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Abstract
Inflation is undeniable and one of the chief and dynamic macroeconomic issues confronting almost all the
economies of the world. It is a complex economic phenomena that has still extensive attention of the
macroeconomists, policymaker’s and the central bankers from both developed and developing countries. It
is widely believed that moderate and stable inflation rates promote the development process of a country.
Further, the moderate inflation supplements return to savers, enhances investment, and therefore,
accelerates economic growth of the country. Using Ordinary Least Square (OLS) method on quarterly time
series data of CPI Inflation (the independent variable), and the dependent variables (GDP, Investment, and
Trade Volume) for 10 years spanning from April 2002 to March 2012, this paper empirically analyzes the
relationship between inflation and economic growth in the context of India.
Keywords: Inflation, Economic Growth, Trade Volume, Investment, OLS

1. Introduction
Inflation is one of the prime economic parameter reflecting sustained rise in general price level of goods
and services over a period of time. Every country experiences it during the process of its growth and
development. Inflation is a sign, that an economy is growing, but excessive economic growth can be
detrimental as it can lead to hyperinflation as experienced. Inflation is considered as a serious hurdle in the
process of growth, as it causes rise in the prices of inputs and rate of interest, implying a rise in the cost of
investment.
The macroeconomics conventional view holds that low inflation is necessary condition for fostering
economic growth which is the central objective of macroeconomics policy-makers because a high level of
inflation disrupts the smooth functioning of market economy (Krugman 1995). The debate remains open
about the precise relationship between inflation and economic growth. Different school of thoughts present
different evidence on this relationship, like, Structuralists considers inflation as a fundamental element for
economic growth of a country while Monetarists see inflation as detrimental to economic growth (Mallik and
Chowdhury, 2001).
In general, unpredicted and running inflation has unprecedented effects on an economy because it distorts
and disrupts the price mechanism, discourages investment and saving, and adversely affects fixed income
group, creditors etc. At the other extreme, an economy with no inflation has essentially stagnated, and the
situation may be harmful to other sectors in the economy with falling prices, profits, and employment. The
right level of economic growth and inflation is somewhere in the middle, hence, creeping or mild inflation
can be viewed as having favorable impact on the economy.
Mundell and Tobin (1965) predict positive relationship between rate of inflation and rate of capital formation.
According to their logic, inflation reduces people’s wealth, since rate of return on individual real money
balances fall. To accumulate desired wealth people save more by switching to assets. Greater savings
means greater capital accumulation and thus faster output growth. Some economists (Barro 1991; Fischer
1993; Bullard and Keating 1995) are of the view that there exists a negative relationship between inflation
and economic growth. They mentioned that inflation restricts the economic growth largely by reducing the
efficiency of investment rather than its level.
Basically, the rate of economic growth depends on the rate of capital formation and the rate of capital
formation depends on the rate of savings and investment. Therefore, whether inflation affects economic
growth depends on whether it affects savings and investment. If potential output of economy grows enough
to keep pace with demand, then it is possible to have high growth without an increase in inflation. High
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inflation is correlated with increased price variability and uncertainty about future profitability of investment
projects. All this may result in to lower levels of investment and economic growth. Further, Inflation may
adversely affect balance of payments of an economy, as the exports may relatively be costly.

2. Review of Literature
A great deal of economic literature concerns the question of what causes inflation and what effect it has.
Many researchers have conducted studies in the past to throw light on possible effects of inflation in
developed countries or developing countries. Some have magnified the impact of inflation on economic
growth and investment (Kormendi and Meguire 1985, Fischer 1991, De G Jose 1993, Gomme 1993,
Ericsson et. al 1993, Bullard and Keating 1995, and Barro 1995). Some economists analyzed the
relationship between inflation and economic growth and found negative relationship between inflation and
economic growth (Fischer 1993, Barro 1995, De Gregorio 1996, Andres and Hernando 1997, Shitundu and
Luvanda 2000), while others observed that inflation has positive or marginally positive effect on economic
growth up to a particular level (Sarel 1995, 1996, Gosh and Phillips 1998)
Mallik and Chowdhury (2001) examined the short-run and long-run dynamics of the relationship between
inflation and economic growth for four South Asian economies: Bangladesh, India, Pakistan, and Sri Lanka.
Applying co-integration and error correction models to the annual data retrieved from IMF and International
Financial Statistics, they found two motivating results. First, the relationship between inflation and economic
growth is positive and statistically significant for all four countries. Second, the sensitivity of growth to
changes in inflation rates is smaller than that of inflation to changes in growth rates. Faria and Carneiro
(2001) examined the relationship between inflation and economic growth in Brazil. They utilize a bivariate
time series model (i.e., vector autoregression) with annual data for the period between 1980 and 1995. The
VAR modeling technique revealed a short-run negative association between inflation and economic growth
and also revealed that there is no such association during the long run. Their findings also support the
super-neutrality concept of money in the long run, which in turn provides empirical evidence against the
view that inflation affects economic growth in the long run.
Gillman, Harris and Matyas (2002) investigate the growth-inflation relationship for the countries belonging to
OECD and APEC region of the world, by using panel data for the analysis. Findings reveal that reduction of
double digit inflation into single digit inflation significantly affects economic growth of OECD countries in a
positive direction. However, these results have not fully been validated for APEC countries. As per
conclusion effects of an anticipated diminution of inflation may be perceived when there is no growth
deceleration at world level. In the absence of world level economic shocks the diminution in inflation may be
able to enhance growth rate considerably. David (2003) used a structural vector auto-regression framework
for analyzing the effects of a permanent change in inflation on the long-run real interest rate and real output
level in 14 industrialized countries. The results of the study indicate that a permanent increase in inflation
lowers the long-run real interest rate in each country; a permanent increase in inflation also increases the
long-run real output level in a number of countries.
Ahmed and Mortaza (2005) also explored the relationship between inflation and economic growth in
Bangladesh, using annual data set on real GDP and CPI for the period of 1980 to 2005, and the cointegration and error correction models. The empirical evidence demonstrates that there exists a
statistically significant long-run negative relationship between inflation and economic growth for the country
as indicated by a statistically significant long-run negative relationship between CPI and real GDP. Stilianos
et al. (2006), examined the causal relationship among nominal uncertainty, real uncertainty and
macroeconomic performance measured by the inflation and output growth rates and using a bivariate
generalized autoregressive conditionally heteroskedastic (GARCH) model of inflation and output growth.
The study found that, firstly, inflation does cause negative welfare effects, both directly and indirectly, i.e.
via the inflation uncertainty channel; secondly, in some countries, more inflation uncertainty provides an
incentive to Central Banks to surprise the public by raising inflation unexpectedly; and thirdly, more
variability in the business cycle leads to more output growth.
2

Erbaykal and Okuyan (2008) examined the cointegration relationship between the inflation and the economic
growth in Turkey using data that covered 1987:1-2006:2 periods, and the Bound Test developed by Pesaran et
al. (2001). The results indicated that there exists no statistically significant long term relationship, but, a negative
and statistically significant short term relationship between inflation and economic growth. Tan (2008)
ascertained whether there is any trade-off between inflation and economic growth in the founding members of
ASEAN namely Malaysia, Singapore, Thailand, the Philippines and Indonesia and Japan and South Korea. The
purpose of research was met by integrating the Phillips curve framework with Okun's theory. The researcher
mobilized quarterly data of these countries spanning generally from 1991 through 2006/7. Empirical results of the
study suggest that a trade-off albeit small exists between economic growth and inflation in Singapore, South
Korea and Thailand after the Asian financial crisis of 1997/98.

Nasir and Nawaz (2010) examined impact of the inflation rate on economic growth and also the nonlinear
relationship between inflation and investment for Pakistan using annual data from 1961 to 2008. The results
of Inflation and growth models supported the existence of a nonlinear relationship with two thresholds (6
percent and 11 percent). The effect of inflation on economic growth, below the first threshold was found to
be positive but insignificant; at moderate rates of inflation (between the two threshold levels), it was
significant and strongly negative; and at high rates of inflation (above the second threshold), the effect was
marginal but significantly negative. The results further indicated that inflation below the threshold level (7
percent) had positive but insignificant impact, while above the threshold it had strong negative and
significant impact on the investment. Therefore, it was desirable to keep the inflation below 6 percent
because it may be helpful for the achievement of robust economic growth and investment.
Omoke (2010) studied the existence (or not) of a relationship between Inflation and economic growth in
Nigeria using CPI and GDP data for a period from 1970 to 2005. The methodology used in the study
included cointegration and Granger causality test. The results indicated no co-integrating relationship
between Inflation and economic growth, and also that a unidirectional causality running from Inflation to
economic growth. Mubariz and Omay (2011) also examined causal relationships between inflation rate,
output growth rate, inflation uncertainty, and output uncertainty for ten Central and Eastern European
transition countries. The researchers applied a bi-variate GARCH model that includes output growth and
inflation rates for each country. To perform Granger causality tests they used conditional standard
deviations of inflation and output to proxy nominal and real uncertainty. The findings of the study suggest
that inflation rate induces uncertainty about both inflation rate and output growth rate, which is detrimental
to real economic activity. Also, the output growth rate reduces macroeconomic uncertainty in some
countries.

3. Need and Objective of the Study
The most recent financial crisis, which began in US in the summer of 2007, excessive variations in the
value of domestic currency and general price level have affected macro-economic balance, particularly, the
level of investment, trade volume, and rate of economic growth of almost all the emerging market
economies. All this has necessitated thorough analysis of the effects of inflation (the most prominent
problem India is facing now-a-days) on country’s GDP and other macroeconomic performance indicators.
It is assumed that the CPI inflation affects country’s GDP growth, Investment growth rate, and the growth in
trade volume. Further, the CPI inflation rate, Investment growth rate, and the growth in total trade volume
jointly affect country’s GDP growth. Hence, present paper aims at analysis of the impact of inflation on
India’s GDP, Investment, and the trade volume; and also the combined effect of inflation rate, Investment
growth rate, and the growth in total trade volume on country’s GDP growth.

4. Data Description and Methodology
An adequate source of the data and construction of variables are necessary not only for empirical analysis
but also for the validity of the research. To assess the impact of inflation on growth, a number of studies
have been undertaken during the last five decades. In most of the studies, Ordinary Least Square (OLS)
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estimation technique has been used to analyze this relationship. In the present study researchers have
made an attempt to include those variables which are considered in most of the researches, and further,
which are found to have significant influence of the inflation. Thus, the choice of variables is consistent with
the choice made by other researchers (Sarel 1996, Bruno and Easterly 1996, Ghosh and Phillips 1998,
Khan and Senhadji, 2001, Mubarik 2005, Hussain 2005, and Li 2006). The data for this study are taken
from official websites of Reserve bank of India and the Labour Bureau, Ministry of Labour and Employment,
Government of India. The data description, cycle, and sources are shown in following table 1.

TABLE 1: DATA DESCRIPTION AND SOURCE
Variable

Variable Name

Data Cycle

Data Source
Labour Bureau, Ministry of Labour
& Employment, Govt. of India
www.labourbureau.nic.in
Reserve Bank of India Database,
www.rbi.org.in

INFR

Inflation Rate i.e. CPI Index:
Base Year 2005-06

Quarterly

RGDP

Growth in Real GDP
(Gross Domestic Product)

Quarterly

GFCF

Growth in Investment (Gross
Fixed Capital Formation)
Growth in Total Trade
(Imports & Exports) Volume

Quarterly

TROV

Quarterly

Reserve Bank of India Database,
www.rbi.org.in
Reserve Bank of India Database,
www.rbi.org.in

Since the primary objective of the paper is to empirically analyzes the relationship between inflation and
economic growth in the context of India, we have used Ordinary Least Square (OLS) method on quarterly
time series data of CPI Inflation, Gross Domestic Product, Investment (Gross Fixed Capital Formation), and
Total Trade Volume (Imports + Exports) for 10 years spanning from April 2002 to March 2012. The
collected data is analysed using statistical and econometrics toolbox available in STATA IC12 software.

5. Inflation and Economic Growth in India
Inflation in India is mainly caused by the increase in food prices, which in general is influenced by less
productivity in agriculture sector or shortage of goods and services in the economy. Apart from this there
can be a number of factors which determine the level of inflation in India. These may include supply shocks
in certain food items and the global oil markets, fluctuations in oil prices in international market, wage and
price structure, and the fluctuations in exchange rates.
Inflation is a sign, that an economy is growing, but excessive economic growth can be detrimental as it can
lead to hyperinflation as experienced. In general, unpredicted and running inflation has unprecedented
effects on an economy because it distorts and disrupts the price mechanism, discourages investment and
saving, and adversely affects competitiveness in world market, and also the overall GDP of the nation. At
the other extreme, an economy with no inflation has essentially stagnated, and the situation may be harmful
to other sectors in the economy with falling prices, profits, and employment. The right level of economic
growth and inflation is somewhere in the middle, hence, creeping or mild inflation can be viewed as having
favorable impact on the economy.
Thus, inflation has some meaningful effects on country’s macroeconomic performance. It may increase the
productivity of the economy, but at the same time, hyper inflation hurts the growth of almost all the sectors
of Economy. Further, it may have considerable effects on savings, investment, trade, and the employment
level in an economy. Following graph shows trends in inflation rate, real GDP growth rate, investment
growth rate, and the growth in India’s total trade volume over a period of 10 years spanning from April 2002
to March 2012.
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Figure 1: Inflation and Economic Growth in India

As indicated in the graph severe fluctuations (both negative and positive) have been observed in the growth
rate of India’s trade (TROV), followed by growth in investment (GFCF). Further, the CPI inflation rate has
increased considerably during the period of study except in last three quarters. The real GDP has changed
slightly quarter-over-quarter, with a negative growth in some quarters, particularly in last four-five quarters.
It is astonishing to observe that despite several fluctuations in CPI inflation rate, growth rate in investment
and the Trade volume, the real GDP growth rate has been more stable or less volatile. It is also notable that
the CPI inflation rate crossed GDP growth rate in second quarter of 2008-09, since than it is continuing the
negative impact in the economy.
6. Results and Discussions
Basic descriptive of selected dependent and independent variables presented in table 2 indicate that GDP
in India during the period of study had been robust with average growth rate of 7.74 percent and standard
deviation 1.787 only. Maximum GDP growth rate 11 percent was observed in the third quarter 2003-04,
when corresponding CPI inflation rate was at of 3.36 percent only. The minimum growth in GDP of 2
percent only was observed in the third quarter of financial year 2002-03. If we look at the values of CPI
inflation, it has mean value of 6.93 with standard deviation of 3.13. It is positively skewed meaning that the
average CPI rate had been more than the median value.
The average growth rate in investment (GFCF) during the period 2003-2012 was only 2.75 percent with
some severe fluctuations, indicating maximum of 12.64 percent and a minimum growth rate of (-) 11.27
percent. This is supported by the calculated standard deviation of 6.71. The growth in total trade volume
(TROV) also had huge fluctuations both in positive as well negative side. Its mean value is 5.89 with a
maximum of 32.45 and minimum value of (-) 19.50. The value of standard deviation is 8.54 which indicates
very high value of dispersion in data. The intensity of dispersion in the data is supported by the high value
of kurtosis (6.11) indicating that the distribution of the growth in total trade volume is leptokurtic. .
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TABLE 2: SUMMARY STATISTICS
Variable
CPI
RGDP
GFCF
TROV

Mean
6.933
7.738
2.753
5.893

Median
6.465
8.100
4.887
6.834

Min.
2.693
2.000
-11.265
-19.500

Max.
15.313
11.000
12.638
32.454

Std. Dev.
3.127
1.787
6.711
8.535

No. of observations: 40
C.V. Skewness Kurtosis
0.451
0.819
3.036
0.231
-0.879
3.951
2.438
-0.471
2.278
1.448
-0.331
6.112

The results of correlation coefficients among variable under study are almost according to expectations of
the study. The correlation matrix of selected variables (table 3) indicates that the CPI inflation rate has low
degree positively correlation with growth in real GDP and the low degree negative correlation with
investment growth rate and the growth in total trade volume. Since the focus of study is mainly on GDP
growth rate in relation to other relevant variables, the GDP growth (RGDP) is found to have low degree
positive correlation with investment growth rate (0.1715) and a moderate degree positive correlation
(0.2551) with growth in total trade volume. The correlation coefficient between investment growth rate and
the growth in total trade volume is negatively very low (- 0.0092), indicating no association between these
two variables. The results in general indicate that GDP growth rate is not correlated at the extreme level
with any attempted variable. It means it is not having perfect or zero correlation with the independent
variables of the model.

TABLE 3: CORRELATION COEFFICIENTS
No. of Observations: 40
GFCF
TROV
-0.1048
-0.0637
0.1715
0.2551
1.0000
-0.0092
-L
1.0000

Variable
CPI
RGDP
CPI
1.0000
0.0993
RGDP
+L
1.0000
GFCF
-L
+L
TROV
-L
+M
5% Critical value (two-tailed) = 0.3120
VH = Very High (r ≥ 0.75); H = High (0.75 > R ≥ 0.50); M = Moderate (0.50 > R ≥ 0.25);
L = Low (r < 0.25); 0 = No Correlation (r = 0)
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TABLE 4: RESULTS OF OLS MODEL

Constant
CPI

Constant
CPI

Constant
CPI

Constant
CPI
GFCF
TROV

No. of Observations: 40
Model 1 (Dependent Variable: RGDP, Independent Variable: CPI)
Coeff.
t-Ratio
p-Value
SE
f-Ratio
SE
r2
Adj. r2
(b)
(p-Value)
(Estimate)
7.344
10.492
0.000
0.700
0.379
1.801
0.010
-0.016
(0.542)
0.057
0.615
0.542
0.092
Model 1 (Dependent Variable: GFCF, Independent Variable: CPI)
2
2
Coeff.
t-Ratio
p-Value
SE
f-Ratio
SE
R
Adj. R
(b)
(p-Value)
(Estimate)
4.312
1.641
0.109
2.627
0.422
6.761
0.011
-0.015
(0.520)
-0.225
-0.650
0.520
0.346
Model 3 (Dependent Variable: TROV, Independent Variable: CPI)
2
2
Coeff.
t-Ratio
p-Value
SE
f-Ratio
SE
R
Adj. R
(b)
(p-Value)
(Estimate)
7.099
2.117
0.041
3.354
0.155
8.629
0.004
-0.022
(0.696)
-0.174
-0.394
0.696
0.442
Model 4 (Dependent Variable: RGDP, Independent Variable: CPI, GFCF, TROV)
2
2
Coeff.
t-Ratio
p-Value
SE
f-Ratio
SE
R
Adj. R
(b)
(p-Value)
(Estimate)
6.733
9.064
0.000
0.743
1.537
1.751
0.114
0.040
(0.222)
0.078
0.860
0.396
0.090
0.050
1.193
0.241
0.042
0.056
1.688
0.100
0.033

7

Since the basic objective study is to examine the impact of inflation on India’s economic growth, we have
used Ordinary Least Square (OLS) method on selected variables. The basic econometric equations
specify-ing the relation among selected variables are as follows.
RGDP t = β o + β 1 CPI t + ε t
GFCF t = β o + β 1 CPI t + ε t To trace impact of CPI on GDP, GFCF, and TROV individually;
TROV t = β o + β 1 CPI t + ε t
For examining combined effect of CPI, GFCF, and TROV on RGDP, the equation
is: RGDP t = β o + β 1 CPI t + β 2 GFCF t + β 3 TROV t + ε t
Where: β o, β 1, β 2, and β 3 ≠ 0
The value of r2 for model 1, 2, 3, and 4 shown in the table is 0.010, 0.011, 0.004, and 0.114 which indicates
that a very few (10%, 11%, and 4%) variations in CPI are explained in GDP, GFCF, and TROV individually.
Similarly, only 11.4% variations in CPI, GFCF, and TROV are explained in GDP. The difference between r2
and adjusted r2 in all the models is very high which indicates that there are some other significant variables
which may influence the variations in dependent variables.
Based on the results of OLS model contained in table 4, we have specified following econometric equations
for estimating the relationship among variables under consideration.
RGDP = 7.344 + 0.057 CPI + ε t
----- Equation 1
GFCF = 4.312 - 0.225 CPI + ε t
----- Equation 2
TROV = 7.099 - 0.174 CPI + ε t
----- Equation 3
RGDP = 6.733 + 0.078 CPI + 0.050 GFCF + 0.056 TROV + ε t
----- Equation 4
The regression coefficients (β) of CPI with RGDP, GFCF, and TROV individually are (+) 0.057, (-) 0.225, and
(–) 0.056, which indicate that there is positive, though low degree impact of CPI on RGDP and a low degree
negative influence of CPI on GFCF and TROV. The multiple regression equation of CPI, GFCF, and TROV
on RGDP indicate that the selected independent variable jointly have positive impact on RGDP. It is notable
that in the multiple regression equation, the regression coefficient of CPI has increased from 0.057 to 0.078
which indicates that GFCF, and TROV have transmission role in the inflation-Growth relationship. In other
words, CPI has much influence on RGDP via some other related factors. Since the values of ‘f’ ratio and
their significance (p), as shown in table 4 are more than 0.05, it can be said that the model(s) fit is not good.
The values of ‘t’ statistics also support the results of ‘f’ ratio, as the significance (p) of ‘t’ statistics is also
more than 0.05. All this mean that though CPI inflation affects real GDP growth, the impact is very less (7-8
percent), that too with transmission effect of investment growth rate and the growth in total trade.
7. Conclusion
This paper is a modest effort to examine the trend and pattern of inflation in India with special focus on the
impact of CPI inflation on country’s Real GDP growth. It is assumed that inflation affects country’s GDP,
investment growth, and the trade volume; further, the investment and trade volume have transmission role
in the inflation-Growth relationship. It is observed that the CPI inflation rate has increased considerably
during the period from 2002 to 2012 except in last three quarters. Further, there are severe fluctuations in
the growth rate of India’s trade, followed by growth in investment during the period of study. It is amazing to
observe that despite several fluctuations in CPI inflation rate, growth rate in investment and the trade
volume, the real GDP growth rate has been more stable or less volatile.
The results of basic descriptive reveal that growth in trade volume is highly volatile with high value of standard deviation and kurtosis, followed by investment growth, and the CPI inflation. Further, GDP is found to
be positively correlated with inflation, investment growth, and the trade volume. In an attempt to trace the
impact of changes in inflation on India’s GDP growth, investment growth, and the trade volume individually,
and also the combined effect of inflation, Investment growth, and the growth in trade volume on India’s
GDP growth, the results of regression analysis indicate that there is positive, though low degree, impact of
CPI on RGDP, and a low degree negative influence of CPI on GFCF and TROV. The results of multiple
regres-sion reveal that GFCF, and TROV have transmission role in the inflation-Growth relationship. In
nutshell, though CPI inflation affects real GDP growth, the impact is very less and that too with transmission
effect of investment growth rate and the growth in total trade.

8

8. References
1. Ahmed S and Mortaza G (2005), Inflation and Economic Growth in Bangladesh: 1981- 2005,Policy
Analysis Unit (PAU) Working Paper No. 0604
2. Barro RJ (1991), Economic Growth in a Cross Section of Countries, Quarterly Journal of Economics,
No. 2, pp 407–43.
3. Bruno M and W Easterly (1995), Inflation Crises and Long-Run Growth, World Bank Policy Research
Working Paper No. 1517.
4. Bullard J and D Keating (1995), the Long-Run Relationship between Inflation and Output in Post-war
Economies, Journal of Monetary Economics, No. 3, pp 477–96.
5. David E Rapach (2003), International Evidence on the Long-Run Impact of Inflation, Journal of
Money, Credit, and Banking, Volume 35, Number 1, February 2003, pp. 23-48.
6. De Gregorio Jose (1991), the Effects of Inflation on Growth: Lessons from Latin America, IMF Work
ing Paper, WP No. 91/ 95, Research Department, International Monetary Fund.
7. Erbaykal E and Okuyan HA (2008), Does Inflation Depress Economic Growth? Evidence from
Turkey, International Research Journal of Finance and Economics, Issue 17, No. 1450-2887
8. Faria JR and Carneiro FG (2001), Does High Inflation Affect Growth in the Long and Short-run?,
Journal of Applied Economics, Vol. IV, No. 1, pp 89-105.
9. Fischer S (1993), the Role of Macroeconomic Factors in Economic Growth, Journal of Monetary
Economics, Vol. 32, pp 485-512.
10. Ghosh Atish and Steven Phillips (1998), Inflation, Disinflation and Growth, IMF Working Paper No.
98/ 68.
11. Gillman M, M Harris and Laszlo Matyas (2002), Inflation and Growth: Some Theory and Evidence,
Berlin, 10th International Conference on Panel Data.
12. Joseph H Haslag (1997), Output, Growth, Welfare, and Inflation: A Survey, Economic Review,
Second Quarter, Federal Reserve Bank of Dallas, US
13. Mallik G and Chowdhury A (2001), Inflation and Economic Growth: Evidence from South Asian
Countries, Asian Pacific Development Journal, Vol. 8, No.1., pp. 123-135
14. Motley Brian (1998), Growth and Inflation: A Cross-Country Study, Federal Reserve Bank of San
Francisco Economic Review, No. 1.
15. Mubariz Hasanov and Tolga Omay (2012), The Relationship between Inflation, Output Growth, and
their Uncertainties: Evidence from selected CEE countries, Working Paper no. 20128, Department
of Economics, Hacettepe University.
16. Nasir Iqbal and Saima Nawaz (2010), Investment, Inflation and Economic Growth Nexus, the
Pakistan Development Review, MPRA Paper, Vol. 48, No. 4.
17. Omoke Philip Chimobi (2010), Inflation and Economic Growth in Nigeria, Journal of Sustainable
Development, Volume 3, No. 2, June.
18. Sahadudhhen I (2012), A Cointegration and Error Correction Approach to the Determinants of
Inflation in India, International Journal of Economics Research, January, pp 105
19. Sarel M (1995), Nonlinear Effects of Inflation on Economic Growth, IMF Working Paper WP No. 95/
56, Washington.
20. Sarel M (1996), Nonlinear Effects of Inflation on Economic Growth, IMF Staff Papers 43, March,
No. 1, pp 199–215.
21. Shitundu JL and Luvanda EG (2000), the Effect of Inflation on Economic Growth in Tanzania,
African Journal of Finance and Management, Vol. 9-1.
22. Singh K and K Kaliappa (2003), the Inflation-Growth Nexus in India: An Empirical Analysis. Journal
of Policy Modeling, No. 4, pp 377–96.
23. Stilianos Fountas, Menelaos Karanasos and Jinki Kim (2006), Inflation Uncertainty, Output Growth
Uncertainty and Macroeconomic Performance, Oxford Bulletin of Economics and Statistics,
Department of Economics, University of Oxford, vol. 68(3), pp 319-343

9

24. Sweidan OD (2004), Does Inflation Harm Economic Growth in Jordan? An Econometric Analysis
for the Period 1970-2000, International Journal of Applied Econometrics and Quantitative Studies,
Vol. 1-2, pp 41-66.
25. Tan Eu Chye (2008), Inflation and Economic Growth in ASEAN-5, Japan and South Korea,11th
International Convention of the East Asian Economic Association, Manila, November15-16.
26. Tobin, J. (1965), Money and Economic Growth, Econometrica, 33, pp. 671-684.

