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Abstract
The present study focuses on examining ethnocentric tendencies of Indian
consumers towards imported food products. The study has been conducted in the city
of Chandigarh. A sample of 250 respondents was selected by using convenience sampling.
However, only 210 questionnaires were found legible and rest was rejected. For the
purpose of generating a sample, the population consisted of all the consumers who have
consumed imported food products offered by retail outlets. The 17-items CETSCALE
developed by Shimp and Sharma (1987) was administered to the respondents by the
researcher. It has been found that the 17-item CETSCALE as a measure to examine
ethnocentric tendencies of Indian consumers of imported foods is internally consistent
and multi-dimensional. The CETSCALE ratings are found to be relatively higher in case
of females as compared to males, indicating females have more ethnocentric tendencies
in comparison to males. It is also found that as age increases, ethnocentric tendencies
increase. Respondents in the age group of 60 years or more are found to have highest
level of ethnocentricity, whereas those in the age group 20-30 years are found to have
lowest level of ethnocentricity. Hence, young consumers especially in their early 20s and
30s are the most potential segment for targeting imported food products as they are more
likely to have favourable evaluation of imported food products as compared to consumers
in the higher age groups. In general, Indian consumers are not very highly ethnocentric
with regard to the purchase of imported food products. It is concluded that the foreign
producers of imported foods need not fear foreign-origin of imported foods to negatively
influence their demand in India.
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Globalisation is the latest buzzword in India today and has a profound
effect on behaviour of Indian consumers. Consumers are being exposed to new
products and services due to which several barriers are coming down and the
whole world is becoming one market. Acceptance towards foreign products has
increased and willingness to try and experiment with products from other country
of origin has increased dramatically. Country-of-origin of product is perceived as
an important determinant of product quality apart from other extrinsic cues such
as brand name and store name. Consumers may hold negative attitude about
products with foreign origin and may not find it morally appropriate to purchase
such products due to their patriotic feelings. Ethnocentrism is the term used to
represent the beliefs held by consumers of any country about the "appropriateness,
indeed morality, of purchasing foreign made products" (Shimp and Sharma,1987).
Highly ethnocentric consumers believe that it is inappropriate to purchase foreignmade products because of the impact on domestic economy, loss of jobs and
unpatriotism. They tend to evaluate products not on the basis of country where
they originated but on their merits. However, non-ethnocentric consumers are
influenced by the extrinsic characteristics of the product without giving any
consideration to the country-of-origin of the product.
The present study aims at examining ethnocentric tendencies of Indian
consumers towards imported food products. Food has been defined as any material,
usually of plant or animal origin, which contains or consists of essential body
nutrients, such as carbohydrates, fats, proteins, vitamins, or minerals, and is
ingested and assimilated by an organism to produce energy, stimulate growth,
and maintain life (http://www.thefreedictionary.com/food). In economics, an import
is any good or service brought into one country from another country in a
Table 1
Imported Food Categories
S.

S . Imported Food

S.

No. Categories

Imported Food

No. Categories

No. Categories

1.

8.

Swiss chocolates

15. Confectionary

French cheese

Pasta products

Imported Food

2.

Sauces and dressings

9.

3

Honey

10 Champagne

17. Snacks

16. Noodles

4

Yogurt

11. Wine

18. Beverages and Alcohol

5

Cheese

12. Sweet corn

19. Frozen food

6.

Olive oil

13. Meat and Fish products 20. Dried food

7.

Canned food

14. Fresh fruits

21. Egg products
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legitimate fashion, typically for use in trade. Imported goods or services are
provided to domestic consumers by foreign producers (http://en.wikipedia.org/
wiki/Import). Hence, imported food may be taken as any material, usually of plant
or animal origin, that contains or consists of essential body nutrients, such as
carbohydrates, fats, proteins, vitamins, or minerals, and is ingested and assimilated
by an organism to produce energy, stimulate growth, and maintain life and is
brought into one country from another country in a legitimate fashion typically
for use in trade. On the basis of available literature (Hori, Shepard and Mutou,
2003), and a survey of the outlets stocking imported food items by the researcher,
it has been found that the broad categories of imported foods available in India
include :
The changing demographic pattern and lifestyles, increasing disposable
income, surging number of nuclear families and working women are contributing
to increasing tendency of Indian consumers to experiment with new forms of
foods. The increase in acceptability for imported food products amongst Indian
consumers is forcing the retail outlets to flood their stores with imported food
products. However, the fact that Indian consumers have been recently exposed to
imported food products has to be recognised and an effort has to be made to
examine their behaviour and consumption pattern. Effective marketing of imported
food products may be achieved only after thoroughly understanding the factors
influencing choice for imported foods. In this regard, study of consumer behaviour,
and perceptions, attitudes and ethnocentric behaviour of consumers towards
imported food products is very critical for a marketer of imported food products.
The present study focuses on ethnocentrism. Ethnocentric behaviour of consumers
is one of the key factors in determining if consumers would be receptive towards
these foreign-made food products. Country-of-origin of imported food products
may be an important indicator of quality of these food products to the consumers.
The available marketing knowledge in this regard is very insufficient. In order to
distinguish between consumers who are receptive to foreign-made products and
those that are not, Shimp and Sharma (1987) have developed consumer ethnocentric
scale of 17-items called CETSCALE. The CETSCALE has been used in number of
countries to measure ethnocentric tendencies of consumers towards purchasing
domestic versus foreign-made products. The present study also employs
CETSCALE to examine ethnocentrism for imported foods in India. It is believed
that the study will enable marketers of imported food products to understand how
appropriate Indian consumers consider the consumption of imported foods. Imported
food marketers would be able to have an idea about the acceptability of imported
foods among Indian consumers. The specific objectives of the study are :
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(1) To examine the internal consistency of CETSCALE w.r.t. imported foods
in Indian context
(2) To ascertain dimensionality of CETSCALE w.r.t. imported foods in Indian
context
(3) To study ethnocentric tendencies of Indian consumers in respect of
imported foods
REVIEW OF LITERATURE
Shimp and Sharma (1987) have formally coined the consumer ethnocentrism
concept which is adapted from the general ethnocentrism concept introduced more
than 80 years ago by Sumner (1906). It has been shown by various researchers
that ethnocentrism is one of the main factors which influence consumers' perceptions
of foreign products. Consumers from different cultures are different despite massive
globalisation (Sun and Kwon, 2002). Region and religiosity impact the degree of
ethnocentrism (Kaynak and Kara, 2002). Gurhan-canli and Maheswaran (2000)
have found that Japanese consumers are not concerned with superiority of the
product and evaluate domestic products more favourably. It has been shown by
Nijssen et al., (1999) that strongly ethnocentric Dutch consumers are more likely
to evaluate positively than those with less ethnocentric attitudes. However, Nijssen
and Douglas (2004) have revealed that Dutch consumers evaluate foreign products
less favourably despite unavailability of domestic brands in a particular product
segment. Further, a study by Elliott et al., (2003) in Australia reveals that consumer
ethnocentrism is not a significant enough to influence the choice of foreign
products. Thelen et al. (2006) have also found that in case of Russian consumers,
product characteristics may influence product preference (domestic versus imported)
more than consumer ethnocentrism levels. It has been shown by Zbib et al., (2010)
that in case of Lebanese consumers the evaluation of specific attributes of snack
foods does not vary by country-of-origin and there are no differences in overall
quality perceptions by country-of-origin. Saudi consumers correspondingly seem
to have the most positive attitudinal response to the products and marketing
activities of the USA and Japan as compared to that of Germany, Italy, the UK and
France (Bhuian, 1997). Kaynak et al., (2000) have indicated that Bangladeshi
consumers overwhelmingly prefer western made products, though there are
differences in their perceptions across product classes as well as degree of
suitability of sourcing countries.
A 17-item CETSCALE has been designed by Shimp and Sharma (1987)
to measure the concept of ethnocentrism. This scale has since been widely used
by various researchers in various regions of the world. Majority of the research
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studies (Netemeyer et al., 1991; Martinez et al., 1998; Pereira et al., 2002; Sinkovics,
2002; Bawa, 2004; Saffu and Walker, 2005) in various countries conducted in the
past indicate reliability of scale in case of CETSCALE. Dimensionality of
CETSCALE has been evaluated by many research studies. Martinez et al., (1998),
and Bandopadhyay and Saevarsdottir (2001) have found it to be unidimensional
in Spain and Malaysia respectively. However, CETSCALE has not been found
unidimensional by Mavondo and Tan (1999) in Malaysia, Douglas and Nijssen
(2002) in Netherlands, and Bawa (2004) in India. Some studies have shown the
influence of various demographic characteristics on consumer ethnocentric
tendencies. Generally, studies have shown that ethnocentric tendencies vary
w.r.t. demographic characteristics such as age, gender, education, affluence level,
etc. Imbert et al., (2003) have concluded that age and gender are not strong
predictors of consumer ethnocentrism. Bandyopadhyay and Muhammad (1999)
have found that there is no significant correlation between ethnocentrism and
age. However, younger consumers have been found to be more open and positive
towards foreign products by some researchers (Schooler, 1971; Tongberg, 1972;
Wall, Heslop, & Hofstra, 1988; Wang, 1978). Nguyen et al., (2008) have indicated
that in Vietnam impacts of consumer ethnocentrism on imported product judgment
and on intention to purchase local products are not different in terms of product
categories, gender, income, and education levels. However, differences exist
between younger and older consumers. Firbasova (2002) has concluded that
ethnocentric persons and older persons are more likely to have favourable
evaluation of Czech-made yoghurt than non-ethnocentric and younger persons.
Further, Nielsen and Spence (1997) have indicated that CETSCALE ratings are
generally higher in case of older female consumers as compared to younger male
consumers. Women have been found to exhibit greater ethnocentric tendencies
than men (Good and Huddleston, 1995; Nielsen and Spence, 1997; Sharma,
Shimp, & Shin, 1995). Philp and Brown (2003) have revealed that individuals with
high consumer ethnocentrism levels who favour domestic products are women
who come from lower socio-economic groups, are less educated and have limited
cultural exposure. Some other studies have found no relationship between sex
and degree of ethnocentrism of consumers (Anderson and Cunningham, 1972;
McLain and Sternquist, 1991). Bawa (2004) in her study focusing on India, has
concluded that socio-demographic variables fail to adequately explain the
phenomenon of consumer ethnocentrism.
RESEARCH METHODOLOGY
The study is both exploratory and descriptive in nature, and has been
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conducted in the city of Chandigarh. It is one of the most prominent cities of
northern India. Chandigarh although a union territory, is also the state capital of
Punjab. It is a modern urban city and is home to people from diverse crosssections of the society. For the purpose of generating a sample, the population
consisted of all the consumers who have consumed imported food products
offered by retail outlets. An attempt has been made to give representation to every
section of the society in the selected sample. A sample of 250 respondents was
selected by using convenience sampling. However, only 210 questionnaires were
found legible and rest was rejected. The 17-items CETSCALE on a 7-point scale
developed by Shimp and Sharma (1987) was administered to the respondents by
the researcher. Items comprising CETSCALE has been shown in Table 2. The data
was collected by personally visiting those retail outlets that stock imported foods.
The customers who had purchased imported foods and were willing to participate
in the survey were approached for getting the responses. Secondary data was
collected from sources like websites, newspapers, magazines, journals, etc.
Appropriate statistical tools like factor analysis with principal component analysis,
mean scores, Cronbach's alpha, t-test and ANOVA have been used for the purpose
of data analysis.
RESEARCH HYPOTHESES
The hypotheses considered for the study have been developed based on
literature review and are detailed below :
Majority of the research studies conducted in the past indicate reliability
of scale in case of CETSCALE. Hence, following research hypothesis is posited
in context of consumption of imported foods by Indian consumers
H1

:

The CETSCALE is internally consistent w.r.t. imported foods in Indian
context.

Table 2
Items comprising CETSCALE
Item

Statements

No.
1.

Indian people should always buy Indian- made foods instead of imported.

2.

Only those foods that are unavailable in the India should be imported

3.

Buy Indian-made foods. Keep India working.

4.

Indian foods, first, last, and foremost.

5.

Purchasing foreign-made foods is un-Indian.
Contd. Page 163
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Contd. Table 2
6.

It is not right to purchase foreign foods, because it puts Indians out of jobs.

7.

A real Indian should always buy Indian- made foods.

8.

We should purchase foods manufactured in India instead of letting other
countries get rich off us.

9.

It is always best to purchase Indian foods.

10.

There should be very little trading or purchasing of foods from other countries
unless out of necessity.

11.

Indians should not buy foreign foods, because this hurts Indian business and
causes unemployment.

12.

Curbs should be put on all imports.

13.

It may cost me in the long-run but I prefer to support Indian foods.

14.

Foreigners should not be allowed to put their foods on our markets.

15.

Foreign foods should be taxed heavily to reduce their entry into the India

16.

We should buy from foreign countries only those foods that we cannot obtain
within our own country.

17.

Indian consumers who purchase products made in other countries are responsible
for putting their fellow Indians out of work.
Response Format is 7-point Likert -type scale (1=Strongly Disagree, 7=
Strongly Agree)

Dimensionality of CETSCALE has been evaluated by many research studies
and 17-item scale has been found multidimensional by majority of them in certain
countries. However, few research studies have found the scale to unidimensional.
The present study hypothesises as follows as far as dimensionality of CETSCALE
in context of imported foods in India is concerned:
H2

:

The CETSCALE is unidimensional w.r.t. imported foods in Indian context.

Generally, studies have shown that ethnocentric tendencies vary w.r.t.
demographics. The present study focuses on age and gender among demographic
characteristics and hypothesises them to affect CETSCALE ratings among Indian
consumers in respect of imported foods as follows:
H3

:

There is no gender-wise significant difference in respect of ethnocentric
tendencies in case of imported food consumers in India.

H4

:

There is no age-wise significant difference in respect of ethnocentric
tendencies in case of imported food consumers in India.
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RESULTS AND DISCUSSION
This section covers results and findings and attempts to discuss them.
SAMPLE DESCRIPTION
Demographic profile of respondents is given in Table 3. The table reveals
that majority of the respondents (57.15%) are males. Only 42.85 per cent are
females. Further, most of the respondents (26.67%) are in the age group 40-50
years, followed by age groups of 50-60 years (23.81%), 30-40 years (19.05%), 20Table 3
Demographic Profile of Respondents
N = 210
Profile

Categories

Characteristics
Sex

Number of Respondents
(Percentages)
120

(57.15)

Female

90

(42.85)

Age

20-30

33

(15.71)

(in years)

30-40

40

(19.05)

40-50

56

(26.67)

50-60

50

(23.81)

60 or more

31

(14.76)

Service

71

(33.81)

Business

49

(23.34)

Occupation

Male

Professional

33

(15.71)

Others

57

(27.14)

Monthly Income

Less than 20,000

38

(18.10)

(in Rs.)

20,000- 30,000

43

(20.48)

30,000- 40,000

46

(21.90)

Education

Marital Status

40,000 or more

33

(15.71)

Did not respond

50

(23.81)

Matriculation

11

(5.24)

Under graduation

17

(8.10)

Graduation

87

(41.43)

Post graduation

53

(25.23)

Professional Qualification

42

(20.00)

161

(76.66)

49

(23.34)

Married
Unmarried
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30 years (15.71%) and 60 years or more (14.76%), in that order.
Occupation-wise distribution of the respondents shows that most of the
respondents (33.81%) are in service, followed by business (23.34%). Only 15.71 per
cent of the respondents are professionals, whereas 27.14 per cent of the respondents
belong to 'others' category of occupation, which includes those who are
housewives, students and those who are retired from service. As regards income
level of respondents, 23.81 per cent of the respondents have not revealed their
income level. Most of the respondents (21.90%) belong to the monthly income
group of Rs. 30,000-40,000, followed by monthly income groups of Rs. 20,00030,000 (20.48%), less than Rs. 20,000 (18.10%) and Rs. 40,000 or more (15.71%), in
that order. As far as education level is concerned, most of the respondents
(41.43%) are graduates, followed by postgraduates (25.23%). Further, 20 per cent
of the respondents have got professional qualification. Only 8.10 per cent and 5.24
per cent are undergraduates and matriculates respectively. The table also indicates
that majority of the respondents are married (76.66%). Only 23.34 per cent are
unmarried.
INTERNAL CONSISTENCY OF CETSCALE
The hypothesis H1 relates to internal consistency of the CETSCALE. In
order to examine reliability, Cronbach's alpha has been found. The value of
Cronbach's alpha has been found to be 0.883. Nunnaly (1978) has indicated 0.7 to
be an acceptable reliability coefficient. Thus, CETSCALE is reliable; hence, rejecting
the null hypothesis H1. It may be concluded that the CETSCALE is internally
consistent w.r.t. imported foods in Indian context.
DIMENSIONALITY OF CETSCALE
The hypothesis H2 relates to unidimensionality of CETSCALE in respect
of imported food products in Indian context. For the purpose, factor analysis was
conducted. KMO measure has been found as 0.812 (>0.5), which indicates that
sampling adequacy is sufficient. Bartlett's test of sphericity measures presence of
correlation among variables. The test hypothesises that there is no significant
correlation among variables. However, at 5 per cent level of significance the value
for test of sphericity is found to be significant showing that test hypothesis is to
be rejected. Hence, sufficient correlation exists among variables to proceed with
factor analysis to examine unidimensionality of CETSCALE. Tables 4 and 5 reveal
results of factor analysis using principal component analysis. Varimax rotation has
been employed to enhance interpretability of factors. If CETSCALE was
unidimensional, all the 17 variable items should load on one factor. However,
principal component analysis has revealed four factors with 68.112 per cent
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contribution to item variance are extracted. Rotated factor loadings as per Table
6 indicates that items 6, 7, 8 and 11 in the CETSCALE load on factor1. Items 1,
4, 5 and 12 load factor 2. Factor 3 is loaded by items 2 and 10 in the CETSCALE
and items 4 and 9 load factor 4. Hence, hypothesis H2 is rejected. It may be
inferred that CETSCALE is multidimensional in respect of imported food products
in Indian context.
Table 4
Principal Component Analysis

Component

Initial Eigenvalues
Total

Extraction Sums of

Rotation Sums of

Squared Loadings

Squared Loadings

% of
Cumu- Total % of
Cumu- Total % of
CumuVariance lative %
Variance lative %
Variance lative %

1

3.567

20.982 20.982

3.567

20.982 20.982

3.278

19.282 19.282

2

2.456

14.447 35.429

2.456

14.447 41.965

2.679

15.759 38.565

3

1.989

11.700 47.129

1.989

11.700 56.412

2.344

13.788 54.324

4

1.567

9.218

56.347

1.567

9.218

1.667

9.806

5

0.891

5.241

61.588

6

0.872

5.129

66.718

7

0.811

4.771

71.488

8

0.778

4.576

76.065

9

0.634

3.729

79.794

10

0.619

3.641

83.435

11

0.601

3.535

86.971

12

0.565

3.324

90.294

13

0.531

3.124

93.418

14

0.405

2.382

95.800

15

0.337

1.982

97.782

16

0.209

1.229

99.012

17

0.168

0.988 100.000

68.112

Extraction Method : Principal Component Analysis

68.112
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Table 5
Rotated Component Matrix
1
V1

2

3

0.641

V2

0.798

V3

0.609

V4

0.615

V5

0.765

V6

0.689

V7

0.598

V8

0.739

V9

0.753

V10
V11

0.867
0.631

V12

0.599

V13

0.559

V14
V15

0.571
0.591

V16
V17

4

0.591
0.759

Extraction Method : Principal Component Analysis
Rotation Method : Varimax with Kaiser Normalization
Rotation converged in 10 iterations

ETHNOCENTRIC TENDENCIES OF INDIAN CONSUMERS IN RESPECT OF
IMPORTED FOODS
This section covers gender-wise and age-wise analysis of responses in
respect to various items of CETSCALE.
GENDER-WISE DIFFERENCES IN RESPECT OF ETHNOCENTRIC TENDENCIES
Hypothesis H3 concerns gender-wise difference in respect of ethnocentric
tendencies in case of imported food consumers in India. Table 6 indicates the
responses of males and females in respect of various items of CETSCALE. In order
to examine gender-wise difference in respect of responses for the various items
comprising CETSCALE, t-test has been applied.
The average mean score across all 17 items as revealed in Table 6 is 4.10
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which shows that the respondents are not very highly ethnocentric with regards
to the purchase of imported food products. The highest rating (5.82) has been
found for item 2, "only those foods that are unavailable in the India should be
imported", while the lowest (2.62) has been found for item 14, "foreigners should
not be allowed to put their foods on our markets". Further, the mean scores reveal
that females (4.23) are generally more in agreement to the items comprising
CETSCALE as compared to males (4.01), and hence have relatively more
ethnocentric tendencies than males. However, t-test values reveal that there is no
significant difference between males and females at 5 per cent level as regards their
responses towards various items of CETSCALE. Hence, hypothesis H3 is accepted,
It may be stated that no gender-wise difference exists in respect of ethnocentric
tendencies in case of imported food consumers in India
Table 6
Gender-wise Ethnocentric Tendencies
Item No.

Overall

Males

Females

Sample

t-test
values

1

3.79

3.65

3.98

0.476

2

5.82

5.74

5.92

0.892

3

5.68

5.62

5.77

1.314

4

3.91

3.76

4.11

0.679

5

2.86

2.89

2.83

0.976

6

3.22

3.12

3.35

0.369

7

3.35

3.36

3.33

0.098

8

4.79

4.65

4.98

0.514

9

4.62

4.67

4.55

0.987

10

4.36

4.12

4.67

0.117

11

3.59

3.45

3.78

0.762

12

2.80

2.78

2.82

0.113

13

5.10

4.98

5.26

0.689

14

2.62

2.43

2.87

0.278

15

3.99

3.87

4.14

0.554

16

5.69

5.63

5.78

0.329

17

3.57

3.43

3.76

0.719

Average mean Score

4.10

4.01

4.23

No significant difference exist at 5% level
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AGE-WISE DIFFERENCES IN RESPECT OF ETHNOCENTRIC TENDENCIES
Hypothesis H4 concerns age-wise difference in respect of ethnocentric
tendencies in case of imported food consumers in India. Table 7 indicates the agewise responses in respect of various items of CETSCALE. In order to examine agewise difference in respect of responses for the various items comprising CETSCALE,
one-way ANOVA has been used.
Table 7
Age-wise Ethnocentric Tendencies
Overall

20-30

30-40

40-50

50-60

sample

60 or

F-test

more

values

1

3.79

2.93

3.71

3.98

3.87

4.32

2.987*

2

5.82

5.64

5.74

5.85

5.92

5.93

0.781

3

5.68

4.85

5.28

5.78

6.08

6.23

5.783*

4

3.91

3.49

3.92

3.93

3.99

4.21

1.995*

5

2.86

2.69

2.76

2.91

3.01

2.87

0.438

6

3.22

2.66

2.88

3.30

3.35

3.92

3.147*

7

3.35

2.56

3.13

3.45

3.52

4.05

3.982*

8

4.79

4.76

4.78

4.82

4.76

4.81

0.659

9

4.62

3.91

4.36

4.76

4.91

4.98

2.119*

10

4.36

4.12

4.24

4.48

4.47

4.38

0.867

11

3.59

3.02

3.42

3.69

3.78

3.91

1.458*

12

2.80

2.57

2.72

2.85

2.87

2.94

0.583

13

5.10

4.62

5.14

5.02

5.28

5.39

1.162*

14

2.62

2.36

2.49

2.67

2.76

2.72

0.715

15

3.99

3.84

3.96

4.01

4.04

4.07

0.411

16

5.69

5.38

5.62

5.76

5.79

5.81

0.985

17

3.57

3.29

3.56

3.59

3.65

3.73

0.878

Average
Mean
Scores

4.10

3.69

3.98

4.17

4.24

4.37

*Significant at 5% level of Significance

The average mean score values in the table indicate that respondents
in higher age group have relatively more ethnocentric tendencies as compared
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to their younger counterparts. In fact, as age increases, ethnocentric tendencies
increase, and respondents in the age group of 60 years or more (4.37) are found
to have highest level of ethnocentricity. However, respondents in the age group
20-30 years (3.69) are found to have lowest level of ethnocentricity. Further, Ftest values indicate that there are age-wise significant differences in respect of
ethnocentric tendencies in case of Indian imported food consumers for item. 1
(Indian people should always buy Indian- made foods instead of imported), 3
(Buy Indian-made foods. Keep India working), 4(Indian foods, first, last, and
foremost), 6 (It is not right to purchase foreign foods, because it puts Indians
out of jobs), 7(A real Indian should always buy Indian- made foods), 9 (It is
always best to purchase Indian foods), 11 (Indians should not buy foreign
foods, because this hurts Indian business and causes unemployment) and 13 (It
may cost me in the long-run but I prefer to support Indian foods). Hence,
hypothesis H4 is rejected for these items. However, in case of rest of the items
constituting CETSCALE, there is no age-wise significant difference among the
respondents.
CONCLUSIONS AND POLICY IMPLICATIONS
The present study has focused on examining ethnocentric tendencies of
Indian consumers towards imported food products. The study has been conducted
in the city of Chandigarh. A sample of 250 respondents was selected by using
convenience sampling. However, only 210 questionnaires were found legible and
rest was rejected. For the purpose of generating a sample, the population consisted
of all the consumers who have consumed imported food products offered by
retail outlets. The 17-items CETSCALE developed by Shimp and Sharma (1987)
was administered to the respondents by the researcher. It has been found that
the 17-item CETSCALE as a measure to examine ethnocentric tendencies of
Indian consumers of imported foods is internally consistent. Further, the scale
has been found to be multidimensional. Factor analysis using principal component
analysis has revealed extraction of four factors. The average mean score across
all 17-items has been found as 4.10 showing that the respondents are not very
highly ethnocentric with regards to the purchase of imported food products.
Further, averages mean scores have revealed that females (4.23) have relatively
more ethnocentric tendencies than males (4.01). However, t-test values have
revealed that there is no significant difference between males and females at 5
per cent level as regards their response towards various items of CETSCALE.
The average mean score values have further shown that as age increases,
ethnocentric tendencies increase. Respondents in the age group of 60 years or
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more (4.37) are found to have highest level of ethnocentricity, whereas those in
the age group 20-30 years (3.69) are found to have lowest level of ethnocentricity.
The t-test values indicate that there is age-wise significant difference in respect
of ethnocentric tendencies in case of Indian imported food consumers for items
1 (Indian people should always buy Indian- made foods instead of imported), 3
(Buy Indian-made foods. Keep India working), 4(Indian foods, first, last, and
foremost), 6 (It is not right to purchase foreign foods, because it puts Indians
out of jobs), 7(A real Indian should always buy Indian- made foods), 9 (It is
always best to purchase Indian foods), 11 (Indians should not buy foreign
foods, because this hurts Indian business and causes unemployment) and 13 (It
may cost me in the long-run but I prefer to support Indian foods). However, no
age-wise significant difference is found to exist in respect of rest of the items
constituting CETSCALE.
The study has some important implications for marketers of imported
foods in India. Internal consistency of CETSCALE reinforces its use as a measure
of ethnocentrism in case of consumers of imported foods in India. It is believed
that CETSCALE would help marketers understand gender-wise and age-wise
positioning strategy. This scale can be branded as an important tool in the hands
of marketers to understand how consumers of imported foods feel about
purchasing imported foods. The communication campaign can be designed
accordingly. The study reveals that CETSCALE ratings are relatively higher in
case of females as compared to males, indicating females have more ethnocentric
tendencies in comparison to males. Further, young consumers are relatively
much more open and positive towards imported food products in comparison to
consumers in the higher age group. Young consumers especially in their early
20s and 30s are the most potential segment for targeting imported food products
as they are more likely to have favourable evaluation of imported food products
as compared to consumers in the higher age groups. In general, Indian consumers
are not very highly ethnocentric with regard to the purchase of imported food
products. Hence, it can be concluded that the foreign producers of imported
foods need not fear foreign-origin of imported foods to negatively influence their
demand in India.
DIRECTIONS FOR FURTHER RESEARCH
The study has only been conducted in the city of Chandigarh. Future
studies may include various other cities of India, and city-wise, state-wise and
urban-rural comparison w.r.t. ethnocentric tendencies of consumers in respect of
imported food products may be made. Only gender-wise and age-wise differences
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have been evaluated. However, various other demographic variables may be
considered to examine ethnocentric differences of imported food consumers in
India.
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Abstract
The credit process represents a critical bank function. It has to ensure that credit
is granted to customers who are capable as well as willing to repay the loan and interest,
and denied to those who are not. Banks can follow either a cookie cutter approach where
strict and standardised quantitative criteria are used and more reliance is made upon
collateral/ security and personal guarantees. Second way-out is following character lending
approach where banks favour qualitative criteria based upon applicants' earlier credit
history / track record as well as their interactions with the loan officers. This paper is an
attempt to compare public and private sector banks with respect to their approach as well
as decision making criteria while extending credit to SMEs.
Keywords : SMEs, Banks, Attitude, Decision Making Criteria

INTRODUCTION
Small and medium enterprises occupy a position of strategic importance
in economies of all developing countries of the world and India is certainly not
an exception. These have emerged as a dynamic and vibrant sector in Indian
economy. They have got twin roles to play. Besides playing an economic role for
country's economic development, small and medium enterprises also play social
and political role in employment generation, increasing standard of living and
maintaining a balanced regional development (Mittal and Batra, 2004). Micro, small
and medium enterprises are though individually small, but collectively they have
emerged as a dominant player in Indian economy. They contribute 8% to country's
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GDP, 45% to total industrial production and 40% to the exports of the country.
This coupled with high labour to capital ratio, high growth and high dispersion
makes them crucial for achieving the objective of inclusive growth (Economic
Survey, 2010-11). They are estimated to employ about 59 million persons in over
26 million units throughout the country. Further, this sector has registered a higher
growth rate i.e. 13% in 2007-08 than the rest of industrial sector (8%) (Annual
report 2009-10, Ministry of MSME). As per MSMED Act, 2006, investment limits
of plant and machinery in case of manufacturing enterprises and of equipment in
case of service enterprises are as follows :Classification

