favourable balance of trade worth Rs.104 crore and Rs.68 crore respectively. The deficit in 
balance of trade in our country has been increasing while increase in foreign trade. The Government has introduced a number 
of measures for reducing deficit in the balance of trade the main objective was to control imports on the one hand and to 
promote exports on the other. The basic reason of increasing deficit in balance of trade in India has been the high import bill of 
petroleum products. Since July, 1991, the Government adopted the policy of economic liberalization and a series of economic 
reforms were adopted in the country. Devaluation of rupee in 1991 and the convertibility of Indian rupee in trade account and 
current account during 1993-94 and 1994-95 respectively improved the balance of trade position in 1993-94. But the deficit 
against increased in future. 

Table : 3 Foreign Trade in India (In Million $) 

Year Export Import Trade Deficit 

1978-98 35006 41484 6478 

1998-99 33218 42389 9171 

1999-00 36822 49671 12849 

2000-01 44560 50536 5976 

2001-02 43827 51413 7586 

2002-03 52719 61412 8693 

2003-04 63980 78250 14270 

2004-05 79600 106120 26520 

 

According to WTO report, world export growth rate during 2002 has declined to 4% but Indians exports increased. 
The third highest growth rate of 14% in the world after China 22% and (Zech Republic 15% Reperks adds that India ranked 30

th
 

in experts and 24
th

 in imports.  

Export Incentives : Governments Bailout Plan: 

Government in order to provide relief to the exporters announced a relief package of Rs.4000 crores. The 
announcement was made to ease the export sector that faced nearly a crisis like situation. Apart from the fiscal incentives 
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other incentives given to the exporters included refunding of Central Sales Tax and terminal excise duty of about Rs.1000 crore. 
The relief package also includes interest subsidies of Rs.600 crore which is basically bringing back the 4% subvention that was 
withdrawn in September, 2008. 

The government is also looking to provide export credit guarantee in case of defaults of Rs. 350 crore and a textile 
upgradation fund of Rs.300 crore. The export relief package also includes recommendations to increase the market 
development assistance and market access initiatives for venturing into new markets to a total of Rs.400 crore. The export 
incentives announced by the Prime Minister was mainly to bring relief to ailing textile sector that faced severe crisis due to 
global financial crunch. However the government does not plan to reduce the minimum support price (MSP) of Cotton that 
could had gone a long way in reducing the input cost for the sector. 

Export Incentives – Highlights 

 Total fiscal relief package of Rs.4000 Crore. 

 Refund central sales tax and terminal excise duty of about Rs.1000 crore. 

 Interest subsidies of Rs.600 crore. 

 To providing export credit guarantee in case of defaults of Rs.350 core. 

 Incentives of Rs.800 crore given for Textile Upgradation Fund (TUF). 

Table : 4 Export Scenario 

India’s Export for F.Y.2008 

(April-February) By Products  

Export Items Export  

(US$ Billion) 

Total Exports 142.9 

Primary and Semi- finished iron & 
speel 

24.0 

Iron Ore 17.8 

Cotton Yarn & Fabrics 7.9 

Transport Equipments 6.7 

Manufacturing of Metal 6.6 

Pharma Products 6.3 

RMG Cotton 6.1 

Machinery&Instruments 4.5 

Gems and Jewelry 4.1 

Petro-products 3.5 

Source: Exim Bank of India. 

Table : 5 Commodity Composition of Exports(April-Oct, 2004) 

 

Commodity Group 

Percentage share 

April-March April-October 

2002-03 2003-04 2003-04 2004-05 
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I. Primary products  

 Agriculture & allied  

 Ores & Minerals 

II. Manufactured Goods  

Textiles incl. RMG 

Gems & jewellry 

Engineering goods 

Chemicals & related prdt 

Leather & manufactures 

III. Petroleum, crude & prdts 

IV. Others 

16.6 

12.8 

3.8 

76.6 

21.1 

17.2 

17.2 

14.2 

3.5 

4.9 

1.9 

15.5 

11.8 

3.7 

76.0 

19.0 

16.6 

19.4 

14.8 

3.4 

5.6 

2.9 

14.2 

11.0 

3.2 

77.4 

19.0 

18.5 

19.0 

14.6 

3.5 

5.9 

2.6 

14.1 

9.5 

4.7 

73.7 

16.3 

17.5 

20.1 

14.2 

3.0 

8.6 

3.5 

Total Exports 

(I+II+III+IV) 

100.0 100.0 100.0 100.0 

Source: DGCI & S. Kolkata. 

Table : 5A Imports of Principal Commodities(April-Oct, 2004) 

 

Commodity Group 

Percentage share 

April-March April-October 

2002-03 2003-04 2003-04 2004-05 

POLPearl, Precious & Semi precious 
stones 

1. Capital Goods 

2. Electronic Goods 

3. Gold & Silver 

4. Chemicals* 

5. Edible Oils 

6. Coke, Coal & Briquettes 

7. Metalferrous ores & metal scrap  

8. Professional instruments & optical goods 

28.7 

9.9 

12.1 

9.1 

7.0 

6.9 

26.3 

9.1 

13.3 

9.6 

8.8 

7.4 

26.4 

8.6 

11.2 

9.6 

9.6 

7.4 

30.4 

8.0 

10.0 

9.3 

8.7 

7.2 
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9. Others 3.0 

2.0 

1.7 

1.8 

17.8 

3.3 

1.8 

1.7 

1.6 

17.1 

4.0 

2.0 

1.8 

1.6 

17.8 

2.5 

2.8 

2.2 

1.4 

17.5 

Total Imports 100.0 100.0 100.0 100.0 

Source: DGCI & S. Kolkata. 

Table : 6.TOP TEN COUNTRIES AS A DESTINATIO FOR INDIAN EXPORTS F.Y. 2008 (APR-FEB) 

Destination Countries for Indian Exports Export US $ Billion 

Total Exports 142.9 

U.S.A. 18.7 

U.A.E. 14.0 

China 9.0 

Singapore 6.4 

U.K. 6.1 

Hong Kong 5.6 

Germany 4.6 

Netherlands 4.5 

Belgium 3.7 

Italy 3.5 

Source: Exim Bank of India 

* Foreign Trade Policy 2004-09 (Exim Policy 04-09): 

 The new foreign trade policy of the union government was unveiled by the Commerce Minister Mr. Kamal Nath on 
August 31, 2004. The new policy reflected on major departure from the five year EXIM policy of 10

th
 Plan (2002-07). The new 

Foreign Trade Policy takes an integrated view of the overall development of India’s foreign trade and essentially provides a 
roadmap for the development of this sector. 

It is built around two major objectives of doubling India’s share of global merchandise trade by 2009 and using trade 
policy as on effective instrument of economic growth with a thrust on employment generation. 

Key strategies to achieve these objectives, interalia, include: unshackling of controls and creating an atmosphere of 
trust and transparency; simplifying procedures and bringing down transaction costs, neutralizing incidence of all levies on 
inputs used in export products; facilitating development of India as a global hub for manufacturing, trading and services; 
identifying and nurturing special focus areas to generate additional employment opportunities, particularly in semi-urban and 
rural areas; facilitating technological and infrastructural upgradation of the Indian economy, especially through import of 
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capital goods and equipment; avoiding inverted duty structure and ensuring that domestic sectors are not disadvantaged in 
trade agreements; upgrading the infrastructure network related to the entire foreign trade chain to international standards; 
revitalizing the Board of Trade by redefining in role and inducting into it experts on trade policy; and activating Indian 
Embassies as key players in the export strategy. 

FOREIGN TRADE POLICY 2004-09 : AT A GLANCE- 

 1-5% share of global trade by 2009. 

 Special focus on five traditional exports-agriculture, handicrafts, handlooms, leather &footwear and gems & 
jewellery so as to make exports as employment-oriented.Absolute export sector to be exempted from service tax for 
cutting down the export cost. 

 Three new export promotion schemes have been introduced: 

* Target Plus Scheme. 

* Vishesh Krishi Upaj Yojana 

 Vishesh Krishi Upaj Yojana to be introduced for boosting exports of agriculture products. 

 Served from India scheme will boost exports of services. 

 New ‘Service Export Promotion Council’ has been constituted for services. 

 Free Trade and Warehousing Zones (FTWZs) have been planned in lines of Special Economic Zones (SEZs) so 
as to give boost to free trade cut in trading limits for export oriented units of Star Export House Category. 

 Target Plus Scheme for exporters incentives. 

 Liberalisation of EPCG Scheme. 

 DEPB scheme to be continued but new substitute scheme to be introduced shortly. 

 Duty free imports for services importers. 

 Liberal import conditions for seeds. 

 Ban on old machinery imports lifted. 

Table : 7-Trends of India’s Foreign TradeQuantity : Thousand tonneValue : Rs. crore & US $ Million 

 2002-03 2003-04 

Qty. Rs.Cr. $Million Qty. Rs.Cr. $Million 

1 2 24 25 26 27 28 29 

I. Agricultural and allied 
products: of which 

-- 33691 6962 -- 36247 7888 

I. 1 Coffee 184.9 994 205 188 1086 236 

I. 2 Tea and mate 184.4 1663 344 178 1637 356 

I. 3 Oil cakes 177.6 1847 382 325 3348 729 

I. 4 Tobacco 100.5 1022 211 121 1096 238 

I. 5 Cashew kernels 129.4 2053 424 99.7 1700 370 

I. 6 Spices 278.0 1659 343 267.0 1544 336 

I. 7 Sugar and molasses 1870.2 1814 375 1299.2 1235 269 

I. 8 Raw cotton 11.7 50 10 179.6 942 205 

I. 9 Rice 4967.8 5831 1205 3412.1 4708 1025 

I. 10 Fish and fish 
preparations 

-- 6928 1432 -- 6106 1329 
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I. 11 Meat and meat 
preparations 

-- 1377 284 -- 1714 373 

I. 12 Fruits, vegetables and 
pulses (excl. cashew 
kernels, processed 
fruits & juices) 

-- 1692 350 -- 2358 513 

II. 13 Miscellaneous 
processed foods (incl. 
processed fruits and 
juices) 

-- 1484 307 -- 1403 305 

II.  Ores and minerals 
(excl. coal) of which 

-- 7591 1568 -- 8876 1932 

II. 1 Mica 33.8 41 8 -- 106 23 

II. 2 Iron ore (million tonne) 57093.3 4200 868 -- 5173 1126 

III.  Manufactured goods of 
which 

-- 198760 41070 -- 228246 49671 

III. 1 Textile fabrics & 
manufactures (excl. 
carpets hand-made) of 
which 

-- 43753 9041 -- 44234 9626 

III. 1.1 Cotton yarn, fabrics, 
made-ups etc. 

-- 16217 3351 -- 15600 3395 

III. 1.2 Readymade garments of 
all textile materials 

-- 27536 5690 -- 28634 6231 

III. 2 Coir yarn and 
manufactures 

-- 355 73 -- 357 78 

III. 3 Jute manufactures incl. 
twist & yarn 

-- 907 187 -- 1113 242 

III. 4 Leather & leather 
manufactures incl. 
leather footwear, leather 
travel goods & leather 
garments 

-- 8944 1848 -- 9938 2163 

III. 5 Handicraft (incl. carpets 
hand-made) of which 

-- 5742 1186 -- 4867 1059 

III. 5.1 Gems and jewellery -- 43806 9052 -- 48586 10573 

III. 6 Chemicals and allied 
products 

-- 28456 5880 -- 34915 7598 

III. 7 Machinery, transport & 
metal manufactures 
including iron and steel 

-- 43474 8983 -- 56615 12321 

IV.  Mineral fuels and 
lubricants (incl. coal) 

-- 13102 2707 -- 17159 3734 

V.  Others -- 1993 412 -- 2839 618 

VI.  TOTAL -- 255137 52719 -- 293367 63843 

As per a report released by the Ministry of Commerce on August 3, 2009, India registered a fall of 27.7% in exports for 
the ninth month in a row in June 2009. The continued economic slowdown and recession in the US and the European Unions 
considered the biggest markets for India, led to this sharp fall in exports. In addition to this imports also dropped by 29.3%, 
reflecting a slowdown in domestic Consumption. Total Imports largely due to a steep decline of 50.6% in oil imports, showed a 
faster pace of contraction than exports. The trade deficit stood at $6.16 billion in June 2009 as against $9.12 billion in the same 
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month in the previous fiscal year. Exports dropped to $12.81 billion in June from $17.73 billion a year earlier and imports to 
$18.97 billion from $26.85 billion from the year agro-period. 

Oil imports in June 2009 plunged by 50.6% to $4.99 billion from $10.11 billion in the same period of 2008. Non-oil 
imports during the month declined by 16.5% to $13.97 billion from $16.73 billion. 

As per the Finance Ministry reports published on December 1, 2008 exports declined by over 12% in October. Due to 
global economic slowdown, while imports grew by more than 10%. As a result of this the trade deficit has widened further. The 
most worrying aspect was the growing trade deficit. As against the trade deficit of $45.6 billion between April to October 2007-
08, it has swelled to $72.9 billion in the 2008-09 fiscal year.  

COMPOSITION OF INDIA’S FOREIGN TRADE: 

 Indian foreign trade registered a number of structural changes during the planning period. The percentage of non-
traditional goods in total exports has continuously increased the exports of chemical and engineering goods have shown a high 
growth rate. During past few years, handmade goods (including gems and jewellery) have become one of the important export 
commodities. India is making exports of a few traditional items including tea, coffee, rice, pulses, spices, tobacco, jute, iron ore 
etc. 

Besides, the imports of petroleum products, capital goods, carbon chemical and compounds, medical and 
pharmaceutical products are also imported in Indian economy. Pearls, gems and stones are also imported on a large scale but 
after their processing these are exported from the country. Other imports include edible oils, fertilizers, non-ferrous metals, 
paper and paper boards, pulp and waste paper etc. 
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Introduction: 

The Present Scenario can be called as 'Highly Competitive Economy' ,'New Economy' and 'Hi-Tech' economy.  This New 
Economy has bought a major changes in the economy. First is Globalization and Liberation which has bought about a revolution 
in Information Technology in India. Secondly the second factor is Competition and thirdly it is attitudinal change in the working 
Class. We can say it is the time for 'Survival of the fittest'. To survive in the market the organization has to be a high performing 
organizational. These external factors due to which the manager need to be a performer leads to Stress. Stress is likely to 
become the most dangerous risk to business in the 21

st
 century. Also over the three decades there has been a growing belief in 

all sectors that the experience of stress of managers at work has undesirable consequence for the health and safety of 
individual and for the health of their organization.  

 The Information Technology (IT) is no exception in this respect with an increasing employment increasing employment in 
recent years. Although general management is a high stress occupation higher due to the conflicting demands of completing a 
project on time, within budget, to quality, and satisfying stakeholders. 

Total IT sector comprise of a 5.9%  of Indian GDP. The main issues with IT sector in India is. Different articles and research 
shows that one of the main problems this sector is facing is stress. This present study will help to identify different stressors in 
this sector and consequences of this stress amongst the Junior level managers and the Senior managers. Also  will try to 
recommend several ways to overcome stress. 

Literature Review: 

Stress is defined by Bruno(1991) as the rate of wear and tear on an organism. Selye, a Canadian physician, was an early explorer 
of the effects of stress on health. He defined stress as the sum of all non specific changes caused by function or damage 
(1956,1976). From his medical perspective. Selye suggested that the body responds to psychological changes related to “fight 
or fight” syndrome(1974). Bowes(1999) concurs that the human body has been “hard-wired” throughout evolution to respond 
to stress  through a fight-or fight response. She defines stress as external or internal pressure to act. Bowes(1999) states that 
stress is’ the body responding by activating a complex system that produces an array of hormones and neurotransmitters, 
which are intended to help the heart and brain work better physiologically to meet the demand(1233-
1234)Herbert(1997)defines stress as a general term that refers to any demand psychological or physical) that is outside the 
norm. Herbert states that stress usually signals a disparity between what is optimal in a given situation and what actually exists. 
(Bruno, 1991) Beehr and Newman (1978) define occupational stress as "A condition arising from the interaction of people and 
their jobs and characterised by changes within people that force them to deviate from their normal functioning." 

Mason(2001)defines stress as reactions of the body to negative influences. Mason further explains that his studies show 
”external stress may be positive or negative(pleasure, challenge, divorce, work responsibilities)’(p316). 

Robbins (2001) defines stress as a dynamic condition in which the individual is confronted with an opportunity, constraint, or 
demand related to what he or she desires and for which the outcome is perceived to be both uncertain and important. 
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Anisman and Merali (1999) define the term stressor as a situation or event appraised as being aversive, in that it elicits a stress 
response. This then taxes a person’s Physiological or psychological resources, as well as potentially provoking a subjective state 
of mental or physical tension. Stressors can be separated into two classifications psychogenic and or physical tension.  Stressors 
of a purely psychological origin are called psychogenic stressors. Neurogenic stressors usually involve a physical stimulus. 

Simply defined, a stressor is an event that causes stress to the individual when he or she appraises the demands as exceeding 
the resources (Lazarus and Folkman 1984). Herbert(1997) utilizes the definition of stressor as an environmental event. Davison 
and Neale (2001) concur with this definition and add that a stressor can be thought of as a stimulus, whether positive or 
negative in nature. “Coping Process” Defined Herbert (1997) includes a definition of coping in his study of stress, the brain and 
mental illness. “Coping is the process of recognizing, and adapting to persistent and adverse stress (p369). Davison and Neale 
(2001) defined the concept of coping as how people try to handle a problem or the emotion it process. Lazarus and Folkman 
(1984) identified two broad dimensions of coping:  problem focused coping and emotion focused coping. Problem focused 
coping involves taking some sort of direct action to solve the problem.  

Stress is an adaptive response to a situation that is perceived as challenging or threatening to the person’s well being. The 
stress response is a complex emotion that produces physiological changes to prepare us for ‘fight or fight’- to defend the threat 
or flee from it. 

The concept of stress was first introduced in the life science by Hans Selye in 1936. It is a concept borrowed from the natural 
sciences. During the eighteenth and nineteenth centuries, stress was equated with force, pressure strain exerted upon a 
material its original state. The use of the concept in this manner encouraged physicists and engineers to adopt it to suit their 
ends. Thus, stress is engineering is known as ‘the ratio of the internal force brought into play when a substance is distorted to 
the area over which the forces act (Hinkle 1973). In common parlance, however the terms ‘stress’ and ‘strain’ are use 
synonymously in a non-scientific manner. The popularity of this concept has dwindled in the physiological field where it was 
first introduced, and the use of the stress terminology contributes to flourish in the psychological and social sciences. During 
the last 15 years the term stress has come to be widely used in relation to work organizations. (Agarwala, Malhan and Singh 
1979). Mason(1975) reviewed literature on stress and concluded that there was confusion and a lack of consensus regarding its 
definition.  

The term stress has been used variously to refer to a) stimulus (external force acting on the organism), b) response (changes in 
the physiological functions), c) interaction (inter-action between an external force and the resistance opposed to it, as in 
biology) and d) more comprehensive combination of this above factor. 

Agarwala, Malhan and Singh (1979) believe that the confusion is defined is primarily due to the fact that the same term is used 
by various scholars of different disciplines. Thus in physics, stress is a force which acts on a body to produce strain. In 
psychology, stress refers to a state of the organism resulting from some inter-stimulus which imposes detectable strain that 
cannot be easily accommodated by the body and so presents itself as impaired health or behaviour’. Hens Selye’s 1936 he 
wrote the first paper on the stress syndrome in 1936. He demonstrated the stress is not a vague concept, some how related to 
the decline in the influence of traditional codes of behaviour, dissatisfaction with the world, or the rising cost of living, but 
rather then it is clearly a deinable biological and medical phenomenon whose mechanisms can be objectively identified and 
with which he can cope much better once we know how to handle it. When confusions and arguments about stress-indeed 
about any concept- start to prove a barriers to communication and progress, it is always best to revert to the undisputed facts, 
the original observations that gave rise to the field. 

Pestonjee(1987) however had noted that it is ‘natural and healthy to maintain optimal level of stress and opined that ‘success 
achievement, higher productivity and effectiveness call for stress’ When stresses are left unchecked and unmanaged, they can 
create problems  in performance and affect the health and well being of the organism 

(Storch and Panzarella,1996), and managing ( Broad bridge 2002). Relatively few studies has been conducted  and of these only 
Gallstedt focus on IT project managers. This reports on research aimed at validating and extending Gallstedt's work by 
identifying the sources of stress and their outcome that are relevant to IT managers .What are the stressors faced by IT  
managers, what are the consequences of them. 

Work Related Stress-Causes and Consequences: Some of the researchers reviewed on work related stress further segregated 
stress into two type good and bad (Minirth et al, 1986). The “good” stress is also referred to as “eustress”. This positive kind of 
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stress is usually experienced at times of happiness fulfilment or satisfaction. The “bad” stress or “distress” is usually the result 
of excessive levels of continuing, negative stress. 

Cooper (2001) reiterates the statement that some amount of stress is necessary for everyday living and, in lesser amounts, for 
learning and growth. To be an effective employee or employer, the ability to better handle and manage these necessary life 
stressors must be learned and practiced. Stressors are differentiated from stress by its definition as a cause of stress.  

RESEARCH GAP: 

Anisman and Merali (1999) says stressors can be separated into two classifications psychogenic and or physical tension (Lazarus 
and Folkman ) talked about stressors as an event that causes stress to the individual when he or she appraises the demands as 
exceeding the resources. Hsien-Chee (2002) explores the relationship among leadership styles and subordinate personality 
characteristic and job stress and turnover intentions. (Steve M Jex 2000) studied whether coping style influence the impact of 
self efficiency or stressors- strain relationships, this study was conducted on US army. Natasja(2004) addresses theoretical 
issues involving different interactions effect between job demands and job resources through demand control model.  

Huarng (2001) had revealed that IT professionals have higher level of emotional exhaustion, which is the feeling of frustration 
and tension, than police and nurses, Similarly for depersonalization, which is tendency to treat client as objects rather than 
people, Huarg (2001) found that IT professional have higher burnout tendencies than teacher and welfare works, but lower 
than police and nurses. The increasing incidence of absenteeism and high turnover rates are indications that IT professionals 
are experiencing high level of job related stress. 

Many businesses are unaware of the stress being experienced by their IT personnel (Thong and Yap, 2000). A factor that has 
contributed to this unawareness is the limited theoretical or empirical research that has examined the concept of stress 
amongst IT professionals.  

The current literature on job stress either like to link causes of stress to personality variables, job related stress to change in the 
organization, performance linked or turnover intentions or a comparatively study between countries. 

Most of the literature either shows the reasons or burnout or stress, or there is a comparative study between countries but not 
many studies are conducted in Indian IT sector. In Indian context there is some work done in manufacturing sector and BPO 
/KPO sector. The present study discusses different occupational stressors in Informational technology sector for junior  and 
middle management categories executives. The study was conducted for executives located in two cities i.e Mumbai and 
Bangalore This study basically studies the antecedents and consequences of stress in these major cities and give 
recommendations how to overcome these problems. 

OBJECTIVE: 

In view of the above, the objective of this study were: 

 To identify the job related stressors for managers in Information  
Technology sector. 

 To study the sources of stress with context to role related, Job Related, Interpersonal, Intra personal and Organizational. 

 To investigate the relationship and impact of work related stress on managers by testing for relationship between causes with 
reference to demographic independent variables(age, gender, level of managers, years of experience, income and variables of 
stressors. 

 To study the consequences of these stressors i.e physical, behavioural and psychological on the managers with reference to 
demographic independent variables. 

 Give recommendations as to factors which are responsible for stress and how to overcome these problems 
Research Methodology: 

A conceptual framework of stress was adapted from previous research. Firstly an exploratory was conducted to find the 
stressors faced by IT managers. Based on the variables of stressors the instrument Occupational Stress Index  by Dr A.K Singh 
and Dr R Srivastava was used to conduct the data   
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This research study was designed to investigate the relationship and impact of work related stress on managers by testing for 
relationship between the causes of stress in its sector with reference to demographic, independent variables (age gender level, 
years of experience, income) and consequences of these stressors like physiological, behavioral and psychological. The 
instrument used for studying the causes of stress was Occupational stress index by Dr. Ajay Srivastava  and Dr R Singh and for 
studying the consequences of stress instrument by International Stress Organization was used data was collected in two major 
cities Mumbai and Bangalore .The samples size was 500  Senior managers and Junior level  managers from Information 
Technology sector 

Population and Sampling: 

Sampling is a process of selecting a (few sample) from a bigger group (the sampling population) to become the basis of 
estimating or predicting the prevalence of an unknown piece of information, situation or outcome regarding the bigger group. 

Population: This is not the entire population of a given geographical area, but the predefined set of potential respondents 
(elements) in a geographical area. In the present research the entire population is IT managers all over India. But the potential 
respondents (element)  are basically selected from the two major cities i.e Mumbai and Bangalore.  

Sampling Frame: 

In the present research the sample population was the IT managers from large scale IT companies. The area selected was 
Mumbai and Bangalore. The sample respondent was the Senior Level Managers like Leader, Program Managers, Project 
Managers, Product Managers, HR Managers, Senior Business Development Managers etc and the Junior level managers like 
Assistant programmers, Business Developers, Software programmers, Associate consultant, Developers , Executives etc. 

Measurement of Stress: 

Another well known psychometric instrument is the Occupational Stress Index which was constructed and standardized by Dr 
Srivastava and Dr Singh (1981).The author framed 46 statements covering all the relevant components of job life which might 
cause stress in one way or another. Of these 32 are true keyed and 18 are false keyed. While constructing the scale items, care 
was taken to ensure that responses to the various items clearly indicated the extent to which the respondent was bothered by 
different potentially stressful situations at work. A 5 point Likert type scale ranging from ‘strongly disagree’ to ‘strongly agree’ 
was used on each other. Total variables include Role overload, Role conflict, Role ambiguity, Job stressors, Intra personal 
stressors, powerlessness, under participation and low status. Also for studying the consequences of stressors a instrument used 
by International Stress Organization was used. Total number of questions in the consequences is 20 questions. The 
consequences are measured in terms of physical consequence, psychological consequence and behavioural consequence on a 
Likert 5 scale. As the moderating variables used were gender, age, income, years of experience in the same company and 
overall years of experience also location was considered. 

The questionnaire survey was mailed to 600 managers randomly selected firms from a wide range of industry sector through 
the Bangalore city and Mumbai city.  

Data Analysis : 

Data was analysed on basis of using S.P.S.S. Different Statistical tools have been used to analyse the data like,t test, chisquare 
test, ANOVA, Regression Analysis. 

Findings: 

There is a significant difference between stress level in male and female. Stress is more in male due to inter personal stressors, 
job stressors where is female it due to under participation and powerlessness. Stress also various with location. Stress is more 
in Mumbai due to few occupational stressors like role ambiguity, job related stressors, powerlessness, under participation and 
low status. If we compare stress level in Junior level managers is due to  role conflict, powerlessness, under participation , low 
status.  
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From the findings of the hypothesis framed. It was found that there is significant relationship between stress and location, 
stress and gender, stress and years of experience, stress and income.  

Stress is inevitable result of work and personal life. Distress is not an inevitable consequence of stressful events how ever in fact 
well managed stress can improve health and performance. Some strategies recommended are first and the foremost starting 
from job designing, goal setting, role negotiation, social support system, individual prevention, learned optimism, time 
management, leisure time activites, physical exercises, relaxation training etc  which can help the employees to control stress. 

To conclude stress is the unconscious preparation to fight or flee when faced with any demand. Most of the stressors found in 
organization is task, role, interpersonal, physical demand at work along with non work demands. To overcome stress efforts 
from both perspectives is important i.e individual as well as organizational  perspective. If efforts are taken from both sides may 
lead to a very healthy culture in an organization which will effect individual performance as well as organizational performance. 

The conclusion reached supported the research question findings:: 

managers is due to role conflict, powerlessness, under participation, low status.  

Conclusion: 

To conclude stress is the unconscious preparation to fight or flee when faced with any demand. Most of the stressors found in 
organization is task, role, interpersonal, physical demand at work along with non work demands. To overcome stress efforts 
from both perspectives is important i.e individual as well as organizational  perspective. If efforts are taken from both sides may 
lead to a very healthy culture in an organization which will effect individual performance as well as organizational performance. 
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Intents, Upgrades and Latent Possibilities in Laser Land Leveling 

 

Kumar Behera Pravat; Saurabh Gupta; Santosh Babar; Pankaj Yadav 

 

Abstract 

In a world where environment protection and water conservation are growing needs, the adaption of Laser land levelers 
taken on an fast pace in Indian agriculture. This paper will provide an overview of the current practices and suitable operating 
mode to meet the future demand on Land Leveling. A brief introduction of Laser Leveler working, Construction of Laser 
Transmitter, Receiver, solenoid valve and hydraulic plumbing is also provided. We are also proposing a stake holder analysis to 
add value all the partners in this model. 

INTRODUCTION 

At present in India there are many methods available for leveling the fields namely Draft animals, 2 wheeled tractors using 

harrows & leveling boards and 4 wheeled tractors using rear mounted tractor blades or drag buckets. All these traditional 
methods of leveling land are cumbersome, time consuming, and expensive, so more and more farmers are turning to modern 
methods to level the land. Timely field preparation has great impact on crop production. There are some advanced methods for 
land leveling like Laser Land leveling and GPS land leveling. Because of Indian agronomy Laser land levelers are getting 
popularity rapidly.  Laser leveling is a process of smoothing the land surface (± 2 cm) from its average elevation using laser‐
equipped drag buckets. This practice uses large horsepower tractors and soil movers that are equipped with global positioning 
systems (GPS) and/or laser‐guided instrumentation so that the soil can be moved either by cutting or filling to create the 
desired slope/level. This technique is well known for achieving higher levels of accuracy in land leveling and offers great 
potential for water savings and higher grain yields. 

HOW LASER LAND LEVELER WORKS 

Laser transmitter sub system creates 360 degree rotational plane, parallel to horizontal plane. Laser receiver and bucket 
scraper sub system intercepts/ interacts with 360 degree rotational plane. Based on position error, receiver provides error 
signal to controller. Controller controls hydraulic solenoids to modulate the flow in cylinder. As a result bucket scraper is raised 
or lowered to level the field. 

 

The advantages of the Laser Leveler are as follows- 

1- Reduction in time and water required to irrigate the field 
2- Uniform distribution and  less water consumption in land preparation 
3- Uniform moisture environment for crops, less weed problems   
4- Good germination and growth of crop, uniformity in crop maturity  
5- Reduce seed rate, fertilizer, chemicals and fuel requirements.    
6- Improved Operator and Field Performance 
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7- Reduction in number of bunds 
8- Increased sowing area 
9- Increased productivity 

In essence, the system comprises a laser transmitter, a laser receiver, an intelligent controller, a hydraulic control system and a 
laser surveying system. A laser transmitter mounted on 

a tripod transmits a rapidly rotating laser beam to create a uniform altitude reference plane over the entire field. This is 
intercepted by the laser receiver mounted on the mast of the leveling blade. The controller mounted on the tractor interprets 
signals from the receiver and either opens or closes the hydraulic control valve to raise or lower the blade. 

Laser transmitter 

The laser transmitter is mounted on a tripod which allowed the beam to sweep above the tractor unobstructed. Ranges 
available are 300 meter to 600 meter radius. In India generally transmitters are placed outside of the field. 

Laser Receiver 

In India mast and drag scraper is build by local manufactures. The laser receiver, acting as a bridge to connect the laser 
transmitter to the intelligent controller, detects the laser signals from the laser transmitter. The laser receiver detects the 
position of the laser reference plane and transmits these signals to the control box.   

Controller  

Signals from the laser receiver were accepted and interpreted by the intelligent controller which determined the state (open or 
closed) of the hydraulic control valve. The signals were also displayed to indicate the relative position between the laser 
receiver and the laser reference plane for automatic control.  

Hydraulic Control System 

The hydraulic control system accepted signals from the intelligent controller and would supply oil to raise or lower the leveling 
blade automatically to maintain the laser receiver at the correct height.      

Leveling Blade 

The leveling blade could be either 3-point linkage mounted or pulled by the tractor’s drawbar. A pull type system is prevalent in 
India as it is easier to connect the tractor’s hydraulic system to an external hydraulic ram than to the internal control system 
used by the 3-point-linkage system. This is done by local manufacturers.  

Laser surveying   

It is always best to use the average elevation point as aReference point. So in most situations a topographic survey must be 
conducted to establish the high and low areas in the field before laser leveling. 

Steps for Laser Land Leveling 

Laser leveling requires soil to be shifted from the high points of the field to the low points in the most cost effective way. In 
most situations fields will need to be ploughed and a topographic survey undertaken before leveling commences. 

Step 1: Plowing the field 
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Primary tillage operation is very much required before Land leveling. Plow when the soil is moist, because if it is ploughed dry a 
significant increase in tractor power is required and large clod sizes may result.  In India cultivator is used for loosening the soil. 
It lefts lots of big clod. 

         

Laser Land Leveller can’t work with these field conditions. 

Step 2: Conducting a topographic survey 

Once the field is ploughed, a topographic survey should be conducted to record the high and low spots in the field. The mean 
height of the field can be calculated by taking the sum of all the readings and dividing by the number of readings taken. Then, 
using a field diagram and  the mean height of the field, determine how to effectively move soil from the high to low areas 

Step 3: Leveling the field 

Presently in India many Laser leveler operation is carried out after 2 pass of cultivator or 2 pass disc harrow2. After 2 pass of 
cultivator, it is not enough to make the soil loose and soil is left very hard for laser leveler operation to follow. Laser leveler is 
meant to move the loose soil whereas in present case it spends lot of time first to crush/break the soil. The crushing takes place 
due tire weight and collision against the bucket/blade. To site a case, in a field of 3 bhiga (0.6 acre) initial 10-12 pass of tractor 
movement is only to crush the soil and make it loose to move. These unnecessary action increases wear and tear of the blade 
and tractor tire. In the same time consume more fuel and time.   

 

 

Setting of receiver depends on operator skill. No scientific method is followed.  
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Instrument Setting  

The two major part of the instrument is transmitter and receiver. The transmitter is stationary and kept on a tripod whereas the 
receiver installed on the laser Leveller which is tractor pulled. Before starting any operation the transmitter is kept on a tripod, 
the reference plane is auto established through the spirit level. The signal between the transmitter and receiver is supported 
through a 12V Alkaline battery. The hydraulic actuator and blade function with reference to the plane established in 
transmitter. For e.g. in case of a crest (ground level is high), the actuator would move down and bucket would collect extra soil 
and transport the same to a trough (lower ground level). The signals could be identified on receiver/Transmitter as Amber 
(ground is high), green (ground is level), Red (ground is low). 

 

What is happening Presently 

The operation on field is carried out not in scientific way but more on judgment and trial and error process. Wherever the 
operator feels the bucket need to be adjusted, tractor is stopped and actuator is manually adjusted (lifted or brought down by 
adjusting the receiver). Thus it leads to frequent stopping of the machine. The operation needs to be automatic rather than trial 
and error/Judgment. Since the major beam setting is not within ±3’’, there is frequent loss of signal between receiver and 
transmitter. It further leads to stoppage and manual adjustment of the hitch mounted blade. 

 

What is proposed 

The best practice is to start the operation with median setting which is to be done using a telescopic scale which is provided 
along with the instrument. It starts with selecting 10 random points on the plane which is to be leveled. Using the scale, height 
of these 10 points is measured and average value is noted. After finding the median value, the reading on scale is accordingly 
set. Then the area on the field where the median value exists is located through signal check, the tractor is brought to the same 
location. 

Steps for Instrument Settings and Leveling– 

• The laser‐controlled bucket should be positioned at a point that represents the mean height of the field. 

• The cutting blade should be set slightly above ground level (1‐2 cm). 

• The tractor should then be driven in a circular direction from the high areas to the lower areas in the field. 
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• To maximize working efficiency, as soon as the bucket is near filled with soil the operator should turn and drive towards the 
lower area. Similarly, when the bucket is near empty the tractor should be turned and driven back to the higher areas. 

• When the whole field has been covered, the tractor and bucket should then do a final leveling pass in long runs from the high 
end of the field to the lower end. 

• Re‐survey to make sure that the desired level of precision has been attained. 

Stakeholder Analysis 

 

 

Customer: These are the farmers who are presently availing the laser leveling service 

Entrepreneur: the farmer who presently owns the machine, since the machine presently cost nearly INR 3.5 lakh, there is only 
limited ownership of the machine. Most of the service is extended through custom hiring business 

Government: with the depleting water table and high water consuming crop like paddy, potato, sugarcane and wheat, it 
requires more scientific way of using water. For example for crops like pomegranate, sugarcane drip irrigation has proved to be 
very effective and high yielding too. But the challenge still lies in how to address high water consuming crop like paddy, which is 
again largely being grown in India. 

Hence the idea is to develop a business model, where we can add value to each of these stake holders. 

Customer point of view: 

The objective is to increase productivity by land leveling but at same time also reduce cost incurred. Thus in order to add value 
to customer, we need to understand what is the cost function and how is it linked to productivity. 

Ct= Cp+ Cs+ Cw+ Ci+ Ch 

Where Ct = total cost of production 

 Cp = cost for primary tillage 

  Cs = cost for secondary tillage 

  Cl = cost for laser leveling 

  Cw = cost for water consumption 

  Ci = cost for inputs like fertilizer and pesticides 

Ch = cost for harvesting 
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For the present paper we would consider only cost for tillage, laser leveling operation cost and water requirement since these 
have direct a correlation with quality of land leveling. Hence the cost function would be Ct= Cp+ Cs+ Cl +Cw+ Ci+ Ch 

Present Operating Model -     

Presently there are two scenarios in the current practices. 

Scenario I:  

Laser leveling operation is followed by 2 pass of cultivator or 2 pass disc harrow. Thus only cultivator or disc harrow is not 
enough to make the soil loose (though it varies depending on soil condition) and it further leads to more clod formation rather 
than loose soil. Laser leveller is meant to move the loose soil whereas in present case it spends lot of time first to crush/break 
the soil. The crushing takes place due tyre weight and collision against the bucket/blade. To site a case, in a field of 0.5 acre, 
initial 10-12 pass of tractor movement is only to crush the soil and make it loose to move . These unnecessary action increases 
wear and tear of the blade and tractor tyre. Thus rather working in a scientific way, it is more on judgment and trial and error 
process. Wherever the tractor operator feels the bucket need to be adjusted, tractor is stopped and actuator is manually 
adjusted (lifted or brought down by adjusting the receiver). Thus it leads to frequent stopping of the machine. Since the major 
beam setting is not within ±3’’, there is frequent loss of signal between receiver and transmitter. It further leads to stoppage 
and manual adjustment of the hitch mounted blade. The land level what we could achieve through this process is ±3’’ and the 
water requirement for the same is 6hr/acre. (Since most of farmers use electric engines and the power consumption charge is 
as per time basis). 

Hence our cost function amounts to: (assuming 1 acre of land) 

Ct= Cp+ Cl +Cw 

Cp= INR 450 (2 pass of cultivator, field capacity 1acre/1hr) 

Cl = INR 1350 (it requires 3 hr for 1 acre) 

Cw= INR 300 (it requires 6 hr for 1 acre, each hr of electricity amounts to Rs 50) 

Thus the total cost amounts to INR 2100/acre. 

Paddy is mostly flood irrigated and it also occurs multiple times. For the present calculation we have assumed only one time 
watering. 

Scenario II: 

 What we are suggesting in the present model is the primary tillage should be carried out through cultivator single pass). Then 
we should have rotavator operation (single pass) which should be followed by laser leveling operation. It would substantially 
reduce the time taken for laser leveling and would also help to prepare a much better and even field. The leveling of field thus 
achieved is within 2inches or 50mm which was around 75mm in Scenario I. 

Hence our cost function amounts to: (assuming 1 acre of land) 

Ct= Cp+ Cs + Cl +Cw 

Cp= INR 450 (2 pass of cultivator, field capacity 1acre/1hr) 

Cs = INR 500 (1 pass of rotavator) 

Cl = INR 450 (it requires 1 hr for 1 acre) 
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Cw= INR 200 (it requires 4 hr for 1 acre, each hr of electricity amounts to Rs 50) 

Thus the total cost amounts to INR 1600/acre. 

The comparative analysis shows that in scenario II the farmer gains around INR 500/ acre. Since we have considered only single 
time watering for calculation of the cost function, the benefit would further increase considering multiple watering of the field. 
In actual case paddy requires 4/5 times of flood irrigation which amounts to huge cost saving in case of Scenario II. 

Entrepreneur point of view: 

Laser leveling operation is mostly catered through custom hiring business model. The way this business happens is, the 
customer does his booking through an agent or personal contact. Then customer is supposed to prepare his land i.e. carrying 
out primary tillage of his land and then ask for the laser leveling operation to follow. The farmer or entrepreneur, who owns the 
laser leveller, limits himself only to the leveling operation. Because of high demand they don’t cater any primary tillage 
requirement. But as per our present study, we would propose a business model where this service is offered in a package way 
and also priced in a package. As discussed in case of Scenario I, since the operation consumes higher time due to poor quality of 
land preparation. Hence assuming an annual utilization of 500 hr of laser leveling operation, he could cater to only 170 acre of 
land leveling (assuming 0.33field capacity). Since the present charges as per Hr basis, the business is more centered on clocking 
more hr of operation rather than providing a better quality job.  

As discussed in Scenario II, the entrepreneur should tie up with other farmers who are providing primary and secondary tillage 
operation. With a mutual agreement they can work more effectively and also add more value to the customer. Like instead of 
INR 2100, the famer would pay INR 1600 for the same operation. From a macro perspective, the entrepreneur with improved 
field capacity could cover more area too. For annual utilization of 500 hr, he could cater to 500 acre of operation. This would 
substantially improve the water consumption scene in the local area. 

Government point of view: 

To raise public awareness and involvement in water conservation and environmental activities, the mass media ranging from 
local folk to electronic media should serve as a vital role. To raise public awareness on latent issues and to promote people's 
Participation, in environmental activities and conservation of natural resources, development of environmental education 
resource material and use of traditional and modem media of communication need to be strengthened.   

Existing research and development efforts need to be strengthened to develop the appropriate low cost technologies 
considering the possibilities, opened up by GPS/ GSM, advanced engineering, information and material technologies and 
remote sensing, tailored to the local environmental and socio-economic conditions. 

Existing laws and enforcement mechanisms should be subjected to periodic review to evaluate their adequacy and efficacy in 
the light of changed circumstances and experience. 

CONCLUSION 

 An improved laser-controlled land leveling operating model is required having a high level of accuracy and low cost. 
Furthermore, use of rotavator and the automatic surveying system and the auxiliary decision support system will be developed 
in our next study to extend its functions.   Advanced and appropriate laser-controlled leveling technologies have good potential 
for application in precision farmland management and in water-saving irrigation. 

Effective government control and policies are required to make this model successful. 

Implementation of the aims and objectives of sustainable policy will need support policies and systems for filling up of the gaps 
in the existing institutional set up, legislative instruments and enforcement mechanisms, research and development, 
mobilization of financial resources, creation of public awareness and training of professionals. 
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DEFINITIONS, ACRONYMS, ABBREVIATIONS 

Ct = total cost of production 

 Cp = cost for primary tillage 

  Cs = cost for secondary tillage 

  Cl = cost for laser leveling 

  Cw = cost for water consumption 

  Ci = cost for inputs like fertilizer and pesticides 

Ch = cost for harvesting 

INR- Indian Rupees 
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East or West: Innovation is the best 

 

Sushil Bhatia 

Sawyer Business School 
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How Emerging countries are using Innovation Models to grow their economies 

Western countries over the decades have used innovation to grow and sustain their economies. The uses of innovation along 
with entrepreneurship - in business, in education and in family life- have resulted in technological advances, increases in 
standard of living and overall growth in different sectors of their economy. 

Using the same pattern now emerging countries like China, India, South Korea, Brazil, and Russia are adding spark to their 
economies and are showing   regular growth in their GDP. 

The paper will examine how  these countries have used this  approach in introducing new products, new services and created 
new entrepreneurial opportunities for their citizens thus raising their standard of living, bringing stability to the country and 
raising their innovation and happiness index. India, for example, has declared 2010-2020 to be the decade of innovation. 

The paper will also examine the role of fitness, culture and spirituality of these countries and how this approach adds a new 
dimension in this pursuit. 

Keywords: Innovation, New Products, Spirituality, Emerging countries. 

 

Background: A  list released recently  “What were the greatest inventions of all time” shows that out of 300 inventions included 
in the list 85%+ are from USA, about 10% from Europe and remaining from the rest of the world. (Edinformatics) 

Emerging economies have taken note of it, realize that one of the best ways to grow their economies is through 
innovation/inventions and are putting new policies in place to achieve that goal. 

Here is what some emerging countries are doing. 

South Korea and Brazil 

National Innovation Systems: A case study of South Korea and Brazil (Ho and Luban) indicate that in the past decades, the 
Korean government has shifted its stance from having a leading hand in R & D activities from the 1960’s and 1970s to the 
encouragement of private firms to perform R & D. In 1980, 62% of R & D was performed by public institutes, along with 9.2% by 
Universities and only 28.8% by private firms. By 1990, this had dramatically shifted to 74% of research performed by private 
firms (an increase of 45.2%) whilst the public sector only performed 18.5% (drop of 43.5%) (Chung). 

The same situation existed in 1970s Brazil- i.e. public R & D dominating private R & D- however, the trend remained. Brazilian 
firms have showed little interest in performing R & D. Dahlman and Frishtak indicate that the number of firms that declared R & 
D in their tax returns totaled 1,050 in 1976/77, dipped to 780 in 1981/83 and recovered to 1,090 in 1985. In the same study 
state that the Electronics was the most active at 34.9% and the vehicles sector second with 23%. (Dahlman and Frischtak) 
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The type of R & D performed in Korea has shifted towards technology development over basic. Basic research declined from 
22.9% in 1970 to 13.2% in 1996. In addition, the Korean state founded companies, the chaebois, had reached the technological 
frontier from reverse engineering and efforts were poured into R & D to gain international competitiveness. This was a key 
strategic move for Korean firms since they had small domestic economy compared to Brazil’s (and most industrialized countries 
that they were competing against) and therefore had to compete in foreign markets. 

Russia 

  According to a recent article Russia Plans to Promote Technology Innovations (Kramer) 

According to this article Russia has floated a new approach to catching up with the West in technology, a problem that has 
bedeviled the economy here for decades in spite of the country’s rich tradition in science. (Kramer) 

The initiative is the latest in a long line of policies trying to free Russia from the boom-and-bust cycles of commodity prices by 
making better use of the talents of its citizens. 

The government will order ministries and state companies to use more of their procurement budgets to buy products that 
qualify as “innovative” and that are made in Russia. 

Translating Russia’s bounty of scientific talent into popular, or even functional, products is a problem that has vexed the 
country since Soviet times. In a recent survey by Thomson Reuters, Russia lagged far behind China, Brazil and India in registered 
patents, even though the country’s officials project a self-image of scientific accomplishment. It is now recognized as an acute 
economic vulnerability because about 80 percent of exports are natural resources like oil and metals, making Russia susceptible 
to their price swings. 

 

Russia’s Innovation gap 

Before the 1990s, Russia was widely regarded as a science and technology powerhouse, able to hold its own in fields such as 
theoretical physics and nuclear technology and a world leader in space technologies. The collapse of the Soviet technology, 
particularly the industrial/military complex, to which most Russian R & D investment was directed, brought down a system that 
was based largely on technological prestige and bureaucratic planning. 

The only type of R & D funding that has grown substantially in the past decades in foreign funding, which more than doubled to 
10.3% of the total in 1999 (up from 4.6% in 1995), thanks to grants and foreign investment. But the danger of such foreign 
funding is that it is volatile and subject to changing business perceptions, as well as competition from other countries. 

In fact, despite the magnitude of its assets and its world-class achievements in several scientific disciplines, the output of the 
Russian science and technology sector is rather modest. Russia ranks seventh in the world for the number of scientific 
publications its produces, around 3.5% of the total. And the volume of its resident patent applications has continually 
decreased over the 1990s (one per 10,000 population in 1997 compared with 4.5 in the United States, 2.5 in the EU and 3.8 in 
Nordic countries). 

China 

Unlocking Innovation in China 

Can China become a nation of innovators? Its government hopes so. It has a plan to make China an innovative society by 2020. 
Increased innovation, it argues, will be vital for China to move up the technological ladder to produce high-value goods and 
services. Indeed, homegrown innovation could be vital to solve many of China’s challenges, such as energy productivity and 
pollution, and to position Chinese companies competitively in the global market. (Economist) 
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The pursuit of these goals is transforming China. No longer just the workshop of the world, the country is also becoming a 
laboratory, research and development (R & D) centre and consumer market. It stands out as leading R & D base for work in 
areas such as stem cell research and nanotechnology. China now publishes more academic papers on nanotechnology than any 
other country. 

The government is spurring this trend. Over the last decade, China has increased its spending on R & D by 20% per year. Its 
target for overall spending on R & D (public and private) is 2.5% of GDP by 2020, up from 1.5% in 2007. This compares with 
3.8% in Sweden in 2006, 3.4% in Japan in 2006 and 2.7% in the US in 2007. The government also foresees reducing China’s 
reliance on foreign technology to 30%, down from the current level of around 50%. 

 

No patent law existed in China until 1985, and the country has deserved reputation for trampling on intellectual-property 
rights.  But that could be changing. Anxious to promote domestic innovation, the Chinese government has created an 
ecosystem of incentives for its people to file patents. (Economist) 

Such incentives produce results. In 2008 Huawei filed more international patents than any other firm in the world. China’s 
overall patent filings grew by 26% a year between 2003 and 2009, says a new report from Thomson Reuters, an information 
service. Growth was much slower elsewhere: 6% in America, 5% in South Korea, 4% in Europe and 1% in Japan. 

. A recent report (In Innovation Race, China is not yet a rival) by Thomson Reuters tries to draw a more accurate link between 
corporate patent filings and real innovation. It does so by measuring not only the number of patents a company files, but also 
the influence, global reach and success of its patents. (Lohr) 

The result is a list of the 100 most innovative companies in the world, not ranked, just in our out. Most of the names on the list 
are no surprise. Forty percent are from America, including IBM, Apple, Microsoft, Boeing, Exxon Mobile and Intel. 

One surprise: not a single Chinese company is on the list. Yet China has become the most prolific patent filer in the world, 
pursuing a national plan to become an economy based on innovation rather than imitation. 

But patent numbers-like standardized test scores- aren’t everything. To rank high on the Thomson Reuters innovation-weighted 
scale, patents must meet other criteria: success (ratio of patents filed to those granted in the last three years), global (filed in 
the four main patent offices, United States, Europe, Japan and China) and influence (how often patents are cited by others). 

The 100 innovative companies selected by Thomson Reuters did well in 2010. They added 400,000 jobs, while sales on average 
rose 13 percent. It does appear to be more than coincidence, even though there is a lot more to corporate success than filing 
high-quality patents. (Lohr) 

Rural India and National Innovation Foundation 

India’s rural innovators have proved that ordinary people are indeed capable of extraordinary inventions. Despite many 
constraints-lack of education and severe cash crunch- most of them have succeeded in using technology cost-effectively to 
build ingenious products. (Reify) 

A washing-cum-exercise machine, hand operated water lifting device, portable smokeless stove, automatic food making 
machine, solar mosquito killer, shock proof converter, a floating toilet soap are few of the products on display at the exhibition 
of grassroots innovations at the President’s house.  The exhibition has been hosted at the President’s house since 2010, as the 
President wished to give grass roots innovators, a platform to showcase their amazing innovations. 

The exhibition is organized by the National Innovation Foundation (NIF), a grant-in-aid institute under the Department of 
Science and Technology (DST) set up in February 2000. 

The mission of NIF is to make India a global leader in sustainable technologies by building upon genius of grassroots 
technological innovators and traditional knowledge holders. 
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Suggested approach to raise the innovation level 

But to do all this and to be innovative, besides government regulations, incentives and encouragement the potential innovators 
need to change their mind set, 

Business landscape is littered with failed idea, products and ventures with too much passion and not enough clarity, focus and 
action to implement and to execute. 

Passion must be harnessed and directed into action, focus, implementation and execution. All of this really means that you 
need to make a long-term commitment. To live through highs and lows and not to lose heart and not to GIVE UP.  In short, be 
persistent and show COMMITMENT.  See it to the end and be a leader to get there. 

Actually, passion carried too far and not balanced by reality and practicality can destroy a venture. 

Too much passion is boring as it boxes you in.  Balance is good. 

We must remember that success is a journey, not a destination. There are many aspects to success; material wealth is only one 
component. Success in life and business could be defined as the continued expansion of happiness and the progressive 
realization of worthy goals. Success is the ability to fulfill the desires with effortless ease, with enjoyment and does not have to 
be at the cost of others. A more balanced approach is needed to achieve success and affluence. With a balanced approach, we 
can put ourselves in harmony with nature and can be creative with care freeness, joy, and love. 

Success also includes good health, energy, and enthusiasm for life, creative freedom, emotional and psychological stability, and 
a sense of well being and peace of mind. The source of all creation is the mind. Fitness – mental, emotional, intellectual, 
spiritual and physical - plays a very important role in our success. 

Some of the most intricate knots of the mysteries of life are bound up in leadership. It is not easy to lead but lead one must. To 
lead one must create and innovate to come up with new approaches for new products, growth and strategy. Leadership starts 
with innovation. 

What has laughter (meditation) got do with learning, entrepreneurship and innovation? 

A lot. 

Laughter is the shortest form of meditation and helps to focus the mind. 

Using the age-old and proven techniques of Laughter, Yoga and Meditation, it is possible to get into the “mindset” where the 
ideas rush forth and answers to the difficult questions emerge from the sub-conscious 

Turning thoughts into Innovation and Creativity 

Laughter is the art and science of “letting go”. And it is necessary to let go if one wants to be a good, creative, innovative leader. 

Use of these techniques (MindSpace) helps to: 

1. Clear the mind and the rest just follows 
2. Increase brain wave activity. 
3. Develop sharper focus, smarter decisions, peak performance 
4. Optimize concentration 
5. Refocus the mind to eliminate the buzz 
6. Give your psyche a “time-out” 
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Use of different forms of Laughter yoga and meditation create changes in central nervous system that produce calm and clarity 

It is not difficult to laugh without a reason: Self-induced, stimulated laughter can easily be converted into real laughter when 
you do it in a group. Laughter is infectious, and it spreads when you laugh in company. Still hesitant and wonder how to laugh 
without reason?  Best advice:    “FAKE IT TILL YOU MAKE IT” 

Laughter, Meditation and Brain Waves 

When you drop a small stone in water, you see waves. Similarly our heart and our brain have wave patterns. The wave pattern 
of the heart is measured by ECG (electro cardiograph). The brain waves are measured by EEG (electro encephalograph). 

Using the brain wave studies, scientists have discovered that our brain waves are of four types. The brain waves also have peaks 
that are similar to the peaks we see in water waves. The number of times the peak appears in one second is called "cycles per 
second".  (Brain and Health) 

Beta (13 to 25 cycles per second) 

This brain wave indicates that your conscious mind is in control. It indicates a mental state of logical thought, analysis, 
and action. You are alert and awake talking, speaking, doing, solving problems, etc. 

Alpha (8 to 12 cycles per second) 

This brain wave indicates relaxation and meditation. It is a state of relaxed alertness good for inspiration, learning 
facts fast. 

Theta (4 to 8 cycles per second) 

Deep meditation. This is associated with life-like imagination. This is best for suggestibility and inspiration. 

Delta (0.5 to 4 cycles per second) 

Deep dreamless sleep. Deep relaxation. 

Left-brain and right brain working together 

Usually the left-brain and the right brain waves are independent. They reach peaks independent of each other. During 
meditation and deep relaxation, the left brain waves and the right brain waves happen together. For both, the peaks are 
reached together. This is called synchronization. Scientists now believe that synchronization makes much greater mind power 
available. This is associated with learning large amounts of information very quickly as well as with creativity. 

Scientists had long believed that brain activity such as brain waves and secretion of brain chemicals were beyond conscious 
control. But experiments have now changed that belief. Now it is proven that some people can control their brain waves, etc. 

We must remember that the subconscious mind functions voluntarily, whether we make any effort to influence it or not.  The 
subconscious mind will not remain idle. If we fail to plant desires in it, it will feed upon the non–productive thoughts. 