10

AN EMPIRICAL STUDY OF FOREIGN DIRECT INVESTMENT:
A CASE STUDY OF CHINA AND INDIA
Dr. Vivek Khare
Director, School of Commerce and Economics
Jagran Lakecity University Bhopal India
Abstract
The analogies between Chinese and Indian economies draw obvious comparison. This research seeks to
understand the FDI inflows and examines the main determinants in the two countries. To identify the
differences of determinants of FDI inflows in China and India, the changing patterns of FDI are closely
studied with special reference to the source countries of FDI, the sectoral composition and regional
distribution. In the recent years, developing economies have increased their share of FDI inflows
significantly (40%). Explanation of magnitude and pattern of FDI into developing economies requires a
complex ray of factors. This is because these economies differ significantly from developed economies and
also among each other in economic development levels and endowment of market institutions. This paper
attempts to develop a conceptual framework to explain pattern of FDI in developing economies by
identifying the determinants on the supply and demand side and market institutional conditions. Differences
in the endowment of the factors in a set determine the pattern of FDI in these economies.
Key Words: Pattern of FDI, China and India, OECD, M & A

1. Introduction
Today, the world is witnessing the significant impact of globalization which has completely redefined the
way in which business used to be done. One of the key results of globalization is that there has been a
tremendous growth in global FDI. This dramatic development has taken place simultaneously with a
substantial growth in international trade. The term ‘Global Village’ was coined to indicate that the distance is
no longer a constraint and the trade boundaries have become blurred. FDI is an important factor in the
globalization process as it intensifies the interaction between states, regions and firms. Growing
international flows of portfolio and direct investment, international trade are all parts of this process.
Globalization offers an unprecedented opportunity for developing countries to achieve faster economic
growth through trade and investment. In the period 1970s, international trade grew more rapidly than FDI,
and thus international trade was by far than most other important international economic activities. This
situation changed dramatically in the middle of the 1980s, when world FDI started to increase sharply. In
this period, the world FDI has increased its importance by transferring technologies and establishing
marketing and procuring networks for efficient production and sales internationally (Shujiro Urata, 1998).
The large increase in the volume of FDI during the past two decades provides a strong incentive for
research on this phenomenon.
Since 1950 till the early part of the nineties, major portion of foreign direct investment flows had been
among the developed (OECD) economies. As a natural outcome, the leading theoretical streams of foreign
direct investment are envisaged to explain FDI flows among developed economies. As in intra-industry
trade models, similarity in income levels and factor endowments and market institutions are the underlying
explanations for FDI flows among the developed countries. This facilitates theoretical simplification of FDI
flows as a substitute for intra-industry trade in differentiated goods by incorporating transportation costs and
multi-plant operations into the analysis. The theories could afford to ignore or give a marginal treatment to
market institutional and political factors because the OECD countries can be observed to be similar in these
conditions. Although market institutions such as financial markets, and corporate governance are
significantly different among the U.S., Japan and Western European Countries, these economies are
similar in the institutions of the private property rights, protection of intellectual property2 and democratic
institutions such as independent judiciary.
During the last ten years there has been a significant increase in the share of developing countries in FDI
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inflows: it accounts for 40 percent of global FDI at present (World Investment Report, UNCTAD). At the
simpler level, the driving forces for the growth is observed in terms of opening up of these economies to
FDI, supply side factor of low manpower costs and the demand side growth in incomes (and market size).
mplex level, explanation of magnitude and pattern of FDI inflows into these economies requires analysis of
a complex ray of factors as these countries differ from Global inflows of foreign direct investment (FDI) rose
marginally by 1%, from $1,114 billion in 2009 to almost $1,122 billion in 2010, based on UNCTAD
estimates. Stagnant global flows in 2010 were accompanied by diverging trends in the components of FDI.
While the increased profits of foreign affiliates, especially in developing countries, boosted reinvested
earnings, the uncertainties surrounding global currency markets and European sovereign debt, resulted in
negative intra-company loans and lower equity investments. Cross border mergers and acquisitions (M&As)
increased by 37% in 2010, while international greenfield projects, fell both in number and in value.
Nevertheless, the total project value of greenfield investments has been much higher than that of crossborder M&As since the crisis, which was the opposite case before the crisis. The year was characterized by
an unexpected drop in flows during the second quarter and a rebound in the third quarter.
UNCTAD’s Global FDI Quarterly Index dropped from 107.7 to 82.5 and then rose to 121. At a more
complex level, explanation of magnitude and pattern of FDI inflows into these economies requires analysis
of a complex ray of factors as these countries differ from developed countries but also among each other in
several ways. They differ in the level of economic development and in endowment of market, political and
legal institutions (Dixit, 1999). For example, several countries in Asia, Africa and Latin America
informational imperfections arise in contractual formulations and enforcement because of poor
administrative and enforcement services owing to low level of education and technology and
communication infrastructure. In the case of transition economies of the former USSR, education levels and
physical infrastructure endowments are high but the capitalist institutions such as property rights are highly
underdeveloped. Furthermore, as most of these countries have been effecting policy reforms from high
state intervention and socialistic mode of production to free-market mechanism, government policy changes
frequently both for political compulsions and the process of learning. This in turn signals high risk through
non-credible policy commitments. This risk differs for different industries depending on the extent of sunk
costs, intangible assets of different industries. This paper develops a conceptual framework by integrating
institutional aspects into demand and supply side factors to explain pattern of foreign direct investment in
developing economies. The new institutional economics (Williamson, 1985; North, 1990) shows that
efficiency of economic activity (on the demand and supply side) depends on market institutional factors
such as transaction costs and property rights. In other words, the importance of institutional conditions is
pervasive in an economy for attracting FDI. For example, a country that has endowment of low cost skilled
labor and a large home market but very inefficient institutions of poor property rights and high transaction
costs would not attract much FDI. The example could be the Russian economy at present.
India and China have experienced rapid economic growth in recent years. The growth, in part, is attributed to
the adoption of liberal trade policies by each country in 1990’s, and the consequent surge in the flows of
foreign capital to both these countries. China and India, as the two largest developing countries in the world,
have been both enjoying fast economic growth since the 1990s. China seems to be performing better. In
1975, China was at par with India in GDP, yet 33% lower in its GDP per capita ($146 versus $220). But over
the years China developed more rapidly than India and surpassed India in terms of GDP per capita in 1984.
Now, after 26 years there is a huge difference. China is much ahead from India and has left Japan behind to
become the 2nd largest economy in the world. China’s GDP and GDP per capita are almost 3 times than
those of India’s. The World Prospectus Survey 2010-2012, released by the United Nations Conference on
Trade and Development (UNCTAD), showed that China has once again retained title of the world’s most
important FDI destination. India, meanwhile, overtook the United States to claim the survey’s second spot as
the U.S. economy continues to struggle. As has already been discussed China has been receiving substantial
FDI compared to India. Although prior to 1980s India received higher FDI than China but because
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of the liberalization policy adopted by China in 1978, turned the tables in favor of China. Since late eighties
and throughout nineties China has been in forefront of the developing world in terms of FDI inflows and
hence economic development. So, there is need to investigate the reasons how china has grown more
rapidly than India by utilizing FDI.

2. Global FDI flows stagnant in 2010
Global FDI inflows remained stagnant in 2010 at an estimated $1,122 billion, compared to $1,114 billion in
the previous year. However, they showed an uneven pattern among regions, components and modes of
FDI. While FDI inflows to developed countries contracted further in 2010, those to developing and transition
economies recovered, surpassing the 50% mark of global FDI flows. The improvement of economic
conditions in 2010 drove up reinvested earnings, while equity capital and intra-company loans remained
relatively subdued. Cross-border M&A volume rebounded in 2010, whereas greenfield investments
continued to decline.
The quarterly fluctuations during 2010, as reported in previous Global Trends Monitors, indicate that the
worldwide FDI recovery is still hesitant, although after an unexpectedly weak second quarter, global FDI
flows registered an increase in the third quarter of 2010 (figure 2). UNCTAD’s FDI Global Quarterly Index
jumped upwards, reaching 121 for the quarter, its highest reading in 2010. Preliminary data for the fourth
quarter suggests that global FDI flows continue to struggle to establish a sustainable growth path. FDI flows
in the quarter are likely to be flat, or slightly down, compared to the third quarter. While reinvested earnings
will be helped by higher corporate profits, weak equity capital flows – from cross-border M&As and
greenfield
investments – will continue to keep FDI flows in a holding pattern during the quarter. In particular, crossborder M&As registered a fall in value and in number during the fourth quarter. The high level of announced
deals in the latter half of 2010, however, indicates that the fourth quarter’s lull may be temporary and that
M&A volumes are likely to improve in early 2011.

3. Determinants of Pattern of FDI
Although there is no universal definition, conceptually foreign direct investment takes place
when a foreign firm has decided to invest in a production unit in the host country, with control over its
assets and its decision making. In other words, the decision by a firm in investing in foreign country is
essentially to control some proprietary asset within the firm rather than transact it via the market (Hymer,
1976). If not for such a firm specific asset, arms length contracts would be the result. In the following, we
bring out the supply and demand side and institutional determinants of FDI in developing economies by
discussing some of the major streams in the literature.

PATTERN OF FDI
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THE DETERMINANTS

Figure 1: Pattern and Determinants of FDI

4. The Supply and Demand Side Determinants of FDI
FDI can be seen as an extension of and substitute for international trade. Trade theories of comparative
advantage and intra-industry trade models can help in identifying the supply and demand side factors that
determine pattern of FDI: comparative advantage theory focuses on factor price differentials across
countries and intra-industry trade models on economies of scale and product differentiation (income levels
and market size). The ‘Comparative Advantage Hypothesis’ of FDI (Bhagwati and Srinivasan, 1983:
Grossman and Helpman, 1991) focuses on the allocative aspects of FDI and cross-border production. This
theory seeks to explain production relocation not to serve the host market but to export from the host
country. TNC’s decision where to locate production is determined by differences in relative production costs
of different country locations converted to a common currency (Caves, 1996). In this case FDI expands
international trade. This would imply that for some reason the developing economies are not able to take
advantage of their comparative advantage in low labor costs and TNCs are to able to make use of it. The
comparative advantage hypothesis of FDI fails to explain the fact the most part of FDI is among developed
countries that are similar in relative factor endowments and prices. Treating FDI as a substitute for
intraindustry trade in differentiated goods by incorporating transportation costs and multi-plant operations
(economies of scale) fits rather well in explaining FDI flows among developed countries (Markusen 1995).
The explanation for why the developed countries are the source and LDCs are the hosts for FDI can be
drawn from the earlier neo-technology trade theories and the recent endogenous growth theory. The neotechnology theory of showed that a country that is endowed with favorable capital and labor ratio,
knowledge inputs and conditions for appropriation of innovation and large home market becomes a
breeding ground for innovation. The cumulative process of technological innovation in developed
economies keeps developing economies with a continuous technological lag (Vernon 1966; Krugman,
1979). The endogenous growth theory of Romer (1990) sheds light on how technological change is
endogenously generated in developed economies by micro and macro level incentives emanating from
market conditions and the policy and institutional regime. The above observation shows that innovation is
determined by the endowment of human and physical capital, the market conditions and the institutional
conditions that provide incentives for innovation. The production of the new differentiated goods and
services in developing countries also require availability of skilled labor, managerial talent, certain
technological institutions, and intellectual property protection. While FDI among developed economies is
mostly horizontal investment, several developing economies such as China, Brazil, India, Mexico etc attract
both horizontal and vertical investment. The investment pattern in these developing economies is
determined by the set consisting of the supply side and demand side factors. Horizontal investment can be
motivated by both low labor costs and for catering to local market. Labor intensive industries such as the
electronic industries can take advantage of low labor costs for global market and also for catering to
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growing local market. An example could be the production of television sets and music systems, toys, etc.,
by the Japanese and Taiwanese TNCs in China.
Another important determinant of pattern of FDI is presence of technologically dynamic industry clusters.
Comparative advantage in the endowment of skilled labor in a developing economy can get magnified if
specific industries are organized in terms of technologically dynamic clusters by external economies of
cluster activity. External economies of cluster activity implies that for given inputs the output of an individual
firm is larger the larger is the aggregate output of other firms producing the same good in a cluster or a
region. This can attract FDI into those industries where not only low cost of skilled labor but also external
economies of cluster activity are dominant. One good example of this in a developing economy context is
the software industry cluster in Bangalore in the southern part of India. South of India has large pool of
software engineers and programmers and their productivity appears to have been enhanced by the
organization of the industry into a technologically dynamic cluster in Bangalore.
The technologically dynamic clusters in developing economies might differ in some features from those in
developed countries. Porter’s (1990) theory of clusters characterizes technologically dynamic clusters in
developed economies. It shows the microeconomic underpinnings of innovation in country-specific
industrial clusters: this relationship depends on subtle interactions between input supply and local demand
conditions, the presence and orientation of related and supporting industries, and the nature of local
competitive rivalry. In developing countries, technologically dynamic industry clusters could be mainly
export driven owing to low costs of skilled manpower (comparative advantage reasons). In such a case,
local competitive rivalry is not a necessary condition.

Figure 2: FDI in high-income and developing economies, 1970–2009

5. Developed countries: a further contraction
Developed countries did not return to FDI growth in 2010. UNCTAD’s latest estimates show that FDI flows
to this group of economies fell some 7% to $527 billion, despite the robust recovery in some countries.
Most notably, FDI in the United States surged by more than 40% over 2009 levels, an increase worth $56
billion, the single biggest increase in FDI among the major economic regions. This rise is largely due to a
significant recovery in reinvested earnings of foreign affiliates. Europe stood out as the subregion where
flows fell most sharply, explained largely by two groups of countries. First, the Netherlands and
Luxembourg saw significant declines. Negative FDI flows in the former country were caused by more
volatile flows related to transactions of financial affiliates. Second, uncertainties about sovereign debts
caused drops in FDI, with the largest impacts seen in Ireland and Italy (Greece and Spain are less
significant FDI recipients). FDI in the region’s major economies (France and Germany) fell only slightly.
Within the group of developed countries, declining FDI flows were also registered in Japan due to a number
of large divestments (e.g. Liberty Group, Ford).
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6. The Institutional Determinants of FDI
As the market for intangible assets is imperfect in several ways, these are partially public goods which
means knowledge developed by one firm can be applied at little cost by other firms. For FDI to take place in
a foreign country, it requires strong intellectual property rights protection. Similarity in the institutions of
property rights in protecting intellectual property among developed countries is one of the reasons for FDI in
modern industries being maximum among these countries.
There is a large body of theoretical and empirical literature on FDI on the issue of internalization, which
takes into account of institutional elements such as transaction costs and property rights (see Caves, 1996;
Oxley, 1995, for a review of this literature). A firm would choose arms length contracts to transact an asset
for which there is a market that gives it full value for the asset. The internalization theory emphasizes the
information asymmetry of the market transaction as the main reason for existence of FDI as opposed to
licensing and other forms of foreign investment (Casson, 1979). Dunning’s (1974) eclectic OLI (ownership,
location and internalization) framework takes the institutional elements of transactions costs for explaining
internalization behavior of MNCs. It lays emphasis on the higher costs of transacting via the market as
against internalizing transactions within the firm because of non-existent, or imperfect markets for trade, or
because of imperfections in selling licenses. Similar to Williamson’s theory of vertical integration,
internalization is a function of asset specificity, uncertainty and frequency in transaction in question (Henisz,
1998). Given the behavioral assumptions of bounded rationality and opportunism, internalization takes
place when contractual hazards associated with transactions are high. A major part of transaction costs of
joint ventures and arms length are costs of appropriation by (local) partners of the ownership advantages
through opportunistic behavior in contracts. These costs will be high in those countries where there are
weak contract laws, legal system and intellectual property rights protection.
Effective protection of property rights ensures that the owner of an asset has discretion over the uses to
which the asset is put to and is able to appropriate returns from the asset. It has implications on FDI at two
levels 1) whether FDI takes place at all in a particular country in a specific industry and 2) the ownership
modes relating to joint ventures. When the value of assets protected by patents and trademarks can not be
fully realized by the owner, the incentive to make investments involving these technological and marketing
based assets is reduced. Under a weak property rights regime, higher ownership modes are more efficient
because of the reduction in cost of unwanted dissemination. Where property rights protection is greater,
lower ownership modes more efficient, as the risk of asset appropriation is less.
The institutional aspects in determining investment decisions in developing economies are more complex
than that is generally formulated in the literature of internalization. The new institutional economics makes a
distinction between institutional environment and the institutions of governance. The institutional
environment is defined jointly by the rules of the game (the formal constraints: constitutions, laws, property
rights) and the conditions of embeddedness (the informal constraints: sanctions, taboos, customs,
traditions, codes of conduct). The institutions of governance are market, quasi-market, and hierarchical
modes of contracting- more generally of managing transactions and seeing economic activity through
completion (Williamson, 1998). Institutional conditions for efficient functioning of markets are far less
developed in developing and transition economies than in the advanced capitalist economies. Rules of the
game may not be in place and if they are, it does not mean there is effective enforcement. For example,
there could be administrative discretion on the part of the government and government agents owing to
informational imperfections and weak legal systems. The administrative discretion not only places those
who have already invested at greater hazard, but also causes those who are contemplating investment to
think again (Williamson, 1998)
The degree of this risk differs across different industries depending on the extent of sunk costs of
investment which means exit from a country involves writing off a large amount of investment. In the case of
large infrastructure projects, which are natural monopolies, TNCs have to get into contracts with the
government, which in turn provides scope for opportunism on the part of local government when a TNC
invests huge sunk costs and gets locally locked-in. If the prevailing institutions in a specific country cause
the transaction costs of contracts very high, it will discourage FDI in these industries. Transaction costs are
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higher when it is highly costly to understand and foresee contingencies and to formulate contracts in a clear
manner. Furthermore, there have to be effective judiciary to monitor and enforce the contracts (Williamson,
1985). Contracts might be more incomplete in high tech industries than traditional industries because of
complexity of technological change- an example is the interface among telecommunication, software, and
cable TV industries in the present. Telecommunication and cable TV industries have natural monopoly
properties where the government has a role in issuing licenses to investors. FDI in these industries in
developing economies faces high risk if the institutional mechanism provides higher scope for discretionary
powers and opportunism by the government.

7. The Endowment of the Set of the Determinants and the Pattern of FDI
The discussion in the previous sections has shown different factors determining the pattern of FDI in
emerging economies. In the following, we show how differences in the endowment of the set of the supply,
and demand side and the institutional factors explain differences in the pattern of FDI among developing
conditions. Table 3 presents an illustration of the set by taking the example of the information goods10 and
infrastructure industries. For example, a country that has all other conditions of necessary institutional
conditions of property rights, credible policy commitment, but lacks skilled work force will attract FDI mostly
into low-tech industries. If such a country has sufficiently large domestic market for (intangible asset
intensive) differentiated goods, serving the markets with exports is more viable than FDI unless TNCs
invest substantially in training and education of local manpower. Here, TNCs have to measure the trade-off
of the costs of investing in the training and the benefits of locating production closer to the market. The
benefits of location are again a trade-off between costs of transportation, tariff barriers and costs of multiplant operations (economies of scale).
On the other hand, if a country has endowment of skilled labor but lacks effective intellectual property rights
regime, FDI does not come into high-tech industries. If FDI comes into the high-tech industries it will be
mainly for utilizing low cost manpower for serving home and other markets through exports rather than
serving the host country market. If a developing economy that has reasonably effective intellectual property
regime, low cost skilled manpower and a growing local market, then FDI in the high-tech industry becomes
highly attractive. This is because a TNC can take advantage of low cost skilled labor for international
market and also Serve the local market.
Among the developing economies, China, Mexico, Brazil, Argentina, Indonesia, India Thailand attract a
major share of FDI flows (see Table 4). Most African nations attract a very little investment and most of it is
for extracting natural resources (World Investment Report, 1999, UNCTAD) 11. China, Mexico, Brazil,
Argentina, Russia and India possess the necessary supply and demand side factors to attract both
horizontal and vertical investments: they have large and fast growing domestic markets for differentiated
goods and services and a large pool of low cost semi-skilled and skilled labor. In the case of former Soviet
Union countries, they have endowment of large pool of skilled labor and infrastructure base, but inefficient
market institutions of property rights and non-credible government policies, which appear to discourage
investment in high-tech industries and those industries with huge sunk costs (Heinz, 1998). Among the excommunist countries, Poland, Chzech Republic and Hungary attract major part of FDI. Apart of the reason
is Poland started to develop market institutions much earlier than the other ex-communist countries. The
market institutional conditions- institutional environment and institutions of governance- are quite divergent
in these countries with different historical and political backgrounds. It is not possible to examine all of these
countries in this paper. We restrict ourselves to a brief comparative analysis of China and India with
selective industry case studies.

7.1 Diverging patterns in FDI components and modes of entry
Stagnant FDI flows in 2010 were accompanied by diverging trends in the components of FDI flows (equity,
intra-company loans and reinvested earnings) and by modes of entry (M&A and greenfield investments).
Improved economic performance in many parts of the world and increased profits of foreign affiliates,
especially in developing countries, lifted reinvested earnings to nearly double their 2009 level . This increase
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compensated for the decline in equity capital flows (down slightly despite an up-tick in cross-border M&As)
and in other capital flows (mainly intra-company loans) which saw a significant drop.

Figure 3: Quarterly FDI inflows by components for 37 selected economies, 2007 Q1- 2010
Q4 (Billions of dollars)

Figure 4: Value and number of cross-border M&As and greenfield FDI projects, 2007 Q1 - 2010 Q4
(Billion of dollars and number of deals)

8. China and India: A Comparison
One commonly known feature of China and India is that they are the two most populous countries in the
world and at the same time the fastest growing large economies. During the last 10 years China’s economy
averaged a growth rate of 8 percent and India around 6 percent. China opened up its economy to FDI to
specific regional zones in 1978 and India started to undertake market reforms in the early 90s. Both the
economies has a large pool of skilled and semi-skilled labor and a large and growing domestic market for
differentiated goods from a sizeable section of rich and middle class consumers. The political and economic
institutions of these economies are quite divergent. A review of the economies and the reform process can
be seen in several other studies (Sachs, Varshney and Bajpai, 1999; Sachs and Woo, 1997; Branstetter
and Feenstra, 1999). We briefly compare these economies for FDI flows and patterns.
FDI in China, also known as RFDI (renminbi foreign direct investment), has increased considerably in the last
decade, reaching $59.1 billion in the first six months of 2012, making China the largest recipient of foreign
direct investment and topping the United States which had $57.4 billion of FDI. During the global financial
crisis FDI fell by over one-third in 2009 but rebounded in 2010. Starting from a baseline of less than $1 billion
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in 1990, a recent UNCTAD survey projected India as the second most important FDI destination (after
China) for transnational corporations during 2010–2012. As per the data, the sectors that attracted higher
inflows were services, telecommunication, construction activities and computer software and hardware.
Mauritius, Singapore, US and UK were among the leading sources of FDI. Based on UNCTAD data FDI
flows were $10.4 billion, a drop of 43% from the first half of the last year. India disallowed overseas
corporate bodies (OCB) to invest in India. On 14 September 2012, government of India allowed FDI in
aviation up to 49%, in the broadcast sector up to 74%, in multi brand retail up to 51% and in single brand
retail up to 100%. The choice of allowing FDI in multi-brand retail up to 51% has been left to each state.
In its supply chain sector, the government of India had already approved 100% FDI for developing cold
chain. This allows non-Indians to now invest with full ownership in India's burgeoning demand for efficient
food supply systems. The need to reduce waste in fresh food and to feed the aspiring demand of India's
fast developing population has made the cold supply chain a very exciting investment proposition. China
started opening up to FDI much earlier than in India and built up fine infrastructure base in the coastal
regions. Consequently, the Chinese economy, which has been growing at rapid pace, presented a larger
market than India. Second explanation is drawn from the pattern of investment. A major portion of FDI in
China is `round trip’, whereby a firm exports money, registers a company in Hong Kong or Singapore,
brings the money back as FDI to make use of the incentives given to FDI.
India has a large base of matured private sector both at the large scale and small-scale (unorganized)
production, which took care of most of the lower end manufacturing and assembly line and commercial
service sector. As shown in Table 5b, major part of FDI in India had been in infrastructure sector such as
Telecommunications, Transportation, and Power and Fuels and service sectors such as the software rather
than manufacturing. At even more interesting side, Indian economy is transforming rather prematurely into
a service economy. At present, 52 per cent of GDP of Indian economy is accounted by the service sector
while it is 30 percent for China. Consequently, significant amount of FDI is flowing into the service sector at
present into the areas such as the call centers, insurance and medical transcript processing and financial
services such as credit cards etc. One of the reasons attributed for this is the endowment of large pool of
educated and English speaking workforce. One other reason is that in the recent years significant amount
of foreign capital is flowing through portfolio investment. The control rights are weak in the transition
economies such as Russia and also China. India, at present, fares better on this. High market transaction
costs associated with FDI owing to the government policies at the Federal and regional level in the Indian
economy makes investors to substitute portfolio investment for FDI.
The above pattern of FDI in China and India is a result of differences in the market institutional conditions
and prevailing industrial endowments. China and India differ significantly in the market institutional
conditions and the political systems. Politically China has been a communist: a monolithic dictatorship of
one party with a single individual wielding vast power. India has been a Federal Democracy with
independent judiciary with powers widely diffused15. Given the common feature of large and growing
domestic markets and endowment of skilled labor, the differences in the institutional conditions determine
the pattern of FDI in these countries at present. We illustrate this by taking the case of software industry
and infrastructure investment in the following.
8.1 The Case of Software Industry
China has a larger domestic market for the IT industry- the software and hardware segments. In 2000 only
about 4.3 million own PCs, while fewer than 1.4 million are Internet subscribers in India. In China’s case, in
the year 2000 alone about 6 million PCs were sold and about 16 million are Internet subscribers. China
attracts a large amount of FDI (about $ 6 billion) in the hardware segment with IBM, INTEL, NEC and
Hewlett and Packard having set up large subsidiaries but smaller investment in the software segment. One
of the reasons is the Chinese law that multinationals can sell their computers in the country only if they
have a manufacturing base there.
Interestingly, in contrast to China, India has been attracting larger investments into the software industry-
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both for programming and Research and Development. All most all of the large American IT firms have set
up Research and Development in centers and have plans to expand them in a big way in India (Patibandla
and Petersen, 2001). One general explanation given for this is that India’s skilled labor is good at English
language, which China lacks. But the underlying factors are a little more complex and have to be drawn
from the differences in the institutional conditions such as the intellectual property regimes. It is necessary
to note that in the case of information goods such as the software, production in the host economy is not
necessary for serving the local market because for the information goods marginal costs of reproduction
and transportation costs are close to zero. China is considered biggest source counterfeited software
products owing to its weak intellectual property rights regime and poor enforcement. About 90 per cent of
the software in use is counterfeited. A first mover firm who is able to lock-in users will always have an
advantage over late-movers. Microsoft’s strategy could be that once China joins WTO, by then it has
locked-in a large number of users on whom it can leverage in the future.
In case of India, the law offers effective protection of copyrighted material- the Indian copyright act of 1957
is based on the Berne Convention on Copyrights. The act was amended in 1995 to make it on par with the
most modern law in the field.17 In the recent years, India’s software industry association (NASSCOM) in
cooperation with the government agencies undertakes the enforcement of the act (Ghemawat, Patibandla
and Couglin 2000). The growing importance of the domestic software industry provides an incentive to the
government to undertake enforcement in an effective manner. Consequently, it provides the necessary
institutional conditions for TNCs to invest in India for software development for the global market, Research
and Development and for serving the growing local market (Patibandla and Petersen, 2001).

8.2 The Case of Infrastructure Projects
Both China and India offer a huge market for infrastructure projects in Electricity generation and distribution,
Telecommunications, Ports, etc with potentially high returns on investment. As mentioned earlier,
infrastructure investment is subject to high risks owing to large sunk costs and long gestation periods. The
natural monopoly nature of these investments makes the government intervention pervasive from granting
licenses and contracts (bidding) to the regulation. The regulatory aspect of investment is important because
of highly politicized pricing of utilities such as electricity and telecommunications. Because of the sunk costs
and long gestation periods, the institutional aspect of credible commitments by the government regarding
future policies is crucial.
China has been attracting larger investments in infrastructure than India. Apart from the market size issues,
the differences in the institutional aspects provide significant explanations. We look at it at two levels: one is
the process of government clearances and the process of government regulatory mechanisms. In the case
of India’s federal democracy clearance of large projects is a lot more complex involving the Federal
government at the center and the state government and several other regulatory agencies such as the
environmental regulation. The regulatory decisions governing issues such as zoning, land-use and
environment varies from one state to the other. The regulatory system also allows leeway for bureaucratic
discretion. Apart from this, the government clearances of the projects, if suspected of corrupt practices can
be politicized by the strong and independent press, which can delay projects. Furthermore, the independent
judiciary can also be a source of high transaction costs. For example, the Enron Corporation in the
electricity generation had to fight about 27 court cases filed by the private parties on the public interest
litigation and environmental grounds.
8.3 The Case of Daphol Power Corporation (Enron) in India
The case of Enron in India shows high market transaction costs of contractual hazards, and safeguards for
FDI in large infrastructure projects in a developing economy with inefficient market institutions. It also
illustrates market transaction costs of political process when specific market institutions are missing in the
context of a democracy. For example, if the market institutions of competitive bidding with transparent
process are missing, it results in political controversies. This in turn causes high transaction costs of project
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delays. The new power policy announced by the Government of India (GOI) in 1991 allowed private
investment in the power sector. In 1993, the subsidiary of the Enron Corporation, the Dabhol Power
Company (DPC) entered the Indian market in the state of Maharastra for generation of 695 Mega Watts of
electricity with a proposed investment of $ 2.8 billion. The contract was formulated and signed by the three
parties- the Central Electricity Authority (CPA), the Maharastra State Electricity Board and DPC. The
electricity was to be purchased by MSEB at a negotiated price. The contract was formulated in the absence
of competitive bidding and under non-transparent procedures which caused a series of controversies,
cancellation, and renegotiations (Mehta, 2000). In 1995, the elections changed the parties in power in the
state of Maharastra.
The new Government re-examined the terms and conditions of the contract. After a detailed examination by
a special cabinet committee, the Government of Maharashtra (GoM) concluded that the contract was not in
public interest and cancelled it. In order to legally substantiate the cancellation, the Government of
Maharastra filed a suit in the Bombay High Court. The GoM presented several documents from the records
of the government to substantiate the various allegations. Interestingly, within three months, the
government backtracked on its decision without providing any reasons. It renegotiated the contract without
any change in the old contract. In August 1996, DPC and MSEB got into the agreement that DPC would
supply about 2000 MW of electricity in the form of available capacity and gas for a period of twenty
years.21 Numerous safeguards were incorporated into the contract for protecting the investment and the
future payments by MSEB to DPS for the purchase of electricity.
The above case shows that the investor’s rights were protected by contract through a costly and difficult
process but with high transaction costs of inefficient institutions. Part of the transaction costs is because of
missing institutions at the time of contract formulation such as the competitive and transparent bidding
process. These transaction costs would be much higher in a democratic polity than in a totalitarian system
because of political power various interests groups and litigation by private parties. Apart from this, in the
context of high uncertainty owing to incomplete nature of contracts, the costs of safeguards are higher.
There will be an incentive for a TNC to recover the investment in shorter period by inflating the project
costs. These costs result in higher product prices to consumers, which in turn could be highly politicized.
Interestingly, in this case of the DPC in India there are no costs associated with the regulation to the TNC
as the purchaser and distributor of electricity is the state government agency (MSEB). On the other hand, in
China the clearance of the project could be easier but operating it could be subject to high transaction costs
because of discretionary powers of government agents both at the center and local levels. Nevertheless,
China attracts larger investment infrastructure projects than India possibly its larger market offsets the
transaction costs. In comparing the prospects of FDI in China with other Asian countries, Thornhill (2001)
observes “The investor’s rationale appears to be: why bother trying to understand the intricacies of small
and fiddly markets when you can deal with one pragmatic if sometimes brutal, giant?”