Manufacturing enterprises

Service enterprises

Up to Rs. 25 lakh

Up to Rs 10 lakh

Small

25 lakh to 5 crore

10 lakh to 2 crore

Medium

5 crore to 10 crore

2 crore to 5 crore

Micro

Micro, small and medium enterprises (MSMEs) look forward to banks for
their credit needs as commercial banks are the primary source of finance for them
(Cole et al., 1996; Petersen and Rajan, 1994; Berger and Udell, 2002; Ghosh, 2007;
Ruis et al, 2009). Financing to Micro, small and medium enterprises comes under
the ambit of priority sector lending. Although there is no specified sub-target for
financing to MSMEs for public and private sector banks, but banks have to extend
60% of the total credit, extended to MSMEs, to micro enterprises. The credit
process represents a critical bank function. It has to ensure that credit is granted
to customers who are capable as well as willing to repay the loan and interest, and
denied to those who are not (Bruns and Fletcher, 2008). As a result, it becomes
essential for banks to develop methods that reduce risk and uncertainty in managing
loans to SMEs. The lending decision is a process of interaction between the
rules & head office instructions and a manager's experience, which explains the
variation in decision outcome even with formal guidelines for the credit decision
(Bruns and Fletcher, 2008). Banks can follow either a cookie cutter approach
where strict and standardised quantitative criteria are used and more reliance is
made upon collateral/ security and personal guarantees. Second way-out is
following character lending approach where banks favour qualitative criteria
based upon applicants' earlier credit history/ track record as well as their interactions
with the loan officers.
SURVEY OF THE LITERATURE
Recent empirical evidence has found commercial banks as the main source
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of external finance for SMEs (Cole et al., 1996; Petersen and Rajan, 1994; Berger
and Udell, 2002; Ghosh, 2007; Ruis et al., 2009). But SMEs generally face difficulty
in obtaining loans from them as financial providers have a lack of knowledge about
the nature of the SMEs' business on the one hand and that many entrepreneurs
had a lack of knowledge about the lending criteria and procedures of the banks
on the other (Lean and Tucker, 2000). Banks generally follow three types of
approaches while providing loans to SMEs. These are character lending approach,
income based approach and capital based approach where asset backed security
is required (Bruns and Fletcher, 2008).
In character lending approach, information is gathered that can inform
banks about the chances of the borrower failing to repay the loan. Such information
is typically associated with the characteristics of the borrower (Bruns and Fletcher,
2008). In this approach, variables like, age of entrepreneur, gender of entrepreneur,
age of enterprise, entrepreneur's trading experience and his earlier track record with
the bank are considered. Age of entrepreneur and enterprise has been found
critical in loan making decision by banks as a funding gap has been found for
early stage and younger entrepreneurs having up to 3 years trading experience and
age below 30 years (Deakins et al, 2008; Deakins et al, 2010; North et al., 2010).
Concerning gender of entrepreneur, women owned business are more likely to
counter problems in accessing finance than their male owned counterparts (North
et al., 2010). While Carter et al., 2007 argued although there is great deal of
diversity in the criteria used to assess loan applications, for the most part, these
do not vary by the sex of loan applicant. Trading experience has also been found
as an important consideration of banks, failing to present the same reduces
chances of getting loan from banks (Fletcher, 1995; Deakins et al., 2008). Similarly
earlier track record of entrepreneur also plays an important role in loan approval
decision of banks (North et al., 2010).
Banks are increasingly taking the view that lending decisions should be
based on the cash flow, business plan and prospects, thus adopting an income
based approach (Fletcher, 1995). Here financial performance, profitability of the
project, business projections and risk & uncertainty are considered while making
loans to SMEs. Financial performance is an important variable which is widely
stressed upon while making loans to SMEs. Lending officers' probability of
supporting credit increases with higher past financial performance of the borrowing
SME (Fletcher, 1995; Bebczuk, 2004; Bruns and Fletcher, 2008). As far as risk &
uncertainty and business projections are concerned, risk proclivity has a negative
effect (Bruns and Fletcher, 2008; North et al., 2010) and good business projections
have a positive effect (Bruns and Fletcher, 2008) on probability of granting credit
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by banks. Relying upon highly certain plans is a part of uncertainty avoidance
strategy followed by banks (Nguyen et al., 2010).
Where asymmetries of information exist, banks can adopt a capital based
approach, which can also be called as cookie cutter approach, with an emphasis
on gearing and financial assets (security) (Binks & Ennew, 1996). Asymmetric
information exists in situations in which bank officers don't have 'perfect' information
on funding proposals (Deakins et al., 2010). Here banks follow extreme conservative
approach and check out the capital put in by entrepreneur himself as well as
security/ collateral provided for backup. The firm's willingness to finance a larger
part of the project by equity is viewed as a positive signal by the bank lending
officer as it can be interpreted as a sign that the owner manager strongly believes
in the success of the project secondly, it decreases the amount of external funding
required further decreasing the credit risk of the bank (Bruns and Fletcher, 2008).
The collateral is an integral and fundamental part of the lending package designed
to secure the bank against default (Cowling and Westhead, 1996) as it is an
alternative source of repayment for the bank and is liquidated if the borrower
defaults. Banks' probability of supporting credit increases with an increase in the
strength of the collateral supplied by the borrowing SMEs (Fletcher, 1995; Bruns
and Fletcher, 2008; Cowling and Westhead, 1996; Deakins et al., 2010; North et
al., 2010). Steijvers et al., 2004 documented loan amount and duration of loan
with bank as main determinant of asking for collateral by banks. Bebczuk, 2004
put a different view and evidenced that acceptance of overdraft lines at higher
interest rates and shorter maturity period is an important determinant of getting
a bank loan, while the availability of collateral does not seem to affect such
probability.
Nguyen et al., 2010 exhibited two types of strategies followed by
banks while providing loans to SMEs. One is uncertainty avoidance strategy
relying upon sufficient collateral, highly certain business plans, close monitoring
and legally reported documents. On the other hand, is trust-based strategy
which covers trustworthiness, collateral, business plans and documents
monitoring. It was also evidenced that state owned banks tended to use
uncertainty avoidance strategy more than do private banks which adopted
trust based strategies.
Hence various studies have covered different approaches of
commercial banks while financing to SMEs. In the present study, the researchers
try to extend the literature by testing the following two null hypotheses in Indian
context :
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Hypothesis 1 : There is no significant difference in attitude of public and
private sector banks while extending credit to SMEs.
Hypothesis 2 : There is no significant difference in decision
making criteria of public and private sector banks while extending credit to
SMEs.
DATABASE AND RESEARCH METHODOLOGY
Sample Design : The study is conducted in Ludhiana district of
Punjab by using randomized convenience sampling technique for data collection.
This district has been selected as it has the largest SME base in Punjab as well
as it contributes maximum in terms of industrial production, fixed investment and
exports. A sample of 71 respondents was taken from the branches of various public
(39) and private (32) sector banks (including specialized SME branches).
Respondents were either branch managers or senior loan officers having complete
knowledge of decision making criteria, for SME lending, of their respective bank
branches.
Data Collection Instrument : Primary data were collected through a
structured questionnaire as well as personal interviews. A pre-tested structured
questionnaire was developed to collect primary data which contained questions
regarding bankers' attitude and decision making criteria while financing to SMEs,
to be answered on a five point Likert scale ranging from 1 (Strongly Disagree) to
5 (Strongly Agree). Hence a schedule structured personal interview approach was
used.
Statistical Techniques used for Analysis : Factor Analysis, Mean Scores
and Independent samples T-test have been used to analyse the data and get
inferences. Factor Analysis is basically used to condense larger number of variables
into fewer dimensions and here, this technique has been deployed to explore the
factors responsible for conservative approach of commercial banks as well as to
identify the significant factors influencing their decision making criteria. Independent
samples t-test has been employed to check the difference, if any, in the attitude
and decision making criteria of public and private sector banks with respect to
SME financing.
DATA PRESENTATION AND ANALYSIS
Overall Attitude of Commercial Banks Towards SMEs : Overall attitude
of banks towards SMEs was studied on seven variables, to be answered on a three
point Likert scale ranging from One (Never) to Three (Always). Table 1 documents
the overall attitude of banks towards SMEs.
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Table 1
Overall Attitude of Commercial Banks Towards SMEs
S . Variables
No.
1.

We provide loans to SMEs just to

Percentage Frequencies

Total

Always

Sometimes

Never

WAS

43.7

28.2

28.2

2.15

59.2

32.4

8.5

2.50

11.3

53.5

35.2

1.76

64.8

31.0

4.2

2.60

meet priority sector lending targets
2.

We serve SMEs as they are our
profitable customers

3.

We follow conservative approach in
providing loans to SMEs as these
are more risky and result in NonPerforming Assets (NPAs)

4.

We always check collateral or security
offered by SME entrepreneurs while
applying for loan

5.

Loan provided is always 70-80% of
collateral offered

21.1

66.2

12.7

2.08

6.

Decision of sanctioning loan is always
taken by us at branch level

21.1

59.2

19.7

2.01

7.

Decision of sanctioning loan is taken
at upper level if loan exceeds branch
limit

83.1

16.9

0

2.83

It is evidenced from the above table that banks generally serve SMEs just
to meet priority sector lending targets but on the other hand, they agree upon the
fact that SMEs are their profitable customers (as WAS is 2.50). They follow a
conservative approach as they are interested in checking security (95.8% cases)
while raising finance to SMEs. It depicts contravention of RBI's guidelines of
providing collateral free loans up to Rs. 10 lakh and up to Rs. 100 lakh under RBI's
CGITMSE Scheme. Moreover, loan provided is generally 70-80% of the collateral
offered (87% cases). Centralisation of loan making decision has been found in
most of the cases if loan exceeds certain amount. The Weighted Average Scores
(WAS) of the variables also concluded banks as back-seaters in SMEs financing.
Comparison of Attitude of Public and Private Sector Banks towards SMEs: To
compare the attitude of public and private sector banks, Independent Samples Ttest was employed on the seven variables, used to measure the attitude of banks
towards SMEs. Table 2 depicts the results of Independent Samples T-test.
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Table 2
Independent Samples T-test on Overall Attitude/Approach
S.

Variables

No.

1.

We provide loans to SMEs just to

Mean

t-

P-

Public

Private

banks

banks

values values

2.10

2.22

.578

.565

2.56

2.44

-.812

.419

1.49

2.09

4.599

.000*

2.33

2.94

5.565

.000*

2.00

2.19

1.365

.177

2.26

1.72

-3.714

.000*

2.90

2.75

-1.602

.115

meet priority sector lending targets
2.

We serve SMEs as they are our
profitable customers

3.

We follow conservative approach in
providing loans to SMEs as these are
more risky and result in NPAs

4.

We always check collateral or security
offered by SME entrepreneurs
while applying for loan

5.

Loan provided is always 70-80% of
collateral offered

6.

Decision of sanctioning loan is always
taken by us at branch level

7.

Decision of sanctioning loan is taken at
upper level if loan exceeds branch limit

* p<0.01, ** p<0.05, *** p<0.10

Above table shows that public and private banks have significantly
different responses with respect to their approach and collateral policy. The mean
scores suggest that private banks view SMEs as a risky sector as well as are more
focused on collateral. Results negate the findings of earlier study of Nguyen et
al., 2010 which concluded that public banks use uncertainty avoidance strategy
(relying upon collateral/ guarantee and certain plans) more than do private banks
which adopted trust based strategies.
REASONS FOR CONSERVATIVE APPROACH (RESULTS OF FACTOR
ANALYSIS)
To explore the reasons for conservative approach of banks, they were
asked to answer thirteen statements, on a five point Likert scale ranging from One
(Strongly Disagree) to Five (Strongly Agree), regarding problems faced by them
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Table 3
Reasons for Conservative Approach (Results of Factor Analysis)
Sr. Factor-wise Dimensions
No.

Factor
Loadings

Eigen %age of Cumulative
Value Variance

%age of

Explained

Variance
Explained

F1

Information Asymmetry

a.

Financial statements are not properly

.846

audited
b.
c.

Quality of information supplied is
not satisfactory

.772

Limited financial information is

.597

2.239

17.224

17.224

1.973

15.178

32.402

1.947

14.980

47.382

1.920

14.768

62.150

available
F2

Collateral Deficiency & Rural
Dispersion

a.
b.

Small enterprises are unable to give
guarantees of trusted parties

.752

Small enterprises lack collateral/

.740

security to offer
c.

Small enterprises have limited and

.659

dispersed rural markets
F3
a.

Lack of Technical Skills & Experience
Entrepreneurs are unable to make

.671

certain business plans
b.

Entrepreneurs lack experience as they

.603

are young and at early stage
c.

Entrepreneurs lack managerial
capabilities (technical and marketing

.598

skills)
d.

Small enterprises are generally located

.581

in rural areas
F4
a.

Financially Deficient
Small enterprises prefer longer
payback period

b.
c.

.847

Small enterprises' capital contribution
is less, they rely more on bank loans

.654

There is always risk of NPAs

.607
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while raising finance to SMEs. Reliability analysis has been conducted and the
Cronbach Alpha is determined as 0.736 which indicates reliability of the scale.
Further, factor analysis is applied to thirteen variables. The value of KMO is
determined as 0.631 and the Bartlett's Test of Sphericity as 255.129 (significant at
1%, p < 0.000) that justify the usage of Factor Analysis. Factor analysis has been
performed using the principal component extraction method with varimax rotation,
on the basis of Eigen value not less than one for any factor. Table 3 shows the
results of the Factor Analysis by depicting rotated values of factor loadings, Eigen
values, percentage of variance explained by the factors extracted and cumulative
percentage of variance explained. Nomenclature of the factors extracted has been
given on the basis of highest factor loadings of the variables loaded onto a
particular factor.
Above table exhibits the results of factor analysis by documenting four
factors resulting in conservative approach of banks. Three items have loaded on
'Information Asymmetry' factor with variance of 17.224%, 'Collateral Deficiency &
Rural Dispersion' with three items contributes a variance of 15.178%, 'Lack of
Technical Skills & Experience' accounts for 14.980% variance with four items and
'Financially Deficient' explains 14.768% variance with three items, altogether
explaining cumulative variance of 62.150%. Hence the most important reason of
conservative approach of banks has been found as 'Information Asymmetry'. This
finding confirms that of Bruns and Fletcher, 2008 and Deakins et al., 2010 who
found that Information asymmetry leads to demanding collateral by banks and in
some cases, reluctance of banks to provide credit to SMEs. Cowling and Westhead,
1996 also concluded that lack of information about small firms increase the cost
of raising finance to them. The next important reason of conservative approach
was found to be Collateral Back up & Rural Dispersion. This finding is in line with
studies by Bruns and Fletcher, 2008; Deakins et al., 2008 and North et al., 2010 who
also reported lack of collateral or security as main reason for rejection of loan
request of SMEs. Hence SMEs should provide banks with adequate and quality
information to remove this barrier in raising finance.
Comparison of Public and Private Sector Banks : To check whether
public and private sector banks differ in their reasons for following a conservative
approach, Independent Sample T-test has been deployed on the mean scores (non
refined factor scores) of factors extracted by Factor Analysis. The results of which
are shown by the Table 4 below which indicates that both public and private
sector banks agree upon the same reasons for adopting a conservative approach
(as no factor has been found significant).
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Table 4
Independent Samples T-test on Reasons for Conservative Approach
S.

Variables

No.

Mean
Public

Private

Banks

Banks

1.

Information Asymmetry

3.25

3.29

2.

Collateral Backup & Rural Dispersion

2.84

3.

Lack of Technical Skills & Experience

2.43

4.

Financially Deficient

3.38

t-

P-

values values

.166

.868

2.67

-.952

.344

2.62

1.423

.159

3.42

.179

.858

*p<0.01, **p<0.05, ***p<0.10

Cookie Cutter vs. Character Approach in Decision Making : Comparison
of Public and Private Sector Banks: The credit process represents a critical bank
function. Here banks combine different factors in their credit assessment but not
with the same importance. Banks can follow either a cookie cutter approach where
strict and standardised quantitative criteria are used and more reliance is made
upon collateral/ security and personal guarantees. Second way-out is following
character lending approach where banks favour qualitative criteria based upon
applicants' earlier credit history/ track record as well as their interactions with the
loan officers. Thus, an attempt has been made in the forthcoming section to
compare the public and private sector banks with respect to their approach while
extending credit to SMEs. For the same, the responses of both public (39) and
private (32) sector banks were taken on fourteen variables, considered while loan
decision making, on a five point scale ranging from 'Very Important' to 'Least
Important'.
The research instrument has been tested for reliability using composite
Cronbach's co-efficient alpha and its value is determined as 68.2%. In order to
provide a more parsimonious interpretation of the results, factor analysis has been
performed to reduce the number of variables. The data have been examined with
the help of Kaiser-Meyer-Olkin (KMO) measure of sampling adequacy as .605 and
Bartlett's Test of Sphericity as 218.203 (significant at 1%, p < 0.000) and are found
appropriate for factor analysis.
A Principal Component Method with varimax rotation of the fourteen
variables reveals five underlying factors with Eigen value greater than one. These
five factors explain 64.351% of the variability in the fourteen variables. The criterion
used for identifying factors was to delete any item with factor loading less than
± 0.30 but all the factor loadings are far more than the criterion adopted. Table 5
documents the results of the Factor Analysis by depicting rotated values of factor
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loadings, Eigen values, percentage of variance explained by the factors extracted
and cumulative percentage of variance explained. Nomenclature of the factors
extracted has been given on the basis of highest factor loadings of the variables
loaded onto a particular factor.
Table 5
Decision Making Criteria (Results of Factor Analysis)
Sr. Factor-wise Dimensions
No.

Factor
Loadings

Eigen %age of Cumulative
Value Variance
Explained

%age of
Variance
Explained

F1

Loan Characteristics

a.

Loan Size

.799

b.

Source of Repayment of Loan

.775

c.

Loan Payback Period

.587

F2

Financial Profitability &

a.

Financial Projections & risk of Plan

.746

b.

Turnover and Profitability of Enterprise

.699

c.

Financial Records of Enterprise

.664

d.

Collateral & guarantee offered

.587

F3

Margin Money & Earlier track Record

a.

Percentage of Capital put in by

2.329

16.634

16.634

2.116

15.116

31.751

1.688

12,056

43.807

1.478

10.558

54.365

1.398

9.986

64.351

Collateral Backup

entrepreneur himself

.851

b.

Earlier Credit History

.765

F4

Entrepreneurial Characteristics

a.

Gender of Applicant

.690

b.

Age of Entrepreneur

.676

c.

Age of Enterprise

.530

F5

Entrepreneurial Skills & Purpose of
Loan

a.
b.

Qualification and Technical Expertise
of Entrepreneur

.818

Purpose of Loan

.637

Five factors explaining 64.351% of the variation in data, have been identified
as 'Loan Characteristics', 'Financial Profitability & Collateral Backup', 'Margin Money
& Earlier track Record', 'Entrepreneurial Characteristics' and 'Entrepreneurial Skills
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& Purpose of Loan'. Further, mean scores of five factors have been calculated and
Independent Samples t-test have been deployed to compare the decision making
criteria of public and private sector banks, the results of which are shown in Table
6
Table 6
Independent Samples T-test on Decision Making Criteria
S.

Variables

No.

Mean
Public

Private

Banks

Banks

t-

P-

values values

1

Loan Characteristics

3.97

4.31

2.147

.035**

2

Financial Profitability & Collateral

4.19

4.68

4.992

.000*

4.60

4.75

1.092

.278

backup
3

Margin Money & Earlier track Record

4

Entrepreneurial Characteristics

3.27

3.35

.621

.537

5

Entrepreneurial Skills and Purpose of

4.205

4.109

-.612

.543

Loan
*p<0.01, **p<0.05, ***p<0.10

Above table exhibits that public and private sector banks have
significantly different decision making criteria for sanctioning loans to SMEs.
They differ significantly on 'Loan Characteristics' i.e. loan size, its payback and
repayment source and 'Financial Profitability & Collateral Backup'. The mean
scores suggest that private banks attach more importance to these variables
than do the public banks. It can be concluded that private banks are more
conservative as they are following strict quantitative criteria and are more reliant
upon loan characteristics, collateral and guarantees where as public banks are
attaching more importance to entrepreneurial skills and expertise. Hence private
banks are using Cookie Cutter Approach where as public banks are following a
Character Lending Approach.
CONCLUSION
The present study has been carried out to analyse the overall attitude of
commercial banks towards SMEs and to compare public and private sector banks
with respect to their decision making criteria while extending credit to SMEs. The
study identified conservative approach of commercial banks towards SMEs. Banks
are reluctant to provide loans to SMEs. Moreover, SMEs are pegged back by high
interest rates as amount taken on loan by them is smaller. Furthermore, banks are
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not providing adequate cash credit limit for working capital as it is supposed to
be 20% of projected sale figure of approved project report but banks are not
willing to raise the same for MSMEs . Loan settlement policy is also not implemented
by most of banks as RBI has given directions to give collateral free loans up to
Rs 10 lakh to MSEs but banks are reluctant to follow the same . Moreover, scheme
of granting collateral free loans up to Rs 100 lakh to units under CGITMSE scheme
is also not implemented by banks . Reasons for this conservative approach have
been found as 'Information Asymmetry' and 'Collateral Deficiency & Rural Dispersion'
of micro, small and medium enterprises.
Public and private sector banks differ in their decision making criteria as
private banks are following a strict quantitative criteria by showing more concern
for loan amount & it's payback, profitability and collateral or guarantees offered
and hence following a COOKIE CUTTER APPROACH whereas public sector banks
are attaching more importance to expertise and skills of entrepreneurs and hence
following a CHARACTER LENDING APPROACH.
IMPLICATIONS OF THE STUDY
1.

2.

3.

Information asymmetry has been found as the main reasons of
conservative approach of commercial banks towards SMEs. Hence,
small and medium enterprises should provide adequate and quality
information to banks so as to remove this greatest barrier while
raising finance from banks.
Banks are reluctant in providing collateral free loans (as they check
for collateral while extending credit to SMEs) in spite of RBI
guidelines on collateral free loans as well as under CGITMSE scheme.
They have their own reasons as it is difficult for them to extend a
loan to a new customer without any collateral or guarantee. They
can extend collateral free loans only to old customers having good
track record where these RBI's guidelines on collateral free loans
don't find validation as customers having good track record can get
collateral free loan even without RBI guidelines. So, RBI should take
steps to validate these type of schemes.
Private Banks have been found as more conservative as there are
no sub-targets for micro, small and medium enterprises under priority
sector lending. There should be some sub-targets for private banks
also as in the case of foreign banks.
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LIMITATIONS AND FURTHER RESEARCH
The findings of the study are subjected to certain limitations. (a) The
study is confined to only one district of Punjab. (b) Sample size is small (c) The
study has covered public and private banks only (d) The study is based on
primary survey which has been conducted through a structured questionnaire.
The respondents might have given deliberately the responses which they actually
might not have experience and hence, subjectivity might be present in the
responses. In order to contribute greatly to the existing body of knowledge, it is
recommended that a) similar future research could be conducted by collecting data
from other states of India with larger sample size; b) the study can be further
extended by adding foreign banks to the study.
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Abstract
The proposed research paper is an introspection of the impact of the demographic
variables on the emotional intelligence levels of the executives working across different
sectors in India. Emotional intelligence (EI) works upon the philosophy that knowledge
and skill may help someone get into the position, but it takes an emotional understanding
of oneself and those around to emerge triumphant. And demographic variables like age,
gender, experience and type of industry, definitely influences the EI level of an individual.
For the purpose of this study, managers have been defined as those individuals who have
been assigned direct supervisory responsibility. To measure the emotional intelligence of
the respondents, the Emotional Intelligence Scale developed by Hyde, Pethe and Dhar
(2002) was used. The results show that emotional intelligence does not vary across the
gender, whereas age and experience influence the EI levels of an employee.

INTRODUCTION
The last four decades of the 20th century witnessed a dramatic change
in the nature of work. There was a massive introduction of new technology,
particularly the use of computers, into the workplace. This was followed by a huge
shift towards globalization, with many organizations undergoing mergers,
acquisitions, strategic alliances and privatizations. A steady rise in short-term
contracts, as a result, possibly, of the deregulation of long-term contracts and the
limited requirements on permanent employment in many countries was witnessed.
Other changes included new patterns of working, such as tele-working, self-
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regulated work and team work, an increased reliance on computerized technology
and a move towards a more flexible workforce, both in number of employees and
in their skills and functions. In response to these adjustments by industry, the
conditions of work and employment also changed significantly. Supervisory
conditions too changed with the introduction of teamwork, evaporation of the
middle management, and the trends towards flexible place of "at - home" work
arrangements. In other words, we can say that transformation at workplace had set
in, both in terms of nature of work and employees. The present day organisations
take for granted that their employees have enough intellectual abilities and technical
know-how to do their jobs. They are alongside laying emphasis on personal
qualities, such as initiative, empathy, adaptability, persuasiveness, openness to
change and willingness to diversify.
In a time when there are no guarantees of job security, and when the very
concept of a 'job' is rapidly replaced by 'portable skills', these are prime qualities
that make and keep an employee employable. Talked about loosely for decades
under a variety of names, from 'character' and 'personality' to 'soft skills' and
'competence', there is at last a more precise understanding of these human talents,
and a new name for them: Emotional Intelligence (EI), measured in terms of Emotional
Quotient (EQ). Emotional intelligence works upon the philosophy that knowledge
and skill may help someone get into the position, but it takes an emotional
understanding of oneself and those around to emerge triumphant. Emotional
intelligence influences the overall ability to cope with the environmental demands
and uncertainties. When one understands the circuit of feelings, thoughts and
reactions they can blossom into mature individuals. This helps in handling irrational
fears, stressful situations, understanding strengths and overcoming weaknesses
to cope up with challenges. Then the individuals can transcend self-imposed
limitations and actualize their potentials. They become adaptable, constructive,
creative, productive and effective in their tasks. Goleman (1998) opined that an
emotionally intelligent person is likely to be skilled in two key areas namely 'personal competence' - how one manages the self and 'social competence' - how
one manages relationships. He explains that emotional intelligence is nothing but
the ability to understand one's emotions and those of people around us. It enables
us to modify our feelings and influence what happens in the world around us
REVIEW OF LITERATURE
Shanker and Sayeed (2006) conducted a research on 139 managers working
in various organizations in Western India. The purpose of the study was to
establish a relation between emotionally intelligent managers and managers'
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professional development. The managerial scores on various dimensions of
emotional intelligence were correlated with professional development indicators of
managers, conceptualized in terms of number of promotions attained and the rated
job success. The assumption that the emotionally intelligent managers would tend
to attain greater professional development than those who are less emotionally
intelligent was tentatively supported in the findings.
Salami (2008) investigated the relationships of demographic factors (age,
marital status, gender, job tenure, and educational level), emotional intelligence,
work-role salience, achievement motivation and job satisfaction to organizational
commitment of industrial workers. Participants were 320 employees (170 males, 150
females) randomly selected from 5 service and 5 manufacturing organizations in
Oyo State, Nigeria. The results showed that emotional intelligence, work-role
salience, achievement motivation, job satisfaction and all demographic factors
except gender significantly predicted organizational commitment of the workers.
Khokhar and Kush (2009) in their study explained the performance of
executives on different levels of emotional intelligence and provided a link between
emotional intelligence and effective work performance. 20 Male executives (out of
200) within the age range of 40 to 55 yrs from BHEL (Haridwar) and THDC
(Rishikesh) of Uttarakhand State (India) were selected. T-tests for independent
groups were used to measure the mean difference between groups. The findings
of the study revealed that executives having higher emotional intelligence showed
better quality of work performance as compared to their counterparts.
Godse and Thingujam (2010) examined the relationship between personality,
conflict resolution styles and emotional intelligence among 81 technology
professionals in India. The results revealed that emotional intelligence was
significantly correlated with the integrating style of conflict resolution (i.e. involving
the exchange of information and differences toward a solution favourable to both
parties), negatively correlated with the avoiding style (i.e. withdrawal from the
situations) and not correlated with the dominating, compromising or obliging style.
The results indicate that IT professionals with higher perceived emotional
intelligence are likely to adapt better styles of conflict resolution in order to deal
effectively with the situations.
RATIONALE OF THE STUDY
The utility of emotional intelligence has been found manifold penetrating
into personal productivity, work / life-balance, career-success, team performance,
stress-management, motivation, leadership, talent retention, conflict resolution,
customer satisfaction and so on. Further development of emotional intelligence
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skills can benefit a broad range of people within an organization, namely business
executives, team leaders, sales professionals, technical professionals, customer
service representatives, etc.
The purpose of this research paper is to delve into the demographic
influence (age, gender, job experience and type of industry) on the emotional
intelligence of business executives. The implication is that there is need for
organizational/industrial or counseling psychologists and managements to design
staff development programmes to incorporate fostering of emotional intelligence
keeping in view the age, job experience and type of industry. For example,
younger, inexperienced workers need more involvement from their seniors who in
turn need to have more emotional intelligence to be able to patiently deal with
such employees.
RESEARCH METHODOLOGY
SAMPLE
For surveying the research, Stratified Random Sampling Design was
chosen. The sample consisted of 400 managers working at the middle level
managerial positions with a minimum of three years of experience and post graduation
as their minimum level of education spread over 2 major sectors, namely, Service
(Banking, Insurance, Information Technology, Retail and Telecom) and
Manufacturing (Garment, Pharmaceutical, Automobiles, Electronics and Steel
industries) from the area covering Delhi and National Capital Region, Haryana and
Punjab. The sample of 400 executives was further distributed equally between the
Service and Manufacturing Sectors.
Out of the 200 managers chosen for the survey from the service sector,
40 managers each were categorized into each of the 5 sub sectors (Banking,
Insurance, Information Technology, Retail and Telecom).
But where manufacturing sector was concerned, negligible response could
be generated from the Steel sector and the Electronics sector. Hence, the results
obtained from Garment, Pharmaceutical and Automobile Manufacturing / Assembling
industries, were clubbed together under one head, and the analysis was done in
sum total for manufacturing sector, unlike the service sector.
Maximum responses were received from the banking sector as compared
to the other sectors. The reason for this skewness is probably due to the time
period in which the data collection was made. Sectors like Retail, Telecom, IT,
Insurance generated less business due to recessionary trends that had set in the
Indian markets during the period of data collection. This was the most likely
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reason for the responses being skewed more towards banking majorly. For purpose
of this study, managers have been defined as those individuals who have been
assigned direct supervisory responsibility.
TESTS / SCALES USED
EMOTIONAL INTELLIGENCE SCALE
To measure the emotional intelligence of the respondents Emotional
Intelligence Scale developed by Hyde, Pethe and Dhar (2002) was used. The scale
consists of 10 factors having 34 items with reliability of 0.88 and validity 0.93,
standardized on the Indian population.
DEMOGRAPHICAL DETAILS OF THE SAMPLE
To study the demographic impact of the respondents on their Emotional
Intelligence levels, 400 Business Executives were included in the study. The
classification of the business executives on the basis of Gender, Industry, Age,
Experience and Area is presented below:
The total sample size was 400. The group comprised of 321 Males (80%)
and 79 Females (20%) representing executives from various industries: Banking
(55%), Insurance (7%), IT (17%), Manufacturing (14%), Retail (6%) and Telecom
(1%). Though the inclusion of more women in the workforce has been strongly
promoted in recent times, it has been observed that that very few women occupy
middle and the top tiers of management in Indian organizations. This research also
supports this view as only 20 % females were found occupying managerial level
positions.
The executives were divided into four age groups, less than 35 years, 35–
40 years, 40–45 years, 45–50 years and above 50 years. It was found that majority
of the respondents (35%) were above 50 years of age followed by those falling
in the age group of less than 35 (27%). Similarly the executives were divided into
six categories on the basis of their experience, those with experience upto 5 years,
5–10 years, 10–15 years, 20–25 years and more than 25 years. Majority of the
executives had more than 25 years of experience (27%) followed by those having
10–15 years of experience (24%) drawn from the regions of Punjab (48%), Delhi
(21%) and National Capital Region and Haryana (33%).
EMOTIONAL INTELLIGENCE IN RELATION TO GENDER
Emotional Intelligence was compared across Genders. It was observed
that males and females do not vary much where exercising emotional intelligence
is concerned. (Table 1). Total emotional intelligence scores in males (M = 135.05)
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and females (M = 135.68) did not differ significantly (t = – 0.54). But on certain
dimensions males and females revealed gender specific profile of strong and weak
points.
Males were found to be more Self Motivated (M = 24.55) than females (M
= 23.92) and the difference between males and females was found to be significant
(t = 2.49, p < 0.01). Females are better at Managing Relations (M = 17.13) as
compared to males (M=16.41) and the difference between males and females was
found to be significant (t = – 2.86, p < 0.01). Females also exhibited higher score
in Value Orientation (M = 8.86) as compared to males (M = 8.48) and the difference
was significant (t = –2.67) at 0.01 level.
Table 1
Means, SDs and T-Values of Subscales and Total Scores of Emotional Intelligence in
Relation to Gender
Males

Females

t-value

Means

SDs

Means

SDs

SELF AWARENESS (SA)

16.40

1.62

16.42

1.82

–0.11

EMPATHY (EM)

15.83

2.19

15.68

1.69

0.54

SELF MOTIVATION (SM)

24.55

1.86

23.92

2.48

2.49*

EMOTIONAL STABILITY (ES)

16.42

1.63

16.13

1.43

1.48

MANAGING RELATIONS (MR)

16.41

2.11

17.13

1.33

–2.86**

INTEGRITY (IN)

12.22

1.39

12.48

1.37

–1.51

SELF DEVELOPMENT (SD)

8.14

0.97

8.24

1.33

–0.78

VALUE ORIENTATION (VO)

8.48

1.19

8.86

0.96

–2.67**

COMMITMENT (COM)

8.40

1.05

8.53

0.84

–1.02

ALTRURISTIC BEHAVIOUR (AB)

8.21

0.97

8.29

0.58

–0.73

9.53

135.68

8.97

–0.54

TOTAL EMOTIONAL INTELLIGENCE 135.05
**p < 0.01 (significant at 0.01 level)
*p < 0.05 (significant at 0.05 level)

The t-values did not attain significant difference on the other dimensions
of emotional intelligence between males and females. (self awareness , t = – 0.11),
empathy (t = 0.54) , emotional stability (t = 1.48), integrity (t = –1.51), self
development (t = –0.78), commitment (t = 1.02) and altruistic behavior (t = –0.73).
Competing evidence exists surrounding whether or not males and females
differ significantly in general levels of emotional intelligence. Studies by Mayer
and Geher (1996); Mayer, Caruso and Salovey (1999); Mandell and Pherwani (2003)
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have found that women are more likely to score higher on measures of emotional
intelligence than men, both in professional and personal settings. One reason that
has been advanced for this is the traditional socialization of females to more
readily acknowledge and express their emotions than males.
EMOTIONAL INTELLIGENCE IN RELATION TO AGE
To judge whether emotional intelligence increased with age, ANOVA was
applied between Emotional Intelligence scores and Age. Table 2 shows that high
emotionally intelligent behavior is witnessed in the age group 40 - 45 years (M =
143.08) years as compared to other age groups (F = 8.64, p < 0.01). Young business
executives tend to demonstrate less emotional intelligence (M = 134.19).
Table 2
Means, SDs and F-Ratio of Subscales and Total Scores of Emotional Intelligence in
Relation to Age
Age Group