For the present, it is sufficient to remember that we are living daily in the midst of all manner of thought impulses which are 
reaching our subconscious mind, without our knowledge – some negative and some positive. We can influence the 
subconscious mind by positive impulses of desire. 

Everything we create begins in the form of a thought impulse. We can create nothing, which is first not conceived in thought. 
Through the help of the imagination, thought impulses may be assembled into plans. The imagination when under control may 
be used for the creation of the plans and purposes that lead to success in one’s chosen field. 
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“Art of laughter” is the science and art of letting go and its use brings our mind to the state of neutrality where it is ready to 
accept new things, ideas and new ways of doing things all of which start from the subconscious level. 

THINK NEUTRAL using these techniques help brings the mind to develop and maintain a state of tranquility. IN TRANQULITY ALL 
SORROWS ARE DROWNED. A tranquil mind in a state of neutrality signifies happiness. HAPPINESS IS PEACE. PEACE IS 
HAPPINESS; the least agitated mind provides resistance against all sorrows, as sorrow is nothing but a stage of agitation in 
mind. (Geeta, Ch. 2) 

Unless the mind is quiet, the individual will not have the intellectual leisure for self-development nor the steadiness of 
intellectual application to the problems of life. And unless this is done our life shall be like a lost ship in an ocean without sails 
and radar going nowhere, reaching nowhere and ultimately foundering upon some treacherous rock.. 

Unfolding the potential of the mind 

During Meditation this activity settles down in a natural way, until the finest level of thought is "transcended" and the mind is 
left in a simple state of least excitation - a refreshing and deeply relaxing state of restful alertness. After we have finished 
meditating, the mind is fresher, quieter, more alert, and happier. Any problems that there may have been prior to meditation 
are frequently seen in a better light 

Research shows that regular practice of Meditation (MindSpace) produces: 

•Increased IQ – Development of intelligence 

•Increased Creativity 

•Broader comprehension and increased focus 

•Improved perception and memory 

•Greater orderliness of brain activity 

 

 

 

 

 

 

 

Students at Maharishi International University in Fairfield, Iowa, who regularly practiced Transcendental Meditation, increased 
significantly in intelligence over a 2-year period, compared to control subjects from another Iowa university. This finding 
corroborates the results of two other studies showing increased IQ in Maharishi International University students. (TM institute 
study) 

This study used the Torrance Tests of Creative Thinking to measure figural and verbal creativity in a control group and in a 
group that subsequently learned the Transcendental Meditation technique. On the post test 5 months later, the Transcendental 
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Meditation group scored significantly higher on figural originality and flexibility and on verbal fluency. (The TM technique & 
Creativity, Cornell,) 

 

 

 

 

 

 

 

 

A sense of fulfillment results from a day’s work that has been done satisfactorily. With this satisfaction comes the calmness and 
single wontedness of the mind. (Akhand Jyoti) 

Laughing clubs of America describes the condition of the mind through laughter quotient (LQ). 

A midpoint LQ will help mind become more innovative. (Laughing Clubs) 

You only get endorphins from the physical act of laughing and not from cerebral pleasure of getting the joke intellectually 
(Dunbar). The physical act will free up your mind to be more innovative. 

Sawyer concludes that when you feel like laughing let it all come out. Don’t just do the “wry smile” and try to look cool. The 
louder and longer the better you feel. 

A recent Organizational Innovation and performance study (HO) shows that meditation experience significantly and positively 
influenced employees SDL (self-managed learning), companies OI (Organizational innovation) capability and OP (organization 
performance).   The study also found that these three are interdependent. 

It has been reported that people who meditate are more likely to rate the sustainability issues as important.  (Keirsten) 

It is impossible for teams to be innovative when they are afraid. Nothing kills ideas like fear. Fun is antidote to fear.  Infusing fun 
into workplace can change all that. Leaders know how to laugh at themselves. ( Maddock) 

Winston Churchill and President Reagan were great examples of that. Humor reduces fear and people feel more relaxed, open 
and innovative. 

According to mind/ Body Institute “Meditation  enhances the qualities companies need most  from their knowledge workers: 
increased brain wave activity, enhanced intuition, b better concentration, and the alleviation of the kinds of aches and pains 
that plague employees most”. 

Ruvinsky in her review reports that money does not always bring happiness and loses the power to sooths- the United States is 
the richest nation and is also populated by the most worriers. 

Worry brings fear and fear takes away the power to innovate or lead. (Maddock) 
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In the book - Work+ Life: Finding the fit that is right for you- it is mentioned that meditation will become core competency for 
managing innovation at work place.  Why? Because meditation is simply being quiet which is what we need to bring our best, 
most innovative part to work? (Yost) 

Conclusion:  

It is necessary to help people open up their minds to create  new ideas, new ways  of doing things and new approaches to be 
more innovative and inventive. This will help the community, society and the country. 

A number of techniques that can be used to achieve this goal have been covered in this paper. 
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Abstract 

The theoretical literature studying the impact of patent policy on research and development (R&D) expenditure by firms 
advocates ambiguous influence. The appropriability thesis proposes that patent protection influences the firms to increase the 
R&D expenditure positively. Alternately, due to the reduction in competition and defensive patenting the impact of protection on 
the expenditure may be negative. This ambiguousness renders the issue essentially empirical. In the Indian context, existing 
literature  focuses  on  the  determinants  of  R&D  expenditure  including  firm-specific  variables, ownership and sources of 
finance. This paper fills the gap and studies the impact of the patent policy changes on the R&D expenditure of the Indian industry 
using data from 54 industries at 3 digit NIC classification for the time-period 1990-2010.  The results show that the policy changes 
have a positive impact on the innovation.  

Keywords: Patent Policy; Research and Development  

Patent Policy and Research and Development Expenditure: Evidence from Indian Industry  

1. Introduction 

The patent policy of an economy is a significant tool of the technology policy to stimulate innovation. The primary objective of the 
institutional framework of the patent policy is to ensure appropriation of the investments made in the research and development 
(R&D) activity by the producers. The history of patent system reveals that developed economies formulated patent regime 
according to the special requirements of their industry. For example, Switzerland introduced mechanical invention patent to 
protect its watch industry, but initially withheld patent protection on chemical substances and processes because its 
infant chemical industry relied upon imitating German technology (Kaufer 1989). Traditionally, patent policy is territorial in 
nature with the level and conditions of protection being determined by national laws and enforcement institutions. The 
domestic characteristic of the policy was lost with the “Agreement on Trade Related Aspects of Intellectual Property Rights” 
(TRIPs) under the aegis of World Trade Organization (WTO)

1
.  

TRIPs agreement lays down minimum substantive standards of protection for member states to formulate their domestic 
legislation on seven types of intellectual properties including patents. The legislative stipulations with regard to seven IPs 
include specific provisions for subject matter of coverage, rights covered, exceptions granted, and the duration of coverage. 
“When fully implemented, TRIPs will unambiguously strengthen protection of intellectual property rights almost worldwide, feat 
not achieved by any single international treaty up to now,” Watal (2002, 304).  

India as a founding member of World Trade Organization (WTO) complied with the TRIPs agreement by 2005 and 
changed domestic legislation as per the agreement's stipulation. This compliance increased the strength of patent rights 
provided to right-holders. The most significant changes in the patent policy following TRIPs compliance included increase in the 
duration of patent protection to 20 years, provision for product patents for food and pharmaceutical industry, signing of Paris  
Convention  and  Patent  Cooperation  Treaty,  and  making  provisions  for  the  preliminary injunctions, contributory 
infringement and burden of proof reversal. These changes have raised concerned about the gains from signing the 
agreement. The literature shows that an economy predominantly gains through two channels as the patent protection 
increases. These channels include  
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1
 The need for the international protection of intellectual property rights (IPRs) became evident when foreign exhibitors 

refused to attend International Exhibition of Inventions in Vienna in 1873 (WIPO 2005). IPRs became part of international 
agreements with Paris Convention (1883) and Berne Convention (1886. Following this there were many developments at 
international level that lead to the establishment of World Intellectual Property Rights Organization (WIPO) in 1970. The 
treaties monitored by WIPO do not require its member states to stipulate similar standards of protection in their domestic 
legislations covering different IPRs, the condition required by TRIPs. stimulation given to the domestic innovation and the 
facilitation of technology transfer through strong rights. In the Indian context, Sharma and Dutta (2008) empirically investigate the 
impact of the patent policy on domestic innovation and found positive results. The study uses difference-in-difference approach 
and classify the industries into paten-sensitive based on US data. Clearly, there is a need to study the impact of patent policy on 
the innovation in the Indian industry.  This paper studies the impact of patent policy changes on the innovation of the Indian 
Industry using data from 54 industries at 3 digit NIC classification for the time-period 1990--2010.  The results show that the policy 
changes have a positive impact on the innovation.  

The paper is organized as follows: Section 2 present the background of the relationship between innovation and patent policy 
along with the literature review. Section 3 give details of the variables, data and empirical strategy. Section 4 discusses the results 
followed by the concluding Section 5.  

2. The Background 

Non rivalry and partial excludability as defining characteristics of knowledge render knowledge goods as impure public 
goods (Romer 1990). Once fixed costs have been incurred to produce knowledge sensitive goods, marginal cost of 
providing additional unit of these goods is zero or minimal. According to the marginalistic principle of optimization, the price of 
knowledge good must be zero. A zero price of knowledge good adversely affects the incentive of innovators who make 
extensive investments for generating these knowledge goods. The appropriability of R&D resources can be ensured by the patent 
policy of a country. A government‟ s intervention by means of patent policy  makes  knowledge  goods  excludable  limited  to  
the  commercial  use  of  products.  This commercial use implies making, using, offering for sale, selling, or importing of 
patent policy sensitive goods according to TRIPs. The patent regime involves trade-off between static losses due to the monopoly 
rights given to the right-holders and dynamic gains to the society in the form of incentives to innovators to create 
knowledge goods. An additional benefit of patents is due to the disclosure requirement of the patent applications to ensure 
that sufficient information is made available to other researchers and new knowledge has not been kept secret under 
imitation threat. Mazzoleni and Nelson (1998) elaborate that disclosure requirements are important for furthering 
technological change of an economy as a single inventor cannot exploit all the possible uses of an invention.  

Theoretical reasoning espouses that the producers of knowledge goods facing competitive markets deal with the threat of 
imitation. A study by Mansfield (1985) on 100 firms from 13 manufacturing industries indicates that for products and process, 
odds are better than 50-50 that a development decision leaks out in less than 18 months. The personnel turnover, informal 
communication networks among engineers and scientists working at various firms, professional meetings, input suppliers, and 
customs are different channels through which information leaks out. This information leaks do not imply that the imitation of 
the product also takes place immediately. Mansfield, Schwartz and Wagner (1981) study on 48 product innovations has 
shown that the ratio of imitation costs to that of innovation cots is as high as 0.65 and the ratio of the imitation time to the 
innovation time is 0.70. Industry specific characteristics (Mansfield 1986), tacitness of technology, circumstantial sensitivity of the 
industry technology (Evenson and Westphal 1995), and R&D undertaken by competitors that affects absorptive capacity of the 
firms (Cohen and Levinthal 1989) determine the extent of imitation. The excessive imitations reduce R&D expenditure by firms as 
these firms are not able to recover these investments.  

Scherer (1980) argues that the existence of non-patent barriers; substantial natural imitation lags, first-mover advantage, and 
oligopolistic market structure are important factors that diminish significance of the patent policy as a mechanism to appropriate 
returns from R&D investments. Levin et al. (1987), in their popular study referred to as “Yale Survey”, explore patents vis-à-vis 
alternative means of appropriation in the U.S. manufacturing industry. The survey confirms that the other means of 
appropriation namely lead time, secrecy, learning advantages, and sales and services efforts are typically more important 
than the patent system. Levin et al. (1987, 816) conclude, “… the patent system and related institutions to protect 
intellectual property should be understood as social structures that improve the appropriability of returns from 
innovation. They are not the only nor necessarily the primary barriers that prevent general access to what would otherwise be 
pure public goods.” Cohen, Nelson and Walsh (2000) have conducted another survey in R&D labs of the U.S. manufacturing 
industries in 1994 and reconfirmed results of the “Yale Survey”. Cohen et al. (2000) show that firms also use patents for strategic 
defensive purposes including “patent blocking”. Patents play multifaceted role among firms including “regulatory capture” 
(Kortum and Lerner 1998), and “strategic response” (Hall and Ziedonis 2001). Kortum and Lerner (1998) confirm the 
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“regulatory capital” hypothesis that is firms do aggressive patenting to improve their negotiating position with larger owners of 
the patent policy. “Strategic response” hypothesis proposed by Hall and Ziedonis (2001) implies that the firms with a large sunk 
cost expand patent portfolio to trade. As an alternate to patent system, state can also reward innovators to recognize their 
contribution to the society and make innovations available to public. It is evident that the relationship between the patent policy 
and R&D expenditure by the firms is ambiguous leaving the issue for empirical investigation.  

In the Indian context, the empirical literature studies the determinants of R&D expenditure with each study focusing on a specific 
aspect. These determinants include firm size, market structure, export intensity (Nagesh and Aggarwal 2005; Mishra 2007; 
Gosh 2009), technology  imports (Aggarwal 2000), export intensity and ownership related aspect (Gosh 2009). Sharma and 
Dutta (2008) have undertaken study for the Indian firms using difference-in-difference approach with the classification of the 
industries into patent sensitive based on the trend in U.S. industries. Such a classification need not be appropriate for an 
emerging economy like  India that may purchase technology from international market instead of creating it. Such 
transfers and consequent adoption, adaptation and imitation may effectively alter the relationship between the R&D 
expenditure by Indian industry and patent policy. Evidently, there is a need to conduct a study to understand the relationship 
between the changes in the Indian patent policy introduced after TRIPs compliance and its influences on the domestic 
innovation.  

3. Variables, Database and Empirical Strategy 

The present study uses R&D expenditure as a proportion of sales that is research intensity (RDI). The relationship between patent 
protection and RDI needs to be conditioned for various variables.  

Demand Factors  

The demand forces, that affect the expected profit from an invention, play a leading role in determining both the 
direction and magnitude of R&D activity (Schmookler 1954). Scherer (1982) corroborates demand-pull hypothesis of the 
innovative activity. Rosenberg and Frischtak (1984) argue for the bi-directional relationship between demand and innovative 
activity. The initial stimulus is however provided by macroeconomic conditions that regulate “… demand conditions in most 
sectors, so that introduction of new products and processes tend not to occur unless the economic environment is conducive to 
increases in consumer spending and investment activity,” (Rosenberg and Frischtak 1984, 16). The growth rate of sales (SAL) 
captures the market growth in the present model (Aggarwal 2000).  

With the increasing globalization the demand factors are not only limited to domestic boundaries and are spread beyond national 
borders. Zimmerman (1987) finds stronger impact of the demand created by exports as compare to the domestic demand. 
Furthermore, exporting companies are aware of the international technology trends and are more likely to adopt the same 
(Evenson and Joseph 1997). Therefore, the model includes export intensity measured by the percentage of exports to total 
sales (EXP) as an exogenous variable.  

Supply Factors  

The model contains supply side control variables of profitability (PBT). Apart from the expected returns, financial factors 
form another basic set of considerations relevant to R&D expenditure decision  making.  The  relationship  between  financial  
factors  and  R&D  investment  has  been extensively explored in literature. Hall (1992) explored different means to fund R&D 
investment by firms including cash flow, debt, and equity. Firms prefer internal source including retained earnings or internally 
generated funds to finance R&D expenditure. Since, R&D expenditure involves extreme riskiness, moral hazard problem, and 
extensive transaction costs firms rely on internal resources for funding innovative activities. Gosh (2010) has explored 
different funding avenues for the R&D expenditure for Indian industry and finds evidence supporting Hall (1992).  

Technology Related Factors  

The technology related factors include availability of technology in the market through embodied form in capital imports (CI) 
and disembodied form through licensing (TECH) (Ray and Bhaduri 2001). The emerging economies like India can either create 
novel technology or buy the same in the international market for technology (Lall 2000). The technology bought may complement 
in-house research efforts or could be a substitute to the same. According to Ray and Bhaduri (2001), the capital imports necessitate 
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further R&D to adapt and absorb the technology whereas licensing imply direct import of technology reducing indigenous efforts.  

Market Structure  

The relationship between the market structure and innovation has been extensively explored in literature. Schumpeter 
(1942) argue that the market power provides incentive to the producer to innovate. Furthermore, the ex-post monopoly 
power that a successful innovation may generate also entice firms to invest in R&D. The vast empirical literature on this issue 
remains inconclusive (Cohen and Levin 1989). The present study use concentration ratio (CR4) to capture the market structure. At the 
same time, the higher product differentiation in the market is also expected to influence the firms to invest in the innovative 
activity to introduce newer products (Aggarwal 2000). In order to capture this aspect, the model includes advertisement intensity 
(ADV).  

Policy Environment  

Appropriability problem, that is the ability of innovator to realize reasonable rate of return on their innovative activity, is the 
major reason for market failure associated with R&D expenditure. I have used two approaches to capture the patent policy 
changes for the Indian industry.  The study uses an index based on the text of the patent policy that is most widely used in 
literature that is Ginarte and Park (1997) index (hereinafter GPI) updated by Park (2008). The authors have calculated index of 
patent rights for 110 countries for period 1960-2000 with a gap of five years. It is calculated as an unweighted average

2
 of five 

categories of patent laws: (i) extent of coverage, (ii) membership in international agreement, (iii) provision for loss of 
protection, (iv) enforcement mechanism, and (v) duration of protection. Each category is assigned value between 0 and 1 and 
index ranges between 0  

2
 The sensitivity analysis by authors show that the ranking of countries is insensitive to weights tested. and 5 with higher value 

indicating strong level of protection. Considering that the index will remain same for all the  industries and to check for the 
robustness the paper includes three dummy variable. DUMM1 = 1 if >1994; DUMM2 = 1 if >1999; DUMM3 = 1 if >2002 based on 
the years in which the major policy changes were introduced in the Indian patent policy.  

Data and Empirical Strategy  

The data is collected from CMIE Prowess that provide firm level data for 25346 companies listed on India's major stock exchanges 
and others including the central public sector enterprises. The data is aggregated for 54 industries at 3 digit National Industrial 
Classification from 1990-2010. SAL and PAT are logarithmically transformed as other variables are in ratio form.  

A panel data model poses the problem that the error term may be non-spherical due to omitted country and/or time-specific 
effects. The existing literature suggests two types of models to take care of country and time specific effects that are fixed 
effects model (FEM) and random effects model (REM). The choice between the two models depends upon whether we treat 
country and/or time specific effects as „fixed‟  or „random‟ . FEM that allows unobserved effects to be correlated with the included 
variables estimates individual effects as parameters. FEM, however, considerably reduces degrees of freedom. If country 
and/or time specific effects are strictly uncorrelated with the independent variables then these are to be modeled as 
randomly distributed (Greene 2005).  

The choice between classical regression model on panel data and FEM is based on F test. Breuch and Pagan (1980) (BP) test based 
on ordinary least square residuals is used to test for REM against classical regression model. Under the null hypothesis, test 
statistics has chi-squared distribution with one degree of freedom. The alternative hypothesis suggests REM specification for 
panel data. The choice between FEM and REM is based on Hausman (1978) test. Under the null hypothesis REM estimator is 
BLUE, consistent and asymptotically efficient. REM estimator is, however, inconsistent if the null hypothesis is not true. FEM 
estimator is unbiased and consistent whether the null hypothesis is true or not. The test statistic has chi-squared distribution 
with k-1 degrees of freedom.  

The macro-panel data with large N and T also poses the problem of unit toot for the series. There are different test to check the 
problem of unit root in the panel data (Baltagi 2008) including test by Levin-Lin-Chu (LLC) (2002), Im-Pesaran-Shin (2003), 
and Choi Fisher-type (2001).  The study uses Fisher type test as Maddala and Wu (1999) show that it is superior to LLC. The 
null for the Fisher test is that all panels contain unit roots. Each variable is checked for unit root.  
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Another problem in the model is that of endogenity as with respect to most of the independent variables there may exist 
two-way relationship with research intensity. For instance, the research intensity that may determine the competitiveness of 
the firms may positively influence exports. With respect to market structure variables as well any successful innovation 
will also influence the concentration ratio and the extent of product differentiation. Moreover, the intensity of technology 
imports (both embodied and disembodied) will influence the research intensity. In order to control for the endogenity the 
variables are taken in lag form (Kumar and Aggarwal 2005).  Table 1 gives the summary statistics as well as the correlation 
matrix of the variables. The final model estimated is:  

RDIit f (SALit, EXPit , PBTit ,CIit ,TECHit ,CR4it , ADVit , PATt) 

 

4. Results and Discussion 

The results of the unit root test reveals non-stationarity of RDI and SAL, accordingly I firstdifferenced the series and 
rechecked for unit root. The test rejected the null for the differenced series. The result of the Hausman test show that REM is the 
appropriate model as the null is not rejected with the (χ2 = 10.66; p= 0.15). Further, BP test statistic rejects the null (χ2 = 16.26; p= 
0.0001) that also suggests preference for REM. Accordingly, I report the results of REM. The results given include robust 
standard error in order to account for heteroscedasticity.  

The results are given in the Table 2. At the industry level only two factors have a considerable impact on the research intensity. In 
line with the existing literature the study finds significant impact of the growing demand on the research intensity (SAL). The 
demand growth provide incentive to the producers to innovate new products and devote more resources to R&D. The 
variable is significant in all the models.  

The changes in the patent policy over a period of time has a positive and significant impact on the research intensity of the 
industries. Column 3 and 4 show that the results whereby the dummy variables captures the policy changes. The 
coefficient of the dummy showing change after 1994 is significant in both the model. After 1994, India as a founding member 
of WTO was required to make legislative changes in the patent law to comply with TRIPs agreement. It appears the anticipation 
has lead to significant increase in the research intensity. The coefficient of the dummy after 1999 is not significant when the 
changes were made. However, the coefficient of the dummy for 2002 is significant and positive. After 2002 product patent 
was allowed for food and pharmaceutical industry that has an impact on the decision of the producers to invest in R&D.  

The model does not find any significant impact of the CI and TECH. It appears that the relationship between the research 
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intensity and technology is more complex. It may require further investigation probably in terms of simultaneous model that is 
not warranted in the given space. Market structure variables and profitability have no significant impact on the RDI.  

The relationship between the patent protection and innovation is conditioned by industry-specific characteristics. In order 
to check the robustness of the results to such characteristics I introduced a dummy for industries that are more sensitive to 
protection based on Cohen et al. (2000). Interestingly, the coefficient of the dummy was not significant and it did not affect the 
coefficient of other variables.  

Table 2: Results of the Panel Data REM; Dependent Variable RDI 

Notes: standard error in the parentheses. † if p < 0.10, * if p < 0.05; ** if p < 0.001; *** if p < 0.001.  

5. Conclusion 

The theoretical literature on the impact of patent policy on innovation advocate ambiguous influence. The appropriability thesis 
states that the firms will invest more in R&D as they will be able to appropriate the sunk costs if the patent protection is 
strong. The disclosure requirements will ensure that the technology is available in the public domain to conduct further 
research instead of being hidden. Alternately, patent will lead to competition that may lead the firms to reduce the R&D 
expenditure. Furthermore, defensive patenting may have a negative influence on the innovation in an industry. Therefore, the 
question of the influence of patent protection on innovation is essentially empirical. This paper fills the gap and studies the 
impact of the patent policy changes on the R&D expenditure of the Indian industry using data from 54 industries at 3 digit NIC 
classification for the time-period 1990-2010.  The results show that the policy changes have a positive impact on the 
innovation. The results also reveal that the growing market demand also induce firms to spend more R&D activities.  
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ECO-GREEN INDUSTRIAL EVAPORATOR: A SOLUTION TO POLLUTION FOR TIRUPUR KNITWEAR INDUSTRY 

 

Jag Prkash Dar  

Rekha Dar, Pearl Academy of Fashion 

 

INTRODUCTION 

Tirupur and Las Vegas have only one thing in common; both cities are dependent on a single factor to keep their economies alive. Just 
think if gambling is banned in Las Vegas, the city will die; similarly in Tirupur, if fabric dyeing is banned the city will die, its entire 
economy revolves around the knitwear industry. Fabric dyeing is the intrinsic part of any knitwear industry. Tirupur’s knitwear 
industry needs to be fully functional to keep the cluster running smoothly to keep maintain the economy of the town.  

The Madras High Court in February 2011 ordered closure of all dyeing and bleaching units in Tirupur cluster not conforming to the 
zero discharge norms of the TNPCB (Tamil Nadu State Pollution Control Board). This crucial decision has a long back ground of nearly 
20 years of negotiations, parleys, petitions, allegations, decisions and requests by the industry to give more time to come up with 
workable solutions. 

Business Line’s article rightly points out “At stake is not only the future of the hosiery industry with export and domestic sales 
turnover of about Rs. 16,000 crores, but also the livelihood of about 5 lakh workers employed in various related industries in Tirupur . 

BACKGROUND 

Over two decades the untreated or semi treated effluent discharges from the Fabric Dyeing plants in Tirupur area have polluted the 
river Noyyal and related water bodies and in some cases the effluents have even affected the ground water. This has resulted in 
serious environmental problem as the water is neither safe for drinking nor useful for irrigation. The farmers of the area have been 
protesting and a PIL is filed by an NGO against the errant process houses to protect the public interest. The Madras High Court after 
hearing the affected parties at several occasions and holding various meetings with connected government departments ordered on 
the 28th of January 2011 that all process houses must conform to the ZLD (Zero Liquid Discharge) norms of the TNSPCB (Tamil Nadu 
State Pollution Control Board) or close.  By ZLD it is meant that every drop of water used for fabric processing should be treated and 
evaporated and no quantity of water can be discharged from the processing unit. 

The Tirupur cluster primarily depends on cotton fibre for its knit fabric. The cotton plant thrives on soil containing calcium and 
magnesium which is carried through the plant to the cotton fibre. The calcium and magnesium blocks penetration of dye during the 
dyeing process and needs to be broken for effective “look” of the fabric, as desired by many end customers. For effective penetration 
of dyes, the dyeing and bleaching units use a variety of toxic chemicals, including hydroxides, hydrochloric acid, sulphuric acid and 
sodium nitrate. The toxic content of the effluents increased in the 1990s with dyers switching to vat dyes and reactive dyes from 
Naphthol. 

Another factor is the flow of water has considerably reduced in the only river in Tirupur i.e. the Noyyal as compared to the 
amount of water which flowed 15 to 20 years back. Noyyal is a tributary of Cauvery which starts from the Nilagiri hills north of 
Coimbatore and flows through Tirupur for about 7 kms. The Noyyal is a non perennial river and depends on natural spring, lake 
or rain water and flows mainly through climatic dry zones where rainfall expected is deficient. Of late the farmers in the 
adjoining Coimbatore district have started using the Noyyal water extensively for irrigation. The demand for water from the 
urbanised ever expanding Coimbatore city, rapidly growing hubs of medium scale industries around it and township clusters’ 
surrounding the city has increased in a big way, resulting in lesser flow of water downstream for Tirupur district. Thus because 
of lesser water flowing in the river Noyyal the effluents discharged in to the river are not dissolved properly raising the levels of 
TDS(Total Dissolved Solids

 
) beyond permissible limits.   

At this stage to ensure the Zero Liquid Discharge (ZLD) effluent discharge treatment and disposal is a huge task. The industry, 
the associations and the government bodies have been working together for past few years to find workable solution to 
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dissolve an estimated 2.5 crores litres of liquid effluent each day. Those who could afford have set up Individual Effluent 
Treatment Plants (IETP) and for those who needed financial and technical support were grouped together connected to 
Common Effluent Treatment Plants (CETP) located at various places in Tirupur area. But the problem is not a simple one as ZLD 
was not achieved, about 20% liquid effluent could not be efficiently cleared with the available technology. The major issue is 
how to dissolve the 15 to 20% effluent efficiently. At present there are 152 IETPs which are mostly installed by the vertically 
integrated process houses or huge process houses. These IETPs discharge estimated 60 lakhs litres liquid effluent each day. 
Adding further to the liquid effluent discharge are about 422 smaller dyeing units and 101 bleaching units which are connected 
to the 20 CETPs located at various parts of the Tirupur area. These CETPs together were discharging an estimated 2.08 crores 
litres liquid effluent per day. Even after all these efforts the problem was not resolved as ZLD was not achieved completely. 
About 20% liquid effluents could not be efficiently cleared with the available technology.. These CETPs together were 
discharging an estimated 2.08 crores liquid effluent per day. The total water handling and effluent discharge details are given 
below- 

Sl. No CETP Name Daily 
Capacity / 
lakh litre  

Number of 
Dyeing units 
using 

Number of 
Bleaching 
units  

Total 
Nos. 

Daily Reject with 20% 
liquid effluent/ lakh 
litre per day 

1 Andipalayam 045 20 Nil 20 09 

2 Angeripalayam 090 59 19 78 18 

3 Arulpuram 055 15 02 17 11 

4 Chinnakarai 080 31 Nil 31 16 

5 Eastern 062 23 04 27 12.4 

6 Kallikadu 030 12 Nil 12 06 

7 Karaipudur 045 19 06 25 09 

8 Kasipalayam 044 12 02 14 08.8 

9. Kunnagalpalayam 055 15 04 19 11 

10 Kupandapalayam 046 14 05 19 09.2 

11 Mannarai 042 19 10 29 08.4 

12 Mangalam 040 15 02 17 08 

13 Mannikapuram 025 09 01 10 05 

14 Murgampalayam 110 47 20 67 22 

15 Park 020 03 Nil 03 04 

16 Rayapuram 055 24 01 25 11 

17 S Periyapalayam 015 07 Nil 07 03 

18 Sirupuluvapati 050 20 04 24 10 

19 Veerapandi 120 58 12 70 24 

20 Vetuvapalayam 015 nil 09 09 03 

 TOTAL 1044 422 101 523 208.8 

The major issue was how to dissolve the remaining 20% effluent efficiently for the estimated 2.5 crores litres of liquid 
effluent discharged each day 

The existing treatment of textile liquid effluent involves three stages: 

a.  First stage comprises of Reverse Osmosis (RO) plant wherein the liquid effluent is subjected to a process 
whereby major portion of the water is separated and purified for further reuse for the process house;  

b. Second stage is the evaporation of the concentrated brine solution using Mechanical Evaporation Systems.  
c. In the third stage the concentrated evaporator rejects are fed into the Crystallizer to separate the salt present in 

the brine solution into solid form.  
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This Mechanical Evaporation: is a process of heating the concentrated effluent using steam energy and electricity requiring 
enormous quantities of firewood and electricity resulting in deforestation and carbon emission. This Mechanical Evaporator 
needs to be shut down once a week for full one day for maintenance and cleaning resulting in shutting down of the main plant. 

THE CRISIS SAVIOUR: ECO GREEN INDUSTRIAL EVAPORATOR 

Eco Green Industrial Evaporator (EGIE) can provide a commercially viable solution to the present crisis by constructing a 
natural evaporator which can help an existing RO system to achieve ZLD norms as prescribed by the TNPCB. This has been 
designed and successfully installed by Green Textile Movement (GTM), National Institute of Fashion Technology-Tirupur 
Exporters Association (NIFT-TEA). 

THE CONCEPT 

The concept of EGIE was proposed by a German Professor to India, Dr. Florien Schindler, in the year 2001 during his visit to 
India when in discussion with Green Textile Movement (GTM) , National Institute of Fashion Technology-Tirupur Exporters 
Association (NIFT-TEA).Tirupur knitwear industry was struggling to find a solution since  the year 1998 with orders of closure 
from the Madras Court  to the errant process houses who could not meet the TNPCB norms and the entire industry was 
without any practical solution. Dr. Schindler remembered that the Germans have been using a contraption made of wooden 
frame which had fine dry branches of apple tree stacked vertically to form a filter to recover salt from sea water, with the help 
from sun and the wind. Dr. Schindler discussed the possibility of solving the pollution crisis faced by the knitwear industry with 
his colleague Prof. Kalidas by setting up a similar plant. Prof. Kalidas was inspired to make a prototype in the year 2002, based 
on the conceptual details provided by Dr. Schindler. This proto did not succeed due to initial design flaws and various other 
reasons. In November 2010 Prof. Kalidas happened to meet Mr. Raja and Mr. P. Mohan informally at a social function, Prof. 
Kalidas mentioned Dr. Schindler’s idea. In December, 2010 the GTM came into existence, as a research wing of NIFT-TEA 
Knitwear Fashion Institute, Tirupur. The founder members of GTM are led by Mr. Raja M. Shanmugham, Chairman, NIFT-TEA 
Knitwear Fashion Institute, Mr. Srinivasan (Seenu), Director, Alpine Knits India Ltd, Mr. P. Mohan, Managing Director, Anugraha 
Fashion Mill Private Limited, Professor Kalidas and Mr. S. Dhananjayan, Chartered Accountant. 

ECO GREEN INDUSTRIAL EVAPORATOR (EGIE) - PILOT TEST PLANT: 

 Dr. Schindler, correcting design flaw making a revised proto with Prof. Kalidas the team was convinced and an ingenious 
workable idea and GTM (Green Textile Movement) was formed in December, 2010.  

 Eco Green Industrial Evaporator (EGIE) follows a simple process of concentrating the brine solution through effective usage of 
various natural energies such as solar, wind and relative humidity in the atmosphere. The GTM team constructing a prototype 
and carried out necessary structural and other modifications to the Gradierwerk technology, to suit the requirements of 
evaporating Concentrated Effluent Brine Solution emanating from the Reverse Osmosis Process being carried out by Process 
Houses.  

A miniature pilot plant of size Length 2.3 meter x Height 2 meter and width 1 meter i.e. a total of 4.6 Square meters plant was 
installed on a trial basis at the factory of one of the members of NIFT-TEA. This mini pilot plant was tested by pumping the 
effluent brine water over to the top and poured into the stashed wooden sticks. The following results were arrived after testing 
the plant for Six days using industrial effluent water: 

Item  Day 1  Day 2  Day 3  Day 4  Day 5  Day 6  Day 7  

Specific Gravity Of 
Feed Water  

1. 03  1.042  1. 061  1.094  1.104  1.154  1.18  

Ambiant Dry Bulb C / 
RH %  

27.8 / 54  29.8 / 60  30.7/ 58  30 / 55  28.7 / 45  29 / 44  30 / 57  

Wind Velocity m/s  3.2  4.1  3.4  2.5  2.3  2  3.3  

Evaporation , Litre/ 
day  

980  1080  950  900  915  870  850  
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The table above clearly shows that the evaporation of concentrated effluent to the tune of not less than 200 Litres per square 
meter takes place using EGIE whereas the natural  evaporation of the solar ponds is only 4.5 Litres per Square Meter. 

EGIE- COMMERCIAL TEST  PLANT 

An improved model was made for commercial test. This commercial model was constructed using 30 ft high wooden frames. 
Then thorny shrubs of Prospris Julisflora tree were stacked tightly onto its various wooden compartments and at the top there 
is a wooden trough having numerous holes. All wooden structures- frames, compartments and trough were made waterproof 
by applying eco friendly cashew nutshell liquid found in the honeycomb structure of the cashew nutshell; the fishing 
communities use this oil to protect their boats from salt water for past few hundred years. The effluents were lifted, using 7.5 
hp motor, to the wooden trough and is allowed to trickle down the stacks of the thorny shrubs. Following this the effluents 
percolated through the shrubs and evaporate with the help of wind and sun, which is available in abundance in Tirupur. 

As much as 100,000 litre of water with 30,000 TDS ppm of salt treated in such manner gave an output of 10,000 litres with 
200,000 TDS ppm salt. The remaining 10,000 litre was converted into solid waste using a crystallizer in a chilling unit, thus 
attaining zero liquid discharge.  

STRUCTURAL DESIGN OF THE COMMERCIAL TEST PLANT: 

The model plant has dimensions 20 meter length and 10 meter height and 2 meter width. 

 

Tirupur being located very close to the Palaghat, the wind pass of the Western Ghats, this creates a Venturi effect allowing 
wind to blow strongly, throughout the year. To ensure that the strong winds do not carry any effluents at the exit points 
curtains made of finely meshed coconut coir are placed on the wind exit side of the EGIE.  

On 18
th

 July the IIT Madras team submitted their observations the extracts are given bellow, which are self explanatory- 
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The daily newspaper The Hindu has carried an article in their Tuesday 19th July paper declaring that “Owners of dyeing units in 
Tirupur Knitwear cluster had something to cheer about on Monday evening when they received the news that Indian Institute 
of Technology (IIT) – Madras certified as viable the Eco Green Industrial Evaporator (EGIE) developed by the research team of 
NIFT-TEA knitwear Institute here.” The article further quoted NIFT-TEA Institute chairman Mr. Raj M. Shanmugham “The new 
technology could be used by the dyeing unit owners as a replacement for the mechanical evaporators, which had been causing 
immense operational bottlenecks for the entrepreneurs in their attempt to achieve ZLD”  

This fact changed the belief that ZLD is IMPOSSIBLE. The team GTM, it seems did not read impossible as single word but broke 
into two, to read I’M POSSIBLE! 
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This model has been working for more than 6 months now. The Agriculture Minister, President of Noyyal River Ayuktdars 
Protection Association, members of TNPCB, all have agreed Eco Green Industrial Evaporator (EGIE) is an eco friendly solution to 
the existing crisis. The motor of the Eco Green Industrial Evaporator  is currently uses the conventional electric power supply 
,but to make it total environment friendly GTM team are in process of research to replace the power source of the 7.5 hp lift 
motor by making the effluent itself workable using the biotechnology. They are also contemplating other natural sources like 
using a standalone wind generator or photovoltaic panels to use solar energy or a combination of both. 

Further research is in process by GTM to purify the resultant salt with a view to reuse the same has also yielded encouraging 
results so as to eliminate the difficulty in sludge disposal.  

ENVIRONMENTAL ADVANTAGES OF ECO GREEN INDUSTRIAL EVAPORATOR: 

Is environment friendly and helps improve the surrounding ecosystem by increasing soil moisture content which is good for 
agriculture. It is not only environmental friendly; it is also agriculture friendly and industry friendly option to dispose of the 
industrial effluents: 

Environment Friendly: 

 Conventional mechanical evaporator uses enormous quantity of fire wood – Tirupur alone require 3300 tons of firewood per 
day – whereas, by switching to EGIE, the requirement of firewood for evaporation is entirely eliminated thereby minimizing 
deforestation. The conventional mechanical evaporator consumes enormous amount of electricity thereby causing excess 
carbon emission to the environment – whereas EGIE require very little electricity thereby minimizing carbon emission. 

Agriculture Friendly: 

EGIE contemplates evaporating the concentrated brine by natural process using wind and solar energy, facilitating retention of 
soil moisture in the vicinity of the plant thereby enabling high vegetation growth; Switching over to EGIE will permanently 
ensure absolutely zero discharge of effluent into the river so that damage to cultivable soil is eliminated;  

The increased volumes of evaporation on a day-to-day basis, there is ample possibility that there will be better rainfall in the 
surrounding area; 

Industry friendly: 

EGIE facilitates evaporation of concentrated brine solution in a most efficient and cost effective way using natural resources, 
providing an almost zero cost alternative to the existing expensive mechanical evaporators. The major advantage of EGIE is that 
it facilitates cleaning large volumes of water through natural process using natural resources such as wind and solar energy  

COMMERCIAL ADVANTAGES OF ECO GREEN INDUSTRIAL EVAPORATOR 

In comparison to the existing RO system using mechanical evaporator: 

1. Cost effective  
2. User Friendly.  
3. Approximate savings for 10 ton capacity unit is Rs. 70000 per day 
4. Around 2100 units of electricity is required to operate mechanical evaporator whereas, only 144 units is sufficient for 

EGIE 
5. Approximately 567000 Kgs of coal or 837600 Kgs of Bio Mass required operating multiple evaporator of one unit of 10 

ton capacity.  
6. The feed water into Crystallizer from Mechanical evaporator is 45º to 50º C, whereas the feed water into Crystallizer 

from EGIE is around 20º to 22º C.  
7. Further research is being conducted by GTM to purify the resultant salt with a view to reuse the same has also yielded 

encouraging results. This will eliminate the difficulty in sludge disposal as well.  
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THE COMPARATIVE CHART: 

Eco Green Industrial Evaporator implemented in all units can become a permanent solution to the long litigation between 
industry and farmers, stretched for more than two decades creating an atmosphere conducive for industry as well as 
agriculture. 

SOME FAQs: 

Given below are some of the possible questions that might arise while appraising the EGIE and the answers for the same:  

1) How the evaporation does takes place at a faster rate as compared to the normal solar pond?  

In a solar pond, water is stored in the pond which is being evaporated using the solar energy depending on the surface area of 
the solar pond and the gravity of the solar energy. Normally evaporation takes place around 4.5 litres per square meter of the 
solar pond.  

However, what we do in the case of EGIE the secret lies in increasing the surface area by closely stalking the thorn plants in the 
wooden structure. The water flows through the stalks of twigs and sticks wherein the surface area is increased thereby 
facilitating huge volume of water evaporation. Test results shows that as much as 200 litres of water is being evaporated per 
meter of the EGIE structure.  

2) Whether there will be spillage of effluent in the vicinity of the plant thereby damaging the soil around the area?  

 Mechanical Evaporator  Eco Green Industrial Evaporator    

1 Extremely complex Mechanical and Civil Structure 
requiring frequent maintenance  

Simple Wooden Structure with almost zero maintenance  

2 Consumes enormous electricity  Require only very little electricity to pump the water to the 
top of the structure  

3  Require large quantities of bio fuel namely firewood on 
a daily basis thereby causing deforestation  

No firewood required  

4  The output brine solution from Mechanical evaporator 
will be at a temperature of around 45-50 degrees 
Centigrade– which once fed into the crystalliser is 
required to be brought to around 15 degrees – again 
incurring enormous firewood consumption to generate 
cool energy;  

The output form the EGIE will be at a temperature of 
around 22-24 degrees – which can be easily cooled once 
fed into the crystalliser – thereby causing significant savings 
of firewood ;  

5 Huge fuel consumption causes enormous carbon 
emission into the environment  

Almost zero carbon emission thereby making EGIE eligible 
for claim of Carbon Credit (CDM)  

6 Depreciates heavily from the date of installation 
requiring frequent repair/renovation  

Being predominantly comprising of Wood, the value of 
which actually appreciates over period of time  

7 Extremely complex process with enormous 
consumption of fuel and trained labour and accordingly 
is highly expensive to operate  

The process results in considerable cost savings – thereby 
making Indian Exports Competitive in the global market  

8 Perennial compliance issues with overseas buyers – 
many of them have started refusing to buy from 
polluting countries  

This mechanism could be effectively projected as ‘Green 
manufacturing process’ with a possibility of claiming 
premium price for the garment manufactured from 
Tiruppur  
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The plant is engineered in such a way that a minimum of 2.5 meters width is provided so that any spillage of water is restricted 
within the structure of the plant. Also the structure is filled tightly with thorn twigs and the water flows through the twigs and 
ultimately collected at the bottom of the plant and taken to the effluent tank for recycling. Control mechanisms are put in place 
to control the flow of the effluent being poured from the top of the structure which will be adjusted depending on the wind 
velocity. Also we have given adequate provision of 10 to 15 meters space in all directions around the plant which itself takes 
care of any possible drift in the extreme wind situation. Besides, we have also installed coir based drift arrester that totally 
eliminates the chance of effluent spillage in the vicinity.  

3) Whether there will be air pollution in the atmosphere because of the huge volumes of effluent water being evaporated 
using the plant?  

The feed effluent contains only water and some inorganic substances because all organic substances are removed in the 
primary and secondary treatment processes such as anaerobic, aerobic and ozonation processes. Hence, because of the 
evaporation process, only water molecules are evaporating and all the inorganic substances remain the output effluent which 
upon reaching a particular stage of TDS will be taken to the crystallizer for salt recovery. Hence, there is no question of the air in 
the atmosphere getting polluted because of this evaporation process.  

4) Whether there will be hazardous or toxic elements in the feed water and its dispersion in the air?  

Feed water was subjected to lab testing and was found that there were no hazardous and toxic elements present in the feed 
water.  

5) Whether there will be any Health Hazard, Skin irritation or eye irritation to the people in the surroundings?  

As already stated, the feed effluent does not contain any hazardous or toxic elements. Besides, since the effluent also passes 
through Ultra Filtration (UF) any presence of bacteria in the effluent is totally eliminated. Also there is no effluent carry in the 
atmosphere so as to create any toxic effects to the people. Hence there is no possibility of health hazard, skin or eye irritation 
to the people in the surroundings.  

6) Whether there will be any smell or bad odor around this evaporator?  

There is no odor generating gas present in the feed effluent water and hence there will be no smell or bad odor around the 
evaporator plant.  

7) Whether there will be salt deposits or clogging inside the thorns that will impair the performance of the evaporator in the 
long run?  

The climate data reveals that the average rainfall around the area of Tiruppur is around 700 mm per annum. So the impact due 
to rain is only very insignificant.  

Also in all the installations, we are planning to have surplus capacity of the evaporator to accommodate rainy season and 
winter season. Besides, we also plan to have storage capacity of feed water for not less than three to four days so as to restart 
the evaporator after the rainfall is over.  

Even in the unlikely scenario of continuous rains, the units can stop the production for some time and re-start after the 
stoppage of rains – the break can be effectively used for carrying out periodical maintenance of dyeing machinery.  

9) What will be the estimated life of the plant? Will there be a need to periodically change the thorn twigs inside the plant?  

Generally damage to wooden structure is caused by termites. Also we have painted the wooden structure using Cashew Nut 
Shell Liquid (CNSL) which is anti-termite, insecticide and also it is acid and alkali resistant. Because of the fact that entire plant 
will be under perennial flow of salt water, there is no possibility of termite attack for the plant. Similarly the thorn plants also 
being perennially fed with salt water and expected to last for significantly long years. Our research reveals that in Germany 
similar plants are being operated for more than hundred years without any substantial maintenance. 
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CONCLUSION 

1. Garment exports constitute very substantial part of Tirupur Industrial Activity – for which Bleaching and Dyeing of 
fabrics is one of the key manufacturing processes in the process chain of a garment.  
2. Ensuring Zero Liquid Discharge (ZLD) has become an indispensible pre-requisite for any dyeing unit pursuant to strict 
monitoring and enforcement of pollution norms by courts. 
3. Nowadays, courts are extremely stringent in regard to any environmental issues –Closure of Dyeing Units will 
obviously result in serious disturbance in the Export Trade thereby bringing the economy of Tiruppur to a complete stand still 
causing several sociological issues.  
4. Fabric dyeing units have been trying to achieve this ZLD for the last several years - though with very little success.  
5. The Mechanical Evaporator Methodology that is being practiced by CETPs and IETPs is flawed with several technical 
and operational constraints besides being exorbitantly expensive. 
6. The alternate choice of carrying effluent through pipelines to nearest sea will mean about 450 kms stretch of 
pipelines which will need at least 7 large pumping stations, in between, to keep the flow of effluent moving towards the sea 
shore. It will entail a huge initial and periodic maintenance cost to the government. There will be delays and worries as the land 
which will be required to construct the pipe line may not be given easily by the farmers.  
7. Eco-Green Industrial Evaporator methodology has the potential to solve all the above pollution related issues of 
Tirupur by providing for a simple and cost effective alternative methodology for evaporating the effluent brine solution of fabric 
dyeing factories.  
8. The success of EGIE will not only solve the gruesome problem that is endangering the survival of textile industry of 
Tirupur, by a process which is environmental friendly, carbon emission free and in a cost effective way, but also enhance the 
Brand India Image of the Country in the eyes of the outside world. 
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Abstract 

The initiation incubation system some decades ago was established to support the start-ups during their initial phase of 
development. In the current era of information technology and social media, only incubation at one place does not satisfy the 
needs of the start-ups, especially in emerging economies like India and China. There have been numerous strategies and 
programs to encourage and support start-ups for business development and improve their prospects for long-term success. 
The conceptual modeling for working of more than two incubation systems together might bring about the business 
architecture of co-incubation system. This is necessary for the development of resource constrained countries for economic 
growth and prosperity. It is required that the existing incubation systems should use business intelligence for sharing resources, 
knowledge capital and other services. The current business practices of effective business incubators have however, generated 
positive results for start-ups by bringing industry and academia together. Business intelligence is already being applied as 
technology tool in large companies. The conceptualization of this intelligence to satisfy the immediate needs of start-ups by 
mutual sharing between incubation systems might bring a copetitive model for co-existence. A network model architecture for 
the mutual sharing and functioning of the incubators must be developed for bringing this essence of business 
intelligence. This paper conceptualizes the business architecture of co-incubation network using business intelligence. This 
conceptualization has occurred by finding the role of an incubator and how they can work together to excel. Illustrations 
from existing practices of incubation system in India have been used. Hence, the paper puts forth a vital architecture which 
might be used for the development of a network to suite to resource constrained countries. 

Introduction 

A business incubator is a physical entity providing small businesses with space, support services, and networks to 
entrepreneurs, investors, and clients. The term ‘incubator’ was derived from the fundamental meaning of the term: the 
artificial nurturing of a chicken egg in order to hatch them faster in a sheltered environment. The same hatching concept is applied 
to the incubating of companies; it speeds up new ventures’ establishment and increases their chances of success (Hansen et 
al., 2000). An incubator thus hatches new ideas by providing new ventures with physical and intangible resources (Allen 
and Bazan, 1990). Public university incubators can have a positive effect on incubated firms (Stemberg,
 1990;Felsenstein, 1994; Mian, 1996; Scott, 2000). They increase the survival rate of new ventures by reducing the 
entrepreneurs’ resource constraints in their pursuit of opportunities (Mian, 1997; Stevenson and Jarillo, 1990; Timmons, 1999). 
Incubators can also accelerate the time-to-market and likelihood of success (Allen and McCluskey, 1990).  

The National Business Incubation Association (NBIA) as per developed nations concept define an incubator as “a business assistance 
program targeted to startup and early stage firms with the goal of improving their chances to grow into healthy, sustainable 
companies” (Adkins, 2001). The start-ups need to achieve wealth creation, economic development strategy, job creation for 
people and solving problems with innovative approaches. Higher Education Institutions in India like Indian Institute of 
Technology (IITs) and Indian Institute of Managements  (IIMs) are valuable contributors to incubation which provide the 
right foundational elements, sufficient funding structure, physical space, legal support, administrative and managerial support, 
mentoring and consultancy. University incubators can revitalize an economy and support regional economic development and job 
creation; they are often part of economic policy alternatives for regional development (Crampton and Evans, 1993; Davelaar and 
Nijkamp, 1988; Plosila and Allen, 1988; Birch, 1987).  

Hence, the objective of the paper is to conceptualize the business co-incubation network from existing illustrations. The paper 
draws its resources from the incubation model of Indian Institute of Technology, Kharagpur.  
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Business Intelligence (BI) for Incubation Network 

Incubation is an important instrument for start-up businesses/entrepreneurs. Start-ups emerging from university incubation system 
rely mostly on the incubators within the university. Unlike the developed nations, incubators in resource constrained economies, 
lack many facilities and are not at par with the services. However, a well calculated architecture for sharing the resources 
mutually might help to develop the network. There is a need for intelligent identification of resources which are critical for 
the development of start-ups.  

The following figure (1) depicts the resources an ideal incubation might have. The incubation resource pool might be able to find 
the need of a particular network support to facilitate the start-ups.  

 

 

Figure1: The Resource pool of Incubation System 

The relevance of business intelligence in co-incubation is realized by understanding that the start-ups in the incubation system 
co-exist rather, compete with other. All the incubation system might not have the resources available as depicted in the above 
figure. By the virtue of being incubation system, the start-ups can utilize the resources by default. However, they might not 
be able to connect with the other systems.  

The startup business/entrepreneurs face greater challenges than the average business owners, including lack of access to 
capital, lower education levels, and less focus on commercial efforts in emerging economies context. In consonance with the 
challenges, business incubators provide support to avoid these challenges. Hence, we propose a business intelligence supported 
business architecture for co-incubation.  
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The definition of ‘business intelligence’ might vary from person to person (Chase, 2001), but from the perspective of business 
incubation we might call it the acquisition, utilization and sharing of vital resources between the business incubators, to support 
the business start-ups in the incubation system. The management of knowledge and data flow between start-ups can be used to 
create the definition of business intelligence for co-incubation. The start-ups in the incubation system are novice and require a 
number of supports from the incubation as well as the setting where they exist.  

In general, “business” in its open logic can be defined as a structured collection of individuals for which intelligence is important 
to the shared as well as individual success of the group (Chase, 2001). ‘Intelligence’ refers to things, properties or activities. 
The varied definitions provide the opportunity for flexibility in the meaning of the word. The word ‘business intelligence’ 
provides a narrow definition in existing literature where it refers to some kind of tool or technology being used in decision 
making. However, keeping in consideration the incubation definition in this research paper, we are more interested in 
defining business intelligence as an intelligence to share co-exist as business start-ups within the incubation systems.  

The advent of technology has created a bridge for the information systems which was not present some decades ago. This 
communication system has created an integrated collaboration for the intelligence to solve resource constraints of the start-up 
companies. The start-up companies by the virtue of their upcoming technology/services try to survive through small grants 
or partnership fund. However, if business intelligence is applied within the co-incubation network to provide them 
the shortage resources without creating a deadlock situation, these start-ups might become successful without much struggle 
and long duration.  

Knowledge resource can not be replaced by technology tools for computer storage and retrieval (Brackett, 1999). The process of 
co-incubation can not be automated with technology but can be facilitated by knowledge work force. Moreover, business 
tool can only assist but not automate the refinement of facts from knowledge. The monitoring system of incubations 
should identify where the start-ups lack in their growth process. This monitoring may take place with the help of experts 
from technology and management from different places. This decision support is the heart of the business intelligence which 
helps start-ups get at, share and understand the need of vital resources. However, decision support and knowledge management 
would make business intelligence solve the issue for developing a chain of intelligence to understand the deficits in start-ups.  

The below figure (2) show the BI resource chain between the different services of incubators which might be vital for co-
incubation. Hence the chain of business intelligence finds out what is required by a particular start-up in terms of the above 
resource pool. Unlike the incubation in private systems, when start-up is in the incubation system of higher educational 
institution, they might have access to almost all resources. It might also be said that they are in better position than other 
lower level incubators. Hence it is required that these lower level incubators take opportunity to support their start-ups through co-
existence.  



213 
 
 

Conference papers © Knowledge Globalization Institute, Pune, India, 2012 

 

Figure2: Business Intelligence Chain for Resource Sharing from Different Incubation Resources pool 

The above figure has the BI chain which is used to find out the needs of a particular start-up in the incubator. This chain can be 
formed as part of the co-existence of different incubators. The purpose of chain will be to identify and allocate available resources to 
willing start-ups from different incubators. In return the sharing incubator might also demand certain advantages from the earlier 
incubator. Hence we need to look into the system of co-incubation which might originate and work providing them a proper 
architecture.  

Literature Review  

Literature on incubation has concentrated on different types of incubation and their possible effects on the business 
environment. Previous research provided differing classifications of incubators, depending on the author and his perspective 
(Baker et. al., 2006). Publications mention business and technology incubators, university technology business incubators, high 
technology incubators, networked and virtual incubators, to name only a few of the different expressions used. For example, 
max von Zedtwitz (2002) distinguishes between regional business incubators, university incubators, independent 
commercial incubators, company-internal incubators and virtual incubators. Even studies of incubators in the same country 
reflect differing connotations and perspectives. For example, Colombo and Delmastro (2002) focuses on new-technology-based 
firms receiving incubation services in Italian science parks and business incubators. A non-profit incubators nurture a social 
purpose, such as supporting community development as part of an overall economic policy, often supported by government 
subsidies (Nielsen et al., 1985). Literature suggests that the basic variables for an incubator to support a startup venture are: 
develop, share, and maintain strategic plans, understanding of consumer needs, competition, skill occupied, solve a local 
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problem with an innovative solution, legally protect novel ideas, scrutinize ideas and approach, innovative product, identify new 
opportunities and materials.  

The incubation systems provide a supportive environment, where new entrepreneurs receive training in business 
management skills and networked marketing, vision, planning for sustainability, buffered from stiff market forces with 
below-market rent, reduced fees for services, and greater access to seed capital (Gatewood et al. 1985; Peterson et al. 1985; 
Allen 1985).  