9. Conclusion
This paper has identified a set of factors from the supply, demand and institutional side, which determine the
pattern of FDI in developing economies. Differences in the endowment of these factors in a set explain the
differences in the pattern of FDI across the countries. There are quite a few other factors this paper did not take
into account such as the macro economic stability, and government incentives to FDI. Secondly, the approach of
the paper is to look at the differences in the endowment of the set at any given point of time. The concept of
`developing’ or `emerging’ economy refers to changes in the set over a period of time: increase in incomes
(wages), skills, technology and declining transaction costs. There can be a two-way causation between the
determinants and the pattern of FDI. This changes the endowment of the set and the pattern of FDI over a time
period. How effective this process depends on the endowment of initial conditions in attracting FDI into specific
industries. In the case of India’s software industry, the initial condition of
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endowment of skilled labor provided incentive for TNCs such as Texas Instruments and Hewlett-Packard to
enter the Indian industry in the mid-eighties. This resulted in technological and informational externalities to
local firms and labor, which further enhanced the skill and technological endowments in India. By the early
nineties, the Indian software industry became major wealth generator. This in turn caused in changes in
market institutions: it provided incentive to the Indian government to amend the copyright act in 1995 and
enforce it more effectively. This in turn provided further incentive for TNCs to enter the Indian market not
only for exports but also for serving the growing local market. The link between the political institutions and
(changes) in market institutions is a complex issue- on certain aspects democratic polity besets efficient
market institutions and other totalitarian dictatorships beset efficient institutional outcomes. As illustrated in
the previous section, in China’s monolithic party dictatorship the clearance of large projects is easier than in
the India’s complex federal democracy because of different layers of power and vested interest groups. At
the same time, the protection of contracts, once formulated, is better under the Indian democracy.

TABLE A: PATTERN OF FDI IN CHINA 1979-09 US $ BILLION
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TABLE B: PATTERN OF FDI IN INDIA, 1991-09

Source: India Investment Center
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Abstract
The study was designed to investigate the impact of gender, locality and social class on self-efficacy among
secondary school pupils. The sample consisted of 480 students (240 boys, 240 girls) belong to urban, rural
localities and socially advantaged and disadvantaged groups. The data were collected by administering the
self-efficacy scale developed by Copeland and Nelson (2004). Mean’s, SD’s and analysis of variance
(ANOVA) were used to analyze the data. Results revealed significant impact of social class on self-efficacy.
Keywords: Gender, Social Class, Locality, Self Efficacy, Pupils

1. Introduction
Self-efficacy refers to the subjective judgments of one’s capabilities to organize and execute courses of
action to attain designated goals (Bandura 1977, 1997). It is a belief about what a person can do rather
than personal judgments about one’s physical or personality attributes. It is also context specific and varies
across several dimensions, such as level, generality and strength. The level of self-efficacy refers to its
dependence on the difficulty level of a particular task. Generality of self-efficacy beliefs refers to the
transferability of one’s efficacy judgements across different tasks are activities. Strength of self-efficacy
judgements pertains to the certainty with which one can perform a specific task (Zimmerman, 1995).
The construct of self-efficacy has a variety of distinctive characteristics. These features are important
because they provide a point of comparison with other constructs and have implications for low self-efficacy
perceptions which should be measured. Firstly the self-efficacy judgements focus on the perceived
capabilities to perform an activity rather than on personality or psychological traits.
Secondly, self-efficacy percepts are distinctive because they are not only domain specific but are also
context and task specific. However, self-efficacy measures are also multi-dimensional in nature in that they
vary across specific tasks or activities within a particular domain (Bandura, 1997; Cleary & Zimmerman,
2004). A third feature of self-efficacy is its dependence on a mastery criterion of performance rather than on
normative or other criteria.
Self-efficacy beliefs are typically assessed prior to engaging in a particular task or activity. This antecedent
property provides the temporal ordering necessary for assessing the role of efficacy percepts in causal
structures. As a result, self-efficacy has been conceptualized as a fore thought process within selfregulation models because of its pro-active impact on perform and self evaluative processes following
performance (Zimmerman, 2000). The available review literature shows that there is no study, which has
attempted to investigate the impact of gender, locality and social class on self-efficacy in Indian context.
Therefore, to fill the gap in the existing knowledge in the area of self-efficacy an attempt is made in the
present investigation to study the impact of gender, locality and social class among socially advantaged
and disadvantaged secondary school pupils.

1.1 Objective
The study was designed to investigate the impact of gender, locality and social class on self-efficacy among
secondary school pupils.
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1.2 Hypotheses
(i)

Gender would significantly influence the self-efficacy of secondary school pupils.

(ii)

Locality would significantly influence the self-efficacy of secondary school pupils.

(iii)

Social class would significantly influence the self-efficacy of secondary school pupils.

2. Sample and Tool
The sample consisted of 480 secondary school students (240 boys and 240 girls) belongs to urban and
rural locality, social advantaged and disadvantaged groups of Costal Andhra and Telangana districts of
Andhra Pradesh in the age groups of 14-16 years 480, 10th class students were randomly selected from 40
schools and the distribution of the sample is presented in Table-1
The self-efficacy scale developed by Copeland and Nelson (2004) was used for the present investigation
and its is a sub scale of Child and Adolescent well-ness Scale (CAWS). The scale consists of 16 items;
each statement has four options i.e., strongly disagree, disagree, agree and strongly agree. A response of
‘strongly agree’ is given a score of 4, a score of 3 is given to a response of ‘agree’, a score of 2 is given to a
response of ‘disagree’, and a response of ‘strongly disagree’ is given a score of 1 for positive statements.
Whereas 4,3,2 and 1 scores are given for ‘strongly disagree’, ‘disagree’, ‘agree’ and ‘strongly agree’ is the
case of negative statements.
The minimum and maximum possible scores are 16-64 respectively. Low score on the scale indicates low
self-efficacy and high score indicates high self-efficacy. The reliability of the instrument was established by
test-retest method and it is 0.82.
Table-1: Distribution of Sample

Group

Boys

Social
advantaged
Socially
disadvantaged
Total

Girls

Total

Urban
60

Rural
60

Urban
60

Rural
60

240

60

60

60

60

240

120

120

120

120

480

3. Results and Discussion
To test the hypotheses formulated, the obtained data were analysed and discussed by using appropriate
statistical technique namely Mean, SD’s, ANOVA (Analysing of variance) and‘t’ test.
First the data pertaining to self-efficacy of boys and girls students of urban and rural localities and socially
advantaged and disadvantaged groups are analysed and the results are presented in Table-2
Table-2: The Mean’s and SD’s on self-efficacy scores

Group
Socially
advantaged
Socially
disadvantaged

Boys
Mean
SD
Mean
SD

Urban
50.13
4019
49.68
5.29

Girls
Rural
53.08
6.58
50.72
6.67

Urban
52.03
5.63
51.10
6.35

Rural
53.18
6.15
49.83
7.69

Means of the groups variable vise
Boys=50.90

Rural=51.70

Socially advantaged=52.10

Girls=51.53

Urban=50.73

Socially disadvantaged=50.33
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Results given in Table-2 show that socially advantaged rural girls have obtained the mean score of 53.18
indicating their high self-efficacy. Socially disadvantaged urban boys have obtained the mean score of
49.68 indicating their low self-efficacy . In terms of gender, girls (M=51.53) have high self efficacy than boys
(M=50.90) and in the terms of locality rural students (M=51.70) have high self-efficacy than urban students
(M=50.73). Socially advantaged students have high self-efficacy (M=52.10) than socially dis-advantaged
students (M=50.33).
There are differences in the mean scores of self-efficacy. In order to test whether gender, locality and social
class have any significant impact on self-efficacy the data were further subjected to factorial analysis of
variance and the results were presented in the table-3
Table-3 Summary of ANOVA for the scores on self-efficacy

Source of
variance
Locality (A)
Gender (B)
Social Class ©
AB
AC
BC
ABC
With in
TOTAL

Sum of squares

df

Mss

F-value

112.13
48.13
378.07
126.07
140.83
16.13
1.87
18529.33
19352.59

1
1
1
1
1
1
1
472
479

112.13
48.13
378.07
126.07
140.83
16.13
1.87
39.25

2.85@
1.22@
9.63**
3.21@
3.58@
0.41@
0.04@

@ Not significant

** Significant at 0.01 level

The first hypothesis predicted that gender would significantly influences the self-efficacy of secondary
school pupils. The obtained ‘F’ value of 1.22 is not statistically significant. It indicates that there is no
significant impact of gender on self-efficacy of secondary school pupils. As the ‘F’ value is not significant
the hypothesis-1 which states gender would significantly influence the self-efficacy of secondary school
pupils is not accepted as unwarranted by the results.
The finding of Mc Kenzie (1999), Hampton and Mason (2003), Kumar and Lal (2006) support the present
investigation who reported no significant impact of gender of self-efficacy. It is evident from table-3 that the
obtained ‘F’ value for locality is 2.85 which is not significant implying that the locality of the students has no
significant impact on self-efficacy. As the ‘F’ value is not significant the second hypothesis which states
locality would significantly influence the self-efficacy of secondary school pupils is not accepted as
unwarranted by the results.
In view of poor infrastructure and instructional facilities at home and also in schools childrens from rural
localities may be expected to differ in self-efficacy from the subjects of urban areas Fasko and Fasko
(1998) also proposed poor self-efficacy among rural pupils. However the findings of the present study show
tht rural or urban environment does not affect the self-efficacy of the subjects. The probable reason might
be that now a days parents of urban and rural localities are giving equal importance for their children’s
growth and development i.e., education, goals, beliefs, etc. Moreover the teachers of urban and rural areas
concentrating more on developing self-confidence, belies and goals of students equally. These are some of
the reasons why there is no significant impact of locality on self-efficacy when we examine the scores of
self-efficacy of locality the self-efficacy of the students of rural areas is slightly higher than (M=51.70) the
students of urban localities (M=50.73), and the difference is minimum.
The third hypothesis predicted that social class would significantly influence the self-efficacy of secondary
school pupils. It is evident from table-3 that the ‘F’ value for social class 9.63 clearly shows the impact of
social class on self-efficacy. As the ‘F’ value is significant, the hypothesis-3 which states social class would
significantly influence the self-efficacy of secondary school pupils is accepted.
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Parental education, home environment, poverty, exposure and awareness, parent child relationships are
some of the factors that are related to self-efficacy. In Indian context in most of the socially advantaged
families it can be observed stimulating home environment, educated parents, positive parent child
relationship, more exposure to their children. That is reason why students belong to socially advantaged
group have high self efficacy than the students of socially disadvantaged group. Yamuchi and Greene
(1997) also found that socially advantaged students have high self-efficacy than socially disadvantaged
students. The results obtained in the present investigation suggested that the acceptance of third
hypothesis which states that social class would significantly influence the self-efficacy of secondary school
pupils.
Since some of the ‘F’ values are found significant the data (means) were further subjected to ‘t’ test and
results are presented in the table-4
Table-4 : ‘t’ values among eight groups on self-efficacy

G1
G1
G2
G3
G4
G5
G6
G7
G8

-

G2
2.78**
-

@=Not significant,

G3
1.97*
0.94@
-

G4
3.00**
0.09@
1.07@
-

*= Significant at 0.05,

G5
0.48@
3.12**
2.36*
3.34**
-

G6
0.55@
1.96@
1.17@
2.11*
0.94@
-

G7
0.93@
1.68@
0.85@
1.82@
1.33@
0.32@
-

G8
0.25@
2.49*
1.79@
2.63**
0.12@
0.67@
0.98@
-

** =Significant at 0.01 level.

G1 =socially advantaged rural boys

G5=social disadvantaged rural boys

G2= socially advantaged urban boys

G6=socially disadvantaged urban boys

G3=socially advantaged rural girls

G7=socially disadvantaged rural girls

G4=socially advantage urban girls

G8=socially disadvantaged urban girls

Among the eight groups, significant differences were found between the groups G1-G2, G1-G3, G1=G4,
G2-G5, G2-G8, G3-G5, G4-G5, G4-G6, G4-G8 and it can be observed from the table-3 that the selfefficacy of G3 (social advantaged rural girls) is the highest and G6 (socially disadvantaged urban boys) is
the lowest followed by other groups.

4. Conclusions and Implications
1.

Gender and locality have no significant impact of on self-efficacy of secondary school pupils.

2.

Social class has significant impact on self-efficacy of secondary school pupils.

One of the interesting finding of the present investigation is the impact of social class on self-efficacy. The
socially advantage students have high self-efficacy than the socially disadvantaged students. There
appears to be an urgent need for psychologist, counselors and educationalist, teachers, parents to enhance
the self-efficacy of socially disadvantaged students by following the given below guidelines:
1)

Engaging effective modeling practices and selecting appropriate peer models.

2)

Helping young people learn to read their feelings

3)
Fostering optimism, positive outlook, competence and confidence among the socially
disadvantaged pupils.
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Abstract
For much of the last decade, innovators in online learning discussed students as learning in online
knowledge communities. Social networking sites have become extremely popular among the youth in this
context. Most of the youngsters are using these sites to remain connected with their friends, people with
same interests and learning networks. These knowledge communities and most current information on
these sites help users to increase their level of awareness in various fields of their choices. Social
networking is a recent invention that has the Internet still at the edge of its seat due to its popularity with
people. This is mostly because it really is for the people. Bringing every kind of social group together in one
place and letting them interact is really a big thing indeed. This paper is an attempt to know the present
trends in social networking and views of youth users about significance of these websites in transfusion of
useful and significant knowledge. Due to their remarkable knowledge sharing features social networking
sites become a part of student’s life in every country. Indeed, social networking websites are gateway to get
connected with vast world of information.
Key Words: Social Networking, Social Media, Websites, Youth, Knowledge, Information, Technology
1. Introduction
Since a decade online social network and media websites like Twitter, Facebook, Orkut, LinkedIn, YouTube
and MySpace, have become common destinations for young people across the globe. Social networking
and media sites have worried many educators (and parents) because they often bring with them outcomes
that are not positive: narcissism, gossip, wasted time, “friending,” hurt feelings, ruined reputations, and
sometimes unsavory, even dangerous, activities. It seems likely that the phrase “social networking” carries
so much baggage that it would actually impede its productive use in the context of managing knowledge
infusion in youth. Social networking services expand the pool of people we have the opportunity to meet to
near limitless possibilities. We're no longer restricted to or rely on people in our neighborhood, church, or
workplace to provide the interaction we desire.
With advent of social networks, knowledge communities started nurturing on the same platform. A
knowledge community differs from a network in that individual members have more collective, coherent
purpose and consciously attend to the group of people, as a group, rather than as a network of individuals.
Ultimately, a knowledge community is both its individual members and the sum of those individuals at the
same time, working dialogically (i.e as well as conversations between members, there is an implicit
dialogue between members and the single group which they form). Shared activities, sociability, and
something beyond the instrumental focus on particular knowledge always matters. Indeed, a knowledge
community is most likely to be distinguished and have character through the internal and external
transactions it conducts which are not to do with knowledge work. Shared interests in certain domains of
knowledge bring a community together and when these catalysts of knowledge come together, knowledge
transfuses and transforms in most effective way.
In todays context getting to know others online is not a new concept; it dates back to the earliest days of
Bulletin Board Services (BBS), IRC, and CompuServe. The main differences now are the real-time ways we
communicate via instant messaging, Facebook walls, and Twitter replies. It more closely mimics face-toface conversations than interactions via email, forums, or message boards, but it also means there are a lot
more opportunities for social gaffes and missteps.
Social Networking is the most important factor of growth of internet in India. A Juxt Consult survey found
that nearly 50% of traffic in India is related to Social networking. Orkut has been the one website which had
driven the internet growth in India over last decade and had taken the Internet to the masses. It had also
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been the primary focus of Google's product development team in India and they have introduced bunch of
features to continue its growth like adding pictures and videos and introducing tighter privacy features.
Sooner, Facebook spread its wings with most innovative features, more user friendly technology most of
the youth got attracted towards it. Youtube, linkedin, Twitter, Myspace are other platforms where knowledge
communities are formed everyday and growing at fastest pace ever.
Considering all the factors in above discussion, this research has been designed to exactly investigate
upon whether social networking or media sites play important role in transfusing knowledge amongst youth
or not. This paper primarily focuses on knowing perceptions of youth in the city of Bhopal about how social
networking and media websites are useful for them when it comes to strengthening their information and
knowledge base in specific domains. Research also initially studies and puts across various types of social
networking and media platforms to clarify sort of content, information and knowledge these sites avail to
their users.
2. Social Networking and Social Media – Overview and Review of Literature
A social networking site is described as “a website where individuals can set up an online profile, describing
his/her interests” (Hawkins, n.d.). However, as boyd and Ellison (2007) reveal, “while their key technological
features are fairly consistent, the cultures that emerge around [social networking sites] are varied. Most
sites support the maintenance of pre-existing social networks, but others help strangers connect based on
shared interests, political views, or activities.” From this, it is evident that the main use of social networking
sites is interaction and communicating with others. We use them to keep up to date and in touch with
existing friends and relations, or to create new relationships. Similar to this, Social media is a way to
transmit, or share information with a broad audience. Everyone has the opportunity to create and distribute.
All you really need is an internet connection and you're off to the races. The amount (and type) of additional
features and services offered by different social networking and media sites often relates to their popularity.
Globalisation, interaction, participation and usability are encouraged through these sites; therefore they
relate to the (growing) fundamental concepts of modern, ‘digital’ society.
The significance placed on interaction and participation within these social networking and media sites is
evident in the numerous ways in which communication is encouraged. For example, some social
networking sites, such as Orkut and Facebook offer users the ability to create sub-groups (or message
boards) of people based on similar interests. Unlike ‘fan pages’ or ‘followers,’ which are largely onedimensional, these groups are “analogous to clubs in the offline world” (Greenstein, 2009). These can vary
from support groups, to fan groups, to community organisations or school groups. The basis behind them is
to share information and communicate with others. Apart from using these groups to interact, people have
the ability (depending on privacy settings) to comment and respond to ‘status updates’ and statements or
comments that others have posted, thereby initiating communication.
On sites such as YouTube, people may even give a video response. By allowing such feedback, there is
the prospect of conversation, of debate, of sharing information or perceiving new ideas. It is this capability
of interaction that makes social networking sites multi-dimensional in communicating, unlike the onedimensionality of earlier websites and blogs. Convergence technology, social networking sites and the
applications which link the two together can also enhance freedom and mobility. They offer the ability to
access information and communicate with others at any time and in any place and regardless of the
physical location of other people. People can maintain a constant connection with existing friends and
family who might live in different countries, or they can form new relationships with other nationalities,
regardless of ‘real time’ or separate locations.
Social networking sites also offer the chance of sharing information and knowledge which previously could
only be provided by reading loads of books. Today, most of the users of these sites are associated with one
or another groups and communities of their interests. For example a group on facebook called ‘Young
Photographers of Bhopal’ is a community of Bhopalite youth interested in photography. Same way, there
are thousands of groups and communities running on these sites where users share their views with each

32

other. This sharing of information leverages the capacity of users to capture and use knowledge in various
streams of their lives. Today, many educational institutions encourage learning via the Internet and social
networking sites because it allows an easy communication channel for students to learn and share skills.
As Jansson (n.d.) shows, “Students enjoy educational opportunities where lesson topics, research, creative
ideas, and interactive discussions are at their fingertips.”
A study at the University of Minnesota also found “that, of the students observed, 77 percent had a profile
on a social networking site. When asked what they learn from using social networking sites, the students
listed technology skills as the top lesson, followed by creativity, being open to new or diverse views and
communication skills” (Educational Benefits of Social Networking Sites Uncovered, 2008). From this it is
clear to see that communicating online is, in numerous ways, beneficial to educating and learning. News
information may also be observed online, as many news channels also provide their information on the
Internet, which users of social networking sites may peruse via ‘widget’ links and applications. These
applications generally provide live feeds of current, updated news to a user’s profile page (on a social
networking site), which is further evidence of the constant connection and communication provided by
social networking sites and another way in which they are beneficial in society.
Youngsters are connected through number of knowledge communities across social networking and media
websites sharing their views, perspectives and knowledge that help them to keep abreast with latest
updations to their specific fields of concern. Knowledge Communities build credibility through activity,
consistency, and the quality of knowledge generated. It is important to note that the concept of Knowledge
Communities is more than information and dissemination thereof: Knowledge Communities on social
networks today are about gathering and generating information in a specific interest area; discussing the
information on online platform; looking for examples of practicing the information; and critiquing, evaluating,
and making some judgment about the worthiness of findings before disseminating findings as knowledge.
With these knowledge loaded communities, the social networking websites have more become the virtual
meeting places where people can share information they are interested in. They can discuss on different
topics, make interpretations, and exchange files and pictures. By joining different communities, now people
can easily know about the latest news related to that domain, area, field and community. We can easily get
the experts’ advice on any challenge you may face related to our topic of interest. And the best part of this
is that the advice is free. We don’t need to pay a single paisa for it. Experts are always ready to give their
advice and share information with us. These are just some of the several positive things that have
contributed to make social networking really popular among youth and spread smiles. It has made world a
small pace and everyone can stay connected.
3. Research Methodology
Research question comes from the prediction that in today’s world where books seem to be losing their
physical relevance, students and youth still pioneering their relevant career paths. They are walking
encyclopedias of relevant knowledge. But where this knowledge has come from? After keen personal
observation and literature review it was found that with the advancements in communication and
information technology, social networks and knowledge communities on online networks, youth can now
access and share knowledge on almost anything they want. In order to empirically prove this generalized
principle a small survey was conducted in the city of Bhopal (M.P) India, on 100 students of various schools
and colleges age between 15-25 years. Survey was conducted in the month of November 2012. The
sample has been selected on the basis of simple random technique and respondents were enumerated
with the help of well designed questionnaire to know the perceptions of youth about the role of social
networking and media websites in transfusion and management of knowledge in their lives. Further,
observation technique has also been adopted to keep eye on trends and patterns of usage of these sites
among youth. While the subjects of the survey and direct observations are primarily urban youth ranging in
age, sex and usage of internet, countless hours have been spent to analyze the profiles, blogs, and
commentary of teenagers throughout the world. Number of books, reports, articles and journals also has
been referred to insight into the concerned study.
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4. Types of Social Networks and Knowledge Available
Therein 4.1. Social Connections
Keeping in touch with friends and family members is one of the greatest benefits of social networking. Here
is a list of the most widely-used websites for building social connections online.
•
Facebook: Arguably the most popular social media utility, Facebook provides a way for
users to build connections and share information with people and organizations they
choose to interact with online.
•
Twitter: Share your thoughts and keep up with others via this real-time information network.
•
Google +: This relatively new entrant to the social connection marketplace is designed to
allow users to build circles of contacts that they are able to interact with and that is
integrated with other Google products
•
MySpace: Though it initially began as a general social media site, MySpace has evolved to
focus on social entertainment, providing a venue for social connections related to movies,
music games and more.
4.2. Multimedia Sharing
Social networking makes it easy to share video and photography content online. Here are some of the most
popular sites for multimedia sharing.
•
YouTube: Social media platform that allows users to share and view video content
•
Flickr: This site provides a powerful option for managing digital photographs online, as well
as for sharing them with others.
•
Picasa: Similar to Flickr, Picasa provides a way to organize and share photos. It is a Google
product and so offers integrated tagging and sharing with Google+.
4.3. Professional
Professional social networks are designed to provide opportunities for career-related growth. Some of these
types of networks provide a general forum for professionals to connect, while others are focused on specific
occupations or interests. A few examples of professional social networks are listed below.
•
LinkedIn: As of November of 2011, LinkedIn had more than 135 million members, making it
the largest online professional network. Participants have an opportunity to build
relationships by making connections and joining relevant groups.
•
Classroom 2.0: Social network specifically designed to help teachers connect, share and
help each other with profession-specific matters
•
Nurse Connect: Online community designed to help individuals in the nursing profession
connect and communicate with each other
•
SQL Monster: SQL programmers share tips and information with each other via this site.
•
Ads by Google
Get New Customers Online Advertise On Google. Get 2000 INR Advertising Credit When You SignUpwww.Google.com/AdWords
Searching for papers? Create email updates for alerts on new science research.www.pubget.com/updates
Your new website is free Get a NetOrbis profile page. Upload brochures, pics, updates for
free.www.netorbis.com
4.4. Informational
Informational communities are made up of people seeking answers to everyday problems. For example,
when you are thinking about starting a home improvement project or want to learn how to go green at
home, you may perform a web search and discover countless blogs, websites, and forums filled with people
who are looking for the same kind of information. A few examples include:
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•
•
•

Super Green Me: Online community where individuals interested in adopting green living
practices can interact
HGTV Discussion Forums: Connect with individuals interested in home
design improvement via the HGTV message boards
Do-It-Yourself Community: Social media resource to allow do-it-yourself enthusiasts to
interact with each other

4.5. Educational
Educational networks are where many students go in order to collaborate with other students on academic
projects, to conduct research for school, or to interact with professors and teachers via blogs and
classroom forums. Educational social networks are becoming extremely popular within the educational
system today. Some examples of such educational social networks are listed below.
•
The Student Room: UK-based student community featuring a moderated message board
and useful resources related to school
•
The Math Forum: A large educational network designed to connect students with an
interest in math, this site provides interaction opportunities for students by age group.
•
ePALS School Blog: This international social network for K-12 students is designed to
build international connections to promote world peace.
•
eLearners: This social networking community is designed to help online degree students
connect with each other via forums and message boards.
4.6. Hobbies
One of the most popular reasons many people use the Internet is to conduct research on their favorite
projects or topics of interest related to personal hobbies. When people find a website based on their favorite
hobby, they discover a whole community of people from around the world who share the same passion for
those interests. This is what lies at the heart of what makes social networks work, and this is why social
networks that are focused on hobbies are some of the most popular. A few examples of hobby-focused
social networking sites include:
•
Oh My Bloom: Social media site specifically for gardening enthusiasts. It features groups,
forums, blogs, video content and more.
•
My Place at Scrapbook.com: Designed specifically for scrapbooking enthusiasts, users
can create profiles, share information, post updates and more.
•
Sport Shouting: An online destination for sports fans to voice their opinions and connect
with other enthusiasts.
4.7. Academic
Academic researchers who want to share their research and review results achieved by colleagues may
find academic-specific social networking to be quite valuable. A few of the most popular online communities
for academics are:
Academia.edu: Users of this academic social network can share their own research, as well as
follow research submitted by others.
Connotea Collaborative Research: Online resource for scientists, researchers and clinical
practitioners to find, organize and share useful information.
5. Survey and Results
In order to reach to the purpose a small survey was conducted in the city of Bhopal to probe into the views
of Bhopal youth regarding role of social networking and media sites in effective management of knowledge
amongst users. 100 students who confirmed to use internet were enumerated out of which 94% were found
to use one or another social networking and media websites.
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First, significance of gender was tested over the use of these sites. It was found that out of Out of 94%
users, 89.5% girls and 96.7% boys agreed to use these sites. The result clears that these sites are more
popular amongst boys than girls of the city. Reasons may include the highly possessive and conservative
attitude of parents toward their girl child. Also girls are more focused than boys when it comes to studies.
Hence they spent less time on these activities.
Other demographic factor age also found to be a deterministic factor. 65.1% users of social networking and
media websites belonged to 15-20 age group whereas 78.9% users belonged to 20-25 years of age. When
asked them about the reason, most of those who don’t use these sites accepted that their parents don’t
allow them to due to ‘teenage’ factor. Also good number of them tells that they don’t use these sites due to
pressure of their high and higher secondary school curriculum.
When asked about awareness, 96% respondents found to be aware of these sites. Amongst them, 92% are
aware about Facebook, 86% know Orkut, 69% are aware about YouTube, 88% are aware about Twitter,
27% are informed about Linkedin whereas 7% also know other websites like Flicker, Slideshare, MySpace
etc.
When asked about the reason why they use these sites, 39.7% say to remain keep in touch with their
friends, 27.4% use as they look for people with same interests, 24.6% use to gain and share information
and knowledge whereas 8.2% accepted to have some other reasons to use these sites. When asked
reasons why remaining respondents do not use these sites, 25.9% accepted that they don’t have time for
such activities, 22.2% said their parents don’t allow, 11% feel these sites leave negative impact on users
whereas 44.4% respondents were not at all interested in using these websites.
On the question, which is your most preferred social networking or media website, 72% voted for
Facebook, 18.6% chose Twitter, 86.3% for YouTube, 30% said its LinkedIn and 6% respondents accepted
that there are some other websites like Flicker, SlideShare, Wikis and Blogs that they prefer most.