Means

SDs

Less Than 35 YEARS

134.19

9.22

35-40 YEARS

137.96

10.25

40-45 YEARS

143.08

11.24

45-50 YEARS

136.34

9.17

50 YEARS AND ABOVE

132.94

7.99

F-Ratio

8.64**

**p < 0.01 (significant at 0.01 level)

The results also corroborate the study done by Fariselli, Ghini and
Freedman (2006). They conducted a study on 405 American people to shows that
emotional intelligence increases with age. They found the relationship to be
slight, but significant (r = 0.13, p < 0.01). The study confirmed that emotional
intelligence develops with increasing age as age progression increases experience
with life and henceforth, increases interpretation of human expression and
responding to them with sensitivity and empathy.
However, Emotional Quotient score showed a decline in the 45 - 50 age
group (M = 136.34) and 50 and above age group. This result is in contradiction
to many studies which otherwise propose that emotional intelligence increases
with age.
EMOTIONAL INTELLIGENCE IN RELATION TO WORK EXPERIENCE
To analyze whether experience plays any role in enhancing emotional
intelligence ANOVA was applied on Emotional Intelligence scores and Experience
of executives. (Table 3)
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Table 3
Means, SDs and F-Ratio of Subscales and Total Scores of Emotional Intelligence in
Relation to Work Experience
Experience

Means

SDs

LESS THAN 5 YEARS

136.24

7.73

5-10 YEARS

135.75

11.41

10-15 YEARS

135.29

8.69

15-20 YEARS

140.28

7.97

20-25 YEARS

134.10

10.67

MORE THAN 25 YEARS

133.75

8.51

F-Ratio

2.33*

*p < 0.05 (significant at 0.05 level)

High emotional intelligence was witnessed in business executives who
have a work experience between 15 - 20 yrs (M = 140.28) as compared to other
groups (F = 2.33, p < 0.05). Emotional intelligence and experience are found to be
positively and significantly related to each other. The finding suggests emotional
intelligence is a developing ability; it is likely that accumulated life experiences
contribute to emotional quotient. The experience may be defined as having more
years of service in terms of years, maturity gained over a period of time and the
experience gained during the training activities.
EMOTIONAL INTELLIGENCE IN RELATION TO TYPES OF INDUSTRY
To have a comparison over the levels of emotional quotient of the business
executives working across different corporate sectors ANOVA was applied on
Emotional Intelligence scores and the Type of Industry (Table 4)
Table 4
Means, SDs and F-Ratio of Subscales and Total Scores of Emotional Intelligence in
Relation to Types of Industries
Type of Industry

Means

SDs

F-Ratio

BANKING
INSURANCE

131.90

7.51

21.21**

134.24

11.47

IT

139.87

8.97

MANUFACTURING

143.24

9.55

RETAIL

135.13

7.79

TELECOM

133.00

0.00

**p < 0.01 (significant at 0.01 level)

21.21**
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High emotional intelligence was demonstrated by the executives working
in the Manufacturing units (M = 143.24) as compared to those from IT (M =
139.87), Retail (M = 135.13), Insurance (M = 134.24), Telecom (M = 133.00) and
Banking (M = 131.90). The difference between all of them is found to be significant
(F = 21.21, p < 0.01).
This is an unusual finding as the utility of emotional intelligence has been
demonstrated for many occupations, specially the service sector but in this study
the executives from the manufacturing organizations have established the highest
score on emotional quotient.
A shop floor manager, in a manufacturing concern, does not only deal
with machines but also with men. He needs to be emotionally intelligent also in
the respect that he has to liaison with other departments in the organization.
Maintaining a good network and rapport with sister concerns and related
departments is very necessary for the smooth functioning of the production
department. Interaction with the marketing department can often be quite stressful
for the manager working in a manufacturing unit. Such a manager needs to have
high empathy, as his staff is always under pressure from the ever-increasing
targets imposed by the marketing department. Shop floor managers also require
patient dealing with vendors and suppliers and for this also emotional competencies
play an important role as relationship management is an important cluster of
emotional intelligence. Maintaining 3 working shifts, round the clock, manufacturing
24 hours - 7 days a week, requires high mental and emotional stability. Only an
emotionally intelligent manager would be able to develop initiating skills in his
employees and nurture them to be at their creative best.
Lowest score on emotional quotient was found in the banking executives
(M = 131.90). In their profession, rules and regulations are well-defined which
cannot be changed or modified. Their job is impersonal, involving monetary
transactions and financial matters. But now the scenario has changed. There is a
cut-throat competition in the banking industry. Customer handling has become the
focus point of all the bankers. That is why Customer Relationship Management
(CRM) is religiously practiced in the banks. Banking organisations need to focus
on developing their personnel in the arenas of empathy, initiativeness, relation
building, and trustworthiness. These are the competencies that would make the
executives more emotionally intelligent.
FUTURE RESEARCH & LIMITATIONS
This study took into consideration the impact of only demographic
variables on emotional intelligence. Future studies can incorporate psychological
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variables like work-life balance, job satisfaction, achievement-motivation, etc.
amongst many others. Sufficient response could not be generated from the
insurance, retail and telecom sector. Future research may target these industries
and environments in order to test the possible generalizations of this study.
CONCLUSION
The focus of the present day organisations has shifted towards
understanding and developing the behaviour of their employees so that they can
really prove to be generative for the organisation. Emotional intelligence seems like
a logical framework to help build such behaviours and relationships. An endeavor
had been made through this research paper to investigate whether the demographic
variables have any impact on the emotional intelligence levels of the employees.
The results of the study show that males and females do not vary much where
exercising emotional intelligence is concerned. Age and experience are also influential
factors in enhancing an individual's emotional intelligence. The findings of the
study can provide a stepping stone to the organisations in identifying the different
levels of emotional intelligence in their employees by working upon their
demographics and then create individualized training and development
interventions, as each employee is different in terms of age, experience, gender and
the industry he or she is working in.
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Abstract
The key to an effective project lies in its project management. There are certain
standards which, if followed, may lead to successful project management - known as
PMBOK (Project Management Bodies of Knowledge). This article provides an understanding
of the Bodies of Knowledge available for Project Management and their impact on the
project manager's performance by collating its positives and negatives. The value and
impact of these bodies on project managers' role and practice is studied by focusing on
PMBOK authored by Project Management Institute (PMI). The five process groups and
the nine knowledge areas are analysed to bring out the helpfulness of these bodies to project
managers. This leads us to a conclusion that these bodies collect and organize the best
practices available in the discipline of project management and increase the overall profitability,
effectiveness and performance of the business. However, PMBOK fails to take into
strategy and technology management. So, a project manager must have sufficient talent,
skills, knowledge and experience besides the theories presented in the PMBOK to manage
project successfully and efficiently.

INTRODUCTION
In today's world every task to be accomplished is taken as a project.
Whether the task is related to any social or personal engagement or it is a
business solution, in some or the other way we can term it as a project assigned
to us to accomplish our part of responsibility. Project Management Institute (PMI)
(2004, p. 5) considers a project as "a temporary endeavour undertaken to create
a unique product or service." To perform any task in a systematic manner,
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management plays a vital role. Similarly, in the success or failure of any project,
project management has a significant contribution. Project management constitutes
from the two words 'Project' and 'Management', where project can be considered
as a task to be performed to produce some output and management refers to the
art or skill of getting things done by others. Alternately, we can say that project
management is a skillful process of getting tasks done by the team in such a way
that right person gets the right job to do and the desired product is achieved. PMI
(2004) defines Project Management as the process of accomplishing project
requirements by application of skills, knowledge, tools and techniques to different
project constitutes. The main challenge of project management is to achieve all the
specified project goals (Ireland, 2006) and objectives while respecting the initial
constraints (Phillips, 2003). These constraints can include time, budget, scope etc.
(Chatfield and Johnson, 2007).
PMI has authored the Project Management Body of Knowledge (PMBOK)
that defines the procedures and knowledge required to be a professional project
manager. PMBOK provides some acknowledged standards for effective project
management. This documentation provides an understanding of the PMBOK and its
impact on the project manager's performance in the field of project management. The
paper analyseS the different processes and shortcomings of PMBOK.
PROJECT MANAGEMENT BODIES OF KNOWLEDGE (PMBOK)
PMBOK can be defined as the sum total of knowledge available within the
area of Project Management (PMI, 2004). According to Haughey (n.d.), PMBOK is
an arrangement of processes and knowledge areas that are considered as best
practices within the profession of Project Management. PMBOK provides some
basic processes and techniques that can be applied in project management without
considering the type or size of the project. With the successful implementation of
PMBOK, we can achieve uniformity in operations and processes all the organisations
to a certain level.
SIGNIFICANCE OF PMBOK IN PROJECT MANAGER'S ROLE
The role of a project manager is very critical and of utmost importance. For
effective project management, he requires real time experience and knowledge along
with a comprehensive tool kit that helps him in basic concepts of planning, organising,
staffing, executing and controlling the operations of a project. PMBOK can be
considered as one of these tool kits. An efficient project manager's responsibilities
include :
l
Developing a project plan that helps him in understanding and
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estimating the resources, time and cost required for completing the
project.
l
Selecting an efficient team on the basis of skills required to produce
the desired results.
l
Conducting stand-up meetings to evaluate the progress of the project
on daily basis.
l
Co-ordination of activities among the team members.
l
Ensuring that everyone in the team understands his role and is
committed to the work assigned.
l
Reporting the progress of the project to senior management and
providing regular feedback to the project team.
l
Taking corrective action on the problems encountered by team
members.
l
Ensuring that the risk-log has been maintained and plans are in place
to minimize the effect of any risk incurred.
l
In addition to being an effective leader, he should have the capability
to make right decisions under adverse circumstances.
To manage the above responsibilities, the project manager can make use of
Project Management Bodies of Knowledge. PMBOK (PMI) is structured into different
groups that can reduce risks and can lead to effectiveness of a project. PMBOK
defines five process groups alongwith nine knowledge areas that are applicable to
all the projects to some extent.
These process groups are as follows :
Initiation : Initializing the project statement of the work and considering
what shall happen in the next phases of the project (PMI, 2000).
Planning : This refers to developing a work plan to accomplish the project.
Execution : The goals defined in the planning phase are put into actual
implementation.
Monitoring and Controlling : Determining that the project objectives are
being met by evaluation of progress and taking corrective actions, if required.
Closing : In this phase, the project plan is closed and delivered to the
customer.
PMBOK describes the following nine knowledge areas for projects :
Integration Management : This area provides integration of three main
process groups i.e. planning, execution and controlling of the project plan. Project
planning methodologies, skills and knowledge of stakeholders, general management
skills, knowledge about control system, configuration management etc. are desirable
tools and techniques required for implementation of these processes.
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Scope Management : This section includes the processes and procedures
required to define the scope of the project like scope planning, defining, scope
change management etc.
Cost Management : This section explains the processes that are necessary
for preventing project from over budgeting like resource planning, cash flow, cost
control etc.
Quality Management : This includes the processes like quality controlling,
quality planning and quality assurance etc. which are very important for ensuring
the quality of the output and for making sure that the project satisfies the reasons
for which it was implemented.
Human Resource Management : This constitutes processes that are required
for efficient management of all the people involved in the project like organisational
planning, staff acquisition and team management. These processes result in
development of effective staffing management plan, organizational chart and lead to
project improvements.
Communications Management : This knowledge area consists of processes
required for communication planning, project meetings, progress reporting, distribution
of information etc. These processes are necessary for proper collection and
management of project information.
Time Management : This is a very crucial knowledge area as it defines
processes required for completing the project within the time limits. These processes
include activity definition, sequencing and duration estimation of activities. Processes
like development and controlling of the schedule are also underlined in this knowledge
area.
Risk Management : This includes risk identification, risk qualification, risk
response development and risk response control which play an important role in
managing risks. Here, risk identification refers to identifying and documentation of
different risks associated with the project. Similarly, risk response development
means development of plans and responses to mitigate the identified risks.
Procurement Management : This constitutes the porcesses that are related
to acquiring of goods and services from other parties i.e. from outside of the
company. These processes are procurement planning, solicitation planning, source
selection, contract administration and contract close-out. These result in development
of effective procurement management plan, procurement documents, proposals and
contracts.
The different processes of PMBOK integrate together with the knowledge
areas to provide quality and effectiveness to the different areas of project management
as shown in the figure 1 (Gammon, 2005, p. 9).
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Figure 1
(Adapted from PMBOK® — Making it Work by Peter Gammon Contact to Contract
Ltd. 2005)

PMBOK provides knowledge about the skill-set which is very vital for any
project manager. This body of knowledge consists of deliverables like scope, time,
cost, quality and the knowledge areas which help in achieving the objectives like
integration, human resources, risk and procurement etc. (Burke, 2009). Roberts (2009)
argues that PMBOK allows project managers to work using same practices across
companies that allow people in development or in distribution to manage projects
in the same way. He also believes that PMBOK reduces the risk of failure of projects
by providing what works and what doesn't. The methods listed within the community
of project management can assist people on how to undertake cost, time, scope,
human resource, risk management etc. Many authors (Blackburn, 2002; Crawford,
2004; Morris, 2001, 2003; Morris, Patel and Wearne, 2000) have appreciated the
efforts of different project management bodies in terms of collecting and organizing
best practices in the discipline of project management and considered these bodies
to be of great use. Some feel that PMBOK increases profitability (Alkass et al., 1996)
and improves the overall performance (Allan, 1993; Brecka, 1994; Najmi and Kehoe,
2000) of the business. Although, PMBOK process groups are accepted by project
managers, however, it does have certain limitations.
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SHORTCOMINGS OF PMBOK
The limitations of PMBOK have been divided into categories and are
discussed below :
Project Definition : Morris and Hough (1987) consider the process of
defining the project extremely vital to the chances of delivering a successful project.
Also, they feel that the external factors like socio-economic, supply chain, technical,
geophysical are much more crucial for the success of the project as compared to
control and organisational factors. Project definition must consist of aim, objectives,
scope, risks, project constraints (resources, time and cost etc.), key success criteria
etc. The model adopted by PMBOK does not take into account the external factors
specified by Morris and Hough. Also, Morris (2003) says that PMBOK has nothing
specific about the project definition.
Leadership : Maylor (1999, p. 167) defines "leadership as the quality of
obtaining results from others through personal influence." The project manager is
accountable for making trade-offs to lead the project to a successful finish. These
trade-offs can include project budget, resources, scope and time (Mantel, Meredith,
Shafer and Sutton, 2011), e.g. if cost is a priority as compared to time, the PM can
allow the spillage in schedule to save the cost. The choices of priorities depend
upon the kind of project and even the client. Such decisions are taken by the project
manager and are of paramount importance. Morris (2003) says there is nothing
specific about leadership in PMBOK. The PMBOK does not provide much description
of the leadership perspective in terms of theory and practice of project management.
It does not differentiate between leadership at the enterprise level and the leadership
required for leading a team of people (Cleland, 1995).
Project Strategy : Strategy in the field on project management is the end
result of the strategy process which includes two major elements i.e. assessment of
current situation and anticipation of the time to come (Maylor, 1999). Project strategy
must be in accordance with the organisational strategy. It leads to project success.
The project success is not just achieving the stated business purpose and objectives
but it also includes satisfaction of needs of stakeholders, users and owners, project
team and supporters (Turner, 1993). According to Morris and Hough (1987) Camcorder
was over budget and over time but it was a technical success as it was responsible
for giving France an aerospace industry. So, it is considered as a successful project.
Thus, determining the strategy is an important component of project management.
According to Morris (2003), there is no detailed description of project strategy in
the PMBOK. It ignores the vital role of development and deployment of strategy in
the context of project management.
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Technology Management : Technology plays an important role within project
management, as there is constant increase in technology dependent work
environments. In such environments, technology is used for communication,
deployment of project management practices and even collaboration among colocated teams (Anantatmula, 2008). Thus, one of the important roles of the project
manager is to manage technology issues like what exactly is the scope of technology
in the project or use of which technology will accelerate the progress of the project.
But, knowledge on this important aspect is missing from the PMBOK. Morris (2003)
also feels that there is nothing on technology management in PMBOK.
TYPE OF PROJECT
Projects can fall into different categories, for example, construction projects,
research projects, procurement projects, re-engineering projects, business
implementation projects etc. Here, re-engineering projects will produce change
whereas research projects will produce knowledge. Projects like warship, Millennium
dome fall into the category of construction projects. Project relating to installation
of e-commerce will be a business implementation project. The outcomes of projects
differ with type of project and hence, the starting point and evaluation criteria of
the outcome can also differ. Engwall (1992) argues that the general assumption under
PMBOK is that the same project management knowledge can be applied to all kinds
of projects irrespective of the type of the industries and the external factors like work
environment etc. Therefore, PMBOK contradicts the fact that project planning is
dependent on the type of project which can lead to ineffective project management.
Apart from the above limitations, Roman (1986) discusses that when projects
are seen as tools instead of organisations it can impact managers' role because a
development project is strongly linked to the market share objectives and other
organisational level benefits. Morris (2003) speicfies that PMBOK has not covered
the area of team-based development thoroughly. Morris (2004) also feels that adoption
of a body of knowledge will need a manager to draw knowledge not only in strategic,
technical and commercial management but also in control, organisation and behaviour
management areas.
CONCLUSION
PMBOK can be considered as a theoretical guide for the discipline of
project management where theoretical refers to material which is concerned with the
ideas and principles on a particular subject (Oxford Dictionary, 2011). As Guide to
PMBOK (2004) itself says that the main purpose of PMBOK guide is to provide a
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generally overview of what is recognized as a good practice. Therefore, it cannot
be considered as a complete reference guide. Due to its recent development it has
few limitations but these limitations are always improving in accordance with the
growing discipline of project management. Simple knowledge of the theory behind
a discipline is not enough for someone to gain expertise in the concerned field. An
individual, i.e., a project manager in this case, must have sufficient talent, skills and
knowledge besides the theories presented in the PMBOK. True expertise will require
a combination of not only theoretical understanding but also real-life working
experience in this discipline to become a successful project manager. So, PMBOK
can act as a roadmap for grooming a project manage by acquiring the knowledge
that most experts in the field of project management agree to. The PMBOK can play
a more significant role in improving project managers' abilities and effectiveness to
the project if it overcomes its shortcomings that were discussed in the earlier
sections.
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Abstract
The service sector forms a backbone of social and economic development of a
country. It has emerged as the largest and fastest-growing sectors in the world economy,
making higher contributions to the global output and employment. In the services sector,
the provision of high-quality customer service is of primary and vital importance. In fact,
the companies in the service sector are under increasing pressure to exhibit that their
services are customer-focussed and that continuous performance improvement is delivered.
The companies in the service industry are realizing the significance of customer-related
philosophies and are turning to quality management approaches to help managing their
businesses. The present paper focuses on exploring service quality dimensions in life
insurance industry and investigating the perception of the Service Quality across different
consumer groups according to their demographic profile. 627 customers from five different
life insurance companies were surveyed in three cities using structured questionnaire.
Results showed responsiveness and assurance seemed to be important dimensions
influencing the overall service quality product convenience followed by assurance are the
important dimensions for influencing the customer satisfaction with the life Insurance
companies. There is a significant difference in perception of all the dimensions of service
quality except tangibles and empathy across different age groups. There is no relationship
between the overall service quality perception and the consumers' gender. The respondents
with different income profile had significant differences with regard to overall service
quality perception. However, the two demographic variables, namely, profession and
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marital status had no significant relationship with the overall service quality perception
of the consumers and with degree of customer satisfaction.

INTRODUCTION
The services sector has been at the forefront of the rapid growth of the
economies throughout the globe. Today the services sector accounts for 64%
(2008) of the world's GDP (Central Intelligence Agency, The World Factbook,
November 11 2009). The services sector is also assuming increasing importance
in the Indian economy, almost all services sectors participated in this boom,
however, the growth was fastest in communications, banking, hotels and restaurants,
community services, trade and business services. The services sector in India
accounts for more than half of India's GDP. According to data for the financial year
2007-2008, the share of services sector in India's GDP was 63 per cent (Web site
of Indian Brand Equity Foundation, September 2009).
The services are not only significant, but are also predicted as the vision
of the future. With the services sector emerging into the purview of both business
and academia, and given the fact that the marketing of the services is different
from goods marketing in a plentitude of ways, it is a truism that the services
marketing literature has swelled enormously in recent years (Balasingh and Johnson,
2006). The service industries are playing an increasingly important role in the
overall economy, and therefore, interest in the measurement of the service quality
is understandably high (Cronin and Taylor, 1992), and the delivery of higher levels
of service quality is the strategy that is increasingly being offered as a key to
service providers' efforts to position themselves more effectively in the market
place (Rudie and Wansley, 1985; Parasuraman, Zeithmal, and Berry, 1988; Brown
and Swartz, 1989). The superior service quality measures increase a firms' overall
profitability, its price premium, and its perceived and actual market share (Zeithmal
et al., 1996). In the services sector, the provision of high-quality customer service
is of fundamental and paramount importance. Given the financial and resource
constraints under which service organizations must manage, it is essential that
customer expectations are properly understood and measured and that, from the
customers' perspective, any gaps in the service quality are identified (Shahin,
2005). Service quality has become an important research topic because of its
apparent relationship to costs (Crosby, 1979), profitability (Buzzell & Gale, 1987;
Zahorik & Rust, 1992; Rust & Zahorik, 1993), customer Satisfaction (Bolten &
Drew 1991; Boulding et al., 1993), customer Retention (Reichheld & Sasser, 1990)
and positive word of mouth. Service quality is widely regarded as the driver of the
corporate marketing and the financial performance.
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In the new millennium, the Indian insurance sector is passing through a
phase of structural change under the combined impact of the financial sector
reforms, internal competition, the changes in regulations and the global competitive
pressures. In the life insurance industry, the products & the prices can be easily
duplicated, thus, the services become the only differentiator that provide the
competitive advantage in the long run (Chandrashekhran & Mathur, 2004). The life
insurers are acknowledging the fact that unless the customer needs are taken into
account in designing products & delivering services, the technical superiority will
not bring success. Service quality has become a decisive perquisite for satisfying
and retaining valued customers in the insurance sector.
The interest is largely driven by the realization that service quality results
in customer satisfaction and loyalty with the product or service, greater willingness
to recommend someone else, the reduction in complaints and the improved customer
retention (Bitner, 1990; Danaher, 1997; Headley & Miller, 1993; Magi & Julander,
1996; Zeithaml et al., 1996). Another driving force to place more attention on
service quality is the emergence of new breed of customers. Today's customers
are better educated and their knowledge about insurance is increasing. These
characteristics influence their buying behaviour and they are becoming more
sophisticated, more discerning and have higher expectations. Undoubtedly, owing
to the belief that the delivery of the high service quality is a must for attaining
customer satisfaction and a number of other desirable behavioural outcomes,
recent years have witnessed a flurry of research exploring assessment of service
quality in service industries. Therefore, next section deals with the literature
available for service quality measurements in insurance industry.
REVIEW OF LITERATURE
Tsoukatos and Rand (2007) conducted research on a sample of customers
from Greek retail insurance and affirmed that culture and service quality are related.
Twenty-three out of the twenty-five hypothesized relationships between the
dimensions of culture and of service quality are confirmed while the remaining two
are directionally supported. It is determined that the ranking of the service quality
dimensions can be predicted on the basis of cultural profiles. More specifically,
the importance of the five service quality dimensions is found exactly
as hypothesized on the basis of respondents' cultural profile; Reliability, followed
by Responsiveness and Assurance, equally ranked, then Empathy and finally,
Tangibles.
Tsoukatos & Rand (2006) in their study investigated the path of service
quality - customer satisfaction - loyalty at the level of constructs, drawing from
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the Greek insurance industry. A confirmatory and exploratory factor analysis was
used to determine the scale's dimensionality. Path analysis was utilized to examine
the model linking the service quality, customer satisfaction and loyalty at the level
of constructs' individual determinants. A total of 519 customers were included in
the survey. In the results, the SERVQUAL's dimensionality was not confirmed. And
non-tangibles, tangibles structure existed in Greek insurance. "Tangibles" did not
affect the customer satisfaction and while the word of mouth is an antecedent of
repurchasing intentions. Results also indicated that satisfaction does not directly
influence the repurchasing intentions.
Durvasula et al., (2005) in their study probe the impact of relationship
quality on value, satisfaction and behavioural intentions in the life insurance
industry and to compare its predictive power relative to service quality. The scale
items covered facets of service quality such as reliability, helpfulness, empathy,
responsiveness and product knowledge. Relationship quality was also assessed
using another custom developed multi-item scale including trust and confidence
with the agent, follow-up by agent, agent's remembering of personal information
and agent's plans for future policies. Results of study revealed that both relationship
quality and service quality have statistically significant and equally strong
relationship with satisfaction, value and behavioural outcomes. In addition, both
relationship quality and service quality are important predictors of satisfaction,
value and behavioural intentions.
Durvasula et al., (2005) in their paper makes a detailed comparison of two
major financial services in Singapore: life insurance and stockbrokerage.
Relationships of perceptions and expectations of service quality, mean service
adequacy (MSA) and mean service superiority (MSS) with service satisfaction and
loyalty are examined. Results indicate that the assurance aspect of service quality
is strongly related to satisfaction and loyalty in the life insurance industry, while
the reliability aspect of service quality enjoyed a similar status in the stockbrokerage
industry. Results also confirmed that while MSA and MSS both drive satisfaction
and loyalty, perceptions of actual service have the strongest correlations with
those behavioural outcomes.
Gayathri et al., (2005) conducted pilot study on the service quality of
insurance companies with the objectives to compare the service quality and its
dimensions for insurance service providers in India and to study the relationship
of customer satisfaction with the scores on the service quality dimensions in
Indian context. The study has been conducted in the city of Mysore in Karnataka
state. Multiple regression analysis results indicate that a strong relationship exists
between the quality and service dimensions. The coefficients of regression equation
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indicated that the satisfaction level of customers with the insurance companies is
affected by assurance, empathy and reliability for the four insurance companies
considered.
Reddy (2005) conducted a survey of 400 respondents in Bangalore city
to know the consumer perception towards private life insurance companies' policies.
Data was collected from respondents through structured questionnaire (over four
month's period). The findings extracted from analysis showed that respondents
feel that the policies offered by the private insurance companies are up to the
customers' expectations and as for alternatives of private companies' policies for
public insurance companies' majority of the respondents feel that very few policies
are better alternatives for public insurance company.
Tsoukatos et al. (2004) in their paper diagnosed the service quality in the
insurance industries of Greece and Kenya. GIQUAL, the SERVQUAL type
instrument was developed for the measurement of service quality in the Greek
insurance industry; it included 22 items from the revised SERVQUAL scale and 3
additional items to evaluate the effect of Product quality, Ambiguity of insurance
contract terms and Delays in claims settlement on customers' perception of service
quality. On the other hand for Kenyan insurance industry, the insurer's questionnaire
comprised 43 statements relating to expectations of excellent insurers only, while
the insured's questionnaire had 86 attributes in total. The result suggests that
quality gaps that obtained in the insurance industries of Greece and Kenya are
largely similar. The dimensions reliability and empathy are the most deficient and
apparently the dimension tangibles least impacts service quality.
OBJECTIVES OF THE PAPER
The study has been conducted to achieve following objectives :
1. To study the consumers' perception towards the service quality of
the selected life insurance companies.
2. To explore the key dimensions of service quality in the life insurance
sector.
3. To analyse the effect of demographic profile on customers' perceived
service quality and satisfaction.
HYPOTHESIS
The hypotheses formulated for the present study are as follows :H1 : Factors associated with the service quality are significant drivers
of overall customer perceived service quality in the life insurance
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H2
H3

H4

industry.
: All seven service quality related dimensions have significant
positive influence on the overall customer satisfaction.
: There is no significant relationship in the service quality perception
of the customers and demographic variables (Age, Gender,
Profession, Education and Income).
: There is no significant relationship between the degree of customer
satisfaction and demographic variables (Age, Gender, Profession,
Education and Income).

RESEARCH METHODOLOGY
For conducting the customer survey in first stage, cities were selected
from Punjab. Punjab is a large state with a population of 24,289,296 (as per Census
India, 2001); the two towns Amritsar and Ludhiana were selected from Punjab for
conducting the present study. These towns were selected as they hold top 2
positions on the basis of population in Punjab.
Table 1
Population of Towns of Punjab
Sr. No.

Name of the Town

Population in Year 2001

1.

Ludhiana

13,95,053

2.

Amritsar

10,11,327

Source : Statistical Abstract of Punjab 2003 (Published by Government of Punjab)

On the other hand, Chandigarh is a small city with a population of
9,00,914 (as per Census India, 2001); therefore, whole Chandigarh has been
covered for the study. The customers of the top five performing life insurance
companies on the basis of the premium income in the financial year 2004-05 were
selected for the study, i.e. Life Insurance Corporation of India, ICICI Prudential
Life Insurance Co. Ltd., Bajaj Allianz Life Insurance Company Ltd., Birla Sun Life
Insurance Company Ltd., HDFC Standard Life Insurance Company Ltd. The data
was collected using "the personal contact" after approaching the respondents
personally and explaining in detail about the survey objectives and purpose of
the study. A total of 750 customers were approached (250 from each city), and
627 correctly completed questionnaires were obtained, thus, yielding response
rate of about 83.6%.
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DEVELOPING THE RESEARCH INSTRUMENT
A modified SERVQUAL type questionnaire relevant to the insurance
industry was constructed. A questionnaire included 22-items from the original five
dimensions (i.e. Reliability, Assurance, Tangibles, Empathy and Responsiveness)
of the SERVQUAL instrument developed and updated by Parasuraman et al. (1994).
In order to obtain an even more comprehensive and insurance industry-specific
measure of the service quality construct, 19 additional items were added to the
SERVQUAL scale. The additional items were derived by going through the review
of the literature and particularly of the studies conducted in the insurance sector.
Thus, in total 41 items were included under seven dimensions (i.e. Reliability,
Assurance, Tangibles, Empathy, Responsiveness, Product Convenience and Product
Availability) to measure the service quality. Apart from service quality scale,
customer satisfaction was operationalised by four items. The respondents were
asked to rate their level of satisfaction on the items on a five-point scale ranging
from strongly disagree (1) to strongly agree (5). Pre-testing of the research instrument
prepared for the present study was done on a sample of 100 respondents in order
to identify and eliminate potential problems. All aspects of the questionnaire were
tested, including difficulty in understanding the questions and instructions. Factor
analysis was conducted to purify the research instrument. Before running the
factor analysis on the collected data, it was examined whether the data was
suitable for the factor analysis or not. This was done by analyzing the KaiserMeyer-Olkin measure of the sampling Adequacy (KMO) and the Bartlett's test of
Sphericity. High values of KMO (close to 1.0) generally indicate that the factor
analysis may be useful with the data. If the value is less than 0.50, the results of
the factor analysis won't be very useful. Very small values (less than .05) of
Bartlett's test of Sphericity indicate that there are probably significant relationships
among variables. A value higher than about .10 or so may indicate that data are
not suitable for factor analysis.
Table 2 and 3 shows that for the Bartlett's test of Sphericity was significant
in the both Service Quality scale as well as in the Customer Satisfaction Scale and
Table 2
Service Quality Scale
Kaiser- Meyer-Olkin and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sample Adequacy
Bartlett's Test of Sphericity

.800

Approx. Chi-Square

1600.315

Df

521

Sig.

.000
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Table 3
Customer Satisfaction Scale
Kaiser-Meyer-Olkin and Bartlett's Test
Kaiser-Meyer-Olkin Measure of Sample Adequacy
Bartlett's Test of Sphericity

.754

Approx. Chi-Square

84.783

Df

6

Sig.