Conceptualizing Co-incubation 

The broader concept of “Co-incubation” seeks a collaborative approach to generate startup business success. In co-
incubation concept, two or more incubators can fund the same companies or two different tenant companies with 
complementary assets; cooperate in order to become more competitive. It requires an integrated economic development strategy 
for social wealth creation. Co-incubation fosters an enabling environment to increase opportunity for startup businesses. This 
requires a community-wide effort involving businesses, support organizations, educational and research institutions, 
government support, and financial institutions in building infrastructure, culture, education, policies, and access to funds 
to increase startup business growth and success. A good infrastructure will support entrepreneurs operation or sell 
competitively. Easy access to capital, trained workforce, experienced managers, government and political support to 
minimize barriers will strengthen start-up activity and growth of business. Co-incubation reduces risk of startup failure, 
increases longevity, and fuels growth. Co-incubation to startup venture supporting enterprise growth, increasing living 
wage employment, and fueling the local economy directly and indirectly. This includes keeping business activities local, such 
as hiring, procurement.  

Incubation systems for start-up companies became a popular economic development approach in India as a result of the confluence 
of a number of factors including economic restructuring, theory of innovation evolution, rise of “technopolis,” and new insights 
regarding the role of small businesses and entrepreneurialism (Lewis, 2001). Even after these efforts, vast majority of new 
enterprises failed as a result of three common problems: lack of capital, poor managerial skills, and insufficient 
understanding of the marketplace. This was the starting point for the growth of business co-incubators. The spirit of this 
strategy was that local innovation and new firm formation will result in endogenous growth (Eisinger 1988; Massey et al. 1992; 
Atkinson 1991).  

Education-Enterprise Model for University Based Incubation System 

The Education Enterprise model (EE) model (Saurabh and Biswas et. al., 2010; Saurabh and Biswas et. al., 2009a; Biswas 2008) 
is a collaborative framework amongst academia, government and the private industry focused towards creating enterprises 
that are engaged in social entrepreneurship. The EE Model (figure 3) is based on the premise that industry creation can be an 
instrument of positive change through educational development. Social entrepreneurship is seen as an integral part of this 
approach where the empowerment of society takes precedence over all other factors of growth and development.  
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Figure 3: The Education Enterprise Model 

University-Industry collaboration couples the finding and diffusion of knowledge through entrepreneurship (Pandey & 
Kuznetsov et al., 2004). The positioning of the government with respect to the EE relationships is strategic as seen in figure 3. It is 
neither too close to influence the dynamics of the enterprise nor is too disconnected from the regulatory and infrastructural 
support of the EE dynamics (Saurabh & Biswas et al., 2010). The significance of EE model is the knowledge based regional 
development to recognize the opportunities of that region and fulfill the social requirements through enterprise creation backed by 
universities.  

The EE model fosters the collaborative research output for startups. This collaboration is prevalent from last few decades and 
has gradually become more accepted as an element of the economic, social and environmental contribution to society (Dees, 
1998; Drayton, 2002; Alvord et al., 2004; Mair & Marti, 2006; Peredo & McLean 2006; Zahra et al., 2009). Knowledge 
emerging from laboratories, class rooms and other sources of innovation inside universities needs greater funding structure for 
commercialization. Incubation and Entrepreneurship programme at HEIs like IIT Kharagpur and IIM Ahmedabad, India plays a key 
role to support the technology based start-ups companies within its premises of social output generation. These funding 
structures are dependent on the government schemes from seed grants for alumni, subsidized incubation spaces for good 
start-ups to angel funding for innovations.  

Education plays a leading role in idea generation and innovation (Gibbsons et al., 1994; Nowotony et al., 2001; Nilsson, 
2006). It has now transitioned from ‘director of learning’ to ‘facilitator of learning’ and develops the students’ social abilities 
(McCaffery, 2010). So, education interactions can work in a synchronous manner to achieve valued deliverables of social 
entrepreneurship through the E-E model. The growth of successful knowledge-based centers or HEIs is dependent mostly on three 
interrelated processes that create and transfer tacit knowledge (Chen & Choi, 2004, Scheel, 2002).  

Adapting EE Model Concept for Co- incubation 

Close collaborative relationship between the industry and academia as well as the local people lets the level playing ground for new 
product trials. The enterprise allocates resources based on market intelligence for technology and business infrastructure 
around universities. The industry brings trans-disciplinary solutions that provide access to wide range of expertise which 
ordinarily is not available to the academic institutions (Kruss, 2007) alone.  

“Business incubation” is put forth as a preferred community-wide strategy to maximize prospects for economic betterment 
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in Indian country. The distribution incubator might also demand certain advantages from the earlier incubator. Consequently we 
need to look into the system of co-incubation which might originate and work providing them a proper architecture. It goes beyond 
a physical location to include a community approach and involve stakeholders to build the infrastructure, capital investment, 
education, government support, and cultural values to promote flourishing startup businesses/entrepreneurs. Only this 
collective effort provides the ‘incubation’ necessary to give existence and grow startup businesses/entrepreneurs; fostering 
healthier, dynamic communities for Indian society.  

Small enterprises constitute the single largest job creation segment of our economy, although it is generally recognized that only a 
few make it through their first years (Cupl, 1990; Sherman and Chappell, 1998). Those who make up somehow follow the 
mentoring process of the incubation system i.e., knowledge from education and industry. The spreading of the 
application of EE Model to take advantage from the best of other incubators would lead to co-incubation.  

Effective Cases using EE Model concept for Co-incubation 

IIT Kharagpur has applied the EE Model for sustainable empowerment of the society through education and other EEEH delivery 
systems. The following cases from IIT Kharagpur depict the overlapped section of education and industry in EE Model. These 
enterprises have taken some or the other government support and are incubated at STEP IIT Kharagpur. They have also 
adapted co-incubation kind of practice during their existence in the incubation system of IIT Kharagpur.  

a) Electrosoft Consultants Pvt. Ltd at STEP, IIT Kharagpur (www.electrosoft.co.in) works in the development of software and 
VLSI based tools for especially able children. They have received grant for innovative product development, being part of 
the incubation. Besides using the high end technology of the incubation at IIT Kharagpur, India, they are also using 
the hand holding of Finnish partners from Global Venture Lab-University of Jyvaskyla for product refinement 
and development. Hence, it has been able to create its sustainability through such network in partnership with IIT 
Kharagpur.  

 

b) PervCom Consulting Private Limited is at Technology Business Incubation (TBI); IIT Kharagpur 
(www.pervcomconsulting.com) focuses on developing devices and system solutions for remote tracking, monitoring 
and management of objects, human beings and environment using Active sensors and actuators with wireless mesh 
networking technologies. The company has got innovation funds from being part of TBI and has obtained govt. venture 
fund through the partnership of Government incubation network of the state.  

c) Data-resolve Technologies (www.dataresolve.com) provides quality solutions for data protection, internet security, 
identity theft and parental control. The company was started by student entrepreneur from IIT Kharagpur, India. The 
company was supported by Technology Incubation and Entrepreneurship Training Society (TIETS) seed fund 
incubation of IIT Kharagpur. The company has been facilitated by the partnership of GVL platform for 
entrepreneurial marketing. The company has also raised good venture funding from the branding of IIT 
Kharagpur incubation as well as GVL partners.  

The three start-up cases mentioned above faced certain challenges of funding, product refinement, benchmarking and 
market, until they were provided facilitation from partnership support of the incubation system at IIT Kharagpur, India. 
They also lacked a structured approach in designing their product and business goals. Besides the requirement of funds and 
other local mentoring support, all the three start-ups were able to achieve larger funds, mentoring network and 
international entrepreneurial trail market through the partnerships of incubation at IIT Kharagpur. However, these 
partnerships have also let the start-ups to widen their vision and concept of innovation internationally.  

Business Architecture for Network of Networks (Incubators’ Networks) 

Business Architecture (Zachman, 2003) defines the structure of the enterprises in terms of its governance structure, business 
processes, and business information. In defining the structure of the enterprise, business architecture considers customers, 
finances, and the ever-changing market to align strategic goals and objectives with decisions regarding products and services; 

http://www.electrosoft.co.in/
http://www.pervcomconsulting.com/
http://www.dataresolve.com/
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partners and suppliers; organization; capabilities; and key initiatives. Business Architecture for co-incubation network primarily 
focuses on the business motivations, business operations and business analysis frameworks and related networks that link these 
aspects of the enterprise together. In order to develop an integrated view of co-incubators, many different views of an 
organization are typically developed. The key views of the incubators within the co-incubation business architecture are:  

A structured approach: There are numerous factors to consider when evaluating and selecting entrepreneurs in the network. This is 
assumed to be done by the respective incubation systems. Each option contains its own set of considerations and limitations based 
on elements including type of industry, product and most prominently, the proposed solution’s ability to address the challenges. 
As gaining a fuller understanding of this process is one of the intended outcomes of reading this paper. As per the illustration above, 
STEP/TBI at IIT Kharagpur, India follows the structural approach to incubate the startup venture by evaluating the 
independent innovators/entrepreneurs on: relevance of primary business idea, identifying their needs and expectations, 
methods to fulfill these expectations, feasible success of startups, the economic impact of business idea, entrepreneurial skills 
and approach, technical feasibility, cultural or organizational impact on society.  

Association with business goals and strategies: The business strategy view captures the tactical and strategic goals that drive 
an organization forward. The goals are decomposed into various tactical approaches for achieving these goals and for providing 
traceability through the cooperative association among the incubators. These tactical and strategic goals are mapped to metrics that 
provide ongoing evaluation of how successfully the organization is achieving its goals.  

Business Capabilities: The business capabilities view describes the primary business functions of an enterprise and the pieces of the 
organization that perform those functions. This view further distinguishes between customer-facing functions, supplier-related 
functions, business execution, and business management functions. The cooperation between the incubatees or tenant 
companies in co-incubation network would provide better business capability in terms of market and business supply chain.  

Value Stream: The value stream view defines the set the end-to-end set of activities that deliver value to external and 
internal stakeholders - transcending organizational boundaries. Value streams are the vehicle for viewing the business “in 
motion” and are the key aspect of business architecture that enables alignment of business processes with the business 
architecture  

Business Knowledge: The Business Knowledge view establishes the shared semantics (e.g., customer, order, and supplier) 
within an organization and relationships between those semantics (e.g., customer name, order date, supplier name). 
These semantics form the vocabulary that the organization relies upon to communicate and structure the understanding of the 
areas they operate within. As in illustration of STEP/TBI at IIT Kharagpur, it provides the better ground realities to startup venture 
for local market as well as international market to its start-up companies through its GVL partners.  

Focus on customer needs: Focuses on value with emphasis on value-propositions, and valuechains, that identify core business 
processes and process steps.  

In addition to the above views of the enterprise, the relationships connecting the aforementioned views form the 
foundation of the business architecture. This foundation provides the framework that supports the achievement of key goals; 
planning and execution of various business scenarios; and delivery of bottom line business value.  

Benchmarking: “Benchmarking” is the process of identification, understanding and adapting finest practice and process that will lead 
to better performance. Benchmarking measures an organization’s products, services and procedure, to set up targets, priorities and 
improvements, most important to competitive advantage and/or price reductions.  

Business Architecture of Co-Incubation System: Co-incubation architecture at IIT Kharagpur 

The co-incubation system looks upon networking as a key element in the success of start-up venture firms. The co-incubation or 
networked incubator concept has received much attention in the literature due to association of incubators and its 
capabilities to improve a firm’s performance. Firms associated with strong incubators network received higher support, 
reached faster growth rates, be more innovative and verified better ability to deal with market with a new product.  
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Co-incubation efforts require input and support from a range of stakeholders. This includes organizations and people in 
government, local business, education, large regional employers, capital providers, and community leaders. For Co-
incubation, stakeholder cooperation best benefits startup businesses, support entities draw upon their networks to connect 
incubated businesses with resources, suppliers, clients, etc. A best success depends on regular collaboration and high 
levels of communication among incubators and incubates. Coincubation: A full range of care is available for startup 
businesses to address their requirements as they advancement in their development.  

This paper has drawn the concept of this architecture from the existing model of IIT Kharagpur, India which has 
incubation system partnered with various private, government and international players. This architecture might not be the 
ideal one but it has sustained many start-ups in past and currently has forty start-ups.  

 

 

 

Figure 4: Co-incubation network at IIT Kharagpur 

A detailed realistic architecture of co-incubation network at IIT Kharagpur has been specified in figure (4) below. The core of the 
network consists of premier technology and management institutions like IITs and IIMs with having STEP, TBI as incubators 
which work in close collaboration with the other Universities. IIT Kharagpur has global business platform in closed collaboration 
with GVL partners. The outer cover of co-incubation network contains different level of Incubators (In), where In11, In12 to In1n 
represents the different incubators in layer one. Similarly In21, In22 to In2n represents the incubators in second outer layer of the 
co-incubation network. In similar networked approach the co-incubation network has connection with incubators up to 
nth layer. Because the realistic co-incubation architecture is comprehensive, an entrepreneur can approach any level of 
this network as per their requirements. An entrepreneur can identify his needs and be able to move toward any node in 
the co-incubation network to implement their project in a phased approach. He can approach the nearest node of the co-
incubation network, based on which activity would be most valuable to implement.  

The new business architecture is a continuing effort that will evolve, improve, and transform the incubation process at STEP/TBI 
in terms of co-incubation process and traditions over time. However, it was in practice at IIT Kharagpur based incubator 
(STEP/TBI), where the tenant companies are actually co-incubated within the STEP premises. A well structured co-
incubation network is functioning within IIT Kharagpur based incubation umbrella, where STEP, TBI, TIETS, GVL Partners, 
Universities, Angle Investors, Venture Capital Fund Investors and Other Investors are effective. Growing this path 
deeper into the incubator organization for increased information sharing and relationship building is the next step.  

Easy Access to Funds: Lack of capital is a major barrier for startup business development. Cooperative incubation efforts take an 
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all-around approach to build up easy access of funds. Co-incubation network build relationships among several funding 
agency, which includes University incubators, Angle investors, Venture capitalists and other investors. This cooperation will 
ease the access of public money, state funds and other funding opportunity for entrepreneurs. The Co-incubation network develops 
local investment schemes and sources of capital, including low-interest / low security loans, guarantees for loans.  

Science and Technology Entrepreneurs Park (STEP)/ Technology Business Incubator 

(TBI) is a business incubator for startup venture/entrepreneurs at IIT Kharagpur. This is a joint venture incubation centre with 
support mechanism and infrastructure in favor of IIT and local entrepreneurs. There are presently forty entrepreneurs incubated 
at STEP/TBI and growing. Besides providing physical incubation, STEP facilitates a variety of funding programme including 
innovation funding, TBI seed loan support, MSME (Micro, Small, and Medium Enterprises) seed grant support, technology 
commercialization support and collaborated co-entrepreneurship support from our Global Venture Lab. The high end 
technology business incubation product engineering lab is providing prototyping service to VLSI based entrepreneurs, where 
the entrepreneurs can access design tool simulation package and other measurement platforms. The institution is located in 
eastern India has established national as well as an international network for business incubators (GVL Partners). STEP/TBI 
provides high-efficient and cost-effective technological business incubation services to help startups in high end technology 
business to achieving their worldwide growth target efficiently and productively.  

Global Innovation Resource Platform: The STEP/TBI entrepreneurial ecosystem complements the recently established 
academic centre of entrepreneurship, i.e. Rajendra Mishra School of Engineering Entrepreneurship, IIT Kharagpur. Our 
student/local entrepreneurs have consistently created innovative startups, which have been acclaimed worldwide, 
including our Global Venture Lab partners from University of California at Berkeley, Jyvaskyla University, Finland. GVL is a 
value-added international business creation platform for innovation business development, a reliable platform for worldwide 
business opportunity and cooperation among global business network partners.  

Building Network of International Incubators (GVL) 

The IIT kharagpur has global co-incubation network in partnership with the Global Venture Lab, IIT Kharagpur, University of 
California, Berkeley and Jyvaskyla University, Finland. The model is the brain child of Prof. Dhrubes Biswas, an academician and a 
philanthropist of IIT Kharagpur. Global Venture Lab (GVL)-India at IIT Kharagpur (www.gvlindia.com) is a university based 
business creation platform, as a complimentary resource to EE model. It works in synchronization with other universities as 
partners i.e., University of Jyvaskyla, Finland and University of California, Berkeley as well as other industry partners from 
these universities. The concept brings in disruptive mix of technology and business models together, through a collaborative 
knowledge network, for breakthrough creation of globalized social ventures. This provides a platform to the knowledge capitalist 
around different countries which come together to find global solutions for local problem in Education, Energy, Environment 
and Health (EEEH). The sole purpose for GVL is to create growth ventures for problems worth solving.  

The enterprise called Metra in Finland (www.metra.fi) is one of such many initiatives which emerged from the concept of GVL, 
University of Jyvaskyla, Finland. Metra’s goal is to tackle the troubled energy market with fast delivery, low cost, and long 
lasting renewable energy solutions. It focuses to further develop the global wind industry by pairing high quality 
technologies with low-investment costs. They are live case of GVL co-incubation, which is utilizing the GVL platform for 
commercialization as well as product refinement processes.  

Entrepreneurs has revealed that the global mentoring programs can help support training which matches the thought process of 
different mentors, encourages information exchange and connection with employees from other regions to rapidly innovate 
and maintain competitive advantages (Stanek, 2001). Hence, GVL initiative fulfills this global knowledge sharing and mentorship 
for sustainable enterprise creation.  

Conclusion 

The potential benefits incubation system benefits the start-ups locally. The wider concept of co-incubation would definitely 
lead to an increase in the number of ventures in existing incubation systems. This would also increase the survival rate of new 
ventures, the sharing and collaboration of the assets of the business network. Business intelligence would play the role for 
identifying and decision making for resource between the partnering incubators. Business architecture of co-incubation 

http://www.gvlindia.com/
http://www.metra.fi/
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system may be appropriate for the development of start-up companies in the emerging economies. Co-incubators 
network should be created across the country and worldwide where specific knowledge base would get created through 
industrial or education development. Business architecture plays the role of structural tool to execute the requirement of 
start up ventures as per their needs. It fulfills the strategic goals of incubator as well as incubatees to identify their business 
capabilities and value stream.  
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Abstract 

Incubation provides support for establishing and developing small and medium sized enterprises. This paper proposes a 
sustainable and scalable incubation model. This paper also presents a study on incubation model supported by higher 
educational Institution and aims to find out extent to which support received by incubatees from incubators can be made 
sustainable through technology adaptation. After survey and data analysis it was realized, technology adaptation in form of 
social media platform is most suited solution for a company to scale -up and sustain along with incubation support.  

Keyword: Incubation, Technology Adaptation, Social Media.  

INTRODUCTION: 

Incubation is process of providing workspace as well as an informative and supportive environment to start-up 
entrepreneurs [1].It is provided during early stages of businesses. It focuses mainly on development of entrepreneurial 
companies through an array of business support resources and services. Incubation can be categorized according to way 
they deliver services, their organizational structure, through its network model of contacts and types of clients y serve. With rapid 
advancement of technology, entrepreneurship and innovation has become cornerstone for global economic growth and with 
emergence of business incubation model and further network modeled model in support of enterprise creation, we can see 
that enterprise creation leads to job creation and further improvement of economy [2]. It is well cited in [3] that technology 
strategies that promote continuous learning in order to fully exploit organizations potential should be crafted by organizations 
to gain competitive advantages. [4] Stated that Competitive strategy and internal capabilities jointly determines a company’s 
technology options as well as technology and strategy variables are continuously influenced by each other. Technology 
adaptation is needed to achieve stability of discussed network models. Social media can be a well cited example of technology 
adaptation for achieving stability of incubation model globally.  

Main focus of researchers in this paper is not merely achieving a stable incubation model within state or country but also to achieve a 
stable incubation model globally. No other platform or than social media can provide a better platform for globalization of discussed 
model. It should also be noted that a transparent exchange of information can be achieved using social media. Social network 
modeling through social media is a prominent and outstanding issue in literatures of entrepreneurship. According to [5] 
Network modeling of Entrepreneurship uses language of social network models. Importance of social network modeling and 
social media lies in letting ors know about existence of or fellows around their own vicinity. Social media will act as 
platforms were national and international partners will join hands to make discussed model stable and scalable. In this 
paper we have detailed a successful story of incubation model in Indian context.  

LITERATURE REVIEW: 

Business incubators are generally identified with infrastructure provided to support, nurture, establish and develop small 
and medium sized enterprises [6]. Business incubators provide startups and small businesses with cheap office space, 
professional advice and or services designed to help businesses get off ground and succeed. Most are run by independent non-
profits and often are funded by government grants [7]. Business incubators serve as a one-stop shop offering resources to 
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nurture development of entrepreneurial companies, helping m survive and thrive during startup period, when y are most at risk. 
Some of examples of business incubators are as given “Digital Media Center Business (DMC) Incubator”, an economic 
development program of “Rancho Santiago Community College District in Santa Ana, CA", uniquely focuses on digital media 
entrepreneurs. Most of entrepreneurs are very savvy about technology, but they may lack business development skills. Business 
incubation helps entrepreneurs to concentrate on what they do best and move them as quickly as possible to market. 
[8].These incubation programs provide various supports to convert desire into reality. There is a continuous tussle over role of 
business incubator in success of new enterprise. Some studies show that business incubators are necessary for growth of new 
enterprises in terms of sales and economic growth [9]. On contrary there are studies showing no impact of business incubator 
of new enterprises [10.].Incubation  

Incubation and technology adaptation hold hands for the growth and sustainability of a start-up or developed firm. This has been 
proved by researchers. Premkumar and Roberts [11] identified that adoption of various communication technologies by small and 
medium enterprises helps in growth. Factors that influence information technology adoption by small and medium enterprises 
(SMEs) was studied by Riemenschneider et al. [12]. According to Clive Shepard [13] “learning at work is more of “learning from” 
work. Through social media, we learn from our experience and from ors experience also. In arena of entrepreneurship, social 
media and entrepreneurship represents perfect dove-tailing in small business creation. With help of social media, it is seen that 
it has already begun to foster an intuitive and immersive system that allows effective visual communication and delivers real 
time natural interactive experiences which enhances user motivation and style of application [14].Business incubators or 
incubation centers are latest organizational forms initiated by economic development agencies, which are created for purpose to 
support and accelerate development and success of new ventures which further leads to achieve economic development 
goals.[ 15]  

OBJECTIVE OF PAPER : 

From literature review, it has been realized that Provision of environment friendly incubation, providing strategic and 
competitive market segment within a specific technological zone and provision of funding sources to ensure sustainability of 
incubation model are few challenges faced in incubation. Above all these challenges, biggest challenge is how to make 
incubation model scalable and sustainable at an international level.  

METHODOLOGY : 

We targeted all STEP/TBI, IIT Kharagpur incubated companies. In our study, we considered Technology adaptation as principal 
criterion in determining scalability and sustainability of companies. To analyze importance of incubation for a start-up and 
impact of social media for its scalability and sustenance a pilot survey was done among incubatees present under incubation 
umbrella of Science and Technology Entrepreneur’s Park (STEP) and Technology Business Incubation (TBI), at IIT Kharagpur, 
West Bengal, India.  

This survey was done by circulating a questionnaire to each of incubatees and tried to find out responses based on question 
focusing importance of incubation and enhancing model of incubation through technology adaptation by means of social media.  

Statistical Data analysis was done using the SPSS-19 software. All the variables that are involved in the incubation process 
were considered. Sample Size was 100.A regression analysis was done.  

QUESTIONNAIRE 

Questionnaire was based on a series of questions about demographic profile, benefits of incubation on growth and 
sustainability of the firm. It also focused on benefits of technology adaptation by means of social media on business. In this work 
questionnaire was posted online and some of them were send by post. Questionnaire included 5 levels of agreement which 
involved 5= highly agreed, 4= Agreed, 3 = Don’t know, 2= Disagree, 1= Completely disagree.  

Questionnaire had three sections focusing on incubation, technology adaptation and impact of all factors on growth and 
sustainability of firms.  

ROLE OF HIGHER EDUCATIONAL INSTITUTIONS FOR BUILDING A SUSTAINABLE INCUBATION MODEL: 
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Role of HEIs and industry partnership based initiatives could be a greater design to foster entrepreneurship through 
incubation at all levels of society including Bottom of Pyramid (BOP) [16].Total business process turned around to collaborate 
industry and academic to form Education-Enterprise (E-E) model [17].This model significantly forms base of incubation.  

Collaborative efforts between academia and enterprise can accelerate growth of a firm through technology adaptation. This 
effort can be enhanced by adopting new technology resulting a sustainable incubation model. E-E model support for 
entrepreneurship creation illustrates type of co-operative relationship development that is becoming increasingly common in BASIC 
countries. In these countries rapid technological development demands considerable development of resources. [18].  

 

Incubation can also be represented by electrical circuit as show in Fig. 1 respectively.  

Here E is Incubation supporting organization which acts as a source of power in form of company formation, funding and 
mentoring firms from start-up to their graduating. Satisfaction level of innovator against facilities provided by incubator acts as 
resistance R1, R2 and R3.This resistances are in series with incubated firms showing their existence throughout incubation 
process. Incubated firms are shown as capacitor C1, C2 and C3 which stores energy that is provided by incubator.  

E-E Model at IIT kharagpur supports dry and wet Incubation which leads to a well functioning co-incubation  model.  STEP,  IIT  
Kharagpur  utilized  E-E  model  and  provided  necessary assistance at grass root level. This assistance is for facilitating 
development of entrepreneurs and start-ups by providing incubation space and government grants. Education and Enterprise or E-E 
framework does not follow traditional frameworks and models. It believes that, if Academia and Industry represented by Education 
and Enterprise functions together, can achieve a greater public good while itself being away from functioning of E-E framework [19].  

SUCCESSFUL INCUBATION DRIVE: 3 CASES 

a.  Ikure Techsoft Pvt. Ltd.  

Ikure proposes to make the Urban Healthcare facilities available in the rural areas and that too at a fraction of the cost.The 
company developed a health monitoring device WHIMS using 8085 microprocessor integrated with Blood Pressure equipment & 
GSM Dialer.Ikure incubated by IIT Kharagpur proposes an innovative solution (Hubs and Spokes) for healthcare delivery in rural 
India.  

b.  Center for Advanced Communication ( CACM)  

CACM proposes an Integrated Learning System to develop communication skills through interaction. CACM is incubated by 
STEP/TBI, IIT kharagpur. Tailor-made application software is continuously up-graded and tested at Application and Assessment 
Lab at IIT, Kharagpur, before installing it in actual lab. This post installation facility provided by STEP/TBI, IIT Kharagpur has 
a prototype lab that helps trainers and technicians to improve and upgrade themselves to meet needs of ever changing 
technology. With se facilities CACM forms a level 2 co-incubation network model with Universities and institutes across country. 
Solution network model reaches extreme east and covers north to south. With concentration of network model in eastern and 
north-eastern part of country, it gives opportunity for inter institute alliances in field of network modeling, maintenance and 
sharing valuable technical know how and qualified trainers, helping in formation of a co-incubation network model.  

c.   P2 Power Solutions  
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P2 Power is a venture, started in 2005 by a group of IIT Kharagpur graduates supported by STEP IIT Kharagpur through dry and wet 
incubation. The company works to deliver Innovative Engineering Solutions with specific focus on energy efficiency and power 
quality enhancement. They have developed there indigenous Solar inverter topology with 95% efficiency, the best available in 
the Indian market. This multi inverter topology can be used to provide power through Solar, Gird as well as battery providing 
a versatile inverter for all applications. They had successfully developed there first 25 kVA AC drive system for a slurry motor 
which was installed in the Mechanical Engineering department, IIT Kharagpur in November 2008. They received a commercial 
order from IIT Kharagpur for the installation of i-Con - the universal power conditioner.  

CHALLENGES FOR SUSTAINABLE EXPANSION OF MODEL: 

IIT Kharagpur plays a prominent role by adapting concept of E-E model which provides a platform  of  incubation  modeling  
support  with  experienced  intellectual  work  forces.  IIT Kharagpur supports network modeling, offer mentoring and incubation 
to entrepreneurs through various funding programs. Rich data for technology incubation is provided by this entire network modeled 
entrepreneurial set-up which has assisted research work in return [20]. Health delivery model supported by IIT kharagpur based on 
E-E model is an example of technology adaptation. In emerging countries like India prime focus is laid on healthcare system 
.Government if not financially strong enough to build up healthcare facility in all remote areas. Academia plays a vital role of 
supporting government by creating micro-enterprises in connection with or industry partners. se health delivery models know as 
kiosks acts as store house of medical data and also transmits se data to referral hospitals [21].  

RESULTS & ANALYSIS: 

To run the observations on the single regression analysis we used the formula given by the equation  

Y1=b1X1 ……………………. (1)  

Where Y1 is the dependent variable: Growth of the firm, X1 is the independent variable: Quality of Incubation and b1 is the 
slope of the incubation quality.  

The regression table below shows the result using eqn(1).  

Table I: Regression statistics 

Model R R Square Adjusted R 
Square 

Std. Error of the 
Estimate 

1 .604(a) .364 .348 1.50709 

a. Predictors: (Constant), Quality of Incubation  

b. Dependent variable: Growth of the firm  

 

A regression model was run for studying the effect of incubation without technology adaptation on the growth of firms. It is 
seen that the correlation between the growths of firm ad incubation is .604. It also shows that 36% of the growth of firms can be 
explained by incubation quality.  

Similarly considering another independent variable and to run the observations again on single regression analysis we used the 
formula given by the equation  

Y2=b2X2 ……………………. (2)  

Where Y2 is the dependent variable: Growth of the firm, X2 is the independent variable: technology adaptation and b2 is the 
slope of technology adaptation.  
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The regression table below shows the result using eqn(2).  

Table II: Regression statistics 

Model R R Square Adjusted R 
Square 

Std. Error of the 
Estimate 

1 .475(a) .226 .205 1.66366 

a.   Predictors: (Constant), Technology adaptation  

b. Dependent variable: Growth of the firm  

A regression model was run for studying the effect of technology adaptation without incubation on the growth of firms. It is seen 
that the correlation between the growths of firm and technology adaptation is .475. It also shows that 22% of the growth of firms 
can be explained by technology adaptation.  

Later we run the observations on the multiple regression analysis using the formula for multiple regressions as follows:  

Y=b0+b1X1+b2X2 ………………………(3)  

The regression table below shows the result using eqn(3).  

Table III: Regression statistics 

Model R R Square Adjusted R 
Square 

Std. Error of the 
Estimate 

1 .629(a) .396 .363 1.48947 

a.   Predictors: (Constant), Quality of Incubation , Technology adaptation  

b.   Dependent variable: Growth of the firm  

A regression model was run for studying the effect of quality OF Incubation and Technology adaptation on the growth of 
firms. Summary indicates that the amount of change in the dependent variable is determined by the two independent 
variables and not by one as in the single regression shown above. The R square of .396 indicates that 39% of the variance in 
the growth of firms can be explained by both the independent variables Incubation quality and Technology adaptation.  

The regression analysis showed that the growth of firm can be explained by quality of incubation and technology adaptation 
individually but it can be explained better (39%) with the help of Incubation and Technology adaptation together.  The low R square 
value is due to small sample size. The R square value can be improved by increasing the sample size. This    shall give a better 
results showing that the growth of the firm can be enhanced by both Incubation and Technology adaptation together.  

CONCLUSION: 

It is seen that though a good quality of incubation is provided to entrepreneurs, growth and scalability of the firm still 
remains a challenge without technology adaptation. Due to lack of proper incubation facility a large number of startup firms 
cannot flourish though they adapt new technology. Thus IIT Kharagpur provides incubation based on Education-Enterprise 
model which also assists the startups in technology adaptation. This incubation model provides a sustainable and scalable 
growth of firms.  

FUTURE WORK : 

In future we would like to propose a co-incubation network and study the effect of the coincubation model on the growth of firms.  



228 
 

 
Conference papers © Knowledge Globalization Institute, Pune, India, 2012 
 

 

REFERENCES: 

1. Sean M. Hackett1 David M. Dilts, “A Real Options-Driven theory of Business  

Incubation”, Journal of Technology Transfer, 29, 41-54, 2004.  

2. Cupl, R. P. Guidelines for Incubator Development. Economic Development Review, 8(4), 19-23, 1990. 

3. Sohel Ahmad and Roger G. Schroeder, “Knowledge management through technology strategy: implications for competitiveness”, 
Journal of Manufacturing Technology Management, 22(1), 6-24,2011  

4. Zahra, S., Sisodia, R. and Marne, B., "Exploiting dynamic links between competitive  

and technology strategies", European Management Journal, 17(2), 188-203. 1999.  

5. Josef Brüderl and Peter Preisendörfer, “Network Support and Success of Newly Founded Businesses”, Small Business 
Economics 10, 213-225, 1998.  

6. Allen, D.N and McCluskey, R., “Structure, policy, services and performance in business incubator industry.Entrepreneurship, 
ory & Practices. 15 (2), 61-77,1990  

7.  myventurepad.com, accessed on 30th June 2011 

8. www.caypenmag.com accessed on 30th, June2011 

9. Mian, S., “Assessing and managing university technology business incubator: an integrative framework”, Journal of Business 
Venturing, 12, 251-285, 1997.  

10. Tamasy, C., “Rethinking technology-oriented business incubators: developing a robust policy instrument for 
entrepreneurship, innovation, and regional development”, Growth and Change, 28 (3), 460-473, 2007  

11. Premkumar and M. Roberts, “Adoption of new information technologies in rural small businesses”, OMEGA, International 
Journal of Management Science, 27, 467-484. 1999.  

12. Jeanette van Akkeren and Angèle L.M. Cavaye, “Factors Affecting Entry-Level Internet Technology Adoption by Small 
Business In Australia: An Empirical Study”, Proc. 10th Australasian Conference on Information Systems, 1999  

13. Clive Shepard, “Does Social Media have a place in workplace learning?” Emerald Group, 27 (2), 3-4, 2011.  

14. Li Jin, Alexandra Psarrou, S Cao, Y Chen , “Trends on interactive platforms for social media through Web2. 0 , 
westminsterresearch.wmin.ac.uk,2009  

15. Hansen, M.T., Chesbrough, et al., “Networked Incubators: Hothouses of NewEconomy”.   Harvard   Business   Review.   
September-October, 74-83, 2000 

16. Prahalad, C K, Fortune at Bottom of Pyramid: Eradicating Poverty through Profits. New Delhi: Pearson Education/Wharton 
School Publishing. 2005  

17. “Novel ‘Education and Enterprise’ Model Around Higher Education Institutions (HEIs) in Indian context” EBRF July 2009.  

18.  Liedholm C, Mead DC - “Studies in Development Economics”. New York:Routledge, 1999. 

19. Punit Saurabh, Amrita ., Dhrubes Biswas, “ Need for co-creating Sustainable Business Models Under Education-Enterprise 

http://www.caypenmag.com/


229 
 
 

Conference papers © Knowledge Globalization Institute, Pune, India, 2012 

(E-E) Framework”, EBRF Conference 2008, Finland  

20. Amrita,  Punit  Saurabh  and  Dhrubes  Biswas, “Emergent  business  models  and technology among recent start-ups of a 
higher educational institute of an emerging nation” EBRF Conference, September 22-24, 2009, Finland. 

21. Amrita, Parswati Das, Punit Saurabh and Dhrubes Biswas, “An Entrepreneurship Driven Wellness Business Model in Non-
Metro Indian Cities”,. Laurea Publications A2, 226-245. Comb2010i, Vantaa, Finland  

  



230 
 

 
Conference papers © Knowledge Globalization Institute, Pune, India, 2012 
 

 

FORMS: @ the Crossroads 

 

Prof. Jayasimha K.R. 

Indian Institute of Management (IIM) 

Prof. Rajkumar Phatate 

Prof. Rajendra Nargundkar 

Institute of Management Technology (IMT), Nagpur Campus  

 

Abstract 

India had a rich tradition of crafts. The production technique, patterns and the materials used varied significantly from one 
region to another. Bastaria, a unique craftsmanship from the tribal district of Bastar was one among the many forms. FORMS, 
started in the year 1993-94 had transformed the bastaria craft by relocating a fraction of artisans from the tribal district of 
Bastar to Nagpur, a larger city in Central India. The successes of FORMS rested in its ability to introduce contemporary designs 
and newer materials, while retaining the unique bastaria craftsmanship.  Not being part of the Bastar cluster presented unique 
opportunities and challenges to FORMS. Moving the artisans to a larger city allowed FORMS to use mass production techniques 
wherever it was necessary, thus enhancing the efficiency.  

However owing to the global slowdown, the off take in the markets that FORMS traditionally operated had come down by over 
40%. Since FORMS exported most of its produce, this slow down had a significant impact. To tide over, FORMS had renewed its 
focus on handcrafted furniture for the domestic market and turnkey projects for custom-made wood furniture for residential 
luxury housing segment. However a major cause of concern was the inexpensive near look-alike designs produced by the 
Chinese manufacturers, which Rukshad (co-promoter of Forms) and others believed to be a greater threat. This had generated 
a renewed debate at FORMS on the sustainability of the methods as well as sustainability of an entity outside the cluster.  

Key Words: Artisans, Cluster, Crafts, Sustainability. 

Indian Handicrafts Industry: An Overview 

India has a rich tradition of crafts. Though production technique, patterns and materials used had changed over time, it has 
largely remained unorganized. Small Scale Industry (SSI) sector accounted for over 40% of India’s Industrial output and little 
over 35% of exports. Handicrafts comprised of a significant part of this chunk. Excluding hand knotted carpets, handicrafts 
exports were estimated to be over INR 8000 crores for the year 2008-09. Art metal ware, hand printed textiles & scarves and 
embroidered & crocheted goods accounted for a significant share of the exports. United States of America, United Kingdom and 
Canada cumulatively accounted for over 35% of handicrafts imports. Export Promotion Council for Handicrafts (EPCH) was 
established in the year 1986 -87. There were over 6600 registered members with the EPCH.  

 According to UNIDO, there were over 2000 rural and artisan based clusters in India. Handicraft clusters were located in clearly 
identifiable locations and specialized in the specific products and production techniques. Some of these clusters were large and 
contributed to as much as 90% of the output in the category. For instance the gems and jewellery cluster of Surat and Mumbai. 
However most clusters, primarily handicrafts clusters were very small with no more than 100 artisans. 

Most clusters shared the following characteristics; 

1. Limited use of technology 
2. They were home-based enterprises. 
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3. Mostly used locally available resources. The produce was mostly handcrafted. 
4. Used local labor (mostly family members) 
5. Catered mostly to local/domestic demand.   

Given that the export value realization for handicrafts was very high, there were renewed efforts at both the state government 
level and Government of India (GOI) to upgrade the infrastructure, modernization and product diversity.   

The Bastar Cluster: 

Bastar was one among the 15 districts in the newly formed state of Chhattisgarh. In the year 2000, Government of India had 
carved out 16 tribal districts from the state of Madhya Pradesh to form the state of Chhattisgarh. Jagdalpur was the 
administrative head quarters of the Bastar district. Of the estimated 1.3 million inhabitants of the state, little over one third was 
tribal. Prominent among them were Marias & Muria gouds, Dhruvaas, Bhatras and Halbas. The society was largely organized 
based on the profession as; Ghadwas (blacksmith), Mahar or Gandas (weavers), Chamar (leather work) and Kollar or Sundi 
(distillers).  

Terracotta, woodcrafts, bamboo craft and Dhokra (also known as Dokra) had attained significant popularity from among the 
trial art forms. Ghadwa’s had mastered the art of Dokra over the years. In the local language, Ghadwa also meant ‘space to 
create’. Dokra was non-ferrous metal casting using lost wax casting technique. Indians were known to use this unique 
technique for the last 4000 years.  

There were two main processes of lost wax casting; solid casting, and hollow casting. Hallow casting was common with 
Ghadwa’s. In this process, a clay core which was approximately the shape of the final cast image was prepared and covered by a 
layer of pure bee wax. The wax is then shaped and carved with intricate designs and decorations. It was then covered with clay, 
which took the negative form of the wax on the inside and thus became a mould for the metal that would be poured. Drain 
ducts were left for the wax to flow, which melted when the clay was cooked. The wax was then replaced by the molten metal, 
which hardened between the core and the inner surface of the mould. The outer layer of the clay was then chipped off and the 
metal icon was subjected to subsequent polishing for a glittering look. (See the accompanying video)  

Forms: The Genesis: 

“Having worked in advertising, the idea of transforming a traditional art form and making it a commercial success excited me”.  
Rukshad, Cofounder, FORMS 

After attaining a degree in liberal arts, Rukshad had joined a start up advertising agency. Much to his disappointment, the 
agency went out of business three years later. Having got a taste of creative work, he was looking for more. The proposal to 
work with rural artisans and transform the traditional art form to suit the tastes of the global buyers excited him. Thus FORMS 
was born in the year 1993-94.  

FORMS set up a small workshop in the heart of Bastar. Predominantly a tribal area, Bastar consistently figured in the bottom 
five percentile of the most backward districts in India. It trailed on all parameters of the human development index. The tribal’s 
had very little interaction with the outside world. The art form, popularly known as bastaria predominantly used wood and 
brass. Being very religious, gods they worshiped and the nature largely inspired their designs. Metal work, mostly of brass was 
more intricate than the wooden carvings. 

“There was no trace of modernity. What we take for granted in a modern society, were all missing”  

Md. Sharif, Production Head, FORMS 

“We were seen as ‘not one among them’. Gaining their trust was very important. Besides, the tribal’s were highly whimsical. 
They had no routine. Getting them to work in a factory system was very daunting. Absenteeism was very high. The reasons 
could vary from fishing in the nearby pond; gone for hunting, busy brewing ‘tadi’ (the local brew) or worse I don’t feel like 
working today”. 
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Given the ambition of FORMS, it could not afford to function like this. Two years later, FORMS decided to relocate the 
production activity from Bastar to Nagpur. It had identified 30 relatively better skilled artisans and brought them along their 
families including their cattle to a seven and half acre facility on the outskirts of Nagpur city. To make them feel at home, 
FORMS built dwelling units similar to the one in which they had lived for ages. In the factory premises, it had an animal form.  

Production: 

By mid 2010, FORMS had employed about 240 people out of which 165 were direct labor. Besides, the sampling team had 10 
people who were mainly involved in producing the masterpiece of new designs.  A separate team of 25 people was involved in 
custom-made hand crafted furniture. FORMS used wood, iron, aluminum, brass and mosaic to produced wall décor, statue, 
figurines, book ends, photo frames, vase etc. many designs used a combination of material for instance wood and metal or 
wood and glass etc.   

Mango wood was chiefly used in all wooden items. The softness of mango wood made it ideal for carving. The wood was 
supplied by timber merchants, who supplied FOMRS in the pre-determined log sizes. The machining department had 06 copiers 
of which, 02 copiers had six spindles and the remaining 04 had ten spindles. Nine operators operating in three shifts could 
produce 500 – 800 pieces a day.  From the machining department, the pieces were sent to carving section. Carving section had 
30 dedicated workers. Carving was skill intensive and was done manually. After which, the items were chemically treated, 
polished and painted. Polishing and painting was a labor intensive activity. 120 workers were involved in this task. 

Artisans mostly worked in teams and each team had a master gild. The teams often comprised of family members. Particularly 
for carving, FORMS allowed the artisans to work from home. They would collect the post machining rough-cut wooden pieces in 
the morning and return the carved items in the evening. FORMS operated on a ‘no variation accepted’ principle, which was by 
now well understood by the artisans, whose carved pieces were compared with the masterpiece. Any variation beyond the 
acceptable limits was rejected.   

In comparison to wood, metal work involved fewer steps. Items made of Iron were sub contracted to local vendors. The 
vendor’s foundry was located right next to the FORMS plant. Casting, chemical treatment, welding, polishing and plating for 
items made of aluminum were done in house. The original ‘bastaria’ metal artwork used a complicated casting technique called 
‘lost wax processes. This process made possible production of items that were hallow inside, had no joints and made possible 
intricate artwork (popularly known as dhokra) the metal items. In comparison to wood, metal work was more labor intensive 
and rejection rate was also higher.  

Mass-producing a craft: 

FORMS had the twin challenges of ensuring that the designs were contemporary & mass produce a hand-crafted item.  Since 
the artisans took inspiration from the world around them, the designs were mostly bucolic.  Traditionally it was an integrated 
activity where the artisan did everything from design to production and postproduction activities. At FORMS, design was 
centralized. Rukshad & the design team provided the concepts and the initial sketches.  

FORMS deviated from the traditional ‘bastaria’ craft by; 

1. Dis-integrating the process. Artisans were mostly involved in the production process with limited involvement in 
design. 

2. Use a combination of material (like wood, glass & metal) instead of a single material in the traditional form.  
3. Restrict the intricate craftwork to a portion of the item being produced. 
4. Separate the production of items with no intricate craftwork and the ones with intricate craftwork. 
5. Mass-produce the former using non-traditional methods of production. 
6. Use the artisans from Bastar for the later (with craftwork).  

The above process ensured that every item produced had a handcrafted element as well as made possible standardization and 
mass production.   
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Fig 01: Process Flow (wood) 

 

 

 

 

 

 

 

 

 

 

 

Boxes with the dotted lines indicate departure from the traditional method 

Figure 01: FOMRS FAA (animals) the neck of both the horse & giraffe are made of metal (aluminum) & is mounted a wooden 
body.  

 

Marketing: 

FORMS exported most of what it produced. Domestic sales accounted for less than 20% of its total sales. Russia, Germany, 
Spain, Italy, U.S.A, U.K, France and Denmark were the key markets for FORMS. FORMS had a showroom in Noida, where the 
Export Promotion Council for Handicrafts (EPCH) held trade fares twice a year in the months of February and October. The fare 
attracted mostly new customers. Some of the established customers of FORMS included large chain stores, wholesalers and 
catalogue retailers. For instance Pier 1 of US was a long-standing buyer. Agents representing existing buyers also visited the 
EPCH fares. Besides the EPCH fare, in 2004-05, FORMS participated in similar fares in Hong Kong and Frankfurt. This was mostly 
aimed at meeting new buyers. With the first time buyers, FORMS insisted on Direct Payment (D.P.) and the existing buyers 
were required to pay an advance of 30% and the remaining 70% on mailing of the scanned documents.  
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Typically FORMS had little over 300 styles on display in these fares. The best sellers of the season (usually about 10% of the 
styles in the collection) were continued in the next catalogue. Some of the all time best sellers had sold over fifty thousand 
pieces a year, three years in a row. The price varied between $6 to $12, with a mean price of $8 (ex factory, Nagpur). FORMS 
had a few ‘statement pieces’ in its Noida outlet, which were priced up to $25. These were meant to attract buyers as well as 
showcase the creative abilities. The minimum order size was 75 pieces per style. Under normal circumstances, ex factory, ex 
India, it took a minimum of ten days for the buyer to get his consignment.  

Designing: 

“Design is all about constraints” 

Rukshad Co-founder, FORMS 

 

FORMS produced at least 02 catalogues per year for the EPCH fare besides the annual Christmas collection. Occasionally buyers 
sent inspirations, which influenced the designs in the catalogue. Maintaining the ‘freshness’ of the catalogue was of prime 
importance. The ten member sampling team worked closely with Rukshad, who solely decided on the new designs for the 
catalogue. He was also the fountainhead of ideas for new designs. New designs cost anywhere between 5 to 10% of the total 
cost.  

“It is difficult to produce the ‘fresh look’ catalogue after catalogue. Themes are enduring but designs change. In the Christmas 
collection, Santa would remain; in the figurine, the lady would remain. Lot of styles in a catalogue is minor change to the 
existing styles. There is an element of interchangeability in terms of the materials used. Trends keep coming and going. For 
instance gold and silver colors’ have made a comeback. ”  

The inspiration sketch, which was mostly prepared by Rukshad was converted into a master piece by the dedicated design 
team, which in turn became the benchmark for the other artisans. Turning a concept sketch into a masterpiece took anywhere 
between 5 to 7 days.  

“My design team still cannot think in 3D terms. One in ten ideas get dropped given the inability to convert my ideas into a 
master piece.”  

Previous efforts of FORMS to work with professional designers were not fruitful. Designers were required to work closely with 
the artisans to successfully convert the concept sketch into a masterpiece. Designers were unwilling to relocate to a tier II city 
like Nagpur. Besides, many designers did not have a clear understanding of the implications of cost and labor (man hours) of 
their designs & the choice of the material.   

The Way forward: 

FORMS believed that exports would continue to be subdued for some more time.  To tide over the crises, FORMS had enhanced 
focus on the handcrafted furniture for the domestic market and turnkey projects for custom-made wood furniture for the 
residential luxury-housing segment. This required working closely with the architects and interior designers. Covering all the 
materials and ensuring adequate work for artisans with different skill sets was becoming increasingly difficult.  

Rukshad was extremely apprehensive of showcasing his offerings on the Internet. He believed that the USP of FORMS was the 
unique designs. FORMS currently showcased a small fraction of its catalogue online. The purpose was to project the capabilities 
of FORMS as opposed to selling anything online. Rukshad strongly believed that putting the entire catalogue would only mean 
inviting the whole world to imitate his unique designs.  

 Md.Sharif believed that in the days to come, FORMS might have to deal with reverse migration. To assist the artisans, the state 
government had launched host of scheme like free training in craft of the participant’s choice, grant for buying tools & 
equipment, financial assistance for developing work shed and sponsored study tours to provide greater exposure.  
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The state handicraft promotion council had started organizing ‘shilp bazar’, which provided an opportunity for the artisans to 
showcase their work as well as sell their produce directly to the customers. Shabari the chain of emporiums started by the 
council allowed artisans to showcase & sell their produce.  

Over the years, there was a marked improvement in the civic infrastructure of Bastar. Cell phones & televisions had connected 
Bastar with the rest of the world. The migrant population exposed to the big city lifestyle was ushering in social-cultural 
changes. In the words of Md.Sharif, ‘today Bastar is like any other town. Some of our workers who have gone home, as it is a 
lean period might not come back.  

Table 01:FORMS: Categories & their codes: 

Code Category 

FAA Animal 

FCS Candle Stand 

FO Objects 

FWD Wall Decor 

FBE Book Ends 

FAX Christmas Collection 

FB Bust 

FC Container  

FFG Figurine 

 

 

                 

Fig 01: The copier machine                                               Fig 02: copier machine with the masterpiece mounted  
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Fig 03: Carving to refine the output of the copier machine.        Fig 04: Polishing  

 

              

Fig 05: Painting                                                                                     Fig 06: Ready for dispatch  
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Developing Economies 
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Abstract 

This paper examines the various factors that are creating increasing economic opportunity in developing countries for 
investment in and deployment of renewable energy technologies. Special emphasis is placed on identification of the most 
critical factors underpinning renewables successes as a driver of economic growth. Best practices are identified and categorized 
in the hopes that this allows for greater scalability and ease of adoption in countries with different economic, political, and 
cultural norms as well as variations in geography/climate. 

 

There is little question that investment in and deployment of renewable energy technology can be a major contributor to 
economic growth and increasing standards of living in developing economies. This assertion is supported by two decades of 
research, policy analysis, and implementation by non-governmental organizations such as the United Nations (Tollefson, 2011, 
UN MDG 2000; UNDP 2010; UNHDP 2011; UNTAD 2011),  World Economic Forum (2010), Intergovernmental Panel on Climate 
Change (2012), World Future Council (2009) as well as the practical experiences of government agencies (Ogunleye, 2008; 
Komatsu, Kaneko, & Ghosh, 2011) social entrepreneurs (Bornstein, 2005), business leaders (World Business Council on 
Sustainable Development, 2011)  policy analysts (Milburn 1996), and other academic and institutional researchers (e.g., Lior, 
2011; Martinot, Chaurey, Lew, Moreira, & Wamukanga, 2002). Renewable energy–that is, energy generated from solar, wind, 
geothermal, tidal currents, and biomass--holds much promise for developing economies for myriad interconnected reasons.  
First of these is the fact that developing economies consist of 80% of the world’s population but only 30% of the energy use. In 
order to grow these economies through manufacturing and development there simply need to be more sources of inexpensive 
and reliable energy available (Demyrbis & Demyrbis, 2007; Lukumbo, 2011).  Secondly, there can’t be increased manufacturing 
and other technical advancements and development absent a vastly improved quality of life for the residents of these 
countries. Nearly 1.5 billion of the world’s poor have no or extremely limited access to any type of electricity or clean water. 
Without improvements to education, health care, and safety, there is no possibility for large or even small scale economic 
development. This is due to the nature of the relationship between energy these human factors. Consider: 

1. Energy is required for the most basic human needs for food preparation. Presently, over 1.6 billion children in the 
world are at risk for malnutrition and adverse health consequences as a result of kerosene being the only form of energy 
available to power cooking. Kerosene is both costly and toxic. 
2. Lack of access to sources of energy, especially for poor rural populations, results in the “ Energy--poverty trap” (UNDP 
2009) whereby it takes all the time and resources of people simply to collect water, food, and food preparation so that there is 
no additional time for education, job training, or economic activity thereby resulting in a perpetuating cycle of poverty. 
3. Energy is required to power lighting so that reading and study is available during dark hours. 
4. Energy is required to power health care facilities and remote access distribution of medicines. The lack of available 
refrigeration (requiring an energy source) for keeping medicines fresh results in death of 10 million people per year. (United 
Nations Development Programme, 2010). 
5. Energy use and economic development generally rise in parallel (Lior, 2011). It is not possible for underdeveloped 
economies to grow without increase sources of energy. 
6. Energy is required for water harvesting and cleaning. Absent energy to drive wells or filtration processes, dirty water 
contaminates and kills millions of children and adults per year. Moreover, the very act of collecting water, a job that falls 



238 
 

 
Conference papers © Knowledge Globalization Institute, Pune, India, 2012 
 

 

primarily to women and children, is one that in many developing areas is exceptionally dangerous due to rape, murder, and 
kidnapping. 
7. Rural electrification is a necessary prerequisite to increased farm yields via irrigation, increased harvesting hours, etc. 
8. Energy for transportation, goods distribution, and human movement requires an infrastructure that is lacking in many 
developing countries—particularly in the rural areas. As this infrastructure is lacking in most developing economies, having 
sources of energy that are indeed local—such as sunshine and wind—means that transportation costs can be reduced and 
goods can be transported greater distances and more quickly.  

9.  Energy costs and availability are the largest impediments to economic growth in developing countries. As the demand for 
energy continues to rise, the cost of the remaining supply will rise as well. 

In fact, so interconnected is energy in general and human development (including economic development) that the UN 
Secretary-General’s Advisory Group on Energy and Climate Change has set a goal to ensure universal access to modern energy 
services by 2030. Moreover, and specifically addressing renewable energy, the UN secretary general has indicated that 
adoption of renewable energy can substantially help developing countries reach the millennium development goals established 
by the UN in 2000. (UNDP, October 2010) (Please see Appendix A for more information about the relationship between energy 
and the MDGs.)    

Why Renewable Energy? 

Renewable energy, rather than conventional sources driven by fossil fuels, will provide increased competitive advantage for 
developing countries for various reasons. Most simply, developing countries are in the position of providing more than 50% of 
the world’s capacity for renewable energy simply by dint of their climate and geographical locations. Sunshine, wind, and water 
(via oceans) are abundantly available in most of Africa, Asia (including the Indian sub-continent), and Latin America where the 
largest percentage of the developing world resides (Johnkingsley, 2011). As the needs for energy continue to escalate 
throughout the developed world, the countries that have developed cutting edge renewable energy technologies will be in the 
best position to divest themselves from dependence on fossil fuel technologies as well as to market their renewable energy 
portfolios to wealthier countries.  More importantly, many renewable energy sources can be installed with much more limited 
capital investment than required for the creation of large centrally located generation and transmission systems (e.g., coal 
plants.) The installation of these sources of energy generation and distribution are also expected to increase the number of jobs 
available. Most importantly it is expected that the cost of fossil fuels will continue to rise as demand the world over increases 
making these sources of energy less viable (i.e., more expensive).  

Typically when speaking of renewables the sources of generation are solar, wind, geothermal, hydro (i.e.water via tidal 
generation or dams) , and biofuels. In fact, throughout the developing world there is a relatively large reliance on hydroelectric 
power and biofuels already (Martinot et al, 2002). The challenges faced by these are the distribution channels that are 
antiquated and inefficient. Additionally, most of these systems are currently distributed via a grid system (i.e., a centralized 
network) of power distribution. The limiting factors of these large systems are that they are capital intensive and most generally 
used in areas of high population density. While this has been the recent means of power distribution, historically renewables 
have been the major source of power (Edinger & Kaul, 2000). As solar and wind are available everywhere they therefore 
provide opportunities for a more decentralized—or distributed—energy network. This has tremendous benefits in the 
developing world because it requires less capital, less infrastructure, and can reach the large rural populations that must be 
included in electrification in order to meet future economic and human challenges (UNDP, 2011). Moreover, because 
distributed systems don’t necessarily require as significant an infrastructure investment, they can be sized to meet local 
demands. That is, via decentralized energy models of power generation and distribution, small and micro energy systems can 
be developed that are specifically targeted to the needs and desires of local communities—a critical factor for both economic 
success and cultural acceptance of new energy systems.  