Figure 1

When asked about the frequency of usage of these sites, 65.7% respondents accepted to log onto these
websites everyday, 16.4% visit these sites on weekends, 12.3% prefer to use these sites occasionally
whereas 5.4% users connect to these sites quite seldom.
On these websites, are you connected with any group/community that provide you information or knowledge
you are interested in? To this question, 78.1% users accepted to have connections with such types of
groups/communities. When they asked about what type of group they are connected with, respondents who
voted for medical based groups were 5.5%, Engineering 10.9%, Business and Management 16.4%,
Research and Development 1.4%, Arts 12.3%, Social Sciences and Humanities 8.2%,
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Sports and Adventure 13.7%, Movies and Entertainment 21.9%.
“In today’s transforming age, Social Networking and Media Websites have become the important source of
infusion of knowledge as they allow users to share useful information on the global platform” 71%
respondents were found to be strongly agree with this statement, 16% were somewhat agree, 6%
respondents were neutral on this view, 4% did not agree whereas 2% respondents found to be strongly
disagree with this notion.
During observation it was also noticed that the most current news pertaining to any area spreads with
fastest speed on these sites. In today’s busy world, people hardly have time to spend to read newspapers
listen to news on radio or television or read books but accessing internet is like doing routine work to stay in
touch with people and world at large. Companies big and small alike have also created fan pages to better
promote their business. A Facebook fan page has become an important relationship builder with clients.
The site has become the new marketing strategy, replacing older types of advertising. With a fan page,
companies can draw in Facebook users providing a brief summary of the operations of the business. If the
user likes what they see, it is then possible to follow a link to the business website for more information.
The best part, a fan page is free.
Colleges and Universities are also leaving traditional brochure and letter sending methods for the more
favorable online approach. Colleges have discovered that prospective students are more likely to respond
to a counselor who attempts to contact through a networking site like Facebook.
Educating employees is more important than ever before as more and more organizations are using Social
Networks as a part of their business strategy. Organizations from every industry segment are beginning to
use Social Networks as a way of doing business. They can be seen as a “great” move for advertising
products or for researching new job applicants. Organizations are going to analyze the use of Social
Networks to determine buying preferences. The buying power and decision makers of the near future are in
the younger generations, who are comfortable with the technology and consider it as the norm to live the
life today
6. Conclusion
Social Networks have been started as a means for people to have a social connection with other people
with similar interests. They were once considered a tool for youthful revolution, but over the course of the
last few years, Social Networks, in current context have been used both for social purposes as well as for
acquiring information and knowledge shared by huge number of youth across the globe. Youngsters are
also connected through number of knowledge communities across these sites whereby they share most
updated information to keep themselves abreast with latest changes to their respective domains.
Although this study is based upon the generalized assumption of role social networking and media sites in
transfusion and management of knowledge amongst youth, it also gives empirical evidence of hypothesis
by way of interpreting responses from youth of Bhopal city. After the study it is evident that today amongst
those who use internet, most of the youngsters’ use social networking and media websites. Most popular
websites of this type are Facebook, linkedin, Twitter, YouYube etc. most of the people use these sites quite
frequently i.e on daily basis in order to either remain in touch with their friends, people with same interests
or share information and knowledge. Good number of youngsters are connected with knowledge sharing
communities and groups belong to various fields like medical, engineering, business and management,
arts, humanities, social sciences, movies, entertainment, sports etc. youngsters also agree that these
websites are helpful in enhancing their pools of knowledge as they allow users to freely share information at
global platform. This research lays its emphasis on knowing the perceptions of youngsters about social
networking and media websites, scope of research is limited to the city of Bhopal. More resources should
be invested in this area of research by researchers and institutions in order to take maximum advantage of
these fabulous online drivers of knowledge sharing. Social networking sites have brought a whole new
dimension to communication. Prior to sites like Facebook and Twitter, online communication only took
place between emails and instant messages. Social networking sites changed this by making it possible for
people to share information within their communities rather than just one-on-one.
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Abstract
The big five personality factors have been identified as one of the important behavioural constructs
considered to be major contributor to job performance and these constructs are a lot more pertinent for
Indian Revenue Service (IRS) officers as the revenue mobilization which is very vital for development
activities of the country depends on their personality make up and job performance. The major objectives of
the present study were to construct a job performance questionnaire and to determine the extent to which
big five personality factors are predictive of job performance of IRS officers. A total of 300 IRS officers (231
Males and 121 Females) belonging to the three managerial levels (147 junior, 90 middle and 63 senior
level) were randomly selected from the all India total cadre strength of around 4000 officers with
approximately 8% from each of the three managerial levels. The performance appraisal report of IRS officer
was comprehensively studied. The selection of appropriate items related to job performance was done by a
group of subject experts. Principal component factor analysis with a varimax rotation of the job performance
items indicated five distinct factors labeled as job involvement, organizational commitment, work culture,
organizational support and rewards and incentives. The correlation analysis results indicated that officers
have a significant correlation between their big five personality factors and job performance. Furthermore
step wise regression analysis revealed three important big five personality factors namely—
conscientiousness, extraversion and openness predicting the overall job performance.
Keywords: Big Five Personality Factors, Job performance, Indian Revenue Service Officers, Managerial
levels

1. Introduction
Identifying the traits and structure of human personality has been one of the most fundamental goals in all
of psychology. Personality has been categorized and included in many different models throughout its
existence and thus is not easily defined (Hogan, 2005a). Cattel’s 16 personality factor classifications,
Holland’s vocational personality model, and the five factor model are just a few of the models that are
currently used. Each of these models relies on a different number of dimensions and defines personality in
slightly different ways can typically be boiled down to the Big-Five personality dimensions (McCrae & John,
1992). The Big-Five framework enjoys considerable support and has become the most widely used and
extensively researched model of personality (John & Shrivastav, 1999, and McCrae & Costa, 1996).

1.1. The Big Five Personality Factors
Literature suggests that The Big Five personality traits are five empirically supported dimensions of
personality being used to describe personality which are; Openness, Conscientiousness, Extroversion,
Agreeableness, and Neuroticism (OCEAN) or (CANOE) if arranged differently (Digman, 1990; Ewen, 1998;
Srivastava, 1999).The term "Big Five" was coined by Goldberg (1993) and was originally associated with
studies of personality traits used in natural language. The Big Five are so universal that they show up when
people are asked to describe themselves (Passini & Norman 1966) and they are associated with
predictable patterns of behavior and social outcomes (John & Srivastava, 1999).
The Big Five traits are also known as the Five Factor Model (FFM) (Costa & McCrae, 1992) which was first
presented by the president of the American Psychological Association, Thurstone, (1933) and as the Global
Factors of personality (Russell & Karol, 1994). The term "Five-Factor Model" has been more commonly
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associated with studies of traits using personality questionnaires (McCrae & Costa 1992) and personality
investigators agree that personality is best captured by the five factor model rather than by two, three,
sixteen or forty factor model (John & Srivastav, 1999; McCrae & Costa 1992). These researchers asserted
that the five factor model encompasses factors which are actually a cluster of more specific traits that are
known to be statistically correlated such as:

Conscientiousness personality
People with conscientiousness personalities were found to be organized, thorough, they plan ahead and
also related to impulse control, but it should not be confused with the problems of impulse control found in
neuroticism. As reported by Costa & McCrae (1992), people high on neurotic impulsiveness, find it difficult
to resist temptation or delay gratification while individuals who are low on conscientious self-discipline are
unable to motivate themselves to perform a task that they would like to accomplish. These are conceptually
similar but empirically distinct. Similarly, Goleman (1997) pointed out that many of the behaviors associated
with conscientiousness fall under the broad category of emotional intelligence and are frequently assessed
by self-report integrity tests given by various corporations to prospective employees. For instance,
considerable amount of research indicate that conscientiousness is one of the best predictors of
performance in the workplace and conscientious employees are generally more reliable, more motivated
and hard working (Salgado, 1997).

Agreeable personality
Agreeableness measures how compatible people are with other people, or basically how able they are to
get along with others. It is a tendency to be pleasant and accommodating in social situations reflecting
individual differences in concern for cooperation and social harmony (Graziano & Eisenberg, 1997).
Agreeable traits include empathetic, considerate, friendly, generous, and helpful and they also have an
optimistic view of human nature. They tend to believe that most people are honest, decent, and trustworthy
and less likely to suffer from social rejection (Bierman, 2003). Additionally, evidence have shown that
whereas most people are likely to help their own kin, or empathise with them but contrarily, agreeable
people are likely to help even when these conditions are not present (Graziano, Habashi, Sheese, & Tobin
2007) thus being traited for helping and do not need any other motivations (Penner, Fritzsche, Craiger, &
Freifeld, 1995).

Neurotic Personality
Neuroticism has an inherent negative denotation (Bradshaw, 1997) although (sometimes reversed and
called Emotional Stability), an enduring tendency to experience negative emotional states and such feelings
such as anxiety, anger, guilt, and depressed mood (Matthews & Deary 1998). Similarly, Goleman (1997)
found that they respond more poorly to environmental stress, are more likely to interpret ordinary situations
as threatening and minor frustrations as hopelessly difficult. They are often self-conscious and shy, and
they may have trouble controlling urges and delaying gratification. Neuroticism is associated with low
emotional intelligence, which involves emotional regulation, motivation, and interpersonal skills. It is also a
risk factor for "internalizing"mental disorders such as phobia, depression, panic disorder, and other anxiety
disorders traditionally called neuroses (Hettema, Neale, Myers, Prescott, & Kendler 2006). Individuals who
are high in neuroticism may show more emotional reactions whenever confronted with stressful situations
(Van Heck, 1997). Moreover, they seem to use avoiding and distracting coping strategies, such as denying,
wishful thinking, and self-criticism, rather than more approaching strategies (Bolger, 1990; Heppner et al.,
1995; McCrae & Costa, 1986). Ineffective coping with stressful situations in the work environment makes
individuals who are high in neuroticism more vulnerable to the symptoms that are typically associated with
burnout (Bakker, Van der Zee, Lewig & Dollard, 2006).
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Openness to Experience
Openness to Experience (sometimes called Intellect or Intellect/Imagination) refers to how willing people
are to make adjustments in notions and activities in accordance with new ideas or situations (Goldberg,
1993; McCrae, & John, 1992). It includes traits like having wide interests, being imaginative, insightful,
attentiveness to inner feelings, preference for variety, and intellectual curiosity (Costa, & McCrae, 1992).
Researchers have demonstrated that people who are highly open to experience tend to be politically liberal
and tolerant of diversity (McCrae 1996; Jost, 2006). As a consequence, they are generally more open to
different cultures and lifestyles. They are lower in ethnocentrism and right-wing authoritarianism. There is
no relationship between openness and neuroticism, or any other measure of psychological wellbeing. Being
open and closed to experience are simply two different ways of relating to the world (Butler 2000).

Extraversion
Extraversion (sometimes called Surgency), also referred to as social adaptability, though the popularity of
this term seems to be waning (Zuckerman, 1991). Extraversion is the act, state, or habit of being
predominantly concerned with and obtaining gratification from what is outside the self, defined as "a trait
characterized by a keen interest in other people and external events, and venturing forth with confidence
into the unknown (Ewen, 1998).The broad dimension of extraversion encompasses such more specific
traits as talkative, energetic, gregarious and assertiveness.
Like big five personality factors, job performance has become another more researched construct in the
fields of Psychology and Management. It is considered one of the most important constructs in this field
because of its role to our understanding of many functions that take place in the work environment. This
construct also helps to explain the value and utility that each employee adds to an organization. It is for
these reasons that organizations find this construct critically important.

1.2. Job Performance
For more than a hundred years, job performance has been of central concern of research in
Industrial/Organizational (I/O) Psychology (Schmidt & Hunter, 1998). Job performance is a commonly used,
yet poorly defined concept in industrial and organizational psychology, the branch of psychology that deals
with the workplace. It's also part of Human Resources Management. It most commonly refers to whether a
person performs their job well. Despite the confusion over how it should be exactly defined, performance is
an extremely important criterion that relates to organizational outcomes and success. Among the most
commonly accepted theories of job performance comes from the work of John P. Campbell and colleagues
(1990). Coming from a psychological perspective, Campbell (1990) describes job performance as an
individual level variable. That is, performance is something a single person does. This differentiates it from
more encompassing constructs such as organizational performance or national performance which are
higher level variables.
Job performance helps in providing a common understanding of what behaviours constitute, Campbell
(1990) defines job performance as only the behaviour or actions that are relevant to an organization’s
goals. He also clarifies that job performance is not the consequences or results of an action but rather the
action itself. Job performance is the behaviour that contributes to the organization’s goals. Motowidlo,
Borman, and Schmidt (1997) provide a similar definition, arguing that job performance is behaviour that can
be evaluated in terms of the extent to which it contributes to organizational effectiveness. Viswesvaran
(2000) introduced a more recent definition of job performance as scalable actions, behaviour and outcomes
that employees engage in or bring about that are linked with and contribute to organizational goals. All
three definitions basically maintain that job performance involves behaviours that contribute to
organizational goals.
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Researchers now agree that job performance is a complicated multidimensional factor (Austin & Villanova,
1992; Campbell, 1990; Grant, 1996). However, highly committed employess are seen as very vital to the
growth of any organization, and this account for regular appraisal of the employee in the organization.
Akinboye & Akinboye and Adeyemo (2002) noted that several organizations are experiencing radical
transformations and changes as a result of the need to meet up with the challenges of the rapidly changing
and demanding work environment. Recently researchers have begun to look at job performance from
various dimensions and have felt that more research is required in this field.

1.3. Big Five Personality Factors and Job Performance
What is of most interest for human resource professionals is application and utility of the FFM in
occupational settings. It is believed that the Big-Five traits are predictive of future performance outcomes.
Job outcome measures include: job and training proficiency and personnel data (Widiger & Trull, 2007). A
number of meta-analytic studies have demonstrated the predictive validity of the FFM in occupational
settings (e.g. Barrick and Mount, 1991; Salgado, 1997; Tett et al., 1991), bringing a number of researchers
to propose a moratorium on meta-analyses on the relationship among the FFM and job performance criteria
(Barrick et al., 2001; Salgado, 2003). De Fruyt and Salgado (2003) argue that personality traits, as
described by the FFM, not only predict different facets of job performance, but they also affect a range of
additional work outcomes, such as job satisfaction, job commitment, voluntary turnover, absenteeism, etc.,
claiming that “the attention on traits…is thus legitimate, because predictive validity is ultimately the most
important criteria to decide on the usefulness of concepts or theories” (De Fruyt and Salgado, 2003).
There have also been studies that link national innovation to openness to experience and
conscientiousness. Those who express these traits have showed leadership and beneficial ideas towards
the country of origin (Mount and Barrick, 1998).
Some businesses, organizations, and interviewees assess individuals based on their five personality traits.
Research has suggested that individuals who are considered leaders typically exhibit lower amounts of
neurotic traits, maintain higher levels of openness (envisioning success), balanced levels of
conscientiousness (well-organized), and balanced levels of extraversion (outgoing, but not excessive)
(Fairweather, 2012). Further studies have linked professional burnout with neuroticism, while linking
extraversion to enduring positive work experience. When it comes to making money, research has
suggested that those who are high in agreeableness (especially men) are not as successful in
accumulating income. It is possible that these individuals are too passive and do not aspire to obtain higher
levels of income (Mehta and Penkak , 2012).
Studies have also utilized big-five personality inventory to determine that hope, which is linked to
agreeableness has a positive effect of psychological well being. Individuals high in neurotic tendencies are
less likely to display hopeful tendencies and are negatively associated with well-being (Judge, Livingston
and Hurst, 2012).
The constructs of big five personality factors and job performance are a lot more pertinent for Indian
Revenue Service (IRS) officers as the revenue mobilization which is very vital for development activities of
the country depends on their personality and performance. However, there are dearth of such type of
studies in Indian context with reference to the revenue service officers.
1.4. Indian Revenue Services (IRS)
The IRS, is one of the Central Civil Services (Group A) functions under the Department of Revenue in the
Union Ministry of Finance and is concerned with the collection and administration of the various direct laws
accruing to the Union Government. The Apex body monitoring collection of taxes and advising the
Government on Direct Taxes matters is Central Board of Direct Taxes. It consists of Chairman and Six
other members, all holding the rank of Special Secretary to Government of India
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Chronicles of Direct Taxation (2010) in India indicates that the Income Tax Department which made a
modest beginning in 1860-61 with a collection of Rs 33 Lakhs only is now entrusted with collecting more
than Rs 5 Lakhs crores (Union Budget February 2012).This has to be achieved under direct monitoring of
IRS. To have glimpse of the onerous task required to be performed by IRS, statistics available in the
Administrative Hand Book of Income Tax Department (2012) is worth referring. It was required to handle
tax matters of 3.37 crores tax entities (including 4.96 Lakh companies) with a workload of 5,06,54,983
assessments (tax proceedings) in Financial Year 2010-11 and the enforcement arm of IRS in the same
period executed 4,359 search warrants resulting in seizure of prima facie unaccounted assets of 892.29
crores.
IRS faces a big challenge to unearth black money i.e. untaxed income (also referred as parallel economy)
which is depriving the nation of the legitimate taxes. The end product of all economic activities is ' income
'which is generated after following various laws of the land or otherwise i.e. by indulging in corruption,
misappropriation, embezzlement, suppression of transactions, concealment of facts or bypassing rules and
procedures by the taxable entities and IRS is required not only to take note of such events but also to bring
guilty to books. While handling such matters, IRS is under constant gaze of public, media and other
agencies such as vigilance, audit and courts and it is to the credit of IRS that it has earned commendation
from all quarters for efficient handling withstanding all pressures, temptations, threats and legal hurdles.
Given the importance of big five personality factors and job performance for workplace and organizational
effectiveness and the lack of research in the context of IRS officers, it is aimed to predict job performance
of IRS officers using Big five personality factors as a predictor.

2. Method
2.1. Sample
Questionnaires were distributed to 300 IRS officers (232 male officers and 68 female officers) of Indian
Revenue Service Organization posted in four zones (east, west, north and south) of the country. These
officers were belonging to the three managerial levels1 (147 junior, 90 middle and 63 senior level)
respectively. All the 300 employees returned the completed questionnaire, yielding a return rate of 100%.
Based on the cadre strength2 (Senior Managers-814; Middle level Managers-1116; Junior Managers-1974)
a conscious effort was made to select approximately equal percentage (7.45%, 8.06% and 7.74%) of
officers across three managerial levels from the total sample.

2.2. Measures
Personal Information: This section of the questionnaire was developed to generate the personal and
demographic information about the respondents. Information was collected on individuals’ age, gender,
marital status, service tenure, designation, zone and city of present posting, number of times transferred,
and awards and honours received.
Big Five Personality Inventory: The 44 items big five factors of personality inventory developed by John and
Srivastava (1999) was used. All the items were rated on the 5-point scale ranging from strongly disagree

(1) to strongly agree (5). The inventory consists of five subscales which are known as big five factors of
personality. These sub-scales are: openness, conscientiousness, extraversion, agreeableness and
neuroticism. This scale has been widely used in the field and has alpha reliability of .54 for openness, .52
for conscientiousness, .67 for extraversion, .64 for agreeableness and .54 for neuroticism.
Job Performance: The performance appraisal report (PAR) utilized to assess the performance of IRS
officers was comprehensively studied to construct the Job Performance Scale. A 33 item scale was
developed to measure the job performance. The coefficient alpha was .94.
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2.3. Construction of Job Performance Questionnaire
The performance appraisal report utilized to assess the performance of IRS officers was comprehensively
studied to construct the Job Performance Questionnaire. The detailed description of the Performance
Appraisal Report (PAR) is as follows:Performance Appraisal Report (PAR) consists of 20 pages in which the last seven pages consist of general
guidelines for filling up the PAR form. The PAR is an important document. It provides the basic and vital
inputs for further development of an officer. It is used as a tool for career planning and training, rather than
a mere judgmental exercise. The main objective of PAR is to develop an officer so that the one realizes
one’s true potential. The PAR has four major sections. The first section is to be filled by the cadre
controlling authority and it basically requires an authority to fill the basic information of the officer reported
upon. The second section is self appraisal report. It further consists of six subsections. It mainly requires an
officer to briefly describe his duties, the annual work allocated, completed and achievements, factors
hindering one’s performance, any outstanding contribution, work plan for subordinates and filing of annual
property return. The third section is an appraisal report. It requires the reporting authority to record a
numerical grade in respect of the work output of the officer reported upon both in respect of the planned
work as well as the unforeseen tasks. The reporting authority is also required to record a numerical grade in
respect of work output, personal attributes and functional competencies of an officer. It further requires
taking into account the efforts put in by the officers to achieve the planned targets and to comment on the
integrity of the officer. It finally requires recording an overall grade, to record a descriptive pen-picture on
the overall qualities of the officer reported upon and to make recommendations relating to domain
assignment. Finally the fourth section is to be filled up by the reviewing authority. He/she is required to
indicate if he/she agrees with the assessments made by reporting officer.
After the comprehensive study of PAR format the researcher and experts in the field detected some broad
dimensions of performance. Items were then constructed on these broad dimensions of job expertise,
duties, working environment, rewards, recognition, organizational support and constraints. 60 items were
prepared and given to the experts in the field of Psychology, Management and Govt. officials of Income Tax
Organization. All the experts were requested to screen and examine the questionnaire and provide their
expert suggestions and directions for modification of the statement and content accuracy. As per the
suggestions and directions of the experts a total of 27 items were dropped while some of the items were
modified. As a result of this 33 items were placed in the final form of Job Performance Questionnaire and
data was collected on a sample size of 300 IRS officers.

2.4. Procedure
The researcher spent considerable time in the apex academy of IRS officers (income tax) i.e., National
Academy of Direct Taxes (NADT) Nagpur for identifying various credible sources. With the help of Additional
Director General of income tax it was found out that there are eight training centers for IRS officers located in
east, west, north and south zones of the country. These centers are basically located in Chandigarh,
Lucknow, Mumbai, Nagpur, Ahmadabad, Kolkata, Chennai and Bangalore. Delhi being the capital of the
country has maximum number of postings at higher level therefore it was suggested from Additional Director
General of National Academy of Direct Taxes (NADT) Nagpur to consider it and data was collected from Delhi
too. A direct contact with the Director General of National Academy of Direct Taxes (NADT) Nagpur was
established to interact with trainees and officers of different levels. A formal approval was also taken from the
DG NADT to visit, interact and collect sizeable number of data from all the four zones of the country.
Before starting the data collection exercise, the researcher discussed training schedules of the training
institutes to identify specific month and duration of the training programmes. The dates and timing of data
collection was also discussed well in advanced. On specific dates, the investigator got an opportunity to
directly interact with the participants in the presence of faculty members. The investigator took the
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opportunity to articulate the exact purpose of the study and establish a rapport with participants.
The participants were selected at random and assembled in small groups in various locations of the
organization. Questionnaires were distributed and collected personally. Participants were assured that their
responses will be kept completely confidential and anonymous, and that no individual questionnaire would
be shown to any member of the organization.
3. Results
3.1. Principal Component Factor Analysis
To determine how different items of job performance questionnaire could be grouped into higher order
categories, a principal component factor analysis with a varimax rotation was run on the ratings. The
resulting solution displayed five factor solution accounting for 63.3% of the variance with the individual
factors contributing 20.4, 14.3, 10.9, 9.4 and 8.3% of variance respectively. Items with rotated factor
loadings 0.35 or more were summed together to define a component scale. In cases where items reflected
high loadings on more than one factor, they were included on the factor with the highest loading. The subscales are briefly described below:i) Job Involvement: The ratings of the items which loaded on the first factor were summed
together to give this thirteen item sub-scale. It was developed to measure the job involvement of an officer.
It takes into account the extent to which the employee identifies with a job, possesses knowledge and skills
to perform the job, actively participates in it, and considers performance important to self worth. The score
ranges from maximum of 65 to minimum of 13. The high score on this scale represents high degree of job
involvement. The reliability coefficient (Cronbach’s α) computed on the thirteen items of the job expertise
was 0.93.
ii) Organizational Commitment: This sub-scale consists of seven items. It measures the extent to
which an employee positively identifies with his organization and its goals and wishes to maintain
membership in the organization. Score ranges from maximum of 35 to minimum of 7. The high score in this
scale represents a high degree of organizational commitment. It implies that an employee is sincere in
discharging his duties and has a very good impression about the organization. The reliability coefficient
(Cronbach’s α) of this subscale was 0.90.
iii) Work Culture: This sub-scale consists of six items. It implies that the environment in which
employee is working ensures that employee contributes to the best of his abilities and feels satisfied about
the work culture. Score ranges from maximum of 30 to minimum of 6. High score represents a very
cooperative working environment and culture. It ensures the best practices. Cronbach’s α was 0.85 on this
subscale.
iv) Organizational Support: This sub-scale consists of four items. It measures the extent to which
an employee feels his worth in the organization and receives adequate support from the organization.
Score ranges from maximum of 20 to minimum of 4. The high score implies that an employee feels worthy
and receives maximum support from the organization. Cronbach’s α computed on the four items of this
scale was 0.86.
v) Rewards and Incentives: The three item subscale measures the commensurate to the
performance. Score ranges from maximum of 15 to minimum of 3. High score implies that an employee is
fully satisfied with the job rewards and incentives. Cronbach’s α was 0.83 on this subscale. Thus, the scale
was constructed.

3.2. Demographical Information of IRS Officers
Table 1 shows the demographical information of officers with respect to their age, marital status, service
tenure, zone of present posting, length of present posting, no. of transfers and awards.
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Table 1 – Frequency and Percentages Depicting Major Demographical Information

Variables

Gender

Managerial Levels

Male

Age (in
years)

Marital
Status

Service
Tenure (in
years)

Zone of
Present
Posting

Current
Posting(in
yrs)

No. of
Transfers

Awards

Female

Junior

Middle

Senior

N

%

N

%

N

%

N

%

N

%

25-31

26

11.21

18

26.47

43

29.25

01

1.11

0

0

32-38

52

22.41

21

30.88

51

34.69

22

24.44

0

0

39-45

38

16.38

14

20.59

16

10.88

36

40

0

0

46-51

71

30.6

12

17.65

29

19.73

16

17.78

38

60.32

52-58

45

19.4

03

4.41

08

5.44

15

16.67

25

39.68

Married

221

95.26

58

85.29

128

87.07

89

98.89

62

98.41

Unmarried

11

4.74

10

14.71

19

12.93

01

1.11

01

1.59

1-12

85

36.64

35

51.47

98

66.67

22

24.44

0

0

13-24

79

34.05

26

38.24

32

21.77

47

52.22

26

41.27

25+

68

29.31

7

10.29

17

11.56

21

23.33

37

58.73

East

40

17.24

08

11.76

21

14.29

16

17.78

11

17.46

West

94

40.52

23

33.82

65

44.22

29

32.22

23

36.51

North

48

20.69

21

30.88

31

21.09

22

24.44

16

25.4

South

50

21.55

16

23.53

30

20.41

23

25.56

13

20.63

1-2

146

62.93

34

50

89

60.54

47

52.22

44

69.84

2-3

56

24.14

19

27.94

40

27.21

25

27.78

10

15.87

3+

30

12.93

15

22.06

18

12.24

18

20

9

14.29

Nil

30

12.93

13

19.12

38

25.85

2

2.22

3

4.76

1-3

93

40.09

24

35.29

70

47.62

33

36.67

14

22.22

4-6

51

21.98

21

30.88

22

14.97

30

33.33

20

31.75

7+

58

25

10

14.71

17

11.56

25

27.78

26

41.27

Nil

184

79.31

57

83.82

129

87.76

64

71.11

48

76.19

Appreciation letters

29

12.5

9

13.24

13

8.84

17

18.89

8

12.7

Search Awards

7

3.02

1

1.47

2

1.36

5

5.56

1

1.59

Miscellaneous

7

3.02

0

0

1

0.68

3

3.33

3

4.76

Appreciation+Search

4

1.72

0

0

0

0

1

1.11

3

4.76

Appreciation +
Miscellaneous

1

0.43

1

1.47

2

1.36

0

0

0

0
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3.3. Correlation Results
The results of inter-correlations among various big five personality factors with the components job
performance for total sample are shown in Table 2. It is seen that the factors extraversion and
conscientiousness are significantly and positively correlated with job identification, organizational
commitment, work culture, rewards and incentives, organizational support and finally with total job
performance. The factor agreeableness is significantly and positively correlated with job expertise,
identification with organization, work culture, organizational support and with total job performance. The
factor openness is significantly and positively correlated with all the factors of job performance except for
the rewards and incentives. The correlation is positive but not significant. The neuroticism is significantly
and negatively correlated with job expertise, identification with organization and with total job performance.
It is observed that the factor conscientiousness has the highest significant correlation with total job
performance.
Table 2- Mean, Standard Deviation and Inter-correlations of Big Five Personality Factors with Job
Performance for the Total Sample (N=300)

Mean

SD

1

2

3

4

5

6

7

8

9

10

11

25.93

5.32

1

.26**

.19**

.35**

-.23**

.23**

.30**

.20**

.24**

.39**

.35**

2.Conscientiousness 33.83

6.59

1

.68**

.53**

-.64**

.48**

.47**

.28**

.20**

.28**

.50**

3. Agreeableness

34.12

7.00

1

.56**

-.55**

.37**

.43**

.13*

.03

.12*

.35**

4. Openness
5. Neuroticism

35.61

5.91

1

-.38**

.44**

.38**

.23**

.10

.29**

19.69

5.89

.01

1. Extraversion

**

6. Job Identification 53.12

8.31

7. Organizational

28.61

5.69

8. Work Culture

21.25

4.85

9. Rewards And

10.41

3.13

14.47

3.67

1

-.36

-.07

.43**
.29**

**

.37**

.80**

.44**

.38**

.55**

.82**

1

.47**

.55**

.74**

1

.53**

.56**

1

.73**

**

-.31
.57

1

**

1

*

-.12
.42

**

.17

Commitment

Incentives

10. Organizational
Support

11. Total Job
Performance

127.8 19.29

1

**Correlation is significant at .01 level; *Correaltion is significant at .05 level
3.4. Regression Analysis Results
It can be seen from table 3 that three out of five big personality factors namely, conscientiousness,
extraversion and openness significantly predicted total job performance and together explained 32% of the
variance. The most potent predictor was factor conscientiousness which alone predicted 25% of the
variance.
Table 3: Step Wise Regression Analysis of Big Five Personality Factors Predicting Total Job Performance