.000

the KMO measure of the sample adequacy was well above 0.6, which showed that
the use of factor analysis was appropriate.
The Principal component factor analysis with a varimax rotation was
employed; the factor analysis generated nine factors that accounted for 77.865%
of the total explained variance in overall quality. The resultant factor structure
explained 77.865% and 64.818% of the variance in case of quality scale and
satisfaction scale. However, for the present study, the researcher has taken the
original five dimensions of the service quality given by Parasuraman et al. and to
Table 4
Factor Loading and Cronbach's Alpha- Service Quality Scale
Dimensions and its Variables

Factor

Cronbach

Loading

Alpha

RELIABILITY
When company promises to do something by a certain

0.8059
0.730

time, it does so.
Company performs the service right the first time.

0.801

Company shows sincere interest in solving your problems.

0.596

Company provides services within the specified contract limits.

0.715

Company maintains high degree of confidentiality in dealing
with the customers.

0.638

ASSURANCE

0.8616

You feel safe with the transactions of the company.

0.725

Employees and Agents of the company are polite and

0.756

courteous.
Employees and Agents have knowledge to answer customers.

0.585

RESPONSIVENESS
Employees inform customers exactly when the services will

0.7911
0.745

be performed.
You receive prompt services from company.

0.500
Contd.
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Contd. Table 4
Employees are always willing to help customers.

0.501

Employees and agents constantly communicate with

0.669

customers especially in post-purchase phase.
EMPATHY

0.8671

Company has convenient working hours.

0.534

Employees and agents identify customer needs and provide

0.679

products & services to meet these needs.
Claimants are assured of best possible attention.

0.529

Employees give customers individual attention.

0.509

Company welcome complaints and criticisms from customers.

0.532

Company has customers' best interest at heart.

0.682

TANGIBLES

0.7039

Company's physical facilities are visually appealing.

0.557

Insurance company's employees and agents appear neat.

0.851

Company has a visually appealing signs, symbols and

0.824

advertisement.
The branch of a company is at convenient

location.

Company effectively uses the internet to transact business.

0.853
0.702

PRODUCT AVAILIBILITY
Company offers products and services of utmost quality.

0.7279
0.621

Company price their products and services competitively.

0.504

Companies adequately differentiate their products and services.

0.691

PRODUCT CONVENIENCE
Company issues contracts with clear, transparent and non

0.7775
0.546

ambiguous terms.
Company settles customers' claims with no unnecessary delays.

0.705

Company has consistent, customer-focused, easy to

0.635

understand underwriting policies.
Company has easy terms for renew of policy.

0.521

Company procedures for alteration of policy are simple.

0.526

(Alteration in terms of change in nominee, address etc.)
An agent of the company deposits your premium.

0.636

You get premium notice intimation from Company.

0.472

Company offers discount schemes from time to time.

0.835

Note :

1.
2.
3.

The extraction method : Principle component analysis
Rotation method: Varimax with Kaiser Normalization
α values of 0.70 and above testifies strong scale reliability
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study the service quality factors in life insurance industry, two additional
dimensions have been included. The items with low factor loadings were deleted
during the pre-testing stage. Prior to the analysis of the results, the research
instrument was tested for its reliability. The internal consistency of the grouping
of the items was estimated using a reliability coefficient called Cronbach's alpha.
The final results after factor analysis including the number of items that make up
each dimension, factor loadings and their reliability coefficients are presented in
the Table 4 and Table 5.
Table 5
Factor Loading and Cronbach's Alpha Customer Satisfaction Scale
Scale Title

Factor

Cronbach

Loading

Alpha

Overall Customer Satisfaction
Considering everything, I am extremely satisfied with my

0.8142
0.878

overall dealing with the company.
I am satisfied with my personal contact with agents

0.793

and employees.
The overall service quality provided by my company is

0.813

satisfactory.
My company always meets my expectations.
Note :

0.730

1.

The extraction method: Principle component analysis

2.

Rotation method: Varimax with Kaiser Normalization

3.

α values of 0.70 and above testifies strong scale reliability

A final questionnaire was developed consisting of three sections. The first
section consisted of 34 items to measure consumers' perception of the service
quality of the life insurance companies in terms of the seven dimensions. The
second section included four items to assess the consumers' overall satisfaction
with the life insurers' services. The last section of the questionnaire addressed the
issues related to the characteristics of the respondents. It sought to establish the
demographic information about the respondents, i.e. gender, age, education level,
marital status.
DATA ANALYSIS AND FINDINGS
To explore the relationship between the overall service quality and its key
dimensions, the stepwise regression analysis was employed. The seven individual
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dimensions of quality were used as the predictor variables (independent variables)
to determine which of the seven dimensions were significantly related to the overall
service quality. The overall service quality for the life insurance company as perceived
and rated by the customers is used as a dependent variable.
Initially, Pearson correlation was used to investigate the relationship between
the service quality and its dimensions. Preliminary analysis revealed that there were
no violations of the assumptions of linearity and homoscedasticity, and all
associations were found to be significant at 99 percent level of significance. Table
6 shows that the strongest association of service quality is with responsiveness
having r equal to 0.889.
Table 6
Correlation–Service Quality and Its Dimensions
Empathy Assurance

Relia-

Respon-

Tangi-

Product

Product

bility

siveness

bles

availability

convenience

Quality

0.780

0.794

0.740

0.889

0.647

0.702

0.798

(1) Pearson Correlation
(2) Correlation significant at 0.01 level

The results of the stepwise regression analysis for relationship between
the overall service quality and dimensions of the service quality showed the
adjusted R square equal to 0.561 (Table 7) indicating high proportion of explained
variance and this adjusted R square was found to be statistically significant.
Table 7
Regression Model Summary : Overall Service Quality
Model

R

R2

Adjusted R2

Std. Error of the estimate

5

0.751

0.564

0.561

0.467

1.

Independent variable : dimensions of quality

2.

Dependent variable: overall quality

3.

R2 refers to the coefficient of determination that measures the proportion of the
variance in the dependent variable that is explained by the independent variables.

Results reveal that five dimensions of service quality namely
responsiveness, assurance, product convenience, empathy and product availability
were statistically significant (p<0.05). Beta values in Table 8 show that out of the
five statistically significant dimensions, Responsiveness has the strongest positive
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relationship and is the best predictor of service quality in the model followed by
Assurance, Empathy, Product Convenience and Product availability respectively.
Whereas the two dimensions namely the Tangibles and the reliability were not
significant and were not the determinants of the overall service quality for life
insurance companies in the model (as given in Table 9)
Table 8
Step-wise Regression Analysis: Service Quality Coefficients
Variable

Beta

t-value

Significance Level

Responsiveness

0.207

4.427

0.000

Assurance

0.197

4.763

0.000

Empathy

0.193

4.938

0.000

Product Convenience

0.185

4.273

0.000

Product Availability

0.099

2.308

0.020

Constant

1.

Beta co-efficient is the standardized regression co-efficient which allows comparison
of the relatives on the dependent variable of each independent variable.

2.

T-statistics help to determine the relative importance of each variable in the model.

Table 9
Step-wise Regression Analysis: Service Quality Excluded Variables
Variable

Beta

Constant

1.

t-value

Significance Level

6.876

0.000

Tangibles

0.005

0.100

0.921

Reliability

0.021

0.491

0.624

Beta co-efficient is the standardized regression co-efficient which allows comparison of
the relatives on the dependent variable of each independent variable.

2.

T-statistics help to determine the relative importance of each variable in the model.

DETECTION OF THE MULTICOLLINEARITY
To detect the problem of multicollinearity, if any, variance inflation factor
(VIF) and tolerance value (TV) were calculated. VIF ranged between 2.169 to 3.716
values which are well below the cut-off value of 10. On the other hand, the
Tolerance Values are above 0.20. These factors indicate that there is no evidence
of multi-collinearity problem in the regression model. The values of the Variance
Inflation Factor and Tolerance Value for linear stepwise regression model are
presented in Table 10.
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Table 10
Multicollinearity Statistics
Variables

Tolerance

Variance Inflation

Value (TV)

Factor (VIF)

Assurance

0.373

2.683

Responsiveness

0.354

2.826

Empathy

0.461

2.169

Product Convenience

0.375

2.664

Product Availability

0.385

2.601

Tangibles

0.369

3.716

Reliability

0.378

2.645

RELATIONSHIP BETWEEN THE SERVICE QUALITY AND THE CUSTOMER
SATISFACTION
Before using the stepwise regression analysis, the relationship between
the service quality and the customer satisfaction was investigated using Pearson
Correlation. The preliminary analysis revealed that there were no violations of the
assumptions of linearity and homoscedasticity, and all the associations were
found to be significant at 99% level. Table 11 shows that there was strongest
association between the customer satisfaction and tangibles & product convenience
(r=0.699, p<0.01).
Table 11
Correlation : Service Quality and Customer Satisfaction
Empathy

Customer

0.605

Tangi-

Reliab-

Respons-

Assur-

bles

ility

iveness

ance

0.699

0.613

0.680

0.664

Product

Product

Avail-

Conven-

ability

ience

0.625

0.699

Satisfaction
(1) Pearson Correlation
(2) Correlation significant at 0.01 level

To find out the best predictors of the customer satisfaction, the stepwise
regression was used with the dimensions of service quality as the independent
predictors. The result of the regression analysis in Table 12 reveals the adjusted
R2 as 0.604 showing strong relationship between the two constructs. The
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Regression model explained 60.4% of the variance in the customer satisfaction
construct.
Table 12
Regression Model Summary: Customer Satisfaction
Model

R

R2

Adjusted R2

Std. Error of the estimate

5

0.779

0.608

0.604

0.384

1.

Independent variable : dimensions of quality

2.

Dependent variable: customer satisfaction

3.

R2 refers to the coefficient of determination that measures the proportion of the
variance in the dependent variable that is explained by the independent variables.

In addition, according to Table 13 standardized coefficient Beta suggests
that dimension product convenience is the critical determinant of the feelings of
satisfaction towards the life insurance service providers. The other dimensions
that are the significant predictors of the customer satisfaction in the life insurance
sector according to results of regression analysis are assurance, tangibles,
responsiveness and empathy.
On the other hand, reliability and product availability were not found to
be significant in the model as a predictor of customer satisfaction (Table 14).
Table 13
Step-wise Regression Analysis : Customer Satisfaction Coefficients
Variable

Beta

t-value

Significance Level

Product Convenience

0.303

7.647

0.000

Assurance

0.204

5.103

0.000

Tangibles

0.162

3.376

0.001

Responsiveness

0.129

2.823

0.005

Empathy

0.098

2.646

0.008

Constant

1.

Beta co-efficient is the standardized regression coefficient, which allows comparison of
the relatives on the dependent variable of each independent variable.

2.

T-statistics help to determine the relative importance of each variable in the model.
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Table 14
Step-wise Regression Analysis : Customer Satisfaction Excluded Coefficients

1.

Variable

Beta

t-value

Significance Level

Reliability

0.41

1.008

0.314

Product Availability

0.48

1.176

0.240

Beta co-efficient is the standardized regression coefficient, which allows comparison of
the relatives on the dependent variable of each independent variable.

2.

T-statistics help to determine the relative importance of each variable in the model.

The Table 15 shows the Variance Inflation Factor and the Tolerance Value
for stepwise regression employed for knowing the relationship between the service
quality and customer satisfaction. The results shows that there was no evidence
of the multi-collinearity since VIF values was far below cut rate 10 and TV was
above the minimum rate 0.20.
Table 15
Multicollinearity Statistics
Variables

Tolerance

Variance Inflation

Value (TV)

Factor (VIF)

Product Convenience

0.402

2.487

Assurance

0.394

2.538

Tangibles

0.376

3.626

Responsiveness

0.303

3.305

Empathy

0.460

2.175

Reliability

0.390

2.562

Product Availability

0.375

2.665

INVESTIGATING THE PERCEPTION OF THE SERVICE QUALITY ACROSS
DIFFERENT CONSUMER GROUPS ACCORDING TO THEIR DEMOGRAPHIC
PROFILE
The Kruskal-Wallis test was performed to measure any significant
differences in responses among different consumers' groups on the basis of their
demographic profile. Kruskal-Wallis test was used to test the hypothesis formulated
for examining the relationship between service quality perception and demographic
variables (H3) and the relationship between the customer satisfaction and the
demographic variables (H4). Results of Kruskal-Wallis test are shown in Table 15.
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Table 16 shows that the age makes significant difference in the service
quality perception and in the degree of customer satisfaction (Sig. < 0.05). The
results reveal that there is a significant difference in perception of all the dimensions
of service quality except tangibles and empathy across different age groups. There
is no relationship between the overall service quality perception and the consumers'
gender. However, the consumers of different gender differ in perception for the
product convenience and the product availability dimensions.
The education status makes significant difference in the consumers'
perception of four dimension of service quality, namely, reliability, assurance,
product availability and product convenience. In addition, the educational status
did make significant difference in the degree of customer satisfaction towards the
life insurance companies as reflected by the reported Chi-square (?2). However, the
two demographic variables, namely, profession and marital status had no significant
relationship with the overall service quality perception of the consumers and with
degree of customer satisfaction. Whereas, results show that the respondents with
different income profile had significant differences with regard to overall service
quality perception.
MANAGERIAL IMPLICATIONS
Based on the working & features of the life insurance industry and the
empirical findings of the present research, the managerial implications that emerge
are presented in this section. Following are some of the suggestions which the life
insurers need to follow for enhancing the service quality to induce greater customer
satisfaction.
l
According to the results, responsiveness and assurance seemed to be
important dimensions influencing the overall service quality; on the other
hand, product convenience followed by assurance are the important
dimensions for influencing the customer satisfaction with the life Insurance
companies. If the life insurers are seeking to improve the customers
perceived service quality & satisfaction they need to concentrate on
providing the superior level of responsiveness, assurance & product
convenience as the insurance contracts are long term in nature. Therefore,
frequent customer contacts are of utmost importance. Since Life Insurance
is a service product intangible in nature, providing the service quality
consistently is necessary for the success and sustenance of the Life
Insurers.
l
The customers find it difficult to understand the complexities of the life
insurance products. Therefore, the life insurers need to focus on knowing
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the customers' needs as well as the ins and outs of the different life
insurance products. The Life Insurers & the intermediaries need to provide
useful and understandable customer information in simple language at the
appropriate times to demystify and explain the insurance process; the life
insurers need to provide simplified products, which are written & explained
in lucid language.
The high rate of the lapsation of the policies is detriment to the success
of the life insurers. A major reason for the lapsation of the policies is the
mis-selling of the life insurance products to the customers. Therefore, on
many occasions, the customers are dissatisfied with the products provided
by the life insurance companies. The Life Insurers need to develop better
methods to analyse the needs of the customer of needs analysis; better
questions for the seller to ask the prospective buyer; better matching of
the answers to what is available in the entire market. The life insurers
need to provide the right kind of products to the right consumers based
on their needs.
Most of the life insurance products are sold through the intermediaries.
They are the ones who can help the consumers by explaining the products
in a simple manner which requires proper training. With the increasing
competition in the life insurance industry, there has been an increase in
demand for large agency force. The insurers in their apprehension to
recruit agents fail to pay the required attention to the quality of training
imparted. Therefore, it is strongly recommended that the life insurers need
to pay greater attention to the training of the agency force as the life
insurance products are no longer simple and the intermediaries are
supposed to advise the customers on the appropriate life insurance
products considering their specific needs.
In view of the increasing competition, the life insurance companies have
been making great efforts to improve service quality so as to enhance the
level of the customer satisfaction. The changing expectations of the
customers about the level of the service quality are the economic and the
social phenomenon. Therefore, the life insurers need to constantly monitor
the changing customer expectations which can be achieved through the
customer surveys, in-depth interviews or other informal means of research.
As per the results of the study, the strong differences were found regarding
the service quality perception amongst the different age groups, education
and income groups. The life insurers need to continually assess the
different target segments and embark upon a strategy of targeting the
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specific customers according to their requirements and improve the quality
of its services.
l
The life insurance industry in India is experiencing an intense competition
amongst the major Public sector player and Private sector players. In lieu
of this, retaining an existing customer is cheaper than finding a new one.
The service quality dimensions provided in the study could be a basis
for differentiation for the insurers, which could be developed into a
sustainable competitive advantage in the long run.
To sum up, the present research has attempted to provide life insurers a framework
to understand the specific factors that significantly influence service quality and
customer satisfaction.
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Abstract
Financial sector reforms posed two-fold challenges before the co-operative
banks. On the one hand, they are supposed to provide cheap and timely credit to rural
masses and on the other, they have to ensure their profitability and viability in turbulent
interest regimes. Financial sector reforms, globalization of financial services and technology
revolution have strengthened the commercial banking system to a great extent and have
improved their internal working system. All these changes have resulted in improved
productivity and profitability of the commercial banking system which enabled them to
offer low cost services to customers. But all these changes have created problems for Cooperative Banking system. Due to its inbuilt weaknesses, structural loopholes and
dependence upon agrarian loans, Co-operative Banks were not able to sustain their
profitability. To be able to create a balance between their social objectives and economic
compulsions these banks were required to change their working strategy. As a result, cooperative banks diversified their areas of operation. The present study finds out the
impact of this diversification on productivity and profitability of Co-operatives. Punjab
state was the locale of the study. Out of 20 District Central Co-operative Banks in the
state sample of the study consists of six banks and the data pertains to a period of eight
years, i.e., from 2000-2007. Three banks each showing the highest and the lowest
profitability to business ratio is selected. Business diversification index has been developed
to find out the impact on productivity and profitability. The paper concludes that
business diversification in cooperative banks is not profitable. The shift of funds from
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agricultural to non-agricultural sector resulted by and large, into huge NPAs, which
affected the banks' performance badly. This gives an insight to the reasons responsible
for present condition of the co-operative banks.
Key Words
Diversification, Productivity, Profitability, Business per branch, Profit per branch,
Business per employee, Profit per employee

INTRODUCTION
The co-operative credit structure in India is almost a century old. The cooperative banks with their rural ethos and large network are, without doubt, the
best agencies for dispensation of short-term agricultural credit. They were the only
institutions providing institutional credit to agriculture till the commercial banks
emerged on the scene in a big way, particularly, after their nationalization in 1969
and social banking became their major thrust. Until the late sixties, farmers and
rural borrowers could look to only one institutional credit agency in the cooperative sector to meet all their credit needs whether it related to seasonal
agricultural operations, investment in land or redemption of debts. For historical
reasons, two parallel wings of co-operative credit institutions have come into
existence and developed, one for purveying short-term and medium term credit to
the cultivators and the other for dispensing long-term credit at first for debt
redemption and subsequently for investment in agriculture. Co-operative credit
institutions have been accredited with playing a significant role in the deployment
of credit for agriculture and rural sector. During the past few years, a supportive
climate has been created for the development of co-operatives as democratic and
autonomous businesses providing them with the opportunities for diversification.
With the persistent efforts of the National Co-operative Union of India, the Central
Government recently passed the Multi-State Co-operative Societies Act and also
formulated a national co-operative policy that provides greater autonomy to cooperatives.
The Indian co-operative banks have a unique position in the rural credit
delivery system of India. This sector of banking industry plays a crucial role in
the dispensation of credit for agriculture and rural development. Over the years,
they have remained the prime institutional agencies with their vast network, wider
coverage and outreach extending to remotest parts of the country. Challenges
before the co-operative banks are two-fold. On the one hand, they are supposed
to provide cheap and timely credit to rural masses and on the other, they have to
ensure their profitability and viability in turbulent interest regimes. Financial sector
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reforms, globalization of financial services and technology revolution have
strengthened the commercial Banking system to a great extent and have improved
their internal working system. All these changes have resulted in improved
productivity and profitability of the commercial banking system which enabled
them to offer low cost services to customers. But all these changes have created
problems for co-operative banking system. Due to its inbuilt weaknesses, structural
loopholes and dependence upon agrarian loans co-operative banks were not able
to sustain their profitability. To be able to create a balance between their social
objectives and economic compulsions these banks were needed to change their
working strategy. As a result, co-operative banks diversified their areas of operation.
REVIEW OF LITERATURE
Various studies have been conducted to find the importance and different
roles being performed by cooperatives. Aggarwal (1991) observed that since a
large segment of social banking operations is done through concessional interest
rates, subsidies and waiving off of loans, the profitability is marred by this. He
also observes that bank size is a determinant of its profitability level through
working of economics of scale. Amandeep (1993) studied the trends in profitability
in commercial banks and examined the factors responsible for the erosion of banks'
profitability. The results contradicted the traditional belief that priority sector
financing and rural banking are responsible for declining of banks' profitability. His
findings showed that organizational structure, fund management or overall
inefficiency in operations is more responsible for declining profitability of these
banks. Shah and Mishra (1993) have defined 'sound performance' in co-operative
as characterized by financial viability, adherence to basic principles of co-operation,
satisfaction of member objectives, centrality to member's economics, growth in
membership and business, and member involvement in the co-operative affairs.
Hunderkar (1995) examined productivity aspects in RRBs , suggested that (a)
profit planning and cost control measures should be improved; (b) labour
productivity improvement measures to be taken; (c) promote customer services by
product development and diversification strategies; (d) market development
strategies for mobilizing more savings to be initiated; (e) management audit for
controlling other administrative costs to be done; (f) streamline the recovery
process and (g) the funds of bank should be effectively managed. Niranjanraj and
Chitanbaram (2000) observed that co-operative banks also need attention in
developing models for evaluating their performance as they too are important part
of Indian Financial Market. They opined that while measuring the performance of
the DCCBs one has to consider not only their economic performance but their
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performance as co-operative organizations. They developed a model to assess
performance of co-operative banks. They considered 23 parameters falling into
four major groups for measuring the performance of DCCBs and assigned appropriate
weights to each parameter. Mohan (2004) analyzed the impact of economic reforms
on the banking sector in India. He observed that from the position of net loss in
mid 1990s to recent years, the share of public sector banks in the profit of the
commercial banking system has become broadly commensurate with their share in
assets, indicating a broad convergence of profitability across various bank groups.
He concluded that the increasing sophistication flexibility and complexity of products
and servicing offerings make the effective use of technology critical for managing
risk associated with banking business. Hsiu-Ling, et al. (2007) empirically examine
the impact of financial development and bank characteristics on the operational
performance of commercial banks in the Chinese transitional economy. Pooled
cross-section (banks) and time-series data are employed in the empirical estimation,
with the sample comprising a total of 14 Chinese banks. The period under
consideration extends from 1996-2004. Fixed effects and random effects models are
estimated. Empirical results exhibit higher levels of moneterization that can translate
into better ROA performance for banks. The longer a bank has been in existence,
the worse its ROA performance is found to be. Rather than leading to improved
profitability, Chinese banks' efforts to develop non-traditional banking business
actually have a negative impact on the ROA. The ROA performance of larger
Chinese banks (in terms of assets) is found to be inferior to that of the smaller
shareholding commercial banks.
From time to time various researchers have attempted to study the role
of co-operatives in rural credit, and their competitiveness with commercial banks.
Co-operative banks have progressed a lot after financial sector reforms especially
in their new role i.e., non-agriculture sector credit. There is hardly any study which
attempts to find out the impact of this diversification the working of co-operatives.
So, the present study is an attempt to bridge that gap, and hence, finds out the
impact of diversification on productivity and profitability of co-operative banks in
Punjab.
NEED, OBJECTIVES AND RESEARCH METHODOLOGY
Business diversification process in co-operative banks started long time
back in the year 1992 but its impact on working of co-operative banks has not been
studied yet. No major study has been conducted to assess the impact on the
performance of this co-operative credit structure under the aegis of new economic
policy regime. Hence, a need was felt to study the comparative impact of business
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diversification on productivity and profitability of the co-operative banks in Punjab.
The present study is an endeavor to examine impact of diversification on the
productivity and profitability of various district credit co-operative banks of Punjab
and to identify the gaps in the performance in terms of productivity and profitability
and to suggest ways to improve the productivity and profitability of these district
credit co-operatives banks of Punjab.
Sampling Design
Punjab state was the locale of the study. There are 20 district central cooperative banks in the state. The universe of the study includes these 20 banks
and the data pertains to a period of eight years, i.e., from 2000-2007. The average
profitability of these banks was compared to their business ratio is calculated, and
then based on their profitability to business ratio these banks are arranged in an
ascending order. Of these, three banks each showing the highest and the lowest
profitability to business ratio is selected. These banks are:
Low Profit Banks
l
l
l

District Central Co-operative Bank, Bathinda
District Central Co-operative Bank, Amritsar
District Central Co-operative Bank, Ferozepur.

High Profit Banks
l
l
l

District Central Co-operative Bank, Nawanshahr
District Central Co-operative Bank, Ludhiana
District Central Co-operative Bank, Ropar.

Regression Analysis
In order to see the impact of business diversification on assets structure,
liabilities structure and profitability of co-operative banks, regression analysis was
done. Before going for regression analysis, business diversification index was
developed for each year for each selected bank.
Business Diversification Index (BDI) : Business diversification was
measured by the proportionate share of loans advanced to other than agricultural
sector. Then the proportionate share during the base year of the study was taken
as unity (1) and indices for successive years were accordingly developed. The
trends in BDI were also calculated by using the trend analysis as mentioned
above.
Regression Equations
Two types of regression equations were applied to see the impact of BDI
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on productivity and profitability. The equations were used as under :
l
Y
=
a + bx and
l
Log Y =
Log a + b Log x
Where, Y = parameter of assets/ liabilities/profitability
a = a constant term
x = BDI
b = regression coefficient of BDI.
Finally linear form of regression equation was chosen for the study,
keeping in view the following criteria :
(i)
Higher value of R2
(ii)
Economic significance of BDI.
(iii)
Logical significance of BDI
Business diversification was measured as an index of diversification. The
loans advanced to other than agricultural sector were taken as the parameter of
business diversification in cooperative sector. The proportion of loans advanced
to other than agricultural sector was calculated for each year under study. Then
the proportion worked out for the base year was treated as unity and on the basis
of this, the indices for the remaining years of the study were computed.
Limitations of the Study
The data base of the study has been 2000 to 2007. The latest data could
not be collected because of the delay in the audit process of some of the DCCBs
under study and as such to maintain the uniformity in the data base, the time frame
of the study has been 2000 to 2007. It is significant to mention here that for few
of the DCCBs for which the data was available, the trend has been similar and does
not affect the findings of this study.
RESULTS AND DISCUSSION : TRENDS IN BUSINESS DIVERSIFICATION
Before going in for seeing the impact of business diversification on
profitability and productivity of cooperative banks, it is relevant here to study the
trends in diversification itself during this period under study. The trends in business
diversification in the selected district central cooperative banks are presented in
table 1(a) and 1(b)
It is clear from the analysis that there was business diversification in the
cooperative banks but not in the increasing order during the period under study.
It remained fluctuating in DCCB, Ropar. It increased from 1.00 in 2000 to 1.46 in
2002, which declined consistently to 1.13 during 2006 and then increased to 1.24
in 2007. These fluctuations turned the positive compound growth rate (0.21 per

Parneet Kaur et al / Indian Management Studies Journal 16 (2012) 79-90

85

Table 1 (a)
Diversification Trends in Low Profit DCCBs
Year

Amritsar

Ferozepur

Bathinda

2000

1.00

1.00

1.00

2001

0.80

1.61

1.12

2002

0.82

3.21

0.99

2003

0.80

3.76

1.07

2004

0.83

3.52

1.19

2005

0.73

1.99

1.23

2006

0.52

1.06

1.02

2007

0.52

0.70

0.91

C.G.R

-8.04

-6.99

0.44

t-value

4.91*

0.73

0.26

* Significant at 1% level
Table 1 (b)
Diversification Trends in Low Profit DCCBs
Year

Nawanshahr

Ludhiana

Ropar

2000

1.00

1.00

1.00

2001

1.06

1.02

1.22

2002

1.00

0.97

1.46

2003

1.88

0.76

1.42

2004

1.03

0.81

1.23

2005

0.91

0.81

1.12

2006

0.95

0.53

1.13

2007

0.94

0.46

1.24

C.G.R

-1.55

-10.36

0.21

t-value

2.03*

5.57**

0.11

* Significant at 10% level, ** Significant at 5 % level

cent) of diversification index in DCCB, Ropar non-significant. On the other hand,
in DCCB, Amritsar, there was continuous decline in diversification index from 1.00
in the base year to 0.52 in 2007, which registered a significant decline at the rate
of 8.04 per cent compounded annually. In DCCB, Ferozepur, the diversification
witnessed ups and downs throughout the period under study. It increased from
1.00 in the year 2000 to 3.52 in 2004, which ultimately declined to 0.70 in 2007.
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However, the overall the decline came to be non-significant.
In DCCB, Nawanshahr, the business diversification index, by and large,
reported declining trend, i.e. from 1.00 to 0.94 during the period under study. The
business diversification in DCCB, Ludhiana declined significantly from 1.00 in 2000
to 0.46 in 2007 at a compound rate of 10.36 per cent per annum. However, in DCCB,
Bathinda it declined insignificantly after witnessing fluctuations.
Overall, it can be said that the business diversification in competitive
banks could not make pace with the concept. It may be due to the fact that about
70 per cent of the loss of interest due to non-performing advances was from the
loan advanced to other than agricultural sector. That is why the cooperative banks
could not advance consistently on the path of business diversification. However,
there is diversification, is a fact.
IMPACT OF BUSINESS DIVERSIFICATION ON PRODUCTIVITY AND
PROFITABILITY
The productivity in cooperative banks was measured as business per
branch and business per employee, while the profitability was measured as profit
per branch and income per employee. The impact of business diversification on
productivity and profitability of the selected low-profit banks was seen in the form
of regression equation and the same have been presented in Table 2.
Low Profit District Central Co-operative Banks
In DCCB, Bathinda, profit per branch was positively affected by business
diversification. However, business diversification could explain only 42 per cent of
the variation in profit per branch. The regression coefficient (16.41) came to be
significant only at 10 per cent level. Other measures of productivity and profitability
could not be affected by business diversification even at 10 per cent level of
significance.
In DCCB, Amritsar the productivity in both the terms was inversely
influenced by the business diversification. The value of R2 for business per branch
was 0.781 while the same for business per employee was 0.788. This showed that
about 80 per cent of the variation in productivity measures was explained by
business diversification in the bank. The regression coefficient of business
diversification came to be -1065.07 and -174.58 for business per branch and business
per employee respectively. This revealed that productivity would further decline
with the increase in business diversification in the bank. As far as profitability of
the bank is concerned, it is clear from the Table 2 (b) that income per employee
was negatively affected by the business diversification as indicated by the
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Table 2 (a)
Impact of Diversification on Productivity and Profitability in Bathinda DCCB
Variable
Business per branch

Constant

b of DI

t-value

R2

1088.26

-226.83

0.247

0.010

Profit per branch

-11.21

16.41

2.080

0.419

Profit per employee

314.15

-135.05

0.580

0.053

Income per employee

13.35

-1.41

0.139

0.003

Table 2 (b)
Impact of Diversification on Productivity and Profitability in Amritsar DCCB
Constant

b of DI

t-value

R2

1614.59

-1065.07

4.630***

0.781

-4.49

8.17

1.565

0.290

Profit per employee

245.25

-174.58

4.726***

0.788

Income per employee

10.24

-4.40

2.497**

0.510

Variable
Business per branch
Profit per branch

*** Significant at 1%, ** Significant at 5%
Table 2 (c)
Impact of Diversification on Productivity and Profitability in Ferozepur DCCB
Constant

b of DI

t-value

R2

794.66

-16.47

0.244

0.010

-1.00

1.99

2.071

0.417

Profit per employee

153.14

-5.15

0.431

0.030

Income per employee

9.77

0.38

0.705

0.077

Variable
Business per branch
Profit per branch

significantly negative regression coefficient (-4.40). The overall analysis revealed
that business diversification in DCCB, Amritsar has badly affected the profitability
of the Bank. In DCCB, Ferozepur, the impact of business diversification on profit
per branch was significantly positive, but at 10 per cent level. Its R2 value worked
at only 0.417 leaving 58 per cent of the profit per branch unexplained by the
business diversification. The other measures of productivity and profitability were
not affected significantly by the business diversification in DCCB, Ferozepur.
High-Profit DCCBs
In DCCB, Nawanshahr, productivity and profitability were not significantly
affected by the business diversification Table 3 while in DCCB, Ludhiana, business
diversification hit hard the productivity and profitability of the bank. The value
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of R2 worked at 0.887 for business per branch, 0.919 for business per employee
and 0.775 for income per employee. This indicated that 78 to 92 per cent of the
variation in productivity and profitability was explained by business diversification.
The regression coefficient of business diversification in case of business per
branch, business per employee and income per employee came to be significantly
negative. This revealed that business diversification adversely affected the
productivity and profitability of DCCB, Ludhiana. All this can be explained keeping
in view the high NPAs in non-agricultural sector in the bank. In DCCB, Ropar
business diversification did not exert significant effect on productivity and
profitability as indicated by the non-significant values of R2 and regression
coefficients in table 3(c).
Table 3 (a)
Impact of Diversification on Productivity and Profitability in Nawanshahr DCCB
Variable
Business per branch

Constant

b of DI

t-value

R2

2232.99

-1001.71

0.719

0.079

Profit per branch

-16.85

38.14

1.523

0.279

Profit per employee

370.83

-180.82

0.611

0.059

Income per employee

14.07

-0.26

0.018

0.00005

Table 3 (b)
Impact of Diversification on Productivity and Profitability in Ludhiana DCCB
Constant

b of DI

t-value

R2

1952.26

-1199.45

6.874***

0.887

6.96

10.98

1.124

0.174

Profit per employee

383.13

-259.93

8.235***

0.919

Income per employee

15.94

-6.25

4.547***

0.775

Variable
Business per branch
Profit per branch

*** Significant at 1%
Table 3 (c)
Impact of Diversification on Productivity and Profitability in Ropar DCCB
Variable
Business per branch

Constant

b of DI

t-value

R2

1307.98

-234.48

0.325

0.017

Profit per branch

19.48

-1.57

0.092

0.001

Profit per employee

289.76

-65.50

0.369

0.022

Income per employee

14.086

-0.15

0.013

0.00003
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Summary of Findings and Conclusion
Overall, it can be concluded that business diversification in cooperative
banks is not profitable. Profitability is a pillar which provides opportunities for
future growth and prospect for any organization. Any new venture is undertaken
with objective to strengthen and improve the profitability position. In case of cooperatives the shift of funds from agricultural to non-agricultural sector resulted
by and large, into huge NPAs, which affected the banks performance badly. This
is the reason why cooperative banks are again shifting towards agricultural sector.
Out of total loss of interest due to NPAs, about 70 per cent is accounted for by
non-agricultural sector. Thus, the adverse effect of business diversification on
productivity and profitability of cooperative banks caused the diversification almost
to a halt or decline. Diversification step was undertaken to increase the scope of
co-operatives and fulfill all types of credit need of the rural community, so cooperatives took a step to improve the position of farmers and to decrease the
scope of moneylenders, which ultimately results in exploiting the farmers. But
unfortunately the result of all these efforts by this organization was not that
fruitful. At this point of time co-operatives cannot fulfill its objectives by only
providing agricultural finances, they need to provide non-farm credit also, the only
point of consideration is what kind of policies should be pursued for these type
of advances so that rather than hampering the growth it results in improving the
performance of co-operatives and which ultimately results in augmenting the
resources for providing funds to agriculture sector. Co-operatives need to give
serious thought to advances to non-agriculture sector. This crucial sector is not
working in right direction which our research shows.
SUGGESTIONS
Proper steps should be undertaken to bring this sector on the right track.
Only then, co-operatives can think of its long term sustainability. The following
steps will go a long way to facilitate the improvement in the productivity and
profitability of the Co-operative Banks in Punjab:
1. As high as 70 per cent of the loss of interest is due to non-performing
advances against the loans advanced to other than agricultural sector.
This is the underlying reason for the lack of consistent advancement on
the path of business diversification by cooperative banks. Therefore,
there is a need of acceleration of recovery machinery and proper credit
evaluation of the customers, before sanctioning loan to them.
2. There is urgent need of introduction of advance technology for banking
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3.