Successful Renewable Energy Practices 

Qurashi and Hussain (2005) indicate that most successful rural renewable energy projects can be classified into 5 areas of 
application: residential and community lighting, small industry, agriculture, cooking & water heating and transportation 
(alternate fuels). Their exhaustive research indicated that there are over 1.1 million solar home systems installed with India 
(450,000), China (150,000), and Kenya (120,000) leading in such adoptions. Komatsu, Kaneko, & Ghosh (2011), studying solar 
home systems in Bangladesh, found that their adoption reduced household consumption of kerosene and dependency on 
rechargeable batteries resulting in cost savings of 20-30% per month. Seeing these cost savings and the increase availability of 
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electrically driven products (e.g., lighting, TV) 60% of the programs neighbors indicated their desire to adopt solar powered 
homes as well. The researchers concluded that even though the scale of single solar powered homes is small, the benefits for 
each household are substantial. 

In a somewhat dated report, Martinot et al. (2002) provide documentation of numerous renewable energy programs in 
developing countries. In rural residential areas they found that over 50 million households are served by small-hydro village 
scale grids providing electricity to power lighting, TV, radio, and telephony. They found another 10 million households getting 
lighting powered by biogases and more than 1 million homes powered by solar photovoltaics and wind. They also report that 
up to 60,000 small enterprises are powered by small-hydro village-scale mini-grids and that tthousands of communities receive 
drinking water from solar PV-powered purifiers/pumps. They also report over 10 million households have solar hot water 
systems for cooking and hot water. 

As indicated in the previous examples, the successful adoption of renewable energy programs and projects in the developing 
world range from micro-scale individual user projects (e.g., PV lighting for individual homes) to macro grid enabled projects 
(e.g., large-scale wind farms) and everything in between. Scale (large, small, & micro) and source of power (solar, wind, oceans) 
are not the only distinguishing factors in examining renewable energy projects. Sponsorship, that is, pubic, such as government 
orchestrated, private such as via NGOs, non-profits, and for-profit institutions,  or a combination of both, also distinguishes 
types of projects being run successfully. Below, examples of various programs in different geographical areas are provided to 
acquaint the reader with the variety of options available.  

Government Projects. Throughout Africa there are numerous governmentally sponsored renewable energy projects taking 
place. Most specifically, Nigeria, Ghana, and Senegal are very active in launching projects to meet their countries’ energy needs. 
In Ghana the government is supporting rural electrification via the installation of solar photovoltaics. The government is also 
providing new more highly efficient stoves to be used in homes to result in more efficient consumption of biomass. Nigeria is 
investing in large scale projects that will generate electricity from wind and sun. Senegal is supporting both large and small scale 
solar developments (Ogunleye, 2008).  India is investing in mid-size solar generation plants and is also supporting he adoption 
of micro-projects such as the distribution of solar-powered led lights. Mauritania is in the process of building additional facilities 
to generate biomass energy production. Of course, China has the most active program of all as the country is currently growing 
its renewable energy generation at a rate of 20% per year. 

NGO Projects. The World Bank, the World Economic Forum, the United Nations and other multilateral international 
organizations are all involved in pushing for increased investment in and deployment of renewable energy technologies. 
Generally, these programs are large scale and the aim is increased industrialization and job creation. The United Nations 
Development Programme specifically works with developing countries to enhance capacity in 3 key areas: strengthening 
national policy, mobilizing and expanding financing options, developing effective approaches for scaling energy service 
generation and delivery at the local level. As of 2010, this institution was mobilizing action to expand access to modern energy 
services to 36 million households by 2015. Programs included smokeless stoves in Pakistan, biogas technology in India, and PV 
technology in Tanzania and the Dominican Republic. Similarly, many large local organizations within various countries as well as 
multilateral economic development councils are doing the same. The aims here are mixed (industrialization and human 
development) with the emphasis on agriculture and community employment. Small local non-profits are also involved in 
encouraging renewable energy. The focus for these organizations tend to be on the human rights, poverty, education, and 
health issues that are tied to lack of economic development. 

 Private Projects. These types of projects also take multiple forms. There are large for-profit business projects the world over 
just as there are small business and micro-business approaches. There are also an increasing number of non-profit 
organizations that are established with the goal of alleviating human suffering via access to energy. An interesting example of 
this is the combination of organizations established in India by Dr. Ranganayakulu Bodavala, the founder of Thrive, an NGO that 
works to give tribal people more access to technology. He developed a series of LED-based lighting solutions to address a range 
of home and institutional lighting needs for rural areas. As part of the project, he created Thrive Energy Technologies a 
company to manufacture these LED lights on a large scale. The lights are distributed through the non-profit organization, One 
Child One Light whose mission is to provide every child in India with a study light that is “bright, not polluting, dependable and 
economical by the year 2014” (p.    ). At a much smaller scale is the new business funded in the United State called Angaza 
Design. This company, less than 1 year old, was started for the purpose of selling solar powered lighting and charging systems in 
East Africa (Bloomberg Business Week and angazadesigns.com.).   
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Combination projects.  Not surprisingly, alliances of government, business, non-profits, and local community leaders tend to 
result in the most comprehensive and successful new energy programs. For example, the recently implemented “KUDURA” 
project, operating in Western Kenya will offer community utility services that create jobs, alleviate poverty, curb deforestation 
and reduce carbon emissions. This will be accomplished by holistically combining solar photovoltaic panels, water purification 
and biodigester technology which will replace the need for dirty charcoal, kerosene and wood and provide electricity, clean 
water, and biogas for cooking and biofertiliser for crops. (Alliance for Rural Electrification, 2011). A different joint venture in Sri 
Lanka seeks to promote rural economic development via a renewable energy project sponsored by the Sri Lankan government, 
the World Bank, Global Environment Facility and a local bank. 

Implementation 

There are, not surprisingly, numerous barriers to the adoption of renewable energy technologies for economic development. 
Mizra, Ahmad, Harijan, and Majeed (2009) identify these as: technological, policy/regulatory, cost/pricing, institutional, market 
performance, and informational/social. Of these, the least problematic is technological as the improvements in and 
advancements to solar, wind, and other renewable technologies are happening at a very fast rate. The most problematic, 
however, are also the most difficult to address—government regulations/legal structures and local knowledge/customs that are 
antagonistic to change.  

Nonetheless, there are some key practices that can help in the implementation of such programs. They must be locally 
culturally acceptable. That is, the location,  maintenance, and use of technology must not go against local norms. Secondly, all 
key stakeholders must be consulted and buy into the program. This will include both official and unofficial leaders as well as the 
consumers, competitors, suppliers and of course, regulators.  The choice of energy technology must be appropriate for the 
resources available and the local skill set to administer it. Clearly, solar installations will not be efficient in areas with heavy 
cloud cover and rainfall. Similarly, areas with too much wind are just as problematic as those without enough in locating wind 
propelled generators. Projects that allow for the generation and distribution of energy on a local distributed basis will be more 
successful as people feel more psychological ownership of local projects that they can see. Finally, for wide-scale adoption of 
renewable energy technologies to work, it must be rooted in social change. 

Conclusion 

This overview has demonstrated that there are many different stakeholders concerned for the adoption of renewable energy 
for purposes of economic development in the developing world. These include governments, non-governmental policy bodies, 
businesses, the not-for-profit sector, journalists, and academics alike. There is near universal agreement that the development 
and implementation of renewable energy programs—large, small, and micro in size—have the potential to lift millions out of 
poverty by improving educational access, health care, safety, the food and water supply and via economic development 
brought on by the creation of  energy. While widespread adoption of solar, wind, tidal, biofuels energy programs will not cure 
all societal ills, these provide the single strongest leverage point to tackle an interrelated array of development issues faced the 
world over. 
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Appendix A 

Energy Access and the Millennium Development Goals (MDGs) 

Reasons why energy access contributes to accomplishment of Millennium Development Goals. 

“Energy is central to poverty reduction and all aspects of sustainable development. Worldwide approximately 3 billion people—
almost half of humanity—still relies on traditional solid fuels, such as wood, dung, crop residues, and coal, to provide energy for 
cooking and heating. Some 1.5 billion have no access to electricity, and 1 billion more have access only to unreliable electricity 
networks. Unless massive efforts are made to expand the range and quantity of clean, reliable and affordable energy services 
available to poor men and women, countries are unlikely to achieve their development aspirations.  

Expanding access to modern energy services helps to meet multiple MDGs. 

Increased energy access helps to increase incomes and reduce hunger for poor people and poor communities (MDG 1). 
Productive uses of energy can spark rural economies and significantly increase income-generating activities, livelihoods, and 

http://www.whitepaper.ises.org/
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micro-enterprise. Electricity and mechanical power for irrigation and agro-processing can dramatically improve agricultural 
productivity. 

Energy access also supports educational attainment (MDG 2). Electricity can power schools and provide lighting services that 
extend daylight hours for study. In Nepal, communities with access to electricity spend more on education, have higher 
educational attainment, and are better able to retain trained teaching staff. Access to modern fuels can reduce time spent 
gathering fuel wood, enabling children, especially girls, to spend more time in school. 

Energy access contributes to gender equality (MDG 3) by creating substantial time savings for women and girls. In Burkina Faso, 
diesel-based village systems for agro-processing (see box) saved women and girls an average of 2-4 hours per day—enabling 
women to earn more income and girls to be able to attend school 

Energy access contributes to improved health for poor people and communities (MDGs 4, 5, and 6). Electricity can power health 
clinics and enable refrigeration of vaccines and other life-saving drugs. Moreover, access to modern fuels can help prevent an 
estimated 2 million deaths annually from child pneumonia and adult chronic lung disease that are directly attributable to indoor 
burning of solid fuels. 

Access to modern energy also helps promote environmental sustainability (MDG 7). Increased use of modern fuels can help 
reduce forest degradation and soil erosion associated with traditional fuel use. Accelerated deployment of renewable energy 
and energy-efficient systems can lower air pollution and decrease emissions contributing to global climate change.” 

IPCC report June 16, 2011. Accessed at this website. 

http://srren.ipcc-wg3.de/report/IPCC_SRREN_Full_Report.pdf 
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Abstract 

Healthcare is one of the key service sectors in today’s world and it happens to be in the constant state of flux with ever 
changing technology, new findings and improved tools, new drugs and new methods of combating diseases. Indeed, healthcare 
research is one of the most knowledge intensive, fast moving and potentially beneficial to the humanity as a whole. Therefore, 
creation of new knowledge and continuous learning are two very important aspects of knowledge management in these 
organizations. The use of KM techniques in order to register and communicate and augment knowledge in health care sector 
thus assumes tremendous importance. 

India as one of the top international medical tourism destination and with its billion people looking for affordable and quality 
healthcare facilities, needs a solution that can improve its immensely inadequate healthcare delivery system. Many experts all 
over the world have now advocated the use of KM processes and concepts to improve the performance and quality of 
healthcare delivery. But this concept has still not been studied and implemented in full earnest in Indian healthcare sector. In 
this paper, we will explore the potential of knowledge management concepts and processes to improve healthcare delivery in 
Indian context. 

Keywords: Healthcare, Knowledge Management, India 

INTRODUCTION 

Knowledge management (KM) as a concept started being developed in the early 1980s. Nonaka and Takeuchi (1), discussed the 
importance of developing and harnessing organizational knowledge for the effectiveness of any organization. In 1997, Chase (2) 
defined Knowledge Management as, “the encouragement of people to share knowledge and ideas to create value-adding 
products and services”. While Beijerse (3) argued that organizations will be able to become more profitable, competitive and 
efficient by adopting a KM approach. Thus, Knowledge Management deals with the identification, collection and conversion of 
knowledge available within each individual in an organization into a more useable format for all people in the organization. But 
because of the wide ranging applications and its reach in almost all sectors, there has never been any universally accepted 
definition of Knowledge Management. (4) Knowledge Management can therefore be regarded as an interdisciplinary 
management paradigm which encompasses the entire spectrum of knowledge activities (knowledge creation, identification, 
codification, and dissemination (5).  

Today is the age of information. With advances in technology and Information revolution, there is no dearth of information 
available on any topic and this trend can be seen more in knowledge intensive industries such as Healthcare. This industry 
presents a special challenge for any system to be adopted because of the complex nature of processes and outcomes. 
Healthcare is one of the key service sectors in today’s world and it happens to be in the constant state of flux with ever 
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changing technology, new findings and improved tools, new drugs and new methods of combating diseases. Indeed, healthcare 
research is one of the most knowledge intensive, fast moving and potentially beneficial to the humanity as a whole. 

It has been established that Healthcare is a knowledge intensive industry. Therefore, creation of new knowledge and 
continuous learning are two very important aspects of knowledge management in these organizations.  Experts such as Gupta 
and Govindrajan (6) showed that healthcare organizations are now keen to leverage their intangible assets and intellectual 
capital and are trying to improve their performance by promoting learning in their organizations. Thus organizational learning is 
a very important outcome of knowledge management processes. The underlying concept of knowledge creation and leverage is 
learning. (7) And therefore experts advise that a learning based knowledge management process is necessary for acquiring 
existing knowledge and creating new knowledge and promote learning at individual and organizational levels. And using this 
process Individual learning can lead to organizational learning and further help in improved problem-solving, which in turn 
leads to increased capacity for action (8).  

As per El Morr & Subercaze (9), Health care involves very complex structure and healthcare delivery  involves large number of 
professionals such as physicians, specialists, nurses, radiologic technology technicians, lab technicians, counsellors, in addition 
to many other stakeholders such as hospital and clinic administrators, pharmaceutical companies, health care insurance 
companies and biomedical and pharmaceutical research communities, etc. It is but natural that all these people collaborate to 
provide good healthcare delivery to the patients and for this to happen they need to be on the same platform and have access 
to updated knowledge. The use of KM techniques in order to register and communicate and augment knowledge in health care 
sector thus assumes tremendous importance.  

India as one of the top international medical tourism destination and with its billion people looking for affordable and quality 
healthcare facilities, needs a solution that can improve its immensely inadequate healthcare delivery system. Many experts all 
over the world have now advocated the use of KM processes and concepts to improve the performance and quality of 
healthcare delivery. But this concept has still not been studied and implemented in full earnest in Indian healthcare sector. In 
this paper, we will explore the potential of knowledge management concepts and processes to improve healthcare delivery in 
Indian context. 

REVIEW OF LITERATURE 

This is the era of information and Knowledge. Organizations have moved from "make and move" based productivity to 
"knowledge and service" based efficiency. (10) Since the start of information revolution, the technology has rapidly moved 
upwards from being a mere tool for increasing productivity to a more knowledge creating and value creation in organizations.  

The initial KM strategies were highly technology dependant and focused on IT based tools and processes to improve 
organizational efficiency. These came to be known as First generation KM strategies and aimed to make knowledge available 
quickly and to all people within organizations (11). But soon enough, it became apparent that this approach was reactive rather 
than proactive.  The knowledge sharing was not enough. Something more was required. Thus the focus shifted from utilisation 
of already known knowledge to the creation of new knowledge and from technology orientation to process and people centric 
applications (12). These are the second generation  KM strategies which are now being explored by organizations. Rubenstein 
and Geisler (13) argued that KM plays a critical part in organizational survival and attainment of sustainable competitive 
advantage in the face of increasingly discontinuous environmental changes. Researches in KM have converged on the theme 
that knowledge should be viewed as a valuable and manageable resource, at par with other tangible assets so as to utilize its 
full potential. (14, 15)  

Healthcare industry is also not far behind in this quest for organizational excellence.  Over the last few years there has been an 
increased interest in investigating the nature and utilization of healthcare knowledge through the lens of knowledge 
management theories, methodologies, and technical frameworks (16, 17).  It was observed by  Provonost et al.(17), that the 
performance of hospitals is not only based on the discovery of new treatments but on the management of existing  knowledge. 
And hence Laverde (18) proposed implementation of KM processes as a strategic alternative for hospitals to improve efficiency 
and performance. A similar observation was made by Goncalo, Jacques and Souza (19), who studied eight hospitals in Rio 
Grande do Sul involving multi-disciplinary teams organized around cardiology services and established that knowledge 
management should be used as an alternative for the development of advanced solutions to complex healthcare problems that 
are of interest to the society. They used the Acquire, Store, Distribute and Apply process of knowledge management to 
understand importance of medical-assistential protocols. 
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It has been seen that generally, healthcare organizations put more emphasis on medical treatment than overall management of 
disease. But with changes in medical technology, there is a need to focus on more comprehensive management of patients 
rather than dealing with only medication and treatment. Healthcare organizations are facing plethora of problems such as rising 
costs, superior healthcare delivery, industry competition, the shortage of specialized personnel, the need to comply with 
government regulation etc. (20, 21). This has resulted in introduction of many corporate strategies and management theories 
to manage both tangible and intangible assets. Knowledge Management is increasingly being touted as a way to enhance 
competitive advantage by recognizing knowledge as a critical organizational asset and managing it in a systematic manner (22). 
Thus,  experts such as Davenport and Glaser (23), Powers (24) and Van Bevern, (25) have been advising for implementation of 
knowledge management in the context of healthcare management.  

It is a well established fact that Healthcare is a knowledge intensive industry. Therefore, creation of new knowledge and 
continuous learning are two very important aspects of knowledge management in these organizations. Many studies show that 
healthcare organizations  are now keen to manage and leverage their  intangible assets and intellectual capital and are using 
knowledge management frameworks and techniques to transform a hospital or a medical home  into a learning organization. 
(6, 26, 27). 

Anantatmula (7) discussed how knowledge is manifested in learning and argued that  knowledge management and 
organizational learning are intricately related. Similarly, Silver (28), argued that KM is a multi-disciplinary paradigm that 
integrates business strategy with process, organizational culture, organizational learning and technology. A learning 
organization is therefore the one which acknowledges knowledge as its main strategic resource and creates new knowledge 
through intellectual capital with the knowledge worker as the critical component in the organization.(29)  Paula Pinto Ferreira 
et al. (30) in their study established a link between knowledge management, organizational learning  and leadership. They 
argued that the quality of care is proportional to use of knowledge as a resource and health organizations that share this 
resource effectively can reduce their costs, generate greater returns on investment, higher satisfaction and encourage 
continuous learning. Thus a well-defined knowledge management process, which focuses on learning is necessary for acquiring 
existing knowledge and creating new knowledge and promote learning at individual and organizational levels. (31) 

In the new economy, knowledge is the main strategic resource, while the main strategic tool is Organizational learning. (32) 
According to Pemberton (33), successful organizations create an environment where organizational learning is combined with 
knowledge management. The same concept was empirically proved in healthcare networks by Addicott, McGivern and Ferlie 
(34)  

 Orzano et al. (35), conducted a qualitative analysis of transcriptions from observational and interview data collected in four 
U.S. Midwestern family care practices and  showed that by helping sharing available knowledge among medical practitioners or 
by developing new knowledge for use by them, KM can increase the capacity of a practitioner to deliver better health care. 
Another study confirmed that KM affects performance measures by enhancing learning, decision making, and task execution. 
(36, 37). Similarly, Chang, Tsai, and Chen (38) conducted a study of Taiwanese hospital systems to identify the relationships 
among some factors that play a significant role in successful knowledge management implementation in the health care 
environment.  According to them, they were able to establish an empirical correlation between knowledge characteristics and 
KM implementation measures. The study also confirmed the performance impact of people centric implementation measures.  

The importance of a KM system has been demonstrated by empirical studies concluding that KM practices lead to higher 
organizational performance (39). They took three components of knowledge management systems that influence firm 
performance: the firm's ability to produce new knowledge, its ability to build on that knowledge, and its effectiveness in 
capturing a high proportion of the subsequent spin-offs. They showed that that a firm's growth rate is positively associated with 
its ability to generate rare and valuable knowledge, and to build on that knowledge. 

 Darroch (40) showed empirically that a firm with a knowledge management capability will use resources more efficiently and 
so will be more innovative and perform better. The main constructs used were knowledge acquisition, knowledge 
dissemination and responsiveness to knowledge. Findings showed a positive relationship between the three knowledge 
management components and it was also seen that  Responsiveness to knowledge had a positive effect on performance.  

Marqués and Simon (41) investigated the causal relationship between knowledge management practices and firm performance 
by an empirical study on 222 Spanish firms in the biotechnology and telecommunications industries. They employed the 
competence-based view of the firm and focussed on the importance of knowledge management as a sustainable competitive 
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advantage. They concluded that there is a strong and positive relationship between knowledge management practices and firm 
performance. 

Gowen, Fenagan and McFedden (42)  examined the simultaneous implementation of transformational leadership, QM, and KM 
and their impacts on hospital performance. The constructs used were transformational leadership, QM, knowledge acquisition, 
knowledge dissemination, knowledge responsiveness, and organizational performance. They concluded that KM and QM have 
direct impact on organizational performance. 

In 2002, Davenport and Glaser (24), published their case study involving a KM implementation at Partners HealthCare in 
Boston. As per the findings, that KM implementation reduced medication errors found by 55% and showed that when 
physicians encountered medication allergies or conflict warnings in the new KM system, 33 to 50 % of the orders were 
cancelled. And this resulted in better patient outcomes and improved hospital performance. 

ANALYSIS AND DISCUSSION 

As mentioned before, Healthcare is one of the fastest growing industries in today’s world. As Abidi (43) pointed out, not only is 
healthcare knowledge being produced at an exponential rate, it is also consumed by a wide range of multidisciplinary 
healthcare stakeholders such as physicians, nurses, administrators, patients, policy makers in governments etc.  But it has also 
been noticed that although, healthcare is a knowledge intensive area, the healthcare knowledge is largely underutilized and this 
is mainly due to lack of availability of specific knowledge, especially at the point of care. (44) And therefore many experts have 
called for and investigated the need to have more robust and efficient healthcare management thereby sparking a rigorous 
interest in using Knowledge management concepts and theories in this domain. (17, 45) 

The difference between a Healthcare provider organisation and any other is the fact that unlike other businesses, healthcare is 
not solely driven by profits but is motivated more by quality and service. Moreover, as Van Beveren (26) put it, these are highly 
professional institutions, having people with specialised knowledge that needs to be constantly updated, shared, and 
leveraged. 

Thus, KM in healthcare can be defined as a discipline that promotes an integrated approach to identifying, managing, and 
sharing all of information assets, including database, documents, policies and procedures of the hospital, as well as 
unarticulated expertise and experience resident in healthcare practitioners. (46)  Basically, the focus of healthcare knowledge 
management is to provide superior healthcare delivery by creating and utilizing healthcare knowledge and improving the 
quality of patient care.  It has been seen that this is not so easy to achieve because of the complexity involved in providing the 
healthcare to the patients.  The complex issues involved in healthcare knowledge management range from dealing with a large 
variety of knowledge resources, diverse medical stakeholders having different requirements, capabilities and expectations, ever 
improving cutting edge technology, newest and latest edical protocols, to unique clinical situations which require specialized 
manipulation of the healthcare knowledge.  

With rise in both private and governmental support to healthcare sector, more and more hospitals and medical homes are 
focusing on the increasingly important question of how to improve healthcare delivery to the patients. Knowledge 
management is thus being recognized as one of the key approaches in managing the complex healthcare delivery issues.  
Experts believe that KM can help the healthcare sector to overcome the information and knowledge explosion, by adopting a 
framework that focuses on both Technology as well as the People – an approach that previous healthcare management models 
did not explore. They relied heavily on information technology. A McKinsey survey of 40 companies in the US, Europe and Japan 
showed that many executives think that KM (Knowledge Management) "begins and ends with sophisticated IT systems" (47). 
But this is far from true. Though IT is a great enabler for any kind of system, it is the people who drive KM techniques and 
practices. Many experts now agree with the notion that technology and IT are just one dimension of knowledge management 
and there is more to it than just technology. 

Why KM in Healthcare? 

Healthcare is one of the most knowledge intensive industry with high focus on both specialized knowledge and cutting edge 
technology to improve outcomes. Although many arguments can be given in favour of using learning based knowledge 
management model in healthcare delivery, in this paper we will present three major issues that require immediate attention.  
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First based on Information load -- Though the large amount of information available to physicians is a boon, but sheer amount 
of clinical data available is more likely to overwhelm rather than help. As per Pavia (48), there are over "10,000 known diseases, 
3,000 drugs, 1,100 lab tests, 300 radiology procedures, 1,000 new drugs and biotechnology medicines in development and 
2,000 individual risk factors". Similar studies by Masys (49) showed that with the improvements in biomedical knowledge, 50% 
of current hospital admission requirements could be replaced by new pharmaceutical compounds in the next few years. It 
cannot be expected that a physician will be able to keep track of all these along with his/her routine tasks. In addition the 
amount of published literature is going up day-by-day.  In 2009, Medline contained 17.9 million citations and, on average, about 
400,000 new entries were being added per year. As of March 2011, 5,539 journals are currently indexed for Medline. 
(http://www.ncbi.nlm.nih.gov/pubmed) Thus it can be safely assumed that it is simply not possible for the physicians and the 
other medical stakeholders to possess and be updated regarding all the knowledge in their domain of their specialty. (50, 51).  

Second based on medical errors -- A number of studies conducted on medical errors show that though there has been a 
decrease in medical errors by physicians, it still amounts to quite a large number. As per a report by The Institute of Medicine, 
USA in 1999, there are more than 98,000 deaths each year that can be attributed to medical errors. Similarly there have been 
numerous instances of patients having adverse reactions to drugs because of wrong drug prescriptions and numerous 
complaints by patients that sometimes the common laboratory tests ordered by physicians are clinically unnecessary. 
Therefore, it is important that medical practitioners have to acquire proficiency in understanding and interpreting clinical 
information so as to attain knowledge and wisdom while dealing with large amount of clinical data. (52) With lots of 
information available for patients, there is now an increasing demand for effective and accountable clinical practices and 
decisions, improved health outcomes, and provision for superior health delivery. (43) 

Third – based on size. In terms of sheer size, Healthcare is one of the key service sector in today’s world and is growing 
exponentially.  In 2008, healthcare provided 14.3 million jobs for wage and salary workers and it is estimated that Healthcare 
will generate 3.2 million new wage and salary jobs between 2008 and 2018, more than any other industry, largely in response 
to rapid growth in the elderly population. The total global healthcare expenditure for year 2010 was approx $ 4.5 trillion. 
(www.themedica.com) 

The Indian Healthcare Industry 

In India, which is one of the top destinations in terms of medical tourism Healthcare has emerged as one of the most 
progressive and largest service sectors. As per Ibef industry reports, the Indian healthcare sector is expected to reach US$ 280 
billion by 2020.  One of the major drivers of growth in the healthcare sector is India’s booming population that is increasing at a 
rate of 2% annually. India will overtake China by 2030 as the world’s most populous  nation and by 2050, the population is 
projected to reach 1.6 billion. This growth in population is largely due to better healthcare facilities resulting in longer life spans 
as well as decline in infant mortality rate. Moreover, with booming economy, Indians are living more affluent lives and are now 
prone to lifestyle diseases such as hypertension, cancer, and diabetes, which is reaching epidemic proportions.  

But unfortunately, the healthcare infrastructure has not kept pace with the economy’s growth. Although, the manpower is one 
of the best in the world, the sheer number required to cater to millions of people is inadequate. Moreover, besides a few state 
of art hospitals in urban areas, the rest of the country is grappling with poor infrastructure, lack of healthcare facilities and 
shortage of trained medicos. The Government of India is doing its part with increase in the plan allocation for health by 20% to 
US$ 5.8 billion in Union Budget of 2011-12. Similarly, the government allocated an additional US$ 1.23 billion for six upcoming 
AIIMS-like institutes and upgradation of 13 existing Government Medical Colleges in 2010. In fact, Indian government is the 
highest spender (that is 5.25% of the GDP) on healthcare amongst the developing countries.  Despite this, the public sector is 
contributing only around 15-20 per cent of the required investment in the healthcare sector.  

Therefore, with such a large investment, this sector is poised for growth in the next few years. Thus it becomes imperative that 
good management strategies such as Knowledge management are leveraged to make optimal utilization of resources and 
improved healthcare delivery especially in a developing country like India. There is a significant body of evidence that shows 
that experts are now keen to embrace KM tools and techniques to bring about the necessary change required for improved 
healthcare services. Therefore, there is a need to analyse the healthcare knowledge paradigms and identify various dimensions 
that will facilitate superior healthcare delivery. 
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CONCLUSION 

Experts believe that though medical science has made revolutionary changes, healthcare has not kept up the pace with those 
changes. The disparity between the two needs to be removed. Healthcare is a knowledge intensive discipline and ready access 
to the latest medical research knowledge is often the difference between life and death. It can be the difference between 
accurate or erroneous diagnosis, and between early intervention and a prolonged and costly hospital stay. Therefore 
management of knowledge becomes absolutely important as far as healthcare organizations are concerned. Moreover, it has 
been seen that the previous healthcare management practices have been unable to manage this information overload in 
healthcare. (53)  

In context of Indian healthcare sector, the problem of inadequate staffing, poor infrastructure, lack of latest information at the 
point of contact and overcrowding of premier hospitals have led to poor healthcare delivery leading to increased morbidity and 
mortality rates. Moreover, a vast country like India needs to share its expertise across its vast network of primary healthcare 
centres so that the rural areas are also able to benefit from improving technology and better treatment methods. Therefore, 
the Indian healthcare network needs a solution where healthcare practitioners in the remotest villages and cities of the country 
are connected to the top experts of the field and are able to take guidance and help to provide quality healthcare to people. It 
has been observed by experts such as Dwiedi et al. (52), that healthcare organizations are now moving towards adopting 
knowledge management practices and techniques to overcome these challenges. Hence it is important that Indian healthcare 
sector too works with knowledge management tools and techniques to improve their performance. 

Indian Healthcare as an industry is currently undergoing tremendous changes. The last few years have seen revolutionary 
improvements in the technology and the industry is still grappling with finding a right solution to its growing needs. With India 
poised as being the hub of Medical tourism, and Indian medical professionals making a mark in the world, what is needed is a 
healthcare solution that will address the problems mentioned above. Healthcare Knowledge management appears to be the 
right fit and could provide many possibilities and the solution to problems such as access to right information at the right time 
and lead to provide superior healthcare delivery. (54). Therefore, it becomes necessary to study and understand the process of 
adoption and implementation knowledge management practices in the healthcare organizations.   

Scope for Further Research 

Academicians and experts have only recently started exploring the KM concepts in healthcare context. Most of the studies have 
focussed on bringing up theoretical models on the implementation of tools and techniques for knowledge sharing and 
dissemination but the literature is generally silent on its outcomes such as improved organizational learning and superior 
healthcare delivery. One of the reasons of the dearth of empirical studies in this discipline is that it is very difficult to identify 
and measure knowledge. Moreover, not many studies have been conducted to link the healthcare delivery outcome to the 
implementation of knowledge management paradigms in healthcare in Indian context. Therefore, more studies are required to 
fulfil this gap between theory and practice. 
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Abstract 

India’s growing economy with a rate of 7.45% and investment of 4-5% of GDP in infrastructure has resulted in a huge deficit in 
infrastructure, both physical and social. (India GDP Growth Rate, 2011)  Pertaining to the social infrastructure of health, AIDs is 
a problem which India can’t fight shy off.  Currently 2.4 million people are estimated to be infected and only 428,638 people 
undergoing antiretroviral treatment (ART), which is just 5.6%. (NACO, 2011)  Though government hospitals, internet, ART 
centers are available, infected people face difficulties in approaching these services as the disease is associated with social 
stigma in India.  In such a situation, new breed of telephonic helplines attempt to clear the confusion and better connect the 
people with the available infrastructure.  Telephonic counseling can help callers with information and behavior modification, 
while giving the comfort of veiled faces.  The paper discusses the case study of such a telephonic helpline Samvad of Muktaa 
Charitable Foundation in Pune.  It discusses the effectiveness of the helpline by giving details about the number of calls 
attended, age and education of callers, types of questions answered, and problems that the helpline solves effectively, future 
aims of Samvad, challenges, and operational functioning. 

Key words: HIV AIDS, telephonic counseling, helpline, health, Samvad. 

Introduction: 

Indian economy has been growing at an average rate of 7.45% from 2000 until 2011, reaching a historical high of 11.80% in 
December 2003 and a record low of 1.60% in December 2002. (India GDP Growth Rate, 2011)  The rapidly growing economy 
fuelled with low investment in the infrastructure (4-5% of the GDP) has compounded the problem of infrastructure deficit. 
(India GDP Growth Rate, 2011) Many researchers and practitioners have defined infrastructure of two types – physical and 
social.  Physical infrastructure consists of transportation, power and communications that facilitate business growth through 
backward and forward linkages.  Social infrastructure consists of facilities for water supply, education and health; these enable 
the population to avail the benefits of the growth process (Figure – 1).  (Businessworld, 2011) This paper studies the deficit in 
infrastructure for fighting AIDS in India and explores one way of reducing this deficit; that is telephonic counseling.   

Figure - 1 
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One report, published in a medical journal in January 1986, stated: “Unlike developed countries, India lacks the scientific 
laboratories, research facilities, equipment, and medical personnel to deal with an AIDS epidemic. In addition, factors such as 
cultural taboos against discussion of sexual practices, poor coordination between local health authorities and their 
communities, widespread poverty and malnutrition, and a lack of capacity to test and store blood would severely hinder the 
ability of the Government to control AIDS if the disease did become widespread.” (T.K., 1984 (1))  

As per Census of India, the current population of India is 1.21 billion. (Kumar, 2011) It is estimated that people living with HIV is 
around 2.4 million people. (Joint United Nations Programme on HIV/AIDS (UNAIDS), 2010).    

Of the total people living with AIDS, 428,638 are receiving antiretroviral treatment (ART). (NACO, 2011) This is 5.6% of the total.  
Based on HIV Sentinel Surveillance 2008-09, it is estimated that India has an adult prevalence of 0.31%.  Out of the total 
infected people living with HIV, 39% are female and 3.5% are children. (NACO, 2011) The high risk groups (HRGs) identified are 
Female Sex Workers (FSW), Injecting Drug Users (IDU), and Men who have Sex with Men (MSM). Their risk of infection of AIDS 
is about 20 times higher than the general population. (NACO, 2011) The overall HIV prevalence among different population 
groups in 2008-09 (Figure - 2) prevalence among HRGs – IDU (9.19%), MSM (7.3%), FSW (4.94%) and Sexually Transmitted 
infections (STI) clinic attendees (2.46%), and low prevalence among Antenatal Clinics (ANC) attendees (0.48%). (NACO, 2011) 

Figure - 2

 

Infrastructure available in India is at governmental level and non-governmental level. 

National AIDS Control Organization, established in 1992, is a division of the Ministry of Health and Family Welfare that provides 
leadership to HIV/AIDS control program in India through 35 HIV/AIDS Prevention and Control Societies.  NACO implements one 
plan at the national level. (NACO, 2007) State AIDS Prevention and Control Societies (SACS) implement NACO program at state 
level, but have functional independence to upscale and innovate.  

There are many non-governmental organizations (NGOs) also fighting AIDS. 

The current infrastructure aims to serve at the community level as well as the individual level.  Community-level programs 
include awareness campaigns about HIV prevention and care, while individual-level programs include facilities such as lab 
testing, medical care for HIV, prevention of HIV, face-to-face counseling. There is a new breed of infrastructure that works at 
individual level, but not face-to-face.  This is the telephonic AIDS helplines.  These helplines are Sadhan in Mumbai, Tarshi in 
Delhi, and Samvad in Maharashtra and Bihar.   

Why telephonic helpline? 

People suffering from HIV and AIDS do not want to face the counselor.  They fear that the family and / or the society will 
outcast them if they admit this.  Discrimination is meted out against people related directly or indirectly to the patients. (Gupta, 
1994) Pragmatic efforts to confront the issue of AIDS often falls victim to prudishness, misplaced priorities, or evasion. AIDS 
workers and organizations face unwillingness in many quarters to even recognize that the problem exists. (Salvi, 1995) This 
adds to the stress of these patients in India.   



253 
 
 

Conference papers © Knowledge Globalization Institute, Pune, India, 2012 

The knowledge about HIV and AIDS among Indian people is limited. The AIDS awareness efforts haven’t been very successful. 
One research points out that effect of several covariates such as education and mass media, on awareness in Indian women is 
different from their effect on quality of knowledge. (Aggarwal & Rous, 2006) Hence, Indian people need to have scientific 
information about the disease and want to know the cure.  Due to the nature of the society, Indian people are comfortable 
venting out their feelings and fear or admitting their guilt to an unknown, friendly, caring voice of an expert counselor. 

Methodology: 

The research question I set out with was “Can counseling over telephonic helpline help fight against HIV and AIDS?” 

Questionnaires were sent out to respondents and their response to the reliability of telephonic counseling was found out.  
Three HIV-AIDS helplines in India were identified based on the expert (Dr. Shirisha Sathe - B. A. M. S. M. A. Clinical Psychology) 
opinion of a practicing psychologist and a psychotherapist in Pune and a professor at Flame School of Liberal & Management 
Education.  Experimental research in the form of mock calls was conducted to find out the effectiveness of the three helplines.  
Based on the effectiveness, one helpline was chosen. The selected helpline was chosen as a case to study.  Detailed study was 
done to find out the number of calls attended, the demographic details of the callers, questions of the callers, future aims of 
the helpline, challenges faced, and operational functioning.  This study was done to find out whether telephonic counseling is 
and/or will be effective method to deal with the problem of HIV – AIDS. 

Study: 

As per 74 responses to the online questionnaire,  43% (9% + 34%) of the respondents had  a favorable opinion about telephonic 
helpline.  This questionnaire was distributed online in the Foundation of Liberal & Management Education (FLAME) community 
and outside amongst faculty, staff, and students.  Hence, the respondents include either graduate, post graduates, and 
undergraduate students.  

Figure – 3

 

Experiment: Mock calls were conducted to the three identified helplines – Samvad, Tarshi, and Sadhan in India. 

Objective: To find out the effectiveness of the helpline 

Question: Can HIV AIDS spread through oral sex? 

1) Experiment – 1: Mock call to Tarshi helpline in New Delhi – 011-26472229 
There was taped message only and no personal counseling.  I chose the option of English language and selected the nearest 
question: “How does HIV get spread?” I got the taped answer.  It was not better than reading information from the internet. 

2) Experiment – 2: Mock call to Samvad helpline in Pune – 020-26381234 
A lady picked up the call.  There was no taped message. 
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I could ask my question – “Can HIV AIDS spread through oral sex?” 

She gave me detailed answer of the question.  She started with the basic information that HIV can spread through vaginal, anal, 
and oral intercourse.  Oral methods of licking the vagina, licking the penis, friction of penis in the mouth, and swallowing the 
semen can be very risky.  She said sexual liquids (semen and vaginal liquid), blood, breast milk contains high percentage of the 
HIV virus.   So even if the penis is taken in the mouth and semen is not swallowed, the virus can come out of the penis opening 
and penetrate through a tiny bruise in the mouth (the bruise in the oral cavity may be so tiny that it may get unnoticed by the 
person having it) due to friction of the penis in the mouth. 

In such a case a person needs to get tested.  She suggested that the person may go for a HIV antibody test.  It has a window 
period of three months.  Our body requires three months to produce antibodies against the virus after it enters the body.  The 
test is inexpensive and can be done in any private pathology laboratories or government laboratories.  She said that the private 
laboratories may recommend expensive and complicated tests; however, these tests are not required.  The antibody test is 
reliable.  The government laboratories do only the antibody test. 

She further asked why I was asking the question.  She asked if I knew someone with whom such an incident had occurred or I 
was asking for information purpose.  I said I was asking for information purpose. 

She further said that if such an incidence has occurred with any person and if that person is married, then he/she will have to 
take care in personal life as well so that the partner does not get infected.  Also, if such a person is planning to start a family, 
due care needs to be taken so that the child is not infected. 

She said that even if the test is negative, it does not make one risk-free for life; but necessary precautions have to be taken if 
one has to indulge in high-risk situations. 

She not only answered my question but also gave me explicit details surrounding the question.  There was a certain sensitivity 
and firm tone to the counselor’s voice.  I thought I was speaking to my friend and guide.  I was completely satisfied with the 
counseling.  Also, I had no problem of disclosing my identity as in face-to-face counseling. 

Experiment 3 - Sadhan Helpline in Mumbai - 022-24114000 

The lady counselor spoke to me and gave a detailed answer to all my questions, similar to Samvad helpline.  However, she 
lacked the warmth of the counselor at Samvad. 

I found that I did not know the details of HIV – AIDS even though being a well-educated person.  The counselor was able to give 
me information and able to do behavioral counseling also.  She asked me what precautions I would take to protect against HIV 
and AIDS. 

I chose to do the case study of Samvad helpline as it turned out to be the most effective.   

In addition, Tarshi doesn’t have software support and the number of counselors is limited.  Hence, the service can’t reach out to 
large numbers.    

‘Samvad’ means conversation in local Indian language.  

A visit was conducted to the helpline.  Interviews were conducted with different founders and also the counselors.  Also, 
information was collected from the website. 

Samvad HIV Helpline: 

Samvad HIV Helpline is an initiative from Muktaa Charitable Foundation (MCF), registered trust founded by socially conscious 
citizens. MUKTAA stands for Making U Know and Talk About AIDS.  Founders of the Trust are volunteers who have come 
together to manage the Trust and its projects. Its project is Samvad HIV helpline for Maharashtra, and Bihar.  The trust has been 
founded by 9 like-minded individuals based in Pune who come from various walks of life – doctors, businessmen, housewives 
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and others, with a vision to make a visible impact on the epidemic of HIV and AIDS in India. Samvad does counseling not only 
for HIV and AIDS but also for sexually transmitted diseases (STD), and questions related to sexuality (such as masturbation). 

Analysis: 

Effectiveness of Samvad: 

Samvad has a database of the clinics or services available in India for testing or treating AIDS.  When an individual calls up the 
helpline, he/she is very nervous and afraid.  The counselors give him/her mental support.  This helps in alleviating the caller’s 
fear.  The expert counselors diagnose the kind of problem of the caller and suggest a remedy.  The remedy can consist of 
scientific information about AIDS, contact information and guidance about laboratory tests, nutritional support, address of 
shelter homes for the infected, short-distance palliative care centers, contacts of legal entities (to handle legal issues), 
antiretroviral treatment (ART) centers, side effects of ART, etc.   

Founded in 2005, the helpline has attended to 85,000 calls till 30 September 2011. (Muktaa Charitable Foundation, 2011) The 
number of calls fell in the year 2010-2011 from 2009-2010 because the helpline had to discontinue using the previous number 
and couldn’t inform people about the change of number.  The callers have been steadily increasing. (Refer to Figure – 4) 

Figure - 4 

 

(Muktaa Charitable Foundation, 2011) 

Around 53% of the callers are from 25 – 40 years of age and 44% from 15 – 25 years of age.  (Muktaa Charitable Foundation, 
2011)  (Refer to figure – 5) Youngsters and middle-aged people are using the helpline and benefitting from it.  Now they have 
someone to speak to confidentially about their problems and concerns relating to AIDS. 
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Figure - 5 

 

(Muktaa Charitable Foundation, 2011) 

Majority of the callers are graduates (Refer to figure – 6).  This is an indication that the educated people take an advantage of 
this AIDS helpline.  However, the helpline needs to reach to the illiterate and poor masses as well.  More publicity will help in 
achieving this. 

Figure - 6 
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Majority of the questions from the callers are for the risk of transmission of HIV from a sexual partner or from mother to child, 
testing for HIV, and prevention of AIDS (Refer to figure – 7). 

Some of the questions are as follows: 

 My daughter is getting married soon. How do I broach the topic of HIV testing to the boy’s side? 

 I am software professional.  I am worried about being HIV positive from a previous exposure.  Can I start a family? 

 My son-in-law died of AIDS.  My daughter got HIV from him.  Her in-laws want to throw her out of the house.  Help! 
(Muktaa Charitable Foundation, 2011) 

Figure - 7 
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7. What care to be taken by infected person? 

8. Can I get HIV from open mouth kissing? 

9. What is ART? 

10. Is there a cure? 
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(Muktaa Charitable Foundation, 2011) 

According to the counselors of Samvad, they have dealt with the trauma of the callers efficiently by being patient, respectful, 
caring, and knowledgeable.  These counselors typically have a psychology and social work educational background.  The trauma 
faced by callers are with regards to acceptance of HIV infection by self, then by immediate family (parents, spouse, children), 
then by workplace, then by society including friends and relatives.  They also need help to deal with health-related problems 
and how to arrange for finances to take care of self and dependants if the infected person has been divorced by the earning 
spouse or shunned by parents. 

Samvad counselors have changed lives of innumerable people over a short-term or a long-term basis.  They have a caller who 
has been in touch with Samvad since five years and they have been able to be the faceless voice to make him settled in his/her 
life. 

Problems that Samvad can solve effectively: 

 Behavior modification of high-risk callers by giving them tips on how to prevent AIDS 

 Lifestyle modification of AIDS patients by tips on nutrition and hygiene 

 Fear reduction by providing a doorway to testing laboratories, treatment centers, and rationalizing and clearing 
confusion. 

 More importantly, Samvad rules out the callers’ lonely battle against HIV and AIDS 

Samvad’s aims for the future include: 

 Start a face-to-face counseling centre. 

 Tie up with government ART centers to help improve ART adherence rates of their patients.  

 Expand helpline services to Ahmadabad in the state of Gujarat and Calcutta in the state of West Bengal. 

 Preparing to move the Bihar helpline to Patna.  

 Professionalize the helpline at the managerial level. 

 Work on psychological health and disclosure issues in HIV infected and affected children. 

 Work on health and finances related issues of migrants in Pune. 
The highlights for the 2012 financial plans include: 

 Major thrust on rural promotion 

 Use of paid sms campaigns for building call traffic 

 Continuing thrust to improving call quality 

 Continuing focus on increasing average call duration 

 Experiments to measure service effectiveness 

 Creation of Body of Knowledge for an HIV Tele-counseling service 
Challenges faced by Samvad 

 Inadequate funds for promotion 

 97% of the callers are male; the helpline wants to serve women as they would carry additional burden of being the 
oppressed gender in India compared to their male counterparts. 

 It is not supported by government funds, as the government does not recognize the concept of HIV and AIDS helpline 

 The helpline also wants to help the uneducated and poor people needs to increase 

Operational functioning of Samvad 

The founders include doctors, software engineers, and businessmen.  Doctors give the medical counseling training to the 
counselors, software engineers have developed the software for Samvad, and businessmen take care of the administration and 
legal work. 

Samvad is available on all seven days of the week.   It is available for 11 hours on weekdays and eight hours on Sunday.  
However, every counselor’s shift comprises of eight hours and 20 calls per day.  The number of calls is restricted so that quality 
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is ensured for every call. The helpline hires 10 paid counselors and one volunteer currently.  The counselors are carefully 
selected.  The eligible candidates should have MA in Psychology, Masters in Social Work, prior work experience in NGOs fighting 
against HIV, and strongly feel about eradication of HIV and AIDS.  They are given a rigorous training on joining which includes 80 
to 100 hours of theory training, three to four months of mock-call practice through discussion with the expert senior counselors 
and trainers.  The theory training gives the counselors technical training, medical knowledge and prepares them to help callers 
at an informational level.  Then the mock call discussion prepares them to help the callers behaviorally.   

As per the founders’ record, the attrition rate of the counselors is 50%.  Hence, Samvad faces the challenge of maintaining 
expert senior counselors.  The founders have come up with a new strategy to deal with this problem.  They have divided the 
counselors in junior and senior counselors.  When a junior counselor is not able to help the caller he/she passes on the call to 
the senior caller, who then calls the caller at a fixed time suitable to the caller.  Call audit is done once a week.  There is a 
discussion between junior and senior counselors.  When the junior callers are able to handle all the caller queries themselves, 
the junior and senior callers division is cancelled.   

For reaching out to more people, Samvad has installed a toll-free phone box at the Sassoon hospital’s ART center in Pune.  This 
has resulted in an increase in calls by 18 to 20 in the morning, perhaps when the ART center is working.  The helpline also wants 
to expand its toll-free phone box system in other ART centers including the one at YCM hospital in Pimpri and those in 
Kolhapur. 

Conclusions: 

The case study of Samvad helpline of Muktaa Charitable Foundation points out that such counseling is helpful especially in 
India, where people do not want to talk openly about HIV – AIDS and where there is a social stigma surrounding AIDS.  
Considering 85,000 calls attended to in the last six years, Samvad has made a difference 85,000 times in the lives of people.  
Such helplines bridge the gap between the people and the services available (ART centers, testing laboratories, face–to-face 
counseling).  In this way, they lead to a better utilization of the infrastructure for fighting AIDS, and thus help in reducing the 
social infrastructure deficit in health sector. 
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Life Skill Education 

 

Dr. N. A. Dayama 

“If you are techsavi you will be hired, but without soft skills you will be fired” 

 

Introduction 

Swami Vivekananda, wrote extensively about ‘man-making education’. What we actually and desperately need today is the 
‘making of a true human being’ who is not professionally knowledgeable and educationally equipped with a mass of 
information in the relevant domain, but who is also endowed with precious values which light us from within, the values of 
tolerance, of humanity, of ethics and of truth. These values alone can transform your knowledge you have garnered from 
theory into what we call ‘wisdom’. Let the knowledge be effectively transformed and matured into ripe wisdom which would 
definitely stand in good stead in your future life ahead. 

When knowledge is genuinely transmuted into wisdom, it is called power in the true sense of the term. What should be the 
purpose of Education? The society expects that at least the raw, primitive and anti-social traits of the individual are refined, and 
where necessary, replaced by socially helpful qualities, by education.  

 The objective of education must be geared towards enhancing capabilities and enlarging choices and developing agency by 
building different dimensions of well-being, by building self-image and self worth which in turn help individuals to be less 
vulnerable to the variations within a given context. Educational content must therefore be reviewed to remove the stereotypes 
and age old norms that persist. Every aspect of education must then work towards fighting all types of poverty, including 
reducing vulnerability by building potential and increasing agency and well being of individuals and societies (katia, Radjaaand 
others). 

In literacy programmes development programme are intergraded with the educational skills of reading and writing. Literacy is 
thus a part of life skill, and life skills and literacy are a part of basic education (Madhu Singh). Life skill Education should be taken 
as an approach by national government, NGOs, civil society, the private sector and UN agencies where illiteracy poses a vital 
challenge in achieving the goals set out in Education for All (EFA). 

Meaning of Life skill 

There are diverse understandings of Life Skills but no classification is universally established. The generic understanding of life 
skills from the dual angle of personal fulfillment and realization of social responsibility includes both empowerment and self-
fulfillment and the capacity to be a part of a heterogeneous group and strive for common goals. They can also imply success in 
personal and professional life. Seen from a social point of view they can mean cohesion, happiness, well being and good 
functioning of a group, as well as success in relating to others and living together. UNICEF has defined Life Skill as psychosocial 
and interpersonal skills that are generally considered important. It is the interrelations between the skills that produce powerful 
behavioral outcomes, especially where this approach is supported by other strategies such as media, policies and health 
services (UNICEF). 

The Mental Health Promotion and Policy (MHP) team in World Health Organization’s (WHO) Department of Mental Health has 
produced the definition of Life Skill Education as to facilitate the practice and reinforcement of psychosocial skills in the 
culturally and developmentally appropriate way; it contributes to the promotion of personal and social development, the 
prevention of health and social problems, and the protection of human rights. 

 

 



262 
 

 
Conference papers © Knowledge Globalization Institute, Pune, India, 2012 
 

 

Life skill Education Initiatives in India 

The aim behind introducing life skill in schools is to capture the true essence of adolescence. The circular issues by CBSE states 
“Adolescence is a time of immense creative energy, self-discovery and a desire to explore the world. Children can be taught 
with feeling of isolation, loneliness and confusion. Lessons in life skills help in the holistic development of children and its 
significance cannot be ignored” (express News Service, 2008). Ministry of Human Resource Development in India adopted the 
concept of Life Skill Education as the focus of all educational programmes and processes. The government follows an integrated 
approach to literacy. Literacy programs would continue to run in those areas where there are large pools of residual illiteracy. 
At the same time for those who crossed the basic learning phase, programmes of consolidation, remediation, vocational skills, 
integration with life skills would be considered the basic unit (Life Skill in Non-Formal Education: A Review by Indian National 
Commission for Cooperation with UNESO, 2001). The programs mainly include:-  

(i) Decision-making and problem solving- to be fostered by debates where individual difference can emerge and can be 
defended by logical arguments. 

(ii) Coping with emotions and stress. 
(iii) Effective communication and interpersonal relation. 
(iv) Help them in handling adult responsibilities without failure and stress. 
(v) Making them the strength or their communities. 

Today in India we have about 225 million adolescents in the age group of 10-19 years, the largest ever cohort of young people 
to make a transition to adulthood. Their developing brains bring new cognitive skills that enhance their ability to reason and to 
think abstractly. They develop emotionally, establishing a new sense of who they are and who they want to become. Their 
social development involves relating in new ways both to peers and adults and they begin to experiment with new behaviors. 
Educationists and teachers can play an important role in shifting perception of adolescents to the positive. Adolescents need 
adults and want them to be part of their lives, recognizing that they can nurture, teach, guide, and protect them on the journey 
to adulthood.  

Life Skill Types 

 

 

 

 

 

 

 

 

Table 1: Types of skills  

 

Social Skills  Cognitive Skills  Emotional Coping skills 

Skill 

Development 

Informal 

Content 

Interactive Teaching 

Methodologies 

Life Skill 

Education 
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-Communication skills  - Decision making skills -Managing feelings, including locus 
of control (self-management, self-
monitoring) 

- Negotiation skills  -Problem solving skills   

Assertiveness skills  Understanding the consequences of 
actions  

 

-Interpersonal skills (for developing 
healthy relationship)  

-Determining alternative solutions to 
problems 

 

-Co-operation skills   

-Empathy and perspective taking    

 

Table 2: UNICEF model of skill Development 

Year 1 (Level 1)         Year 2 (Level 2)          Year 3 (Level ) 

Self awareness Learning about me as a 
Special person 

Self control My rights and 
responsibilities 

Empathy Understanding how people 
are alike and how we differ, 
and learning to appreciate 
people  

Avoiding prejudice and 
discrimination of people 
who differ 

Caring for people with 
AIDS  

Interpersonal 
relationship skill  

Learning to values 
relationships with friends and 
relatives  

Forming new relationships 
and surviving loss of 
friendship  

Seeking support and 
advice others in time of 
need  

Communication  Basic verbal and non verbal 
communication skills  

Assertive communication in 
the face of peer pressure  

Using assertiveness to 
resist pressure to do 
potentially health 
damaging activities 
(unprotected sex) 

Critical thinking  Learning the basic processes 
in critical thinking 

Making objective judgments 
about choices and risks. 

Resisting media 
influence on attitudes 
towards smoking and 
alcohol 

Creative thinking  Developing capacities to think 
in creative way 

Generating new ideas about 
things that are taken for 
granted  

Adapting to changing 
social circumstances  

Decision-making Learning basic steps for 
decision making 

Making difficult decision Decision-making about 
important life plans  

Problem-solving Basic steps for problem 
solving  

Generating solutions to 
difficult problems or 
dilemmas  

Conflict resolution  
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Coping with stress Identifying sources of stress  Methods for coping in 
stressful situations  

Coping in situation of 
adversity  

Coping with emotions  Recognition of the expression 
of different emotions  

Understanding how emotion 
affect the way we behave  

Coping with emotional 
stress 

 

A Model Programme 

A model programme of soft skill development can be prepared as follows, with three levels i.e Certificate Course, Diploma 
Course and Advanced Diploma Course. 