∆R2

B

F

Conscientiousness

.25

.39

99.082

Extraversion

.05

.20

63.986

Openness

.02

.17

46.548

Predictor

All F (1, 298) values significant beyond p< .001
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4. Discussion
There were no earlier expectations from this study due to lack of earlier findings in the context of IRS
officers. Thus this discussion of results and findings is also based on the researcher’s interview with various
IRS officers of senior level who helped a lot in having an insight into their work and job profile.
The objectives of the study are two-fold:
(1) to construct a job performance questionnaire and
(2) to determine the extent to which big five personality factors are predictive of job performance of IRS
officers.
Job performance questionnaire was successfully constructed by using a principal component analysis with
varimax rotation. The resulting solution displayed a five factor solution accounting for 63.3% of the variance
with the individual factors contributing 20.4, 14.3, 10.9, 9.4 and 8.3% of variance respectively. Items with
rotated factor loadings 0.35 or more were summed together to define a component scale. These scales
were labeled as job involvement, organizational commitment, work culture, organizational support and
rewards and incentives.
Some worth mentioning facts derived from the percentage analysis of the demographical information are:
(1) Almost all officers are married among middle and senior managerial levels.
(2) It is a well known fact IRS is a central government service where officers get transferred to all over India
from time to time. It is shocking and surprising to know that 2.2% officers from middle managerial level
4.76% officers from senior managerial level have reported that they have never been transferred. In males,
25% have reported more than seven times transfer in their service career whereas it is only 14.7% in case
of females.
(3) And now the most disappointing fact finding was that 79.3% male officers and 83.8% female officers
have reported that there are no awards and rewards in the service organization. It is an irony that officers
who contribute so much towards the development of the country have themselves found no award and
appreciation from the government.
Findings revealed that IRS officers have a significant correlation between their big five personality factors
and job performance. Furthermore step wise regression analysis revealed three important big five
personality factors namely— conscientiousness, extraversion and openness predicting the overall job
performance. Results were in line with the previous studies (Barrick et al., 2001; Salgado, 2003). There
have also been studies that link national innovation to openness to experience and conscientiousness.
Those who express these traits have showed leadership and beneficial ideas towards the country of origin
(Mount and Barrick, 1998). IRS officers have shown high conscientiousness and also it was found as the
most potent predictor of job performance. Conscientiousness personalities were found to be organized,
thorough, they plan ahead and also related to impulse control, but it should not be confused with the
problems of impulse control found in neuroticism. Findings are in link with the previous studies of Salgado
(1997) who argued that conscientious employees are generally more reliable, more motivated and hard
working. No doubt IRS officers have conscientious personality and with their high job performance they
contribute a lot to the nation.
5. Conclusion
The importance and contribution of IRS officers in nation building cannot be undermined who have high job
performance. Funding for Schools, Educational Institutions, Hospitals, Roads, Dams, Bridges, schemes for
welfare and upliftment of poor, maintenance of armed forces etc., comes from resources raised by IRS.
With globalization of economy and geographical boundaries losing relevance due to compulsion of
economic growth, IRS is bound to occupy the top slot among all civil services with other services losing
hold due to diminishing role of Government in commercial sector. The logo of IRS “KOSHO MOOLO
DANDA” i.e. Revenue is the root and backbone of administration aptly describes the importance of IRS. It is
therefore necessary that IRS officers are given due recognition for their good work, awards and rewards for
their outstanding contribution and timely appreciation and motivation for their effective job performance.
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6. Directions for Future Research
In the light of the results of this study, an increasing amount of work can be redesigned. It would be of
academic and practical value to carry out similar studies in various other organizations using performance
appraisal instrument of a high technical standard. An interesting study would include the analysis of the
ratings of Job Performance dimensions by colleagues and seniors. It is possible that the study would yield
different significant results from the “others” feedback.
Notes
1Managerial Levels : Senior level corresponds to Chief Commissioners and Commissioners of Income
Tax ; Middle level corresponds to Additional Commissioners and Joint Commissioners of Income Tax ;
Junior level corresponds to Deputy Commissioners and Assistant Commissioners of Income Tax
2Cadre Strength: Senior Managers-814; Middle level Managers-1116; Junior Managers-1974. [Source:
Administrative Handbook of Direct Taxes (2011)]
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Abstract
The drinking habits have gone considerably up in both urban and rural areas. In urban areas recent
changes in life style and working pattern of both males and females, have resulted in high alcohol
consumption in major parts of our country. This study focuses only on the lower segment of the working
population especial-ly the daily wagers. They form a major part of the unorganized sector. So it is important
to observe the factors and issues related to its productivity. In this study we have taken a sample of 50 daily
wagers from local industries of Bhopal city. We have tested if there is a significant effect of consumption of
alcohol in labour productivity among daily wagers. It has been found that there exists a significant effect of
alcohol consump-tion in labour productivity and this study can be further used to deal with issues related to
absenteeism and presenteeism* in unorganized labour market.
Keywords: Alcohol, labour productivity, working population, unorganized sector, society

1. Introduction
Globally, alcohol is an accepted factor for various illnesses and pre mature deaths amongst the 25-59 year
old age group, the core of the working age population. It also raises the social cost. Studies also say that
both alcohol and unemployment are related to each other as alcohol also leads to absenteeism.(Scientific
Opinion of the Science Group of the European Alcohol and Health Forum, 2011). Based on known rates of
alcohol-related mortality, three occupational target groups stand out for action: those working in the retail
alcohol trade, labourers in the construction industry, and seafarers and dockers. Two population target
groups stand out for action: the young, because they suffer from both differential high rates of unemployment and risky drinking, compounded by the stresses when joining the labour market, and, the middle age
because they have the absolute highest rates of alcohol-related disability and premature death.
Becoming unemployed seems to worsen alcohol-related harm – in the European Union, a more than 3%
increase in unemployment is associated with a 28% increase in deaths from alcohol use disorders. Heavy
drinking increases the risk of unemployment by as much as about five-fold, compared with light drinking. It
also increases the risk of absenteeism, largely in a dose-response manner. Heavy drinking increases the
risk of presenteeism (act of attending work while sick )by as much as about three-fold, compared with light
drinking; presenteeism is more important for lost productivity than absenteeism. An Australian study which
reviewed the magnitude and range of alcohol’s harm to others found the size of the social cost to be similar
as that from the direct harm of the drinker. Two-thirds of this cost resulted from productivity costs due to lost
and spent time as a result of a heavy drinker. The annual cost of extra hours worked by workers because of
a co-worker’s drinking and the cost of absenteeism due to someone else’s drinking were almost as large as
that due to one’s own drinking.
The highest levels of alcohol-related mortality for both men and women are generally found among those
who work in the on-license retail sales drinks industry. India is traditionally perceived to be a 'dry' culture,
but alcohol use in some form has always existed in the country. The view of alcohol as impure and
polluting, that many middle class Indians have been predominantly influenced by Western temperance
campaigners in the 19th century. A view which acquired greater popularity during the Nationalist movement
was shaped into a generally held belief that drinking alcohol was alien to Indian culture. The economic
aspect of bever-age alcohol as a major source of indirect tax revenue has always been the centre-point of
the policy makers' thinking. Little thought has gone into examining the economic consequences of alcohol
use and the costs borne by society as a result of it.
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Alcohol policy and legislation in India is based on political compulsions rather than the interests of public
health. Part of the reason is that there has been little attempt to examine the economic and social burden
generated by alcohol misuse to provide a sound guide for policy makers. The drinking habits have gone
considerably up in both urban and rural areas. In urban areas recent changes in life style and working
pattern of both males and females have been found to be the contributing factor in increase in alcohol
consumption. At the same time increasing number of alcohol shops because of easy licensing has led to
increase in consumption in both rural and urban areas. Though the consumption pattern of both rural and
urban areas are different, in urban areas where consumers have a liking for foreign brands, it is seen that in
rural areas one is inclined more towards the locally made alcohols for their low prices and easy availability.
A rapid and significant rise in alcohol production, consumption and related morbidity has been observed,
which is only likely to increase further in the light of the drastic social and economic changes taking place in
the country.

1.1 Objective
This paper studies the effect of consumption of alcohol in labour productivity of lower segment of the society, as this part of the population is a major contributor of labor in unorganized sector.

1.2 Hypotheses
H0: There is no significant effect of consumption of alcohol in labour productivity.

2. Review of literature
There is evidence, although not from all studies, that drinking, and, in particular, binge drinking, (Koch & Ribar
2001) (Dee & Evans 2003) (Renna 2009) impacts on the number of years at school (Lye & Hirschberg 2010). In
the United States, for example, Koch & Ribar (2001) concluded that delaying drinking onset by one year
increased schooling by 0.47 years for men and 0.36 years for women. Other studies find a significant negative
relationship between drinking and measures of education that reflect the quality of human capital accumulation.
Williams et al. (2003) found a negative impact of drinking on grade point average mediated via a reduction in the
hours spent studying. Binge drinking, particularly, is shown to lower predicted grades (Wolaver 2007). Globally,
the peak age of alcohol-related death is in middle age and older middle age, a time often of peak performance at
work (Rehm et al 2006). As an illustration of this, the age of alcohol-related hospitalizations and deaths has been
estimated in the United Kingdom, for conditions solely and partially due to alcohol (Jones et al 2008). For both
men and women, the estimated highest absolute number of deaths from alcohol-attributable conditions occurred
in the age ranges 45-64 years, an important part of the working age population (OECD 2010). This age group
could also bring their alcohol-related problems with them as they retire and move into older age (Anderson &
Scafato 2010).The highest rates of heavy alcohol use and binge drinking occur among young adults aged 18-25
years. In 2010, youth unemployment in devel-oped countries and the European Union stood at over 18% (ILO
2011). This is a risk factor for alcohol-relat-ed harm. In addition, for those joining the labour market, the transition
from school to the labour force represents a high-risk time for alcohol use. Specific job related influences
associated with problem drinking, including job stressors and participation in work based drinking networks, may
pose a particular problem for young adults as they attempt to fit in their new workplace (Bray et al 2011).

The World Health Organization uses a summary measure of health status, the disability adjusted life year
(DALY), which includes potential years of life lost due to premature death and equivalent years of “healthy”
life lost by virtue of being in states of poor health or disability (Murray & Lopez 1996). DALYs for a disease
or injury cause are calculated as the sum of the years of life lost due to premature mortality (YLL) in the
population and the years lost due to disability (YLD) from the disease or injury, weighted for the severity of
the disability. One DALY can be thought of as one lost year of “healthy” life, and the burden of disease can
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be thought of as a measurement of the gap between current health status and an ideal situation where
everyone lives into old age, free of disease and disability. Looking globally, and at the age range 25-59
years, the age group in the European Union with the highest employment rates (OECD 2010), alcohol use
is the world’s number one risk factor for ill-health and premature death (expressed as disability adjusted life
years) (World Health Organization 2011), Given that ill-health and premature death can impair productivity,
then, amongst the working age population, alcohol is an important contributory factor. Lost productivity
costs feature as the dominant element in social costs studies arising from the harm done by alcohol (Rehm
et al 2006; Collins & Lapsley 2008; Saar 2009).
Only a limited number of studies have tried to estimate the role of alcohol in unemployment, but they do
suggest that heavy drinking increases the risk of unemployment. In general, problem drinking has been
found to reduce the probability of unemployment (Mullahy and Sindelar, 1993; 1996), although not all
studies have found such a relationship (e.g. Feng et al, 2001). In England, MacDonald and Shields (2004)
showed that “problem drinking”, measured by a combination of psychological and physical symptoms, or in
terms of quantity and frequency of alcohol consumption, was negatively associated with the probability of
being in work. This study analysed data from the Health Survey for England (1997-98) and focused on
males aged 22 to 64 years. Being a problem drinker led to a reduction in the probability of working of
between 7% and 31%.A meta-analysis of papers that studied the relationship between alcohol consumption
and earnings suggested a lack of labour force participation by those individuals who consume large
amounts of alcohol (Lye & Hirschberg 2010). In Sweden, hospitalization for alcohol use disorders increased
the risk for mobility out of the workforce for all grades of employees by some 7-10 fold for men and 2 to 7
fold for women (Romelsjö et al 2004). A Swedish study investigated the relationship between per capita
alcohol consumption and sickness absence for the period 1935-2002 (Norström 2006). Two indicators of
sickness absence were used, one based on sickness insurance data, the other on data from the labour
force surveys. Alcohol consumption was gauged by sales of pure alcohol (100%) per inhabitant 15 years of
age and older. Because changes in the economy may affect alcohol consumption as well as sickness
absence, two macroeconomic indicators were included as control variables: unemployment and real wages.
A 1-litre increase in total consumption was found to be associated with a 13% increase in sickness absence
among men (P < 0.05). The relationship was not statistically significant for women. In Norway, a similar
study using timeseries analysis (1957-2001) among manual employees found that a one litre increase in
the total alcohol consumption was associated with 13% increase in sickness absence among men, but the
alcohol effect was not significant to women (Norstrom & Moan 2009).
Many individual level studies, but not all (e.g., Christensen et al. 2007 in Denmark) have found a
relationship between alcohol intake and absenteeism (Vahtera et al. 2002; Leggat & Smith 2009; McFarlin
& Fals-Stewart 2002; Hermansson et al 2002; Reynolds 2008), particularly episodic heavy drinking
(Bacharach et al 2010). Micro-level data from Finland and Sweden has shown that alcohol consumption
and alcoholrelated problems are positively associated with the number of sickness absence days and
disability pensions for both men and women (Upmark et al 1997; Upmark et al 1999; Johansson et al 2008;
Laaksonen et al 2009; Salonsalmi et al 2009). A large study of 13,582 Australian workers found clear
evidence for the impact of drinking patterns on absenteeism (Roche et al 2008). Workers’ alcohol
consumption was classified according to short- and long-term risk levels.
After adjusting for age, gender and marital status, the likelihood of alcohol-related absenteeism was larger
for workers who drank at risky or high-risk levels compared to workers who were low-risk drinkers. For both
short- and long-term risk levels, as consumption increased so did the likelihood of alcohol-related
absenteeism. Compared to low-risk drinkers, workers drinking at short-term high-risk levels (110g alcohol or
more on any one day for a man and 70g alcohol or more on any one day for a woman) at least yearly, at
least monthly or at least weekly were 3.1, 8.7 and 21.9 times (respectively) more likely to report alcoholrelated absenteeism. Currently, there is no universal agreement on the most appropriate method for
measuring or monetizing presenteeism (Schultz et al 2009; Chen et al 2008). It is typically measured as the
costs associated with reduced work output, errors on the job, or failure to meet company production
standards. It is difficult to value presenteeism economically because past studies use different measures of
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presenteeism, include different populations of workers and use various methods to assign monetary values
to their losses.
Nevertheless, it appears that economic costs are considerable (Goetzel et al 2004). Several self-report
instruments have been developed to measure presenteeism across various types of jobs and organizations
(Koopman et al 2002; Lofland et al 2004; Prasad et al 2004; Chen et al 2008; Kessler et al 2004). These
instruments assess presenteeism with the assessment of perceived impairment approach, where
employees are asked how much their illnesses hinder them in performing common mental, physical, and
interpersonal tasks and in meeting job demands. Despite the measurement difficulties, a range of studies
have stressed the importance of health risk factors, including alcohol, in increasing presenteeism (when
employees come to work ill and perform below par due to illness (Cooper & Dewe 2008; Schultz et al 2009;
Goetzel et al 2004).
A study conducted at 114 work sites of seven corporations (Mangione et al 1999) showed an almost linear
relationship between increasing average consumption and a summary measure of job performance, finding
the strongest associations between consumption and getting to work late, leaving early, and doing less work,
and only a weak association with missing days of work. A study of employees in the pharmaceutical sector
found that cigarette and alcohol use increased both the occurrence and magnitude of presenteeism (Goetzel
et al 2009). Women with alcohol-tobacco use reported on average 2.34 annual unproductive days, 3.4 times
more than without the risk, and men, an average of 1.93, days, a 3.3 fold increase. Alcohol 21and tobacco
use were more important for increased presenteeism than impaired emotional health and a com-bined factor
of overweight, raised blood pressure and abnormal blood lipids and glucose levels. (Scientific Opinion of the
Science Group of the European Alcohol and Health Forum 2011). A Finnish study found a relationship
between burnout and the risk of alcohol dependence in both men and women (Ahola et al 2006).
Burnout is a consequence of chronic work stress (Maslach et al 2001). According to the most used operationalization in scientific research, burnout is a state of exhaustion in which one becomes doubtful about the
value of one’s work and one’s competence (Maslach et al 1996). Burnout has been related most
consistently to psychosocial work characteristics, mainly high demands and low resources at 26work
(Schaufeli et al 2004), but also to individual, interpersonal, other organizational and societal factors
(Schaufeli & Enzmann 1998). In the Finnish study, each one-point increase in burnout score was
associated with an 80% increase in the incidence of alcohol dependence among women and a 51%
increase among men. After adjustment for socio demographic factors, the odds ratio of burnout for alcohol
dependence was 2.06 (95% CI 1.52–2.81) in a logistic regression analysis for women and 1.51 (95% CI
1.28–1.79) for men. Again, the asso-ciation between burnout and alcohol dependence can also derive from
a connection between stress and alcohol use on a neurobiological level (Brady & Sonne 1999).
Working conditions such as workplace safety (Frone 2009), number or hours worked (Butler et al 2010) and job
dissatisfactions seems also to be part of the equation of alcohol and productivity. French manual work-ers and
clerks who reported strong dissatisfaction toward unhealthy working conditions also reported more frequently
current smoking, tobacco dependence, potential alcohol dependence (analysis not adjusted for sociodemographic confounders) and perceived stress (Peretti-Watel et al 2009). In spite of that, poor team climate
was not associated with alcohol use disorders in a sample of workers from Finland (Sinokki et al 2009). In
Canada, a study found that workplace harassment is an important determinant of both low risk and high-risk
drinking, but it is modestly moderated by occupation (Marchand 2008). During the past twenty five years several
field surveys of general psychiatric morbidity as well as alcohol use have been carried out in different parts of the
country. It is difficult to generalize the figures derived from them, at a national level because of various
methodological problems (Channabasavanna et al., 1986; Mohan & Sharma, 1985).

Estimating prevalence of alcohol use in the general population, some of the recent studies estimated a
range from 26 to 50 percent of all males. The surveys generally show that many persons are abstainers,
some are drinkers and quite a few are heavy drinkers, with a tendency 4among those who drink to indulge
in very heavy drinking, to get drunk rather than to aid mutual social activity (Singh 1986). An earlier study
found that women's alcoholism was relatively low and most other Indian studies have found very low rates
of alcohol use in women in India (Murthy et al,1995) .

55

As part of a community epidemiological study by NIMHANS, a community survey in the catchment area of
NIMHANS, employing a face to face interview of 1956 subjects found the prevalence of alcohol
dependence (ICD-9 303.0) to be 3.79% (Study on Severe Mental Morbidity, ICMR). For our purposes we
have assumed a conservative estimate of 30% prevalence of alcohol use and 3.79% alcohol dependence.
The comparative figures in the USA are 70% and 7.41% respectively (Grant et al, 1994). One of the most
striking indicators of the growing alcohol related problems in the country is the proportion of patients being
admitted to various psychiatric treatment centers in different parts of the country (Isaac, 1998). At our
centre in NIMHANS, for example registrations for alcohol related neuropsychiatric problems (including
alcohol dependence) increased from 212 in 1985 to 995 in 1994, and presently constitutes more than 10
percent of all registra-tions in the Psychiatry department. This rise appears closely correlated with rise in
sales of alcohol in the State of Karnataka (Pearsons corr. coeff p<0.05).

3. Research gap
So far there have been various studies in almost every part of the world where effect of alcohol on labour
productivity has been studied using various tools. But there is no study so far, where unorganized sector
has been considered for observing the effects of rising rate of alcohol consumption in labour productivity.
Frequent issues have been raised related to the productivity of this segment of population because it forms
a major part of labour market contribution in national income.

4. Significance of the study
This study focuses on people of lower segment of the society, especially those who contribute in the unorganized sector as daily wagers or workers. This group also has a high demand of local liquor which is well
known for its adverse effects on health. A major part of income and output is contributed by unorganized
sector and it is very important to study issues related to productivity of it. Rising rate of alcohol consumption
by the working population is a serious concern these days, with the changes in life style, consumption
pattern and easy availability of alcohol. The adverse effects of alcohol can be seen and are well known
around the globe. So this study can contribute significant knowledge in areas related to productivity of
labour.

5. Research Design
The study is essentially based on primary data. The unorganized labour force of Bhopal city formed the
universe of the study. From industries of Bhopal city and around we have taken only three industries which
use daily wagers or workers for various tasks. Only male workers have been considered for the study and a
sample of 50 workers has been taken. A structured schedule was prepared and interviews were conducted.
Here industries with almost equal turnover per year have been taken and an average of three has been
considered for the calculation of productivity of labour*. The stratified random sampling method was
employed in an attempt to get representation from 3 manufacturing industries. We have also taken income
spent in alcohol consumption by each labour per month. We have regressed productivity (dependent
variable) on consumption of alcohol (independent variable). As human capital variable we have taken the
information regarding educational background, age, years of experience, nature of work etc.
*[where productivity of each labour = (turnover per month/ total man hours per month) X man hours of an
individual per month, here 30 days have been considered for a month.]

6. Data Analysis and discussion
In this study we have used linear regression model to find the estimators. Below are the following results
found by using SPSS software.
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Model Summaryb

R
Model

1

Adjusted R

R

.886a

Square

Square

.784

.780

Std. Error

Change Statistics

of the

R Square

F

Estimate

Change

Change

464.091

.784

170.796

DurbinSig. F

df1

df2

1

47

Watson

Change
.000

1.902

a. Predictors: (Constant), X
b. Dependent Variable: Y

ANOVAb
Model

1

Sum of Squares
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Regression

3.679E7

1

Residual

1.012E7

47

Total
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48

Mean Square
3.679E7

F
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Sig.
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215380.254

a. Predictors: (Constant), X
b. Dependent Variable: Y

Coefficientsa

Unstandardized Coefficients

Standardized Coefficients

Model
B

Std. Error

(Constant)

3857.825

119.976

X

-.936

.072

Beta

1
-.886

a. Dependent Variable: Y

As we see, there is a significant effect of independent variable in dependent variable; we can reject our null
hypothesis that there is no significant effect of alcohol in labour productivity. The intercept coefficient is
3857.825 and the slope coefficient is -0.88. The slope coefficient shows that the expense in alcohol is
inversely proportional to productivity of labour, but r= 0.88 also shows high degree correlation between the
two variables. Also the coefficient of determination which is 0.784 shows that 78.4 % of variation in the
dependent variable is explained by the independent variable. It means expense in alcohol has a significant
effect in labour productivity.
7. Study limitations
One of the major limitations in this study has been shortage of data and a small sample size. Calculation of
productivity has its own difficulties. It doesn’t always give the true estimate. Secondly because of paucity of
time and data, we could observe only the relation between two variables which cannot give true results and
form biases. There can be number variables in an industry which can affect the labour productivity other
than alcohol consumption. A high intercept value of 3857.825 shows that there are possibilities of other
factors affecting the productivity of labour, other than alcohol consumption. Also, a high value of t statistic
indicates more probable that the difference observed is due to a systematic influence, which might have
occurred in this case because of small sample size.One can extend the research by introducing variables
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like educational attainment, age, gender etc. to see the effect of other variables. One major limitation of the
study is that the information taken by investigation method doesn’t give true results, as workers themselves
cannot give the exact estimate of man hours they devote.
8. Conclusion
Alcoholism has many negative connotations in India. Not only is it considered an unfavorable practice but
also one which is banned on religious days. But a study reveals a very different story with Alcohol indeed
being consumed by 25-50 % of men in most regions of the country. (Dr.Vikram, 2013, How alcohol is
creating socio economic problem in India?) Alcohol leads to some health implications, which in turn lead to
economic implications for the affected families. The most common condition associated with alcohol is
cirrhosis of the liver. Other complications include- Diabetes Mellitus, Cancer, Coronary heart Disease,
poisoning and epilepsy. So alcohol in India has very difficult socio-economic questions. The above study
has tried to show the significant effect of alcohol consumption in labour productivity. This is a major cause
for indebtedness and loss of pay in unorganized market. As India chugs into a world of development, it is
habits like these that keep the rural workers still in the dark ages and it is upto to society to take its destiny
in its own hands by saying no to Alcohol.
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Abstract
Corporate Social Responsibility (CSR) and its disclosure have been gaining importance in India in present
economic environment, especially after adoption of policy liberalization, privatization and Globalization
(LPG). With the adoption of policy of LPG, government of India have been progressively shifting
responsibility of social welfare from their shoulder, however, Still a good number of people is living below
poverty, lack of proper health care, education facilities. Corporate social responsibility is the commitment of
businesses to contribute to sustainable economic development by working with employees, their families,
the local community and society at large to improve their lives in ways that are good for business and for
development. In this paper an attempt has been made to find out the nature and extent of steps taken by
big corporate houses for the welfare of the society and sustainable economic growth and development.
Keywords: Corporate Social Responsibility, Policy, Privatization, Liberalization, Sustainable Economic
Growth

1. Introduction
Enhancing Corporate Social Responsibility (CSR) has become an integral part of public policies for private
sector development within the framework of international development cooperation. CSR is considered as a
deliberate choice of enterprises to achieve the three dimensions of growth (people, profit and planet) and
maintaining relations with various shareholders on the basis of transparency and dialogue. CSR thus
includes all activities where companies take responsibility for the whole of their value chain and consider
effects on social, ecological and economic parameters in dialogue with their stakeholders.
The concept of corporate social responsibility (CSR) aims both to examine the role of business in society,
and to maximize the positive societal outcomes of business activity. There are two broad sets of
justifications for public sector actors in middle and low-income countries to engage with CSR: defensive
and proactive. The two are not mutually exclusive: a policy initiative that initially has a defensive justification
may quickly become part of a proactive strategy of engagement. The defensive justification relates to
minimizing the potential adverse effects of CSR on local communities, environments and markets when it is
imposed through international supply chains and investment.
Governments of some major middle-income economic powerhouses such as China have undertaken a
variety of initiatives to ensure that CSR practices with impact in their countries are tailored to national
economic and social interests. Another concern is that CSR standards imposed through supply chains can
supplant domestic legislation. This may be because they are more closely linked to commercial outcomes
(market access) than domestic legislation that reflects less stringent standards or because, where there is
weak public sector capacity, they are more likely to be monitored and enforced than domestic legislation.
CSR also has clear potential links with government strategies aiming at ensuring better access of certain
categories of citizens to the economy. Governments may seek to align national investment promotion
strategies with ‘responsible’ foreign investors. In foreign investment contract negotiations, public sector
negotiators may seek to make the most of foreign investors’ expertise in social investment, education or
training. Another broad concern for governments is to address market access for domestic enterprise.
Governments can work — preferably with business, labour and NGOs — to raise the CSR content and
profile of major exported products and services, perhaps developing domestic certification or labeling
schemes.
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From a sustainable development perspective, public sector engagement with CSR potentially spans social,
economic and environmental spheres, including issues of corruption, poverty reduction and human rights.
The goals of public sector engagement in CSR are likely to differ from country to country. They might be
structured in relation to the underlying drivers for public engagement in CSR. The concept of sustainable
development is not related only future generation but also with the present generation. CSR behaviour by
private companies can, however, be encouraged, supported or enforced through different types of policy
activities, ranging from practical guidelines and partnership arrangements to procurement rules and legal
frameworks.
CSR is a concept that reduces costs and risks, increases the brand value and reputation, effectiveness and
the efficiency of employees, improves transparency, and clarity in the working environment of the business
house. CSR is generally understood to be the way a company achieves a balance or integration of
economic, environmental ,and social imperatives while at the same time addressing shareholder and
stakeholder expectations. CSR is generally accepted as applying to firms wherever they operate in the
domestic and global economy. The way businesses engage/involve the shareholders, employees,
customers, suppliers, governments, non-governmental organizations, international organizations, and other
stakeholders is usually a key feature of the concept. While business compliance with laws and regulations
on social, environmental and economic objectives set the official level of CSR performance, CSR is often
understood as involving the private sector commitments and activities that extend beyond this foundation of
compliance with laws.
1.1 Need for Corporate Social Responsibility
The current trend of globalization has made the firms realize that in order to compete effectively in a
competitive environment they need clearly defined business practices with a sound focus on the public
interest in the markets. Firstly, the increase in competition among the multinational companies to gain first
mover advantage in various developing countries by establishing goodwill relationships with both the state
and the civil society is ample testimony to is transformation. Secondly, in most of the emerging markets, the
state has a duty of protecting the interests of the general public and thus gives preference to companies
which take care of the interests of all the stakeholders. Thirdly, emerging markets have been identified as a
source of immense talent with the rising levels of education. Fourthly, firms all over the world are beginning
to grasp the importance of intangible assets, be it brand name or employee morale. CSR can be an integral
element of a firm’s business and corporate-level differentiation strategies. Fifthly, CSR is an important
factor for employee motivation and in attracting and retaining top quality employees as well. Innovation,
creativity, intellectual capital and learning are helped by a positive CSR strategy. Sixthly, better risk
management can be achieved by in-depth analysis of relations with external stakeholders.
1.2 Objective
The objective of this paper is to examine the scope of corporate social responsibility (CSR) initiatives of
socio-economic development in India and also to study its relevance in contemporary business scenario.
This study can be further taken up in details in sector specific companies and the impact of CSR activities
on social welfare.
1.3 Methodology
It is a cross sectional study which is exploratory in nature. It involved secondary data collection and use of
content analysis technique to assess CSR practices of companies operating in India. Karmayog’s research
(fourth survey) was kept as base & further research was extended to find out the current scenario of CSR
activities in India. The sample companies have been selected randomly from the list of leading companies
listed in Bombay stock exchange (BSE) and To find out their contribution on societal development and its
disclosure a social responsibility disclosure index have been calculated taking into consideration nature of
social responsibility assumed by individual company and its disclosure in annual report.
2. CSR - THE INDIAN SCENARIO
In initial years there was little documentation of social responsibility initiatives in India. Since then there is a
growing realization towards contribution to social activities globally with a desire to improve the immediate
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environment. It has also been found that to a growing degree companies that pay genuine attention to the
principles of socially responsible behavior are also adored by the public and preferred for their goods and
services. This has given rise to the concept of CSR. After Independence, JRD Tata who always laid a great
deal of emphasis to go beyond conducting themselves as honest citizens pointed out that there were many
ways in which industrial and business enterprises can contribute to public welfare beyond the scope of their
normal activities. He advised that apart from the obvious one of donating funds to good causes which has
been their normal practice for years; they could have used their own financial, managerial and human
resourced to provide task forces for undertaking direct relief and reconstruction measures.
During the first phase, first phase i.e. in the pre-industrial period (before 1800), the philanthropy of business
people in India was rooted mainly in religious belief and so closely resembled Western philanthropic
approaches. In the second phase, too, after India second phase came under British rule, and particularly in
the period from 1858 to 1914, CSR activities were undertaken mainly by outside companies and mostly
comprised donations to temples and various social welfare objectives. This phase was also strongly
influenced by Mahatma Ghandi’s theory of trusteeship in consolidating and amplifying social development.
At that time, Indian business leaders also became freedom fighters and social activists at national and
community level. These reform programmes included activities seeking in particular the removal of
untouchability, women’s empowerment and rural development. The third phase third phase (1960-1980) is
embedded in the paradigm of the “mixed economy”. In this context, CSR was mainly characterized by legal
regulation of business activities and/or promotion of public-sector undertakings (PSU). However, a highlevel debate on CSR was already initiated during this period. According to this agenda, businesses were to
play their part as respectable corporate citizens, and regular stakeholder dialogues, social accountability,
openness and transparency were demanded. Despite these progressive acknowledgements, the CSR
approach did not materialize at that time. Interestingly, the fourth phase fourth phase (1980 until today) of
India’s CSR approach continues to be largely externally oriented, i.e. traditional philanthropic commitment
and various forms of community development dominate. The current approach still largely follows its own
tradition, elements of global, mainstream CSR being only partly integrated.
Indian businesses realized they have to look not only at the economic dimension of their company, but also
at its ecological and social impact – the three pillars of CSR. However, to become a planned strategy
integral to business success, Indian companies have lot of catching up to do. CSR is also linked to the
broader issue of “Corporate Governance. Needless to emphasize that Indian companies have to take a
closer look at CSR and link it to corporate governance, if they really want to make a mark in all the three
pillars of CSR. A clear government vision of how it wants to address issues where there are potential tradeoffs between economic, social and environmental considerations, as in the case of the use of the country’s
natural resource endowment for socio-economic development, may increase the likelihood of success of
corporate contribution to national development.