4.

5.

activities in cooperatives because cooperatives are still using age old
technology which is acting as a hurdle in its progress.
Bank staff needs to have more professional attitude and there should be
proper training programmes in form of workshops, seminars and camps
from time to time for bank employees, so that they are well aware of the
new challenges as well as rules and regulations.
In this era of marketing, cooperative banks are far behind in marketing of
their products. They are still known for their agriculture sector loans only.
So effort should be made to increase the marketing activities for promotion
of non-farm sector loans.
It is a need of the hour that more infrastructure should be there in
cooperative banks to tackle the non-farm loans along with proper credit
evaluation, modern technology and support from Punjab State Cooperative
Banks.
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INTRODUCTION
Managers are the kingpins to achieve the objectives of an organization,
but they cannot be treated as machines, whereas achievement of planned targets
is high depends on managerial performance simultaneously dignity of individual
is also a matter of importance. If a manager having feeling that his dignity was not
honored by his organization, it reflects in individual performance behavior. To
understand the complex behavior of a person, he must be considered as a whole
person, not just separate and distinct characteristics such as knowledge, attitude,
skills, and personality traits. Large number of factors influence individual behavior
and performance and most of them having inter-related to each other in a web and
create high degree complexity in understanding. This complexity always has
remained an important issue for researchers.
In case of changed dynamics of economic and business growth the
situations have made managerial workforce more and more demanding both
economically vis-a-vis psychologically. Because of various types of pressures
from powerful multinational corporations and in the name of LPG (liberalization,
privatization and globalization) of business and trade, governments have reduced
trade barriers that were providing protection to local industry especially were
helping to lower down the cost. As a result of high competition, the focus of
organizations instead of providing a foundation for long term growth, they are
cashing in their assets for short-term stock performance. Due to this enormous and
constant pressure these organizations' first priority became to generate cash flow,
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instead of creating quality workforce or building a stronger community. All this,
in a way has made the work place more cold and hostile where work has become
obligation rather than resources of growth. Instead of organizations as existing to
enhance the ability and capability of workforce to earn a quality of living and make
significant accomplishments, managers serving in organizations are sacrificing
their aspirations for good of their employers' benefit. The value of what determines
the quality of organizational set-ups is not those cohesiveness among work groups
attempting to provide excellent products and services , but managerial workforce
is an entirety that is desperate for showing results in terms of increase in
performance and output. Peter F. Drucker (1993) has rightly pointed out that
capability of adding value through development, improvement and innovation are
more important as compared to traditional economic factor (such as monetary
capital, physical labor and raw materials).As a result managerial workforce feel
highly contained and strained.
Traditionally it was conceptualized that productivity or performance implies
'How much and How well.' It has been defined as quantity of volume of the major
product and service that an organization provides to customer (Robbins, 1983).
But it must be kept in mind that performance is actually output from all the
resources, economy as a whole plays certainly an important role but the way an
individual leader/manager plans, organize, and integrates various factors across
the whole organization like technology, materials, facilities, product innovations
and methods as well as human skills and knowledge, human care and human
efforts to increase the overall productive efficiency. Setting and meeting the goal
and targets and their successful accomplishment are also an integral part of
performance in organizational set-ups. As organizations are now competing for
advantage in a volatile business environment it becomes more pertinent to
deliberately, consistently, strategically and innovatively develop, optimize and
utilize their major value adding resource, i.e. human resource" (Akinyemi, 2011).
LITERATURE REVIEW
From time immemorial it was felt concerned to efficiency and effectiveness
researchers are trying to find new methods and ways in all the related spheres of
operation like financial, mechanical, technical and behavioral, to get the maximum
results especially in organizational and managerial (individual) performance. In
order to effectively and efficiently completing the tasks and giving philip to overall
performance, new technologies and high competitive pressure brought about new
crisis in the recent context.
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BURNOUT AND PERFORMANCE
Increased complexity of workplace situation needs the analysis of
individual's stress experience to be done in terms of multi-dimensional concept.
Burnout is one such construct that conceptualizes individual stress experience
embedded in a context of complex social relationship and it involves the personal
conceptions of both self and others (Maslach, 1998). Burnout does not take place
overnight. It is a manifestation of stress. It occurs as a result of continuous high
work-stress when it remains unrelieved on performer. So persistence of stress on
individuals and failure to manage it effectively are major responsible conditions of
it. Maslach and Leiter (1997) expressed that burnout is largely a product of
organizational context, even if it is expressed on an individual level. So work
climate, work environment and degree variance in burnout, are considered significant
areas of study in relation to individual and organizational performance. Burnout
has become a focus of systematic study in organizational set-ups, which has
attracted the attention of researchers (Maslach and Schaufeli, 1993). Disruptive
changes occurred in work environment in Indian industrial set-ups during the
recent past decades because of global competition, worldwide recession ringing
a bell that its workforce especially managerial staff is largely at the risk of burnout.
WORK ENVIRONMENT AND PERFORMANCE
Review of empirical studies reveals that managerial performance and
workplace, organizational performance and learning and the 'learning and performing
organization' is now taking a central stage in the organizational context. The view
of organizations as open systems, requires us to pay attention to work environment;
(i) factors and forces that may affect performance directly, (ii) factors affecting and
contributing to performance indirectly. Daft (1998) studied organizational work
environment and organizational work culture. The study identified three aspects
of work environment's complexity dimension, namely, the number of factors, their
complexity and their heterogeneity, whereas stability dimension of work environment
reflects the extent to which various factors in the work environment change
frequently over the period of time. According to Daft, organizational work culture
consists of a set of values, guiding briefs, understandings and way of thinking,
that is shared by and acceptable to members of an organization.
Knuckey et al., (2002) investigated link between organizational employee
practices, employee development programme and organizational performance. It
was found that employee practices, including employee development, are
underdeveloped in low performing organizations. Evans & Rainbird (2002) revealed
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that the discourses of Human Resource Management, the learning and performing
organization and knowledge management suggest that learning and performance
are the central concern in the workplace. They found the effects of managers on
salient elements of the organization's work environment that influence performance
as highly important. Hosie et al. (2006) presented to specify which aspects of
managers' affective well-being and intrinsic job satisfaction predict dimensions of
their contextual and task performance, for a detailed account of the development
of the managers' performance measurement model refer to.
Huselid (1995), Harel & Tzafrir (1999), and Fey & Bjorkman (2000)
investigated the effect of Human Resource Management (HRM) system on
organizational performance. They attempted to analyze the relationship between
HRM system and organizational performance statistically. However, the
relationships were not searched using non-linear approaches. These studies
considered that is a critical input in enhancing the business performance results.
The HRM system covers; planning, managing and improving the human resources;
identifying, developing and sustaining employees' knowledge, talent, and
competencies; involving and empowering workforce. It was found that all these
factors have a positive effect on organizational performance results and HRM
practices prevailing in a specific work environment have a significant impact on
organizational performance.
MANAGEMENT ORIENTATION / LEADERSHIP AND PERFORMANCE
Bowers and Seashore (1966) raised another viewpoint on the principal
conclusion of early studies which appears to be that leaders who adopt democratic
or participative styles are more successful. In this sense, these early studies are
focused on identifying the 'the one best way of leading'. Mullins (1999) highlighted
that in the trait theories, the major weakness of style and behavioural theories is
that they ignore the important role which situational factors play in determining
the effectiveness of individual leaders. Fiedler (1967), House (1971), and Vroom &
Yetton (1974) considered this as a limitation that gives rise to the 'situational' and
'contingency' theories of leadership, which shift the emphasis away from 'the one
best way to lead' to context-sensitive leadership. Although each study emphasizes
the importance of different factors, the general tenet of the situational and
contingency perspectives is that leadership effectiveness is dependent on the
leader's diagnosis and understanding of situational factors, followed by the
adoption of appropriate style to deal with each circumstance. Bass and Avolio
(1993) suggested in context of one 'best way of leadership' out of 'transactional'
and 'transformational' leadership styles, that transactional leaders were said to be
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'instrumental' and frequently focus on exchange relationship with their subordinates.
Bycio et al. (1995), opined opposite view, in contrast to transactional leadership,
transformational leaders were argued to be visionary and enthusiastic, with an
inherent ability to motivate subordinates even in unfavourable situations. Fiedler
(1996), one of the most respected researchers on leadership, commented upon role
of leadership and its significance by arguing that the effectiveness of a leader is
a major determinant of the success or failure of an individual or group, or even
an entire organization. Darcy & Kleiner (1991), Hennessey (1998), and Saari et al.
(1988) reveal that in the conditions in which organizations have sought to cope
with the increasing volatility and turbulence of the external environment and
challenges arose by motivating and influencing subordinates, leaders provide
training, and developing and equipping them with the skills required to cope with
the situation emerged. empirical studies into the links between leadership and
performance have been lacking. Thorlindsson (1987) suggested that variations in
the performance of different fishing ships, under identical conditions, can be
accounted for by the leadership skills of captains. Over a three-year period, it was
further revealed that the leadership qualities of the ship captains accounted for 35
to 49 per cent of variation in the catch of different crews. Bass and Avolio (1993)
examined that the links between leadership and performance coincide with the reemergence of the 'the one best way to lead' debate. Of particular relevance is the
resurgence of interest into charismatic leadership, which is frequently referred to
as transformational leadership. Bycio et al. (1995), and Howell & Avolio (1993)
theorized that transformational leadership is linked to organizational performance.
Nicholls (1988), and Quick (1992) conceptualized that the visionary and inspirational
skills of transformational leaders motivate followers to deliver superior performance
at work place.
MOTIVATION AND PERFORMANCE
Butkus and Green (1999), defined that motivation is derived from the word
"motivate", means to move, push or influence to proceed for fulfilling a want.
Bartol and Martin (1998) expressed that motivation is a powerful tool which
strengthens behavior, provides a path to behavior, and triggers the tendency to
continue (Farhad et al., 2011) in right direction in order to attain pre-determined
targets; individuals must be satisfactorily energetic, enthusiastic and be clear
about their end goals. Bedeian, (1993) emphasized that motivation is an internal
drives to satisfy an unsatisfied need and the will to accomplish, that initiates
through a physiological or psychological want that stimulates a performance.
Chowdhury.M.S, (2007) considered motivation as a progression of moving and
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supporting goal-directed behavior.
Individual performance depends on so many factors like performance
appraisals, employee motivation, employee satisfaction, compensation, training
and development, job security, organizational structure etc., but the motivation
itself a significant that factor highly influences the performance of employees.
Individual motivation is one of the policies of management enhance effectual job
management amongst workforce in organizations (Shadare et al., 2009).
A motivated manager is responsive of the definite goals and objectives he/she
must achieve, therefore he/she directs its efforts in that direction. Rutherford
et al., (1990) observed that motivation an important factor responsible for
organizational successful. A motivated manager is constantly looking for improved
practices to achieve the task, so motivation it an essential feature for performing
organizations.
In addition to the above discussed factors the other variables which seem
to be of great importance, i.e. 'financial and non financial incentives' have not been
taken for investigation in present study. Role of these factors need careful attention
to facilitate occurrence of their positive effect and neutralize negative impact and
thereby improve individual performance. Not only performance is affected by
burnout, stressful environment, organizational leadership and motivation, it is also
being influenced by structural relationships of number of factors in the organizational
set-ups which needs also high attention of researchers.
RESEARCH METHODOLOGY
The sample comprised of 100 male marketing managers, falling between
30 to 56 years of the age who were working at the middle level managerial
positions in the manufacturing sector. Careful attention was given to the process
of selection of subjects so that only those managers are taken who have a
minimum experience of 8 years are placed almost at the same level. This was done
to ensure homogeneity of the sample so that reliable and generalized results could
be obtained. In the manufacturing sector, only consumer goods industry was
covered which deals with consumer durable goods and consumable goods. The
category-wise distribution of the selected sample is as follows in Table-1.
The following tests and inventories were used to obtain the required data
from the selected subjects:
1. SELF-PERFORMANCE APPRAISAL INVENTORY
In order to obtain the information about a manager's performance in the
job with regard to various parameters relevant from the point of view of his role,
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the total twelve parameters (Organizing Ability ,Job Knowledge and Clarity,
Communication Skills, Decision-making, Judgmental Skills, Sociability, Leadership
Skills, Integrity and Dependability, Commitment and Loyalty, Creativity and
Innovation, Attitude and Target Achievement) were selected for in-depth probing.
45 items pertaining to the above twelve parameters were prepared following the
Likert scale.
Table 1
Sample Distribution According to Different Demographic Factors (N = 100)
Age

30-40 yrs.

41-45 yrs.

46-50 yrs.

51-56 yrs.

Mean = 40.47

31%

33%

27%

9%

Children out

Single

Double

More than 2

No child

of married

33%

38%

6%

2%

Experience

Upto 8-10

Upto 11-15

Upto 16-20

Above 20

as Manager

yrs.

yrs.

yrs.

yrs.

Mean = 13.14

43%

34%

12%

11%

Only Pb.

Hry. Pb. U.T.

operation

50%

10%

Goods

Consumables

Durables

FMCGs

16%

52%

32%

Area of

deal with
Marital Status

Educational
Qualification

J&K and Pb HP, Hry, UT, Pb.
6%

29%

Married

Unmarried

79%

21%

Graduate

Postgraduate

40%

60%

17% B.Com. 18 %B.Tech.

9% M.Com. 46% MBA.

2% BBA, 2% LLB, 1% B.A. 5% others, ME, CA & PG Dip.
Note : 5% managers were having experience all over India.

WORK ENVIRONMENT SCALE (Moos, 1986)
To assess the human as well as the system aspects of work environment
of organizational set-ups the work environment scale was used to obtain the
information which is considered influential towards the functioning of an
organizational set-up in which individuals are supposed to perform. The scale
consists of ten subscales. 90 items pertaining to the following ten parameters were
prepared using the scale. The respondents were required to respond to each item
as true or false. These ten sub-scales are as follows : Involvement, Peer Cohesion,
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Management Support, Autonomy, Task Orientation, Work Pressure, Clarity, Control,
Innovation and Physical Comfort.
MASLACH BURNOUT INVENTORY (Maslach & Jackson, 1986)
The Maslach burnout inventory was designed to measure the
psychological condition which is the result of chronic interpersonal stressors on
job during performance. The scale assesses three dimensions of the burnout
syndrome : (i) Emotional Exhaustion, (ii) Depersonalization and (iii) Lack of Personal
Accomplishment.
Maslach Burnout Inventory consists of twenty-two statements in
total. The subjects are required to respond the frequency "How often", the
experiences; feelings related to each subscale are measured using a seven-point
scale (0-6).
WORK MOTIVATION QUESTIONNAIRE ( Agarwal, 1988)
WMQ consists of 26 items covering all the major variants with regard to
job and overall job satisfaction, extrinsic and intrinsic factors and work environment.
Each item has to be rated on 5 points/ alternatives. Weight of 5 is assigned to the
most positive response and 1 to extreme negative response. Data obtained from
WMQ yielded dimensions of motivation as; (i) Dependence, (ii) Organizational
Orientation, (iii) Work Group Relations, (iv) Intrinsic Motivation / Psychological
Incentives, (v) Material Incentives and (vi) Job Situation to assess their work
motivation, both intrinsic and extrinsic motivation.
MANAGEMENT ORIENTATION / LEADERSHIP STYLE INVENTORY
Management Orientation/Leadership Style assessment scale consists of
35 items. This scale was constructed following Pfeiffer & Jones (1974) TaskPerson (T-P) leadership questionnaire. The statements in the scale tend to assess
Task Orientation and Person Orientation management style of top level management.
ADMINISTRATION OF TESTS USED IN THE STUDY
Selected subjects from their respective organizations were personally
approached, either individually or in the form of a group, which depended on
availability of selected managers at one place or otherwise. At the same time,
different questionnaire proformas were given to them to elicit their response.
In the first session, the respondents were given performance appraisal,
Management orientation/leadership style and PGI mental health questionnaire.
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Ten minutes interval was given between administrations of the next tests. On
the second or third day that was second session of the testing schedule work
motivation questionnaire, work environment scale and burn out inventory were
administered.
Number of subjects in group for testing session depended on the
number of subjects available from given organizations. In case of observation
of some subjects in the first and second sessions of the test administration
conducted for that session were given to them along with detailed instructions
to be followed. These subjects submitted their response sheets as per
instructions. The subjects who failed to submit the record in time or submitted
incomplete forms were rejected. All the response-sheets of subjects for different
tests were scored as per the instructions given in the respective manuals of test
developed by the researcher/author for the test. Inventories were constructed for
this investigation only; the standard procedures of taking responses and serving
them were followed.
STATISTICAL ANALYSIS
The data obtained from these subjects on 6 variables was subjected to
analysis in selected variables and Step-wise Regression Analysis was applied to
analyze the predictive value of each of the taken independent variables for
explaining job performance of marketing managers.
ANALYSIS OF RESULTS
In order to find out the percentage of contribution and predictive value
of chosen independent variables, viz. burnout, stressful work environment,
management orientation styles and work motivation in the performance of marketing
managers, step-wise regression was applied to the data obtained from managers
using relevant questionnaires which yielded quantitative index of each independent
variable.
Table-2 shows R2 Beta coefficients and Standard Error (SE) of performance
(criterion variable) in the analysis of causation of performance (x1) by burnout (x2),
stressful work environment (x3), person centered (x4) and task centered (x5)
management orientation styles, and work motivation (x6) (Predictor variables).
From the said table it can be observed that in Model-I level variable of burnout
was taken to find out its contribution in managers' performance. The constant
value of variable of performance, which is index of standing performance, is 225.96.
At present level of job performance as yielded by the marketing managers and
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given their level of burnout, the value of R2 comes out to be 0.0423, with Beta
value of -0.223 which is significant. This implies that presence of a given level
of burnout or any increase in the index of burnout is likely to influence the
performance in a negative way. 4.23 per cent variance in performance can be
predicted from burnout alone and burnout (x2) has emerged as a negative predictor.
Though the contribution of variable of burnout in performance appears to be low,
however, the effect of burnout on performance in Model- I level has been significant
whatsoever.
STEP-WISE REGRESSION MODEL
Performance = f (Burnout, Stressful Work Environment, Person-Oriented
Management Orientation/Leadership style, Task-Oriented
Management Orientation/Leadership style and
Motivation).
Whereas these variables are denoted as follows :
List of Variables
1.
x1 — Performance (dependent variable)
2.
x2 — Burnout
3.
x3 — Stressful Work Environment
4.
x4 — Person Centered Management Orientation/Leadership style
5.
x5 — Task Centered Management Orientation/Leadership style
6.
x6 — Motivation
The research literature available on work performance and job satisfaction
is replete with evidence that burnout of employees tend to capacitate the individuals
through their experience of emotional exhaustion, chronic fatigue and frustration
brought about by these. The factors are likely to reduce the personal
accomplishments level, hence, affecting their work performance adversely, and
consequently, leading to decline in productivity (Smith & Marjorie, 1980; Gentile
and Merna, 1980; Pines and Aronson,1981; Edelwich & Brodsky, 1980; Kahn, 1980;
McGhee, 1990; and Schaufeli & Buunk, 1996).
Burnout is a chronic negative psychological process resulting from
negative conditions of work which can be found in all kinds of professionals.
Perlman & Hartman (1982) found the managerial personnel affected by it. This
occupational stress reaction is considered as the main occupational hazard
(Maslach, 1982b), the collection of cognitive (e.g. negative attitudes, concentration
difficulties), behavioural (e.g. absenteeism, decreased work performance), affective
symptoms (e.g. emotional exhaustion, irritability), (McElroy, 1982; and Seuntjens,
1982) accompanied somatic complaints (Belcastro, 1982; Belcastro and Hays, 1984)
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Table 2
Analysis of Percentage of Contribution of Burnout, Stressful Work Environment,
Person and Task Centered Orientation Styles and Motivation in Job PerformanceStep-wise Regression Analysis

Constant
x

2

Model I

Model II

Model III

Model IV

Model V

225.96

186.46

185.21

184.29

179.49

-0.223*

-0.066

-0.013

0.013

0.507

(0.107)

(0.110)

(0.118)

(0.118)

(0.118)

x3

0.338*

0.282*

0.256*

0.132

(0.094)

(0.105)

(0.109)

(0.118)

x4

0.785

0.708

0.633

(0.643)

(0.65)

(0.634)

x5

0.327

0.392

(0.394)

(0.385)

x6

0.501*
(0.201)

Df

98

97

96

95

94

R2

0.042

0.154

0.167

0.173

0.224

Note : The values given in parentheses denote standard error (SE).
* indicates significant values.

would trigger chronic stress reactions to the work situation ( Maslach and Jackson,
1981a; Freudenberger & North, 1985; and Gillespie,1991), which is bound to reduce
the overall productivity and lower the job performance in the marketing managers.
In Model-II, the variable of stressful work environment (x3) was added to the
regression equation to check the contribution of these in performance and their
predictive value as well. The constant value of performance index has been 186.46.
As far as contribution of burnout (x2) and stressful work environment (x3) is
concerned, R2 comes out to be 0.154, i.e., 15.4 per cent variance of the total
variance in dependent variable (Performance) is due to burnout (x2) and stressful
work environment (x3). Burnout and stressful work environment in combination
emerged as negative predictors with Beta value of -0.0657 which is statistically
non-significant. But stressful work environment alone came out to be significant
positive predictor of performance with Beta value of 0.338. Comparing it with the
effect of only burnout that was 4.23 , the R2 value implies that effect of stressful
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work environment goes up to 11.17 per cent is quite significant causing changes
in performance.
Stressful work environment tends to disturb the transaction between job
environment and personal characteristics of the individual (Handy, 1988). When
people in the job start perceiving difficulty in coping with work demands, it has
detrimental effects on the behaviour, work motivation, attitude toward work and
physical and psychological well being of employer which cost serious consequences
to the organization in the terms of reduced productivity of the employees and then
increased medical assistance. In the present study stressful work environment has
emerged as a major factor in lagging productivity and performance of individuals
and organizations. A number of empirical studies conducted in this regard also
pointed to the same trend (John & Michael, 1980; Lipowski, 1977; Friedman &
Rosenman, 1974; Trendall, 1984). In stressful work environment, occupational/ job
stress studies, the factors which came under investigation were role erosion,
workload, inter-role distance, role stagnation and role-conflict associated with a
particular job. Mishra, 1987; Mishra, et al., 1989; Helode, 1989; Gangopadhaaya,
1991; Thakaran, 1992; Sekhar & Chandra, 1996; Pradhan & Mishra, 1995; and Singh
& Mohanty, 1995) studied a number of organizational variables and consistently
reported negative effects of job stress on organization in terms of financial loss
due to decreased productivity and increased health cost of employees. Substantial
negative contribution of stressful work environment as compared to all other
chosen variables in the present investigation verify the position that stressful
work environment tends to affect the performance of managerial work-force.
In Model-III, when another variable of Person-centered Management
Orientation style was added to the already taken two variables of burnout and
stressful work environment, it did not much, the constant value of performance
that is 185.21. The value of R2 which is 0.167 shows that 16.7 per cent variation
in performance can be attributed to the addition effect of burnout (x2), stressful
work environment (x3), and person-oriented management style (x4). These do not
vary much from the combined contribution of burnout (x2) and stressful work
environment (x3). Burnout (x2), stressful work environment (x3) and person-centered
management orientation style (x4) came out to be a negative predictor with Beta
value of –0.0127 which is found to be non-significant, whereas burnout (x2) and
stressful work environment came out to be positive and significant predictor of
performance with Beta value of 0.282, and person-oriented management style (x4)
taken alone is also a positive predictor with Beta value of 0.785, but it could not
attain the level of significance. Addition of variable of person oriented management
style caused increment of just 1.27 per cent in the total effect jointly caused by
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the variables of burnout and stressful work environment.
In Model-IV of regression analysis, variable of Task-oriented management
style (x5) was added to existing three variables, namely, burnout (x2), stressful
work environment (x3), and person oriented management style (x4) in the regression
equation. The constant value of performance came out to be 184.29. The value of
R2 at this level of analysis is 0.173 which is also not significant, but greater than
what it was in Model-III of analysis that was 0.167, though the additive effect of
task-oriented management style (x5) variable is there with R2 value of 0.173. This
17.3 per cent variation in performance can be attributed to the conjoint effect of
burnout (x2), stressful work environment (x3) person-oriented management style
(x4) and task-oriented management style (x5). These variables x2, x3, x4 and x5 came
out to be positive predictor with Beta value of 0.0125 which is found to be nonsignificant. The same is the case with combined effect of x4 and x5 as well as effect
of only x5 i.e. task oriented management style. At this level of analysis stressful
work environment (x3) and person oriented management style (x4) and task oriented
management style (x5) came out to be positive predictors of performance with
Beta value of 0.256 which is significant. Comparison of R2 for three variables
Model-III and Model-IV reveals that change or increment in effect caused by taskoriented management was 0.63 per cent only. If the contribution of person and
task-oriented management styles of management in causing change in performance
is compared it is in favour of person oriented style of management. It is contributing
1.27 percent for person-oriented management style and 0.63 for task-oriented
management style which was found low. Though in both the cases of management
styles the total amount of contribution is not much high but still the personoriented style of management seems to be favoured style in influencing the
performance of marketing managers.
Managerial orientation styles tend to contribute to the morale of the
employees and affect their work motivation, hence, work involvement. Personoriented style of management which is more participative and tends to act as
buffer against the discontent of employees in many situations. In person-oriented
management style, the concern of management for workers' well-being, talent,
motivation, reward even in terms of reorganization and positive and encouraging,
attitude are likely to lead overall better job satisfaction, hence, better performance
by employing at all levels. In contrast non-participative and no-question asked
style of top management invites little participation in decisions and goal setting
of the organization, and it might trigger acute form of performance stress. At the
initial stage it might not affect so adversely but with the passage of time cummulative
effect of all this would affect the job performance of marketing managers. In the