 

Certificate Course in Soft Skill 

Unit –I: Parts of sentences 

 Adjectives 

 Conjunction 

 Direct object 

 Indirect object 

 Nouns of address 

 Pronouns 

 Verbs 

 Tenses 

Unit-II: Public speaking skills 

 Definition of communication 

 Need of communication 

 Barriers of communication 

Unit-III: Communication Media 

 Face to face  

 Telephone 

 Written 

Unit-IV: Interview Session 

 Dress code and Attire 

 Art of answering questions 

 Self expression 

 Handling telephonic interview 

Unit-V: Resume writing 

 Meaning 

 Contents 

 Guidelines to prepare a resume 

 Sample of resume 
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Unit-VI: Group discussion 

 Meaning and importance 

 Structure of GD 

 Type of GD 

 Do’s and do’s not in GD 

Unit-VII: Goal setting 

 Need of goal 

 Good goal 

 Goal setting principles to ensure success 

 Goal planning and implementation 

 

Diploma Course In Soft Skill 

Unit-I: Assertiveness 

 Meaning- Attitudes- Behaviors 

 Confidence- Self-esteem 

 Asserting different persons: (a) Dormat 

(b) Indirect (c) Aggressive (d) Assertive 

 Techniques for assertive communication 

 Empowering assertiveness-Tools for 

 Empowering- power grabbers- 

 Expression of assertion-Compliments, 

 Criticism and Rejection-Saying No- 

 Manipulation –Humor-Assertive 

 Family Relationship- 

Unit- II: Communication Skills 

 Reading – its importance, techniques,  

 Writing- steps in writing: concept formation, 

 Collection of information, collating information, correcting. 

 Writing about process, Letter writing 

Unit- III: Professional Effectiveness 
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 Effective at workplace- leadership at professional level-attitude- 

 Understanding organization-rules. 

            Social interest, age, size opportunities, 

 Decision making participation, technology. 

 Understanding yourself-realistic, 

            Investigative, artistic, social, enterprising, conventional. 

 Know your market value-job, 

 Job-satisfaction, skills-writing, communication, 

 Interacting, organizing, intellectual. Managerial, 

 Assessing Organisation-vision, mission,  

 Customer care, Gender equality. 

Unit- IV: Personal Effectiveness 

 Habits of Effective Leader- 

Proactive, End of mind, Time management, etc. 

 Self-Growth-Needs, preventing 

Factors : poor self concept, low  

Self esteem, irrational thoughts, lack of control. 

Overcoming the weakness. 

 Self awareness – personality, 

Knowledge, Learning style 

Unit- V: Presentation Skills. 

 Introduction 

 Dealing with Anxiety 

 Planning the Presentation 

 The  Presentation sequence 

 Effective Presentation Techniques 

 Creating Effective Visual Aids. 

Unit- VI: Creativity 
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 Introduction 

 How to be creative 

 Barriers to creativity 

Unit- VII: Positive Attitude 

 Introduction 

 How Attitude develops 

 Developing positive thinking 

 Benefits of Positive Thinking 

Unit- VIII: Computing Skills 

 Get Familiar with internet. 

 Creating e-mail. 

 Searching information. 

 Making power point presentation. 

Advanced Diploma in Soft Skill 

Unit-I: SWOT analysis 

 Meaning and importance 

 Handling SWOT at interview 

 Examples of strength, weakness, opportunities and threats 

 Self analysis through SWOT 

Unit-II: Transactional analysis  

 Ego states 

 Johari window 

 I  am ok you are ok 

 I  am ok you are not ok 

 I  am not ok you are ok 

 I  am not ok you are not  ok 

Unit-III: Leadership 

 Meaning 

 Styles 

 Skills 

 Qualities of good leader 

Unit-IV: Team building 

 Becoming an effective team member 

 Leading effective teams 

 Solving problems as a team 

 Building a successful team 
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Unit-V: Electronic media for communication 

 Introduction 

 Cellular phones 

 Pagers 

 Video conferencing 

 Fax 

 Electronic mail 

 Radio 

Unit-VI: Stress management 

 Definition and manifestation of stress 

 Management of various forms of fear(Examination fear, stage fear)  

 Relaxation exercises 

Unit-VII: Anger management 

 Meaning 

 Reasons to mentor 

 Qualities of effective mentoring 

 Process for mentoring 

Unit-VIII: Language acquisition through conversation interaction 

 Linguaphones importance and roll in conversation interaction  
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Managing Diversity in Education Sector 

 

Atasi Mohanty 

IIT Kharagpur, India 

 

Abstract 

In 21
st

 century diversity has affected nearly every aspect of education such as access and equity, teaching methods and student 
learning, quality, management, research priorities, social relevance, autonomy, finance etc. In an increasingly diverse country 
like India obviously, the higher education institutions have a great responsibility to develop awareness among its student 
community about valuing, managing and leveraging diversity by being an active and productive member of the society. 
Increasing literature on this has shown that diversity enhances teaching and learning effectiveness, as well as institutional 
citizenship behavior. Research findings have also provided the evidence of the benefits of educational outcomes of diverse 
educational environments. These also indicate that cross-cultural interaction and increased openness to diversity have 
significant positive impacts on a range of institutional and social outcomes. In a number of ways students’ learning 
engagements/ process outcomes and performance/ learning outcomes are enhanced by increasing critical thinking, problem-
solving ability and sense of social responsibility. However, more attention is needed to be given on the aspects like the benefits 
of recruiting diverse faculty in enhancing teaching-learning effectiveness, pedagogical implications, interdisciplinary research 
and developing multiple abilities like cross-cultural, leadership and technical competencies amongst our university students. 
But all these issues should go along with the institutions’ goals and budget. Moreover, the universities/colleges in the new 
millennium are facing numerous complex challenges like how to structure their programs for enhancing the flexibility and 
responsiveness in fulfilling students’ expectations and demands from the job market, as well as maintaining the quality and 
brand name.  Thus, our educational institutions need to revisit and redefine their missions and visions in the light of new 
challenges of globalization and clearly specify how to address this diversity issue. They must chalk out how diversity is defined, 
valued, measured, incorporated into planning, execution and evaluation process and leveraged by their institute in order to 
sustain in the global competition. 

Managing Diversity in Education Sector 

Diversity in education represents a broad range of ideas and initiatives to create learning environments that are safe, inclusive 
and equitable for as many identities as possible. In this new millennium diversity has affected nearly every aspect of education 
such as access and equity, teaching methods and students learning, quality, management, research priorities, social relevance, 
autonomy, finance etc. Recognizing, fostering, and developing sensitivity to the needs of people in various identity groups are 
primary aims of educational diversity. Today’s diversity initiatives in education encompass an even wider range of categories 
and practices. Initially affirmative action and equal opportunity policies recognized race, religion, gender color, ethnicity and 
national origin. Since the 1990s concerns have expanded to include such categories as ability, pedagogy, and learning styles. 
Educational practice has gone beyond providing access to minority groups. Now, many educationists are discussing ways to 
revise teaching strategies, so that methods would be more inclusive. Diversity practices are also responding to new 
developments in education, such as research about how to teach students with varied capabilities and learning challenges. 
Primarily, there are two types of diversity: First one is structural and the second one is interactional. The structural diversity 
refers to the numerical and proportional representation of students from different ethnic or racial groups in the student 
population (Hurtado et al., 1999). The second type of diversity is characterized by the interactions that students have with 
difference, diverse ideas and information as well as by the interactions that they have with diverse people. The impact of each 
type of diversity is complimentary to and enhanced by the presence of the others. Rather, structural diversity is a necessary 
precursor for diverse interactions to occur. Diverse ideas and information emerge largely due to the presence and effects of 
diverse people (Gurin, 1999). 
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Outcomes of Diversity: Research Findings 

There are three major types of outcomes that emerge from campus diversity (Gurin, 1999).The first one, learning outcomes 
refer to active learning processes in which students become involved while studying in college, the engagement and motivation 
they exhibit, the learning and refinement of intellectual and academic skills, the values they place an these skills after they 
leave the campus. The second one, democracy outcomes refer to the ways in which higher education prepares students to 
become involved as active participants in a society that is becoming increasingly diverse and complex. There can be three major 
categories of engagements such as citizenship engagements, cultural engagement and compatibility of difference – characterize 
democracy outcomes (Gurin, 1999). Citizenship engagement refers to the students’ interest in active participation in 
community social service, and motivation in influencing social and political order. Cultural engagement refers to students’ 
levels of cultural awareness, racial tolerance and commitment to promote inter-cultural understanding. Compatibility of 
differences refers to an understanding by students that certain common values exist across diverse ethnic groups, and group 
conflict often can be constructive and beneficial if used appropriately. This aspect relates to the students’ ability to live and 
work effectively in a diverse cultural set-up (Gurin, 1999). Thirdly, the process outcomes measure the students’ satisfaction, 
perception of campus climate etc. which reflect the ways in which students perceive that diversity has enriched their 
college/campus experiences. The final outcome is the material benefit that students gain (for example, higher pay 
package/salary/perks) from attending diverse colleges and institutes. Literature on diversity and research evidence also support 
that greater exposure to diversity leads to growth in democracy outcomes. Students who have been exposed to greater 
diversity are more likely to possess better racial understanding, cultural awareness and appreciation, engagement with social 
and political issues and openness to diversity and challenges, low ethnocentrism and racial stereotyping, greater involvement in 
community service and civic responsibility. Students who interact more with diversity also show greater relative gains in critical 
thinking and active problem solving, self-efficacy, retention and domain skills. Research on the organizational impact of 
diversity suggests that, when managed correctly, diversity benefits organizations by helping to attract the best available human 
talent, enhancing marketing efforts, increasing creativity and innovation, improving problem solving abilities and organizational 
flexibility. In educational institutions the impact of a diversified faculty has also been very impressive, and a positive indicator of 
many classroom discussions and student centered teaching practices   (Milem & Wakai, 1996). Moreover, women faculty and 
faculty of color enhance an institution’s ability to achieve the primary missions of research, teaching, diversified curricular 
offerings, and voluntary community services. 

Changing Forces: Current Scenario 

Post-globalization the educational institutions are operating in a new environment. Colleges and universities now-a-days are 
struggling with new changing forces such as confronting younger and techno-savvy as well as older and career-driven students, 
unprecedented competition in the job market and quality, accountability, and affordability in the global context. Thus, the 
higher education today is facing the new challenges like a) student engagement, b) institutional accountability c) revenue 
generation d) global competition and so on. Some of the developments across the world, which have been unfolded in the last 
decade, have significant impact on educational institutions. For example, the impact of global warming, climate change and the 
emergence of environmental sustainability have emerged as key political, national and international research agenda for the 
new century. These are the global stresses that include population stress, energy stress, environmental stress, climate stress, 
economic stress (e.g., inflation, economic recession widening gap between rich and poor classes) which directly or indirectly 
influence higher education system (Thomas Homer-Dixon, 2006). There is also the rapid emergence of new connected global 
economy, communication, and knowledge networks. Due to IT revolution, and globalization we are also witnessing major 
transformations in knowledge sector like virtual universities, on-line courses, e-learning packages etc. A large number of 
globally networked companies are coming up in education industry. In this changing world, especially in Asian region India and 
China are the new world players both educationally as well as economically. These countries are expanding their education 
systems and networks by improving the quality, accessibility and increasing investment on infrastructure, technology and 
participation in both secondary and post-secondary education. In other European countries also significant developments are 
taking place such as implementation of Bologna and Washington Accord guidelines for accreditation, quality and comparability 
of higher education courses. In India the Ministry of Human Resource Development has taken some initiatives like - 
implementing NAB (National Accreditation Board) for accreditation of higher and technical courses, major pedagogic research 
projects under the ‘Mission of Education Through ICT’, redesigning the technical and science graduation courses as per the 
pedagogic principles and improving the quality and comparability of its higher/technical education degrees in International job 
market. 

The IT revolution is also creating new expectations and opportunities for how students want to and can learn. Often it is being 
asked whether higher education should remain campus-based or become more distributed through virtual mode. The 
traditional universities are no longer viewed as the sole or key repository of leading-edge knowledge or the best place to access 
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it. In this process, many universities across the world are also gradually moving online both on and off campus to varying 
extents. However, simply putting a university online is no guarantee for success, because the network of personal relationship 
and rapport between students their teachers/mentors may equally matter as much as study materials. Today, the focus of 
higher education system has been placed on some critical issues like- easy access, affordability, preparing techno-savvy and 
independent learners, interdisciplinary research, economic development, international competitiveness, intellectual capital, 
socio- political reforms etc. A remarkable observation is that in today’s world spreading connectivity, allied with the massive 
creation of open source of educational resources through Internet, Google, You-tube, Wikipedia etc. could create the radical 
reduction in costs necessary for higher education to serve the four billion people at the bottom of world’s economic pyramid, 
which would again generate over a hundred million more students across the world (Daniel, 2007). Thus, many countries are 
visualizing the rapid expansion of higher education as the key to their transition of status from developing to developed 
nations. As a result of the dramatic rise in aspiration and participation in higher education, increased pressure has been created 
on funding of higher education institutions, especially from state sources. There has always been considerable variation among 
the countries on the extent to which funding for higher education and research comes from government, charitable or business 
sources. The per capita decrease in state funding has triggered a parallel pressure for universities and technical education 
institutes to generate new sources of income. The drop in the proportion of higher education funding coming from government 
and the concomitant pressure to generate alternative sources of income has led educational institutes in many countries to 
focus on profit, commodification of knowledge and its marketing, rather than on the traditional conception and value of a 
university as a community of scholars and an abode of learning, whose aim is to create new knowledge and seek the truth. As a 
result, a new trend of entrepreneurship within the education or knowledge industry has come up with new vocabularies like 
students as customers, guardian as stake-holders, intellectual capital, copyright, intellectual property right, outsourcing of 
knowledge resources, knowledge management and so on. Due to this trend, a new range of income-generating ventures like 
private colleges, technical/vocational institutes with much higher risk profile like lower quality, high /escalating capitation fees, 
fake university degrees, commercialization of research and teaching emerged. This in turn has also encouraged a wide range of 
risk management and quality control measures like rapid increase in government monitoring, auditing, and setting up the 
autonomous bodies to maintain quality education. But, to what extent these are being followed and implemented is a big 
question. Because of globalization and liberal policies, many private universities and technical institutes, international schools, 
industry sponsored vocational education institutes, polytechnics have come up. A new source of income through higher 
education export market after the GATS (General Agreement on Trade and Services, 2007) agreement has emerged. Some 
scholars have focused on globalization as a universalization and commodification of knowledge, studying issues such as caring 
for natural resources, the progress of technologies, communication enhancement ,culture, world health care, heritage, genetics 
etc. (Basiga, 2004), and others have believed that globalization relates to political and economic processes, that oppress people 
for profitable gains (Gabbard, 2003). There are also some suggestions that the international students market will grow, but the 
pattern may be different from that of the past. For example, due to escalating fees in developed nations, the students from 
these countries are choosing to study and take their degrees from reputed institutes of developing Asian countries or through 
on-line courses. At the cheaper end of the international student market, on-line learning providers are also expected to make 
significant incursions. Thus, across the world higher education systems are being reshaped through greater competition among 
established institutions, the growth of new providers, including non-profit and proprietary providers, open universities, and the 
growing capacity of distance education and e-learning. 

In India presently significant educational reforms are taking place with a perspective to expand both the primary as well as 
higher education (with the opening of new IITs, IIMs, Central Universities, NITs, NISER, etc.) for life-long continuing education 
and easy access to quality education through ICT. But the real challenge lies in acquisition of land, building the institution, 
infrastructure, recruitment of faculty, setting up laboratories etc., which are complex and time consuming processes. As such 
we have severe shortage of qualified/talented faculty, and gaps in the quality and marketability of degrees in top brand 
educational institutions and other degree colleges in our country. Moreover, the so called new millennial generation of higher 
education students is having diverse and different expectations from that of the older generation students. Sally Nimon (2007) 
has identified some distinguishing characteristics of this new generation learners, such as i) they are hesitant to engage in long-
term planning and tend to focus on the more immediate benefits of their education; ii) do not give much importance to the 
notion of standards of achievement and expect a pass for anything they submit, irrespective of its quality; iii) they are likely to 
have different attitude to web-based plagiarism and knowledge; iv) expect everything to be readily available and not as self-
reliant as the previous generations; v) use the peer group reference for making any academic decision like where to enroll ,and 
which subject to take, etc. Here, the question is, how to cater the needs of this present generation of techno-savvy learners and 
equip them for the job market. With the dramatic increase in participation rate, and privatization of educational ventures 
through entrepreneurship, and the government assigning the status of deemed university/autonomous college, doubts arise 
regarding the standard/quality of education as well as the uniformity of curricula/pedagogy across the country. Moreover, 
different types of institutions are having different objectives with interdisciplinary research, teaching, service and financial gain. 
For example, college and universities often centrally invest in new interdisciplinary programs, rather than supporting the 
existing/established interdisciplinary efforts to innovate and flourish. Some of the programs like ethic studies, language /culture 
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/ women’s studies have already been in existence in some universities, but are no longer considered as prime area of growth 
and investment. Currently, as there are new interdisciplinary fields with greater funding potential (e.g., science/technology 
related fields), institutions often determine that they should promote these new research programs which can bring them 
substantial financial gain to the institutions. This kind of negligence in institutional investment in diversity-oriented established 
programs leads to the symbolic and material devaluing of research and scholars associated with equity efforts among diverse 
people. In addition to this, it is difficult to find or even motivate the faculty members to teach or guide the interdisciplinary 
academic programs. Because of the recession market there are very few takers of interdisciplinary Ph.D. holders for 
jobs/placements. As a result, students rush to study the core branches in technical /science education, and are not attracted for 
interdisciplinary programs. These complexities pose obstruction in promoting diversity programs in many educational 
institutions. Thus, diverse economic and academic situations in the institutions as well as among the student and teaching 
community may further lead towards a sense of inequality and deprivation. As such in our country we don’t have uniform 
curricula, pedagogy, or standardized evaluation pattern for different degrees/levels of education (from K.G. to P.G). Scholars 
across the world have agreed that knowledge related to globalization involves both people and things. As consumers, we tend 
to pay more attention to things, whether they are products or services, instead of analyzing how these things are organized and 
by whom. Hence, it is important to develop knowledge about these supportive systems, especially when we are continuously 
leading the preparation of individuals to become global citizens. For this kind of preparation, researchers and academicians 
have identified three major areas to be considered in the pedagogical approach of enhancing students’ understanding of 
international contexts, competition and the meaning of globalization: a) linguistics, b) curriculum, c) leadership (Gee, 2004; 
Lakoff, 2004, 2006; Apple, 2004, 2009; Giroux, 2005; Banks, 2008; Anderson, 2009). Educational leaders can support critical 
pedagogies that prepare students to discuss world issues. Apple (2009) and Anderson (2009) have promoted the new concept 
of ‘advocacy leadership’. Advocacy leaders in the institution should prepare themselves and their teachers to critically analyze 
local, national and international landscape of socio-political and economic implications and encourage both teachers and 
students to create space for dialogue about civic participation in society. Teachers can empower students only through critical 
pedagogy. In preparing to become informed citizens in society  teachers, and students benefit from courageous conversations 
infused with discussion of race, ethnicity, culture, religion, social justice, etc. (Bank, 2008; Singleton & Linton, 2005).  

Observation and Conclusion: 

Empowering teachers and students to become global citizens is a challenging process that begins with the critical examination 
of established blueprints of institutional practices. Hence, our colleges, universities and other educational institutions should 
revisit and redefine their missions, visions and public purpose in the light of these changing forces/contexts. They must clearly 
specify how the issue of diversity has been addressed by their institute. As a panacea, some discuss multicultural education as a 
shift in curriculum, perhaps as simple as adding new and diverse materials and perspectives to be more inclusive of traditionally 
underrepresented groups. Others talk about institutional environment, classroom climate, teachers’ competencies or teaching 
styles. Still others focus on issues like standardized testing, funding discrepancies or trend in the job market. Despite this 
differing conceptualization of multicultural education the basic understanding of multiculturalism is a system of beliefs and 
behaviors that recognizes and respects the presence of all diverse groups in a society/organization, acknowledges their socio-
cultural differences, encourages and enables their continued contribution within an inclusive cultural context which empowers 
all within the society/organization. Thus, a number of factors matter for the financial gains as well as the personal, moral and 
societal benefits of higher education. Retention of students and completion of their degrees in higher education definitely 
matters, as with the increasing percentage of higher education in the population, the greater the nations’ productivity and 
innovation also rise to a great extent. The new challenge for higher education in not simply to gain students in different 
courses/ disciplines but to retain them till completion, satisfy and cater to their needs and ensure their placements in the job 
market. At the moment, there is a mad rush for technical education, especially engineering among the Indian youth irrespective 
of quality, reputation of the institutes, or substantial job opportunities. As a result, only a handful of engineering students get 
absorbed in the jobs during the campus placement interviews. The school education in India is also not in a better position, 
although reforms are still going on. In the recent “Hindustan Leadership Summit”, our planning commission deputy chairman 
Mr. Montek Singh Ahluwalia said that “Inequality in education is the root cause of economic inequality”. Addressing the 
session-“The Education Prism-Global perspectives”, he announced that improving the quality of school education is in the 
agenda of preparing the blueprint of 12

th
 five years plan for the socio-economic development of the country. In the next five 

years plan, education would receive more funds and focus would be on expansion, equality and excellence. Another speaker in 
the summit Gregory W. Cappelli the CO-CEO of Apollo group said that the challenges India is facing in human resource sector 
are similar to those faced by USA in the emergence of its service sector. He further stated that the emphasis should be on skill 
development. India as an emerging super economy would need more IITs. For quite some time the Ministry of HRD, Govt. of 
India is engaged in expanding its higher education, especially in science and technical education and interdisciplinary research. 
But at the same time we have to enhance the quality of school education and teachers at all levels. National Programme of 
Technology Enhanced Learning (NPTEL) is such an effort through which large numbers of technical/science courses taught by IIT 
faculty members are being recorded and offered as video/web based study materials to all the institutes across the country in a 
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very nominal rate. Some of these courses are also available on You-tube, so that others across the globe can go through these 
top quality lectures. 

Hence, at this juncture all our academic institutions (both private & govt.) should carefully plan for the future and must ensure 
that equity and access to quality education, professional excellence, interdisciplinary research, and diversity management are 
expressed as the core values/missions of institutional climates and academic cultures. From time to time they should conduct 
the diversity audit to evaluate how diversity is constructed, utilized, and embraced within existing interdisciplinary units and 
academic programmes. Our colleges and universities must review their mission statements, planning documents, assessment 
procedures, and budgets to ensure that quality and diversity are constructed as genuinely central to academic excellence. They 
must ensure that there are systematized opportunities for diverse people and perspectives to come together to ignite 
innovation and drive discovery in the interdisciplinary areas of study. In this context we can adopt some reforms (also 
suggested by Newman et al. 2004) with regard to the public purpose of education system, such as- 

1) To improve the quality of teaching and learning so as to ensure the domain knowledge as well as soft skills 
required for the workplace. 

2) To provide access to quality education and equal opportunity to all races, ages, ethnicities and socio-economic 
backgrounds and ensure the commitment for active participation in civic and social life. 

3) To serve as an avenue of social mobility for disadvantaged and minority citizens and as a place of open debate of 
critical issues. 

4)  To educate and prepare high quality teachers and educational leaders for all levels of education. 
5) To undertake high quality research and scholarship as well as promote its implementation for social benefit. 
6) To bring the benefit of acquired knowledge and skills to the community through outreach, partnership and 

service. 
 

However, for bringing about all these reforms we need to nurture the right kind of leadership in the schools, colleges and 
university in our country. Till date we were talking about the change leadership or transformational leadership in organizational 
set up, but now we need to develop the total turnaround/academic leadership of many prominent 
educationists/researchers/policy makers in our country. Being the life-long learner and entrepreneur they can share with the 
present generation of students all their knowledge, skills and experiences and develop the leadership competencies to enter 
into the world of work, and face the future challenges with more confidence and power. 
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1. Introduction 

Education always has had a huge meaning in our life, seen as a driving force behind our life’s success albeit what was perceived 
as life’s success in the past is totally different from today. And the focal point of true education had been and continues to be 
an enlightened and transformational teacher who can transform the student by destroying his darkness born of ignorance with 
the shining lamp of knowledge, while educational institutions, educational policies and teaching pedagogy are only supporting 
accessories. 

Undoubtedly the entire education system based on traditional knowledge, focusing primarily on the development of 
consciousness for both namely teacher and student was the crux of success. During our rich ancient era the foundation of 
education was in tune with its etymology. Education stems from the Latin word educere; ‘e’ means ‘out’, and ‘ducere’ means to 
‘lead, draw or bring.’  So education means to lead, draw or bring out. 

Asato ma sadgamaya, 

Tamaso ma jyotirgamaya 

Mrutyorma amrutam gamaya 

O Lord, lead me from the unreal to the ultimate reality, from the ignorance to knowledge and from the death i.e., from the 
body(which is subject to death) lead me to the immortality(Atma-Brahma – which is reality).

30
   

This is the edifice on which our ancient education system in Indian soil was built that naturally resulted in human evolution.  

The traditional wisdom provided direction for every action based on preyas 
31

 and sreyas
32

 Overall the complete education was 
a roadmap towards fulfillment of life’s purpose while taking care of economic necessities and happiness quotient. As it was life 
oriented it naturally instilled dignity and respect for life in the learner as well as teacher. There was individual responsibility 
undertaken to pursue teaching profession within one’s full capacity as a selfless act of service. Transformational teacher and 
transformational learning was inherent to all ancient traditions that were based on observation, reflection and assimilation and 
critical self inquiry into one’s own beliefs and assumptions. Recurrent stress before examinations, depression after declaration 
of result or any type of persistent psychosomatic lifestyle disorders were unheard of either among students or teachers 

                                                           
30 Brihadaranyaka Upanishad 1.3.28 
 
31 Immediate beneficial, that meets immediate purpose 
32 Ultimate beneficial that leads to human evolution based on self-growth. 
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community in the education system based on traditional knowledge. Moreover, the quality of education was very high.
33

 The 
teacher’s temperament naturally motivated the learner to perform actions based on his virtuous beliefs. The authors feel if the 
modern education system can draw insights from traditional knowledge with regard to transformational teacher and the 
genuine purpose of education, then it will be able to positively address several plaguing issues associated with present 
education structure.   

2. Rationale for present study 

When we peek into the history of India it can be seen that the confluence of several eastern traditions was one of the beacons 
to impart value education. The colonization of Indian soil changed its approach towards education, that even after 
independence, the model remains dominant. Post-independence, under the impact of industrial revolution and later with 
advancement of science and technology alongside globalization the education system in India has undergone changes in leaps 
and bounds. Today’s education is frequently marked by changes at regular intervals in tune with benefits provided by 
revolutionized science and technology. While technology has had its positive impact, it has had its downside too. Within these 
changes is also embedded the mechanistic and non-sentient temperament of technology taking students and teachers alike far 
from respecting life and their responsibility in this cosmos, resulting in collapse of sane human values. Today the education 
sector is multifaceted and appears fragmented and incomplete. It is difficult to ascertain the exact goal of education or the goal 
of teaching profession as it is primarily seen as a means to earn a good living. A teacher is identified by his/her scholastic 
credentials, but his /her action on the whole does not sometimes reflect the ‘Wisdom’ and ‘Maturity’ gained through 
education. Any changes in structure or policies or syllabus are reluctantly received at teacher’s end, which sometimes brings a 
negative impact in their mindset. They perceive, what started as a passion and loving profession now brings stress in their life. 
This temperament has natural implications in their productivity affecting student teacher relationship. As a result the students 
don’t undergo real transformation or evolution even after obtaining good education from academically qualified teachers.  

In the background of the above and with a view to throwing light on the subject from a practical perspective where continual 
learning, global exchange programs and syllabi changes are part of modern education system, an analysis was made largely 
considering India as an example to evaluate the nature of teaching profession and the temperament of teachers towards the 
profession under current scenario and the need to have a transformational teacher. While attempt has been made to 
understand the transformational teacher from modern theoretical perspective (Burns 1978, 2003 and Bass 1985) the authors 
strongly feel a real transformational personality has been more eloquently explained in our ancient wisdom based on eastern 
traditions and the same is explored sincerely in this paper to help build a real transformational teacher in order to guide the 
current education culture. 

3. Objectives of the study 

The objectives of the study are outlined as below: 

i) To study the nature of teaching profession due to impact of technology and globalization. 
ii) To study the abuse of teaching profession.   
iii) To identify the need for transformational teacher. 
iv) To explore transformational teacher based on growth of consciousness and inner transformation from 

traditional knowledge perspective. 

4. Research methodology 

4.1 Coverage of the study 

This research paper studies the impact of technology and perverted globalization on the education system and subsequently on 
teaching profession and its changing and negative influences on the profession and the relevance of ancient wisdom in a true 
globalized context and further its relevance to restore the noble teaching profession.  

                                                           
33 Pre-independence in India, a matriculate was competent and eligible to run a high school. His mental and physical health 
was sound. His life was based on simplified living. His service of sharing knowledge was rooted on progressive transformation of 
inner self towards self-realization; hence the meager salary or different accompanying problems associated with his teaching 
profession did not deter his teaching spirit. In addition he volunteered to give free education to the poor after his official 
schooling hours ( Source: Author’s father C.S. Ranganathan) 
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4.2 Sources of data 

Data and information for the research study were gathered from secondary published sources viz., books, newspapers, 
periodicals, journals, web sites, etc. 

4.3 Data analysis 

A critical analysis of the data and information in published sources was made keeping the objectives of the study in mind. 

5. Findings of the study 

Findings of the study have been classified under following headings 

i. Impact of Technology and perverted Globalization on teaching profession 
ii. Abuse of teaching profession 

iii. Need for transformational teacher 
iv. Transformational teacher based on Traditional Knowledge systems 

5.1 Impact of Technology and perverted Globalization on teaching profession 

The fever of ‘Globalization’ has motivated practically every reputed workplace including education sector in our country to 
improve it’s infra structure that is technology driven, include continual training program to update skills to adapt to newer 
technology and improve varied soft skills to fit into the umbrella of ‘Globalization’. But we need to know that ‘Globalization’ is 
not new to human culture. It is ingrained in Indian philosophy since time immemorial and present globalization appears to be a 
perverted version of ancient Indian concept “Vasudhaiva Kutumbakam”

34
. Based on organic world view in contrast with current 

mechanistic world view, the entire human community lived and supported one another through exchange of trade, education, 
culture and agriculture in the spirit of one family or as integrated parts one Whole unit. This inclusive web of sacred humanity 
culture is thus expressed in “Vasudhaiva Kutumbakam”; the whole planet is one family.  

The temperament of modern technology being grossly mechanistic, the mindset of the people embracing it, is influenced to 
focus exclusively on objective returns which in today’s setup are commercial and profit oriented. The technology being 
detrimental to our holistic existence is devoid of values facilitating selfish culture. Sadly this spirit of technology has become the 
primary springboard of today’s globalization culture. Consequently the spirit of globalization which was originally based on 
“interrelated and interdependent” web of humanity culture is yet to be internalized as we find today “survival of fittest” has 
taken over. The teaching profession being largely influenced by this motto has resulted in imbalance of skills and values 
affecting not only the productivity but has also resulted in employability and sustainability problems within the education 
sector. 

5.1.1 Imbalance of Skills and Values 

A good command over technology is instilling false pride and giving rise to unethical attitude among teaching fraternity. From 
short term perspective, some of the teachers are indeed productive, as they are confident, carry charisma and have excellent 
influencing skills with the help of latest teaching pedagogical tools based on technology. But from long term perspectives they 
could be damaging to the institution. They get independent minded and become obsessed about their skills, are attached to 
designation of power, focus on personal gain through institutional goals and lack empathy towards students and colleagues. 
They are selfish about their survival and don’t take interest in training their colleagues in new skills and technology. They 
develop intense competitive spirit and are in a hurry to increase their credentials for fast recognition and achieve personal 
target thereby failing to do justice to teaching profession. Due to lack of integrity with the organization, they lose reverence and 

                                                           
34 This verse found in Hitopadesha 1.3.71: Udaracharitanam tu vasudhaiva kutumbakam’ , meaning, ‘This is my own relative 
and that is a stranger’ – is the calculation of the narrow-minded; for the magnanimous-hearts, however, the entire earth is but 
one family. We have a common mother earth who is a conscious sentient being. 
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respect for hierarchy of the institution as well its members. Therefore from institution view point, they are likely to carry dis-
values

35
 in the long run.   

It has also been observed that the liberty to coach the students from homes or private classes with exclusive focus on 
objectified target, has also given rise to unethical practices besides distancing the students from the institutions with regard to 
their identity.  

Their disposition at times lacks reflective attitude towards the teaching profession. Sometimes the research paper submitted at 
the conferences lack the required passion to internalize the research subject in order to serve the academic community. 
Instead, they are simply happy to increase the number of papers as part of their scholastic credentials for recognition and 
promotion in education sector.   

Ironically, the state governments are working out different approaches to make the teachers more committed to teaching 
profession. Some time back UGC passed a resolution that all teachers must work for 40 hours a week in the college and that 
their attendance is likely to be monitored by technology based on bio-metric system as the manual attendance muster is 
misused. Father Frazer Mascarenhas, principal of St Xavier’s College, Mumbai was quick to respond on its effectiveness. He 
said, “We had tried this technique for our non-teaching staff but it did not work. I don’t know how the biometric  system will 
increase attendance.”

36
  

5.1.2 Insentient temperament of the education structure 

Other influence of technology is its insentient temperament and objectification of the entire education structure. There are 
terms such as product, services, customer, profit and so on used in place of vidya(knowledge), guru(teacher), shisya(student), 
dakshina(tuition fees) etc. as a result one’s mindset gets adapted to the former in an objective way sans sentient attribute 
which is associated with latter. The quantification aspect takes precedence over qualitative divine human traits. Exclusive use of 
e-pedagogy tools including video conferencing, e-learning, virtual training have replaced the conventional personalized 
teaching system which nurtured strong loving personal bond between teacher and student. Within the traditional knowledge 
system, there was a natural obligation, empathy and overall mentoring towards students by teachers and reverence and 
submissiveness was exhibited by students towards teachers.  Today, teachers, students, knowledge are all treated as ‘objects’ 
whose ‘value’ depends on the quantitative returns ‘it’ can provide. The knowledge imparted by teacher to student to make him 
wise in life to meet life’s challenges is perverted into need based services to earn a degree/money for good living and 
accolades. The tuition fees charged and stipend/salary paid are calculated in terms of ‘profit’ or ‘loss’. Overall in this 
objectification ideology ‘life’ per se loses value, respect and identity and every operation is seen akin to handling non-sentient 
objects mechanically. Essential elements of human existence like the nurture of all humane qualities are excluded from the 
education curriculum instead focus is exclusively laid on developing the external aspects of students, teachers and educational 
institutes. For example, in case of teaching profession the credentials are grossly identified in terms of number of FDP attended, 
acquisition of new skills/knowledge to use technology, number of students enrolled, number of research papers, 
awards/degree obtained, and teacher’s experience profile and so on. These can tempt teachers to accept the noble profession 
like a corporate job asking for more lucrative benefits. Thoughtful people need to inquire and analyze the outcome of such 
teaching spirit. 

There have been several incidents of suicides/depression and deteriorating human values among students and teachers alike 
during recent past as a result of chasing immediate and relative challenges and contextual recognition. 

5.2 Abuse of teaching profession 

Following data from secondary sources illustrates the current teaching profession devoid of morality and ethics
 
.
37

   

1. A former head of the department of aerospace engineering in IIT-Kharagpur, was suspended, pending inquiry against him for 
running a fake institute on the campus and even doling out degrees. There are also allegations that he as the chief vigilance 
officer and chairman JEE, Kharagpur, gave orders for shredding off JEE papers of 2006. 

                                                           
35 Dis-values are negative traits or qualities like pride, anger, lust, arrogance, greed, hatred, jealous, quarrelsome etc. that is 
found in a human being. 
36 Source: Mumbai Mirror, Jan 17, 2011 
37 Source: Times of India, Mumbai Edition, Year 2010-2011 
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2. An engineering professor from Engineering College affiliated to Mumbai university was arrested for conducting exams 
outside the college and issuing bogus certificates for several students on behalf of Mumbai University. Worst is even in the past 
he was arrested for similar activities while he was professor of another engineering college. 

3. The issue of corporal punishment emerged in Kolkata at a Govt. run school when a 10
th

 student was thrashed and his leg was 
broken by the school principal when he dared to question the principal for punishing him.  

4. In another episode at a Karnataka school, a school boy of class VIII died after he was punished for coming late. He collapsed 
and died after being forced to jog around the playground by the headmaster as punishment. 

Further it was observed in some cases that research guides insist on taking credits while their students’ work alone on the 
paper.  

The modern education need to seriously examine the above. 

5.3 Need for Transformational teacher 

Section 5.1 and 5.2 briefly addresses about the missing integrity, moral development, ethics and a sense of obligation towards 
educational institution by a teacher under the influence of mechanistic technology and perverted globalization. Therefore it 
appears there is a need for a transformational teacher who by virtue of developed consciousness has motivation to take up 
fresh challenges and also nurture end values like integrity which in turn impacts her/his students positively in their overall 
attitudes cutting across various beliefs, culture and traditions. The transformational teacher by definition has the desire to raise 
the consciousness of his students through his own moral values and ideals.  

He is able to transform his followers beyond the dishonorable emotions of jealously, greed and fear to higher principles of 
liberty, justice and humanitarianism. As Burns would say, the followers are raised from their “everyday selves” to become 
“better selves.” Transformational leaders influence followers by serving as a teacher, mentor and coach. They seek to elevate 
and empower others to a higher level. They can influence superiors, peers or subordinates (www.hillconsultinggroup.org)  

According to Burns(1978, 2003), moral development is related to transformational leadership in two ways:    

First, moral development is an essential characteristic of transformational leaders who embody the three standards, viz., virtue 
in their personal life, ethics in their transactional dealings, and universal / transforming terminal values (Burns 2003: 28).  

Second, the moral development of followers is an outcome of the transforming relationship. A key criterion for this 
transformation materializing in the follower is that the transformational leader must be at a slightly higher stage of moral 
development (Burns 1978: 428) 

Bass(1985) built on Burns’(1978) work and described transformational leadership in terms of the impact that it has on 
followers: followers feel trust, admiration and loyalty towards the leader. Transformational leaders motivate followers to do 
more than the latter originally expected to.    

Therefore the transformational teacher will naturally have genuine concern for his/her students, their wellbeing and overall 
development and the students are inspired by such a teacher to go beyond self-interest. The outcome of transformational 
teacher is noticed in his/her students who adopts the end values of the teacher especially his integrity and a sense of moral 
obligation towards Institute’s mission and goal. 

5.4 Transformational Teacher based on Traditional Knowledge systems 

Empirical studies that establishes the relation between self-awareness and transformational leadership (Suri, Prasad 2011) and 
between karma yoga and transformational leadership (Mulla, Krishnan 2006, 2007, 2008), both incorporate ancient scriptures. 
The findings of later strongly supported the view that ancient Indian perspective is indeed conducive to the emergence of 
transformational leadership. 
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When we analyze transformational leader with regard to moral development (Burns 1978, 2003) from Vedanta perspective
38

 it 
instructs us that voluntarily undertaking the journey of self evolution leading to transformation of inner self is an important 
criteria to raise oneself morally and ethically. As consciousness development is at inner level, the resultant actions naturally 
reflect universal core human values and consequently the moral development is not undermined by any specific culture based 
on various denominations of traditions that differs in moral reasoning of what is good or bad. The complexity that educational 
environment face today within varied culture and traditions in the globalized set up coupled by the impact of changing 
technology in teaching pedagogy demands to cultivate transformational universal teacher based on this ancient wisdom such 
that change and differences of the phenomenal world does not inhibit his self evolution. Consequently their personal values 
and virtues are nurtured and this in turn motivates their followers.  

The basic assumption to feel inspired by a genuine transformational teacher, is the followers indeed need to have faith in the 
fundamental tenets of Indian Philosophy like the Upanishads and Gita: focusing on self growth, discovering potential divinity, 
discriminating between reality and transient and following niskama karma yoga

39
.  

5.4.1 Education structure 

The education structure during ancient times by and large necessitated the need for transformational or universal teacher. 
During ancient India the education system was perfectly channeled to create transformational students(leaders) and as a result 
it naturally required an enlightened or transformed human being to become a teacher who was fondly revered by his pupils or 
shisya as ‘guru’.  

The qualification of guru is stated follow: 

samit-panih srotriyam brahma-nistham
40

 

(A guru is highly learned and expert in understanding Vedic conclusion and firmly fixed and devoted to Truth, free from all 
defects found in ordinary human being. The word srotriyam refers to one who has learned from another realized(transformed) 
teacher.) 

Therefore, the necessary and sufficient condition to become a guru was he must be a transformational or universal teacher 
before he takes up the service of giving knowledge. Hence, the learning system was naturally learner centric. The primary aim 
of education was to attain completeness of life, by ‘bringing out perfection’ in human which is inherent quality of self. 
Therefore, the education was aimed to develop student’s total potential through transformation. The emphasis was on moral 
and ethical living to foster self-growth and not immediate pleasure.   

There were three essential aspects associated with ancient education: 

1. The education recognized two kinds of knowledge, para and apara as complimentary to one another. Para vidya is spiritual 
science and Apara vidya is material science. Spiritual science includes the science of the consciousness/self and the science of 
Supreme. The education recognized the basic tenets of Indian philosophy, like existence of eternal self which evolves to unfold 
towards divinity, the karma(cause and effect) theory and principle of reincarnation(rebirth). Material science includes 
knowledge about temporal body and the phenomenal world. This education has to be applied in the understanding of higher 
dimension of knowledge to transform our inner self. Without this link, the apara vidya or material science has no value. As Dr. 
T.D. Singh puts it, “if apara vidya doesn’t help us to understand what is the most important duty of life, it becomes useless.” 

                                                           
38 Vedanta is considered the most advanced form of scientific and theological treatise of the spiritual and cultural heritage of 
India. It is the second and most important part of the Mimansa or third of the three great divisions of Hindu philosophy. The 
system although belonging to to the Mimansa, is also called the Uttara-Mimansa, Brahma-Mimansa or Sariraka Mimansa. [ 
Adapted from Sir Monier Monier-Williams, “Vedanta”, A Sanskrit-English Dictionary, Motilal Banarsi Das, c.1, p.1017] 
39 Niskama karma is an effort centric action rather than result centric action. Niskama actions are performed intelligently as a 
duty for a higher cause without expecting rewards and maintaining equanimity under all circumstances.  
 
40 Mundika Upanishad 1.2.12 
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2. Central to education was the relation between teacher or guru and student or shisya. 

The gurus were dedicated to their profession and were held in high esteem by their shisyas. Unlike today’s education where 
student pay tuition fees to register, formerly, a ceremony called upanayanam was conducted to establish the relation between 
guru and shisya. The guru wouldn’t accept gifts or dakshina(tution fees) without fully transforming the student. The student 
being motivated by such a teacher revered him for the rest of his life and took his complete blessings to accomplish success in 
life. A strong bond based on awe and respect was established between guru and shisya.  

3. To facilitate the above, a gurukula atmosphere was provided. It was insulated from the buzz and chaos of town and cities and 
was close to nature. The education was not mechanical; hence there was no need for technological aids to impart knowledge. 
Purity of mind, sense control, calmness and serene space, pollution free air, harmony with nature and revered bond with 
teacher and study based on observation, reflection and assimilation all these contributed to transformation of student. Overall 
the ancient gurukula system imparted experimental and experienced time tested knowledge which remained with the student 
to guide him through out his life’s journey beyond the purpose of economic necessities or similar immediate benefits.  

5.4.2 Examples of Transformational teacher
41

 

The ancient legends convey how the great Saintly teacher Narada
42

, set the best example of a transformational teacher 
influencing all his students belonging to different groups and background and different era to become transformational teacher 
themselves proving that transformational teacher can be made and that they needn’t necessarily be born.  

Following are some examples: 

1. In the Skanda Purana there is a wonderful narration about a hunter named mrgari who became the most enlightened 
personality after he accepted saint Narada as his teacher. As a hunter, he used to pierce several innocent animals of the forest 
with an arrow and make them half-dead. He derived pleasure in watching them cry in pain. Sage Narada while passing through 
forest was disturbed to see the crying animals and confronted with the hunter, knowing him to be the cause. While the hunter 
proceeded to abuse Sage Narada, he was unable to do it when he saw the sage face to face. Without his knowledge he was 
naturally attracted to the sage. Subsequently the Sage instructed the hunter, on the laws of nature that even the uncivilized has 
to pay a price for giving unnecessary pain to any living entity. The hunter revealed his survival problems as the cause behind 
such sinful acts. Subsequently the sage accepted the hunter as his student and guided him to engage in civilized occupation for 
survival. After a year when sage Narada along with his friend sage Parvata visited former’s student(hunter), he was pleased to 
see the hunter imparting knowledge of spiritual science to another group of tribal people who had become his followers. The 
transformation of hunter was also manifested externally when to receive his guru(sage Narada), he would remove the ants on 
his path with his hands and place them in another path. Thus he totally avoided killing other living entities.  

2. In another era, we learn how Valamiki in his earlier days was a dacoit and plunderer. He used to kill innocent people on the 
road and rob them. One day by chance he met sage Narada and by his association he was rectified. Subsequently he became 
student of sage Narada and received sacred knowledge for self development, which he meditated on for several years. He was 
transformed to such an extent that he became fully self realized and wrote the great epic Ramayana which epitomized morality 
and ethics that even today this epic is quoted for ethical and moral direction.  

Besides the above, we also have rajarshis (self-realized kings) like King Janaka and King Bali from ancient India who got 
transformed through mediation on self for several years and subsequently excelled in their duties as a king. From other eastern 
traditions we have Mahavira, Buddha, Guru nanak, Confucius and Lao Tzu who were transformational universal teachers 
emphasizing education’s purpose primarily to transform the inner self in a student and thereby developing a personality 
exhibiting an universal outlook through inner transformation. 

                                                           
41 from Puranas and scriptures based on ancient traditions 
42 Narada was a great transformational teacher of ancient Vedic era. His famous student was Srila Vyasadeva who is known as 

the original teacher of Vedic literatures who compiled Vedic literatures comprising all four divisions of Vedas, Puranas, 

Mahabharata and in whose honor every year gurupurnima (a day when pupils offer special respect to their teachers as an 

expression of their gratitude) is celebrated all over India. 
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5.4.3 Real Transformational Teacher 

From the above discussions we get a clue that real transformation involves self evolution leading to transformation of inner self 
and it has positive impact in our entire disposition. It also means continual forward growth of a personality unfolding towards 
divinity or developing godly qualities. This can be best understood by the analogy of bud blooming into flower. When a bud 
starts blooming, intermittently it doesn’t shrink back to become bud again as per laws of nature, but grows further to become a 
flower. This is real transformation of bud into flower where the impact of closed bud is lesser(different) than the impact of fully 
bloomed flower. The complete flower carries complete aroma, attracts the bees and beautifies the surroundings, creating a 
pleasant atmosphere which is not so with the bud. This analogy indicates that a transformation based on forward self growth is 
genuine and it will always have a higher or better impact than a lesser transformational stage. If the impact is inconsistent or it 
varies in terms of high and low, then it is not a real transformation but a relative one. Subsequently the relative 
transformational leadership based on different moral reasoning conditioned by country and culture cannot be practiced at 
universal level. As an example such a situation can possibly arise during student exchange program or faculty exchange 
program. The impact of such a transformational teacher will be restricted and therefore this relative approach of 
transformational leadership is narrow and conditional.  

Under the circumstances it would be appropriate to have a glimpse of ancient knowledge to build a real transformational 
teacher who by virtue of developed consciousness(inner self growth) is internally awakened to nurture his end values like 
integrity and influence her/his students positively beyond their culture and group identity.  This transformation is not based on 
external stimulus of what is moral or ethical but the stimulus arises within to develop favorable virtues in order to realize his self 
and benefit his followers in the same spirit of benefiting his own self.  

5.4.3.1 A glimpse into real transformation from Vedanta perspective 

Transformation of inner self is ‘real transformation’ because ‘real’ or ‘eternality’ or ‘existence’ is the property or characteristic 
of self. The attribute ‘real’ ideally is a prerogative of self.  

 “Those who are seers of the truth have concluded that of the nonexistent [the material body] there is no endurance and of the 
eternal [the soul] there is no change. This they have concluded by studying the nature of both.” BG. 2.16 

And consciousness is the symptom of self(soul or life particle).  

According to Vedanta, consciousness is the living energy and the fundamental quality of life particle and it is purely spiritual. 
The ontological nature of consciousness is non-physical. It is the source of all our knowledge and experience. (Singh TD, 2004) 

 

As per Vedanta, our life in its entire dimension can be perceived by understanding different components of existence like body, 
senses, mind, intellect and the self and the natural constitutional hierarchy of the different components is expressed in 
Bhagavat Gita:  

“The working senses are superior to dull matter, mind is higher than the senses, intelligence is still higher than the mind, and 
he(the soul) is even higher than the intelligence.”   B.G. 3.42 

Therefore the growth of each one is ultimately depended on the development of the self (Consciousness) as it is situated on the 
top of the hierarchy or forms the root of our existence.  

Although a bud appears shrunken, it has the potential to bloom into a flower.  

Human consciousness has similar potential. So, human beings have the innate ability to develop their consciousness to an 
almost unlimited extent, up to the point of knowing the Absolute Truth. Consciousness continues to evolve in this way until it 
reaches fully bloomed state (T.D. Singh, 2004) 
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At this stage a human being is considered completely transformed. He becomes a touch stone for his followers who are 
attracted, inspired and motivated by his good virtues.   

To attain this fully bloomed state, it is essential to sincerely inquire into nature of self, practice regulated spiritual discipline, 
then one’s bud-like spiritual consciousness beings to expand or evolve. (Singh TD, 2004)  

Therefore self awakening is vital to kindle and sow inspiring ideals in the consciousness of the followers. Lack of spiritual 
awakening can make a man aggressive and intolerant, who forces narrow dogmatic idea on the followers.  

The import of above discussion is knowledge of eternality(self)  gives a clear understanding about the nature of the 
impermanent phenomenal world. From pragmatic perspective, the path of inner transformation naturally enables one to 
accept change as inherent to changing science and technology as they are part of phenomenal world.  Therefore a teacher who 
is transformed following the path of spiritual disciplines, doesn’t come under pressure as a result of changes in the syllabus or 
teaching pedagogy or any other policies connected to education system. He or she following the path of niskama karma yoga 
not only takes up fresh challenges with ease and integrity, but inspires and transforms the students in the same spirit. He 
becomes a role model in the life of his followers with regard to overall attitudes and beliefs while performing an action.  

6. Concluding Remarks 

Somebody has rightly said, “You can’t always get what you want”. Scarcity is the fundamental challenge confronting all 
individuals and nations. So we all have to make choices. How we deal with these limitations or how we prioritize and allocate 
our limited and depleting resources is the basic economic challenge that is confronting individuals and nations today. It would 
be appropriate to recall here Gandhiji’s Economic ideals. 

Gandhi's economic ideals, much like everything else in his life, were governed by ethical and moral considerations. His stress on 
rural economy and emphasis on a simple life, coupled with his concern for universal well-being formed the foundation of his 
unique views on economics. Gandhi's economic models were based largely on his understanding of the Indian situation. 
However, it should be stressed that Gandhi himself believed that the model could be employed on an international scale as 
well. It should be remembered that Gandhi's economic modes are particularly humanitarian in nature and for him no economic 
model is worth implementation unless it aims towards the general well-being of 
mankind (www.mapsofindia.com/personalities/gandhi/economic-ideas.html) 

As education plays a significant role in deciding and choosing a relevant economy system because of the rapidly growing 
relationship between two, it is imperative to re-examine our present education culture with regard to its direct focus. The 
authors feel the emphasis of education should not be based upon commercial principles of modern times or any category of 
selfish ideals like political gain or power or for the sake of competition but upon the natural eternal laws which can guide the 
self towards perfection and foster human evolution in the planet earth. Education has to develop the intelligence of the 
student, so that he is protected from committing mistake and it serves as a useful tool to solve the problems of life. Only a 
transformational or universal teacher can accomplish the purpose of education. Gandhiji said, “Education should draw out and 
stimulate the spiritual aspects of child as much as intellectual and physical aspects. Hence the growth of self cannot be ignored 
in education. A sound mind exists in a sound body. The teacher is an example by his or her attitudes and values. The teacher 
should help the pupil to distinguish between truth and false, good and bad. The teacher should possess the qualities he wishes 
to inculcate in the pupils.” 

To make the traditional knowledge relevant for current education system, the authors have few comments and suggestions.  

It has been observed that self growth has not been given due importance it deserves, in the modern education structure, 
including in our country, even though India’s glorious past produced philanthropic and charismatic leaders who focused on 
moral development and self growth among their followers and subordinates. Great Indian personalities like Swami 
Vivekananda, Sri Aurobindo, Rabindranath Tagore, Saint Tiruvalluvar, Sri Bhaktivinoda Thakura, Lokmanya Tilak, Mahatma 
Gandhi and many more were just not great thinkers, but were social reformers and transformational teachers/leaders as well. 
Their literary works were all focused on transforming humanity based on human evolution or transformation of inner self, while 
simultaneously they served the nation externally with full enthusiasm and integrity inspiring all those who came in touch with 
them. 

http://www.mapsofindia.com/personalities/gandhi/economic-ideas.html
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To make an educational enterprise meaningful and successful it requires a certain element of self-less sacrifice, enthusiasm, 
determination and commitment by every responsible leader and these things must come from within. Therefore education 
must facilitate human evolution based on self-growth. A teaching workforce cannot be selected exclusively based on her/his 
biodata. The criteria for selection of teachers/lecturers/professors/Deans/Directors must also incorporate an evaluation 
procedure to know the degree of self evolution that is reflected through one’s motivation level that one is situated in order to 
perform an action. The ancient scripture Taittiriya Upanishad can provide valuable guidance here. 

43,44 
 This measure should 

enable the learner/teacher to check his/her degree of transformation. 

To conclude, present education structure must make a thoughtful inquiry about the following: 

1) Why can’t we produce universal teachers today when our planet had produced so many of them in the past and even 
recently during 19

th
 and 20

th
 century?  

2) What are the lacunae of modern education system and  

3) What was the strength of ancient education that it produced so many great transformational and universal teachers?   
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Abstract 

There are almost 367 MBA institutions in Maharashtra out of which almost 22,000 students getting masters in Management. 
Survey conducted on MBA students market potential shows that hardly 10% matching the standard of corporate sector. Survey 
was also done to know the quality standard of management institution which shows that 90% faculties appointed for 
management schools are with zero industrial experience .The survey report also shows that placements, alumni, high 
technology (ICT) ,infrastructure is just for name sake. The survey also shows that 75% management institutions are run by 
politicians only to have title of great educationist. 

Interactions with student (400 sample size) proved that MBA graduates are very poor in terms of Communication Skill, Poor 
Personality, Poor Market Knowledge, No Practically Acceptable Projects (Generally students copy last year’s 
projects).Liberalized Education Policy failed to perform its objective because thousands of MBA graduates are working as 
Salesman, MR, Clerks in Bank etc.Current IBPS Clerical posts application includes 8000 applications from MBA students. This 
example is enough to show management institutes are not successful in completion of true education purpose. 

Decision taken by AICTE no any MBA college from 2011 onwards enough to prove MBA colleges are opening like vegetable 
market in every locality .Survey also proved that most of the institutions admitting students for MBA without any eligibility 
criteria (CET,GD&PI),Some institutions offering free laptops,blazers,100% placements etc. 

Change in education system is must students are carrying no. of degrees but at all failed to prove basic purpose of these 
degrees. Change is needed in exam pattern building conceptual framework is must and focus should be on it. 

Keywords- Market Potential, Industrial experience, Educationist, AICTE, Liberalized Education Policy  

INTRODUCTION 

Higher education in India has expanded rapidly over the past two decades. This growth has been mainly driven by private sector 
initative.There are genuine concerns about many of them being substandard and exploitative. Due to the Governments 
ambivalence on the role of private sector in higher education, the growth has been chaotic and unplanned. The regulatory 
system has failed to maintain the standard or check exploitation. Instead it resulted in erecting formidable entry barriers that 
have generated undesirable results .Voluntary accreditation seems to have no any takers from private providers and apparently 
serves a little purpose for any of its stakeholder. 

The Higher education system in India grew rapidly after independence. By 1980 there were 132 universities and 4738 colleges 
in the country enrolling around 5% of eligible age group in Higher education. Today in terms of enrolment India is the third 
largest higher education system in the world after China and USA with 17973 institutions and 360 universities and is the largest 
education system in the world in terms of number of institution. 