3. INTERPRETATION AND DISCUSSION
Karmayog’s research (fourth survey) was kept as base & further research was extended to findout the
current scenario of CSR activities in India. Then, a list of 500 companies taken by Karmayog from Dun &
Bradstreet’s 2006 edition of ‘India’s Top 500 companies’ was made. Karmayog rated these companies on a
‘0-5’ scale based on information from the company’s website and latest annual report. Out of 500
companies, 229 companies got a ‘0’ rating and thus were filtered out for not showing any CSR activity or
producing cigarettes/tobacco products &liquor. For the rest 271 companies annual reports / CSR reports
were downloaded & its content analysis was done. It was found that around 26 companies are reporting on
environment in the name of CSR. These were dropped out from the list, so a final list of 245 companies was
obtained on which the further work was performed like downloading CSR related reports from the websites
and studying the same, etc. The GRI social aspects were clubbed as Society Performance Indicators,
Human Rights Performance Indicators, Labor Practice & decent work Indicators, and Product Responsibility
indicators. The CSR reports (245 companies) were thoroughly examined & its content analysis was done to
find out the use of GRI aspects, CSR initiatives & special innovations. A binary code of ‘0’&‘1’ was allocated
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for ‘not using’&‘using’ the particular indicator respectively. The assessment was based on four criteria: the
social indicators tracked by the company, the innovativeness in CSR on a 5 point scale, linkage of CSR
initiatives to business, and focus area of CSR in each company.

Karmayog CSR Rating
0/5

No. of Companies
231

Companies with given rating
46%

1/5

92

18%

2/5

138

28%

3/5

35

7%

4/5

4

1%

5/5
Total

0
500

0%
100%

Table 1
There are 135 Indian companies, which are fully involved in charity missions or social development work.
These Corporates undertake programmes on various issues concerning children, women, health, disability,
education, environment, disaster, communication, youth, rural development, water, multiple services and
other human development activities. Further, it is noticed that there are 12 categories of Indian Corporates
namely 1.Advertising and Communication 2.Manufacturing 3.Telecommunication 4.Airlines 5.Bank
6.Chemicals and Pharmaceuticals 7.Consulting and financial 8.FMCGS 9.Government Companies 10. Big
Industrial Groups 11.Information Technology 12.Others, who are involved in promoting Corporate social
responsibility in the rural and urban areas. Interestingly enough, the Confederation of Indian Industry is also
involved in social development activities namely population and health, education and literacy and
community development.

Figure 1
Source: - Karmayog
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The one survey conducted by the Indian Research Market Bureau (2008) has revealed that the concept of
‘corporate partnership’ was not understood nor the importance of corporate giving was realised by many
companies in India. It was reported in the webpage www.indianngos.com that of the 600 companies
surveyed, there was no indication of any upward trend as to the increasing role of the corporate sector in
social development activities. Furthermore, nearly 70 per cent of the companies surveyed were undertaking
social development activities by way of donations or directly or indirectly organizing community services
programmes through their own foundations/trusts. More than 80 per cent of such programmes were of a
long-term nature. Sadly enough, cross- sector partnering between these companies and nonprofits was not
very much evidenced. Even those few corporate, which are taking up community assistance programmes in
alliance with nonprofits, they are not of long term in nature nor multi-year partnering. Surprisingly enough,
there are many companies in India which are actively and indiscriminately involved in event sponsorships
namely a cultural/music event, fashion show, beauty contest, sports etc, which mostly benefit their business
rather than benefiting the community. These companies rarely get involved in cross sector partnering with
nonprofit organizations in social development activities.
According to a recent pilot survey by CII in Tamil Nadu, (Express Buzz) only 40 per cent of the companies
practice CSR initiatives. The pilot survey, highlighted that a majority of the companies did not take CSR
seriously and those who did, did it only with a philanthropic frame of mind. The pilot survey also revealed
that more than 50 per cent of the companies made their employee welfare activities as part of their CSR
initiative, not really contributing to an outside community or its development. Sustainable CSR programmes
mean a cohesive mix of economic, legal, ethical and philanthropic tenets. In today's changed business
scenario, there is an increased focus on giving back to society and creating a model which works long term
and is sustainable and it is imperative that the best practices for inclusive growth are shared with the
stakeholders.
Few Companies which are setting standards in CSR and are leading by example are ABN AMRO Bank NV
(India),ACC Ltd, Accenture Services Pvt Ltd, Ashok Leyland, Bajaj Auto Ltd, Bharat Heavy Electricals Ltd, Bharti
Airtel Ltd, Dr Reddy's Laboratories Ltd, Ford India Ltd, Grasim Industries Ltd ,HDFC Bank Ltd ,Hindustan Lever
Ltd , Housing Development Finance Corporation, Icici Bank Ltd, Infosys Technologies Ltd, ITC Ltd, Jubilant
Organosys Ltd, Kansai Nerolac Paints Ltd, Larsen & Toubro Ltd, Mahindra & Mahindra Ltd, Maruti Udyog Ltd,
MSPL Ltd, National Thermal Power Corporation Ltd, Nerolac Paints Ltd, ONGC, Reliance Communications Ltd,
Reliance Industries Ltd, Sesa Goa ltd, Sharp India Ltd, Sony India Pvt Ltd, SRF Ltd, SBI, SAIL, Tata Consultancy
Services Ltd, Tata Motors Ltd, Tata Steel Ltd, Tata Tea Ltd, Tata Group, Tata Iron and Steel Co Ltd, Toyota
Kirloskar Motor Pvt Ltd, Wipro Corporation, Yes Bank Ltd and others.

Actual amount
Company
GAIL (India) Ltd

spent on CSR
in crores (Rs.)
26.0

Sales ('09- '10)
in Rs. Crores

Industry
Category

1650

Oil and Gas

Gujarat Flourochemicals Ltd

0.6

1007

Oil and Gas

Hindustan Copper Ltd

1.3

1076

Larsen & Toubro Ltd

26.0

1166

Mahindra & Mahindra Ltd
Mahindra Ugine Steel Company

11.0

1303

Metal
Heavy
Engineering
Automobiles

0.2

1691

Iron and Steel

Ltd
Mangalore Refinery And
Petrochemicals Ltd.
National Aluminium Company Ltd.

1.5

1076

Oil and Gas

23.8

2009

Metal

Oil & Natural Gas Corporation Ltd.

120.0

4832

Oil and Gas

Table 2
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4. FINDING AND SUGGESTION
Corporate Social Responsibility (CSR) is a concept that encourages organizations to consider the interests
of society by taking responsibility for the impact of the organization's activities on customers, employees,
shareholders, communities and the environment in all aspects of its operations. This obligation is seen to
extend beyond the statutory obligation to comply with legislation and sees organizations voluntarily taking
further steps to improve the quality of life for employees and their families as well as for the local
community and society at large.
In India CSR is in a very much budding stage and there is no such specific Act, Rule or Regulation relating
to CSR However, there are voluntary guidelines issued by the Ministry of Corporate Affairs and guidelines
issued by Ministry of Public Enterprises and Ministry of Heavy Industries of the Government of India. The
Fundamental Principle of guidelines says, “Each business entity should formulate a CSR policy to guide its
strategic planning and provide a roadmap for its CSR initiatives, which should be an integral part of overall
business policy and aligned with its business goals. The policy should be framed with the participation of
various level executives and should be approved by the Board.”
4.1 Suggestions
•
CSR should be made mandatory for all companies operating in India which reports annual profit to
the Registrar of Company.
•
Percentage of profit amount to be spent on CSR programme should be determined on the basis of
the turn-over of the respective profitable company.
•
Companies associated with manufacturing products like cigarette and alcohol should spend more
of their profit amount on CSR programme than other companies.
•
More and more companies should be encouraged to adopt backward and under-developed villages
and undertake development work, like, establishing health-centers and hospitals, schools and
colleges, night schools for elderly people.
•
The Central Govt. should also encourage companies to try to develop village infrastructure by
developing roads and establishing pure drinking water facilities.
•
In return, the Central Govt. should think of providing companies tax-relief or duty-relief to some
extent as an impetus.
5. Conclusion:
From the limited experience over the last few years, some lessons nonetheless emerge. CSR offers real
opportunities for the governments of middle and low-income countries to change the terms on which they
interact with business. Engagement with CSR can help to develop capacity within public policy and
regulatory institutions, to free up existing resources, and to leverage additional resources through
partnership. However, CSR defined only or primarily in rich countries could have limited benefits for — or in
some cases create obstacles to — sustainable development. SMEs in particular may need some
assistance in responding to CSR demands from foreign buyers. The governments and citizens of low and
middle income countries would do well to set the CSR agenda for themselves, taking the best of what has
evolved to date and of what their business communities already have to offer. Governments may derive
greater developmental benefits from CSR where there is a national strategy framework which explicitly
recognizes its potential contribution and seeks to align CSR with development goals. Foreign investors
bring with them expertise on CSR that could be tapped more effectively to strengthen domestic capabilities;
contractual arrangements and public-private partnerships.
Corporations can be motivated to involve stakeholders in their decision-making and to address societal
challenges because today's stakeholders are increasingly aware of the importance and impact of corporate
decisions upon society and the environment. The stakeholders can reward or punish corporations.
Corporations can be motivated to change their corporate behaviour in response to the business case which
a CSR approach potentially promises.
Analysis of several surveys in India suggest that though many companies in India have taken on board the
universal language of CSR, CSR seem to be in a confused state. Individual companies define CSR in their
own limited ways and contexts. The end result being that all activities undertaken in the name of CSR are
mainly philanthropy, or an extension of philanthropy. It seems that CSR in India has been evolving in domain
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of profit distribution. There is a need to increase the understanding and active participation of business in
equitable social development as an integral part of good business practice.
6. References
1. Aravossi, K. G., Panayiotou, N.A. and Tsousi, K. (2006), “A proposed methodological framework for
the evaluation of corporate social responsibility”, Environmental Economics and Investment
Assessement, Vol 98, pp. 145-154.
2. Arora, B. and Puranik, R. (2004), “A review of corporate social responsibility in India”, Development,
Vol.47 No. 3, pp.93-100.
3. Bajpai, G.N. (2001), “Corporate Social Responsibility in India and Europe: Cross Cultural
Perspective”, available at: http://www.ficci.com (accessed 12 January 2009).
4. Basu, D., Devarani, L. (2008), “Corporate social responsibility -Some basic dimensions” Natural
Resources Systems Program publication.
5. Caroll, A.B.(1999), “Corporate social responsibility: Evolution of a definitional construct”, Business
and Society, Vol.38 No. 3, pp.268-295.
6. Cochran, P. (2007), “The evolution of corporate social responsibility”, Business Horizons, Vol.50 No. 2, pp. 449-454.

7. Davis, K. (1973), “The case for and against business assumption of social responsibilities”, Academy
of Management Journal, Vol.16, pp.312-322.
8. Elkington, J. (1999), “The triple bottom line: Implications for the oil industry”, Oil & Gas Journal, Vol.97, pp. 139-141.

9. GRI (2000) SD Reporting Guidelines & FS Sector Supplement, available at: http://www.globalreporting

.org/ReportingFramework/SectorSupplements/ (accessed 14 January 2009).
10. Gupta, A.D. (2007), “Social responsibility in India towards global compact approach”, International
Journal of Social economics, Vol.34, pp. 637-663.
11. Hermansson. N. (2008), “The CSR Implementation process: A four-step model to an efficient
Corporate Social Responsibility (CSR) implementation, Thesis submitted to International Business &
Economics Program , Kristianstad University.
12. Kapstein, B. (2001), “The Corporate ethics crusade”, Foreign affairs, Vol.80, pp. 105-119.
13. Karmayog website, available at: http://www.karmayog.org/csr/ (accessed 27 February 2009).
14. Modak, P. (2005), “The Status of Corporate Social Responsibility in India – A Note”. Environment
Management Centre. Research Capsule. Mumbai.
15. Moerman, L., & Van Der Laan, S. (2005),” Social reporting in the tobacco industry: all smoke and
mirrors?”Accounting, Auditing & Accountability Journal, Vol. 18 No.3, 374-389.
16. Mohan, A. (2001), “Corporate citizenship: perspectives from India”, Journal of Corporate Citizenship,
Vol. 12 No. 2, pp. 107-17.
17. Raman, R. S. (2006),” Corporate social reporting in India - A view from the top”, Global Business
review, Vol. 7 No. 2, pp. 313-324.
18. Reich, R. B. (1998),” The new meaning of corporate social responsibility”, California Management
Review, Vol.40 No. 2, pp. 3-17.
19. Sandhya, U. (2006), “Corporate Social Responsibility”, available at: http://www.thehindu job.com/
0608/2006 08090006100.htm (accessed 26 January 2009).
20. Samuel, J and Saari, A. (2007), “Corporate social responsibility”, available at: http://info change
india.org/corporatesrlbP.jsp (accessed 3 February 2009).
21. Stanwick, P., Stanwich, S. (1998), “The relationship between corporate social performance, and
organizational size, financial performance, and environmental performance: An empirical
examination”, Journal of Business Ethics, Vol.17, pp. 195-204.”
22. Wilson, B. (2002),” Oil industry adapting to evolving new paradigm on corporate governance,
accountability”, Oil and Gas Journal, Vol. 28, pp. 20-32.
23. Windsor, D. (2001), “The future of corporate responsibility”, International Journal of Organizational
Analysis, Vol. 9, pp. 225-256.Wood, D.J. (1991), “Corporate social performance revisited”, Academy
of management review, Vol.16 No. 4, pp. 691 – 718.
24. Wood, D.J. (1991),”Towards improving corporate social performance”, Business Horizons, Vol. 34 No. 4, pp. 66-73.

65

PURCHASE BEHAVIOR OF PACKED BABY FOODS IN THE
ABSENCE OF ADVERTISEMENTS
Prof. (Dr.) Gulnar Sharma
Director, School of Management
Jagran Lakecity University Bhopal

Abstract
With the advent of the new technologies and the complex life style people have moved away from the
conventional style of living. Pace is the word for this generation.
Joint family system is no more in our society. Now it’s time of nuclear family. Generation X believes in
handsome earning and to spend it for him. He likes to be fashionable and stylish. Today the search for style
has been taken over from the desire to be fashionable. The ultimate effect of fashion is to make everyone
alike, having style means accepting the broad flow of fashion but making it individual to oneself.
The men and women of this globalised century earn handsome amount and look for satisfying the basic
necessities itself in different ways these is due to also the fast world they live in. These has led to different
innovations in the food industry, one of them packed or ready to eat foods, which is the most sought after to
kill the time as well as showing a premium style of living. As the both men and women work today there is
less time with both to look after baby hence the traditional way of cooking has given way to packed foods
which are given to babies, assuming that they are equally nutritious and rich in comparison to natural food.
Keywords: Baby food, Behavior, Advertisement, Children, Health

1. Introduction
Breastfeeding is the natural and ideal way of feeding the infants and provides a unique biological and
emotional basis for healthy child development. Its anti-infective properties protect children against disease.
Its effect on child spacing and health of mothers is well recognized. Breastfeeding is a key aspect of selfreliance and primary health care.
The increased availability of infant milk substitutes in the market has lead to extensive promotions by the
infant food manufacturing companies, through advertisements, free samples, gifts to mothers and health
workers to convince them that bottle feeding is as good as breastfeeding. This undermines breastfeeding in
many ways and has contributed to the decline of breastfeeding rates. This is assuming dangerous
proportions, subjecting million of infants to great risk if infection, malnutrition and death.
In view of the vulnerability of young infants to the aforesaid risks it became necessary to regulate the
marketing of such products. Recognizing this fact, the World Health Assembly adopted the International
Code of Marketing of Breast milk Substitutes in 1981. The Indian Parliament enacted the Infant Milk
Substitutes, Feeding Bottles and Infant Foods (Regulation of Production, Supply and Distribution) Act 1992
(IMS Act) which came into force on August 1’ 1993.

THE ACT:
• Prohibit the promotion of infant foods, infant milk substitutes and feeding bottles. The Government is
committed to promote and protect breastfeeding. The advertisement of infant milk substitutes such as
Lactogen1 & 2, Nestogen 1 & 2, Lactodex 1 & 2, Amul Spray, Zerolac, Dexolac, ProSoyal, Simyl – MCT,
SimilacNeosure, Infant Foods like Nestum, Cerelac, Farex, Veelac, Infacare, First food, Dexrice, Easum
and of bottle-feeding is prohibited.
• Educate pregnant women and mothers of infants about breastfeeding, by creating awareness among
pregnant and lactating mothers about the benefits of breastfeeding and by providing accurate and factual
information the government is striving to reverse the decline in breastfeeding.

66
Track – Business and Management

• Ensure the proper use of infant milk substitutes and infant foods. Feeding babies with infant milk
substitutes and infant foods. Feeding babies with infant milk substitutes and infant foods can be harmful.
The idea of the government is to restrict and control the use of these products by advocating their use
only on the advice of a health worker.
• Define the role and responsibilities of health care institutions and health workers to ensure the proper
use of infant milk substitutes, feeding bottles and infant foods.

HIGHLIGHTS OF THE ACT
• Prohibits the advertisement of infant milk substitutes, feeding bottles and infant foods to “ensure that no
impression is given that feeding of these products is equivalent to, or better than, breastfeeding.
• Prohibits providing free samples and gifts to pregnant women, mother of infants and members of the
families.
• Prohibits donation of free or subsided supplies of infant milk substitutes, feeding bottles and infant foods
and educational material related to these products to any person.
• Prohibits display of posters at health care facilities / hospitals.health centers/ pharmacy/ chemist shop.
The Act also prescribes that all labels of infant milk substitute and Infant foods, must say in English and
local, languages that “Mother’s milk is best for the baby”. Also, the labels must not have pictures of
infants or women or phrases designed to increase the sale of the product.
The Act lays down clear guidelines for every educational material as well as advertisements, whether
audio or visual dealing with prenatal or postnatal care or with infant feeding.
The Act prohibits any person from giving direct or indirect financial inducement to health workers for the
promotion of infant milk substitutes, feeding bottles and infant foods including funding of seminar,
meeting, conferences, educational courses, fellowship, research work or sponsorship. No infant food
manufacturing company will link its employees’ salary or other benefits with the value of sales of infant
milk substitute, feeding bottles and infant food.

PENALTIES FOR CONTRAVENTION
Violations of the Act attract imprisonment for up to three years and/or fine up to Rs. 5000. Penalty with
regard to the label on container or quality of infant milk substitute, feeding bottle and infant food is
punishable with imprisonment up to 6 month extended to 3 years and fine at least Rs. 2000. The Indian
Government banned baby food advertisements from January 1, 2004 in a bid to promote breastfeeding.
The ban will cover print, television and radio spots. Government is concerned that mothers are being
influenced by slick advertisement to buy tinned baby foods and forego breastfeeding. Nearly 15 million
children are born each year in India, which has more than one billion people.

A BRIEF HISTORY
In 1867, Henri Nestle develops the first breast-milk substitute. In his “Memorial on the Nutrition of
Infants”, printed in 1870, he wrote: “During the first months, the mother’s milk will always be the most
natural nutriment, and every mother, able to do so, should herself suckle her children”.
85 years later, in 1955, the Protein Advisory Group (PAG) is organized as an ad hoc coalition of UN
agencies. PAG is concerned with the problems of infant “protein malnutrition” in tropical and subtropical
regions. Initially PAG was a co-operative and non-adversarial group of pediatricians, nutritionists,
government officials, and representatives of infant food manufacturers.
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EMERGENCE OF A PUBLIC HEALTH CONTROVERSY AND INDUSTRY REACTION
IN 1966, Derrick Jelliffe , Director of the Caribbean Food and Nutrition Institute and PAG consultant, write
Child Nutrition in Developing Countries, a U.S. Government brochure warning of the dangers of improperly
used breast-milk substitutes. Five years later, Derrick Jelliffe brings his concerns to a UN meeting in
Bagota, Colombia. Another group of health experts at the meeting disagree with his position, stressing that
infant formula is a needed product and that infant morbidity has to be viewed as part of a larger set of
problems.
In June 1972, at the PAG Conference in Paris, the group’s emphasis has shifted to the marketing practices
of the infant formula manufactures and the tone becomes more adversarial. In a statement, PAG outlines
the responsibilities of governments, paediatricians and the infant formula industry. Manufacturers are asked
to look at marketing practices and product labeling. Nestle performs an internal audit and concluded that
the only change necessary is greater emphasis on the “primacy of breastfeeding in its advertisements”.

THE GATHERING STORM
In August 1973, the review New Internationalist publishes an article entitled “The Baby Food Tragedy”
followed in October by an edited and abbreviated Nestle response as well as a follow-up editorial entitled
“Milk and Murder”. In its article Nestle invites journalists to corporate headquarters in Vevey, Switzerland, to
get the complete story. In December 1973, Milk Muller of the British group War on Wants travels to Vevey
and interviews Nestle executives. After that he releases in March 1974 his pamphlet “The Baby Killer”
which will be published by a German activist organization, the Third World Action Group (TWAG) in a
German language translation with the title “Nestle totet Baby’s” (Nestle kills babies).

A SUMMARY ONRECENT WHO AND CODEX DEVELOPMENTS
The World Health Assembly (WHA) Resolution 54.2*, adopted in May 2001, followed the conclusions and
recommendations of the Expert Consultation on the Optimal Duration of Exclusive Breastfeeding,
mandated by the World Health Organization (WHO) to provide relevant scientific expertise. In summary, the
Expert Consultation concluded that exclusive breastfeeding for six months confers several benefits on the
infant and the mother and recommended: “Exclusive breastfeeding for six months, with the introduction of
complementary foods and continued breastfeeding thereafter.”

EXPERT CONSULTATION ON EXCLUSIVE BREASTFEEDING
The Expert Consultation stated: “In developing-country setting, the most important potential advantage of
exclusive breastfeeding for six months over exclusive breastfeeding for four months followed by partial
breastfeeding for six months relates to infectious disease morbidity and morality, especially those dueto
gastrointestinal infection (diarrhoeal disease).”
However, the Expert Consultation also stated: “Exclusive breastfeeding to six months can lead to iron
deficiency in susceptible infants. In addition, the available data are insufficient to exclude several other
potential risks associated with exclusive breastfeeding for six months, including faltering and other
micronutrient deficiencies, in some infants. In all circumstances, these risks must be weighed against the
benefits provided by exclusive breastfeeding, especially the potential reduction in morbidity and morality.”
Accordingly, the Expert Consultation highlighted the need for more research to be done, as: “There are
several unanswered questions that are important for policy – making with regard to defining the optimal
duration of exclusive breastfeeding and maximizing its benefits.” The Expert Consultation recognized that:
“Some mothers will be unable to, or choose not to, follow this recommendation; they should be supported to
optimize their infants’ nutrition.”
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EXPERT CONSULTATION ON COMPLEMENTARY FOODS
Thus WHA recommends, as a global public health recommendation following the Expert Consultation, that
after an initial six months of exclusive breastfeeding, infants should start receiving nutritionally adequate,
safe and appropriate complementary foods, and at the same time continue to be breast-fed to up to two
years of age or even beyond. The introduction of complementary foods signifies the beginning of a
transition period when the baby’s need for energy and nutrients exceeds what can be provided solely
through exclusive and frequent breast-milk substitutes. The first step in this process is the introduction of
infant cereals.

GLOBAL STRATEGY AND YOUNG CHILD FEEDING
One year following the adoption of WHA Resolution 54.2 the WHA adopted a “Global strategy for infant and
young child feeding” (Resolution 55.25), which reiterates the importance of ensuring exclusive
breastfeeding for six months and promoting the timely, adequate, safe and appropriate complementary
feeding together with continued breastfeeding.
The global strategy was development over a two-year participatory process in which fundamental factors
affecting the protection, promotion and support of optimal feeding practices for infants and young children
were examined. The aim was to formulate a sound strategy that will contribute to a lasting reduction in
malnutrition, poverty and deprivation.

NESTLE CALLS FOR NGO PARTICIPATION IN WHO DIALOGUE
Nestle CEO Pater Brabeck - Letmathe has called on non-governmental organizations to join WHObrokered discussion on the implementation of the WHO Code of Marketing of Breast-milk Substitutes.
Speaking at the Oxford University European Affairs Society last month, Peter Brabeck said Nestle had
indicated its willingness to participate in the WHO’s new process of dialogue, instituted by WHO DirectorGeneral, Dr. Gro Harlem Brundtland. He said that Dr. Brunftland was ‘still waiting’ to hear whether
campaign groups would accepther invitation to join ‘open and transparent’ dialogue invitation to join ‘open
and transparent’ dialogue with interested parties.
Brabeck said that the root of disagreement over infant formula was the interpretation of the WHO Code and
he recognized that some organizations have a different view of the Code and its application. “To those
organizations, we say ‘please join us at the table at the World Health Organisation and let’s resolve our
differences.”
NESTLE’S IMPORTANCE
The baby milk issue had been brought to the attention of the national and international media once again
following the publication of research commissioned by the Interagency Group on Breastfeeding Monitoring,
which arose directly from the Boycott. The research has demonstrated to those who were doubtful that
much more needs to be done to project breastfeeding and many agencies are now calling for strong
legislation and independent monitoring which will affect all companies. The report of IGBM’s monitoring in
four cities did not include an overall league table of companies. IBFAN’s own 1994 report, which was based
on sample surveys in 23 countries and evidences from 62 countries identified Nestle as responsible for
approx 30%of the violations found, far more than any other company. The boycott is having an important
impact on Nestle, not only indirect economic terms, but also in the damage to its corporate image,
management morale and the management time the company must spend trying to combat it. In recent
years many companies have reversed policies as a result of public pressure, to the benefit of people, the
environment and their own images. Nestle has only curbed some of its more blatant malpractice. With
enough pressure Nestle will change and fully abide by the International Code and the Resolutions in both
policy and practice. Once Nestle makes a commitment to do this it will be in its own interest to stop
obstructing governments who wish to protect infant health.
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WHY WAS THE PROBLEM CONSIDERED WORTH INVESTIGATING?
Since the 1970s Nestle has published numerous glossy brochures, and a dozen policy documents, which
aim to present a squeaky, clean image to those who question its marketing practice. It went one step
further and placed a newspaper advertisement in the Oxford Independent. The advertisement attempts to
portray Nestle as a wholly beneficial force ,however the distortion of facts required to do this is likely to do
their reputation more harm than good. Either way, it does nothing to benefit the mothers and babies who
are harmed by the company’s unethical marketing practices. The advert claims that, “Even before the
World Health Organisation International Code of Marketing of Breast-milk Substitutes was introduced in
1981 Nestle marketed infant formula ethically and responsibly and done so ever since.” No mention is
made of the 1981 statement about the Code by Earnest Saunders, then Vice President of Nestle:” The
World Industry has found this present draft code unacceptable….. highly restrictive …... “Neither was there
any mention of the criminal charges against Nestle in India, its challenge to the Indian law or its attempts to
undermine strong baby food legislation in the Philippines, Ghana, Pakistan, Uganda and Europe.
Instead of addressing these important questions the advert focuses on the dilemma facing on Indian mother
called Shreela (“based on a real situation”) who, because she is soon to return to work “cannot continue
breastfeeding. “Shreela is in fact far from typical for many reasons: described as a clerk, [who would earn
approx (RS. 7000 a month) she is privileged. 60% of people in India live below the poverty line and most do
not have taps in their homes or access to adequate sanitation. The implication that Shreela cannot
breastfeed is also false. Virtually all women in India work and most continue breastfeeding at night or
whenever they are able. A six-month old baby, like the one pictured, could eat family food during the day.
The advert fails to point out that Nestle baby milk and feeding apparatus will cost Shreela at least 1900
each month, about 25% of her income.
Unlike the International Code and World Health Assembly Resolutions Nestle’s Charter:
•

Applies only to developing countries

•

Is limited to infant formulas not all breast milk substitutes

•

Does not ban free supplies

Despite Charted promises, Nestle:
•

Has tried to undermine legislation in many countries

•

Promotes its products to mothers through health facilities

•

Gives gifts to health workers to promote its products

•

Has never disciplined a member of staff for any of the many violations of the International
Code which have been reported.