104

Ran Singh Dhaliwal / Indian Management Studies Journal 16 (2012) 91-111

present study, there is relatively higher percentage contribution by person-oriented
management style than task-oriented management style, though magnitude of
contribution is low but points to the same condition as stated above. The kind
of effect of management style was evident in studies conducted by Institute for
Social Research (1982), on walkout behaviour of Air Traffic Controllers which was
spurred by more than just economic grievances. Some studies conducted by
Toyota Motors Corporation (1982) on plant workers regarding their job satisfaction
in terms of task accomplishment, having contribution recognized, from improving
skills and achieving personal growth reflected the same results. Company's quality
control evaluations emphasized workers' enthusiasm, project success and how well
everyone was participating. These two group studies gave significant credence to
the fact that person-oriented management style of top management is likely to
contribute towards satisfaction of employees both in individuals as well as team
members working to create cheerful and rewarding work environment and
contributing to overall increased profits of the organization through their increased
involvement and motivation as a result their enhanced job performance.
These findings lend support to the hypothesis, that is, person-centered
orientation of high ranking management enhances self-initiative, involvement and
work motivation which are clearly reflected in overall job performance of marketing
managers.
In Model-V of regression analysis variable of work motivation (x6) was
added to already taken four variables, i.e., burnout (x2), stressful work environment
(x3), person-oriented (x4) and task-oriented (x5) management styles. The value of
R2 at this level is 0.224 which implies that all the five predictor variables when
taken together tend to predict 22.4 per cent of variance in job performance of
marketing managers. Beta values for joint effect of x2, x3, x4, x5, and x6, x3, x4, x5,
and x6, x4, x5, and x6, x5, and x6 were 0.507, 0.132, 0.633 and 0.392 respectively and
all were non-significant. The variable (x6), i.e., work motivation yields Beta value
of 0.501 which is significant. All the variables of seem to be positive predictors
of performance though with varying levels in terms of level of significance. The
notable increment in the value of R2 at this level is clearly due to the significant
effect caused by the variable of work motivation. As compared to earlier joint
effect of burnout, stressful work environment, person and task-oriented
management style that was 17.3 per cent the addition of the variable of work
motivation has enhanced it to 22.4 per cent. This implies that work motivation
has caused a change of 5.1 per cent influencing job performance of marketing
managers.
Overall changes caused by addition of independent variables of burnout,
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stressful work environment, person and task-oriented management styles and work
motivation at step-wise level reveal that these selected variables explain 22.4 per
cent variance in effects of job performance of marketing managers. While the
contribution of burnout comes out to be 4.23 per cent, the stressful work
environment causes 11.17 per cent variation in performance. The role of management
style of top management is not that effective, however, 1.27 per cent contribution
by person-oriented style of management as compared to 0.63 per cent contribution
by task-oriented management style seems quite valuable in winning confidence of
work-force and inspiring them to perform better. The present contribution of work
motivation was 5.1 per cent which is, again, very decisive in effecting positive
changes in job performance of marketing managers. If hierarchy of independent
variables chosen for the study is to be drawn in terms of their importance, this
analysis has made it clear that work environment is the most vital factor in
determining the job performance followed by work motivation level of employees
and burnout factor operative marketing managers in a given set-up. Then comes
the factor of management orientation styles of top management, person-oriented
style favoured over the task-oriented management style in terms of positive effects
of management style on performance of marketing managers.
The role of work motivation in performance has also been a focus of some
empirical researches but the context and reference of studies were different and
restricted. Performance of any organization covers both efficiency and effectiveness.
When output of any given organization is high and achieves its intended goals,
organization is considered highly efficient and effective. In this regard, it is important
to recognize that attempts at both efficiency and effectiveness stem from motivation.
It is motivation which energizes, diverts and sustains behaviour. The context
within which motivation and behaviour occurs is sometime too complex involving
listed of obvious and hidden conditions. However, guidelines provided by work
organizations in terms of policies, procedures and rules provide straight context
may be explicit or implicit. Though Murray's (1938) analysis of motivation was
centered on viscerogenic and psychogenic states which induce specific behaviours
and Maslow's (1943) alternative viewing of motivation as science of relatively
separate and distinct stress hierarchy with certain higher needs becoming achieved
to the extent certain lower needs become satisfied in terms of hierarchy of potency.
McClellend (1961) went to extent of rating groups, organizations and societies
according to the degree of achievement related motivation evident in the total
system. Economic growth, corporate profits and individual remuneration are seen
as indication of good performance and achievement which is the sole outcome of
work motivation. Those business managers who show relatively higher level of
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achievement work motivation are inclined to task moderate risks rather than gamble
on situation with high potential failure. This tends to maintain consistent string
of successes. The level of difficulty of goals for participants induces effort and
channels it in appropriate direction (Locke, 1978; Latham and Locke, 1979) which
tends to enhance the job performance of marketing managers and overall
productivity of the organization. In the present study, the contribution of the work
motivation variable comes out be important next to the factor of work environment.
It is also important to recognize that work environment and work motivation of
employees are intimately related with each other as conditions available of work
environment and values, norms and policies set by the organization for its
employees to adhere to effect intrinsic as well as extrinsic levels of motivation of
marketing managers which in turn will influence their performance and achievements
of the organization.
In sum, results of step-wise regression analysis done to find out predictive
value of burnout, stressful work environment, management orientation styles and
work motivation in performance reveal that burnout is a negative predictor of job
performance of marketing managers with 04.23 per cent of variance in performance.
Addition of work environment variable showed that stressful work environment is
a positive predictor of performance. While both burnout and stressful work
environment explain 15.4 per cent of variance on performance, work environment
alone explains 11.17 per cent which is quite significant. In Model-III, when another
variable of person centered style of management was added, the joint predictive
value of these variables for performance became 16.7 per cent. However, the main
contribution in this remained that of stressful work environment. Person centered
management orientation style caused 1.27 per cent of variation in predictive power
of independent variables. In Model-IV, the variable of task oriented-management
style was added; with this the percentage of predictive power of these four
variables became 17.3 per cent. Comparative look at the contribution of each
individual variable suggests that task-oriented management style contributed only
0.63 per cent in percentage of variance for performance. In Model-V, the factor of
work motivation was added, with this the predictive power for performance of
marketing managers went up to 22.4 per cent. The sole contribution of work
motivation came out to be 5 per cent.
All these results imply that there is a hierarchical order among chosen
independent variables in the context of job performance of marketing managers.
In this regard, stressful work environment appears at number one. Next comes the
variable of work motivation. Afterwards burnout has a significant influence though
it is negative. Person-oriented and task-oriented management styles appear at in
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the end in the hierarchy of influence of these variables in influencing performance
of marketing managers. These results have given a clear picture of underlying
dynamics of interactions among these variables while influencing the job
performance in any organization.
AN OVERVIEW OF RESULTS
Work motivation level of marketing managers was found to be facilitated
by person-oriented management style as compared to task-oriented approach of
the management as perceived by managers.
Burnout appeared as significant predictor of job performance of marketing
managers. When burnout and stressful work environment were taken together
stressful work environment emerged as a significant predictor of job performance
explaining the maximum amount of variance in performance in relation to total
variation in job performance explained by all the independent variables.
When person-oriented and task-oriented management styles of top level
management were added at each of the next two levels, burnout, stressful work
environment and person-oriented management style came out as positive and
significant predictors of performance (R2 = 16.67). Burnout, stressful work
environment and person-oriented management style and task-oriented management
style in consideration also appeared as significant predictors
(R2 = 17.3).
Variable of motivation appeared as major predictor of job performance of
marketing managers; and it comes after the stressful work environment. At third
place came the burnout influence in causing variation in job performance of
marketing managers.
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INTRODUCTION
The paper aims to provide a comprehensive overview of the patterns of the
R & D expenditures and to explain the economics behind technology and research
environment in simple terms in context of pharma industry in India. "To enable Indian
pharmaceutical industry to play a leading role in the global market and to ensure
abundant availability, at reasonable prices within the country, of good quality
pharmaceuticals of mass consumption" is the formal vision statement of Department
of Pharmaceutical, Ministry of Chemical and Fertilizer, Government of India. To achieve
this vision R & D certainly has an influential role to play. In no other industry segment
innovative R & D is as critical as in pharma industry. Earlier research cites that the
major players within the pharmaceutical industry have long positioned themselves as
global players (KPMG, 2006).
The major opportunities for the Indian pharmaceutical industry are in the
areas of : Generics (including biotechnology generics), biotechnology, outsourcing
(including contract manufacturing, information technology (IT) and R&D outsourcing.
So it is imperative to study R & D expenditure patterns and its output. The paper is
organized as follows. Section 1 presents the literature review on R & D and the role
of R & D in enhancing competitiveness of business. Section 2 analyses the regulatory
regime and trends of the R & D expenditures to provide insights into R & D and
technology absorption scene prevalent in pharmaceutical inductor in India. Policy
implications for policy makers to augment country's ability to improve the competitive
position for future as well as conclusions are drawn in section 3.
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RESEARCH AND DEVELOPMENT AND STRATEGIC MARKETING
IMPLICATIONS
In pharmaceuticals sector the R & D has the influential role in strategy
formulation for success, e.g. innovation, is crucial to compete in the pharmaceutical
sector, including drug discovery, exploiting generic markets, collaborating research,
and new technologies in drug delivery has led to success of Ranbaxy. Eureka
moment of next blockbuster products is something every pharmaceutical company
yearns for, as patents provide time limited protection.The cost of drug discovery
is huge, the widest possible global sales are needed to recoup the investment,
reinvest in the next generation of research and development, and make a decent
profit (KPMG report, 2006). Because of the deterring cost of obtaining patents in
the US, MNCs shift the technology and innovation development to lesser costly
Asian countries like India and China. Drug discovery through R & D has implication
upon sales and profits. The Aurobindo mentions its in-house R & D team of ability
to convert its knowledge of complex chemistry and pharmacopoeia into a key
competitive advantage of Aurobindo. The R & D team also focused on product
development - searching for promising products to meet customer and quality
development - continuously improving the quality of existing products. In the
same way Swiss-based Novartis tasted huge success after having new medicines
approved by the Food and Drug Administration (FDA) in the USA. Aurobindo
pharma also claims that the product offering was widened through intelligent
research and fast tracked the company (annual report, Aurobindo 2009).
With the policies of liberalisation and reforms in 1991, competition has increased
at global level and importing technologies by Indian firms became easier. This also led
to increased in-house R & D and many multinational companies set up new R & D
centres (Bowonder and Richardson, 2000). Moreover, the R & D focus of world is
changing. While the US and the Western Europe have been the traditional locus of
R & D, China and India are emerging as the destinations for R & D (Li and Zhong,
2003; Sun and Wen, 2007; see Asakawa & Som, 2008 for comprehensive review). The
R & D costs are massive, the results uncertain. A viewpoint on pharma companies has
recommended them to keep investing in R & D (as the force named ''karma'' in Buddhist
and Hindu religions) as a necessity for future success (Pharma's global karma : Focus
on Novartis, Pfizer and Ranbaxy). The pharmaceutical industry being the knowledge
based industry seems to be a good representative of technological and innovative
environment in India. The government of India has the focus to develop the technology
absorption and research under the aegis of central bodies like Council of scientific and
industrial research (CSIR).
India is a huge market for pharmaceutical companies with more than one
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billion population and emerging affluent middle class with higher disposable incomes
as well as access to medical insurance. So a huge opportunity lies ahead of leading
drug manufacturers, the pharma companies in India need to invest in R & D to
exploit this opportunity.
THE INDIAN PHARMACEUTICAL INDUSTRY
This is one of the fastest growing sectors of Indian economy. This sector
is now presently valued at estimated 1,00,000 crores (USD 20 billion), has
tremendous potential. Mckinsey and Company has predicted growth rate of 1014% in this industry. The Indian pharmaceutical market is expected to touch USD
40 billion by 2015. Indian pharmaceuticals meet about 70% of country's demand.
There are about 250 large units and about 8000 small units (including five Central
public sector units). Large 250 units control about the 70% of the market. The
"organized" sector of India's pharmaceutical industry consists of 250 to 300
companies, which account for 70 per cent of products on the market, with the top
10 firms representing 30 per cent. However, the total sector is estimated at nearly
20,000 businesses, some of which are extremely small. Approximately 75 per cent
of India's demand for medicines is met by local manufacturing. The sector is
plagued with severe price competition and government control.
Country

Growth Rate

Expected Size

US market (world's largest)

1-2%

NA

Japan (world's 2nd largest)

4-5%

84-88

Top five EU countries (France, Germany,

3-4%

162-172

14 -15%

105-115

4.5 -5.5 %

820

12-13%

30 (by 2020)

Italy, Spain, U.K)
Emerging countries China, Brazil, Turkey,
Russia, Mexico, South Korea,
India
Overall global pharmacy market
India

Source : Annual reports of various companies, NA : Not Available

The industry is going through plateau of new product approvals, generic
drug substitution, and new opportunities for outsourcing R&D in developing
country. The CRAMS (Custom/ Contract Research and Manufacturing Services)
basically innovation driven is expected to grow at around 15%. With approximately
$70- 80 billion worth of patent protected drugs to go off-patent by 2012 and
inclusion of healthcare reforms in 2010 budget plan of US, a wide opportunity
is waiting in its wings.
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REGULATORY REGIME
On January 1, 2005, India introduced a system of product patents (before
that, only patents for processes were permitted, this led to domestic industry's
great success as a global exporter of high quality generic drugs. It also proved
to be influential in bringing back pharma MNCs after they had left India in 1970s.
Now India is a preferred destination for strengths in contract manufacturing and
for research and development (R&D), particularly in the conduct of clinical trials
and other services.
OBJECTIVES
The purpose of this paper is :
1.
To analyse total R & D expenditures and its constituent parts i.e.
the capital and revenue expenditure.
2.
To investigate variations in R & D of Indian and MNCs Pharmaceutical
firms.
3.
To find out the association between R & D expenditures and Sales
and profit after tax (PAT).
4.
To analyse the research output of the selected companies using
DMF (Drug Master Files) registered with FDA (Food and Drug
Authority, U.S.) as a proxy of reserch output.
5.
To investigate the research orientation of the top 20 pharma
companies in India.
DESIGN/METHODOLOGY
The study is an exploratory and empirical study of R& D expenditures of
top 20 companies in pharmaceutical sector in the year 2010 selected on the basis
of market capitalisation. The study has used the US DMF's (Drug Master Files)
as a surrogate measure for the R & D output from India. The grant of patents/DMF
has been considered as a tangible, measurable and recorded output of the
technology development process previously.
The descriptive statistics has been used to compare and analyse the R
& D expenditures patterns and to study inter- firm variations in the pharma sector
of India. Further, mean R & D is calculated to find out the inter company variation
in disclosures. χ2 (Chi Square) test has been used to test the significance of
variation in R & D expenditures. Kruskal-Wallis Test has been used whereas the
skewness and Kurtosis of data indicated some deviation from normality. Correlation
of R & D expenditures with sales and PAT has been conducted on the collected
data. The significance of correlation is tested. The SES has been estimated roughly
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to check the normality assumption (Tabachnick & Fidell, 1996; Brown, 1996).
Values of 2 standard errors of skewness (ses) or more (regardless of sign) are
probably skewed to a significant degree. SPSS 16 and Stat graphic Centurion XV
have been used to compute correlation, significance of correlation etc.
TIME PERIOD OF THE STUDY AND DATABASE
The annual reports of the selected companies are collected from the
Ludhiana Stock Exchange/websites. The data includes all US DMF's (Drug master
files) as reported in the annual reports of selected companies for the year 2010.
Since long, the use of annual reports has been validated by earlier researches for
accessibility, consistency, timeliness and finally it being an audited and
comprehensive document; perceived to be more reliable than other documents
(Chander, 1992; Brenan, 2001; Olsson, 2001).
Sample Selection : Top 20 pharma companies in India have been selected
on the basis of market capitalisation. The large firms are expected to make more
investments towards new drug discovery and innovation. Rao (2008) also stated
that large firms are rapidly moving towards discovery and development of new
drugs, while medium and small firms engage in the production of off-patent generics
and contract manufacturing, respectively. Varukolu and Park-Poaps, (2009) reported
that firm's technology adoption was significantly related to firm size positively in
apparel industry.
REVIEW OF LITERATURE
A lot of literature on R & D concentrate on internationalisation and
changing trends of research (Walsh, 2007; Bowonder and Richardson, 2000; Feinberg
and Majumdar, 2001; for comprehensive review see Asakawa and Som, 2008).
Chakrabarti and Bhaumik (2009) have argued that the multinational companies from
the US outsourcing have driven the recent growth in Indian patenting and are
using more of all-Indian teams for patentable research. The importance of technology
absorption and foresight in industries is well accepted. If India wants to maintain
the momentum of growth in corporate R & D, it faces the challenge of upgrading
its higher education in producing technical graduates at master's and doctoral
levels. Wonglimpiyarat (2006) studied the technological potential of the Thai
industry and suggested to devise development policies necessary to make the
Thai industry successful by the year 2020. Bhaumik and Chakrabarti (2009) found
that both China and India have achieved very high growth rates in patents
granted. Varukolu and Park-Poaps, (2009) in a study of apparel manufacturers in
Tripura town, found that the level of a firm's technology adoption was significantly
related to firm size positively and its export orientation negatively. Singh, (2005)
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shows the importance of technology in emergence of information society in India.
Todd and Javalgi, (2007) have emphasized the internalisation of SME with
advancements in information technology and improvements in communication
infrastructure. Nagesh and Aggarwal (2005) found determinants of R & D behaviour
of Indian enterprises and their impact on the R&D behaviour of MNE affiliates and
local enterprises.
Analysis and Discussion : The study proposes and tests the following
hypotheses :
H1

:

There are not any significant variations in R & D expenditures by top 20
pharma companies.

To test this the R&D expenditures of top 20 pharma companies are
collected as reported in latest available annual report of the companies.
It is seen that where the companies like Glaxosmithkline (0.42%) are making
least expenditures on R & D, the companies like Cadila (11.58%) making maximum
expenditures on R & D as a percentage of sales. The recurring R & D expenditures
are more than the capital R & D expenditures of the companies. The average R & D
expenditure as a percentage of sales is 5.4725%. 11 companies namely GlaxoSmithKline
(0.42%), Abbott (.80%), Piramal (1.50%), Alembic (4.27%), orchid chemicals (4.33%),
Aurobindo (3.6%), Phizer (3.79%), IPCA (3.71%), Aventis (1.35%), Cipla (5%), Divi's
labs (2.31%), are spending less than average whereas the nine companies namely
Cadila (11.58%), Ranbaxy (10.9%) Panacea Biotec (9.10%), Dr. Reddy's Lab (8.79%),
Lupin (8.70%), Torrent (8.62%), Sun pharma (8.50%), Wockhardt (6.42%), Biocon
(6.3%), spend more than average R & D expenditures.
Mean capital expenditure is 175 million rupees and mean recurring expenditure
is app. 1204 million of rupees. The table 2B shows summary statistics for each of the
selected data variables. It includes measures of central tendency, measures of variability,
and measures of shape. Of particular interest here is the standardized skewness, which
can be used to determine whether the sample comes from a normal distribution. Values
of these statistics outside the range of -2 to +2 indicate significant departures from
normality, which would have tended to invalidate many of the statistical procedures
normally applied to this data. The coefficient of variation is found to be least in R &
D expenditures when figures are considered in percentages so, further analysis of the
R & D expenditures as a percentage of sales has been used. The calculated value of
χ2 is 41.46 is more than the table value 30.14 at 19 d.f. therefore; null hypothesis
proposing no variations in R & D expenditures by top 20 companies is rejected. So,
R & D expenditures vary between company to company widely.
In 2005 the pharmaceutical companies in India were making R&D
expenditures at 2 per cent of sales which was far below the global level of 10 to
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Table 2A
R&D expenditures of selected companies
Research Exp.

Capital

Name of

Recurring

Company

Total R&D

As %

Expen-

of

ditures

turnover

In Millions Rupees
Abbott India Limited

1.01

59.357

60.367

0.80

Alembic Limited

57.7

432.7

490.4

4.27

Aurobindo Pharma Limited

42.1

972.7

1014.8

3.06

Aventis Pharma Limited

81

51

132

1.35

Biocon Limited

129

1126

1255

6.3

Zydus Cadila Limited

385

1763

2148

11.58

Cipla Limited

119.9

2506.9

2626.8

5

Divi's Laboratories Limited

101.7

112.8

214.5

2.31

254

3643

3897

8.79

GlaxoSmithKline Pharmaceuticals Ltd.

33.46

46.68

80.14

0.42

IPCA Labs

67.6

505.2

572.8

3.71

Lupin Pharmaceuticals

681

3438.1

4119.1

8.70

Orchid Chemicals Ltd.

5.775

538.849

544.624

4.33

Panacea Biotech

231.4

577.2

808.6

9.10

Pfizer Limited

0.906

291.751

292.657

3.79

Piramal Health Limited

41.9

361.9

403.8

1.50

221.98

4721.84

4943.82

10.9

159

1440.8

1599.8

8.50

Torrent Pharmaceuticals Limited

104.8

1090.7

1195.5

8.62

Wockhardt Limited

799.58

399.08

1198.66

6.42

Dr. Reddy Laboratories Limited

Ranbaxy Laboratories Limited
Sun Pharmaceuticals Industries Ltd.

Source : Compiled from the annual reports of respective companies)
Note : In case of Lupin and Panacea the figures in column four are as a % of net turnover
instead of Gross turnover.
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Table 2B
Descriptive statistics of R&D expenditures of selected companies
(In Millions Rupees)
Capital

Recurring

Total

exp

Total R&D
exp. As a %
of sales

N Valid

20

20

20

20

Mean

175.9406

1,203.98

1,379.92

5.47

Std. Deviation

217.19703

1,352.02

1,449.08

3.46

1.24

1.12

1.05

0.63

Coefficient of variation
Std. Error of Skewness

0.512

0.512

0.512

0.512

Range

798.67

4,675.16

4,883.45

11.16

Minimum

0.91

46.68

60.37

0.42

Maximum

799.58

4,721.84

4,943.82

11.58

20 per cent. Nevertheless, the domestic industry is still spending far too little on
R&D, which must change quickly if it is even to begin to address these new
opportunities and challenges (KPMG report, 2006). Within five years the figure has
risen to 5.4725%, still almost half of lowest in U.S companies. The R & D
expenditures of selected firms were benchmarked against the minimum of R & D
expenditures incurred by U.S. firms. For this t-test has been run. The null hypothesis
proposing no difference between minimum of R & D expenditures of U.S. firms and
selected firms was rejected for t = 5.85958 P-value = 8.8712 for alpha = 0.05.
H2

:

There is no significant difference between the R & D of Pharmaceuticals
Indian and Pharmaceuticals MNC's.

Average R & D expenditures are 6.44 % of sales in Indian companies and
1.59 % in MNCs. The maximum R & D expenditures incurred by Indian firms are
11.58% and by MNCs pharma is 3.79% of total sales. The C.V of Indian companies
is almost half of mean R & D expenditures incurred by MNCs pharma, thus
indicating that there is more variation in R & D expenditures by MNCs pharma.
To check whether mean R & D expenditures of Indian pharma differs significantly
from MNCs pharma the ANOVA test has been conducted.
The ANOVA table decomposes the variance of total R & D expenditures
into two components : a between-group component and a within-group component.
Since F-ratio equals 8.95499, Since the P-value of the F-test is less than 0.05, the
null hypothesis is rejected, indicating a statistically significant difference between
the mean total R & D expenditures from MNCs to domestic firms at the 95.0%
confidence level. To determine which means are significantly different from which
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Table 3A
Total R & D expenditures for MNCs and Indian pharma companies
Type of

N

Average

Firm

S.D.

C.V.

R&D

Indian

16

Mini-

Maxi- Range

mum

mum
11.58

6.44312

3.10489

48.1892%

1.5

SES

10.08 0.0542079

MNCs

4

1.59

1.51554

95.3171%

0.42

3.79

3.37

1.33534

Total

20

5.4725

3.45547

63.1424%

0.42

11.58

11.16

0.369866

Table 3B
ANOVA Table for total R & D expenditures of Indian and MNCs pharma.
Source

Sum of

D.f

Squares

Mean

F-

P-

Square

Ratio

Value

8.95

0.0078

Between groups

75.369

1

75.369

Within groups

151.496

18

8.41643

Total (Corr.)

226.865

19

others, Multiple Range Tests have been conducted.
It also shows the standard error of each mean, a measure of its sampling
variability. The table also displays an interval around each mean. The intervals
currently displayed are based on Fisher's least significant difference (LSD)
procedure.
As the total R & D expenditures distribution was found to be skewed, and
reporting the median along with the mean in skewed distributions is a generally
Table 3C
Mean R & D expenditures Indian and MNCs pharma with 95.0 percent LSD intervals
Col.

Count

Indian

16

Mean

Stnd. Error

Lower

Upper

(pooled s)

limit

limit

6.44312

0.725277

5.36567

7.52058

1.45055

-0.564913

3.74491

MNCs pharma

4

1.59

Total

20

5.4725

good idea, the Kruskal-Wallis test is conducted. Since the P-value is less than 0.05,
there is a statistically significant difference amongst the medians at the 95.0%
confidence level.
H3

:

There is no significant difference between the R & D of Pharmaceuticals
Indian and Pharmaceuticals MNC's.
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Table 3D
Kruskal-Wallis Test for total R & D expenditures of Indian and MNCs pharma.
Type of Organisation

Sample Size

Average Rank

Indian

16

12.25

MNCs pharma

4

3.5

Test statistic = 7.0

P-Value = 0.00814917

The present study established Pearson product moment correlation between
R & D expenditures and sales. It was found that a positive and weak correlation exists
between these two variables at 0.0743 (Table 4). Although it was expected that the
companies with higher value of sales might be spending more but the statistical test
proved that the P-value being more than .05, the correlation is not significant. So, R
& D expenditures are weakly and positively but not significantly related to its turnover.
After this the R & D expenditures have been checked for any correlation with PAT.
Table 4
Correlation between R & D expenditures and sales and PAT

Total R & D expenditures

Pearson Correlation
N
Sig. (2-tailed)

Sales

PAT

0.0743

0.0275

(20)

(20)

0.7557

0.9083

The results, although do not show any significant correlation the between R & D
expenditures and profit after tax. P-values above 0.05 indicate statistically non significant
zero correlations at the 95.0% confidence level.
Table 5 shows the DMFs filed by sample companies from India with FDA
(Food and Drug Authority, U.S.) from 1.1.1940 to October, 2010. Maximum DMFs
have been filed by Cipla Ltd 156, followed by Aurobindo Pharma Ltd 146, then
closely followed by Cadila Healthcare Limited with 140 DMFs. FDA website does
not show any entries in name of Panacea Biotec and Aventis Pharma Ltd. Cipla
Limited spends merely 5% of sales on R&D, but has been able to file maximum DMF,
in the same fashion, Aurobindo Pharma still less (3.06% of sales), but holds 2nd
position in DMF fillings. This seems to be confounding to some extent. It requires
further insights into factors that inluence the R&D inputs and outputs. This
investigation is apparently outside the scope of this paper.
R & D ORIENTATIONS OF PHARMA INDUSTRY IN INDIA
The issues of R & D which have been reported by almost all the sample
companies and remain key areas of each company's strategy are; Innovation,
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Table 5
DMFs filed by sample companies with FDA from India since 1940
Sr. No.

Company

DMFs Filled

1.

Abbott India Limited

20

2.

Alembic Limited (API Division)

41

3.

Aurobindo Pharma Limited

146

4.

Aventis Pharma Limited

Nil

5.

Biocon India Limited

24

6.

Cadila Healthcare Limited

140

7.

Cipla Limited

156

8.

Divis Laboratories Limited

41

9.

Doctor Reddy's Laboratories Limited

56

10.

GlaxoSmithKline Pharmaceuticals Limited

13

11.

IPCA Laboratories

70

12.

Lupin Pharmaceuticals

103

13.

Orchid Chemicals Limited

85

14.

Panacea Biotech

Nil

15.

Pfizer Limited

51

16.

Piramal Health Limited

9

17.

Ranbaxy Laboratories Limited

114

18.

Sun Pharmaceuticals Industries Limited

95

19.

Torrent Gujarat biotech Limited

23

20.

Wockhardt Limited

66

reduction in energy consumption, improvement in product quality, development of
cheap raw material and high productivity. Other specific areas of R & D which find
mention in annual reports of selected companies are summarised as below :
Aurobindo focused on process for manufacture of bulk drug and
technology oriented R&D driven health care Company have yielded results by
way of improved processes in the commercial production.
Biocon achieved global presence in supply of fermentation based small
molecules to the Generic Industry in regulated markets and came out with safe and
environment friendly processes.
Cadila claims to have tried hard for resources and diversification of
risk by developing innovative products in basic research and target in focus therapy
continue to develop proprietary formulation technologies for oral drug delivery and
expand its research in newer areas like nanotechnology based formulations.
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Cipla is making research efforts in direction of development of agrotechnology (Indigenous System Development) genetics and biotechnology for
cultivation of medicinal plants, development of methods to improve safety
procedures, effluent control, pollution control, development of products related
to the indigenous system of medicines. Benefits derived as a result of the above
efforts are reduction in batch hours, increase in batch sizes, better solvent recovery
and simplification of processes, maximum utilisation of indigenous raw materials.
Dr. Reddy's research in global generics, pharmaceutical services and
active proprietary products modification of existing manufacturing processes for some
of the products and significant savings in cost of production reduce the time cycle
GlaxoSmithKline has latest technology like computer controlled compression
machines, IBC systems to avoid dust exposure and electronic tablet counter to fill
the bottles, using innovative techniques to minimise manual handling, development
of NIR methods for raw material identification.
IPCA is working on new formulations and line extensions, development of new
markets, adaptation to meet export requirements, quality up-gradation and cost reduction.
Lupin has taken initiatives in different drug delivery platforms, Bioadhesive and gastro retentive technologies were deployed Equivalence (BA/BE),
clinical studies spread over 23500 square feet with a capacity of 56 beds, became
fully operational. The said facility carries out Pilot and Pivotal BE studies for
generics as also investigations for new products and ADDS.
Orchid is reported to have been paving way for new CRAMS business opportunity.
To improve the profitability, productivity and meet the additional markets, your Company has
continued its development and upgraded the manufacturing process of certain carbapenems.
Panacea IPR oriented company paves its way for bio-pharmaceuticals
research for development of novel preventive & therapeutic vaccines, therapeutic
fully human monoclonal antibodies and therapeutic peptides. It has 5 highly
sophisticated ultra-modern R&D centres with around 300 quailed and experienced
scientists for its various research endeavours.
Pfizer is studying feasibility of using new manufacturing technology in existing
dosage forms and new dosage formulations, pharmaceutical and animal health,
development of ancillary technology, for packaging materials and machinery is undertaken
Piramal has installed fill-seal machines, to form bottles suitable to fit
tamper proof caps, thereby reducing wastage of, high efficiency air wash system
installed, jet printing machine installed on all packing lines for overprinting show
boxes to reduce rejection.
Ranbaxy claims to have safe and environment friendly processes and working
aggressively on generation of intellectual wealth .
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Sun Pharma claims that they are among the few selected companies that
have set up completely integrated manufacturing capability for the production of
anti-cancer, hormones, peptide, cephalosporin's and steroidal drugs
Torrent has been building capabilities and infrastructure for preclinical
development and clinical trials required for NCEs, is being pursued aggressively.
Fifty per cent of the firms have shown patents (filed as well as approved)
in quantitative form. Only Orchid attaches monetary values to internally generated
DMF's and ANDAs. With 159 ANDAs, Dr. Reddy Labs expects to generate
innovator revenues of about U.S. $ 12 billion (IMS MAT, December, 2008).
RESEARCH LIMITATIONS/IMPLICATIONS:
Limitations of the study include the validity of DMFs as the measure of
innovation and technology development. Only the large firms in pharmaceutical
sector have been considered. The result may not be generalised for other sectors
or for smaller firms.
PRACTICAL IMPLICATIONS AND SUGGESTIONS
This paper contributes towards the direction and formulation of feasible
technological and research policies for Indian pharma companies. The information
about the patterns of R & D expenditures pharma sector in India and the orientation
of R & D and technological development can help government to frame appropriate
policies for promotion of R & D in India. The current emphasis may not be
sufficient as the Managing director and chief operating officer of Dr Reddy´s
Laboratories Ltd, Satish Reddy, calls on the government to provide a strategy for
R&D in India, with specific incentives. 'Tax breaks are simply not enough; R&D
grants need to be provided in some form, and with a proper framework."
CONCLUSION AND FINDINGS
The recurring R & D expenditures are more than the capital R & D
expenditures of the companies. The average R & D expenditure as a percentage
of sales is 5.4725%. Mean capital expenditure is 175 million rupees and mean
recurring expenditure is app. 1204 million of rupees. In 2005 the pharmaceutical
companies in India were making R&D expenditures at 2 per cent of sales which
was far below the global level of 10 to 20 percent. Nevertheless, the domestic
industry is still spending far too little on R&D, which must change quickly if it
is even to begin to address these new opportunities and challenges. The R & D
expenditures of selected firms were benchmarked against the minimum of R & D
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expenditures incurred by U.S. firms. The null hypothesis proposing no difference
between minimum of R & D expenditures of U.S. R & D expenditures vary
between company to company widely. Average R & D expenditures are 6.44 %
of sales in Indian companies and 1.59 % in MNCs. It was found that a positive
and weak correlation exists between these two variables at 0.0743. There is no
significant correlation the between R & D expenditures and profit after tax.
Maximum DMFs have been filed by Cipla Ltd 156, followed by Aurobindo
Pharma Ltd 146, then closely followed by Cadila Healthcare Limited with 140
DMFs. Key areas of each company's strategy are; Innovation, reduction in
energy consumption, improvement in product quality, development of cheap raw
material and high productivity.
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Abstract
Recent studies focused on loyalty concept in services sector. Customer loyalty
is receiving great deal of attention in telecommunication sector. Service quality is an
important factor in service sector. Customer satisfaction is found to be an important
mediator between perceived service quality and customer loyalty. A highly competitive
business environment requires firms to focus on ways of drawing loyal consumers and
improving industry position. Literature provides that service quality affects customer
loyalty by enabling the business firm to create venues and means of establishing and
developing a committed relationship between the firm and its consumers. In this paper,
an attempt has been made to know the service quality, customer satisfaction and resultant
customer loyalty in service industries with special reference to telecom sector by reviewing
the existing literature.
Key Words
Service quality, Customer Satisfaction and Customer Loyalty