There are different types of universities and colleges in higher education system in the country. They vary in terms of their 
academic, administrative and financial arrangements. Universities can be either established by Parliamentary acts or by State 
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legislature. Those established are the Central universities and those are by State legislature are State Universities. Some higher 
educational institution granted the Deemed university status by the Central government through gazette notification .A few 
institutions are established by Parliament as the institution of national importance. 

The expansion of higher education system in India has been chaotic and unplanned. The drive to make higher education socially 
inclusive has led to sudden and dramatic increase in number of institution without a proportionate increase in material and 
intellectual resources. As a result academic standards jeopardized .There are many basic problem higher educational institution 
facing today inadequate infrastructure and facilities, large vacancies in faculty positions and poor faculty ,outmoded teaching 
methods ,declining research standards ,unmotivated students, overcrowded classrooms. There is an inadequate and 
diminishing financial support for higher education from government and society. 

Research Methodology- 

Aims & Objective- 

The objective of this paper is to identify the major issues and problems relating to the system of Higher education .In this paper 
I tried to mention the main concern relating to Higher education  like the present regulatory framework,privitization,funding 
and financing. The paper examines various arguments, cases and recommendations with respect to the concerned issues. 

Scope & Limitation- 

The scope of this paper is to identify and study the major issues concerning to Indian Higher education system. And also point 
out on concerned issues because of which why world class institutions are not coming into operation. 

Mode of Citation- 

A uniform code of citation is used throughout this paper. All the references and resources which helped me for my Research 
paper are mentioned with their full details. 

Sources of Data- 

This paper is based on research compiled from numerous articles, working papers, statistical data and case laws. 

Research Questions- 

(1) What are the major issues and problems affecting Higher education in India? 
(2) Why is the existing regulatory mechanism problematic for the growth and development of higher education in the 

country? 
(3) How can students loan help in improving the accessibility of Higher education? 
(4) Why change is needed in curricula of Higher education? 
(5) What is needed to build world class institutions? 

 
REGULATORY FRAMEWORK- 

A regulator in higher education has five dimensions they are as follows 

1) Entry-License to grant degrees 
2) Accreditation- quality benchmarking 
3) Disbursement of public fund 
4) Access- regulation of access through stipulation of fees  
5) License- provision of license to practice profession. 

 

Problems with the present Regulatory Framework- 
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1) Problems in co-ordination-gaps and overlaps in functioning 
2) Non transparent processes 
3) Judicial interventions 
4) It fails to maintain standard despite formidable entry barrier 
5) Over centralization 
6) Lack of institutional autonomy and accountability 
7) Very slow response to changes 

The other cause of poor governance is system of affiliating colleges to the university which yields revenue for university through 
fees. There are total 17,700 undergraduate colleges out of which mere 1.1% are autonomous .The rest are affiliated to 
universities , with so many affiliated colleges university become bulky structure. The concentration on motives and intentions 
rather than on likely outcome. 

Case Study 

State of Andhra Pradesh Vs J.B.Education Society 

State of Andhra Pradesh Vs J.B.Education Society the Supreme Court held that the consent of the state government is necessary 
before starting an engineering college and the AICTE cannot grant approval without this consent. But the grounds on which the 
determination made is astonishing .The court held that “ state authority alone can decide about educational facility and the 
needs of the locality .If there are more colleges in a particular area the state would not be justified in granting permission to 
one more college in that locality. 

The UGC Act section 3.1.2(a) suggests that an additional institution will be permitted only if the commission is satisfied that the 
existing institutions in the state are not adequate to serve the needs of the state. The gross enrolment rate of Higher education 
in India is roughly 6% this will need to be doubled in next decade this involves crores of rupees investment .Since the 
government is not able to meet the requirement all other sources needed to be tapped. 

Bold Structural Changes Needed in Indian Higher Education System during XII Plan 

A retrospective critique of our journey during the XI plan in higher education only edges us forward to reflect upon of our 
present position with concern. India aspires to create a ‘knowledge society’, a leader in education to produce human resource 
that is globally competitive. Will an introspection and self-appraisal drive us to reconsider the existing system for a major 
structural change that would ensure a new breeze of self-imposed discipline in high-quality teaching, research, minimize 
mediocrity and energize growth? Will this herald the renaissance of Takshilas and Nalandas into the country, attracting scholars 
and knowledge-seekers from across the globe? The concern of everyone is the absence of a world-class university in India 
worthy of its name on the international ranking? A public debate comparing the major and conspicuous differences between 
Indian and well known world class universities could set a tone for bold structural changes in the XII plan for higher education. 

Three major differences emerge which may be the stumbling blocks to our attaining excellence: First, Indian universities and 
colleges totally lack in ‘critical mass’ of students; secondly, the undergraduate programmes are fragmented from the university 
campuses, and; thirdly, the existing affiliation system of colleges to universities is the bottleneck for their autonomy and 
freedom to grow with innovations. 

These issues need to be addressed for our universities to attain global parity though other issues of faculty, infrastructure, 
laboratories, library and a conducive ambience are as important. About 559 Indian universities have less than 2 million 
students, with an average enrolment of 3,500 students in contrast to 20,000 to 40,000 in any good public or private funded 
university in US, France, UK, China or Singapore. The 20 older central universities hold about 18,000 acres of land with 1, 58,000 
students amounting to about nine students per acre. Universities are even resistant to expansion and optimum use of our land 
and infrastructure. Talent search for world class research students in our universities is limited to the small sub-critical 
numbers. It is like fishing in a small pond which will fetch small fishes while out in the ocean one has chances of encountering 
sharks and whales. These large fishes are the ones who bring credit to universities and the country. 

Over 31,900 colleges have less than 15 million students with an average strength of less than 490 students. Interestingly, 71 per 
cent of PG students are in colleges and only 29 per cent in universities where as 80 per cent of PhD students are in universities. 
Out of the 2 million university students, 90 per cent are in state and private universities. Optimum use of existing land and 
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infrastructure, drastic increase in intake both at universities and colleges to reach the critical mass should be the main focus of 
the XII plan. 

High quality university education will remain a dream as long as there is fragmentation of undergraduate programmes and it is 
kept out of main university campuses. Bringing in schools of undergraduate programmes on campuses and introducing 
integrated masters and PhD programmes has shown excellent results in universities like the Pondicherry University. Standalone 
colleges should be autonomous degree awarding colleges with both UG and PG programmes. 

The System of Affiliation of Colleges 

The system of affiliation of colleges to universities has jeopardized the growth, suppressed autonomy and innovation, freedom 
to grow and has become the cause for unfair practices in higher education system. Abolishing affiliation system, and creation of 
college cluster multiple campus-universities (CC-MCUs) by clustering around 5-20 colleges with a vice chancellor and 
administrative system is the only feasible model that is comparable to multiple campus universities in the US and France. Over 
1,000 CC-MCU’s can be created during the XII plan; which is perfectly in tune with National Knowledge Commission and the 
Yashpal Committee recommendations, a model that will bring formidable strength through sharing of all resources. They can be 
created through state or central Acts and could be state-funded, partially Centre-funded or fully centrally funded universities 

The Assessment of Educational Institutions 

The assessment of quality of a good institution begins with its tangibles like the ambience, appearance, quality of facilities, 
library, support system, student amenities and the like. This is followed by the reliability of the institution, relevance and the 
disciplined error-free timely delivery of the programmes, and finally the flexibility of learning, mobility of students and quality 
of teachers and the inflow if international faculty and students. Networking with national laboratories and industry, 
establishment of National Educational Resource Portal, ‘One-window information’ should be the priority. To provide 
sophisticated research and analytical facilities, Inter-university centre’s exclusively for university and college teachers will boost 
the quality of research publications. Stricter laws for plagiarism and research ethics committees should be mandatory in every 
university. 

The national ranking mechanism, at least based on an online questionnaire, should be the first step for mandatory ranking of all 
Indian colleges and universities, to benefit students, employers, funding agencies and collaborators. School-wise and discipline-
wise accreditation is more meaningful than the present system of university accreditation as a unit. For the past 15 years NAAC 
has accredited less than 5 per cent colleges and less than 15 per cent universities, as the rest have not volunteered or are said 
to be not up to the mark. 

A ten-fold increase in allocation for higher education during the XI plan to `46,000 crore from `4,600 crore, establishment of 15 
new universities, eight IITs, seven IIMs, 20 IIITs and five IISERs have all been great steps. The XII plan allocation could double the 
XI plan. It is obvious that it is not the dearth of funding but something more that is stumbling the desired growth in number 
(GER) and global quality. Ironically, only 35 per cent of plan allocation will be spent by the end of XI plan. State universities and 
state colleges contribute the maximum in terms of human resource but just 7,661 of the 31,900 colleges are eligible for some 
limited grant from the University Grants Commission and the rest are starving for funds. This imbalance, poor implementation 
and monitoring mechanisms have resulted in unsatisfactory performance and underutilization of funds. A National Empowered 
Monitoring Committee under the HRM overlooking the performance of UGC can only ensure full utilization of funds. The focus 
in the XII plan should shift to colleges and state universities and monitoring mechanisms strengthened. 

Recommendation by Various Commission 

National Knowledge Commission 

Some of the important recommendations of National Knowledge Commission (NKC) include change in the system of regulation 
for higher education, increase in public funding and diversifying of source of financing and establishment of 50 national 
universities. The commission has also recommended establishment of Independent Regulatory Authority for Higher Education 
(IRAHE) which should be at arm’s length from all stakeholders including Government of India and it should be conceptualized by 
NKC is to be set up by the Act of Parliament and would be the only agency to accord the degree granting power. The purpose of 
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creating this agency is to separate the functions it shall be responsible for setting up criteria and deciding on entry it would in 
addition agencies to take care of accreditation .The role of UGC will be limited to disbursing the public fund. 

Prof.Yashpal Committee 

The Ministry of Human Resource Development ,Government of India set up another committee  under the chairmanship of 
eminent physicist and a former chairman of UGC,Prof.Yashpal ,to guide the efforts at reform process. This committee known as 
the committee to Advise on Renovation and Rejuvenation of Higher Education submitted its report very recently and advised 
different structure and role of regulatory authority than the one suggested by NKC.Prof.Yashpal committee  mentioned that 
holistic view of knowledge requires a regulatory system which treat the entire range of educational institutions in a holistic 
manner. This committee recommended a single ,all encompassing higher education authority since it considered all higher 
education including engineering,medicine,agriculture,law,and distance education as an integrated whole 

This committee noted there were 13 professional councils created under various acts of Parliament to promote and regulate 
specialized areas of co-ordination and integration in the planning and development of higher education system including 
research. The committee accordingly proposed to create an apex body to subsume academic functions of all professional 
bodies to be called The National Commission for Higher Education and Research (NCHER). 

Privatisation of Higher Education 

One of the striking features of the development of Higher education in India over the last few decades has been the extent to 
which private institutions have entered the scene and attempted to respond to the massive demand of education at the post 
secondary level. This is true particularly in the field of engineering, medicine, management and much at the broader level of 
university education. The strong emergence of private sector is reflected in the funding pattern, while the government share 
has declined from 80% in 1983 to 67% in 1999, private expenditure has increased more than ten times over the same period. 

Till 1990 the expansion of higher education largely took place through affiliated colleges. By then promoters of private unaided 
colleges realised that the regulatory mechanism of affiliating university and state government were inhibiting their growth and 
did not allow them to fully exploit their potential. The promoters were not able to make money from educational enterprises 
.Such institutions explored the possibilities of emerging out of control of the State government and affiliating universities. Some 
of the institutions took the deemed to be university route to get the degree granting power 

Case Studies 

St.Stephens Vs University of Delhi 

In two conflicting judgments of Supreme courts, the issue of Capitation Fee Colleges was addressed. In 1992 ,the Supreme 
Court in St.Stephens Vs University of Delhi practically banned high fee charging private colleges stating that capitation fee is 
potentially unreasonably unfair and unjust .The following year in Uni Krishnan Vs State of Andhra Pradesh the court reviewed 
the state right to interfere in the admission policy  and the fee structure of private professional institutions. In this context the 
court ruled out that education is fundamental right which could not be used for profit seeking. The very fact that education is 
right not a service. For example- Kerala High court did entertain a complaint about the quality of education by a student who 
had paid a capitation fee. In 2002 the Supreme Court reversed the decision in Uni Krishnan case saying that a private unaided 
institution could make reasonable profit to meet the cost of expansion and augmentation of facilities. Thereafter elaborate 
mechanism developed by government that helped the proliferation of self financing of capitation fees. 

Growth of Colleges for General Education, Colleges for Professional Education, and Universities during 1950-51 to 2004-2005 

Years College of General Education College for 
Professional Education 

Universities, Deemed Uni, Institutes of 
National Importance 

1950-51 370 208 27 

1955-56 466 218 31 
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1960-61 967 852 45 

1965-66 1536 770 64 

1970-71 2285 992 82 

1975-76 3667 3276 101 

1980-81 3421 3542 110 

1985-86 4067 1533 126 

1990-91 4862 886 184 

2002-03 9166 2610 304 

2003-04 9427 2751 304 

2004-05 10377 3201 364 

 

Enrolment by levels and Major Discipline 

Year 

1 

PhD 

2 

PG 

3 

General 
Graduate 

    4 

Technical 
Graduate 

     5 

Total Higher 
Education 

     6 

Diploma 

   (7) 

Total Higher 
Education 
(6&7) 

1980-81 25,417 2,91,341 18,86,428 2,39,267 24,42,453 4,30126 28,72,579 

1990-91 32,468 3,54,216 32,85,776 4,16,828 40,89,288 7,96,686 48,85,974 

2000-01 45,004 6,47,338 72,44,915 6,88,625 86,25,882 9,827,279 96,13,161 

 

2001-02 53,119 6,47,016 71,39,497 7,90,050 86,29,682 11,04,594 97,34,276 

2002-03 65,357 7,82,590 76,33,125 10,35,701 95,16,773 11,99,785 107,16558 

2003-04 65,525 8,06,636 80,26,147 11,10,840 100,09,148 11,91,447 112,00595 

 

FUNDING AND FINANCING OF HIGHER EDUCATION 

An important development of early 1990s that had tremendous impact on higher education was the introduction of new 
economic reform policies that include stabilization and structural adjustment, which required drastic cut in public expenditure 
across the board, including education. These policies set the tone of drastic reforms in Higher education in India in the following 
years and the whole higher education suffered drastically. The economic reform policy introduced in the beginning of the 1990s 
did not allow the government to allocate adequate resources to Higher education. 

Decline in per student expenditure means decline in the real resources available per student on average, seriously affecting the 
quality of education. In addition to this, steep cuts in the budget allocation for libraries, laboratories, scholarships,, faculty 
improvement programme etc… had serious effect on the quality of higher education.  

The cost of Higher education is to be borne by government or by taxpayer, parents, and donors. The funds for higher education 
in India comes from mainly three different sources  

1) Government 

2) Fee income from students. 
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3) Other sources of income- Philanthropy, industry, sale of publication 

Higher education in India is primarily funded by the governments. State and Central and the households. The Central and State 
government spend around Rs-190 billion per year on Higher education. Public universities traditionally live on grants from the 
governments and 95% grants provided to them goes towards fee and establishment expenses. Her are hardly any disposable 
funds to develop the institution. Methods of teachings are outdated; far too much money is wasted on frivolous administrative 
expenditure. More funds needed to be diverted to productive purposes. At present most of the Higher education institution 
belongs to government or funded by them. Criticism that the regulatory bodies, therefore only address the issues of immediate 
importance to the government such as extent of grant, government representation on the Board and regulation of courses. For 
this reason there has not been sufficient emphasis on academic rigor and developing skills to meet the needs of industry and 
the job market. 

It us seen that the funding is lopsided and limited.85% of the total central funding to Higher education including Technical 
education goes for supporting only about 3% students enrolled in around 130 out of a total 17,625 Higher education 
institutions in the country. The UGC is also main funding agency of the Central government, whereas only 42 institutions are 
funded by Central government directly, all others funded through UGC grant. Bulk of expenditure on Higher education is on 
revenue account and the capital expenditure is on negligible proportion. In terms of mandate UGC is expected to inquire into 
the financial requirements of universities and advice the government provide the same. The actual performance of UGC to 
carry out this function is questionable .The private unaided institutions are unaided universities and colleges are expected to be 
self financing and are expected to meet their expenses through their own revenue resources, which is mostly from tution.They 
are not eligible for any public funding or UGC grant. 

Total Public Expenditure per Student on Higher Education 

Years 

Particulars 2002-03 2003-04 2004-05 

Central plan 758 639 686 

Central non-plan 1386 1,336 1,240 

State plan 527 558 529 

State non-plan 8176 8063 7,803 

Total 10847 10596 10258 

 

Sources- Annual statistics financing statistics of Education sector 2003-04,MHRD Govt of India, New Delhi-2005 and Expenditure 
budget 2006-07 ,Volume -2 Government of India,2006 

Central Plan Allocation and Expenditure During X Plan 

Scheme X plan Percent 
to Total 

2002-03 

Actual 

2003-04 

 

Actual 

2004-
05 

RE 

2005-
06 

Revised 

2006-
07 

Revise 

X plan 
expenditure 

   7B 

% To 
total 

Difference
s  (2-9) 

1 2 3 4 5 6 7 8 9  10 

Uni 
&Higher 

4176.5 9.53% 619.14 560.44 789.95 873.27 1403.5 4246.3 7 -69.8 

Tech.Edu 4700 10.72% 600.47 626.34 653.31 643.67 930 3453.79 6 1246.21 

Total Edu 43825 100.00% 6388.8 7377.21 9570.84 15041.7
6 

20744 59122.65 100 -15297.7 
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Quality and Accessibility of Higher Education 

The question of making higher education of India affordable while ensuring its fiscal viability and quality constitutes the central 
problem in the provision of Higher education in India. Student’s loan in the US could be a solution students loans are in 
operation today in more than 100 countries around the globe .Education loan is very popular among students because it is 
simple and appealing logic, despite its inherent weakness. It is argued that in order to safeguard the interest of poor students 
from the rising cost of Higher education, a number of countries in developing and developed world have established Student 
loan programme. 

The old National Scholarship Scheme was started in 1963 to provide interest free loan to needy and able students to help them 
full time Higher education in India. Loans were renewable on annual basis. The scheme was implemented through State 
Government for disbursement of around 20,000 loan scholarship 

(1) Unrealistic rate of scholarship with the rate of passage of time 
(2) Low rate of returns 
(3) Thinly spread out resources over a large target group 

The education scheme was introduced in India in the budget of 2000-01 the scheme is administered by commercial banks. The 
scheme covered wide range of courses in higher studies and both in India and abroad. There was no income ceiling on students 
or parents for eligibility of this loan scheme. Neither academic records nor marks required. There is no any special provision for 
weaker section of society in terms of lower rate of interest, payment period, and repayment in accordance with the earnings, 
government guarantee, waivers etc.However this scheme was criticized for being insensitive to the needs of the poor and does 
not concern equity aspects there are no special provision for weaker section of society. 

A Current Quality Status in Colleges of Higher Education in India 

(As on March 31, 2005) 

Details  Numbers 

Total number of colleges 17,625 

Number of colleges under UGC purview 14,000 

Number of colleges recognized under section 2(f) of UGC Act 5,589 (40%) 

Number of colleges recognized under section 12(b) 9of UGC Act 5,273(38%) 

Number of colleges actually funded by UGC 4,870 (35%) 

Number of colleges accredited by NAAC 2,780 (20%) 

Number of colleges accredited by NAAC and scoring above 60% 2,506 (17.9%) 

Current Quality status of Universities in India  (As in 2007) 

Details  Total Number 

Total number of university level institutions 367 

Total number of universities under UGC purview 317 

Number of universities actually funded by UGC 164 

Number of universities actually accredited by NAAC 128 

Number of universities accredited by NAAC and scoring 
above 60% 

128 

Source- Draft report of working group on Higher education for 11
th

 five year plan 

In the US the government has taken major steps in deregulation of higher education sector as well as adoption of market based 
policies designed to make universities more efficient and effective. The US system is the most market oriented system in the 
world with the existence of large number of privately funded colleges and universities and public universities supported by fifty 
states that compete nationally with private institutions or student and research funds. 
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Further, federal policies provide research support to individual rather than institutions. Thus colleges and universities in the US 
compete with each other for students and the competition is becoming more and more aggressive. Therefore, colleges and 
universities form a common industry providing academic degrees, research and services to their clients who are students. 
Colleges and universities compete for students, research grants, faculty education services, customers are the students who 
look at ‘prestige of degree’ and value for money in their selection. The market competition also triggers greater innovation and 
adaption in higher education. 

Current and 11
th

 Plan Enrolment Rates based on SES and Census Data 

Year Academic year Population 18-
23 years 

Total higher 
education 
enrolment 
based on SES 

Total GER 
based on SES 

Total higher 
education 
based on 
Census Data 

Total GER 
based on 
Census Data 

 Base year      

2006 2006-07 1,32,243 13,934 10.5 20,666 15.6 

 11
th

 Plan      

2007 2007-08 1,35,440 15,034 11.1 22,212 16.4 

2008 2008-09 1,38,318 16,460 11.9 23,929 17.3 

2009 2009-10 1,41,257 18,222 12.9 25,850 18.3 

2010 2010-11 1,44,259 20,341 14.1 27,986 19.4 

2011 2011-12 1,44,287 22,365 15.5 29,723 20.6 

 

Some Initiatives taken by the Government of Higher Education 

(1) Prime Ministers speech on 15 August 2007 announced governments’ decision to establish many centrally funded high 
level institution. 

(2)  National Development Council approval to increase XI th Plan allocation to UGC by four fold compared to Xth plan 
allocation. 

(3) The need of Public-Private partnership in excellence of Higher education. 
(4) Finance Minister allotment of additional INR 1000 million to the universities of Mumbai, Delhi, Kolkata, Chennai. 
(5) Allotment of additional INR 1000 million to Indian institute of Science Banglore to become world level university. 
(6) Setting up NKC (2005) 
(7) Draft of National Biotechnology plan (2004/05) 
(8) New Science and Technology Policy (2003) 
(9) Setting up an educational satellite (2003) 

“Our university system is in many parts, in state of disrepair…In almost half the district in the country, higher education 
enrollment are abysmally low, almost two third of our universities and 90% of our colleges are rated as below average on quality 
parameter …I am concerned that in many states university appointments, including that of Vice Chancellors have been 
politicised and have become subject to caste and communal consideration, her are complaints of favoritism and corruption.”  

 Prime Minister Manmohan Singh in 2007 

Present Status of Indian Higher Education System 

India’s Higher education system is third largest in the world after China and United States The main governing body at the 
territory level is UGC which enforces its standards advises the government. And helps the co-ordination between Centre and 
State .Accreditation for Higher education is overseen by 12 Autonomous institutions established by UGC. 

Details Numbers 

Central Universities 42 

State Universities 275 

Deemed Universities 130 

Private Universities 90 
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State Act institution 5 

National Importance 33 

Government Degree colleges &Private colleges 16,000 including 1800 women’s exclusive colleges 

IGNOU 3.5million students 

IITs 8000 students annually 

 

Recommendations by Sam Pitroda Chairman of National Knowledge Commission 

(1) At the macro level, he said, "We have to create more universities," and argued that "the roughly 400 universities that 
we have is not enough for a country of a billion people. Roughly 8 percent of our eligible children have the 
opportunity to enter the higher education and that number ought to be closer to 16 or 20 percent." 

(2) One of the recommendations which is being taken seriously and the government is planning to implement is to create 
a single body for higher education called the Higher Education Council, which will look at expansion, quality standard, 
and also integrate technical education, quality of medical education, quality of legal education, etc." 

(3) There was also the dire need to build new national universities and said the government was committed to the 
"creation of 30 new national universities." 

(4) Going forward technology would be incorporation aggressively into everything from course work, remote access, 
systems learning, improving contention, and resource management for universities to be more productive. 

(5) "It is going to be a key driver and as a result the government of India has decided to spend several billions of dollars 
on building national knowledge networks. This will connect 5,000 locations with technology facilities to all our 
universities, all major libraries and all major R & D centers, such that universities would create their own local area 
networks." 

(6) "We've got into a situation where most of our professors don't do research and more of our research scientists don't 
teach. So, we need to bridge that divide 

(7) We do recognize that it's a long road and we do need partnership with international institutions. So, we are working 
on a bill for foreign universities to participate in India." 

(8) We do have several programs where private businesspeople want to build universities and all of this work is going on. 
We need expansion not only in technical education, but also in liberal arts. We don't have very good liberal arts 
universities of international standard." 
 

Conclusion 

Government regulation of higher education has been the subject of acrimonious debate across the policy spectrum. The 
inability to improve the quality of private institutions of Higher learning is the key failure of India’s education regulators. The 
regulatory procedure is thoroughly politicised it is well documented that most of the private colleges owned by Politicians 
.Decentralisation is another important part the purpose of this to eliminate the cumbersomeness and inefficiency to convert 
high cost per unit into low cost per unit and replace diseconomies of scale. 

Regulation therefore needs to be well structured and thoroughly researched to take full account of relevance, requirements, 
practical constraints, and market realities. We need better education, and we do need new courses, new contention, new 
delivery standards," he added, and reiterated that "we are hoping to rely heavily on information communications technology 
because we cannot scale without the use of technology." 

Pitroda argued that "the model that we have seen in the western world is too expensive -- not scalable and not sustainable in 
India." 

But he spoke of the demand for higher education in India, which was manifest in "close to 100,000 of our students go abroad 
and pay $30,000 a year for tuition." 

He said that "supply is not just out there and the only way we can meet supply and demand is to really open up the system a 
little more and create a level playing field -- invite private partnerships but at the same time increase government spending 
substantially on higher education." 
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Abstract 

This paper presents a conceptual framework in the context of growth of management education and its major challenges 
beyond the opportunities which hamper the quality of management education and what steps required to improve the quality 
of management education in the state of Andhra Pradesh. In the globalised era, India witnessed a drastic change in its 
educational system in general and in professional education in particular. Being introduced new age courses which have more 
economic value in the 21

st
 century; Management education is one among them which got a new dimension with this changing 

time. In the last two decades, the growth of management education in India has been phenomenal. Most of the management 
education in India is in the form of MBA (Master of Business Administration) and in PGDM (Post graduation Diploma in 
Management) or PGDBM (Post graduation Diploma in business Management) and they are available at fulltime, part time, 
distance or online mode. 

This research is an attempt to understand the changing need of management expertise to face the contemporary challenges of 
management and the roles of management institutions in this concern. The business has to know the implications of the 
changes and accordingly has to prepare the students by their capabilities required to implement the strategies. This work also 
emphasizes on the malpractices of management institutions and the steps required improving the quality, values and Ethics in 
B-school through Life Skills Education. 

Introduction 

The development of management education can be traced back to 18
th

 century. From last couple of decades, management 
education has seen lot of changes and development. Management education in India Predominantly a derivative of western 
management education thought and practice. Often, young men and women are attracted to management education not 
because they need some education, exposure and experience to create something innovative and wonderful, and hence useful 
to society but are usually motivated by the principles of profit motive and the escapism of malpractices and consequences 
associated with management education.  There are several challenges of management education which require change in the 
character and structure of management education with corporate sector, up gradation of curriculum and course content, 
designing of different programs for executives, maintenance of an efficient and effective regulatory system to check 
mushrooming and to promote good values, ethics and business morals. 

The 21
st

 century in India has witnessed a sea change in its educational system. Management education is in great demand 
especially after the change towards liberalization, privatization and globalization. Initially Marketing, Finance and Human 
Resource Management were considered as functional area of management, but now management education covers much 
more functional area like Operations, Information Technology, International Business, Supply Chain Management, retail and 
much more to add to the list. India has witnessed a continuing growth in this sphere of education because of the rising demand 
of trained management graduates. Management education has become one of the most sought after education today as a 
result of this; private sector has entered in Indian management scenario and invested an immense amount for this.  

India being the part of global linkage in the aftermath of WTO agreement is becoming a technology driven society. Nearly one 
lakh management graduates pass out every year in India, providing a tremendous potential to contribute to the creation of a 
knowledge society. Management education need to be made value based, rather than money based. India is facing a crisis of 
quality management education. As compared to international standards the Indian management institutions (with a few 
exceptions) are far behind. There is a need to fill this gap. The changing scenario of management education such as Industry 
and Academia Interface; Teaching and Evaluation in Management Education; Developing Competence of Management 
Teachers; Management Education and Up gradation of Students Skills; Management education and India Ethos. 
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In the last twenty years, the growth of management education in India has been phenomenal. The first fulltime MBA in India 
started way back in 1957, and the the two IIMs in Calcutta and Ahmadabad established in 1961 and 62 respectively. However 
the real growth was from 1991 (the year of globalization in India) The third IIM was established in Bangalore in 1973 and 4

th
 IIM 

in Luknow was inaugurated in 1984. Two other important developments of this period were the legislative framework on 
regulation of engineering and management education in India that came into force in 1987, and the Association of Indian 
Management School (AIMS) was inaugurated in 1988 and now AIMS has placed 2

nd
 largest B-school association in the world. 

In order to start a new B-School it should be approved by the apex level of a national statutory body called All India Council for 
Technical Education (AICTE). It advises all B-Schools of 3 years standing to go in for accreditation. For that purpose, AICTE has 
created a special agency called the National Boards of Accreditation (NBA).  New Private universities like ICFI, Amity and several 
others are now coming up. 

Presently there are more than 7000 management colleges exist across the India, out of which 971 are in A.P and many among 
them like Indian Institute of Management (IIM) are counted among the best of the world. India’s entry in the globalization 
process also acted like a catalyst in this management education boom. Because of the increasing number of global and Indian 
multinationals, trained management graduates are in demand and this demand too actively fuelling the interest of more 
number of students every year. In response to this growing demand, private sector also entered in Indian management 
scenario and invested a hefty amount for this. A large number of private management colleges along with government aided 
management colleges came into existence in the last decade only. 

Objectives of the Study 

 To study the trends prevailing in Management Education in India and Andhra Pradesh 
 To find out the situation of management education in Private colleges of A.P 
 To Study emerging issues of management education and its approach towards the development of curriculum needs 

of Industry 
 To Explore the reasons for decline and vacant of management admissions and in A.P  
 To suggest steps required to improve the quality of management education through Life Skills Education 

Review of Literature 

The government of India has established ten India Institute of Management in different parts of the country. They are one of 
them best schools by way of their products getting employed globally with internationally competitive financial packages. The 
second categories of institutions are almost in government sector except 2-3 schools their performance is satisfactory. The third 
level of schools are mostly lacking with competent faculty resulting in average level of human resources produced by them.  

Saritha (2010) in her article ‘Emerging issues in Management Education in India’ explained about the growth of management 
education over a period of time, quality management education and the role of AICTE in issuing the private management 
colleges. She mentioned some of the drawbacks of the management education such as lack of highly qualified and experienced 
faculty members, curriculum design, ethics and value-based education, emphasizing research in management and exposing to 
real business issues and placement opportunities. The article highlights the suggestions to improve the quality of B-schools. She 
suggested management education that it should be holistic, targeted and customized with aim to remove the gap that exists 
between industry requirements and value based training. 

Seema (2008) in this article ‘Management Education in India: A Global Perspective’ explained about the establishment of 
exclusive business schools in India. She compared two business schools having single discipline and multidiscipline which were 
established in last two centuries. She analyzed their performance and placement, delivery system, communication system, 
management of complexes and financial. The outcome of this work emphasized the institution which follows standard norms 
and results lead to positive opportunities and placement in the global competition.  

Sanjeev (2011) in his article ‘Management Education in India: Trends, Issues and Implications’ emphasized about the 
implications of management education in India and the role of AICTE. The emerging issues of management education in India 
are dedicated governmental body for management education, quality of faculty. Curriculum design and developing material 
relevance to improve the standards in research, and more emphasis is given on customization of specialization and exposing to 
real business issues with a view a global perspective. He concluded that it should be holistic targeted and customized with aim 
to remove the gap that exist between industry requirements and academic curriculum focusing on attitude, corporate 
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awareness, grooming and developing managerial skills. He suggested introducing monitoring and career counseling, value 
based education and skills to improve the quality of management. 

Mamun (2009) in his article ‘Management education for Contemporary Challenges: The Role of Business School’ reveals that 
business organizations have been giving pressures to universities to fit their professional mode. It becomes crucial now for their 
successful survival in creating knowledgeable people to face the challenges of the environment. He highlighted the 
management education has to be shaped into the needs of the industries today. But in today’s situation of business school is 
questionable due to lack of professionalism in its management. The study also reveals that top ranking business in the regions 
have responded rightly to build the skills of future managers. The business schools those who have poor standing in case of 
setting right vision have got drawbacks curriculum integration process and finally, do not have exposure to effective approaches 
to offer the programs have been treated as inefficient institutions and it may lead to produce inefficient human resource to the 
corporate world. 

Philip (2008) in his paper presentation ‘Management Education in India’ discussed about some of the serious problems 
regarding massive growth of management institutions in India. The major problems he highlighted about the shortage of faculty 
and qualification of faculty. This shortage is mostly met by visiting or adjunct faculty, retirees from industry or managers. Most 
of the faculties are MBAs with considerable industrial experience and they bring to the classroom and among the faculty the 
number of PhD qualification will not be more than 40 percent. 

Methodology 

This research is mostly done on existing literature of management education. The first two sections of the research have been 
done on reviewing the literature of the issues raised in the study. So, a good number of published papers on the issues has been 
reviewed and examined to get clear idea on major aspects of the research. This exercise gives a clear understanding of the 
changing scenario of managing business today and the management skills required to face the challenges of management. 
Then, the research has got today’s situation of management education to meet the needs. The researcher carried out the study 
based on both Primary and Secondary sources. The Primary sources are mainly the data collected by the researcher from the 
office of higher education council, Hyderabad and additional resources we gathered from the JNTU Library. The Secondary 
sources are collected through a survey of literature both published and unpublished, books, articles, and vernacular newspaper 
essays. 

The study conducted between the months of 10
th

 September – 4
th

 October 2011. The data is analyzed by both qualitative and 
quantitative techniques; due to time constraint we use only the simple tabulation and percentage techniques to know the 
challenges beyond the opportunities in the state of Andhra Pradesh.  

Table: 1 

Growth of AICTE Approved Technical Institutions in Last Five years 

Year ENGG. MGMT. MCA PHAR ARCH HMTC TOTAL Added in 
Year 

2005-06 1457 1052 976 629 118 70 4320 383 

2006-07 1511 1132 1003 665 116 64 4491 171 

2007-08 1668 1149 1017 854 116 81 4885 394 

2008-09 2388 1523 1095 1021 116 87 6230 1345 

2009-10 2972 1940 1169 1081 106 93 7361 1131 

*source: www.aicte.ernet.in  

Table: 2 

Growth of Intake in AICTE Approved Institutions in Last Five Years 

Year ENGG. MGMT MCA PHARM ARCH HMCT TOTAL Added in 
year 

2005-06 499697 80464 55548 32708 4379 4435 677231 40691 
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2006-07 550986 94704 56805 39517 4543 4242 750797 73566 

2007-08 653290 121867 70513 52334 4543 5257 907822 157025 

2008-09 841018 149555 73995 64211 4543 5794 1139116 231294 

2009-10 1071896 179561 78293 68537 4133 6387 1408807 269691 

*Source: www.aicte.ernet.in 

Table (1) and (2) shown above shows the growth of AICTE approved technical institutes in last five years. In 2008-09 there is a 
massive increase, thus it can be called the golden year in respect to establishment of institutes. In last five years the number of 
AICTE approved colleges has increased by almost 70% in total in various disciplines, whereas management institutions has seen 
growth of 90% in terms of number of institutions and growth of 123% in terms of intake. 

Table: 3 

MBA Colleges and Seats in Andhra Pradesh 

Sl.No.                 Year MBA 

No. of Colleges No. of Seats 

1 2005-06 220 13755 

2 2006-07 278 16875 

3 2007-08 393 27718 

4 2008-09 498 34901 

5 2009-10 894 61150 

6 2010-11 971 78340 

*Source: Andhra Pradesh State Council for Higher Education (APSCHE) - Hyderabad 

The above table explains number of colleges and number of seats in the last five years in the State of Andhra Pradesh. There is 
a massive growth in the Management colleges from the year 2005-06 from 220 institutions to 971 in the year of 2010-11. Due 
to the increase in college number automatically raised the admissions in these institutions from 13,755 to 78,340 seats in the 
last year admission.  After 2008-09 admission the number of admissions got doubled in 2009-10 admissions. The reasons for 
this immense growth in admissions and colleges are no control over management institutions, management seats got raised, 
and the problems of lack of efficient faculty and qualified faculty, mushrooming institutions within stakeholder vicinity led to 
get admissions in the institutions.  

Table: 4 

MBA Institutions, No. of Seats, Seats filled and No Admission colleges of A.P 

Year Course No. of 
Institutions 

No. of 
Seats 

Seats  

Filled  

Vacant 
Seats 

Zero 
Admission 
Institutions 

Single digit 
Admissions 

Institutions 

100% 
Admission 
Institutions 

2010 MBA 950 54,364 44,883 9,481 10 56 380 

2011 MBA 971 62,860 39,719 23,141 9 101 402 

*Source  

The above table explains last two years of MBA admissions in the state of Andhra Pradesh. In 2010 there are 950 colleges, with 
54,364 seats. Out of which 44,883 seats got filled and the remaining seats left vacant.  We have zero admission institutions and 
single digit admission institutions. There are management institutions which have 100% admissions in both successive years. In 
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2011, there are 971 MBA colleges, in which 62,860 seats allocated to management discipline in that only 39,719 seats got filled. 
Compare to 2010 academic year there are more vacant seats left in the management stream. 

Conclusion 

The study reveals that, present scenario prevailing in management education in India, trends and contemporary challenges 
faced by management education in India. The outcome of all this is that management education appears to be more relevant 
than ever in the ‘global era’. The ultimate challenge of management education approaches is to become more practical 
oriented and industry focus region being theory based developments and teachings are worthless, due to the fact that they will 
be of little use in concrete situations when a management issue arises. If Management education in India has to really extend 
its image of international scenario beyond Aim’s, institutions, industry and government has to work in alignment to improve 
quality of management education. 

References 

1. Ganesh, S.R. (1980) ‘Performance of Management Education Institutions: An Indian Sampler’ Higher Education, 
Vol.9, No.2, pp.239-253. 

2. Matthai, R.J. (1980) ‘The Organisation and the Institution: Management Education in India’, Economic and Political 
Weekly, Vol.15, No.22, pp. 69-72. 

3. Thorat, S. (2005) ‘Higher Education in India Emerging Issues Related to Access, Inclusiveness and Quality’, paper 
presented at the Nehru Memorial Lecture, JNTU Delhi 

4. Seema, S. (2008) ‘Management Education in India: A Global Perspective’, International Journal of Computer Sciences 
and Network Security, Vol. 9, No.4, pp.74-81. 

5. Pylee, M.V. (1967) ‘Management Education in India’, Management Sciences, Series C, Vol.13, No.10, pp.C209-C217. 
6. Sanjeev, K. & Dash, M.K., (2011) ‘Management Education in India: Trends, Issues and Implications’, Research Journal 

of International Studies – Issue 18, pp.16-26. 
7. Linder, J.C., (1992) ‘The complex case of management education’, Harvard Business Review, Vol.70, No.5, pp.16-33. 
8. Mohammed, A.M., (2009) ‘Management Education for Contemporary challenges: The Role of Business School’, 

European Journal of Scientific Research, Vol.30, No.4, pp.649-661. 
  



302 
 

 
Conference papers © Knowledge Globalization Institute, Pune, India, 2012 
 

 

The Relevance of Management Education in Developing Countries with Special Reference to India 
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INTRODUCTION 

Management education in India is confronted with new challenges posed by liberalization, globalization and privatization. 
These economic factors are influencing every society and every aspect of human development. Management education is no 
exception from the influence of these changes in this new millennium. At present, every member country is being pressured by 
WTO to liberalize the rules and regulations concerning higher education. Many member countries including India started 
liberalizing its educational policies. The impact of globalization has changed the business procedure in India in terms of 
psychology, methodology, technology, mindset work culture etc. newer challenges; newer opportunities are day-by-day in front 
of Indian industries, which are profitable and prospective.  

In terms of growth, during 1970 and 1980 witnessed the growth of management Institutions in India. The two years MBA was 
followed by one year executive MBA and currently the focus is shifting to evening and part-time MBAs, often backed with 
distance learning.  

SIGNIFICANCE AND GLOBAL CONTEXT OF MANAGEMENT EDUCATION IN DEVELOPING COUNTRIES LIKE INDIA: 

The management education plays an essential role in today’s dynamic business environment. The rapid trend of globalization 
and technological changes have made difficult for organizations to survive in the competitive world. The business organisations 
are influenced by changing variables like external and internal factors, involvement of other parties and contractual relations. 
As a result the importance of management education has been increased many folds. Business executives need to update their 
skills due to sudden changes in the external environment.  

Foreign university have been allowed to open their branches in India, their influence in structuring the academic courses in 
India have been considerable. Such influence is a threat to Indian higher education in general and management education in 
particular. All the business organizations will have to face the competition of the global changes; they have to appoint the 
suitable professional personnel in their organizations to face the competitions. In this context, where will our students stand? 
Will they get jobs in national and multi-national companies and other organization? Whether our syllabus/curriculum equips 
our students to face these competitions? Definitely not, then what we need today is skill/value oriented education, syllabus 
should be framed in such a way to enhance the knowledge of our students not only theoretically but also practically and in 
other latest potential areas, to face the global competition. 

ISSUES OF MANAGEMENT EDUCATION IN DEVELOPING COUNTRIES LIKE INDIA: 

1. For upgrading the quality of education, paucity of good faculty is the major bottleneck. Indian management Institutes vary 
widely in terms of the caliber of the faculty. Teachers in management education found lack in their teaching skills, 
leadership skills, team building skills and innovative skills required to be used in designing the teaching methodology. 

2. More than half of the institutions are not paying salaries as per the 6
th

 pay commission. 
3. Indian management Institutes vary widely in terms of quality of infrastructure, and placement of students. It is found that 

most of the management institutes are dissatisfied with the facilities like canteen, Guest houses, faculty improvement 
budget, Library books and journals etc for teachers. In fact, institutes are not taking care of these facilities. Very few of the 
schools, including the Indian Institutes of Management, have built up a reputation for high quality education and their 
graduates compete successfully for global placement opportunities. However, academic standards of most of the 
management Institutions are pathetic.  
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4. It is observed that today’s administrators of management institutes seek to attract students to their institute programmes 
by increased advertisement efforts without paying attention on their institution’s strengths and weaknesses. In fact at the 
low end, we find that, these Institutions charge exorbitant fee from students but provide negligible academic value add.   

5. Our syllabus/curriculum doesn’t equip our students to face today’s competition. Our syllabus/curriculum is mainly 
traditional/theory oriented and not focused on the need of the hour. Most of our subjects are not relevant to this 
changing situation.  

6. It is found in India that affiliated management Institutes lack in autonomy in terms of academic curriculum, they follow the 
syllabus given by the affiliating University; hence they could not strengthen their curriculum.  

 

SUGGESTIONS TO MANAGEMENT EDUCATION IN DEVELOPING COUNTIRES LIKE INIDA 

1. Today’s management education is primarily concerned with theoretical knowledge about management which can be 
applied in a relatively scientific and rational manner. Therefore, Research should be carried out to develop the 
management syllabus for the management institutions taking into account the external and internal environment of the 
organizations and future trend in society. The teachers in Management institutions with affiliating University should strive 
to make the syllabus to be more attractive and commercially viable. In fact, to maintain the quality of management 
education, it is pertinent for teachers of Management Institutions to remain in close contact with the industry and change 
the syllabi periodically as per the need base.  

2. In addition to this, if possible new partnership between companies or business organisations and Management institutions 
should be formed to enhance the level of organisational development.  

3. In addition to this, Management Institutions must strengthen their curriculum in terms of faculty, research, industry 
interaction, use of technology and case study methods etc. Traditional classroom delivery needs to be changed with more 
innovative teaching approaches; focus should be on various organisations know-how. 

4. Quality of education must be compared with international standards.  There is a need to offer training programmes for 
students jointly with industrial environment. What we need today is skill/value oriented education. Syllabus should be 
framed in such a way to enhance the knowledge of our students not only theoretically but also practically and in other 
latest potential areas, to face the global competition. Thus efforts should be made that management education and 
practice should be concurrent and integrated. 

5. Keeping in mind the future scenario, management Institute will have to develop following skills among students: 
 Information Technology Management skill 
 Decision making in very dynamic environment 
 HRD skills 
 Service sector management skills  

 Time management skills  
 Stress management skills 
 Environment management skills  
 Entrepreneurship  
 Customers service management skills  

6. Controlling bodies such as AICTE and Universities under which these Management Institutes are affiliated must promote 
research work of teaching faculty. Concrete policies for encouraging research should be designed.  

7. Frequent Faculty Development Programmes should be arranged by these controlling bodies. The faculty feedback should 
be taken on practical utility of Faculty Development programmes regularly. FDPs designed should have a theme and a well 
defined structure. 

8. Teaching faculty of the management Institutes should interact with people in different fields to expand his knowledge and 
experience.  

 Thus, in short, the immediate challenge for management education is to enhance the academic standards across the board to 
create a reasonably large pool of good quality institutions. 

CONCLUSION: 

Changing conceptions of the nature of management along with challenges to traditional approaches to their development are 
driving a number of trends in management education. In today’s era, Management education should prepare student for roles 
and situations beyond their current experience and equips managers with the knowledge, skills and abilities to enhance 
performance on known tasks through the application of proven solutions. In fact, true management education should result in 
organisation development and ultimately the development of the country. 
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Thus, the quality of teachers and curriculum are the crucial factors those decide the quality of management education. Rest all 
are subsidiary. The management institutions need to constantly explore the emerging trends in business and update their 
curricula in order to enable the students to cope with the challenges of the dynamic business organizations. 
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Voices from the Grassroots: Empowering Rural Women for Sustainable Development 

 

Armene Modi 

 

ABSTRACT 

Women are increasingly making more of an impact than men in rural India. The paper will share the initiatives taken by Ashta 
No Kai, an NGO working in a rural setting to address gender issues and empower women. It will demonstrate how using pro-
poor, pro-women strategies can lead to social transformation. Practical and simple poverty alleviation innovations that the NGO 
has used to overcome the challenges of gender inequity including the Self-Help Group initiative will be elaborated upon. The 
focus will be to show how these initiatives have impacted women and assisted them in making the transition from passive 
acceptance of their fate to becoming vocal and active partners in their own development. Finally, suggestions will be offered for 
a more effective role that industry can play in bringing about sustainable development that is oriented towards the needs of 
the population being served. 

INTRODUCTION 

Women’s empowerment, although it still has miles to go, has certainly come a long way. Despite gender equality seeming a far 
from attainable goal, the winds of change are blowing, slowly but surely, in rural India. Millions of poor illiterate women are 
spearheading a silent revolution, the Self-Help Group movement, which has proven to be an effective poverty alleviation 
intervention in enabling marginalized women to become economically independent. Thanks to progressive laws such as the 
73rd Amendment, more than one million women are participating in local governance and development in India’s 600,000 
villages. Rural women are starting to assert themselves, challenging deep rooted patriarchal practices and beginning to 
negotiate new roles and opportunities for themselves. With a new-found confidence, marginalized rural women are gaining a 
voice and a visibility both at home, and in their communities. They are increasingly becoming aware of their rights and 
demanding not only basic needs but also a share in household and community resources.  

Jawaharlal Nehru, India’s first Prime Minister realized that “To awaken people it is the woman who must be awakened. Once 
she is on the move, the family moves, the village moves, the nation moves”. This was decades before national and international 
organizations such as the United Nations and the World Bank put women’s empowerment high on their agendas as the key to 
sustainable development and poverty alleviation. According to Gita Sen and Caren Grown, it is women “who constitute the 
majority of poor; the underemployed and the economically and socially disadvantaged in most societies” (Sen and Grown, 
1987). Amartya Sen’s apt definition of poverty as “capability deprivation” clearly indicates that poverty is not just leading a life 
of impoverishment, but a very real lack of access to economic and other resources and opportunities for people to improve the 
quality of their lives (Dreze and Sen 1999). Poor women also suffer from the additional burdens imposed by gender based 
hierarchy and subordination. Gender discrimination hence, coupled with illiteracy and a lack of opportunities only drags women 
deeper into a cycle of poverty and deprivation. 

For several decades now, Non-governmental organizations (NGOs) have been playing a pivotal role in linking the needs and 
concerns of women to all critical issues on local, regional, national and global agendas. They have made significant inroads 
towards addressing issues of gender inequity while advancing women’s empowerment and human rights. Their efforts at the 
grassroots level towards poverty alleviation and social justice have provided poor women with effective economic and social 
empowerment strategies to overcome and combat the gender marginalization they face on a daily basis. Despite the many 
challenges they have had to face in their efforts to empower women, NGOs have helped bring about an environment of positive 
change for millions of poor women by enhancing their understanding of the patriarchal system that has exploited them and 
deprived them of their rights for centuries.  

What is Empowerment? 

It would be worthwhile here to consider what constitutes empowerment; a key factor in transforming the status and position of 
women in society to generate long-lasting social change. According to Kabeer, it is "The expansion in people's ability to make 
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strategic life choices in a context where this ability was previously denied to them" (Kabeer 2001).  UNDP’s Gender 
Empowerment Measure (GEM) focuses on political power or decision-making, education and health as the three variables of 
empowerment. Kishor feels that variables such as education and employment are “enabling factors” or “sources of 
empowerment” rather than empowerment itself  (Kishor 2000a). Stromquist emphasizes the psychological component to 
women’s empowerment which “includes the development of feelings that women can act at personal and societal levels to 
improve their condition as well as the formation of the belief that they can succeed in their change efforts”.  She stresses that 
the psychological component while important, needs to be strengthened with economic resources. Stromquist also urges 
empowerment programs to take into consideration women’s needs and to go beyond “nutrition, health and family planning 
and move into consciousness raising and mobilization (Stromquist 1995). It is clear then that empowerment of women involves 
a host of factors including women’s understanding of their subordinate condition and its root causes; as well as economic 
opportunity, social equality, and personal rights.  

Ashta No Kai (For a Better Tomorrow) 

The paper will now shed light on the initiatives taken by Ashta No Kai (ANK), a small community based grassroots organization 
working in 10 villages of Pune District to demonstrate how using pro-poor, pro-women strategies can lead to social 
transformation for rural women. ANK started more than a decade ago with the vision of empowering and improving the quality 
of life for marginalized women and girls in India’s underdeveloped rural areas. The project’s mission was to meet rural women’s 
multi-dimensional needs by increasing education, training and health investments for women in rural areas. ANK promoted 
women’s economic self-reliance by introducing women-friendly credit systems and gave poor rural women access to 
information, opportunities, and choices to help them make a better world for themselves.  

Project Area 

The project area is spread over 10 drought prone villages and hamlets located in the interior of Shirur Taluka (County) at a 
distance of 55 to 70 kilometers from Pune along the Pune-Ahmednagar highway, with an approximate population of 15,000 
(male: 7663 and female: 7329). The villages, in sharp contrast to the developed industrialized cities on their fringes, are agrarian, 
economically marginalized, and lack basic infrastructure, such as adequate and clean water supply, electricity, basic health care 
facilities, and good roads. A low ground water table further affects crop cultivation. A typical village consists of a central cluster 
of houses, surrounded by many satellite hamlet settlements, which are two to five kilometers away. Accessibility to many 
hamlets is poor due to lack of transportation and bad roads. At the time that the NGO initiated its work in the villages of Shirur 
Taluka, the status of women was low. Gender bias, poverty, illiteracy, lack of job opportunities, as well as social traditions and 
superstitions continued to hamper women’s progress and affect the quality of their lives.  

Literacy Program 

According to the World Bank, literacy education is one of the best investments a country can make for its future growth and 
welfare (United Nations, 1980). Literacy initiatives were therefore given the highest priority when ANK started its work in the 
villages in 1999. An initial survey conducted in the project area in 1998 indicated that there was a high level of illiteracy among 
women; 54% as compared with 23% for men. ANK began its literacy campaign by establishing 14 literacy centers in its target 
villages with approximately twenty-five students in each center. The literacy program had a grassroots approach involving 
women in the planning and implementation of the project, providing content that was relevant to their lives, and conducting 
the learning through an interactive and democratic process. By 2001, a study by ANK of 170 learners showed that 37% of 
women became functionally literate after one year of enrolling in literacy classes. After a few years though, the novelty of 
ANK’s approach to literacy wore off and fewer women participated in the classes. ANK then developed different approaches to 
keep the women engaged. Some of these modules included using state-of-the-art computer software to teach literacy, paying 
daily wages to encourage women to attend class, giving awards to Self Help Groups for 100% literacy among members and 
setting up “curtain libraries” in women’s homes. The “Each One Teach One” model was also availed of with younger children 
teaching their mothers. By 2004, 75% of women in the target villages could sign their names, no small achievement for women 
who had previously never held a pen in their hands.   

The promotion and achievement of literacy among adult women in its target villages was the biggest challenge ANK faced since 
its inception. Despite the fact that the program used a bottom-up approach involving women in the entire process, it failed to 
reach its targets. ANK did manage to help some women make small strides towards functional, and for some emerging literacy, 
but it was a struggle. While many women realized the long term benefits of being able to read and write, their need for literacy 
paled in comparison to the immediate necessities of their daily life. ANK then launched an oral literacy campaign building on 
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the oral tradition of storytelling in villages. The first initiative that provided legal literacy informing women about their rights 
and familiarizing them with laws concerning them proved to be very effective. The local ILS Law College volunteered the 
services of their staff and students. Boosted with the success of the program and the large numbers of women who attended, 
ANK continued to provide oral literacy on many critical issues related to women’s everyday life conducting workshops on 
gender equity, health, nutrition, and sanitation, among others. These workshops where women gathered away from their daily 
grind helped to not only provide information about vital issues for the women but also promoted unity and a sense of sharing 
and solidarity.  

Bicycle Bank 

When the project could not make the inroads into literacy for adult women that it had hoped for, ANK decided to shift its focus 
to the education of the girl child. For the younger generation, education is a vital key to development as it is the educated girl of 
today who becomes the empowered woman of tomorrow. It has been said “When you educate a man, you educate just one 
individual, but when you educate a woman, you educate an entire family”. The ripple effect of one educated woman on her 
family and those around her is far reaching. Providing education and job skills to women can empower them to overcome their 
poverty and helplessness. An educated woman is more likely to ensure that all her children, including her daughters, receive an 
education. She will perhaps be not only more attentive to her own family’s health and hygiene, but also to the living conditions 
in her surrounding neighbourhood. More importantly, the acquiring of some skill will enable her to bring in an additional 
income to the family.  

Many of the girls in ANK’s target villages lived over four to eight kilometers away from the nearest high school, preventing them 
from continuing their education beyond the 7

th
 standard.  In efforts to curb these drop-out rates, ANK initiated a Bicycle Bank 

project in 2001 providing girls with bicycles to attend high school. Thanks to the 900 bicycles donated to village girls, the 
enrollment rate for girls in ANK village high schools is at 100% today compared to the national dropout rate for girls of 41% 
according to the 2011 census. The Bicycle Bank program proved extremely effective as a revolutionary model in the field of 
development for the education of the rural girl child. Besides being replicated, it was featured on national and international 
television programs and in the media. The simple bicycle thus became the wheels of change for village girls, preventing early 
marriages, arresting dropout rates while encouraging them to stay in school and complete their education.  

With the increased enrollment of young girls in high schools, ANK was further able to assist in the campaign for equal education 
by providing scholarships to 450 girls to date to continue their education beyond high school. Village girls are now venturing 
into fields like pharmacy, computer applications and electronics and automobile engineering. Moreover, recognizing that one of 
the other major hurdles for girls going to school was the lack of toilets, ANK quickly stepped in to provide toilets for all its village 
high schools. Furthermore, with increasing incidences of violence against women, ANK introduced Karate classes for adolescent 
girls to learn self-defense techniques.  

ANK also initiated Kishori Mandals, weekly workshops for adolescent girls to build their self-confidence by giving them inputs in 
life skills and information on topics they would not readily receive at home or in their school curriculum. The workshops raised 
awareness about educational, social, health and legal issues and were conducted by empowered grassroots workers who 
became role models for the girls. Recognizing that women’s empowerment and equality cannot be achieved just through the 
efforts of women alone, and that it required male support and behavior change among both men and women, this year, the 
empowerment activities for adolescent girls were extended to include adolescent boys as well. These workshops focus on 
raising awareness of gender bias and involve boys in a better understanding of their capabilities and roles in promoting a more 
gender equitable and just society.  