The Yorkshire TV film, Bottle Feeding in India, shows the impact of such marketing. Rubina Gupta, from the
Dharavi slum in Bombay, was shown bottle feeding Cerelac to her son, Ishrat. Rubina saw the bonny baby
on the tin in a pharmacy and thought it would be good for Ishrat. She couldn’t read the instructions that said
it was for babies over 4 months and was feeding it by bottle to Ishrat from the age of 2 months. Ishrat
become prone to diarrhea and became malnourished.
Participants at a Nestle Nutrition Symposium at the New Delhi Family Planning Association of India entitled
the Hazards of Unmodified Bovine milk, expected a scientific talk. However, before long Nestle’s Medical
Detailing Officer, D Chowdury launched into a promotion of Nestle baby foods, describing Cerelac as
nutritious and cheap, Nestum as very effective in diarrhea control and Lactogen 1 as being close to breast
milk. With nearly a quarter of the world’s population living in India, where lack of access to safe water and
sanitation puts infants at great risk, breastfeeding is particularly important. The strong Infant Milk
Substitutes, Feeding Bottles and Infant foods Act (the Indian Act) passed in 1992 plays an important role in
safeguarding breastfeeding and infant health. In December 1996, Patti Rundall of Baby Milk Action visited
Mumbai (Bombay) and Delhi. She saw how theBreastfeeding Promotion Network of India (BPNI) and the
Association for Consumer Action on Safety and Health (ACASH) are coordinating the training of health
workers and using the Indian Act to bring about important changes in corporate policies.
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INDIAN DOCTORS REJECT BABY FOOD SPONSORSHIP
Aware that parents are receiving confusing messages from doctors, a number of professional organizations
in India are tackling the issue of commercial sponsorship head on. After a thorough debate at its annual
conference in January 1997, the Indian Academy of Pediatrics overwhelmingly passed a Resolution saying:
“The IAP shall not accept the sponsorship in any form from any industry connected directly or indirectly with
the products covered by the [Indian] Act.” The Federation of Obstetrics and Gynecological Societies of India
(FOGSI), with 12,000 members throughout India, also rejects baby food sponsorship, even though massive
amounts have been offered. The Federation has declared 1997 to be the FOGSI Breastfeeding Year.

J & J APOLOGISES AND WITHDRAWS
The Indian Act includes all the articles of the International Code and one of its most unique and innovative
aspects is its authorization of voluntary organisations to bring criminal complaints for prosecution. Over the
last few years the ACASH has filed criminal complaints against Nestle, Johnson & Johnson and more
recently, Wockhadt. The company reactions to these charges has been revealing. As Update readers will
know, Nestle has so far refused to apologies and has challenged the validity of the Indian Act. Johnson &
Johnson, in contrast, has submitted a letter of apology to ACASH and has stated that because bottle
feeding may not be appropriate in the Indian context it is withdrawing from the market. The Wockhadt case
involves its labeling of Dexolac, and the company has issued an apology to ACASH and to the courts. In the
advent of all these we aim at studying the purchase behaviour of respondents in the absence of advertising
in the media (print, visual, audio and others) To facilitate our purpose, we have formed a questionnaire and
got it filled by 114 respondents. The survey also throws light on the reference groups, their criteria for
purchase, which influence them making decisions, the trend of purchase related to the occupation.

MAIN OBJECTIVES
To study the purchase behaviour of packed baby foods of the respondents in the absence of
advertisements
To study the awareness among the respondents of the ban imposed by the W.H.O on the
advertisements of packed baby foods
To study the purchase behaviour linked with individual education and occupation.

OBJECTIVES
To study the opinion on the comparison between natural food and packed food
To study the specific brand purchase behaviour
To study the ad recall of the past advertisements
To study the Brand switching
To study the criteria of importance for the purchase of packed baby foods
To study the trend in the care taking of the baby

2. RESEARCH DESIGN
This topic includes the conceptual structure within which research has been conducted. Descriptive method
has been used in this research for the collection of data. As the research is related to the study of consumer
behavior which can more effectively be studied through direct questions, experimental research will not be
much effective. Also, considering the time constraint, descriptive research is the most suitable design for
this research.
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DATA COLLECTION
To overcome the limitations of incompatibility, obsolescence, and bias, primary data was collected
considering ,time and money constraint, sampling method of data collection was chosen .
Data was collected through questionnaire method. The questionnaire was designed in such a way that it
covered as many aspects of consumer behaviour as possible.
SAMPLE SIZE: Total 114 persons were contacted and interviewed. Out of these, 14 questionnaires were
rejected due to incompleteness, conflicting answer etc. therefore, the final sample size was of 100.
SAMPLING: The consumer behaviour of the people of Navi-Mumbai. within the city was studied . The
researchers collected samples from different areas to reduce the biases which may come through
difference in the level of income, attitude, lifestyle etc. of the people in different areas.
SAMPLE DESIGN:
Age group: Young mothers having child , Children in the age group of 1-3 years were considered.
Income: Sec A & Sec B were considered for field study.

3. DATA ANALYSIS AND
INTERPRETATION Usage of Packed foods
With the help of this question the study tried to understand the no. of respondents who give their baby
packed foods and correlate with the no of respondents who use packed food themselves.

Figure 1
From the pie- chart it is clear that only 45% people use canned foods and 55% people do not use canned
foods at all.
Frequency of Packed food usage in week
This question was put forth to understand the frequency of respondents using packed food and to
understand the correlation with their frequency of feeding their baby packed foods.

Figure 2
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Frequency of Packed food usage in a week
This question was put forth to understand the frequency of respondents using packed foods and to
understand the correlation with their frequency of feeding their baby packed foods. From the pie chart it is
striking to note that 27% of the respondents fed their baby packed food at least a week while 20% fed their
children the packed food daily considering it as a superior and essential food.

Figure 3
Figure makes it clear that source of influence for most of the respondents are mothers/mothers in law,
friends or advertisements.
Frequency of Natural vs. Packed food
The researcher tried to understand people ,who use packed foods as well as natural food for their baby and
wanted to gauge out of both and understand which is used more frequently.

Figure 4
It is evident from the chart that 56% of the of population uses more of canned food where as only 44% of
population gives more of natural food. The data collected showed that the respondents, who fed their
babies with packed baby foods at least one in a week, had a correlation with those who use packed foods
themselves in a week.
Money spent in a week on packed baby foods
From this we wanted to understand the spending power of the respondents for packed baby foods in a
week. The average Rs. Spent in a week is 40 i.e. 1200 Rs a week

Figure 5

73

From the above graph we can say that 28% people spend around Rs. 25-35 for baby food in a week, 22%
people spend around Rs. 35-45/ 65-75, 11% people spend around Rs. 45-65 f and 6% people spend
around Rs. 15-25 for baby food in a week.
Reasons for feeding Packed Food

Figure 6
From the above chart one can say that 55% people feel that it is healthy to feed baby food to their babies,
15% feed, baby food because of short of time, 9% feed only in case of emergency, 18% feed, because of
ease of preparing the baby food.
Awareness of ban on ads of baby foods by WHO
Understanding the no. of respondents, who are aware of the ban on the ad’s of packed baby foods and
correlating it with the purchase of packed baby foods.

Figure 7
Looking at the Pie-Chart we can say that only 17% people are aware of ban on Ads of baby foods and 83%
people are unaware of this.
Opinion on the decision by WHO
Here the respondents were asked to give to their opinion as to whether they think it’s a right decision taken
by WHO.

Figure 8
The Pie- chart shows that 45% people feel that it is right decision to ban baby foods 55% people don’t know
about ban.
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Awareness about the ill effects of packed food on babies;

Figure 9
From the graph we can say that 45% respondents did not even know that it is not good for babies’ health
(total ignorance)
Opinion on the agreement of the ill effects of packed foods and whether it is healthy or not:

Figure 10
From the graph one can say that:
•

51% people agreed that baby food is not good for babies’ health

•

18% people didn’t agree that the baby food not good for babies’ health

Figure 11
From the above graph we can say that
•

52% people think that it is healthy to feed baby food

•

41% people feel that it is not healthy to feed baby food

Reasons for not favoring packed baby food
In this we wanted to know the major cause for not giving packed baby food among the respondents who do
not give packed baby foods.
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Figure 12
From the above graph we can say that
•

18% people doesn’t give baby food because it isn’t good for baby’s health

•

36% doesn’t give baby food because it contain preservatives

•

39% feel natural food is more healthy

•

3% says baby food is costly

Brand Leadership
In this we wanted to know the leading brand in packed baby food in the market.

Figure 13
From the above graph we can say that
•

Cerelac is the most preferred brands

•

Second preferred brand is Farex

Most frequently used brand
This question was asked to the respondents who used multiple brands and to know their major brand of use.

Figure 13

Figure 14
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From the above graph we can say that
•

Cerelac is the most frequently used brand

•

Farex comes second

Reasons to choose a particular brand
This question was asked to understand the reason of specific chosen brand.

Figure 15
From the above graph we can say that
•

Usage of particular Brand is greatly influenced by Ad’s of baby foods, mother in law and peers

Influence of the past advertisement (Ad recall) on the purchase of a particular brand
This question was asked to all the respondents to recollect the past advertisements of the major brands
and establish a correlation between the influence of the advertisement and the purchase.

Figure 16
From the above graph we can say that
•

Brand recall of Cerelac baby food ad is highest

•

Brand recall of Farex ad is poor

•

Most of the people don’t know about baby food ads

Brand Loyalty: This question was asked to understand the brand loyalty.

Figure 17
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From the above graph we can say that
•

Generally people use only one brand, i.e. 83% doesn’t switch their brand

Brand Switching
This question was asked to understand the number of respondents particularly shifting to brand Cerelac in
the absence of no retail advertisements by the brands.

Figure 18
From the above graph we can say that
•

78% people switch from Farex to Cerelac

•

11% people switch from Cerelac to Farex

Reasons for Brand Switching
This question was asked to see whether the majority of brand switching to Cerelac is mainly due to lack of
advertisement of other brands but followed by Cerelac.

Figure 19
From the above graph we can say that 56% people switch the brand because the other brand is more
trustable, 11% people switch the brand because doctor has prescribed, 11% people switch the brand
because it is more used in market or retailer has suggested
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4. CONCLUSIONS AND IMPLICATIONS
1. Mother / mother in law were best influencers to young mothers for the packed baby foods.
2. Majority of young mothers are still relying on natural cooked food compared to canned food with a
higher frequency of usage of natural cooked food.
3. Majority of respondents surveyed feed their babies, baby food daily.
4. It came out from the survey that the average money spent in a week is Rs. 40 i.e. 1200 Rs a month on
the packed baby food.
5. The perception of packed baby food as a healthy diet for babies and ease of preparing the same are
most attractive reasons for mothers to feed packed food to their babies.
6. Majority of respondents surveyed are aware of the ban on the ads of packed baby foods by WHO but
they are indecisive about the opinion.
7. Awareness about the ill effects of packed baby foods among young mothers is not very high.
8. Percentage of people saying baby food is healthy for babies is not very high but it is more than the
percentage of people saying it is not healthy for babies.
9. The perception that natural food is more healthy and packed baby food contains preservatives are the
main reasons for not favouring packed baby foods by mothers.
10. Cerelac is the most preferred brand followed by Farex.
11. Cerelac is the most frequently used brand again followed by Farex.
12. Mother / mother in law’s suggestion and peers influence were two main reasons for using a particular
brand.
13. Brand recall of Cerelac is highest but most of the people don’t know about baby food ads.
14. Brand loyalty is very high as 83% doesn’t switch their brand.
15. Cerelac is the gainer from brand switching as 78% of the customers switched to Cerelac from Farex.
16. The perception of the other brand as more trustable is the main reason of brand switching.
17. Most of the mothers purchasing packed baby foods are housewives.
18. For majority of the mothers, the babies are being looked after by herself or by her in laws.
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BUSINESS
CASES

AN ENTREPRENEUR’S DILEMMA
Ms. Sangeeta Jauhari
HOD Management,
Convener Research Cell, AISECT University Bhopal

Mr. Vijay Singh
Registrar, AISECT University Bhopal

10th Jan 2013 10:30 am it’s a chilling Monday morning with a strong cold breeze blowing. Still Mr. Aizaz
M.D. (Managing Director), Owner of Hulk gym was sweating and continuously staring at the bank statement
which he has asked from the bank few days back. The conditions were not good. The account was showing
cash not in good health. In front of him the promotional manager was sitting and staring at Mr. Aizaz. Aizaz
was trying to think what went wrong with his business as the financial condition of the gym is deteriorating
day by day.
Body building has become a craze in last one decade or so in Bhopal city, the most influential or catalyst
part is played by bollywood movie hero’s, with their great physique have definitely touched the soft spot in
the minds of youth of India. As awareness increased about exercise in youth and the benefit of exercise
which were shown through TV, it became more of an obsession amongst youth in India. The best part was
that it was not only affecting the metro city but the craze for body building was seen in the B & C type town
also. In first decade of this century number of gym in a city like Bhopal almost doubled. This activity of
opening up the gym in different areas gradually got momentum.
Aizaz Khan, one of the young turks aged 23 has also took a step to start his own gym by the name as HUK
Gym at Bairagarh chichli, a small area in Bhopal situated around 12 Km. from habibganj Railway Station
.Initially this area was in the last corner of Bhopal city but after 2007 when Kolar area was declared a the
municipal corporation the whole Kolar area have recognized as one of the centrally located situation. The
area have got better connectivity to the other areas of the Bhopal city and also the population resides in this
area have grown manifold subsequently.
Aizaz, the M.D. of Gym was a fitness freak from his school days. He got further inclination towards this and
got inspiration to look this fitness freak as a career from one of his uncle, who owned a gym in the old
Bhopal area where he often used to visit during his vacation. By seeing the growing craze of fitness among
the people of Bhopal City, Aizaz finally thought to convert his fitness flair to a full time business opportunity.
Initially he started his business with his own money .In order to make his knowledge more sound and
professional , Aizaz went to Mumbai and took training in 11 institute for more than 1 and a half year . He got
his certification as a trainer for advance level body building and finally gets into the business of fitness and
health.
Formally he started the operation of Huk Gym in the year 2008 in his own building. The carpet area of the
gym was around 5000 sqft the biggest in the new Bhopal. At the initial level he played on the price card by
keeping it low to 300 Rs. Monthly. He attracted many new members by this attractive scheme. Initial
membership of the gym in first month was 200 which were beyond the estimated level. This achievement
was mainly the result of a huge promotional campaign which the company has done. The membership rose
to 1200 Rs. in the six month period. By the end of first year he had around 1600 members in the gym and
the business was able to recover its fixed cost and was also having moderate profit levels. Though most of
the clientele in gym were from bairagarh only, he was foreseeing to get the clientele from the other elite
areas of Bhopal City. Meanwhile he increased the carpet area of gym from 5000 to 10000 sqft.
After running the gym for more them 3 year by himself and 2 trainers whom he has hired, he still couldn’t
get the elite class he desired. He consulted his uncle as to how to deal with this problem. He gave aizaz a
suggestion of keeping a promotional manager who will promote the gym in the desired class. Aizaz
followed his uncle and hired a promotional consultant to help him out. After going through everything and all
the factors, the consultant gave certain suggestions like –
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1.

Change the color of the inside wall.

2.

Putting good audio system

3.

Changing the display board

4.

Upgrading the gym machine

5.

Appointing a dietician in the gym

6.

Appointing a lady instructor and many more.

After going through the list very carefully aizaz thought of working on the upgradation of the machine first.
He started to call for quotations from different vendors. The overall estimate of the whole process was
around 20 lakhs. Aizaz thought he can get loan from bank instead of asking money from his father. He
prepared the document and approached Canara bank for loan. The bank gave the loan after going through
all the papers at 14% reducing rate of interest. Aizaz asked for 15 lakhs but he got only 10 lakhs from the
bank. Carefully reviewing the status he decided to cut on certain machine and go for them in the latter
period. He ordered for rest of the machine and started the renovation work at full swing as most of the
machines were imported from other countries so it was taking time for the process to get completed. Finally
by October 2012 all the modernization process was completed.
As the investment which Aizaz made till the complication of work was around 18 lakhs in which after the
bank loan Aizaz has used his personal saving too. After the modernization process the price for monthly
membership was kept at 1000 Rs. An advertisement campaign was started in kolar road to promote the
gym, pamphlets and hand outs and posters were given to the public. Free T- shirts were distributed many
other ways of promotions were also used like radio and newspaper adds. Still the membership was not
increasing as per as Aizaz liking.
Aizaz is very worried man as the installment of bank loan has also started and income that he has
anticipated at the beginning has not being achieved so he has started to re-think about the strategies.
Questions for discussion:
1)

Where do you think Aizaz went wrong in planning?

2)

Do a SWOT analysis of Hulk Gym?

3)

Suggest a good promotional activity to Aizaz for his gym?
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About the Company
The Reliance Group, founded by Dhirubhai H. Ambani , is India's largest private sector enterprise, with
businesses in the energy and materials value chain. Group's annual revenues are in excess of $ 30 billion.
The flagship company, Reliance Industries Limited, is a Fortune Global 500 company and is the largest
private sector company in India.
DhirubhaiAmbani founded Reliance as a textile company and led its evolution as a global leader in the
materials and energy value chain businesses. It was in 1957 when he returned to India after a stint with
A.Besse& Co., Aden he started yarn trading business from a small 500 sq.ft. office in Masjid Bunder,
Mumbai.he set up his brand new mill in Naroda, Gujarat. In 1996 Reliance went on to become the biggest
textile brand ‘Only Vimal’. In 1977 the Reliance Textile Industries came with an IPO which was
oversubscribed seven times. Reliance enjoys global leadership in its businesses, being the largest
polyester yarn and fibre producer in the world and among the top five to ten producers in the world in major
petrochemical products. Starting as a small textile company, Reliance has in its journey crossed several
milestones to become a Fortune 500 company in less than 3 decades.
Reliance Industries Limited operates world-class manufacturing facilities across the country at Allahabad,
Barabanki, Dahej, Dhenkanal, Hazira, Hoshiarpur, Jamnagar, Kurkumbh, Nagothane, Nagpur, Naroda,
Patalganga, Silvassa and Vadodara. Reliance Industries Limited (RIL) is India’s largest private sector
company on all major financial parameters with a turnover of Rs. 1,46,328 crore (US$ 28.85 billion), cash
profit of Rs 22,365 crore (US$ 4.41 billion), net profit (excluding exceptional income) of Rs. 15,637 crore
(US$ 3.02billion) and net worth of Rs 126,373 crore (US$ 24.92 billion) as of March 31, 2012.
RIL is the first private sector company from India to feature in the Fortune Global 500 list of 'World's Largest
Corporations' and ranks 117th amongst the world's Top 200 companies in terms of profits. RIL ranks 75th
in the Financial Times FT Global 500 list of the world's largest companies. RIL is rated as the 15th ‘Most
Innovative Company' in the World in a survey conducted by the US financial publication-Business Week in
collaboration with the Boston Consulting Group.
Edited from: "Letter to shareholders", Annual Report 2007-08 and company website
Reliance Industries (RIL) is entering fiscal 2012-13 with the clear message that while its growth is “planned
and focused”, it is also “spontaneous and self-energizing”. In addition, the company states that it is “on the
path to improving its global ranking” in polymers by building “extremely competitive” new assets in India.
“Our outlook for the future continues to be optimistic. It is driven by the fact that the fulcrum of economic
growth is shifting to Asia, propelled primarily by the unprecedented growth paradigm of the two most
populous countries in the world, India and China”, says chairman and managing director MukeshAmbani.

RELIANCE INDUSTRIES LIMITED : INVESTMENT DECISIONS
Reliance Industries Limited is a Fortune 500 company and is the largest private sector company in India. A
company with over 100 subsidiaries has a proven record of its successful expansion and diversification
investment plans. Backward vertical integration has been the cornerstone of the evolution and growth of
Reliance. Starting with the textiles in late seventies, Reliance pursued a strategy of backward vertical
integration in polyster, plastics, petro-chemicals and oil gas exploration and production. The case discusses
the first ever integration investment plan and the latest offer by the ASICS Corporation of Japan
Question no. 1
Looking back at seventies, here a small decision of replacement of an old machine used in manufacturing
of polysters is in consideration.
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The company was using an old machine which turned obsolete. Three new models of the machine were
available.
The forecast particulars of all the machines are given below:

Particulars
Cost of Investment
Life

Machine A
Rs. 5,00,000
5 years

Machine B
Rs. 7,00,000
7 years

Machine C
Rs. 9,00,000
15 years

Net Income (After Depreciation & Tax)
1st Year
2nd Year
3rd Year
4th Year
5th Year
6th Year
7th Year
8th – 15 Year

Rs.
1,00,000
50,000
2,00,000
2,00,000
1,50,000
N.A.
N.A.
N.A.

Rs.
50,000
80,000
2,00,000
2,00,000
1,00,000
1,00,000
1,00,000
N.A.

Rs.
50,000
80,000
2,00,000
2,00,000
1,00,000
50,000
1,00,000
50,000

Rank these machines using the principles of Pay Back Period, Post Pay-Back Profitability Index &
Accounting Rate of Return methods
Question no. 2
In May2012, Reliance Footprint, a branded chain of footwear stores from Reliance Retail Ltd (RRL), got an
offer of an exclusive partnership with ASICS Corporation of Japan, one of the world’s leading sporting
manufacturers, who offered as, “We are delighted to bring globally renowned brand to the India with our
exclusive partnership with ASICS. This partnership further enhances our position in the footprint market in
the country,”.Reliance Footprint chief executive GopalkrishnanSankar told reporters in Mumbai.
With this collaboration, Reliance Footprint can open six new stores exclusively for ASICS in the metros in
the country starting from the middle of this year. The company can enter into Tier II cities in a later phase,
he said. ASICS footwear will be available in India by April initially at Reliance Footprints stores in cities like
Mumbai, Delhi, Bangalore, Hyderabad, Chennai and Kochi.“The collaboration with Reliance Footprint will
enhance our brand in the Indian market as in the rest of the world,” .ASICS Corporation president and
representative director Motoi Oyama said here.
This collaboration would costRs. 50,00,000 and will have a contractual life of 10 years.
The forecasted profits to RIL after the collaboration are given below:

Net Income (After Depreciation & Tax)
End of 2012
End of 2013
End of 2014
End of 2015
End of 2016
End of 2017
End of 2018
End of 2019
End of 2020
End of 2021

Rs.
5,00,000
2,00,000
8,00,000
10,00,000
7,00,000
5,00,000
10,00,000
8,00,000
5,00,000
2,00,000
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It is also estimated that this plan will also require an additional net working capital ofRs. 5,00,000which will
be received back in full after the expiry of the collaboration. Depreciation is provided under the straight line
method. The required rate of return of the company is 10%.
You may use the Present Value table provided in the Annexure I
Using the following techniques, suggest whether Reliance Footprint should accept the offer:
a)

Net Present Value .

b)

Internal Rate of Return.

c)

Profitability Index(Net).

RELIANCE INDUSTRIES LIMITED: FINANCING DECISIONS
Question no. 3
RIL restructures its finance wings for the first time in 37 years
MukeshAmbani-led Reliance Industries Limited (RIL) has undertaken, for the first time in 37 years, a
reorganization of sorts of its financial wing.
On March 29, 2012, as an effort to rise up to the modern global financial challenges and improved
accounting and risk management systems, MukeshAmbani led Reliance Industries Limited (RIL) has
undertaken, for the first time in 37 years, a reorganization of sorts of its financial wing. V. Srikanth, the
deputy Chief Financial Officer (CFO)of Reliance Industries, appointed in August 2010, has been raised to the
position of CFO alongside the current CFO of the company, AlokAgarwal, who is pegged informally as the
'hands-on money manager' at RIL. Reliance Industries Limited at present is expecting an annual earnings
before interest and tax of Rs. 10,00,000. The company has presently raised its entire funds requirement of
Rs. 30,00,000by issue of equity share capital. The present equity capitalization rate is 15%. The company is
now contemplating to introduce debt-financing and replacing a part of equity capital with debentures.
The firm has three options to raise debt to the extent of 30 % or 50% or 80% of its capital.
It is expected that for debt financing 30% of its capital, rate of interest will be 12% and equity capitalization
rate will be 16%. If company raises debt equal to 50% of its capital rate of interest will be 14% and equity
capitalization rate will be 18%. However, if company raises debt amounting to 80% of its capital, the rate of
interest will be 16% on entire debt and the equity capitalization rate will be 20%.
a)

You are required to compute the value of the firm and overall cost of capital under its
present capital structure and after introduction of debentures.

b)

Also, comment on the company’s optimum capital structure taking references from the
relevant theory of capital structure.

Question no. 4:
Reliance Industries (RIL) claims to be India's largest private sector enterprise. It is a major player in the Indian
petrochemicals sector. Reliance's operations capture value addition at every stage from producing crude oil and
gas to polyester and polymer products and are vertically integrated to the production of textiles.
Indian Petrochemicals Corporation Limited
Indian Petrochemicals Corporation Limited (IPCL) is a petrochemicals company located in India. It was
established on 22 March 1969, with a view to promote and encourage the use of plastics in India. Its
business comprises of polymers, synthetic fibre, fibre intermediaries, solvents, surfactants, industrial
chemicals, catalysts, adsorbents and polyesters. In 2007, Reliance Industries Limited (RIL) and Indian
Petrochemicals Corporation Limited (IPCL) wanted to merge together. IPCL is currently raising debentures
worth 30 lakhs from the market. This increased debt burden was a matter of worry for RIL to finalise the
merger decision. CFO of the company, AlokAgarwal wanted to finalise the decision on the basis of the cost
of capital of IPCL. He says, “We will go for the merger if the cost of capital of IPCL will not increase after
raising the additional debt”.
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IPCL’s currently has the following capital structure:
14% Loan
10% Preference Shares
Equity Shares (50,000 shares of Rs. 100 each)

Rs. 50,00,000
Rs. 20,00,000
Rs. 50,00,000

The equity shares of the company are quoted at Rs. 500 and the company is expected to declare a dividend
of Rs. 45 per share for the year. The company has registered a dividend growth rate of 5% which is
expected to be maintained.
a)

Assuming the tax rate applicable to the company @50%, calculate the Weighted Average
Cost of Capital.

b)

As IPCL was raising the additional debt of Rs. 30,00,000 @12%, calculate the revised
Weighted Cost of Capital to advice AlokAgarwal to finalise the merger decision.

The company’s assessment is that it will be in a position to increase the dividend from Rs. 45 per share to
Rs. 50 per share resulting in increasing the growth rate for equity from 5% to 6% but the business risk
associated with new financing may bring down the market price from Rs. 500 to Rs. 400 per share.
OR
The capital structure of Reliance Fresh Limited consists of the following securities :
10% Preference Share Capital
15% Debentures
Equity Share Capital (Rs. 100 per share)

Rs.
1,00,00,000
50,00,000
5,00,00,000

A simplified income statement for the year 2012 is also given below:
Sales
Variable Cost
Fixed Cost

Rs.
1,00,00,000
10,00,000
30,00,000

Assuming a tax rate of 50%, calculate and comment on the operating leverage, financial leverage and
composite leverage of Reliance Fresh Limited.
What would be the impact on leverages for the year 2013, if the sale is expected to increase by 50% every year?
Question no. 5:
RIL to raise capital by Rs. 60,00,000
The new investment plan is expected to yield annual Earnings Before Interest & Tax (EBIT) OF Rs. 10,00,000.
As per the CFO of the company, the following four financial plans are feasible to raise the additional capital:
i.

RIL may issue 60,000 shares of Rs. 100 each.

ii.

The company may issue 20,000 shares of Rs. 100 each and debt worth Rs. 40,00,000.

iii.

RIL may also issue 40,000 equity shares of Rs. 100 each and 20,000 preference shares of
Rs. 100 each bearing dividend @10% .

iv.

The company can also raise the entire amount by the issue of debentures.

The current market price per share is Rs. 500 and is expected to drop to Rs. 350 if the funds are borrowed
in excess of Rs. 20,00,000. Funds can be raised at the following rates :
•

UptoRs. 20,00,000 @ 10%

•

Over Rs. 20,00,000 to Rs. 50,00,000 @ 20%

•

Over Rs. 50,00,000 @ 30%

Assume a tax rate of 50%, If in choosing a financial plan, RIL has an objective of maximizing Earnings per
Share (EPS), advice the company.
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RELIANCE INDUSTRIES LIMITED : LIQUIDITY DECISIONS
Question no. 6
Reliance Industries reduces debt to one-fifth
The debt reduction—the first dip in the last four fiscal years—is in line with the management’s objective of
reducing the firm’s high-cost debt as cash comes in from its Jamnagar refinery and the Krishna-Godavari
D6 gas block. While the company reduced its unsecured debt by almost one-fifth.
An RIL spokesperson said: “Reliance Industries continues to pursue prudent financial management
initiatives and strives to enhance value for all stakeholders” but stopped short of specifying if the company
will continue to retire more debt. Other RIL executives in the past have been more categorical. Addressing
shareholders in the annual general meeting in November, RIL chairman Ambani had said that “with a current
cash balance, Reliance is among the financially strongest companies in emerging markets”. And to continue
the same trend, RIL will always focus on maintaining liquidity. For the said purpose, the Finance Manager is
asked to prepare a quarterly statement of Cash-flows of the company. The following details are provided to
the Manager for making the statement:
a.

Opening Balance of Cash as on April 1, 2012 is Rs. 4,00,000.

b.

Cash Sales are 25% of the total sales and balance 75% will be the credit sales. 60% of the
credit sales are collected in the month following the sales, balance 30% & 10% in the
subsequent months thereafter.

c.

Quarterly Interest payable Rs. 30,000 & quarterly rent payable @ Rs. 5,000 per month due
in April.

d.

Capital Expenditure expected in May Rs. 4,00,000

e.

Wages to be paid 75% in arrears following month.

f.

The company keeps a minimum monthly cash balance of Rs. 5 lakhs and cash in excess of
Rs. 7 lakhs is invested monthly in government securities. Shortfalls in the minimum cash
balance are made good by borrowings from banks. Ignore interest received and paid on
these investments and borrowings.

g.