INTRODUCTION
Service quality is one of the most widely researched topics in the field
of service Sector. Parsuraman et al., (1985) defined service quality as consumers'
comparisons between service expectation and service performance. According
to them service quality is determined by the differences between customers'
expectations of the service and their perceptions of the service experience (Parsuraman
et al., 1988).
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The services industry & telecom industry in particular, and all businesses
whose service depend on building long term relationship need to concentrate on
maintaining customer's loyalty. In this respect, loyalty is greatly influenced by
service quality. In the past three decades, due to liberalization and privatization the
entire telecommunications industry has become a dynamic service industry subject
to increasing competition with huge growth potential (Graack,1996). In this emerging
market customers are not that loyal to one particular private telecommunication
company. Hence, the major private telecommunication companies forced to consider
how to create a loyal customer base that will not be eroded even in the face of fierce
competition. Therefore, the telecommunication companies must realize the necessity
of studying and understanding various antecedents (viz. service quality, switching
cost, trust, corporate image, and customer satisfaction) of the customer loyalty
which might help them to develop a loyal customer base (Sharp & Sharp, 1997).
Customer loyalty has been recognized as a key factor in marketing literatures
and for academicians over the past few decades. It is considered as a contributor
to build and maintain brand equity (Aaker, 1991). Detailed analyses suggest that
customer loyalty further reduces marketing efforts and cost. Statistics show that it
costs 6 times less (for customer retention) than attracting and/or acquiring new
customers (Rosenberg & Czepiel, 1984). Such findings further enhance the value of
customer loyalty.
EXISTING KNOWLEDGE ABOUT SERVICE QUALITY
According to Kandampully, (1998) service quality has become a great
differentiator between companies and is one of the most powerful weapons which
many leading service organizations possess.
As per Kotler (1997) the business firms need to get customer oriented in
today's competitive environment. The recognition and consequent fulfilment of the
precise needs of customers leads to subsequent increase in customer retention (Day
1994). It is not uncommon to see a lot of business houses investing highly on
customer retention and customer loyalty. In the prevailing scenario of the competitive
markets, the returns of the investment are invaluable. Customer loyalty could be
achieved through improvements in service quality.
Grönroos (2000) proposed a widely accepted definition of service as: "A
service is a process consisting of a series of more or less intangible activities that
normally, but not necessarily always, take place in interactions between the customer
and service employees and/or physical resources or goods and/or systems of the
service provider, which are provided as solutions to customer problems". This
definition implied that service is a process where interactions between customer and
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service provider most often exist. Hence, in a service context, there are almost
a relationship between customer and service provider, such relationship can be
used as a basis for marketing, In order to retain loyal customer who will bring longterm profit to the firm, the key issue for service provider is to make use of this
relationship in the way it manages customers by offering what the customers needs
and wants.
Gronroos (1984) developed Nordic model of service-quality having two
terms -functional quality (how the service is delivered) and technical quality (what
the customer receives in the service encounter) and these two dimensions create the
'image' variable. The 'image' variable creates the differentiation between expected
services and perceived services. Parasuraman et al., (1985) developed SERVQUAL
model, having five elements- the tangibles, reliability, responsiveness, empathy and
assurance and these variables further affect the perceived and expected services and
their outcome is perceived service quality experiences.
Bolton and Drew (1991) developed a multistage model of determinants of
perceived service quality and service value. The model described how customer's
expectations and perceptions of current performance and disconfirmation experiences
affected their satisfaction or dissatisfaction with a service, which in turn affected
their assessment of service quality and value. Customer satisfaction is a cumulative
construct that is affected by market expectations and performance perceptions in
any given period and is affected by past satisfaction from period to period.
Jamal and Anastasiadou (2007) held the viewpoint through literature that a small area
of research examined the affect of certain facets of service quality on satisfaction
and loyalty. They also argued that customer satisfaction is positively related to
brand loyalty.
According to a number of researchers, the customers' expectations are
formed through the degree of usage of a service . Oliver and Swan(1989) argued that
customers' expectations for regularly provided services (such as the telephone
service) or long-lasting durable goods, are passive, and disconfirmation will not
arise unless service changes occur that are outside the preview of norms. Bolton
and Drew (1991), reinforced the same thought and claimed that as telephone service
is a continuous service, customer responses should be affected only by performance
evaluations.
CUSTOMER LOYALTY
Customer loyalty is defined as a consumer's intent to stay with an
organization (Zeithaml et al., 1996). It represents a commitment by the customer to
purchase more and varied products from the same organization and to help it, where
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possible, to succeed (e.g. through word-of-mouth recommendations). Considering
the behavioral intentions perspective of loyalty rather than a behavioral or repeat
purchase perspective avoids confusing spurious loyals—those who have a low
relative attitude toward the organization but are constrained to repeat purchase (Dick
and Basu, 1994)—with genuinely loyal customers.
Customer loyalty is the phenomenon that makes a customer either to return
to re-purchase a certain product, service or brand company, or to shop or outlet to
purchase there again. Customer loyalty is the sum total of feelings or attitudes that
would incline a customer to consider the repurchase of a particular product, service
or brand or re-visit a particular company or shop. It affects the success and profitability
of companies. Customer loyalty can help the companies achieve competitive
advantage and it is the best way to win the best kind of customers and also repeat
purchases by the same customers.
Lee and Cunningham (2001), say that a customer's perception affects his
judgment and it makes him loyal towards the product or services. Loyalty lays the
basis of a company's dependable competitive advantage. If the organization works
positively on developing loyalty, it can guarantee its systematic growth and financial
performance. So the companies should try and frame the marketing strategy in such
a way that they will be able to retain the existing customers by increasing their
loyalty and value (Kim et al., 2004).
The literature on loyalty has revealed that markets have different approaches
for durable goods, consumable goods, and services, so loyalty is measured differently
in each of the cases. Literature also says that goods and services market are different
in terms of what and how we measure brand loyalty. Javalgi and Moberg (1997)
stated if consumer has a good relation with service provider, there are more chances
of consumer being loyal to the brand.
Gronroos (1983) has defined service quality in two forms . Functional
service quality refers to the type of the communication between the service provider
and user of the service, i.e. the customer and the process by which the service is
delivered. Technical service quality refers to the quality of the service output
(Sharma and Patterson, 1999). The literature attempts to prove that such dimensions
of service quality have the ability to influence and contribute to customer attitudes
and behaviors differentially. However, quality perceptions on both dimensions (namely
functional and technical) of service are likely to be positively associated with
customers' attitudes toward the service provider and their chances of staying as a
loyal customer.
As such, amongst the services, the mobile services sector is an important
one because of its high penetration. This sector is fast catching up these
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days because of high demand of the same in the market. So, the entrepreneurs take
it as it as lucrative avenue in which firms try to behave responsibly towards the
customers.
Henkel et al., (2006) found satisfied customers of telecom sector have high
extent of usage and intentions to repurchase in future. Those firms expecting to
create and sustain advantages over competitors in this market should be seeking to
deliver a superior and service quality.
SERVICE QUALITY IN TELECOMMUNICATIONS
Gerpott et al., (2001) remarked, "in telecommunication services, it is frequently
pointed out that once customers have been acquired and connected to the
telecommunication network of a particular operator, their long-term relations with the
focal operator are of greater importance to the success of the company in competitive
markets than they are in other industry sectors" (p. 249). This is one of the justifications
of selection of the telecommunication sector in broad spectrum and the mobile
service provider market in particular.
Santouridis and Trivellas (2010) investigated key factors that lead to customer
loyalty in the mobile telephony sector in Greece. As such it becomes all the more
important for the mobile service providers to understand the key drivers of customer
loyalty.
Lin (2010) opined the fact that it is practically becoming more challenging
to retain the old customers and attracting new ones in today's competitive and
highly segmented markets,. And the universal cure for all organizations as well as
to cope with ever-increasing competition in the market place brand loyalty creation
has been propounded as the best solution. This could be generalized to
telecommunication sector.
Aydin et al., (2005) researched the GSM mobile telephony sector, according
to them; the most important pre-requisite to create brand loyalty among customers
is to guard the client base who have subscribed to the services. It is also an
essential requisite for the brand's existence in far future. To achieve this goal,
customer satisfaction and trust must be given the due importance.
Negi (2009) described mobile service industry in that manner; the amazing
diffusion of mobile services has surpassed the expectations from experts. It has
become a leading sector providing commoditized services from a trivial industry.
Mobile market has reached to maturity in most developed countries. However,
service quality is reported as assurance, availability, flexibility, reliability, security,
and simplicity. Service quality and customer satisfaction are the key variables included
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in the list of above variables. They ultimately have a positive effect on customer
loyalty.
Such results suggested that mobile service providers should have awareness
that what results into customer satisfaction and brand loyalty to frame company's
policy for customer retention. Without complaints, a firm may be unaware that
problems exist and unable to appease unhappy customers. Indeed, arguably the
greatest barrier to effective service recovery and organizational learning is the fact
that only 5 to 10 percent of dissatisfied customers choose to complain following a
service failure (Tax and Brown 1998).
A study was conducted by Jessy John, (2010). to study the factors that
influence customer loyalty of BSNL mobile customers. The samples were collected
from 100 consumers who have BSNL mobile services in Jaipur city. BSNL being the
pioneer in mobile sector still have a strong customer base, but over the past few
years a steady thinning is happening in the customer base. The paper investigates
the reasons behind the hard core customer loyalty even in an environment with high
quality alternatives. The results indicated that network quality, customer service
along with value added services provided by BSNL enhanced the loyalty of the
customers. It is recommended that the BSNL mobile services enterprises should
work on its problems related to servers. This will further strengthen the customer
satisfaction and loyalty. The findings indicate that telecommunication service
providers should look beyond price wars to keep their customers satisfied and loyal.
The paper is an attempt to analyze the variables that influence the perception of the
mobile phone users to remain loyal to their existing service providers that is why
they are loyal to the company
Telecom market is one of the most competitive, dynamic and fiercely battled
arena worldwide and India is no exception to it. A lot of money is being spent on
technologies to stop the defection and churn; still marketers have an extremely
important role in creating and retaining loyal set of customers. The new competitive
landscape is characterised by increased complexity and dynamism. Traditionally,
customer satisfaction has been understood to be the key to have loyal set of
customers. However, there are several variables apart from the customer satisfaction
which directly or indirectly affect the brand loyalty.
Chadha,S.K., Deepa Kapoor(2009), in their study suggest that the customer
satisfaction was found to be the best predictor of customer loyalty. The study
shows that the switching cost, service quality and customer satisfaction have
positive association with customer loyalty. This study attempts to examine the
effect of switching cost, service quality and customer satisfaction on customer
loyalty in the mobile telecommunication services.
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A study by Ishfaq Ahmed, Muhammad Musarrat Nawaz et. al., (2010)
examines the service quality of the mobile service providers and satisfaction of the
customers with this quality. The study focuses only the SMS service provided by
telecom organizations. Service quality is measured using 5 dimensions and its
relationship is determined with customer satisfaction. The data was collected from
331 youngsters who use the SMS service of any company.
Correlation and regression analysis are used to analyze the data. These
organizations try to satisfy customers by providing best quality services.
CONCLUSION
Service quality is a must and it is crucial in improving organization's image,
surviving in a competitive market at both national and global levels. Continuous
quality improvement has to be applied in all organizations for their survival and to
keep and increase their market share. The companies need to focus on the gaps
between expected and perceived service quality.
As the current market place becomes more competitive, consumers tend to
become more and more demanding. Mobile telecommunication service sector in India
has been experiencing the highest growth rate in terms of subscribers and revenues.
With the increasing competition in cellular services, the consumers are demanding
more. The main condition for protecting the subscriber base is to win customer
loyalty. The long term success of organizations depends on many factors. The
service sector organizations need to strive through service quality. These
organizations try to satisfy customers by providing best quality services.
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terms of asset quality (ROA), Asset utilization, while the public sector shows high total
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document that has since set the ground rules for international banking around the
globe. The central issue of the Basel Accord, as it is called, was the stability of
banking systems and the emphasis was solidly on capital adequacy of banks.
Capital was categorized into different tiers and minimum limits were set for adequacy
of each tier of capital depending upon the quality of the loan portfolio of the
bank. The Basel Accord is not a one-time deal. Minor amendments and revisions
have continued since its initiation. The Accord went a long way increasing the
capital adequacy of banks around the world, with most changes, often painful for
individual banks as well as economies, coming in the transitional period between
1988 and 1992.
However, a decade or so since its adoption, a need was felt to substantially
alter the framework, to come up with a largely new system. It was clear that
developments and innovations in financial markets had changed the nature of risks
faced by banks and the risk definitions of the 1988 Accord failed to capture the
entire picture. The resulting supervisory structure no longer necessarily provides
the best incentives for banks or leads to the optimum asset structures for them.
After years of long and intense discussions and negotiations, the Basel Committee
finally came up with a revised set of regulations in June 2004, popularly called
"Basel-II".
There are three major pillars of Basel-II: minimum capital requirements,
supervisory review and market discipline. Regarding minimum capital requirements,
Basel-II moves beyond the "one-size-fits-all" approach of the 1988 agreement to
allow banks to follow one of two choices. They can either use external credit-rating
agencies to assess operational risks of the borrowers or use their internal models
to develop an Internal Ratings Based (IRB) approach to determining appropriate
minimum capital requirements.
The second pillar stresses oversight and monitoring of bank risk
management by the top management and board of the bank and allows regulators
room to review the banks' choices of capital adequacy and risk management
practices and require them to hold more capital if necessary. Finally, the third pillar
pertains to periodic reporting of specific variables by banks so as to allow for the
financial markets to appropriately value and discipline them. This covers key
information about major borrowers, the types of capital of the bank, capital adequacy,
credit risk evaluation methods, outside rating agencies if any and details of the
credit risk assessment by the banks.
In future, Indian banks, like their counterparts around the world, will
adjust and conform to Basel-II. However, it is generally believed that the BaselII recommendations require a much greater sophistication in risk-management
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practices of Indian banks as well as in Indian financial markets than currently
available. Thus, the transition portends to be a challenging period for Indian banks
as well as for the RBI.
The opening up of the financial sector in 1990 intended to create viable,
competitive and efficient banking system in India had resulted in entry of many
private banks both Indian as well as foreign banks and increase competition
among the commercial banks in India. Between the years 1991-97 there was a
greater inflow of 21 foreign banks and 9 private banks in the Indian banking. In
Indian banking sector the report of the Narasimham Committee was the basis for
the strengthening of prudential norms and the supervisory framework. Starting
with the guidelines on income recognition, asset classification, provisioning and
capital adequacy there have been continuous efforts to enhance the transparency
and accountability of the banking sector.
The improvements of the prudential and supervisory framework were
accompanied by a paradigm shift from micro-regulation of the banking sector to
a strategy of macro management. In this direction the CAMELS system of annual
supervision was introduced in India in 1997.The Basle Accord capital standards
were adopted in April 1992. The 8% capital adequacy ratio had to be met by
foreign banks operating in India by the end of March 1993; Indian banks with a
foreign presence had to reach the 8% by the end of March 1994 while purely
domestically operating banks had until the end of March 1996 to implement the
requirement. The performance of banks has become a major concern to planners
and policy makers since the gains of real sector economy depend on how efficiently
the financial sector performs the function of financial intermediation. In this regard,
the present study threw a light on this issue.
OBJECTIVES
The
(i)
(ii)
(iii)

main objectives of the study are as follows :To compare the financial performance of the banks under study.
To determine the factors responsible for current financial performance.
To suggest measures for improvement of financial performance of
banks.

METHODOLOGY
In this study, the CAMEL Model was used to estimate the financial
performance of banks. The model is explained as under :
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CAMEL Framework
This system was adopted in India since 1997, this system consists Capital adequacy, Asset quality, Management capability, Earnings capacity, and
Liquidity. CAMEL ratios are mostly used to quantify the financial soundness and
health of banks through micro analysis of balance sheets and income statement
items. These ratios include various financial indicators regarding quality of assets,
financial soundness and management quality, earning capacity of assets, liquidity
position and risk taking behavior of banks. Therefore, the efficiency/inefficiency
of sample banks evaluated in relation to the CAMEL indicators.
Sample of the study
The present study seeks to evaluate the financial performance of the five
public sector banks (Bank of Baroda, Bank of India, Canara Bank, Punjab National
Bank and State Bank of India) and five foreign banks (JP Morgan Chase Bank,
Citibank N.A., Deutsche Bank AG, Standard chartered Bank and The Hong Kong
and Shanghai Banking Corporation Ltd).These five banks were purposely selected
for the study, keeping in view their investment in India.
Data and tools
The study is mainly based on secondary data drawn from the performance
highlights of public sector and foreign sector banks published by Indian Banks
Association (IBA).This data is related to years (2001-2010). For analysis of the
data, two important statistical tools viz. mean and coefficient of variation has been
used to arrive at conclusions in a scientific way.
RESULTS AND INTERPRETATION
Capital Adequacy
In the standard CAMELS framework, capital adequacy focuses on the
total risk weighted capital intended to protect the depositors from the potential
shocks of losses that a bank might incur. It is assessed according to: the volume
of risk assets, the volume of marginal and inferior assets, bank growth experience,
plans, and prospects; and the strength of management in relation to all the above
factors (Sundarajan and Errico, 2002). Thereby it helps absorbing major financial
risks (like credit risk, foreign exchange risk, interest rate risk and risk involved in
off-balance sheet operations). Basel Committee on Banking Supervision also
stipulates the CAMELS components.
As regards the capital adequacy, they grouped the factors like (a) size
of the bank, (b) volume of inferior quality assets, c) bank's growth experience,
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plans and prospects, d) quality of capital, e) retained earnings, f) access to capital
markets, and g) non-ledger assets and sound values not shown on books (real
property at nominal values, charge-offs with firm recovery values, tax adjustments)
(Sahajwala and Bergh, 2000).
Capital adequacy provides insurance about financial soundness against
unforeseen contingencies. It acts as a shield against expected losses associated
with risk attached to banks. Tier I capital, known as core capital, provides the most
permanent and readily available support to the bank against unexpected losses.
It includes: (1) Paid-up capital (2) Statutory Reserves (3) Other disclosed free
reserves and (4) Capital Reserves - (sub) (i) Equity investments in subsidiaries (ii)
Intangible assets (iii) Accumulated loss.
Tier-II capital is less permanent in nature it consists (1) Undisclosed
Reserves (2) Revaluation Reserves (3) General Provisions and Loss Reserves (4)
Hybrid (debt/equity) Capital Instruments and (5) Subordinated debt the above
definition adopted in India. It was further stipulated that Tier-I capital should at
no point be less than 50% of the total capital. CAR reflects the ability of a bank
to deal with probable loan defaults.
CAR =

(Tier I + Tier II) Capital
× 100
Risk Weighted Assets

Figure 1.1 : Capital Adequacy Ratio
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Figure 1.2 : Capital Adequacy Ratio

Figure 1.3 : Capital Adequacy Ratio

Capital Adequacy ratio is higher in JP Morgan Chase Bank from 2000-01to
2003-04 among all sample foreign and public sector banks and afterward shows
declining trend. This is the reason that capital adequacy is lower in public sector
banks for the period 2000-01to 2003-04. This also results in higher average for
foreign sector banks. From the period 2004-05 to 2008-09 the adequacy ratio in
both sectors remains at par and in the year 2009-10 foreign sector again shows
rising trend.
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Table 1
Capital Adequacy Ratio
Year

Public Bank

Foreign Bank

2000-01

57.9

89.71

2001-02

57.93

131.67

2002-03

62.69

130.26

2003-04

66.21

85.77

2004-05

64.14

61.68

2005-06

59.45

56.37

2006-07

61.51

59.32

2007-08

52.29

64.61

2008-09

51.65

61.12

2009-10

50.44

76.62

Mean

58.421

81.713

C.V.%

9.37

34.66

Source : Calculated

Asset Quality
In the standard CAMELS framework, asset quality is assessed according
to the level, distribution, and severity of classified assets, the level and composition
of non-accrual and reduced rate assets, the adequacy of valuation reserves and
the demonstrated ability to administer and collect problem credits (Sundarajan and
Errico, 2002). As regards the asset quality, Basel Committee on Banking Supervision
highlights the factors a) volume of transactions, b) special mention loans-ratios
and trends, c) level, trend and comparison of non-accrual and renegotiated loans,
d) volume of concentrations, and e) volume and character of insider transactions
(Sahajwala and Bergh, 2000).
(i) Return on assets (ROA)
Return on assets indicates the profitability on the assets of the firm after
all expenses and taxes (Van Horne 2005). It measures how much the firm is earning
after tax for each rupee invested in the assets of the firm. That is, it measures net
earnings per unit of a given asset, moreover, how bank can convert its assets into
earnings (Samad & Hassan 2000). Generally, a higher ratio means better managerial
performance and efficient utilization of the assets of the firm and lower ratio is the
indicator of inefficient use of assets. ROA can be increased by firms either by
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increasing profit margins or asset turnover but they can't do it simultaneously
because of competition and trade-off between turnover and margin.
ROA is calculated as under :
ROA =

Net Profit
× 100
Average Profit
Figure 2.1 : Return on Asset

Figure 2.2 : Return on Asset
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Figure 2.3 : Return on Asset

Table 2
Return on Asset Ratio
Year

Public Bank

Foreign Bank

2000-01

2.55

14.4

2001-02

4.09

12.06

2002-03

5.29

12.62

2003-04

5.81

11.58

2004-05

4.25

9.96

2005-06

4.58

10.71

2006-07

4.45

10.61

2007-08

5.22

13.91

2008-09

6.07

12.46

2009-10

5.53

6.69

Mean

4.78

11.5

C.V.%

21.61

19.14

Source : Calculated

The perusal of above table and graphs clearly indicates, ROA of foreign
banks has been greater than public sector banks over time the rising return on
asset ratio among foreign sector banks this depicts the better managerial efficiency
of these banks. In case of public sector banks the Bank of India shows higher ratio
in the year 2008-09 but again this ratio declines in 2009-10. Finally, on average,
ROA of foreign banks (11.5) is higher than average ROA of public bank (4.78);
however, coefficient variation is better in case of public banks which emphasise

148

Parmod Aggarwal, Geetu Gupta / Indian Management Studies Journal 16 (2012) 139-161

that Indian public banks are consistent in their performance on assets.
(ii) Return on Equity (ROE)
Return on equity indicates the profitability to shareholders of the firm
after all expenses incurred it measures how much the firm is earning for each Rupee
invested in the firm. In other words, ROE is net earnings per rupee equity capital.
It is also an indicator of measuring managerial efficiency. The higher ROE means
better managerial performance; however, a higher return on equity may be due to
debt (financial leverage) or higher return on assets. Financial leverage creates an
important difference between ROA and ROE in that financial leverage always
magnifies ROE. This will always be the case as long as the ROA (gross) is greater
the interest rate on debt (Ross, Westerfiled, Jaffe 2005). Usually, there is higher
ROE for high growth companies.
ROE is calculated as under :
ROE =

Net Profit
Shareholders' Own Funds
Figure 3.1 : Return on Equity

Figure 3.2 : Return on Equity
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Figure 3.3 : Return on Equity

Table 3
Return on Equity Ratio
Year

Public Bank

Foreign Bank

2002-03

1.05

0.85

2003-04

1.09

0.88

2004-05

0.54

0.70

2005-06

0.74

0.71

2006-07

0.73

0.70

2007-08

0.77

0.74

2008-09

0.93

0.75

2009-10

0.89

0.40

Mean

0.84

0.72

C.V.%

21.61

19.86

Source : Calculated

The ROE ratio shows the reverse trend then ROA in which public sector
banks emerge better than their foreign counterparts. The result shows that public
banks ROE is consistently higher than foreign bank except in the year 2004-05.This
higher increase in ROE in public sector banks is evident in the year 2002-04 and
2008-10 and more consistent.
Management
Sound management is a key pre-requisite for the strength, profitability
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and growth of any financial institution. Since indicators of management quality are
primarily specific to individual institution, these can not be easily aggregated
across the sector. In addition, it is difficult to draw any conclusion regarding
management soundness on the basis of monetary indicators, as characteristics of
good management are generally qualitative in nature. The capability of the Board
of Directors and internal management personnel to identify, measure, monitor and
control different risks associated in the activities and to ensure a safe, sound and
efficient operation in compliance with all applicable laws, regulations and especially
the core risk management guidelines introduced by the central bank might be a
measuring rod of that. In the standard CAMELS framework, management is
evaluated according to: technical competence, leadership, and administrative
ability; compliance with banking regulations and statutes; ability to plan and
respond to changing circumstances; adequacy of and compliance with internal
policies; tendencies toward self-dealing; and demonstrated willingness to serve
the legitimate needs of the community (Sundarajan and Errico, 2002). As regards
the management factors, Basel Committee on Banking Supervision highlights the
aspects like a) technical competence, leadership etc. of middle and senior
management, b) compliance with banking laws and regulations, c) adequacy and
compliance with internal policies, d) tendencies towards self-dealing, e) ability
to plan and respond to changing circumstances, f) demonstrated willingness to
serve the legitimate needs of the community, g) adequacy of directors, and h)
existence and adequacy of qualified staff and programmers (Sahajwala and Bergh,
2000).
However, ratios such as total expenditure to total income, operating
expenses to total expenses, earnings and operating expenses per employee,
and interest rate/mark-up spread are generally used to gauge management
soundness. In particular, a high and increasing expenditure to income ratio
indicates the operating inefficiency that could be due to weaknesses in
management. Management has an extremely vital role for banks to achieve their
cost efficiency. The management decides the financing modes of banking
operations, choice of asset portfolio and amount of risk taken and all operational
strategies.
(i) Total Expenditure to Total Income Ratio (EIR)
EIR =

Total Expenditure
Total Income
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Figure 4.1 : Total Expenditure to Total Income

Figure 4.2 : Total Expenditure to Total Income

Figure 4.3 : Total Expenditure to Total Income
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Table 4
Total Expenditure to Total Income Ratio
Year

Public Bank

Foreign Bank

2000-01

4.74

4.26

2001-02

4.60

4.25

2002-03

4.47

3.89

2003-04

4.38

3.87

2004-05

4.49

4.00

2005-06

4.44

4.01

2006-07

4.46

4.03

2007-08

4.41

3.92

2008-09

4.35

3.92

2009-10

4.35

4.30

Mean

4.47

4.04

C.V.%

2.72

4.09

Source : Calculated

As evident the high ratio in public sector banks indicate weak management
compared to foreign banks from 2000 to 2010 but the difference in average is not
substantial. However, the difference in variation over the years is 1.37. In public
sector Bank of Baroda (0.84) and Punjab National bank (0.84) has lower ratio in
2009-10 but in foreign banks JP Morgan Chase Bank managed to have lowest ratio
(0.64) in 2004-05 and 2008-09 among sample banks.
(ii) Operating Expenditure to Total Expenditure
OE to TE =

Operating Expenditure
Total Income

Operating expenses include establishment expenses, rent, taxes and
lighting, printing and stationary, advertisement and publicity, depreciation and
insurance.
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Figure 5.1 : Total Expenditure to Total Expenditure

Figure 5.2 : Total Expenditure to Total Expenditure

Figure 5.3 : Total Expenditure to Total Expenditure
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Table 5
Operating Expenditure to Total Expenditure
Year

Public Bank

Foreign Bank

2000-01

1.41

1.52

2001-02

1.19

1.66

2002-03

1.23

1.75

2003-04

1.31

1.87

2004-05

1.45

1.87

2005-06

1.48

1.94

2006-07

1.35

1.87

2007-08

1.13

1.80

2008-09

1.04

1.60

2009-10

1.10

2.01

Mean

1.274

1.793

C.V.%

12.05

8.63

Source : Calculated

The public sector manages their operating expenses out of total expenditure
in case of foreign banks the top management gets hefty packages of salaries and
perks which gives considerable rise in their operating expense as compared to
public sector banks. The public sector banks have lower mean and high variation
while foreign sector banks have high average and lower variation shows reverse
trend. In 2004-05 Punjab National Bank (0.34) has higher operating expenditure
ratio while JP Morgan Chase Bank (0.55) in 2003-04 and Deutsche Bank AG (0.52)
in 2006-07.
Earnings and Profitability
Strong earnings and profitability profile of a bank reflect sound financial
environment of banks and their ability to support present and future operations.
More specifically, this determines the capacity to absorb losses by building an
adequate capital base, finance its expansion and pay adequate dividends to its
shareholders. In the standard CAMELS framework, earnings are assessed according
to: the ability to cover losses and provide for adequate capital; earnings trend;
peer group comparisons; and quality and composition of net income (Sundarajan
and Errico, 2002). As regards the earnings and profitability factors, Basel Committee
on Banking Supervision highlights the aspects like a) return on assets compared
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to peer group averages and the bank's own trends, b) material components and
income and expenses-compared to peers and the bank's own trends, c) adequacy
of provisions for loan losses, d) quality of earnings, and e) dividend payout ratio
in relation to the adequacy of bank capital (Sahajwala and Bergh, 2000).
Although there are various measures of earning and profitability, the best
and widely used indicator is returns on assets (ROA), which is supplemented by
return on equity (ROE) and net interest margin (NIM).Profitability is considered to
be the most important to assess the ability of the business to generate earnings
in comparison with its all expenses and other relevant costs during a specific time
period. Profitability ratios are generally considered to be the basic bank financial
ratio in order to evaluate how well bank is performing in terms of profit. For the
most part, if a profitability ratio is relatively higher as compared to the competitor(s),
industry averages or previous years' same ratios, then it is taken as indicator of
better performance of the bank. This study applies following ratio to judge the
profitability of the banks.
(i) Asset Utilization (AU)
This measured the income generating capacity of banks by utilizing all of
its assets. The bank is presumably said to using its assets effectively in generating
total revenues if the AU ratio is high. If the ratio of AU is low, the bank is not
using its assets to their capacity and should either increase total income or
dispose of some of the assets.
AU =

Total Income
Total Asset
Figure 5.1 : Asset Utilization
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Figure 5.2 : Asset Utilization

Figure 5.3 : Asset Utilization
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Table 6
Asset Utilization
Year

Public Bank

Foreign Bank

2000-01

0.48

0.66

2001-02

0.48

0.60

2002-03

0.49

0.51

2003-04

0.46

0.47

2004-05

0.40

0.43

2005-06

0.38

0.43

2006-07

0.38

0.42

2007-08

0.41

0.49

2008-09

0.42

0.51

2009-10

0.39

0.40

Mean

0.431

0.497

C.V.%

10.08

16.57

Source : Calculated

The behavior of the two lines in graph reveals some useful information
JP Morgan Chase Bank has higher AU ratio during 2000-02 results in higher ratio
of foreign sector banks in this period. Also above table shows that in each year
the foreign sector banks outperformed public sector banks in utilizing their assets
efficiently and maintain this trend over the last ten years.
Liquidity
In the standard CAMELS framework, liquidity is assessed according to
volatility of deposits, reliance on interest-sensitive funds, technical competence
relative to structure of liabilities, availability of assets readily convertible into
cash, and access to inter-bank markets or other sources of cash, including lenderof-last-resort (LOLR) facilities at the central bank (Sundarajan and Errico, 2002).
As regards the liquidity factors, Basel Committee on Banking Supervision
highlights the aspects like a) adequacy of liquidity sources compared to present
and future needs, b) availability of assets readily convertible to cash without
undue loss, c) access to money markets, d) level of diversification of funding
sources: on- and off-balance sheet, e) degree of reliance on short-term volatile
sources of funds, f) trend and stability of deposits, g) ability to securitize and sell
certain pools of assets, and h) management competence to identify, measure,
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monitor and control liquidity position (Sahajwala and Bergh, 2000).
Maintaining sufficient liquidity is necessary to meet the current and near
future obligations. Liquidity ratios indicate the ability of the firm to meet recurring
financial obligations. Liquidity is important for the firm to avoid defaulting on its
financial obligations. These ratios measure ability of the firm to meet its short term
obligations, maintain cash position and collect receivables. In general sense, the
higher liquidity ratios mean bank has larger margin of safety and ability to cover
its short term obligations. Because saving accounts and transaction deposits can
be withdrawn at any time, there is high liquidity risk for both the banks and other
depository institutions. Banks can get into liquidity problem especially when
withdrawals exceed new deposits significantly over a short period of time (Samad
& Hassan 2000).
(i) Advances to Total Assets Ratio (ATAR)
It measures the amount of total advances firm used to finance its total
assets. It is an indicator of financial strength of the bank. It provides information
about the solvency and the ability of the firm to obtain additional financing for
potentially attractive investment opportunities. Higher ATAR means bank has
financed most of its assets through debt as compared to the equity financing.
Moreover, higher ATAR indicates that bank is involved in more risky business.
ATAR is calculated as under :
ATAR =

Total Advances
Total Assets

Figure 6.1 : Advances to Total Asset Ratio
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Figure 6.2 : Advances to Total Asset Ratio