Thanks to the Kishori Mandals, more young girls have become aware of laws relating to them and have opposed customs like 
dowry and early marriages. What is most heartening is a visible increase in their self-confidence and the numbers of young girls 
opting for higher education in fields that their mothers could never have dreamed of. ANK’s initiatives for the girl child have 
helped to promote her education, improve her social status, prepare her for better motherhood, and ultimately develop a 
confident assertive rural girl who can contribute her share and become an active partner in village development. 

Dairy Cooperatives 

Since its target villages lacked skill or vocational training facilities as well as job opportunities, ANK initiated many vocational 
training programs in tailoring, embroidery, candle-making, etc., for the women hoping it would encourage them to establish 
their own small businesses. The women were not able to sell their products however, mostly due to their poor quality and the 
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lack of a ready market for them. ANK then set up Dairy Cooperatives in two villages to provide rural women with sustainable 
livelihood opportunities since they already possessed the skills required to make them a success. The Dairy Cooperatives 
transformed the lives of rural women by enabling them to become economically independent and self-reliant. Rural women 
took over the dairy management and running of the entire set up on their own, thereby furthering their ownership of the 
business. This was one more step towards their own empowerment - promoting a higher status for women as managers and 
income generators for the village economy. Members of the cooperative are proud that they can earn Rs. 3,000 to Rs. 7,000 to 
add to their monthly income just from the sale of milk.  

Self-Help Groups 

ANK made it its mission to create and strengthen pathways for women to ignite and sustain their own development within the 
village through financial empowerment and raising their awareness of gender inequity. It hoped its interventions would enable 
them to change the vicious cycle of poverty, debt, ill-health and dependency which characterized their lives. In the early stages 
of ANK’s work, village women felt that the main hindrance to development was access to capital and income-generating 
activities. With that in mind, ANK began to organize women into the micro-credit model of voluntary savings and loan 
collectives called Self-Help Groups (SHGs). ANK helped establish over 125 SHGs in its 10 villages. Poor women with no collateral 
on an individual level were now able to access credit by collectively pooling whatever little savings they had for emergencies or 
to undertake income-generating activities without having to pay high interest to money lenders. It is important to point out 
that ANK merely acted as a catalyst in setting up the SHGs which are now run entirely by village women and act as the 
backbone for the majority of ANK activities. All decisions regarding SHGs were made by the women themselves; from the 
selection of members and office bearers, the meeting date, monthly saving targets, and loan disbursement, to the amount of 
interest and the repayment schedule. This enabled poor and illiterate women to have opportunities to make decisions and gain 
individual strength as part of a group.  

Impact of SHGs 

It would be worthwhile here to mention the positive impact the SHG’s anti-poverty agenda had on women at a personal level. 
Besides an improvement in the financial status of households, individual members saved on average Rs 15,000-25,000 - a 
significant amount for rural women. Access to credit enabled women to undertake income generating activities which brought 
in additional family income ranging from Rs.1,000 to Rs. 3,000 monthly. The increase in income was spent on better nutrition 
and education of children and on the health care for the family. 

One of the major issues women faced in ANK villages was alcoholism, which results in a drain on household finances, impaired 
health and often, domestic violence. With strength and persistence, village women mobilized to force the closure of illicit liquor 
dens within their villages. Women gained a new confidence by staging protest rallies, and lobbying the police and district 
officers to do their job. In January 2004, women of Karanjawane village threatened to go on a hunger strike unless a water 
project sanctioned years ago was implemented.  To address the dire water shortage in Sone Sanghvi, village women along with 
their men folk recharged 15 wells and helped build water tanks to promote water harvesting. In Parodi, women in 2006 
demanded that a Rs. 3,600,000 road project that was sanctioned in 2000 by the District be built. In September 2006, ANK 
mobilized women in Khandale village to bring pressure on police officials to register a complaint - which the latter were 
reluctant to do at first - against two alleged perpetrators who had raped and murdered a young girl in the village. 

SHGs clearly demonstrated women's capacity to organize and bring about meaningful change. In addition to providing a 
platform for economic empowerment, the SHGs acted as a pivotal place for social justice to occur. Besides giving women easy 
access to credit and encouraging them to save, women began to participate in issues that affected them. They became active in 
village affairs, stood for local elections and took collective action to address social and community issues. Village women began 
to actively participate in Gram Sabhas (village assemblies) and demand their entitlements. They led campaigns against social 
maladies such as alcoholism, early marriages and infrastructure problems like water shortages, lack of toilets and bad roads. 

Empowerment Survey 

An informal survey conducted to assess the level of empowerment the women had achieved based on the empowerment 
indicators suggested by Hashemi, Schuler and Riley (1996) were revealing. The women were queried on four of the 
empowerment indicators: mobility, ability to make small and large purchases, involvement in major household decisions and 
relative freedom from domination within the family. A majority of women reported that prior to the NGO’s presence they were 
not allowed to leave the four walls of their home except to fetch water, but now had relative freedom to move around in the 
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village. They were still however, not permitted to travel outside its confines without their husband’s consent. They expressed 
great pride in having control over both their savings as well as the loans they took from their SHGs. Most women were able to 
make both small and large purchases on their own without needing to consult their husbands. The husbands often consulted 
their wives when making large purchases as they needed their help to secure loans from their SHGs for them. Women’s 
involvement in major household decisions was limited. For example, it was men who decided when and whom their daughters 
would marry. Most women believed that their ability to contribute to the family income and access loans had considerably 
improved their position in the family. The women also reported that their husbands in general supported their involvement and 
attendance at ANK programs largely because they felt they were also the beneficiaries. 

As is evident from the initiatives described above, when women achieve economic freedom they gain a greater sense of dignity, 
a greater sense of self, and a vision of the future. Their self-awareness, knowledge, and self-confidence increases, enabling 
them to participate more fully in community life.  More importantly, there is a positive change in their social status and they 
command greater respect within their households and extended families. They can resist violence and maltreatment and 
negotiate a more equitable division of responsibilities in the home. Financial freedom for women also translates into an 
improved standard of living for families and better education for children, especially girl children. Ultimately, economic 
empowerment leads not just to the fulfillment of basic needs but also gives women more choices and greater control over their 
lives. 

The initiatives of Ashta No Kai had made a positive difference to the lives of the many women it had touched. The combination 
of added financial autonomy and increased confidence levels gave rural women a significant voice in their communities. Voices 
of village women that were once silent and passive now become vocal. ANK assisted women in search of their own voices to 
overcome their “culture of silence” (Freire 1970), and make the transition from passive acceptance of their fate to becoming 
vocal and active partners in the development of their communities. These voices continue to grow and be heard as younger 
generations of women become active partners in their own development, realizing even more, the importance of education, 
literacy and financial independence as the means to empowerment. 

Role of Corporates in Sustainable Development 

What role can Corporates play in promoting sustainable development? At the recent UN campaign for Rio+20 Secretary-
General Ban Ki-moon emphasized that "Sustainable development is not a luxury, it is an imperative". He urged all sectors of 
society to engage in developing new ideas and approaches to promote a sustainable future of social and economic 
transformation that could provide basic needs for all. It is in the enlightened self-interest of all, the public as well as the private 
sector, to participate in nation building by focusing on inclusive growth and addressing in particular, the needs and concerns of 
people at the bottom of the pyramid. This is vital since despite India’s economic boom, the anticipated trickle-down effect has 
not come about, and, in fact, the gap between rich and poor keeps increasing.  

Corporates can make a positive social impact to sustainable development by playing a lead role in providing innovative 
solutions to many social challenges. Effective long-term meaningful and sustainable partnerships between Corporates and 
NGOs can unleash powerful forces for good and fast track India’s social development. Companies can help NGOs develop a 
business based approach to the management of their projects, and address a variety of community needs by providing funding, 
resources, manpower, managerial skill and expertise. Corporates can hence create both business and social value; while making 
profit they can also help to transform lives and address a variety of community needs. 

Corporate Social Responsibility 

Although corporate philanthropy is now popularly referred to as  ‘Corporate Social Responsibility’ (CSR), it has been around for 
more than a hundred years in India with groups like the Tatas, Birlas etc., having contributed enormously towards social and 
national development. Gandhi endorsed the concept of “Trusteeship” to reduce economic inequality. He believed that, “no 
matter how much money we have earned, we should regard ourselves as trustees, holding this money for the welfare of all”. 
While many corporates and multinationals have contributed greatly to social change, most CSR initiatives still lack genuine 
corporate commitment and a clear focus. They are often nothing more than public relations exercises to enhance the 
reputation of the company or build its brand rather than genuine attempts at addressing social needs. 

The experiences of ANK as documented in this paper can provide some learnings to Corporates implementing their own CSR 
programs. For programs to work effectively they should be need based and use a bottom up approach. Making people 
stakeholders and partners in their own development goes a long way in ensuring the success of any social intervention. 
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Moreover, setting a time frame for all projects motivates beneficiaries to become self-reliant and independent and helps to 
sustain the activities. Programs initiated at the grassroots need ultimately to enable people to take their destiny in their own 
hands. 

Conclusion 

It is important to remind ourselves that issues of gender discrimination and poverty are not problems of one country or 
another, but global issues which need global solutions. Global resources must be fairly shared so that all people regardless of 
gender, age, disability, class, caste, religion, nationality or ethnic background can lead a decent life. Some 20% of the world’s 7 
billion people cannot continue to consume most of the world’s resources, while millions continue to live in or near poverty - 
destitute, unemployed, homeless and malnourished. 

People have a right to an equitable share in the world’s resources and to make decisions about their own development. The 
denial of such rights is at the heart of poverty and suffering. Civil society, including corporates and NGOs can, and must play a 
positive and creative role by partnering with poor people, particularly poor women, to empower them and provide them with 
opportunities to build lives of human dignity and self-reliance. Investing in poor and marginalized women by helping them to 
realize their full potential and partnering with them as full and equal participants on all levels is integral to successful economic 
and social development. 
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Gaining Competitive Advantage through Green Marketing of Cell Phone 

 

Monika Dubey 

 

Abstract 

Purpose – Cell phone manufacturers and marketers must take into account customers' awareness and appreciation of the 
benefits of green technology at the time of its purchase and investigate how green marketing strategies can provide 
competitive advantage. The purpose of this paper is to determine how cell phone firms can benefit from green marketing and 
what pitfalls there are to avoid.  

Design/methodology/approach – Based on a review of green marketing literature, particularly cell phone the paper outlines five 
conceptual factors associated with perceived greenness of cell phone as a product. It proposes the importance of green 
marketing in scenario of cut throat competition and issues that firms should consider when they use green marketing.  

Findings – Customers' green values should be well understood while planning marketing strategy for a cell phone. Green 
marketing arguments should be communicated to customers in a coherent and truthful way, to avoid customer scepticism.  

Research limitations/implications – The paper calls for an increased awareness of the way to utilize proactive green marketing 
by cell phone marketers.. Supporting empirical evidence is still needed from future studies.  

Originality/value – This study addresses a gap in the literature on green marketing in cell phone industry. The contribution of 
the paper is how green marketing strategies can increase the rate of adoption for greener cell phones and create a competitive 
advantage. Academics and practitioners can have increased understanding of aspects of green that can be applied in cell phone 
marketing to generate competitive advantage. 

 
1. Introduction 

Green product and technology has been a topic of research since 1970’s.In the past decade, words like green products, 
sustainable, environmentally friendly, pro-environmental , eco - friendly and ecological have often been used interchangeably 
by marketers to inform and lure the customers as part of  Green Marketing. Thereby yielding publications related to customers’ 
environmental attitudes and their influences on behaviour concerned with the impact of marketing variables on, for example, 
environmentally conscious purchase decisions, energy saving consumption decisions or domestic recycling practices (Kassarjian, 
1971; Kinnear et al., 1974; Coddington, 1993; Meffert and Kirchgeorg, 1993; Hopfenbeck, 1993; Ottman, 1994; Peattie, 1995; 
Polonsky and Mintu-Wimsatt, 1995; Schlegelmilch et al., 1996; Fuller, 1999; Kalafatis et al., 1999).  

Today, ‘‘green’’ is used most often to refer to new technology and new products that have a sustainable impact on 
nature.(Henri Simula, Tuula and Jari Salo, 2009).A research in U.S. reveals when it comes to social cause of and the environment 
customers, the environment remains prime concern laying enormous opportunities of gaining competitive advantage for a 
marketer. As a result of which green marketing claims are on rise, which are not easy for a customer to understand. 

This paper takes a marketing perspective of green cell phone. It outlines five conceptual factors related to perceived greenness 
and actual greenness of cell phone. The overall purpose of this paper is to determine the role that ‘‘greenness’’ plays in 
marketing, based on current literature. The research problem addressed is how cell phone firms can benefit from green 
marketing and what pitfalls there are to avoid. 
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2. Green Marketing 

Marketing is in charge of collecting market data but is also responsible for disseminating information about the impact of 
products on the environment and society (UNEP, 2007). 

Polonsky and Rosenberger (2001) stated that ‘‘green marketing is a holistic, integrated approach that continually re-evaluates 
how firms can achieve corporate objectives and meet consumer needs while minimizing long-term ecological harm’’. 

Peattie (2001) suggested that ‘‘green marketing has been used to describe marketing activities which attempt to reduce the 
negative social and environmental impacts of existing products and production systems, and which promote less damaging 
products and services’’. Charter (1992) defined green marketing as ‘‘a holistic and responsible management process that 
identifies, anticipates, satisfies and fulfils stakeholder requirements, for a reasonable reward, that does not adversely affect 
human or natural environmental wellbeing’’. Terms such as environmental marketing, ecological marketing, greener marketing, 
sustainable marketing and marketing of green products have also been used in the literature to describe similar activities (e.g. 
Coddington, 1993; Ottman and Herbert, 1993; Polonsky, 1994). 

2.1Why greener cellphone 

1. Health impact 

 The effect of mobile phone radiation on human health is the subject of recent interest and study, as a result of the 
enormous increase in mobile phone usage throughout the world (as of June 2009, there were more than 4.3 billion 
users worldwide). Mobile phones use electromagnetic radiation in the microwave range800 – 1800 Mhz.. 
Other digital wireless systems, such as data communication networks, produce similar radiation. 

 The WHO has classified mobile phone radiation on the IARC scale into Group 2B - possibly carcinogenic. That means 
that there "could be some risk" of carcinogenicity, 

 Exposure to toxic substances like lead, copper, arsenic, zinc, cadmium, PVC while handling 

2. Environmental impact 

 Cell phone utilizes non renewable resources like nickel, lead, zinc, steel etc.and precious metals like silver. 

 PVC is burnt to recover copper from wires which release harmful gases in environment. 

 Incineration of disassembled part releases  highly volatile matter in air. 

 Cell phone waste is trashed, landfilled which results in loss of precious metals 

 There is problem of mixing toxic minerals with soil and water through leachate 

2.2The Green Marketing Mix of a cell phone 

A model of a green marketing-mix of a cell phone contain all 4P’s: 

Product: The greenness of product lies in process or design approach which considers the environmental aspects of product 
design phase, material sourcing and production; the product itself as an outcome of the process and the use of that product; 
and the effect of that product after it becomes obsolete, which can be expanded to cover the previous phases by taking the 
whole life cycle into account. (Henri Simula, Tuula and Jari Salo,2009).There are three key factors ascertaining actual greenness 
using recyclable or renewable materials, ensuring that handsets are in fact recycled after use, introducing low-power 
chargers.(Michael Morgan, 2009)                                                                                                                                              A Cell phone 
producer should offer ecological product which must not contaminate the environment but should protect it and even liquidate 
existing environmental damages.  

Green Marketing utilizes greenness of product mix of a cell phone which lies in: 

(i)  Recyclable or renewable material of cell phone - Recyclable materials can be put back into circulation, reducing the health 
risks to the community. The materials that are contained in old cell phones can often be recycled and reused to make a variety 
of other products. Recycling may include disassembly and shredding. Disassembly is disassembly of packages and plastics that 

http://en.wikipedia.org/wiki/Mobile_phone
http://en.wikipedia.org/wiki/Electromagnetic_radiation
http://en.wikipedia.org/wiki/Microwave
http://en.wikipedia.org/wiki/Wireless_electronic_devices_and_health
http://en.wikipedia.org/wiki/World_Health_Organization
http://en.wikipedia.org/wiki/International_Agency_for_Research_on_Cancer
http://en.wikipedia.org/wiki/List_of_IARC_Group_2B_carcinogens
http://www.cellular-news.com/tags/three/
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may be incinerated. Shredding includes recovery of metals and minerals that may be utilized in future. Sometimes cell phone 
companies assign recyclable job to another company that qualifies to recycle them by collecting used cell phone from 
customers, rather than  customers wrestling with disposal guidelines themselves, it is often much easier to just sell or donate 
old cell phones to company so assigned.. PlantMyPhone.com understood this principle. They have created a marvelously simple 
cell phone recycling model that helps reforest the planet, while keeping toxins out of landfills. 

(ii) Design process- Considerations during material choice stage of design process for enhancing recyclability and disassembly of 
cell phone during end of life stage; striving for minimized material and energy usage at all stages of the life  

(iii)Use of non-toxic chemicals – Researches reveal that conventional cell phone are made of toxic chemicals that contain lead, 
nickel, bromine, chlorine, phthalates.Antenna of cell phone contains highest bromine which is 10% by weight. Headphone 
contains PVC with phthalates over 1-5% by weight. Material usage decisions focus on elimination or reduction of use lead 
andother toxic chemicals to their lowest levels 

(iv)Low power chargers – Most cell phones don’t even come close to being green — their chargers are energy inefficient, they 
contain hazardous chemicals, and they not are designed for upgrading or easy recycling. Low power chargers consume less 
power in charging a mobile phone thereby saving energy. 

(v) Solar powered cell phone – These cell phone are fitted with solar rechargeable battery. Power is generated through solar 
battery 

Price: Prices for such cell phone may be a little higher than conventional alternatives due extensive research and discovering 
and implementing costlier green processes. But target groups like for example LOHAS (Lifestyles of Health Sustainability- 
customers with sense of environment and social responsibility) are willing to pay extra for green products. Companies gradually 
attempt to offer cell phone at an affordable price to increase adoption rate in all target groups. 

Place: A green distribution logistics is of crucial importance that implies reducing size and weight of packaging of cell phone as 
smaller amount of packaging requires less space and is lighter to transport. More products can be transported in the same 
space, reducing the driven kilometers and emission from use of transport fuels. Environmentally sound packaging will also 
reduce costs. Main focus of packaging  is on ecological packaging of cell phone which is made up of post-consumer recyclable 
waste  like flax-fiber or other eco – friendly material and utilizes soy ink for labelling. In a new packaging solution for certain 
infrastructure products light cardboard replaces plywood and recyclable plastic replaces non-recyclable aluminum coated 
plastic foil in protection against humidity. 

Promotion: A communication with the market  stress on green aspects of cellphone as product; that if Handset actually being 
recycled –Testimonials that companies adhering to their claim of recycling mobile phone after use, is not being 
‘greenwashed.”(Ginsberg and Boom,2004)There's a difference between being merely compliant and being truly if any, 
green.”(Michael Morgan, 2009); Environmental activism (Green Hosting) by cell phone company may be communicated. The 
fact that a company spends expenditures on environmental protection may be advertised; sponsoring the natural environment 
is also very important; and last but not least, ecological products may probably require special sales promotions 

In their book of Sustainability Marketing Belz and Peattie go one step further in terms of not just marketing but operating 
“green”. They transformed the 4 P's into the 4 C's. The four C's – customer solutions, customer cost, communication and 
convenience are taking the point of view of the customer (not the producer). 

 Customer solutions: These solutions go beyond selling physical products and present solutions to customer's 
problems. They imply knowing customers and their needs well and offering products and services that satisfy 
customer needs and that take into account social as well as environmental aspects. 

 Customer Cost: Customer Cost does not only include the financial price a buyer has to pay for a product or a service, 
it also considers the psychological, social and environmental costs of obtaining, using and disposing of a product.  

 Communication: “Green” communication goes beyond promotion, which is a form of persuasion and a one-way 
communication from seller to buyer. Communication is a process of interactive dialogue within which it is essential to 
build trust and credibility and feedback.  

 Convenience: Means that  customers want to use products and services that meet their needs and that are easy and 
convenient to access and use. 

http://plantmyphone.com/
http://en.wikipedia.org/wiki/Post-consumer_waste
http://en.wikipedia.org/wiki/Post-consumer_waste
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3. Challenges to green marketing 

The benefits of green products and green marketing are led by the assumption that consumers and industrial customers are 
environmentally aware, are cognizant of ethical and environmental factors among their purchase criteria, and are also willing to 
pay more for greener products (Charter et al., 2002; Ginsberg and Bloom, 2004).. Sustainable products can also be a source of 
competitive advantage and increased revenue and profit (UNEP, 2007). In addition, cleaner production processes can yield 
resource savings and better margins, while better environmental management and constant improvements in that area can 
positively impact a firm’s reputation and brand image. Despite enthusiasm at the beginning of the 1990s, the concept of green 
marketing is still struggling, and overall progress has been slower than first anticipated. According to Mathur and Mathur 
(2000), news regarding green marketing activities is not valued by investors in general.While the environment may be the 
underlying reason a product was created or upgraded, it will likely not be the primary motivation for consumers to choose 
company’s brand over those of competitors.(ottman,2011)Consumers’ knowledge is recognized as a criterion that influences all 
phases in buying .decision processes.  

Green product attributes may be - environmentally sound production processes, responsible product uses, or product 
elimination, which consumers compare with those possessed by competing conventional products (Meffert and Kirchgeorg, 
1993; Peattie, 1995). 

Based on a review of green marketing literature, it can be interpreted that there is lack of conition of green cell phone 
attributes, green product is perceived as per consumer’s environmental concern(Fig1). 
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A five conceptual factors framework can be laid down to outline gap between perceived greenness and actual greenness of cell 
phone. Working on these factors and by adopting proactive green marketing strategies for cell phone the gap between 
perceived greenness and actual greenness can be filled proactively so as to get competitive advantage. 

(i)Is the customer conscious of proposed environmental concerns of a cell phone? 

Green cell phone communication will appeal those who have environmental knowledge and conscious for environmental 
concerns.(Ottman 2011) 

(ii)Is the green cell phone safe for health? 

The number one reason why consumers buy greener products is not to “save the planet” but to protect their own 
health.(Ottman,2011).  

(iii)Does the cell phone appeal to style – conscious? 

The same sustainable product is still being sold to consumers, together with all the same benefits to society and the 
environment.(Ottman, 2011). Core and expected benefits of a cell phone should be protected along with the environment. 

(iv) Does the cell phone has emotional benefit attached to it?  

The empirical research has found that people accept mark-ups on the price of green energy brands because they want to feel 
better about themselves, and are not primarily interested in the objective environmental impact of their decision. Customers 
experience an intrinsic value in using green products or services, and individual motivation is driven by a “warm glow of giving” 
(Menges, 2003; Boyce et al., 1992; Andreoni, 1989, 1990). 

(v) Is the green cell phone both affordable and beneficial among target group?      Individual cost-benefit analysis is inherent in 
human decision-making. As behavioural choices imply costs but can deliver benefits, the consumer will behave in an 
environmentally sound manner. In a survey of  carried out by ABI Research revealed nearly half of US consumers would be 
willing to consider a "green" cell phone, but only if the price, features, and performance were equivalent to a conventionally 
constructed phone. Just 7% would be willing to pay a premium.  

4. How to overcome challenges 

Ottman in her book Rules of Green Marketing says protect your company from common pitfalls and start taking advantage of 
new opportunities by heeding my Rules of Green Marketing. General principles of overcoming challenges can be summarized 
as: 

(i) Know your customer - If you want to sell a greener product to consumers, you first need to make sure that the consumer is 
aware of and concerned about the issues that your product attempts to address. (Ottman, 2011) Green aspect of cell phone 
both from health and environmental view should be communicated to customers who are conscious about green view of cell 
phone, otherwise green appeal might go unnoticed. Marketers should avoid implications of significant environmental benefits if 
the benefit is in fact negligible for target customer. 

(ii) Empower consumers - Make sure that consumers feel, by themselves or in concert with all the other users of your product, 
that they can make a difference. This is called "empowerment" and it's the main reason why consumers buy greener products 
(Ottman,2011) Comparative statement should be presented in a manner that makes the basis for the comparison sufficiently 
clear,  avoid consumer deception. In addition, the advertiser should be able to substantiate the comparison. 

(iii) Be transparent - Consumers must believe in the legitimacy of your product and the specific claims you are making. Caution: 
There's a lot of skepticism out there that is fueled by the raft of spurious claims made in the "go-go" era of green marketing 
(Ottman, 2011) An environmental marketing claim should be presented in a way that makes clear whether the environmental 
attribute or benefit being asserted refers to the product, the product's packaging.A green marketing claim should not be 
presented in a manner that overstates the environmental attribute or benefit, expressly or by implication.  
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(iv) Reassure the buyer - Consumers need to believe that the product performs the job it's supposed to do - they won't forego 
product quality in the name of the environment. Comparative statement should be presented in a manner that makes the basis 
for the comparison sufficiently to deliver emotional benefit of ‘esteemed customer.’ In addition, the advertiser should be able 
to substantiate the comparison to remove skepticism. 

(v) Consider pricing - If premium is being charged for a green product - and many environmentally preferable products cost 
more due to economies of scale and use of higher-quality ingredients - make sure that consumers can afford the premium and 
feel it's worth it. Many consumers, of course, cannot afford premiums for any type of product these days, much less greener 
ones, so this should be kept in mind to develop target audience and product specifications." 

5. Conclusions and recommendations for further studies 

There is scarce literature related to impact of green marketing of cell phone on consumer behaviour. An attempt has been 
made to combine green marketing with cell phone and thereby evolving relation of environmental cognition of cell phone 
customers with green marketing. It lays down the opportunities before the cell phone marketers in context of perceived 
greenness of cell phone. 

This paper is based on literature review and conceptual in nature. Thus, more empirical grounded insights are needed to test 
the conceptual factors that ascertains gap between perceived greenness of cell phone and actual greenness, laying opportunity 
to study impact of green marketing of cell phone on consumer behaviour. 
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Abstract 

This presentation will highlight research and relation in the areas of “Ethics, Corporate Responsibility and Sustainability”. 
Author will give Voice to Values on:  individual, values based approach to managing ethical issues in developing economies. 
Main aim is on researching and focusing on corporate ethics issues and responsibility. Author will address ethics meaning seen 
from various perspective, impact of ethical issues and various ways to take proactive steps to avoid such issues with particular 
reference to research, practice and personal experience. The author would explore correlates of childhood, religion and social 
ways of embossing ethical values in human beings. Author will provide attitude requirement to ethically run Business, 
Approaches to Bring a Code of Corporate Ethics to Life. Moreover, this presentation will include perspectives on Ethics, 
Corporate Responsibility and Sustainability while providing related examples with reference of mythological history, great 
philosopher’s ethical code of conduct and how they are correlated. Finally, author will discuss current need for understanding 
ethics and importance to sustain it by everyone. 

Keywords: Employee Engagement Tool, Code of conduct, Core Values.  

Introduction and Historical Background 

Ability to distinguish between the right and the wrong means ETHICS. Corporate Ethics is foundation of principles of integrity, 
fairness and spotlight on - Stakeholders and employees, Quality of product and services, Customer satisfaction, Community and 
Environment.Corporate Ethics is implemented to define the framework of the satisfactory behavior. It helps to pursue high 
standards of practice, generates benchmarks for self evaluation, and enhances sense of community. Ethics creates transparency 
in the business activities and fosters higher standards. It also helps to comply with government laws and norms. 

Necessities for Ethics in Organization are Open Communication, Clear Dream or Vision, Ethical Teams to be formed and 
Commitment towards defined ethics. When we see any organization, there are varieties of people in it, with different 
backgrounds, mother tongues, thinking processes and so on and so forth. This list is vast. Consider an example of managing 5th 
standard class for an hour. For a teacher it would be easy but not for other professionals. Just think that when managing a same 
age group is difficult then how difficult it should be for an organization to manage diversified people.  

Who is responsible for Creating Ethics in an Organization? The answer is “The creation of an ethical organizational culture lives 
with leaders and followers, leadership by nature demands that leaders be the front runners in establishing an ethical 
organizational culture”. 

Supporting and grooming all individuals can be done very well when Organization defines its ethical values and firmly follows 
the same. 

It’s necessary to keep all employees on one direction without affecting individuals own cultural values. Organization’s own 
ethical values should support this noble cause. When any conflict takes place ethical decisions should be taken on basis of 
impartial (Justice to all). In a country like India, where ethical values have been taught for generation it’s must to support 
individual cultural values.  

Importance of Ethics in Business 

Ethics is the backbone of an organization. If one would like to know details of iceberg of any organization then get introduced to 
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the Ethical Values of that organization. Ethical values state philosophical statement of an organization. Ethics in corporate 
relates to workspace behavior. 

 Ethics relates to basic human needs. 
 It creates credibility with the public. 
 It gives management credibility with the employees. 
 It helps in better decision making.  
 Law cannot protect society always, but ethics can.  

In today’s changing and uncertain world, to sustain in any circumstances one needs to be ethically strong. To prove this 
statement, let us take a look at a famous incident in one of the Shoe manufacturing companies. Once workers went on a strike 
to fulfill their demand but they did not stop production. Instead of that they manufactured only left foot shoes and once the 
conflict with management got resolved right foot shoes were manufactured.  

This could only happen because of strong ethical values of the workers towards their work. Ethical values play a key role in our 
life whatever we learn in our childhood, deeply affects our thinking as we grow up. Whenever there is a conflict we rely on 
these core values to take decision. 

Ethical values help us in moving on right path without affecting personal or social assets. Like not littering on the road, or 
spitting, saving water and electricity, etc these are our national ethics. Ethics ensure that people will not do wrong. 
Organization creates policies for Dress Code, Code of Conduct, Harassment to ensure that all employees stick to its values and 
rules. 

Managing Ethics in Business 

Effective implementation of good ethics and compliance programs can reduce incidences of misconduct. Managing Ethics in 
Business is challenge in this ever changing world with increased social networking. Monitoring intellectual property and 
ensuring that it will not be leaked is a real challenge. This can be done by top management by defining Code of Ethics, 
developing Ethics Committees, planning Ethics Training Programs for all employees, and sticking to Ethics and Law. An ethical 
problem can’t be resolved unless it’s first recognized as a ‘dilemma’. 

These policies are nothing but ethical values of an organization. It shows how strong an organization is, with its core values. In 
such organization, crime rate with respect to bribe, harassment, steal of information is very low or almost zero. Codes of 
conduct cannot detail a solution for every ethical situation, so corporations provide training in ethical reasoning. Many 
organizations have initiated training programs.  Although it is questioned whether ethics can be taught, the training allows 
employees to practice the application of ethics to different scenarios. 

Factors to be included and analyzed in corporate ethics are Purpose of the Business, People, Society, Government, and 
Environment. Few important aspects are kept in mind while managing corporate ethics involvement of the senior management, 
involvement of the employee, picking the well tested model. 

If a person is of independent thinking, he may tend to break those rules and until and unless he is not caught by organization, 
he becomes habituated to the same. It affects the loyalty of other employees too. This is because once they are aware of such 
incidents with the wrong impression that no one can catch such employees, the organization stands to lose a large sector of 
money, image and business. For this reason only, whenever a new employee enters an organization, it’s necessary to provide 
them training and all details of such policies and core values of an organization. So that on the clear slate of an employee’s 
mind then has an unending impression of those core values and ethics. Employees ensure that they follow such codes of 
conduct so as to maintain good business for organization.  

When any organization includes one of the goals as “Corporate Social Responsibility and Sustainability” under ethical section it 
works as an “Employee Engagement Tool”. 

Ethics in Indian view 

If people feel that the organization which they are working is unethical, they are caught in more dilemmas like Karna faced in 
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fight in Mahabharata. The work or karmas is driving force of the life and this work has to be ethical. The lord advices that one is 
born into this life to play his part and whatever the role is assigned to human, one has to perform his prescribed duties with the 
utmost devotion, sincerity and humility. Indian religion has always been associated with philosophy. The Vedas (about 4000 
years old) talked about 4 basic goals of existence: Prosperity, Satisfaction of desires, moral duty and recovery. 

What our basic five elements teach to us? Sky (Akash) - Aim should be high and big enough, Water (Pani)-Clean mind same like 
water, An Earth (Dharti)-Patience, Air (Hava) – Spread comfort, Happiness everywhere-equal treatment, Fire (Agni)-Burns self 
and enlighten others. 

Paigambar Mohammad gave a meaningful and ethical message to followers as: “Pray, Find a way for peace in oneself, don’t kill 
anyone, don’t do robbery, in clean mind their lives a mosque”  

Swami Vivekananda views on ethics are, “Ethics is degree of faith in oneself, ethics is essentially a matter of concern of inner 
contents of Individual Ethical Person is the person of Integrity and character who brings the same for the Organization.  

Jesus Christ teaching to spread peace, love and harmony. The 10 commandments quoted in Bible, Exodus 20:1-17.Some 
commandments which relates to Ethics is one shall not murder, shall not commit adultery, shall not steal, shall not bear false 
witness against your neighbor. 

What these entire ethical leaders teach us? They teach us how to be an ethical in any tough situation.  

Social Responsibility and Sustainability 

It would be wrong to conclude that corporate corruption is on the increase. Rather, awareness of the issue is growing and 
scandals are more likely to come to light. 

Any organizations which has reached heights of success is because of high ethics and sustainability only be it any company 
started from Reliance to TATA steel to any successful organization which comes to the mind. 

Any corporate initiative for social responsibility needs volunteering support from employees. To volunteer in such a noble cause 
employees from various departments or teams need to come together. Sharing of knowledge and experiences takes place in 
such cases. This also helps organization in maintaining alive a flame of ethics in the employee’s minds. It also helps to maintain 
equality and treating everyone fairly in organization.  

History has proved that if ethics of organization is strong enough and they are followed for sure, then no cases of corruption or 
breaking regulation can take place. Strong principles provide good thinking and decision making ability and hence in such 
incidents one can take correct decision while facing any wrong incident. 

Although profits and employment remain important, today many factors contribute to an assessment of a firm’s social 
performance, including providing equal employment opportunities; respecting the cultural diversity of employees; responding 
to environmental concerns; providing a safe, healthy workplace; and producing high-quality products that are safe to use. 

Companies are increasingly seeing corporate codes of ethics, which includes bribery policies and policies encouraging 
employees to follow principles of ethical business behavior, as an area in which to manage potential business risk. This is 
especially true for those companies operating in high-risk environments or sectors. 

A business is also judged by its interactions with the community. To demonstrate their social responsibility, many corporations 
highlight charitable contributions and community service in their annual reports and on their Web sites. 

While volunteering any social activity through an organization, one has to reflect organization’s social ethics through his/her 
behavior. It helps to understand society an ethical value of an organization. Also it leads good branding of an organization. 
Mother Teresa’s Missionaries of Charity is one of the best examples of ethical leading social cause organization so purely. 

http://biblia.com/bible/esv/Exodus%2020.1-17
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Conclusion and Policy Implication 

Only defining ethics, regulation and corporate social responsibilities will not be worth until we don’t sustain it. If we keep on 
sharing incidents or moments related to ethics, social responsibilities and its success achieved by organization to all employees, 
it will ensure that lamp of ethical values will be enlighten always. 

When we talk about ethics, regulation and social responsibility then hand in hand comes the next point as sustaining the same. 

If an organization fails to show progress on these values or does not share success stories of ethics then it will reduce impact of 
these core values and people will tend to behave in the opposite way. One will not have courage to break these values once 
he/she sees/knows about penalty received by someone else for breaking code of conduct of an organization. 

Warren Buffet’s thumb rule for ethical conduct says “…I want employees to ask themselves (when they are in doubt about 
whether a particular conduct is ethical or not) whether they are willing to have any contemplated act appear the next day on 
the front page of their local paper – to be read by their spouses, children and friends – with the reporting done by an informed 
and critical reporter.” [Berkshire Hathaway’s code of ethics]” 

To sustain Code of Ethics need to include 

 A commitment to obeying laws and regulations 
 Prohibition on giving and receiving bribes 
 Restrictions or guidance on giving and receiving gifts 
 Restriction of facilitation payments  
 Prohibition of donations to political parties 
 Restrictions and guidance on conflicts of interest 
 Other aspects – such as ‘ethical competition’ (prohibiting covert surveillance for example), prohibition of 
 Anti-competitive practices, use of company resources, external activities of employees, cultural sensitivity, and other 

innovative or sector-specific elements 
 

Points to be followed by organization to strengthen its ethical backbone 

 Ethics or business ethics subject should be made compulsory for academic 
 Reward or penalty to ethical integrity and moral courage decide the act of an individual 
 Emphasize values, in creating the code of corporate ethics supported by rules 
 Employees should be educated about the corporate ethics code to make it relevant and real 
 Reinforce the code within and beyond the organization 
 Encourage employees to become active participants in upholding the corporate ethics code and its values 
 Gather feedback, measure effectiveness and continually improve the code of conduct 
 In addition to this there can be whistle blowing procedures as a help-line and an anonymous mail address 
 Creating and sustaining strong policies  with good whistle blower system 

 

We can say that, if base is strong building will be strong enough to build number of towers. Similarly if ethics are strong, 
organization would be strong enough to face any cloudy stormy environment in this continuously changing world. 

One last line taught by my teachers in childhood I would like to rewrite here, “when wealth is lost-nothing is lost, when health is 
lost-something is lost, when character is lost-everything is lost”. 

Links to refer 

Ethical Research Services:  www.eiris.org 
Ethics Resource Centre:  www.ethics.org 
Wikipedia: www.wikipedia.org/wiki/business_ethics 
Spitzer Centre for Ethical Leadership:  www. spitzercentre.org 
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Institute of Business Ethics:  www.ibe.org 
Business in the Community:  www.bitc.ie  
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Abstract 

An attempt has been made in this paper to explore the philosophy of ethical action and its application to management. Moving 
away from the definition of management as getting things done, the paper defines management as “a series of ethical actions done 
by people, using technology and resources, to achieve a state of joy and happiness in the minds of both, producers and 
customers”.  

Introduction 

Business, Ethics and Corruption 

It is often said that hard work will lead to success. Indeed this theory of reward being commensurate with effort has been an 
enduring belief and a moral imperative in our society. This thought is central to our self - image as a people, where a 
chance is available to anyone with ability who has the gumption and persistence.  

This notion, now a day carries less conviction because business people, and our society as a whole have little patience with those, 
who even though they may work hard, are not successful. In the end it is success that matters. Men and women in the 
organizations no longer see success as necessarily connected to hard work. What becomes of the morality of the organization - 
everyday rules that people play by - when there are no fixed or plausible explanations or objective standards of excellence? 
What rules would people apply to interact with one another when they feel that, instead of ability, talent and dedicated 
service to an organization, politics, adroit talk, luck, connection, and selfpromotion are the real sorters of people into sheep and 
goats

1
?  

Corruption has been at the forefront of governance issues all over the world. Transparency International has been working 
against corruption to end the devastating impact of corruption on men, women and children around the world. 
Transparency International defines corruption as: “Corruption is the abuse of entrusted power for private gain”

2
.  

The report released by Transparency International which is based on input from 13 different experts and business surveys 
indicates that the global financial crisis took a toll on people‟ s views of corruption in government. China came in at 78th and India 
at 87th out of the 178 territories ranked in Transparency International‟ s 2010 Corruption  

Perceptions Index (CPI), a measure of domestic, public sector corruption. (1 being least corrupt)  

These results signal that significantly greater efforts must go into strengthening governance across the globe. With the 
livelihoods of so many at stake, governments‟  commitments to anti-corruption, transparency and accountability must speak 
through their actions.  

In India, corruption is growing in the form of bribes, evasion of tax and exchange controls, fraud and cheating etc. It is 
the upshot of the link between Bureaucracy, business, politics and criminals. These days, bribe has become the most common 
practice for getting things done.  
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Why should we redefine management? 

This brings us to Mary Parker Follet (1868-1933), who defined management as "the art of getting things done through people." This 
is a most value free definition where there is no obligation on the part of any one to be ethical. To a larger extent even there is no 
obligation on business to give customers what s/he desires as long as the business can make more profit. In this view there 
is no consideration of ethics except due to social pressures. The outcome of such an approach is visible everywhere. We 
have institutionalised corruption on a global scale. There is manipulation of accounts, fudging of economic and financial data and 
increasing dissatisfaction in the society.  

1
 Modh (2005), Ethical management: Text and Cases in Business Ethics and Corporate Governance, 

Macmillan India,  New Delhi  

2
 http://www.transparency.org/about_us  

A more elaborate definition of management by George B Terry describes management as a process consisting of planning, 
organizing, actuating and controlling, performed to determine and accomplish the objectives by the use of people and 
resources. Management theorists and academicians doing work in this area have directed their concerns to individuals in 
the corporate workplace.  

Questions about the rights, responsibilities, and ethical decision making of managers and employees attract attention of these 
ethicists. Here, theories about the relationship between the individual and the organisation are offered, as explanations about 
people in business do not always do what is legally or morally right. Such theoretical works have recommended areas of 
organisational development and changes in the structures with an eye to understand what kind of conduct is most ethical among 
those who manage others on the job. The issue to be debated is the differences between personal morality and business 
morality

3
.  

In Aristotelian approach to ethics
4
, the individual is seen being embedded in a community and the ultimate importance for one is 

happiness, and happiness is sole measure of success, both individually and collectively. But we can see that this is not being 
met within the current framework of management thinking. There is little affection between individuals as customers and 
individuals as part of business organizations and between business communities and non-business communities.  

The new definition of management removes people as a resource from the definition of management and tries to put more 
emphasis on ethical action.  

There is a need to integrate ethics in the basic teachings of management. Just as a vision and mission statement lays down the 
foundation for business strategies in an organization and shows the path to follow, a review is necessary at this stage to 
understand and redefine the management discipline and its impact. A new definition should provide a vision to future business 
leaders.  

3
 Shaw W and Berry V (1989), Moral issues in business, 4

th
 Edition, Wadsworth, Belmont, Ca.  

The management discipline has already experimented with various approaches. Each existing theory consists of networks of 
concepts and assumptions regarding not only the goal of the organization but also the behaviors and motivation of organization 
members.  

 

 

4
 Mckeon R (1941), Translation of the Basic Works of Aristotle, Random House, New York.  

5
 Penrose (1959). The Theory of the growth of the Firm, New York, Sharpe.  

6
 Jenson M C (1983). Organisation Theory and methodology. Accounting Review, 56, 319-38  

http://www.transparency.org/about_us/
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1.  The neo classical theory: 

The theory of organization in Neo-classical economics was constructed to investigate the way in which the prices and the allocation 
of resources among different uses are determined and is part of the wider theory of value

5
 . In this context the appropriate model 

of the organization describes the forces that determine the prices and quantities produced of a particular product by the individual 
organization. The organization is represented by a production function, which captures the underlying technology used to employ 
the forces of labor and capital for the purpose of generating goods and services.  

An important assumption of Neoclassical and traditional theories of the organization is that of economic Darwinism. The basic 
argument is that the environment rewards with survival, those organizations, which select strategies, which happened to be 
optimal. Organizations which deviate from optimal behavior will tend towards extinction

6
 .  

2.  The New Industrial Economics Theory:
 

In contrast to Neoclassical economic theory which followed an empirical tradition resent developments in industrial 
economics focus on formal theoretical analysis of the structure and  

behavior of organizations
7
. There is strong business strategy component to the New Industrial Economics theory, 

including market strategy and internal organizations.  

In this theory the organization is viewed as a player with rational and intelligent decisions. The actions taken by 
organizations will be intended to maximize their pay-offs. The profit makers are assumed to be rational and are subject to no 
uncertainty, i.e., that the environment can be predicted and managers have unlimited information processing ability

8
.  

3.  The Behavioral Theory of the Organization: 

This model rejects the motivational and cognitive assumptions underlying the rationality of "Economic Man" and instead 
seeks to build inductive theory relying upon observations of overt behaviour. The focus of the behavioural theory is to 
predict price, output and resources allocation decisions

9
.  

Simon (1957) attacked the traditional microeconomics view that the goal pursued by an organization is essentially synonymous 
with the profit maximizing goal of the entrepreneurs

10
. Instead, he argued organizations should be viewed as collections of 

individuals with multiple goals, characterized by "Bounded Rationality", behavioral rules "Satisfying" the organization's attempt 
to achieve satisfactory levels of profits rather than to maximize profits.  

4.  The Resource Based view of the organization: 

The managerial approach has challenged the motivational assumptions underlying the neo-classical theory of the organization. The 
origin of this approach was contained in the work of Berle and Mens (1932) who addressed the problems associated with the 
separation of ownership from control, in the large publicly held organizations

11
. In this approach the assumptions of profit 

maximizing behavior is rejected to answer the call for greater "realism" in the treatment of managerial motivation. In this approach
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8
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Penrose (1959) conceptualizes the organization “as a collection of productive resources". Her view provides the foundation 
for what has been termed as the “resources based view of the organization". This view implies that an organization‟ s 
distinctive competence is based on the specialized resources, assets and skills it possesses. The theory of organizations 
expands to make best use of their best preexisting skills and resources.  

5.  Transactional Theory of organization: 

From this perspective, the organization form develops on the basis of completing necessary transactions
12

. In effect, markets 
and organizations are alternative instruments of governance for completing a set of contracts. This framework assumes that two 
basic characteristics of decision-maker are opportunism (defined to mean, self-interest seeking behavior with guile) and 
bounded rationality. The transaction theory considers the organization as a governance structure, which is crafted to 
economize on transaction cost.  

6.  Humanist Theory of Organization 

The Neo-classical and Marxist economists look at human beings as mere economic units who are fundamentally selfish and they 
pursue their selfish interests in a rational way

13
. In this world-view, maximum material gains are the supreme goal of all activities

14
. 

Humanist approach believes that socio-cultural factors play an important role in the growth of an organization.  

This paper presents a value based approach to the functioning of organizations, which may be called “Ethical Action Theory of 
Organization”.  

What is Ethical Action? 

Ethics is moral philosophy in action. The world is created by action and is meant for action. There is no life, no future 
without action. We make our destiny or mar it, or escape the world only through action. Even if we want to rise above the world 
of action, we can do so only through action

15
 .  

Action is a creative urge behind every active intellect, which ultimately fulfils itself in the creation of things and beings. Each one of 
us has our own „individual being', which makes what we are. If we are to live as truly dynamic men in the world, we can only 
do so by being faithful to our true nature, following the path of ethical action.  

Ethical Action 

Indian philosophy has been sorting out issues of ethical action for more than 5000 years. According to Mimamsa, ethical action is 
the supreme governing force of the universe

16
. It is very obvious that the world survives because of ethical action done by all. 

There is a view that ethical potency or the force or power of merit and demerit controls the universe and produces, for the agent of 
action, what he desires and what his action deserves.  
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Mimamsa lays down the idea of Dharma (duty, right action, merit) and its social ethics
17

. It is in Mimansa that question such as 
following are asked:  

Whether the good or the right is primary  

Whether action or its result is more important  

What is the nature of ethical merit  

Ethical action can be explained as a social, organizational, national or personal activity into which an individual is 
ready to function entirely in a spirit of service and dedication. Ethical action can be conceived as being instrumental to the 
attainment of some good or the avoidance of some evil

18
. The idea of ethical action, in general, is instinctive in man and not 

acquired.  

Ethical action deals with obligatory deeds and avoidance of prohibited deeds. These are „the Categorical 
Imperatives‟ . Ethical actions are essential not only for outward activities but also for the inner disposition of the mind. Since only we 
know our thoughts, ethical action signifies emphasis on the importance of goodwill in conduct. The goodwill must be more than a 
mere wish; it needs to be followed by appropriate action.  

Ethical action is not an instrumental value but an intrinsic value or as an end in itself. The path of ethical action 
leads to prosperity, success, expansions and sound policy. Unethical actions lead an individual to a realm of confusion and 
sorrows.  

Several works on ethical action are not content with pointing out what is ethical action; they also try to formulate the 
norm of conduct, as if it were an eternally existing pattern of righteousness. The concept of right as the means to the good is 
introduced here. It recognizes an ideal and rules are formulated according to this ideal.  

There are two characteristic features of this ideal: 

1. Special emphasis laid on the ascetic principle in the moral training as a whole.  

2. Codes are not mere theoretical guides but are practical.  

The stability of the society is dependent on the idea of ethical action implanted in man. This is the mainstay of any society, through 
which both the individual and the society live in accord and security. Ethical action does not merely keep man in harmony with 
his environment; it also enables him thereby to attend his own ends in life.  

Evolution of the New Definition 

The new definition of management has been evolved over a period of 10 years while interacting with management students 
and people working in organizations. It was clear that the new definition should include following concepts:  

1. Need for ethical action  

2. People constitute the organization and they are not resources  

3. Use of resources by people in organization  

4. Use of Technology to run a business  

5. Joy of running a business and being a part of it  

6. Joy of seeing a happy customer  
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Mary Parker Follet‟ s definition categorizes people in two sets. One set of people are in  
commanding position and there is another set which is being directed. The implicit  
assumption is that there is a dominant group of people who are using technology and other resources to meet the needs of 
customers to earn profit. This also created a set of people in marketing who wanted to dominate the market and in turn the 
consumer. They manipulated their needs using advertisements and other promotional means.  

The Ethical Action Theory goes beyond the X-Y theory of Douglas McGregor proposed in his 1960 book 'The Human Side of 
Enterprise'. The approach proposed is not a motivational theory but proposes a vision for the disciple of management.  

The “Ethical Action Theory of Organization” looks at the scheme of management differently. This theory encompasses all 
the above concepts and defines management as “a series of ethical actions done by people, using technology and resources, to 
achieve a state of joy and happiness in the minds of both, producers and customers.”  

The new definition of management brings all stakeholders and consumers on one side. There are no dominant people on either 
side. Everyone is working for maximizing the joy and happiness. Resources and technologies are tools for the fulfilment of joy.  

INSERT FIGURE 1 HERE 

Analytical Support 

A research was conducted to understand human response in organizations with special reference to Indian context
19

. The 
research concept was based on the theoretical work done by Dr S K Chakraborty, which provided a normative framework of Gunas 
(Sattwic, Rajasic and Tamasic) in his book Human Response in Organizations

20
.  

This paper uses the same questionnaire to validate the “Ethical Action Theory” of organizations. Using these frameworks, 
the current study tries to redefine the management using ethical action as the benchmark of organizational behavior in 
formulating and implementing strategies.  

The data collected through questionnaires were analyzed using multivariate statistical techniques. These variables were 
chosen on the basis of previous research on Guna composition which was used in analyzing the behavior of people in 
organizations. The factor analysis of these variables gave insights into the minds of people working in organizations. Table 1 
gives the significant factors extracted after the factor analysis of these variables.  

INSERT TABLE 1 HERE 

The factors show the collective response of people working in the organizations. It indicates that people working in the 
organizations believe in Dharma (Ethical Action). They love to enjoy their work and are looking for joy and happiness in their 
lives - not only at work place but also outside the workplace. They are responsible, result oriented, ethical in approach and are 
motivated.  

The questionnaire also had questions which were framed to get the views on the key words in the new definition of 
management. Table 2 indicates the net agreement of respondents on the critical words included in the definition.  

INSERT TABLE 2 HERE 

Discussion and Conclusion 
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20
 Chakraborty S K (1985), Human Response in Organization, The Standard Literature Co., Kolkata. 

We need to ask questions. Will redefining management help in imparting right values to management students? Will redefining 
management help in formulating and implementing strategies and processes of organizations?  

We know that the purpose of education is to initiate and stabilise new and functional attitudes and values in individuals for 
mutual co-operation and understanding so that they learn and respect society‟ s values and act accordingly. Educational institutes 
have a vital role in imparting ethical and social values in the young mind so that strategies and processes initiated by these 
future leaders create sustainable environment for coming generations. Though the subject of ethics has a global appeal, if 
not embedded in the basic education, would have no impact on the way business is being done.  

The process of evolution of an individual from student to a professional consists of:  

1. Inner directed thinking: - to evaluate and balance himself in the working environment.  

2. Decision-making: - day to day problem solving and outward projection.  

3. Implementing - based on inner evaluation and day to day experiences he projects an outward personality.  

Students, when they join any organisation, are influenced by new organisational settings. If the values are not imparted to them 
and are not shaped by proper education prevailing environments will shape them. Most of the curricula in professional and 
management institutes attempt to address the middle part to give a student the knowledge to pursue a particular profession. 
The new definition of management provides a framework to management students to integrate ethical action, joy of 
working, and joy of delivering happiness to their customers as a business strategy.  

Figure 1: Current management thought v/s new definition 
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Table 1: Factor Analysis 
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Table 2: Net agreement on words used in the definition (in %) 
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Abstract 

In India the term Microfinance is used in many different context, it can sometimes be oversimplified and viewed in a skewed or 
narrow perspective. At its core, microfinance can be viewed as an innovative segment of the banking sector, primarily credit, to 
the poor bridging the gap that commercial banking has not been able to fulfill. 

Microfinance itself was conceived with a different purpose than just providing the poor with access to capital. Microfinance and 
Microcredit do not provide consumers with loans to simply increase their consumption; instead, they provide loans for the 
specific purpose of creating self-employment for the poor, thereby enabling the poor to build their own microenterprises and 
move themselves out of poverty. 

In short, microfinance is an income producing tool rather than a consumption aid. Through microfinance, we have witnessed 
that poor individuals, when given the opportunity to start their own business, can provide for themselves and their family with 
basic necessities and also generate sustainable income. If they can maintain that income, it can lead to improve living standards 
and for some a means to escape poverty, if individuals achieve economic freedom, it can lead to a series of improvements-
improving the well being of families, communities and society at large. 

Key Words: Microfinance, Microenterprises, Credit, Eradicate Poverty, Capital   

Introduction 

Today micro finance programs and institutions have become increasingly important components of strategies to reduce 
poverty or promote micro and small enterprise development The Task Force on Supportive Policy and Regulatory Framework 
for Micro Finance has defined it as under: “Provision of thrift, credit and other financial services and products for very small 
amounts to the poor in rural, semi-urban or urban areas for enables them to raise their income levels and improve living 
standards”. Micro finance is a participative model that can address the needs of the poor especially women members. It 
envisages the empowerment of the members by promoting their saving habits and extending bank loans to them. 
Microfinance, according to Otero (1999, p.8) is “the provision of financial services to low-income poor and very poor self-
employed people”. These financial services according to Ledgerwood (1999) generally include savings and credit but can also 
include other financial services such as insurance and 
Payment services. Schreiner and Colombet (2001, p.339) define microfinance as “the attempt to improve access to small 
deposits and small loans for poor households neglected by banks.” Micro finance is recognized and accepted as one of the new 
development paradigms for alleviating poverty through social and economic empowerment of the poor with special emphasis 
on empowering women.  

Origin of Micro Finance 

The origin of Micro finance or micro credit can be traced to the 1976 when Mohammed Yunus set up the Grameen Bank 
experiment on the outskirts of Chittagong University Campus as an experiment. Grameen we mean ‘rural or village’ in 
Bangladesh language. These Grameen banks provide loans to the poor who do not have anything to put up for collateral. 
Grameen banks are the largest rural financial institution in Bangladesh. Their lending guidelines and procedures are mainly for 
women, 97% are women. In terms of clients, Grameen Bank is doing very well. There are two main delivery channels for 
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microfinance services.  The first one is SHG (Self Help Group)-Bank Linkage Channel (SBLC), which was developed from field 
experiments in the early 1990s by NABARD (National Bank for Agricultural and Rural Development). NABARD was established in 
1982 to promote equitable rural prosperity through credit and other initiatives.  The second channel is Micro Finance Institution 
(MFI). The first MFI in India was set up in 1974, but the momentum was achieved only during the 1990s. . Initially the formal 
financial institutions were reluctant to be involved with the MFIs, and social entrepreneurship was also in short supply. In 
recent years banks and other institutions, helped by supportive public policies, have become more aware of the commercial 
viability of the micro finance services. Innovative partnership models have been developed between the banks and the MFIs.  
These have increased availability of funding to the sector and have subsequently enabled MFIs to increase their scale of 
operations and outreach.  

Silent Features of Micro Finance 

Some important features of micro finance are as follows: 

a) Micro finance is a tool for empowerment of the poorest women. 

b) Micro finance is essentially for promoting self-employment; the opportunity of wage employment is limited in developing 
countries – not increases the productivity of employment in the informal sector of the economy. 

c) Micro finance is not just a financing system, but a tool for social change, especially for women. 

d) Micro credit is aimed at the poorest, micro finance lending technology needs to mimic the informal lenders rather than 
formal sector lending. 

Profile of Micro Finance In India 

The profile of micro finance in India at present can be traced out in terms of 

Poverty it is estimated that 350 million people live Below Poverty Line. The 

Following are some components of micro finance: 

a) This translates to approximately 75 million households. 

b) Annual credit demand by the poor in the country is estimated to be about Rs 60,000 crores. 

c) A cumulative disbursement under all micro finance programmes is only about Rs. 5000 crores. 

d) Total outstanding of all micro finance initiative in India estimated to be Rs. 1600 crores. 

e) Only about 5% of rural poor have access to micro finance. 

f) Though a cumulative of about 20 million families have accepted accessed. 

g) While 10% lending to weaker sections is required for commercial banks, they neither have the network for lending and 
supervision on a larger scale or the confidence to offer term loan to big micro finance institutions. 

h) The non poor comprise of 29% of the outreach. 
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Need For Micro Finance 

Micro finance aims at assisting communities of the economically excluded to achieve greater levels of asset creation and 
income security at the household and community level. Access to financial services and the subsequent transfer of financial 
resources to poor women enable them to become economic agents of change. Women become economically self-reliant, 
contribute directly to the well being of their families, play a more active role in decision making and are able to confront 
systematic gender inequalities. Access to credit has long been considered a major poverty alleviation strategy in India. Micro 
credit has given women in India an opportunity to become agents of change. Poor women, who are in the forefront micro 
credit movement in the country use small loans to jump start a long chain of economic activity. Micro finance is accessing 
financial services in an informally formal route, in a flexible, responsive and sensitive manner which otherwise would not have 
been possible for the formal system for proving such services because of factors like high transaction cost emanating from the 
low scale of operation, high turnover o clients, frequency of transaction etc. (Vijay Mahajan and G. Nagasri, 1999). Microfinance 
and Self Help Group (SHG) must be evolved to see that SHGs do not charge high rates of interest from their clients and improve 
access to those who cannot sign by making their use through thumb impression. A major gap in the services provided by the 
sector is that due to regulatory restrictions, savings products have not been offered until now. Financial inclusion should involve 
both savings and credit products. The provision of savings products will enable MFIs to offer a more complete suite of products 
to low income groups. 

There is disproportionate reliance on group lending. The MFIs in particular need to shift from group to individual-based lending. 
This will require focus on development of appraisal skills and more modern management information systems.  

There is scope for substantially improving the quality and efficiency of service delivery by the organizations providing micro 
finance services. Transaction costs, defined as lending costs exclusive of cost of funds and default costs, currently contribute 
significantly to the high interest rates charged to the borrowers while relatively small size of loans and high frequency of 
transactions are inherent in micro finance, the challenge is to nonetheless lower transaction costs substantially. 

The impact of microfinance on poverty 

There is a certain amount of debate about whether impact assessment of microfinance projects is necessary or not according to 
Simanowitz (2001b). The argument is that if the market can provide adequate proxies  for impact, showing that clients are 
happy to pay for a service, assessments are a waste of resources (ibid.). However, this is too simplistic a rationale as market 
proxies mask the range of client responses and benefits to the MFI (ibid.) Therefore, impact assessment of microfinance 
interventions is necessary, not just to demonstrate to donors that their interventions are having a positive impact, but to allow 
for learning within MFIs so that they can improve their services and the impact of their projects (Simanowitz, 2001b, p.11). 
Poverty is more than just a lack of income. Wright (1999) highlights the shortcomings of focusing solely on increased income as 
a measure of the impact of microfinance on poverty. He states that there is a significant difference between increasing income 
and reducing poverty (1999). He argues that by increasing the income of the poor, MFIs are not necessarily reducing poverty. It 
depends what the poor  do with this money, oftentimes it is gambled away or spent on alcohol (1999), so focusing solely on 
increasing incomes is not enough. The focus needs to be on helping the poor to “sustain a specified level of well-being” (Wright, 
1999, p.40) by offering them a variety of financial services tailored to their needs so that their net wealth and income security 
can be improved. It is commonly asserted that MFIs are not reaching the poorest in society. However, despite some 
commentators’ scepticism of the impact of microfinance on poverty, studies have shown that microfinance has been successful 
in many situations. According to Littlefield, Murduch and Hashemi (2003, p.2) “various studies…document increases in income 
and assets, and decreases in vulnerability of microfinance clients”. They refer to projects in India, Indonesia, Zimbabwe, 
Bangladesh and Uganda which all show very positive impacts of microfinance in reducing poverty. For instance, a report on a 
SHARE project in India showed that three-quarters of clients saw “significant improvements in their economic well-being and 
that half of the clients graduated out of poverty” (2003, p.2). Dichter (1999, p.26) states that microfinance is a tool for poverty 
reduction and while arguing that the record of MFIs in microfinance is “generally well below expectation” he does concede that 
some positive impacts do take place. From a study of a number of MFIs he states that findings show that consumption 
smoothing effects, signs of redistribution of wealth and influence within the household are the most common impact of MFI 
programmes (ibid.). Hulme and Mosley (1996, p.109) in a comprehensive study on the use of microfinance to combat  poverty, 
argue that well-designed programmes can improve the incomes of the poor and can move them out of poverty. They state that 
“there is clear evidence that the impact of a loan on a borrower’s income is related to the level of income” as those with higher 
incomes have a greater range of investment opportunities and so credit schemes are more likely to benefit the “middle and 
upper poor” (1996, pp109-112). However, they also show that when MFIs such as the Grameen Bank and BRAC provided credit 
to very poor households, those households were able to raise their incomes and their assets (1996, p.118). Mayoux (2001, p.52) 
states that while microfinance has much potential11 the main effects on poverty have been  credit making a significant 
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contribution to increasing incomes of the better-off poor, including women, microfinance services contributing to the 
smoothing out of peaks and troughs in income and expenditure thereby enabling the poor to cope with unpredictable shocks 
and emergencies. Hulme and Mosley (1996) show that when loans are associated with an increase in assets, when borrowers 
are encouraged to invest in low-risk income generating activities and when the very poor are encouraged to save; the 
vulnerability of the very poor is reduced and their poverty situation improves. Johnson and Rogaly (1997, p.12) also refer to 
examples whereby savings and credit schemes were able to meet the needs of the very poor. They state that microfinance 
specialists are beginning to view improvements in economic security, rather than income promotion, as the first step in poverty 
reduction (ibid.) as this reduces beneficiaries’ overall vulnerability. Therefore, while much debate remains about the impact of 
microfinance projects on poverty, we have seen that when MFIs understand the needs of the poor and try to meet these needs, 
projects can have a positive impact on reducing the vulnerability, not just of the poor, but also of the poorest in society. 

Social impact analysis 

Traditionally, the impact of microfinance projects was assessed by the changes in the income or well being of the clients. 
Mansell-Carstens, cited in Rogaly (1996, p.103) argues that such a focus is flawed because respondents may give false 
information. It is also very difficult to ascertain all the sources of income of a client, so a causal effect is difficult to establish, 
and it is also difficult to establish what would have happened if the loan was not given. Therefore a broader analysis is needed 
that takes more than economic impact into consideration. We have seen that poverty and livelihood security consist of 
economic and social conditions, therefore, when analysing the impact of microfinance, social impact must be assessed. Kabeer 
(2003, p.106) states that wider social impact assessment is important for an organisation’s internal learning process, as an MFI 
should be aware of the “full range of changes associated with its efforts and uses these to improve its performance”. She 
considers social impact to relate to human capital such as nutrition, health and education, as well as social networks (2003). 
Impact must be assessed on each of these issues if a true picture of the impact of microfinance is to be obtained. However, 
Kabeer moves beyond individual or household analysis to state that analysis should also be conducted at community, 
market/economy and national/state levels (2003). She refers to these as “domains of impact” because societies are comprised 
of different institutional domains each with their own rules, norms and practices which can be influenced by microfinance 
interventions in different ways (2003, p.109). Kabeer (2003, p.110) not only refers to domains of impact but also highlights 
dimensions of change that should be assessed. She lists cognitive change, behavioural change, material change, relational 
change15 and institutional change16 as dimensions of change that need to be taken into account if the wider effects of 
microfinance interventions are to be understood.  Changes in the way in which people understand and make sense of the world 
around them  The different types of actions that people undertake in order to achieve their goals. Changes in access to a variety 
of tangible resources. Zohir and Matin (2004, p.301) make a similar point when they state that the impact of microfinance 
interventions is being under-estimated by “conventional impact studies which do not take into account the possible positive 
externalities on spheres beyond households”. They propose that impact should be examined from cultural, economic, social 
and political domains at individual, enterprise and household levels (2004). McGregor et al. (2000, p.3) states that wider social 
and economic impacts can occur through the labour market, the capital market, the market for goods consumed by poor 
people, through production linkages and through clients participation in social and political processes. Chowdhury, Mosley and 
Simanowitz (2004) argue that if microfinance is to fulfill its social objectives of bringing financial services to the poor it is 
important to know the extent to which its wider impacts contribute to poverty reduction. In the following sections I will 
examine the findings from wider assessments of microfinance interventions at a household and community level, to show what 
learning can be gained when impact assessments have a broad scope of analysis. 

Empowering Women 

A key objective of many microfinance interventions is to empower women. Mosedale (2003, p.1) states that if we want to see 
people empowered it means we currently see them as being disempowered, disadvantaged by the way power relations shape 
their choices, opportunities and well-being. She states that empowerment cannot be bestowed by a third party but must be 
claimed by those seeking empowerment through an ongoing process of reflection, analysis and action (2003). Kabeer, quoted in 
Mosedale (2003, p.2) states that women need empowerment as they are constrained by “the norms, beliefs, customs and 
values through which societies differentiate between women and men”. She also states that empowerment refers to the 
“process by which those who have been denied the ability to make strategic life choices acquire such an ability”, where 
strategic choices are “critical for people to live the lives they want (such as choice of livelihood, whether and who to marry, 
whether to have children, etc)” (Kabeer, 1999, p.437). Therefore MFIs cannot empower women directly but can help them 
through training and awareness-raising to challenge the existing norms, cultures and values which place them at a disadvantage 
in relation to men, and to help them have greater control over resources and their lives. Littlefield, Murduch and Hashemi 
(2003, p.4) state that access to MFIs can empower women to become more confident, more assertive, more likely to take part 
in family and community decisions and better able to confront gender inequities. However, they also state that just because 



337 
 
 

Conference papers © Knowledge Globalization Institute, Pune, India, 2012 

women are clients of MFIs does not mean they will automatically become empowered. Hulme and Mosley (1996, p.128) also 
make this point when they refer to the “naivety of the belief that every loan made to a woman contributes to the strengthening 
of the economic and social position of women”. However, with careful planning and design women’s position in the household 
and community can indeed be improved. 

According to Littlefield, Murduch and Hashemi (2003), the Women’s Empowerment Program in Nepal found that 68% of its 
members were making decisions on buying and selling property, sending their daughters to school and planning their family, all 
decisions that in the past were made by husbands. They refer to studies in Ghana and Bolivia, which indicated that women 
involved in microfinance projects, had increased self-confidence and had an improved status in the community (ibid.). Hulme 
and Mosley (1996) state that microfinance projects can reduce the isolation of women as when they come together in groups 
they have an opportunity to share information and discuss ideas and develop a bond that wasn’t there previously. From studies 
of the Grameen Bank and BRAC they show that clients of these programmes suffered from significantly fewer beatings from 
their husbands than  Increased income, improved women’s lives, control over fertility, sustainable environment, decreased 
mortality, decreased morbidity and increased nutritional status (Chowdhury and Bhuiya, 2004, p.377) they did before they 
joined the MFI (ibid.). However, in a separate study of a BRAC project Chowdhury and Bhuiya (2004, p.383) found that violence 
against women actually increased when women joined the programme, as not all men were ready to accept the change in 
power relations, and so resorted to violence to express their anger. This violence did decrease over time. The study found that 
when the violence did rise, the members, because of their increased awareness, reported back to the group on their martial life 
and got support from the group (ibid.). Jeffery Sachs (2005) in a visit to a BRAC project was amazed to find that women he 
spoke to had only one or two children, when he was expecting them to have five or six as he had become accustomed to for 
Bangladeshi women. When he asked those with no or one child how many children they’d like to 

have, the majority replied two. He calls this a “demonstration of a change of outlook” (2005, p.14). He refers to a new spirit of 
women’s rights, independence and empowerment among clients, showing the positive empowerment effects the project has 
had on the women (ibid.). Osmani (1998) analysed the impact of credit on the well being19 of Grameen Bank women clients. 
The project was found to have increased their autonomy in that they were able to spend family income more freely than non-
clients. They had greater control over family planning, but the project was not shown to have had an impact on clients’ control 
over other decision-making but they were found to have greater access to household resources than non-clients did. However, 
Johnson (2004, p.5) states that having women as key participants in microfinance projects does not automatically lead to 
empowerment; sometimes negative impacts can be witnessed. She refers to increased workloads, increased domestic violence 
and abuse. This leads her to ask a crucial question of whether targeting women is just an efficient way of getting credit into the 
household, since women are more likely than men to be available in the home, attend meetings, be manageable by field staff 
and take repayment more seriously, even if they do not invest or control the loan themselves? Or on the other hand, if such 
targeting is fully justified on the grounds of enhancing gender equity. She claims the answer is probably somewhere between 
the two alternatives (ibid.). She argues that MFIs must analyse both the positive and negative impacts their interventions are 
having on women, and that MFIs need to work with men to help pave the way for a change in attitudes to women’s enhanced 
contribution to the household. 

Conclusion 

In this chapter I have reviewed the evolution of microfinance over the past thirty years and examined briefly three of the MFI 
models that exist today. The role of MFIs in development, specifically in relation to alleviating poverty was also examined. Key 
challenges facing MFIs today that are affecting their impact on poverty alleviation were seen to be an over-emphasis on 
financial sustainability over social objectives, and a failure of many MFIs to work with the poorest in society. Therefore, there is 
a greater need for MFIs to carefully design services that meet the needs of the poor and this can only be done Consultative 
Group to Assist the Poor – a multi donor effort of 25 western donor countries and international agencies formed by the World 
Bank to address the problems facing microfinance (Grameen Bank, 2000b). Subsidies create incentives for the capture of funds 
by those who are better off and therefore better able to gain access to the funds because of their social, economic and political 
status (Von Pischke, 1999). when MFIs understand their needs and the context within which the poor are working (Morduch, 
2004). If MFIs are to meet their overall development objectives then they need to ensure financial sustainability and outreach 
of financial services designed to meet the needs of those most in need of such services. The impact of microfinance on poverty 
alleviation is a keenly debated issue as we have seen and it is generally accepted that it is not a silver bullet, it has not lived up 
in general to its expectation (Hulme and Mosley, 1996). However, when implemented and managed carefully, and when 
services are designed to meet the needs of clients, microfinance has had positive impacts, not just on clients, but on their 
families and on the wider community. There is however a need for greater assessment of these wider impacts if the true value 
of microfinance to development is to be understood (Zohir and Matin, 2004). One such tool for measuring wider impact is a 
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livelihood security analysis based on a livelihoods framework which analyses how a project impacts on the livelihoods of 
beneficiaries. 
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Abstract 

Capacity development is a process of change and it is about managing transformations. People's capacities and 
institutional capacity and a society’s capacity change over time. It takes place at three different levels i.e. the 
individual level, the organizational level and the societal level. These three levels are interlinked and 
interdependent. An investment in capacity development must design and account for impact at these 
multiple levels. However my research basically focuses on the Talent Management aspect. As if we focus on 
the individual level then automatically it will lead to the organizational capacity development and in turn it 
will also lead to societal development. 

The changing trends have clearly indicated that the transformation of management from regular routine 
recruitment process to focus towards intangible capital management. In knowledge oriented society human 
capital is a strategic resource in attainment of competitive advantage. Talent Management is striking for 
numerous reasons as it is the best remedy to achieve the entire organizational goal with few employees who 
are the key players and best performers. 

The following points are majorly considered in Talent Management like the strategy of recruitment and 
retention, compensation and assessment review. Generally, Talent Management is handled by HR 
Department. But now top level management is fully participating in Talent Management. The primary thing of 
Talent Management is to attract and retain qualified persons in a company to attain full potential. 
Engagement and motivation is the key to Talent Management and in motivating the employees, one 
important factor is preferred job characteristics between gender and among different age groups. As an 
illustration, it is generally noticed that “Equity at workplace” is in priority list of females, however “high 
standards” is of greater importance amongst males. 

Talent management is basically constituent of five elements such as attracting, selecting, engaging, developing 
and retaining employees and it is generally concerned with identifying the talent gaps, succession planning, 
retaining talented employees by variety of initiatives as well as implementing different strategies. Finding the 
talent is not at all a solution but to place it at the right position is the biggest challenge. The talent 
positioning means the right talent at right time at the right place with the required skill set. 

Keywords—Talent Management, Fast Track promotions, Succession planning, Career development, Human 
Capital Management. 

I. INTRODUCTION 

Employee’s knowledge and skill are very important weapons which gives competitive advantage to the 
company in cut throat competition. An effective individual means a person with self confidence, positive 
thinking learns from failure, self reliant and motivated. To become an efficient person one needs a set 
goal, time management, good communication skills and leadership qualities. The different organizations 
which are dealing with management of talent strategically and purposefully explains states that the steps of 
attracting, selecting, developing them through training programs, retaining them by promoting and giving them 
decent salary hike. It cannot be only a sole responsibility of HR Department to attract and retain talent instead 
it should be done at all levels of hierarchy in the organization. 
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There are few important things which should be implemented for Talent Management i.e. support of the CEO 
and top level management [1], the Manager’s mentoring during the process of Talent Management similarly 
the accountability and support of the executive team is key factor in the success of Talent Management. The 
whole process of Talent Management should be designed and followed with perfection. 

Needless to say, the demand for both the quantity and the quality of talented employees will grow worldwide. 
The main aim of employers is to attain their strategic goals with fewer talented persons but the employers 
are facing problems in filling the critical positions where they need specific skill set persons along with 
experience as they are in shortage. This leads to frustration in individuals as well as employers. The economic 
downturn has allowed the companies to streamline their processes and focus on Talent Management of the 
employees. 

 

Fig. 1 Capacity Development by Talent Management 

 

Motivation and Engagement is the key to Talent Management [2] and in motivating the employees, one 
gender and among different age groups. To engage talented employees one needs positive leadership. As it 
helps in engaging the talented employees and convinces them to stay as well. The engaged employees always 
indicate higher job satisfaction and have confidence in the future of the organization. To motivate talent after 
recession is not really an easy task but if top management helps talent grow by exposing them to as well as 
channelizing their potentiality with the company’s strategic goals. 

II. CURRENT TREND 

HR Managers are busy in finding innovative ways to hunt for key players and best performers to retain them in 
the company. Earlier whenever recession had hit then too many employees were retrenched. But then after 
the recession the gap of workforce requirement and availability becomes wide. 

As there is shortage of talent in the market hence war begins to fetch the best workers. This whole idea 
leads to a long term HR planning related to Human capital management. The key players should be retained in 
spite of any kind of recession in the market. 

Workforce is a greatest asset for any organisation [3]. It is the need of the hour to plan and implement Talent 
Management to have competitive advantage on others. The customer is king and hence to employ excellent 
work force is essential and hence organizations should attract, motivate, nurture and retain talent. 
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III. CAPACITY DEVELOPMENT BY TALENT MANAGEMENT: A  CHALLENGE 

The Talent Management is about the selection of the group of key employees with the high potential to develop, 
learn and grow in the organization hence Talent Management means to have a strategic group of employees who 
can generate, design and develop the ideas, which can help the organization to survive the future 
recessions successfully. The top management has to empower the talents to change the organization. The 
top management has to support their effort in pushing new ways of business through the organization. The 
talents need a support from the top management. 

A. Cost 

Due to cost cutting it is very difficult to recruit highly paid worker but, if we pay peanuts then only monkeys can be 
hired. So after going through the whole procedure of recruitment HR Managers have to really spend a lot of time 
and energy as well as finance of the company to hire talent. This investment can be calculative decision only if 
they stay in an organisation for long and the company will be able to reap the benefits out of their calibre. Apart 
from it the cost of training and development is also generally high but if capacity development is taken care 
then automatically the organizations can achieve their strategic goals. 

B. Capacity Development by Talent Management: An  Obligation 

In this globalized world and the initiative of the organization to hire, build and nurture their talent will decide 
their existence and competence in the economy. The role of the talented employee is remarkable in the 
organizational growth and this whole network tends to expand if these key players are retained in the 
organization and they are nurtured by further training and development as well as motivation. 

The all above evidences clearly signifies the importance of the Capacity Development by Talent Management is 
an obligation on the current organizations to sustain in the market. It is vital component to audit the human 
resource and to build up human capital through Talent Management. 

C. Capacity Development by Talent Management: A wide  Concept 

The demand of skilled workers in market is immense and hence to meet these requirements is the major focus 
of any organization. Then the capacity development by talent management acts as a conjuration for this 
kind of situation. Intense cost pressure from the market, demanding customers are major factors for urgent 
need to fill the talent pool of an organization. 

The HR department should sit along with the Technical department to scrutinize the applicants. An intelligent 
brain is not only a requisite of filling a position but the talented person should be committed and stable as that 
is very important aspect to retain an employee. Training and development as well as motivation are two 
important pillar of success of employee development by talent management. These two pillars are the 
major contributory factors in retaining the talented employees in any organization. This whole concept 
leads to a fact that by employee development an organization can have intelligent workers, who will align their 
goals with strategic goals of the company. 

IV. NEED OF CAPACITY DEVELOPMENT BY TALENT  
MANAGEMENT 

There are varied reasons in various organizations to have the talented employees and also to nurture and 
support them with different types of training and development programmes at work place. Following are the 
different reasons for need of Capacity Development by Talent Management: 

A. Globalization 

Every business must be prepared to deal with the global economy. Besides training and developing local 
employees and managers, many companies are sending their employees and managers to work in international 
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locations and hence the organizations require outstanding employees. Capacity development by talent 
management is a boon for the fulfilment of the above mentioned purposes. 

B. Need for Leadership 

The ageing workforce and globalization mean that the organizations will need to identify, train, and 
develop employees with managerial talent through capacity development by talent management. Executive, 
administrative, and managerial occupations will experience the greatest turnover due to death and retirement. 
This will lead to loss of talent. 

C. Increased value placed on intangible assets and human  capital 

Generally, in today’s world the organisations are interested in intangible assets and human capital as a way 
to gain advantage over competitors. Capacity development by talent management can help a company’s 
competitiveness by directly increasing the company’s value through contributing to intangible assets. 

D. Focus and link to business strategy 

The organisation’s business strategy because its plans for meeting goals such as profitability, market share, and 
quality is attained by effective workers, who are developed due to implementation of capacity 
development by talent management strategies. 

E. Customer service and quality emphasis 

Customers are the king. Due to increased availability of knowledge and competition, consumers are very 
knowledgeable and expect excellent service. This presents a challenge for employees who deal with the 
customers. Employees need product knowledge and service skills, and they need to be clear about the types 
of decisions they can make when they deal with the customers. This whole process is channelized due to 
capacity development by talent management. 

F. High-performance models of work systems 

New technology causes changes in skill requirements and work roles and often it results in redesigned work. 
The employee should be adaptable and flexible. The flexible force is created by the capacity development 
programmes. 

IV. STRATEGIES FOR CAPACITY DEVELOPMENT BY TALENT  
MANAGEMENT 

The various organizations should have the talented employees forming bond beyond the traditional relationship 
of an employer - employee and work place relationship. Furthermore the available talent in the organisation 
should be harnessed with training & development and motivation the basis for corporate strategies related 
to Talent Management and retention of human resource. Following are the Capacity Development by Talent 
Management strategies: 

A. Employee - Employer Relationship Management 

The talented employees always have the vision beyond which pays in long term however for operational 
planning at times it sounds impossible but then with continuous monitoring and strategic planning it is always 
beneficial and gives the competitive advantage in the market. Thus, the relationship between the talented 
employees and the organisation should be amicable and friendly so that the expression of the talented 
employees should not be suppressed due to traditional pattern of relationship between the employer and the 
employees. 
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B. Training and Development 

The key players should always be encouraged to learn new skills and techniques to be equipped to face the 
competition at the international level. They should be guided and provided excellent training programmes to 
groom their technical and presentation skills. They should also be encouraged to train the team members and 
also to impart their skills amongst their team member as the talented employees will gain the ability of a leader as 
well. 

C. Motivation 

Motivation will only create a willing technically sound team for better performance. This is a very important 
step for the capacity development by talent management. 

D. Power 

The talented workers should be allowed to be a part of board meetings and also be allowed to express their 
opinion related to any kind of matter in their area of expertise. The solution provided talented employees 
should be considered as a firm opinion and the top level managers must implement it after a discussion. 

The talented employees should be given freedom with respect to their working hours, rules, regulations, 
work place, working methods and the nature of work as well [4]. They can do wonders with their creativity and 
this will ultimately boost the sales and build goodwill in the market. 

E. Company Representative 

The organization should encourage the efficient employees to represent the company in various committees, 
celebrations, negotiations, and argument. 

F. Succession Planning 

The companies should plan for career of talented employees as on fast track basis and their job should be 
challenging and competitive. The succession planning should focus on the following points: 

(i) Focus on the skilled employees. 

(i)               To give them responsibilities related to future 

requirement of the organization so that they should be prepared for that responsibility. 

(ii) The top level managers should focus in the overall development of these kinds of potential 
leaders.  
(iii)  Building a database that can keep a record of the efficient employees. 

G. Recognition 

The employees should not be only given monetary rewards but also they should be recognized and they should 
be provided with the fast track promotions. 

H. Creative Environment at Work Place 

The organization should plan the job of the talented employees so that they should be given challenging, 
innovative and creative work in order to utilize their skills and potentialities to the fullest. 
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Talented employees always prefer change as they should be always kept away from monotony. There grasping 
power is immense and hence this boon at times tend to become a curse and at that time the organization 
should initiate, encourage and introduce change and also give certain challenging projects based on flexibility. 
This will not only enhance their performance but also enhance organisational efficiency. 

I. Employee Branding 

The key players should be given the job title as “Business Partner” [5] so that they can have the sense of 
belonging towards the organization. This acts as catalyst because they can easily realise that they are not 
servants but actually they are the decision makers and partners in sharing the profit. 

V. CASE STUDY 

“I-Tech Solution’s capacity development by talent management strategy” 

To attract, develop and retain very bright, talented people, I-Tech Solution was trying to ‘create an environment 
where great people can do their best work and be on a path to realize their potential’. 

I-Tech Solution is the IT employer of choice, where people have the opportunity to do what they do best every 
day. When a head-hunter calls, our people answer: ‘Why would I want to work anywhere else?” and even if 
they tried to leave their families would stop them. 

Activities 

Great Hires and Re-hires: I-Tech Solution wanted to recruit people who were the ‘brightest and the best’: 
people with a passion for technology, a passion for helping customers achieve great things with software and 
who were adaptable enough to meet the changing demands of the business andindustry. The acquisition 
and retention of talent was such an important part of I-Tech Solution’s strategy that recruitment, engagement 
and development were seen as key business processes. Globally, I-Tech Solution employed a couple of 
hundred people to keep an eye on the world’s most talented young software engineers. These people’s jobs 
were not to recruit this talent, but to attract them to join when the time was right. I-Tech Solution also 
used current employees to recruit new ones, with a high proportion of hires coming through referrals. 

I-Tech Solution kept staffing levels at an absolute minimum by using industry partners to take up slack 
created by changes in demand. However, even by controlling headcount and with this sophistication of 
recruitment, I-Tech Solution could not recruit all the high quality people it required- HR Department 
commented that they had taken on only 14 people from out of 1300 applications received in the previous year. 
The company reinforced the importance of recruiting talent by organizing a party to celebrate the arrival of 
each new recruit (surely a more value adding activity than splashing out when eventually leave). 

I-Tech Solution offered a broad range of development, although most of this was provided by frequent 
increases in responsibility rather than through long lists of training courses. Most development was targeted on 
I-Tech Solution’s star performers - people rated ‘A+’ and their future talent pools. This focus on top 
performers was balanced by a robust focus on poor performers who would be given clear objectives with 
regular reviews to put things right. All this was supported by I-Tech Solution’s ‘great managers’ who were trained 
to do the right things in developing weaker performers of helping them to move elsewhere. 

Great Job: Ensuring I-Tech Solution had the best talent was not just about recruitment and development. 
The company also focused on engaging and retaining people or as long as they could. This was about really 
looking after their people, and not just in financial terms, as the company paid less than some competitors in 
the sector. For HR department, it was about ‘allowing people to do what they do best every day’ [6] on the 
basis that ‘when people really enjoy what they do, the ideas begin to flow’. 

HR best practice says that you find people to fit the role, and design roles around people. I-Tech Solution would 
do the opposite- they recruited great people and would then find them roles where they could play to 
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their strengths. This required a thorough, in-depth knowledge of the talent they employed. I-Tech Solution 
discovered that only a low proportion of staff believed they were doing what they were best at every day, 
while in the HR department the figure was even lower. Harvey thought that a very high result was 
probably unrealistic, but wanted to move towards a much higher level. 

I-Tech Solution then tried to match people with the most suitable jobs where their skills could be put to best 
use. This helped the company help its people to meet their full potential and ensured that staff remained 
engaged in the business. For example, having analyzed the profiles from the HR team and implemented some 
simple changes, the proportion of the HR percent response rate, kept high by the company’s proven 
team who believed they were using their key strengths track record in acting on employee’s responses 
improved substantially, along with their morale. 

The strength-finder process was supported by effective performance management with clear objective-setting 
and differentiation of people based on both performance and potential. Promotions could take place at any 
time of year as determined by an employee’s performance rather than their job grade. This supported I-Tech 
Solution’s philosophy of encouraging everyone to play to their strengths and moving for promotion’s sake. 

Ensuring the right fit also involved empowering and educating employees to take control of their working 
lives through inputs on personal development, For example Covey’s seven habits (Covey, 1999) [7]. I-Tech 
Solution’s Personal Excellence programme explained more about the ‘deal’ and made the point that if people 
wanted to spend time with their family or take up golf they needed to be honest with themselves and the company 
about what sort of job they could do in the organization. 

Great Managers and Great Leaders: In I-Tech Solution terms, great managers would create great people. 
They were coaches who were committed to bringing out the best in people by developing their natural 
talents. Great leaders were people who could break through barriers to create the sort of business I-Tech 
Solution needed in the future. What great managers and leaders were not were just great technicians who 
had been promoted into line management roles on the basis of their technical rather than their managerial 
capabilities. 

The company did find it difficult to recruit and develop the quality of managers and leaders that it needed. It 
tried to recruit people who had the potential to develop into these roles and conducted leadership 
interviews to gauge skills and potential. When suitable people were identified, they were provided with 
structured courses, coaching and mentoring to support their development. 

Great Company. I-Tech Solution believed that to engage employees they needed to provide an appropriate 
physical environment and to support people’s intellectual and emotional well-being. At I-Tech Solution office, 
the physical environment included ‘great workspaces’ supported by I-Tech Solution’s latest technology and 
state of the art office accommodation with plenty of facilities, situated in landscaped grounds. Emotional well-
being was supported by a well-being centre, an employee assistance programme, fit for life training, health 
screening, alternative medicines, a motivation and morale budget, and a lifestyle management programme to 
help its senior managers. Intellectual well-being was supported by an open, trusting environment ‘where ideas 
can flourish, supported by training in personal excellence and the use of technology to take people out of routine 
work. 

Output: I-Tech Solution’s annual employee turnover was well below the national industry average and only a 
small part of this was unmanaged. Table 1 presents some of the results from I-Tech Solution’s employee 
survey which had a 90 
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Table.1 Impact on I-Tech Solution’s employee due to Capacity Development by Talent Management 

 

 

Fig.2 Impact on I-Tech Solution’s employee due to Capacity Development by Talent Management 
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VI. Results 

The combined effects of changing demographics and increasing globalisation are causing organisations to 
widen their talent pools. After period of economic downturn, businesses should not impose rigorous 
retrenchment of layoffs or introduce cutbacks for training and development. The War for talent will not stop and 
the effect will hit employers who have been cautious once the downturn is over. Forward thinking employers 
will use the momentum of the downturn to ensure that they understand what makes a talent to stay and it is a 
herculean task to attract talented worker in a blossom in their organisation. They should make specific plans to 
identify and to develop these individuals. 

Business must ensure that they are able to quickly produce, on an annual basis, a comprehensive and validated 
overview of the current and future talents (and gaps) in their organisation. They require a capacity 
development by talent management tool that measures both behaviours and personality and must ensure that 
the tool is fair, which means culturally validated, using multi-rate input and with clear norms/benchmarks (at 
individual and organisational level). As Human capital Management i.e. Talent Management can be ensured 
only because of proper auditing of available talent and work force of an organisation [8]. The organisations 
are paying the price for a lack of focused TM activities during the downturn. 

The issue with many companies is that their organization put many efforts to attract employees to their 
company, but spend very less time to develop and retain the talent. A capacity development by talent 
management must be worked into business strategy and should be implemented as a daily routine throughout 
the company as a whole. It is not only the job of human resource department to acquire and retain the 
talented personnel but also it must be practiced at all levels of the organizations. The business strategy must 
include that the line managers should be responsible to develop the skills of their immediate subordinates. 
Similarly the senior managers should mentor the line managers and the top level managers should retain their 
talented middle level managers by succession plans and fast track promotions. Talented employees should be 
trained to build up their potentials so as it can be channelized to attain organizational goals. 

The whole idea of capacity development by talent management is complemented when the talent is 
retained in an organization. The talent can be retained if it is noticed, recognized and nurtured carefully. 
Once the talented employees are retained then this asset is remarkable for the success of an organization. 

VII. CONCLUSIONS 

This report is an overview of the past, present and future of the Capacity development by Talent 
Management. This report takes a wide view of Talent Management, as the biggest challenges before the HR 
professionals in today’s world is to retain of talent and maintain a motivated and contended workforce. 
Due to cut throat competition in the era of Globalization wherein there is emphasis on customer care and 
paradigm shifts in information technology as well as information technology enabled services necessitated 
the organizations to focus on management of skilled employees, talented workers and knowledge workers. 
Corporate and HR professionals are busy devising new and innovative management practices and ideas 
towards keeping their personnel motivated, satisfied and always available for giving their best efforts towards 
achieving organizational goals and objectives. Keeping the above in view new ideas and practices, have been 
developed and are in practice in organization for example fast track promotions, challenging tasks are assigned 
and they are awarded special remuneration, the key players are given the responsibility of business partner so 
as to retain and motivate the best talents. 

The top management has a very important role in capacity development by talent Management. Their 
communication is essential and their trust to the talents is also very important. The organizations do not hire 
new employees, but the recognized talents are always welcome. The organizations, which empower their 
talents, have a better chance to go through the recession successfully with the new evolving leaders. The 
talents know about their qualities and when they feel a possibility to develop their skills and competencies, they 
will look for the opportunity to show their potential in other organization. This is a task for Human Resources 
to support the role of the Talent Management and to show the connection of the Capacity development by talent 
management. 
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ABSTRACT 

The study explored perceptual differences of job analyses significance within blue-collar employees (BCEs) and white-collar 
employees (WCEs) in a manufacturing firm. Data were obtained based on structured questionnaire. Results indicated significant 
positive relationship of performance appraisal with competencies in case of white collar employees. Conversely, training was 
positively related to competencies with regard to blue collar employees. Other dimensions including selection process, rewards 
and job description have no relationship with motivation and competencies. The findings commend that investigating these 
dimensions in similar or different manufacturing settings might provide firms with the potent to improve motivation and 
competencies significantly.  

Keywords: Job analysis, performance appraisal, training, motivation, competencies.  

 

1. BACKGROUND 

Job analysis is the most useful tools for gathering information and developing content valid and legally defensible selection 
procedures for a wide variety of jobs (Harvey, 1991). A fundamental assumption of traditional job analysis is that the information 
about a job as it presently exists is useful for developing selection procedures because the job will be similar in the future 
(Schneider & Konz, 1989). Unfortunately, current trends in organizations (e.g. downsizing and reorganization) often result in the 
creation of new or re-designed jobs (Howard, 1995). In these situations, the assumption of job stability may often be untenable 
and traditional job analysis techniques may neither be possible nor be appropriate. As a result, there is a need for job analyst to 
develop new methods for identifying the key tasks and the knowledge, skills and abilities (KSAOs) that are required for jobs 
that are changing (Landy et al. 1995). Broadly defined, job analysis involves collecting data about observable job behaviors, and 
delineating the knowledge, skills, abilities, and other characteristics needed to perform the job (Cascio & Aguinis, 2005).  

Strategic job analysis is a systematic process of identifying and describing the important aspects of a job and the characteristics a 
worker needs to do his or her job well (Phillips & Gully, 2009). It ensures that randomness is reduced and learning or behavioral 
change takes place in structured format. Employee selection is the process of putting right person on right job. It is a procedure of 
matching organizational requirements with the skills and qualifications of people.  
 

Resource Management at the School of Business, North South University, Dhaka, Bangladesh.  

Effective selection can be done only when there is effective matching. Competencies are the measurable or observable 
knowledge, skills, abilities, and behaviors critical to successful job performance (Mullen, 2005). Choosing the right 
competencies allow employers to plan how they will organize and develop their workforce, determine which job best fits their 
business needs, recruit and select the best employees, manage and train employees effectively and develop staff to fill future 
job performance.  

_________  

1 A.K.M. Mominul Haque Talukder is a Senior Lecturer of Organizational Behavior and Human  
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The research focuses on factors affecting perceptual differences of job analysis in a manufacturing company of Bangladesh. 
Aspects like performance appraisal, reward, training, job description, selection process, motivation and competency are linked 
with the success of a company and interdependent on each other for initiating and sustaining a company‟ s success. The 
objective of the study is to carry out a quantitative study of how the company is affected by the perceptual variation of two 
cohorts e.g., blue collar employees and white collar employees and subsequently moderate job analysis. The antecedents of 
job analysis would influence motivation while leveraging human capital. As well as the study would contribute to the existing 
literature and put forward new direction to manage human resources.  

2. LITERATURE REVIEW 

Bitter and Gardner (1995) reported the tendency of supervisors to attribute the cause of poor performance to low motivation. 
Motivation represents an employee‟ s desire and commitment to perform and is manifested in job related effort. It is the factor 
that keeps the human active and makes them feel good about their job. Competency is the combination of knowledge, skills and 
behavior used to improve performance; or is the state or quality of being adequately or well qualified, having the ability to 
perform a specific role. Motivation is a driving force behind a successful employee. If there is no motivation employee might 
lose enthusiasm. If manager‟ s assessment is incorrect and poor performance is related to ability rather than motivation, the 
response to increased pressure will worsen the problem. If poor performers feel that management is insensitive to their problems-
that they lack resources, adequate training, or realistic time schedules-they may respond counterproductively to any tactics 
aimed at increasing their efforts. Motivation is important not only to increase productivity but also to elevate competencies of 
employees in the organizations.  

The use of competencies to identify high-performing people, or outstanding employees, has gradually become widespread in 
human resource management (Lawler, 1994; Ulrich, 1997). Those characteristics that set these employees apart provide the basis 
for recruitment, selection, and development strategies that are effective and provide a high return on investment. In rapidly 
changing business environments, organizations are recognizing the value of a workforce that is not only highly skilled and 
technically adept, but more importantly, a workforce that can learn quickly, adapt to change, communicate effectively, and foster 
interpersonal relationships. These characteristics, or competencies, are critical to organizational survival, productivity, and 
continual improvement. Using competencies as the basis for staffing provides the flexibility needed to select and place 
individuals where they can best serve the organization. One of the strengths of competency models is that they are often linked 
to the business goals and strategies of the organization (Rodriguez et al. 2002). As scholars (Howard & Cascio, 1996) have 
indicated, the changing nature of work requires evaluating worker competencies that are different from those evaluated 
in the past. Predictions are that work will become more difficult, more fluid, and more interconnected. As a result, the 
competencies needed by future workers will change. Intellect will be a necessary but not sufficient requirement. Employees 
will need to be smart, to be able to learn and grow, but at the same time be adaptable, responsible, and able to work with others.  

2.1 Performance Appraisal  

Performance appraisal is a process that identifies, evaluates and develops employee performance to meet employee and 
organizational goal. It focuses on employee‟ s performance improvement. It is the process of obtaining, analyzing, and recording 
information about the relative worth of an employee to the organization. Periodic reviews help supervisors gain a better 
understanding of each employee's abilities. The goal of the review process is to recognize achievement, to evaluate job progress, 
and then to design training for the further development of skills and strengths. Performance appraisal typically involves 
measuring how well an individual employee is doing their job against a set of criteria. It also helps to judge who need promotion, 
training and so forth. Dowling et al. (1999) state that international performance management is a strategic HRM process that 
enables the MNCs to evaluate and continuously improve individual, subsidiary unit and corporate performance against clearly 
defined, pre-set objectives that are directly linked to international strategy. Performance appraisal is considered as one of 
several key elements of performance management. Cardy and Dobbins (1994) define performance appraisal as the process 
of identifying, observing, measuring and developing human resources in organizations. An effective performance appraisal system 
encourages individual performance by reinforcing organizational objectives. This is accomplished by establishing personal 
performance objectives that are congruent with overall organizational goals. In turn then, encouraging individual 
performance through performance appraisal promotes overall organizational performance (Katsanis, Laurin, & Pitta, 1996). 
Performance appraisal is an important process for influencing both the extrinsic and intrinsic motivations of employees and their 
attitudes towards companies. Thus it can be proposed that,  

Proposition 1: Perception of effective performance appraisal practice is positively related to motivation and competencies 
within WCEs and BCEs.  
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2.2 Rewards  

Rewards, compensation and benefits are critical organizational tools whose sphere of influence reaches beyond the periphery of the 
individual processes. This reward is a key factor which helps employers motivates employee performances (Stone, 2002). Rewards 
Program is designed to encourage employees to make a performance difference either individually or through teams. Taking 
time to recognize achievements helps staff to understand how their performance contributes to the overall objectives of 
the organization. Reward systems can a number of HR processes and practices, which in turn impact on organizational 
performance (Lewis, 2006). Rewards impact recruitment and retention (Guthrie, 2007). High wages attract more applicants, 
which allows greater choice over selection and hiring decisions, which in turn may reduce labor turnover (Lawler, 2000). The way in 
which employees are rewarded has a major influence on corporate culture. For example, reward systems that provide benefits 
for long-serving staff are likely to shape the existing culture into one in which loyalty is seen as central to the corporate 
ideology. Employees see reward systems as signaling the importance the employer places on various activities or behaviors. 
Therefore, reward systems have a motivational impact and must be integrated with the corporate behavior being sought. So, it 
can be proposed that,  

Proposition 2: Rewards are positively related to motivation and competencies within WCEs and BCEs.  

2.3 Training  

Training and employee development are vital contributors to organizational success and will continue to be so in the foreseeable 
future. Changes in economic forces and globalization point to the importance of human resources and skilled “knowledge 
workers” as key sources of sustainable competitive advantage (Drucker, 1999). Every indication is that the need for training will 
continue given increasing demands on organizations to boost productivity, keep pace with technological advances, meet 
competitive pressures, use team-based decision making and problem solving, reengineer processes, and satisfy employee 
development and retention requirements. With this emphasis on learning and skill development, employers hope 
expenditures will yield a favorable return on their investment. Studies suggest that many training and development activities are 
implemented on blind faith in the hope that they will produce results (Arthur et al., 2003; Robinson & Robinson, 1989). One study 
found that employers who were in the top quartile of their peers relative to the average training expenditure per employee 
experienced 24 percent higher-gross profit margins, 218 percent higher income generation per employee, and a 26 percent 
higher price-to-book value of company stock price relative to those employers in the bottom quartile (Wells, 2001). Thus, it can be 
proposed that,  

Proposition 3: Training is positively related to motivation and competencies within WCEs and BCEs.  

2.4 Job Description  

Job descriptions are lists of the general tasks, or functions, and responsibilities of a position (McNamara, 2000). Typically, they 
include to whom the position reports, specifications such as the qualifications needed by the person in the job, salary range 
for the position, etc. Job descriptions are usually developed by conducting a job analysis, which includes examining the tasks 
and sequences of tasks necessary to perform the job. The analysis looks at the areas of knowledge and skills needed by the 
job. Typically, job descriptions are used especially for advertising to fill an open position, determining compensation and as a 
basis for performance reviews. Not everyone believes that job descriptions are highly useful. A job description is usually 
developed by conducting a job analysis, which includes examining the tasks and sequences of tasks necessary to perform 
the job. The analysis considers the areas of knowledge and skills needed for the job. Job descriptions help employees understand 
the tasks for which they are accountable so they can prioritize their work based on which duties are more critical than others. 
Moreover, a manager can compare an employee's performance with the job description's standards and suggest specific tasks 
the employee can perform better. Employers decide how much to pay employees by determining the monetary worth of 
their professional abilities and responsibilities. Job descriptions allow employees to reflect on their own work and ensure they 
are meeting a company's standards prior to undergoing a performance review with a manager. Job descriptions give managers 
the standards they should look for when hiring new employees. Employers typically include full job descriptions in job 
postings to attract qualified candidates. Companies use job descriptions to help plan which positions they can trim through a 
layoff or how to change the structure of a business, which affects employees' job duties. Therefore, it can be proposed 
that,  

Proposition 4: An appropriate job description is positively related to motivation andcompetencies within WCEs and 
BCEs. 
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2.5 Selection Process  

Employee selection is the process of putting right person on right job. It is a procedure of matching organizational 
requirements with the skills and qualifications of people. Effective selection can be done only when there is effective matching. 
By selecting best candidate for the required job, the organization will get quality performance of employees. Moreover, 
organization will experience less of absenteeism and employee turnover problems. By selecting right candidate for the 
required job, organization will also save time and money. Proper screening of candidates takes place during selection procedure. 
Selection process helps an organization to effectively select the right people for the organization. It is very important for the 
recruitment process to be unbiased, free of discrimination and to maintain equity. A good selection process reduces the cost of 
re-recruitment. So, it‟ s a vital part of an organization. Successful organizations of the future will attract, engage, develop, 
and retain the best and brightest employees. Success will belong to those organizations who define return on investment not 
only in terms of profit and loss but also as the development and aggregation of human and intellectual capital (Rich, 2000). Therefore, it 
can be proposed that,  

Proposition 5: Right and timely selection process is positively related to motivation and competencies within 
WCEs and BCEs. 

3. CONCEPTUAL MODEL 

Most research studies have an explicit or implicit theory, which describes, explains, predicts or controls the phenomenon under 
study. Theories are linked to conceptual models and frameworks; whereas a conceptual model is more abstract than a theory 
and a theory may be derived from a model, the framework is derived deductively from the theory (Burns & Groves, 2001). A 
model is developed (Figure 1) which is derived from the review of the literature by integrating theory and research relating to 
different components of strategic job analysis and competency. It includes performance appraisal, rewards, training, job 
description, and selection process as independent variables and their relationship with motivation and competencies of the 
employee as dependent variables.  

 

Figure 1: Conceptual Framework 

4. METHODS 

Sample size was 100 including white-collar employees‟  body of segment head in the factory (top level), officers (mid level) and the 
technicians (frontline) from the white-collar employees (WCEs) and blue-collar employees (BCEs) altogether. Participants were 
the current employees of RAHIMAFROOZ, a leading battery manufacturer in Bangladesh. Of them, 50 were from WCEs and 50 
were from BCEs. As this is a production firm so as most of the employees were male. Employees‟  age ranges from 34 years to 50 
years. The average tenure of their job was 5 years and the lowest was 1 year. Questionnaire was divided into seven sections and 
designed to be scale rated. The items of each section were in the form of statements that were direct, simple and concise. The 
participants had to tick in the boxes provided beside each item according to the extent of their agreement (scale provided at the 
beginning of the questionnaire). Scale rating provided was: 1=„Strongly Disagree‟ , 2=„Disagree‟  3=„Neutral‟ , 4=„Agree‟ , 
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5=„Strongly Agree‟ . The dependent variables are motivation and competencies and independent are performance appraisal, 
rewards, training, job description, and selection process. Data obtained is analyzed with SPSS for Windows 11.5. To measure 
the reliability of the survey tool, Cronbach‟ s alpha value was calculated. In order to test the hypotheses the analyses of 
Pearson Correlation and linear regression were used.  

Factor Analysis  

After obtaining data, reliability test (Table 1a, 1b) was conducted. This helped to know the degree to which the items in 
each section were consistent with each other. This is vital as reliability is a prerequisite for validity which is a measure for the 
degree of relation between the items assessed and actual results. By considering an alpha value of 0.8 and above, inconsistent 
items in the questionnaire were eliminated and the reliability test was rerun via factor analysis. The reason for such high 
alpha value for the other variables may have been due to the consistency in the results for each item which ranged from 
neutral (3) to agree (4) in most cases. Factor Analysis using data reduction was carried out to eliminate the inconsistent items with 
low coefficient values and to have alpha value greater than 0.8.  

5. FINDINGS 

5.1 Descriptive Statistics  

The mean value of each variable (Table 1a, 1b) shows that results varied mostly from „Neutral‟  to „Agree‟ . Either for WCEs and 
BCEs, performance appraisal has the highest mean of 4.6 with the least standard deviation, and competencies as 4.1 with the highest 
standard deviation of 0.82. This shows that WCEs and BCEs are keener on their achievements being recognized and are highly 
motivated and driven to work harder. This also gives both cohorts a feeling of belongingness and pushes them to strive 
harder in their job.  

Table 1a. Mean, standard deviations, correlations and reliabilities of WCEs  

 

Proposition 1 (Table 1a, 1b) states that perception of effective performance appraisal practice is  
positively related to motivation and competencies within WCEs and BCEs. As displays across  
table 1a & 1b that performance appraisal is significantly positively related with competencies  
(r=.43**) alone but not with motivation with regard to WCEs and it has no relationship either  
competencies or motivation with regard to BCEs. Proposition 1 is partially accepted. Proposition  

2 states that rewards are positively related to motivation and competencies within WCEs and BCEs. Rewards have no relationship 
either with motivation or competencies with regard to both cohorts. Thus the proposition is rejected.  
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Table 1b. Mean, standard deviations, correlations and reliabilities of BCEs  

Proposition 3 states that training is positively related to motivation and competencies within WCEs and BCEs. Job descriptions 
have no relationship either with motivation or competencies with regard to both cohorts. Thus the proposition is rejected. 
Proposition 4 states that an appropriate job description is positively related to motivation and competencies within WCEs and 
BCEs. Training has no relationship either with motivation or competencies with regard to WCEs but it is significantly related 
with competencies with regard to BCEs. Thus the proposition is partially accepted. Proposition 5 states that right and timely 
selection process is positively related to motivation and competencies within WCEs and BCEs. Selection process has no 
relationship either with motivation or competencies with regard to both cohorts. Thus the proposition is rejected.  

5.2 Regression Analysis  

Proposition 1 (Table 2a, 2b) predicts that performance appraisal is positively related to motivation and competencies with 
regard to WCEs and BCEs employees. Regression results for WCEs partially accepted for motivation and fully accepted for 
competencies where, β1=.07, β2=.43 the changes in the variables are affected. For BCEs, the alternate proposition is partially 
accepted for motivation as well as competencies where, β3=.05, β4=.05, the changes in the variables are affected.  

Table 2a. Regression results of job analysis affecting motivation and competencies of WCEs 

 

Proposition 2 predicts that rewards are positively related to motivation and competencies with regard to WCEs and BCEs. 
Regression results for WCEs, the alternate proposition is fully accepted for motivation but rejected for competencies where, 
β1=.16, β2=─.03, the changes in the variables are affected. For BCEs, the alternate proposition is partially accepted for motivation 
and fully accepted for competencies where, β3=.09, β4=.12, the changes in the variables are affected.  
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Table 2b. Regression results of job analysis affecting motivation and competencies of BCEs  

Proposition 3 (Table 2a, 2b) predicts that training is positively related to motivation and competencies for WCEs and BCEs. 
Regression results for WCEs, the alternate proposition is partially accepted for motivation but rejected for competencies 
where, β1=.03, β2=─.03, the changes in the variables are affected. For BCEs, the alternate proposition is accepted for 
motivation but rejected for competencies where, β3=.12, β4=─.16, the changes in the variables are affected. Proposition 4 
predicts that job description is positively related to motivation and competencies with regard to WCEs and BCEs. Regression 
results for WCEs, the alternate proposition is partially accepted for motivation and fully competencies an. There is positive 
relationship between motivation, competencies and job description where, β1=.01, β2=.49 the changes in the variables are 
affected. For BCEs, the alternate proposition is not accepted for motivation but fully accepted for competencies where, 
β3=─.04, β4=.28, the changes in the variables are not affected. Proposition 5 predicts that selection process is positively related 
to motivation and competencies for WCEs and BCEs. Regression results for WCEs, the alternate proposition is partially accepted 
for motivation but fully accepted for competencies so it proves first proposition. There is positive relationship between motivation 
and selection process where, β1 =.04, β2=.24. For BCEs, the alternate proposition is not accepted for motivation and 
competencies where, β1=─.09, β2=─.18, the changes in the variables are not affected.  

6. DISCUSSIONS 

The study found significant correlations of performance appraisal and training with competencies with regard to white-collar and 
blue-collar employees respectively. It means an increased level competency is positively related with performance management. 
Besides, training is also related proportionately with competencies of employees in the studied firm. This was congruent with 
research outcome reported by Glazerman (2010). In fact, objective performance management can heighten competencies 
that might work as a source of self-motivation. Job description is an organization's process of defining strategy, or direction, 
and making decisions on allocating its resources to pursue the strategy including its capital and employees from the job and 
the job responsibilities. The positive results in regard to the job description from both cohorts (β2=.49*; β4=.28*) provide 
notion to reshuffle existing job while undermining less important task. The study discloses (β2=.24*) that selection process is 
important to inculcate competencies for white collar employees. It is vital for firm to attract large talent pool at the outset of 
recruitment process. Rewards and promotion are inevitable to enhance employee‟ s performance (β1=.16*; β4=.12*) and if 
employees perform well then that would be deemed as a source of competitive advantage for the firm in the long-run. The 
result indicates that training affects competencies with regard to blue-collar employees which lead towards the initiative taken by 
firm to create avenues for more training and development. Though motivation is an important criterion and recognized well by 
the employees of the firm. White collar employees could be more flexible to let the blue collar employees understand about 
the positive effect of the motivation. The study reports that the variables are interdependent and both cohorts acknowledge the 
positive perception of job analysis to capitalize knowledge, skills and abilities to sustain business in the studied firm. By and 
large, the study found significant perceptual differences in terms of performance appraisal and training with regards to white-
collar and blue-collar employees. Other variables like rewards, selection process and job description have no relationship with 
motivation and competencies.  

7. CONCLUSIONS 

It is concluded that the most influence on motivation and competencies are caused by performance appraisal, and training since 
both white collar and blue collar employees accorded it substantially. On the other hand, rewards, selection process and job 
description have less effect on competencies and motivation. Therefore, perception of job analysis irrespective of position is very 
crucial to pursue everyday’s task and to carry out most important job frequently rather than casual tasks. It is recognized when 
objective performance appraisal is being practiced, rewards and training are involved rather than job description and 
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motivation. White collar employees especially top management could equally render due attention to illustrate job description 
and refocus selection process because workers may not perceive the importance of job outright but in future it would contribute 
better performance. The study skims off more rooms to spare for research. It identifies perceptual differences and relationship 
of performance appraisal, reward, training, job description, and selection process with employee’s motivation and competencies. 
More research may examine strategic integration of all these determinants to human resource management. Besides, other 
internal as well as external factors might trigger perception of job analysis with motivation and competencies of the employees 
which was beyond the present study. Though the study was confined to a single firm in manufacturing industry and the sample 
size was small (N=100), to have comprehensive idea sample size could have been bigger. Future research may consider not only 
using multiple stakeholders to increase data reliability but also to undertake more firms both in manufacturing and service industry 
alike.  
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