Figure 6.3 : Advances to Total Asset Ratio

Table 7
Advances to Total Assets Ratio
Year

Public Bank

Foreign Bank

2000-01

2.24

1.62

2001-02

2.18

1.61

2002-03

2.34

1.64

2003-04

2.28

1.61

2004-05

2.51

1.87

2005-06

2.75

1.75

2006-07

2.96

1.83

2007-08

3.00

1.79

2008-09

3.08

1.47

2009-10

3.11

1.82

Mean

2.64

1.70

C.V.%

14.10

7.63

Source : Calculated
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From the above table it has been evident that a public sector bank has
higher advances to asset ratio as compared to foreign sector banks. Within public
sector banks this ratio has not shown wider fluctuations rather sample public
banks have been at par at (0.59) in 2006-07. Among foreign banks Citibank has
higher ratio 0.63 for the period 2007to09 and within these selected sample banks
the trends has not provide consistent trend as in case of Indian public sector
banks.
CONCLUSIONS
From the above, we can conclude that these days introducing
internationally followed best practices and observing universally acceptable
standards and codes is necessary for strengthening the domestic financial
architecture. This includes best practices in the area of corporate governance
alongwith full transparency in disclosures i.e. implementation of CAMEL. In today's,
globalized world, focusing on the observance of standards will help smooth
integration with world financial markets. This study also supports the better
management in foreign sector banks as compared to public sector banks. The face
of banking is changing rapidly. Competition is going to be tough and with financial
liberalization Indian public sector banks will have to benchmark themselves against
the best in the world. For a strong and resilient banking and financial system,
therefore, banks need to go beyond peripheral issues and tackle significant issues
like improvements in profitability, management efficiency and technology and
exploring available cost-effective solutions.
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Abstract
This research paper is an attempt to examine the level of leadership effectiveness
through different variables of leadership behavior on the middle level managers of Indian
insurance companies. The data was collected from 300 middle level managers from Indian
insurance companies using standardized scale i.e. Leadership Behavior Scale (LBS). This
scale comprises of six variables i.e. Emotional Stabilizer, Team Builder, Performance
Orienteer, Potential Extractor, Socially Intelligent and Value Inculcator. Total of 8 insurance
companies (4 public and 4 private insurance companies) from Haryana and Delhi were
targeted. The main objectives of the research were to study the various leadership
behavior variables with respect to demographic characteristics of the respondents in
Indian insurance companies and to explore the inter-correlated between different Leadership
Behavior variables. The results revealed that all the variables of leadership behavior were
significantly correlated with each other except Social Intelligence. Level of leadership
effectiveness differed across marital status, age, qualifications and nature of organization,
but not across gender. It seems that leadership effectiveness was high in all the variables
i.e. Emotional Stability, Team Building, Performance Orientation, Potential Extraction and
Value Inculcativeness but not in case of Social Intelligence. The findings of the study
strongly recommend the improvement, in manager's social intelligence. They should be
good listeners and analyzer of others' behavior. It will lead to their better performance.
So, managers should work upon it.
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INTRODUCTION
Leadership is a very fascinating subject. In fact, it is the most important
aspect of human behavior. It gives a positive direction to the use of human
resources and brings out the best in a man. Leadership is also a natural phenomenon
of a man's work life. It is related to the principle of gradation and hierarchy, which
is a universal order of things created by God and man wherever a few persons get
together for some purpose or other of common interest more or less automatically;
a picking order emerges among them. That means, more often them not, one of the
group members, more able and starts striving harder than others for the achievement
of the group goal. This gives firth to the practice quite advantageous to his
personal and social life. It helps him in achieving his life's goal quickly and
smoothly. He, therefore, keeps refining and augmenting the theory and practice of
leadership. "By leadership behavior we generally mean the particular acts in which
a leader engages in the course of directing and coordinating the work of his group
members and showing consideration for their welfare and feelings". In this definition
of leadership given by Fiedler (1967), it would be observed that the emphasis is
on the particular actions of leader and not on the leader as such. One can,
therefore, draw an inference from this definition that these actions can be performed
by any member of the group depending upon the relationship between his abilities
on the one hand, the characteristics of group members and nature of the situation
on the other.
Leadership has been described as a process of persuasion where the
leader (or team of leaders) acts as an example for a group in order to induce and
motivate the group to pursue the objectives of the leader and the organisation.
It is important to realize that leaders cannot be separated from the historic control
in which they arise or the culture of their working environment. They are integral
part of the system in which they arise and dependent upon two-way communication.
In addition, leaders are accountable for the performance of their organisation or
the success of the movement that they are heading, regardless of the context in
which it occurs. There are many kinds of leaders with a wide array of qualities and
styles, and there appears to be no limit to the variety. These complex individuals
are selective in displaying different sides of their nature in the different environment,
they arise.
Management is about coping with complexity. Leadership, by contrast, is
about coping with change. Part of the reason it has become so important in recent
years is that the business world has become more competitive and more volatile.
Faster technological changes, greater international competition, the deregulation
of the markets, overcapacity in capital intensive industries, an unstable oil cartel,

Amita Girdhar, Shabnam Saxena / Indian Management Studies Journal 16 (2012) 163-175

165

raiders with junk foods and the changing demographic of the work force are among
the many factors that have contributed to this shift. The net result is that during
what was done yesterday, or doing it 5% better is no longer a formula for success.
Major changes are more and more necessary to survive and complete effectively
in this new environment. More change always demands more leadership (What
Leaders Really Do; John P. Kotter : HBR, Breakthrough Leadership, Dec. 2001). It
has been opined that the transition from manager to leaders requires an ability to
understand the past, attend to the present and look to the future. To cope up with
technological developments and globalization of the market economy skill enlistment,
an insightful understanding of oneself is essential for the furtherance of
organizational growth.
The portrayal of leadership is incomplete without expressing the views of
those that are or have been led by others. After all leadership is a reciprocal
process requiring an exchange between those who lead and those who follow. The
constituents are clearly important and necessary for successful leadership, and
those who aspire to lead must acknowledge the values and vision of the
constituents admire and respect in their superiors. The top four characteristics
held by advanced leaders included honesty (88%) forward looking (75%), inspiring
(68%) and competent (63%).
REVIEW OF LITERATURE
Leadership has long been an area of great interest for researchers and
practitioners alike. Organizations devote time and money to leadership training and
development (Zorn & Leichty, 1991). In addition, "a large portion of leadership
perspectives concur that individuals will be more successful in emerging as leaders
and influencing group members when they perform particular types of behaviors"
(Barge, 1989, p. 237). Therefore, it becomes imperative to understand leadership
theories and the factors that influence leadership. Investigating the influence of
cognitive complexity, "an individual-difference variable associated with a broad
range of communication skills and related abilities" (Burleson & Caplan, 1998,
p. 233), Hersey and Blanchard (1969) claimed that there is not a perfect style of
leadership and that different situations require different leadership styles. Instead
of just focusing on certain behaviors, such as initiating structure and consideration,
the effectiveness of the leader also needs to be examined by looking at a combination
of their style and the environment. In addition, Baker (1990) found that emergent
leaders in groups were characterized by certain verbal styles as compared to
individuals who were eliminated as potential leaders. For example, emergent leaders
were characterized as verbalizing high procedure statements, low to moderate idea
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statements, and low opinion statements. High status members who did not emerge
as leader but were still perceived as making valuable contributions to the group
were characterized by verbalizing moderate to low procedural statements, high idea
statements, and moderate to high opinion statements.
Traits and behaviors fall into certain categories and, when an individual
exhibits one or more of those traits or behaviors, the perceiver puts them into that
category, attributing all the other traits and behaviors to them as well. Linking
certain traits and behaviors helps to organize impressions and can be seen as
prototypes or stereotypes. Prototypes and stereotypes are a necessity in making
sense of the world (Schneider et al., 1979). Pavitt, Whitchurch, McClurg & Petersen
(1995) had listed the traits and behaviors they believed an ideal leader would
possess, resulting in an idea of a prototypical leader. Their impressions of leadership
stem from the leadership constructs that they have developed. According to
Goffman (1959), "when an individual presents himself before others, his performance
will tend to incorporate and exemplify the officially accredited values of the
society, more so, in fact, than does his behavior as a whole". According to Day,
Schleicher, Unckless, and Hiller (2002), the goal of impression management is to
"positively influence evaluations of oneself and to win approval from others".
Individuals are constantly making impressions in day-to-day life, but one area
where impression management has significant impact is in the workplace. Day et
al. (2002) found that individuals with high self-monitoring skill used impression
management techniques to influence positively their performance ratings
THE STUDY
Managers, who perform the role as a leader, should balance the business
needs of the firm and the human resources. They should reconcile the needs of
the top management and the needs of the followers. In the global scenario no
leadership style can be absolutely followed by the organization. An affiliative
coaching and target oriented have more positive impact on the member's behavior
than autocratic form, in order to ensure better human relationship and organizational
development. Only when members in the organization experience culture of coaching
and empowering style of support system they will reciprocate by performing in
accordance with the supervisory preferences. The leadership culture, which involves
empowering elements always viewed as fair by subordinates. It should consider
that the leaders who are reluctant to share power and place trust in subordinates
are less successful in developing a culture of teamwork and cooperation. A work
culture, which ensures empowerment that inculcates the elements like empathy,
communication, building relationships, team leaderships, self awareness, initiative,
etc., contribute more towards development of high performance culture. With
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regard to this, the present study was conducted to know the level of leadership
effectiveness among managers.
OBJECTIVES OF THE STUDY
1.
2.

To study the various leadership behavior variables with respect to demographic
characteristics of the respondents in Indian insurance companies
To explore the Inter-correlation between different Leadership Behavior
variables.

RESEARCH METHODOLOGY
The survey was conducted among 300 middle level managers through a
standardized questionnaire. A total of 8 companies (4 public and 4 private insurance
Table 1
Distribution of sample
Demographic Variables
Gender

Marital

Nos of Respondents

Percentage

223

74.3

Female

77

25.7

Total

300

100

Male

Status

Qualification

Age

Work Experience

Organization

Married

188

62.7

Unmarried

112

37.3

Total

300

100

Graduation

141

47

Post Graduation

82

27.3

Professional

77

25.7

Total

300

100

Under 30

129

43

31-40

84

28

41-50

67

22.3

51 and above

20

6.7

Total

300

100

Less than 10

155

51.7

10-20

82

27.3

More than 20

63

21

Total

300

100

Public

130

43.4

Private

170

56.6

Total

300

100
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companies) from places of Haryana and Delhi, were targeted in the survey. The
advantage of using the specific standardized questionnaire was administrative
simplicity and ease of data processing, analysis and interpretation. The questionnaire
was made of Leadership Behavior Scale (LBS) to ascertain the common and unique
variances related to leadership behavior of Indian managers.
In order to know the level of leadership effectiveness among middle
managers in insurance organizations, 6 dimensions were given in the scale. These
were Emotional Stabilizer (ES), Team Builder (TB), Performance Orienter (PO),
Potential Extractor (PE), Socially Intelligent (SI), Value Inculcator (VI), and Total
Leadership Effectiveness (LB). All these dimensions were studied through field
survey. The analysis was divided into two parts viz. descriptive inferences and
statistical inferences. Descriptive inferences indicated the frequency distribution
while statistical inferences laid emphasis on correlation, one-way ANOVA values
and t-test.
RESULT & DISCUSSION
To begin with, Table 2 depicted the scores of male as well as female
respondents. Out of 300 respondents, 223 were male and only 77 were female
Table 2
Gender-wise Comparison of Leadership Behaviour
Variables

ES
TB
PO
PE
SI
VI
Total LB

Gender

Male

N

Mean

Std.

Value of

Sig.

Deviation

t-test

(2-tailed)

1.717

0.087

0.722

0.471

0.597

0.551

1.141

0.255

1.262

0.208

0.802

0.423

1.295

0.196

223

20.6099

2.712

Female

77

21.208

2.392

Male

223

21.377

2.549

Female

77

21.623

2.685

Male

223

21.825

2.477

Female

77

21.636

2.127

Male

223

22.731

2.369

Female

77

23.065

1.681

Male

223

20.256

2.463

Female

77

20.649

2.031

Male

223

22.251

2.721

Female

77

22.519

1.875

Male

223

128.951

11.172

Female

77

130.701

6.732

** t-values are at 1% level of significance

* t-values are at 5% level of significance
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managers. Data show that both male and female scored high on different variables
of leadership behavior. There was no significant difference found between the
scores of male and female respondents with respect to Emotional Stability, Team
Building, Performance Orientation, Potential Extraction, Social Intelligence, Value
Inculcation and Total Leadership Behaviour (Effectiveness). Table 3 shows that
total 300 respondents were viewed according to their marital status. Major part
(188) of 300 respondents ware married and remaining (112) were unmarried. Data
show that in all the variables of leadership behaviour except social intelligence,
both married and unmarried respondents scored high. Table reveals that
responses of married and unmarried respondents were significantly different in
case of Emotional Stability, Team Building, Performance Orientation, Potential
Extraction, Value Inculcation and Total Leadership Effectiveness (the value of
significant level for t-test was less than 0.05) and not significantly different in
case of Social Intelligence (the value of significant level for t-test was greater
than 0.05).
Table 3
Marital Status-wise Comparison of Leadership Behaviour
Variables

Marital

N

Mean

Status
ES
TB
PO
PE
SI
VI
Total LB

Std.

Value of

Sig.

Deviation

t-test

(2-tailed)

2.95**

0.003

2.963**

0.003

2.262*

0.024

2.416*

0.016

1.211

0.227

2.514*

0.012

3.539**

0

Married

188

21.106

2.394

Unmarried

112

20.188

2.936

Married

188

21.777

2.29

Unmarried

112

20.875

2.935

Married

188

22.016

2.023

Unmarried

112

21.375

2.869

Married

188

23.053

1.928

Unmarried

112

22.419

2.588

Married

188

20.484

2.143

Unmarried

112

20.143

2.688

Married

188

22.601

2.234

Unmarried

112

21.848

2.914

Married

188

130.984

8.291

Unmarried

112

126.741

12.451

** t-values are at 1% level of significance

* t-values are at 5% level of significance
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Table 4
Qualification-wise Comparison of Leadership Behavior
Variables Qualification

N

Mean

Std.

F value

Sig. level

6.896**

0.001

3.88*

0.022

10.24**

0

4.894**

0.008

0.499

0.608

7.536**

0.001

9.236**

0

Deviation
ES

TB

PO

PE

SI

VI

Graduation

141

20.617

2.529

Post Grad.

82

21.609

1.955

Professional

77

20.129

3.226

Graduation

141

21.439

2.619

Post Grad.

82

21.988

2.152

Professional

77

20.857

2.827

Graduation

141

22.064

2.281

Post Grad.

82

22.244

1.816

Professional

77

20.753

2.815

Graduation

141

22.844

2.026

Post Grad.

82

23.317

1.805

Professional

77

22.234

2.767

Graduation

141

20.461

2.395

Post Grad.

82

20.39

2.077

Professional

77

20.129

2.592

Graduation

141

22.617

2.498

Post Grad.

82

22.695

2.089

77

21.377

2.801

Total LB Graduation

Professional

141

129.957

9.0474

Post Grad.

82

132.122

7.639

Professional

77

125.481

13.231

** f-values are at 1% level of significance

* f- values are at 5% level of significance

The predominance (141) respondents were graduates followed by 82
respondents who were postgraduates and rest of 77 respondents possessed
professional degrees like C.A., Ph.D., M. Phil, Advance Studies in Banking and
Finance etc. (Table 4) Data show that most of the respondents among various
qualifications scored high on all the dimensions of leadership behaviour except
social intelligence, where they scored less. F value reveals that there was significant
difference between the scores of respondents of various qualifications, in case of
Emotional Stability, Team Building, Performance Orientation, Potential Extraction,
Value Inculcation and Overall Leadership Effectiveness. There was no significant
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Table 5
Age-wise Comparison of Leadership Behavior
Variables Qualification

ES

TB

PO

PE

SI

VI

Total LB

N

Mean

F-

Sig.

Deviation

value

level

3.865**

0.01

1.833

0.141

2.093

0.101

2.002

0.11

2.01

0.11

2.946*

0.033

3.388*

0.018

Under 30

129

20.496

2.913

31 - 40

84

20.417

2.672

41-50

67

21.284

2.073

51 and above

20

22.2

1.576

Under 30

129

21.047

2.749

31 - 40

84

21.809

2.525

41-50

67

21.627

2.341

51 and above

20

21.8

2.285

Under 30

129

21.411

2.738

31 - 40

84

21.964

2.097

41-50

67

22.254

1.949

51 and above

20

21.75

2.268

Under 30

129

22.566

2.446

31 - 40

84

22.714

2.215

41-50

67

23.343

1.591

51 and above

20

23.1

2.269

Under 30

129

20.24

2.543

31 - 40

84

20.024

2.313

41-50

67

20.91

2.043

51 and above

20

20.65

2.159

Under 30

129

21.853

2.851

31 - 40

84

22.809

2.17

41-50

67

22.642

2.254

51 and above

20

22.2

2.215

Under 30

129

127.519

11.817

31 - 40

84

129.619

9.929

41-50

67

132.059

6.672

51 and above

20

131.7

8.241

** f-values are at 1% level of significance
*

Std.

f- values are at 5% level of significance
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difference between the scores of respondents of various qualifications in case of
fifth variable of leadership behaviour i.e. social intelligence.
Table 5 expressed the level of leadership effectiveness of 300 respondents
of different age groups. The respondents were divided into age groups of under
30 years, 31-40 years, 41-50 years and 51 years and above. In total, 129 respondents
belonged to age group under 30 years, 84 respondents belonged to 31-40 years
age group, 67 respondents belonged to 41-50 years age group and 20 respondents
belonged to age group 51 years and above. Greater part of respondents showed
high Emotional Stability, Team Building, Performance Orientation, Potential Extraction,
Value Inculcation and Overall Leadership Effectiveness. A high portion of
respondents scored less on Social Intelligence (the fifth variable of leadership
behavior). The F value shows that there was significant difference between the
scores of respondents of different age groups in case of Emotional Stability, Value
Inculcation and Overall Leadership Effectiveness. No significant difference was
found between the scores of respondents of different age groups in case of Team
Building, Performance Orientation, Potential Extraction and Social Intelligence.
Table 6
Organization-wise Comparison of Leadership Behavior
Variables Organization

ES
TB
PO
PE
SI
VI
Total LB

N

Mean

Std.

Value of

Sig.

Deviation

t-test

(2-tailed)

2.299*

0.022

2.821**

0.005

2.46*

0.014

2.539*

0.012

3.238**

0.001

3.1**

0.002

4.038**

0

Public

130

21.162

2.352

Private

170

20.459

2.814

Public

130

21.915

2.353

Private

170

21.077

2.696

Public

130

22.162

1.883

Private

170

21.482

2.683

Public

130

23.185

1.733

Private

170

22.535

2.491

Public

130

20.854

1.981

Private

170

19.977

2.558

Public

130

22.831

2.08

Private

170

21.929

2.771

Public

130

132.062

7.105

Private

170

127.365

11.714

** t-values are at 1% level of significance
* t-values are at 5% level of significance
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Preponderance (170) of 300 respondents in Table 6 belonged to private
insurance companies and rest of 130 respondents belonged to public insurance
companies. Major portion of respondents scored high in Emotional Stability, Team
Building, Performance Orientation, Potential Extraction, Value Inculcation and Overall
Leadership Effectiveness. A good part of respondents scored less on Social
Intelligence. It can be extracted from t-score that public and private sector
respondents had significant different responses regarding all the five variables of
leadership behavior as well as overall leadership effectiveness (the value of
significance level for t-test ranges from 0.01-0.05) To begin with, Table 2 depicted
the scores of male as well as female respondents. Out of 300 respondents, 223 were
male and only 77 were female managers. Data shows that both male and female
scored high on different variables of leadership behavior. There was no significant
difference between the scores of male and female respondents with respect to
Emotional Stability, Team Building, Performance Orientation, Potential Extraction,
Social Intelligence, Value Inculcation and Overall Leadership Effectiveness.
Table 7
Inter-correlation Among Different Variables of Leadership Behavior
Variables

ES

TB

PO

PE

SI

VI

LB

ES

1.000

.355(**)

.177(**)

.262(**)

.032

.196(**)

.502(**)

TB

.355(**)

1.000

.485(**)

.485(**)

.348(**)

.476(**)

.756(**)

PO

.177(**)

.485(**)

1.000

.547(**)

.393(**)

.522(**)

.744(**)

PE

.262(**)

.485(**)

.547(**)

1.000

.453(**)

.531(**)

.771(**)

SI

.032

.348(**)

.393(**)

.453(**)

1.000

.445(**)

.629(**)

VI

.196(**)

.476(**)

.522(**)

.531(**)

.445(**)

1.000

.756(**)

LB

.502(**)

.756(**)

.744(**)

.771(**)

.629(**)

.756(**)

1.000

of leadership
behavior

** Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05 level (2-tailed).

CONCLUSION
Middle level managers are the line managers, who have the direct contact
with the people at operational level. Their interaction pattern, leadership style and
communication skills need to be tailored to satisfy individual employees motivational
needs. Naturally the effectiveness of their behavior is directly related to the
employees' level of satisfaction, motivation and retention. Therefore, they need to
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balance the top managements' expectation and those of the lower level employees.
They also need to constantly create a harmony between concerns for tasks and
people. This definitely demands high emotional stability, performance orientation,
team building capability etc.
It is evident from the results and discussion that there is high correlation
found between all the variables of leadership behavior except emotional stability
and social intelligence. High correlation among the variables means if one increases
other increases as well. Managers scored high on Emotional stability, team building,
performance orientation, potential extension, value inculcation and overall leadership
effectiveness. They scored less on social intelligence. Therefore, managers need
to learn to develop relationship based on empathy, challenge and respect, with
successive personal transformations according to opportunities and situations.
Since significant difference is found on different variables of leadership
behavior when analyzed marital status-wise qualification-wise, organization wise.
Therefore, it is evident that all the respondents having the above said personal
attributes have the different responses regarding different variables of leadership
behavior. On the basis of age, there is significant difference found in case of
emotional stability, values inculcation and overall leadership effectiveness but no
significant difference found in case of team building, performance orientations,
potential extraction and social intelligence. There is no significant difference
found in the scores of male and female respondents. In nutshell, leadership
effectiveness is high in Indian insurance companies. The findings of the study
strongly recommend the improvement in managers' Social intelligence. They should
be good listeners and analyzer of others behavior. It will lead to better performance.
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Abstract
Reward is an inducement which stimulates one to act in a desired direction. This
paper provides an overview of the effect of rewards, intrinsic as well as extrinsic on the
motivation of voluntary health workers (ASHA) in rural areas. This could help to gain
a better understanding of the contributing factors to ASHA workers motivation and their
retention, as well as dissatisfaction and the discouraging factors they face during their
work.
Key Words
Motivation, Extrinsic Reward, Intrinsic Reward, Dissatisfaction NRHM and
ASHA workers.

INTRODUCTION
Recognizing the importance of health in the process of economic and
social development and for improving the quality of life of its citizens, the
Government of India tried to strengthen the functioning of its health care system
by launching National Rural Health Mission (NRHM) in 2005. The goal of the
mission is to improve the availability of health care services, especially to the rural
population. The plan of action of the mission includes increasing public expenditure
on health, increasing institutional deliveries, availability of medicine, formation of
* E-mail : papori@tezu.ernet.in

** E-mail : mampibd@tezu.ernet.in
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Rogi Kalyan Samitis (RKS) (the broad objectives of RKS are to improve the
hospitals, upgrade the equipment and modernize the health services and
development of physical structure, and ensure proper training for doctors and
staff), Formation of Janani Suraksha Yojana, optimization of health manpower, main
streaming Ayurveda, Unani, Siddha and Homeopathy (AYUSH), nutrition, safe
drinking water, creation of Village Health Sanitation committee to ensure optimal
use of health service in the village in maintaining quality health services and
sanitation to prevent occurrence of epidemics in the villages, creation of ASHA
(Accreted Social Health Activist) and effective referral hospital care at community
health centre (CHC) level as per the Indian Public Health Standards in each block
of the country. (Ramini and Mavalankar , 2005).
The most important creation under NRHM is ASHA, who works at lower
levels through decentralization. Under implementation of ASHA provides an
important opportunity to link community based and systematic change in health
service. ASHA workers are the voluntary workers selected from the village itself
and imparted few days training. They provide health education through household
visits and community outreach activities, and are engaged in health promotion
activities in their community. They coordinate with the community and work as
bridge/ link between the health system and the community people. ASHA workers
are not paid any salary but they are entitled for performance linked incentives
under different programmes. Since, the ASHA workers are not financially
compensated for their work in the form of salary, the spirit of volunteerism is
crucial, this implies workers should be highly motivated towards their work for
sustaining in poor communities.
Motivation is the willingness to exert high levels of effort toward
organizational goal (Stephen P. Robbins). There are different factors which influence
work motivation of an individual. Factors like salary, availability of equipment,
incentives, certificate, holiday etc are called extrinsic reward and the factors such
as supervision, access to training, reorganization, appreciation, etc are intrinsic
reward. The term reward means an inducement which stimulates one to act in a
desired direction. A reward has a motivational power. Kanfer (1990), states that
employees are constantly involved in a social exchange for rewards. They also
compare the effort or contribution that they put in towards accomplishing a certain
task and acquiring rewards in exchange for the former. The reward is delivering
to ASHA workers are to inspire and creating a sense of competition among them,
and it will determine its effect on their work motivation. The purpose of this study
was to analyze the effects of intrinsic and extrinsic reward on work motivation of
ASHA workers and to find out the reasons for working and the benefits they
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expected to derive from their volunteer work.
OBJECTIVES OF THE STUDY
The present study aims to determine, factors which motivate ASHA
workers to work and their level of satisfaction pertaining to intrinsic and extrinsic
reward. The present study also attempts to explore the discouraging factors that
ASHA workers faced while at work. Therefore, the objectives of the present
study are :
1. To study the factors which motivate ASHA workers to work
2. To rank intrinsic and extrinsic reward according to their level of satisfaction.
3. To determine the discouraging factors that ASHA workers faced while
at work.
RESEARCH METHODOLOGY
Design of the study- Explorative survey method was employed to collect
relevant information from ASHA workers of Sonitpur and Nagaon districts of
Assam.
The study basically utilizes primary data collected from two important
districts comprising Sonitpur and Nagaon of Assam. Primary data was collected
through a sample survey (n=110) during the period June to December 2011, using
a self- administered questionnaire as the data collection instrument. Sonitpur has
8 Health Development Blocks and Nagaon district has 11 Health Development
Blocks. Four Health Development Blocks under NRHM from Nagaon district and
Three Health Development Blocks from Sonitpur district (30% blocks from each
district) were considered for this study. While selecting the blocks diversity of
population was considered, for example, blocks having Schedule Caste, Schedule
Tribe, Tea Tribes, Minority population. 10% of villages from each Health
Development Block were selected by following simple random sampling method.
One ASHA was selected by following simple random sampling method from each
village as sample.
A pilot survey with 25 respondents was conducted and the questionnaire
was duly modified based on the findings. The collected data was analyzed using
the SPSS package.
MEASURES AND PROCEDURE
Data Analysis : Data analysis is done with the help of frequency
distribution tables, measure of central tendency, and standard deviation. A reliability
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coefficient (cronbach's alpha) was computed for the each variable/ questionnaire
and the reliability coefficient was 0.69. Responses on satisfaction level of intrinsic
and extrinsic reward and discouraging factors were given on five point Likert
rating scale.
RESULTS AND DISCUSSION
The majority of ASHA workers of Nagaon and Sonitpur districts responded
as the recognition for the work that they get from their community are the most
motivating factors, similar findings was reported by Dieleman et al., 2003. This is
followed by supervision and support provided by health officials, positive health
outcomes of the community and enhancement of their status, which indicate that
ASHA workers felt pride in being selected by their community for the voluntary
health worker role. Their selection implies that the community appreciated them,
gave them responsibility to teach about health and considered them knowledgeable,
pay that they are getting for their performance or for each task is also found a
highly motivating factor this gives an additional income to the family and financially
empowers the ASHA workers. They responded training, accessories and certificate
provided to them as the least motivating factors. This may be due to the reasons
that training provided to them with the knowledge they needed to work as health
workers is not sufficient. Some form of certification as an incentive was explored
as well, which is not provided to ASHA workers in all the blocks. Receiving
Table 1
To achieve the first objective following factors have been studied which motivate
ASHA workers to work
(N = 110)
Frequency

Percentage

1.

Factors for motivation
Positive health outcomes of the community

99

90

2.

Recognition

101

91.8

3.

Supervision and support provided by health officials

100

90.9

4.

Trainings

35

31.8

5.

Enhancement of duties and responsibility by

58

52.7

6.

Enhancement of status

87

79.1

7.

Pay for performance

60

84.5

8.

Accessories

17

15.5

9.

Certificate

community as well as health officials

10. Flexible working hour

4

3.6

67

60.9
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certificate would be very encouraging and motivating for the workers.
As regards to objectives second, which aimed to describe ASHA workers'
satisfaction with intrinsic and extrinsic rewards.
The extrinsic rewards were rated by ASHA workers as follows :Accessories (X = 2.56, sd = 0.97), felicitation (X = 2.25, sd = 0.82),
certificate (X = 2.12, sd = 0.63) and pay for performance (X = 1.9, sd = 1.08). The
findings reveal that ASHA workers are satisfied with accessories, certificate and
felicitation they get for their work but they are dissatisfied with the pay provided
to them for their performance.
The intrinsic rewards were rated by ASHA workers as enhancement of
status (X = 3.91, sd = 0.48), flexible working hour (X = 3.89, sd = 0.69), positive
health outcomes (X = 3.84, sd = 0.723), love and affection they get from their
community (X = 3.70, sd = 0.64), reorganization (X = 3.65, sd = 0.86), support and
supervision by health officials (X = 3.4, sd = 0.93), training (X = 2.7, sd = 2.7) this
ranking indicates that ASHA workers of Nagaon and Sonitpur districts are highly
satisfied with the intrinsic reward provided to them except training which hold last
rank, this may be due to the reasons that training provided them with the knowledge
they needed to work as health workers is not sufficient. They need more training
to enhance their knowledge and motivation, which in turn could strengthen their
effectiveness in their work. In comparing extrinsic and intrinsic reward, it seems
that ASHA workers are more satisfied with intrinsic reward than extrinsic reward
provided to them. Dissatisfaction in relation to the extrinsic rewards may reduce
their motivation in the long run.
Table 2
(N=110)
Sl.

Discouraging Factors

Mean

No.

Standard
Deviation

1.

Non availability of funds and low allowances

4.05

0.89

2.

Lack of adequate training

3.74

0.75

3.

Lack in supply of drugs and transportation

2.61

0.63

4.

Lack of interest of community

2.41

0.55

5.

Heavy work loads.

4.15

0.87

To achieve the third objective, ASHA workers of Nagaon and Sonitpur
districts were interviewed about discouraging factors that they faced during their
work in order to understand how they remain motivated. And it was found that
heavy work load (X = 4.15, sd = 0.87) is the most discouraging factors for ASHA
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workers, They have to look on many health issues like maternal health, child
health, adolescence health, sanitation, immunization, family planning, and are also
responsible for organizing health awareness camp and meetings. They are
performing multi-task and faced with over work load, this has an adverse impact
on motivation of ASHA workers as they were being paid some fixed amount for
each task under different scheme. Therefore, they were primarily motivated by selfinterest. Secondly, most discouraging factor that they faced is the non-availability
of funds (X = 4.05, sd = 0.89) due to which they cannot assist the beneficiaries
(community people) in getting an access to the financial support as under different
schemes. Thirdly, the most common problem that they faced is the lack of adequate
training (X = 3.74, sd = 0.75). An adequate training could help them to feel more
comfortable in performing duties as ASHA workers by enhancing their knowledge
and updating their information. Sometimes they also face lack of supply of drugs
and transportation (X = 2.61, sd = 0.63) and lack of interest of the community
(X = 2.41, sd = 0.55) it would be hard for ASHA workers to remain motivated if
they lack community support, therefore, ASHA workers should be trained
appropriately so that they are capable of convincing the community people to
accept changes in health related behaviors.
CONCLUSION
Motivation levels among ASHA workers are result of tangible and intangible
elements and represent the overall programmatic environment, especially the critical
relationship between ASHA workers their communities and the health system.
Thus, the study has revealed that the rewards provided to ASHA workers
play an important role to motivate them and sustain volunteerism among them,
thus, leading to improved health of households and communities. Reorganization
and positive health outcome are the most motivating factors for ASHA workers,
while the training provided to them is not sufficient to enhance their knowledge.
Therefore, steps should be taken to provide more training to ASHA workers to
have positive impact on their motivational level. ASHA workers are more satisfied
with their intrinsic reward than the extrinsic reward provided to them. They consider
themselves over loaded with work and they are dissatisfied with the present
payment system that is associated with their work. This study indicates that
although financial incentives are important, but they are not sufficient to motivate
workers to perform better. To achieve better work motivation intrinsic reward like
reorganization, appreciation, enhancement of status, supervision, collaborative
interaction with the workers appreciation, support and feedback from the community
are also very important. Therefore, programme should be taken as multi-dimensional
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approach to the question of incentives for ASHA workers and explore a mix
of options and strategies to continuously build up a culture of support and
motivation.
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