Various forecasts are as follows :

Months
January
February
March
April
May
June

Sales

Purchases

Wages

12,00,000
13,00,000
15,00,000
16,00,000
18,00,000
20,00,000

6,40,000
6,40,000
5,00,000
4,00,000
1,00,000
1,80,000

80,000
80,000
1,00,000
1,20,000
1,50,000
1,40,000

Prepare a cash budget for Reliance Industries Limited for three months commencing April,2012 :
Question no. 7
“Inventory management is always vital for a business because an inventory very often incurs the biggest
expense, and so it needs to be carefully controlled in order for the business to run effectively. Having the
wrong inventory, or too much inventory can deplete resources to dangerous levels, so by managing it
efficiently, the business will be aware of what stock they need to replenish and what needs to be shifted.
Apart from this, certain costs like Carrying & Holding costs un-necessary increases the total cost of
production”, said Anil Ambani in a press conference. Keeping these points in mind RIL uses certain
Inventory Management tools to order raw materials in right quantity. However, sometimes discounts from
the suppliers are sufficient to place order in bulk. The situation below highlights one such incidence.
Reliance Agri-Products Distribution Limited buys pulses in a lot of 125 sacks which is a three month supply.
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The cost per sack is Rs. 125 and the ordering cost is Rs. 250 per order. The inventory carrying cost is
estimated @20% of the unit value per annum.
You are required to ascertain:
a)

What is the total annual cost of pulses as per the existing inventory policy?

b)

How much money would be saved by employing the Economic Order Quantity (EOQ)?
OR

A subsidiary of RIL, Reliance Wellness Limited had in stock 10,000 units of an item valued at Rs. 10 each.
Further purchases were made during the month as follows:
July 10

4,000 units @Rs. 12.50

July 14

6,000 units @Rs. 15.00

July 24

8,000 units @Rs. 16.50

Issue to various shop floors was as follows:
July 16

16,000 unit

July 28

10,000 units

You are required to:
a)

Year
P.V. at
10%
P.V. at
15%
P.V. at
20%
P.V. at
25%
P.V. at
30%
b)

Prepare a Store Ledger Account for the month of July on the assumption that materials
were issued on First in First out (FIFO) principle.

1
0.909

2
0.826

3
0.751

4
0.683

5
0.621

6
0.564

7
0.514

8
0.467

9
0.424

10
0.386

0.870

0.756

0.657

0.572

0.497

0.432

0.376

0.327

0.284

0.247

0.833

0.694

0.579

0.482

0.402

0.335

0.279

0.233

0.194

0.161

0.800

0.640

0.512

0.410

0.328

0.262

0.210

0.168

0.134

0.107

0.769

0.592

0.455

0.350

0.269

0.207

0.159 0.123

0.094

0.073

State the value of Closing Stock at the end of July if issues are priced at Weighted Average
Cost principle.
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MUTUAL FUND CRISIS
Dr.Swati Tiwari
Professor & HOD,
SCOPE College of Engineering, Bhopal

On a bright sunny morning of March 01, 2013, all the newspapers were full of the news related to a very
basic annual budget for the financial year 2013-14. Although the growth rate of the economy was a major
issue before the government but this was also a pre election budget, hence the government did not took any
extraordinary steps. But the fact that 2012-13 was quite an entrepreneurial year with FDI in Retail and
Insurance cannot be ignored. March has always been a chaotic month for all financial marketers as this is
the last month of financial year, hence pressure of achieving target as well as finalizing the policies,
strategies and targets for next financial year. Mr. Satish, territory manager in the leading Mutual Fund
Company naming Nivesh Money Ltd, Bhopal, was also feeling the pressure. The total assets reduced by
about 6% which is Rs.42,000 crore for the fiscal year 2012-13. After a few brainstorming sessions and
discussions with his counterparts and colleagues Satish realized that Mutual Funds are less preferred by the
investors over banking sector investment instruments.
Nivesh Money Ltd. is a joint venture of, Nivesh Bank of India and Money Ltd. of the United Kingdom, one of
largest players in the financial service sectors. In a span of over 15 years since inception and just over 11
years of the Joint Venture, the company has reached a strategic as one of the largest Asset Management
Company’s (AMC) in the country, contributing significantly towards the growth of the Indian mutual fund
industry.
To address the problem and to formulate the strategies Satish called Mr. Rajoria, one of his promising
Branch Managers for discussion.
Mr. Satish showed his concern and tension saying “the total assets of the company are now at two year
lowest, the average asset under management (AUM) of the industry dipped to ＄130 billion at the end of FY
2012-13. This followed a dip of 7 percent from the previous fiscal 2011-12 when total AUM dipped to near
＄140 billion. Also, the total number of investors across 44 fund houses declined by around ＄200 billion in
the FY 2012-13. Where are we going wrong?”
Mr. Rajoria: "The reasons were very evident and can easily be identified." He added, “lets be realistic and
face the music, its high time we acknowledge the fact that investors prefer banking products over Mutual
funds. I can say this confidently as I am in direct touch with the investors"
Mr. Satish: "Actually, the figures also showed that investment in fixed maturity plans (FMPs) had declined
significantly loosing itself in the hands of Bank fixed deposits (FDs)."
Mr. Rajoria: “I think this shift is due to the features of the two products. Sir, in bank FDs expected rate of
return is fixed, more certain and guaranteed, the expense ratio is less. Whereas in FMP's the expense ration
which declines the returns was more which ranges 0.25%-1% per year. Moreover the exit load also was to
be borne by the customer which was of 1%-3%."
Mr. Satish: "I do not fully agree to this, FMPs are also providing competitive features like no penalty over
the premature withdrawal and the dividends received were tax deductible which is not same with interests.
Most importantly FMPs result higher and better returns."
Mr. Rajoria took a step further and said “Sir, it is about the perception of public that the banks are best
investment institution which ensure the security of capital with a reasonable returns. This perception had
strengthened during the ups and downs of market in last few years."
Mr. Satish defended his point of view saying "most of the investors are not even aware that during financial
crises banks could utilize 70% of their deposits while mutual funds could be a safe alternative." Satish
added, "but after all, this is a quite serious issue, we need to work over this issue otherwise we will loose
market share. I think we should focus on the awareness of public towards the benefits of FMPs".
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Mr. Rajoria agreeing to the solution suggested, "We can resort to training of employee and advertising our
products in such a way which enhance the public awareness about the benefits of mutual fund FMPs. In
addition to that we could launch some additional schemes along with the product so that its sales
becomes easier."
Mr. Satish gave a nod "Yes Mr. Rajoria, we can certainly introduce some schemes but these need to be in
accordance with the AMFI norms and guidelines as well as with the company’s objectives and policies.
We need to keep up to our companies values of building relationship and trust…”. Satish concludes the
meeting saying "Thank you, Mr. Rajoria for the first hand information and feedback, we will be meeting
soon to review our performances hopefully after our suggestions are put into action."
Mr. Rajoria leaves the cabin leaving Mr. Satish in dilemma regarding what can be done so that the public
considers mutual funds a better investment alternative.
Exhibit 1

Questions for discussion:
1)

On the basis of the comparative analysis, suggest the customer with the best investment
proposal between Mutual Funds’ FMPs and Bank FDs.

2)

“The perception of the public that the banks were best investment institution” How far do
you agree with the above statement?

3)

What changes in product\features\training\advertising etc do you suggest so that inves
tors prefer the mutual fund FMPs over bank FDs?
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PETOO PARATHA - THE FOOD JOINT
Prof.M.P.Singh
VNS Group of Educational Institutions, Bhopal, India

Shivanshu a food freak working with middle level organization could not find time to cook as he normally
leaves office late and reaches early but always dreamed of having good food at competitive price. Nutritious
food and social networking is what younger managers are crazy these days. Shivanshu and his friends
always dreamt of a place where quality food with competitive price can be served. Their problem was solved
by Ankur a budding entrepreneur who had travelled across india to know food habits predominant at various
places and was fascinated with the concept of paratha wali gali of Delhi,Lucknow & Indore.
How to start a food joint for people like shivanshu and his team, was what Ankur always thought of and how
to reach them was a big worry for him, after long search his problem was solved by a professor of college
he suggested to use social media like Facebook, YouTube, Twitter, to reach out to these customer who
were computer savvy Ankur understood and started food joint by the name of Petoo Paratha and could
easily reach out to these young customer through social media
Next big decision Ankur was to take when , where and how to launch his new food joint and the day decided
by Ankur and his branding team was Valentine's day as on this day no matter how young or old everyone is
active on social media (as per statistics 7 crore people use social media in India ).
And its impact was visible on Ankur food business too as he could establish food joint Petto paratha chain
in couple of months.
Questions for discussion:
1)

What type of customer Petoo Paratha was looking for to establishing his food chain?

2)

What are the benefits of branding through social media as compared to traditional media?

3)

Can social media create brand equity for food joints?
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L’OREAL MARKET STRATEGY AT CROSSROAD
Prof. Shakoor Khan
Rtd. Principal Saifia College, Bhopal, India

Company Background:
L’oreal India, part of the 22.46 billion-euro L’oreal groups drawing up its strategy to sustain its growth
momentum in india. The company is planning to develop new technologies and product in its laboratories
at Mumbai. India being developed nation constitute with huge masses, mostly belong to the middle class.
Considering this aspect and to woo the Indian middle class L’oreal India has introduced its products in small
packs affordable prize points. As part of its retail strategy the company is launching a slew of initiative to
gain high visibility for its products in Indian market.
Research & Innovation:
Satyaki Ghosh, Director Consumer Product Said” Our R&I centre has a dual mission: to adopt the
technologies developed by worldwide centres to meet the expectations of Indian consumers. And we are
looking for green field projects-from ideation to implementation of projects and designing new technologies
and products at our centre”.
Product Verticals:
L’oreal has four verticals in india, including consumer products, Luxury products, Professional products and
active cosmetic for which they envisage 3-Pronged Strategy for growth.
Small Packs:
The L’oreal group plans to invest a total number of 140 million euro (Rs. 970 Crore) in india from 2011 to
2016.To reach out to a wider audience l’oreal india is now sharpening its focus on mass market strategy in
competitive markets. “We are seeing the emergence of a large middle class. We are creating smaller packs
to go deeper in india. At affordable prices consumers can now get high end products. The company has
introduced its brands “Garnier Colour Naturals” in small economy packs and single use packs across the
country. Garnier Colour Natural is launched in smaller packs at Rs. 59, while original cost Rs.159.The
company has also launched 25 tubes of face wash and shampoo in sachets prices at 1.50.
In an interview with Business Standards, Jacques Challes, managing director, L’Oreal India mentioned that
in keeping with the Indian marketing strategy, the firm is investing across the product value chain right from
research and innovation, manufacturing, distribution and marketing - empowering the subsidiary in the
process. It has also sanctioned investments of over 10 million euros (that is, over Rs 64-65 crore) in each of
these areas.
In the last few years, there have been quite a few products that have been locally developed and launched
including the Garnier men’s range, Garnier shampoo plus oil, a two-in-one shampoo, a special shampoo for
kids, again under the Garnier brandname, and a hair colour range called Color Naturals. Of the lot, the men’s
range has been exported to neighbouring Asian markets, while Color Naturals has been exported to both
Asian and Eastern European countries.
The Indian unit hopes to increase exports of its products for which it is expanding capacity of its production
facility at Chakan, near Pune. From 180 million units per annum, the firm is taking it up to 250 million units
per annum by July this year. “In the next two years, we will take this up to about 400 million units per
annum,” says Challes.
At the same time, it is strengthening its supply chain by improving fill rates and lowering inventory levels
amongst its 600 distributors. “The idea is to strengthen our existing network,” says Challes.
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Easily one of the most sought after advertisers, L’Oreal is also increasing its over Rs 100 crore advertising
budget in line with sales growth. “Garnier alone is amongst the top three advertised beauty brands in the
country,” says Challes. “With sales growth, our share of voice would also have to grow,” he says.
L’Oreal has four verticals in India including the consumer products division, luxury products, professional
products and active cosmetics. Of the four, the consumer products division which includes flagship L’Oreal,
Garnier and Maybelline contribute close to 70 per cent of the Indian’s unit turnover. So that is clearly the key
one for the French major. But the cosmetics giant is expanding its professional business with products
targeted at the high, mid and lower-end salons. It is also stepping up its retail presence with specialized
boutiques that will house its Kiehl’s range of luxury products.
While organic growth remains key to L’Oreal, Challes does not rule out the possibility of acquisitions in India.
“Either we do an acquisition that we can take globally or we do something that can complement our
strengths. I think the latter would apply more to us in India,” he adds.
High Visibility:
The Company is now hosting visibility related activities with modern trade as well as general stores. L’oreal
is running a programme called “Dominance” When it goes to a new place it takes some retail space in
markets and put up picture of brand and its celebrity endorses. The idea is to create L’oreal India ambiance
in the retail space. At a time when companies are dealing with slowing down demand, L’oreal India is
gearing up to drive profitable growth in Indian markets. The 2.5 billion euro Indian beauty market is still
growing at the rate of 18 percent. There is not much down turn in this sector. Due to emergence of a young
urban elite population with higher disposable income, the market size of cosmetics industry of Rs. 10000
crores in 2012 will touch Rupees 20000 crores by 2014.
French cosmetics major L’Oreal is going Indian with a vengeance. The firm, whose Indian unit has a turnover
of Rs 1,000 crore, will spend the better part of this year launching some locally-developed products — part
of its strategy to get the Indian consumer hooked to it.
Questions for discussion:
1)

Assess the impact of youth purchasing behaviour of cosmetics

2)

Discuss how changes in purchasing power have altered the demand and supply of beauty market.
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PRACTITIONER’S
INSIGHTS

CAREER DEVELOPMENT IN A CHANGING WORLD
Allan Gatenby

Director of Programs, ACPI - Australia

A Changing World
Happy people, happy nation. Engaged employees, productive organizations. Productive organizations, a
wealthy nation. Career development and workforce strategy has a direct impact upon individual,
organizational and national wellbeing. Overwhelmingly research tells us that money does develop a sense
of fulfilment and worth. This is more related to individuals feeling valued, making a contribution to personal
and family, organizational and national wealth. Career development has a key role in developing a culture of
value and wellness.
Career development itself is continuing to evolve and gain prominence in contributing to GNP. It is shaping
and being shaped by a rapidly changing world. Globalization of the labor market, social and cultural change
(inter and intra cultural perspectives) and generational changes are redefining purpose, practice and product
of career development practice. In the past we generally saw career development as something for the
young, the unemployed and as a way of enabling social responsibility and responsible citizenship – it is
everyone’s responsibility to work, to contribute to community good and national wealth. This view places
responsibility upon the individual and a means of apportioning blame when the individual didn’t find and
keep employment. Changes in the workplace were often blamed upon individuals who were redundant,
unemployable etc. rather than a matter of shared responsibility.
There is a mind shift occurring which is redefining career development practice, our view of ‘career’ and the
focus and practices associated with shared responsibility of change and transition. This change parallels
changes in organizational leadership and increasingly utilizes a positive view of the world, the opportunities
it offers and the value of a professional who assists supports and facilitates transitions.
Career Development Practice: A Framework for Thinking and Acting
One of the difficulties globally has been the inability of career development professionals to conceptualize,
articulate and effectively communicate to the community an easily and commonly understood service
model. It is commonly understood that if an individual or company needs help in matters such as health, law,
finance the community there is a professional from whom assistance can be sought. If you are unwell you
go to a doctor, if you need legal help you go to a lawyer and if you need financial help you go to a financial
planner. These services are easily known and generally easily accessible. However this is much less clear if
you want help with career matters. The differences between work, job and career are not clearly understood.
Services are not so clearly visible or accessible and most certainly more accessible for those who have
financial independence.
Early services tended to focus upon career entry. Services tended to be based around fitting ‘round pegs
into round holes’; opportunities were driven by job vacancy, national and organizational need. It was the
individual’s responsibility to fit, adjust or respond to ‘what is’ rather than what ‘could be’. Career education,
if provided, was concentrated in the final years of schooling, had little to do with possibility thinking and
most certainly was locally orientated. With the developments in knowledge, technology the world has
changed. Labor markets are no longer locally or nationally focused. India can no longer support its own
population and the labor market and labor transition has become global. Decision making is no longer
restricted to what career. Career development now includes decision making about what, where, when and
how?
Contemporary career development practice is shaped by increased knowledge about globalization,
technology, generational, gender and cultural differences. Quality is defined by differentiated services,
delivered by a diverse group of professionals. We are now beginning to see the emergence of services which
reflect differing client needsand the diversity of service providers. Accompanying differentiate services is the
development of inclusive practice and particularly language.
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Career Practice Model
It is better understood that career development practice is organic. It grows from the interplay of 3 key
variables – process, differentiate clients and diverse practitioner orientation. By understanding these 3
orientations the possibility of differentiate services begin to emerge.

CLIENTS

PROCESS

Entry:

Profiling: Self-knowledge

youth, long term unemployed, migrant
Transition:

Opportunity Analysis: knowledge of organisations,
career, selection processes and sociology of
workplaces

Promotion up or across workplaces, global, life stage
(retirement)

Preparation:Planning, strategies, resourcing, skill
development

Career Management:

Actioning:Self-marketing, networking, self-selling

Talent Management, performance, leadership

Key Concept: INDIVIDUALISING

Key concept: DIFFERENTIATING
PRACTITIONER
Counsellor, Advisor, Consultant, Coach
Change Facilitator
Key concept: Creditability

Figure 1
Career Planning Process
Traditionally, irrespective of the client (and of the practitioner) needs, career planning had 4 key elements.
Success is more likely to be achieved if the Individuals would be more successful if they had knowledge of
self, the world of work (jobs, selection processes), planning strategies, and interview skills. It was largely a
‘one size fits all’ approach. The process was lineal and thinking in this model always preceded action. The
assumption was that with knowledge individuals would be successful. The practitioner role was to assess,
to recommend and to guide.
Contemporary practice is less lineal, more individually and skills focused. Successful outcomes are now
conceptualized in terms of the individual’s ability to self-market and self-sell. Effective marketing requires
deep knowledge of both the product (self) and the target market (world of work). Investigation can be
simultaneous and one shaping and redefining the other. Metaphor and narrative are increasingly
complimenting psychometrics. Rather than the lineal approach of self-assessment preceding opportunity
analysis increasingly practitioners are creatively moving from focus to focus, deepening understanding as
an organic and creative process. It is now possible to describe a preparation process rather than a planning
process. Preparation processes enable practitioners to spiral development and build understanding upon
increasing awareness and better accommodating changes in both the individual and the world in which they
engage. In this view fulfilment (success) grows out of investigation of the key elements of self, life
opportunities, self-marketing and self-selling.
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Self
Knowledge

Self-Selling

Preparation &
Planning

Opportunity
Awareness

Self
Marketing

Figure 2
Differentiating Individual Needs
For the sake of simplicity differing clients have been grouped according similarities in life experiences and
career need.
Career entry clients are individuals with limited work experience upon which a portfolio of experience can
be built and sold. Their transition involves transition for unemployment to employment. Self-marketing and
self-selling is largely based upon skills rather than experience.
Transition clients are transitioning up, across or out (region, country, and employment). Their
self-marketing and self-selling is most often around developing and presenting proposals based upon
achievements and results.
Career Management clients are corporate and leadership focused. Rather than individually based services
delivered to organizations which a focus upon talent, engagement, productivity and sustainability practices.
Transition is organizationally focused.
As needs are differentiated so too can the content and tools of the process be differentiated and
individualized. Whilst the process may remain the same the tools, emphasis and focus will vary.
DiversePractitioner Discipline
Career development practitioners come from and draw upon a range of professional orientations. The
strength of the profession is measured by the diversity of its practitioners. Unlike other professional sectors
career development practitioners work in a range of settings. It includes and professional which assists
individuals and organizations to improve the life chances of individuals. This includes a range of occupations
including HR specialists, educationalists, community workers, rehabilitation workers, coaches, counsellors,
Youth workers, Retirement specialist in private and public practice. Often they will be described as
counselors, consultants, coaches, advisers and this is determined by the ‘discipline’ from which they come.
The one thing they all share is that they are change managers/leaders/facilitators. It is imperative that the
practitioner understands and embraces change and all the stresses that is integral to change. With such
diversity and differing contributing disciplines it is little wonder that as a profession career practitioners have
not been able to agree upon a service model. However practitioners can and ought to be centered on
change and transition.
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Changing World View and Changing Practice
In this rapidly changing world there are some emerging imperatives:
Start Career Development Earlier
Career education ought to become an integral component of the school curriculum from entry to graduation.
Schools are to be encouraged to development a curriculum response to career development as well as
developing the advisory services to support transition from school to post school engagement.
Develop Inter and Intra Cultural perspectives
With increased mobility, increasing opportunities and changing occupations our labor force must become
more agile which will require differing cultural understanding and acceptance. More preparation at the point
of departure rather than remedial actions at the point of destination will enhance life chances and reduce
transition stress.
Embrace Diversity
Anthony de Mello (De Mello, Song of The Bird) says “the community that domesticates it rebel has peace
but no future”. Diverse world views challenge social order and threaten the status quo. Embracing diversity
and channeling differing views towards common good will build a stronger community. Better understand
gender, class, religious and generational changes will stretch leadership internationally but will also provide
the way for enhanced quality of life. Through differentiated services individual and hence collective
outcomes will improve.
Embrace Change
Sometime a glass is described as being half empty, other times as half full. On the odd occasion the glass
is described as being the wrong size. Whatever the view change is inevitable and builds capacity for
different things. Change must be seen as inevitable, positive and be embraced.
Support Practitioners with competency Based Learning and Development
Qualifications are an important component of developing professional practice. Career development is a
technique based profession s it is imperative that professionals are not only provided with competency
based undergraduate training but also continuing professional development which enhances and changes
practice in line with the changing world. Universities and colleges can lead this development in collaboration
with industry bodies.
Enhance Professional Standards
A chain is only as strong as its weakest link. So too is career development practice. Sadly in the absence of
clearly articulated professional standards and well developed and effectively delivered professional
development many practitioners remain poorly trained and supported in their practice. Professional
Associations globally have struggled in developing and building professional standards. Career
Development practice is a technique base relational profession. Change is one constant in life. Professional
practice must also change. Increased professional knowledge along with a changing world builds a
compelling case for a key standard of continual professional growth and refined practice. Qualifications are
a license to practice but communicate little about the quality of that practice. Accreditation by a relevant
Professional Association should indicate the quality of the service provided by the practitioner. Certification
is an assessment by an independent auditor validating that the standard described is what it purports to be.
Conclusion
We live in exciting times. Career development professionals stand in sacred space – at the edge of people’s
greatness. We should celebrate the contribution that career development has and will continue to make to
individual, community, organization and national wealth. It is a pursuit that should always be in community
and therefore career development is not an individual pursuit. Together we make a difference.
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Practitioner’s Profile
Allan Gatenby, (Director of Programs and CEO, ACPI – Australia), has over 30 years
of exceptional leadership experience, holding an M. Ed. (Leadership & Management),
and specializing in transition management. He holds additional qualifications in
Training & Assessment, Investigation and Conciliation, OHS, Choice Theory, Reality
Therapy and Lead Management. He has also trained as a facilitator with both the
Franklin Covey and Glasser Institutes and is an internationally accredited Career
Planning Practitioner. He is an ICCI Board Certified Career Management Fellow.
In 2011 Allan was appointed to the Board of Governors for the Institute of Career Certification International.
He is also the CEO of ACPI-Aus and the President of NSW Division of CDAA. He was recently recognised
for his services to the Career Development industry by being included in the 2010 -2011 Stanford Who’s
Who. He was nominated for a National Award for Quality Leadership in school development in 2005 and has
worked across both public and private sectors as a change manager.
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BOOK REVIEWS

‘STRATEGIC MANAGEMENT – CREATING VALUE
IN A TURBULENT WORLD’
Ms. Sumedha Sharma
Lecturer, School of Management
Jagran Lakecity University Bhopal, India

Authored by Peter Fritzroy James M. Herbert, this book tries to reflect the competitive environment in which
the future strategic managers will have to work. Main objective of the writer has been to identify how
strategic management can be used as a tool to deal with problems of a modern business environment.
These problems are complex, unstructured and non-routine in nature. The focus of this book is on how to
take decisions that ensure not only the survival but also the success of the firm despite having encountered
unforeseen situations and circumstances. Essence of this work is how should a firm generate value even in
turbulent times? It covers the gamut from the soft side of visioning and values to the hard side of missions
and objectives, all of which play a pivotal role in creating the future direction of the firm.
Having read this book one realizes that the author has started with clearing the basics on strategy. He has
clearly defined the terms Strategic decision, Strategy and Strategic Management to develop an
understanding of the concept in the first place. The author’s presentation of argument seems to be crisp and
neat because of the use of graphs, charts, tables and figures. Also a lot of relevant examples from the
industry have been incorporated in the book to illustrate and convey the idea.
The book establishes a correlation between stakeholders and generation of sound organization value. It also
delve’s into the details of how to implement a strategy once framed, to make it a success. There is an
analysis on what type of strategies to be adopted in different business situations. The writer has given huge
emphasis on the skills and competencies of the work force for enabling them in coping with dynamic work
environment. He suggests that in today’s world of multi industry competition, sensing of the environment is
the key to strategic thinking. He has identified that a leader’s task is to ensure that people don’t get too
comfortable, to maintain a state of vigilance even when the firm appears to be successful.
The book consists of a review of financial markets and their impact on strategy. It gives an insight on the two
markets in which a firm competes and the relation between them. It draws attention towards the types of
risks and their management. Also the importance of accuracy of financial reports is highlighted, since
investors rely heavily on them for their investment decisions. This work addresses the inexorable issue of
cost reduction and discusses the cost drivers such as economies of scale and experience curves. The
author has emphasized on the importance of the resource based view of the firm as a determinant of
success. He states that firm’s performance is strongly influenced by resources of the firm and how well
these resources are integrated into competencies.
It has been established in this piece of writing that three major questions need to be answered before
framing a strategy, they are where to compete, how to compete and how to formulate the growth strategy.
Author talks at length on to how to manage innovation in a business and what aspects need to be looked
into while introducing innovation.
It can be concluded that this book serves as the basis for analyzing overall perspective on strategic
management of the enterprise. It includes the concepts from all the disciplines like marketing, economics,
finance, accounting, and information technology and organization behavior to understand how strategic
management framework can be developed in a work setting. Hence it can be said that this book gives a
holistic view on strategy formulation with reference to a business organization.
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‘INFERNO’
Dr. Rolii Khare
Lecturer, School of Humanities and Arts
Jagran Lakecity University Bhopal India

‘Inferno’ is Dan Brown’s latest foray into a maze that he so brilliantly creates and mystifies us with. But this
time there is no secret society. There is just this one man, Bertrand Zobrist, who is immensely influenced by
Dante’s ‘Divine Comedy’ and Malthusian Theory of Population. According to Zobrist, if nothing drastic is
done to prevent further population growth, a day will arrive when the earth will no longer be able to support
the human species and the entire race will perish. But, he also feels that humans themselves do not fully
comprehend the gravity of this situation. And so, Zobrist decides, a drastic measure has become necessary.
Something like the ‘Black Death’ in the Dark Ages in Europe and Central Asia.
As the story unfolds you realize that Zobrist has taken the responsibility of the plague upon himself. And
Robert Langdon, of course, has to prevent him from doing so. Certain things about a Dan Brown novel are
standard. There is Robert Langdon, chasing a very secret and formidable enemy, in a very tight deadline of
24 hours, and is helped by a girl who may or may not have a connection with the other side. This time round
the girl helping him was a child prodigy and her IQ exceeds that of a normally intelligent person. She thinks
on her feet and even helps Langdon in deciphering puzzles. And yes, there are puzzles and paintings and
museums. Only, this time the plot is further complicated because Robert Langdon has amnesia and
recurring dreams loaded with ‘symbols’ bother him. Predictability can be a downside but personally, I do not
think that the familiar-sort-of -factors of the novel make it any less interesting. Once you are into the book a
couple of chapters through, it become a page turner and you just cannot put it down.
This story takes you back to Italy and the setting is in Florence in the earlier part of the novel. In fact I read
it somewhere that Dan Brown actually relocated to Florence and wrote about it there. He also happens to
have visited all the museums and churches he talks about and has personally seen the secret passages that
he mentions in the novel. Well, he is Dan Brown! At the beginning of the book, you are told that the
references to all the art works and places of historic interest are true. And that I feel is the best thing about
the novel.
The kind of research that Brown does is humongous and breathtaking. Apart from art, there are very liberal
references to Dante’s ‘Divine Comedy’ which forms the basis of the novel. ‘Divine Comedy’ is an epic poem
written by Dante Alighieri between 1308 and 1321 and is divided into three parts, namely, ‘Inferno’,
‘Purgatorio’, and ‘Paradiso’. It literally and allegorically talks of Dante’s journey into afterlife in an attempt to
find God. In the first part of the epic he goes through the nine circles of hell or ‘Inferno’ guided by Virgil’s
ghost. And it is this ‘Inferno’s’ ‘Map of Hell’ that is referred to in the book. This map was illustrated by
Botticelli on a parchment and was painted by him somewhere between 1480 and 1490. The historical and
literary references almost sweep you off your feet and the experience is overwhelming. An added advantage
is that you somewhere want to revisit the epic classic and see for yourself the magnificent journey that Dante
undertakes.
It is a fiction with certain verifiable facts. And this is what makes Zobrist’s character disturbing. You know
somewhere that something about what he says is actually true. The ending is totally different from what we
are led to believe from the start, and may surprise you. The novel takes you from Florence to Venice and then
finally to Istanbul for the denouement and you’ll enjoy every moment of it.
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AIMS AND SCOPE
‘Jagran International Journal on Contemporary Research’ is an academic research journal of Jagran
Lakecity University Bhopal, which aims to address most salient problems of research in
multidisciplinary framework. The journal focuses on providing a platform for academicians and
practitioners to interact and exchange their ideas through their scholastic precisions. The Journal is
a peer reviewed publication focused towards researchers, educators, practitioners, policy makers,
and students. The Journal invites:
Original scholarly research papers
Research articles
Case studies
Practitioner’s insights
Book extracts
Book reviews
Conference reports and
Ph.D summaries
The Journal seeks to cover diverse range of research areas with the objective of extending existing
theories and bringing to forefront the application of these theories in an innovative manner.
Possible areas of research include, though not limited to the following tracks:
Business and Management
Commerce and Economics
Arts, Language and Literature
Social Work and Humanities
Public Administration, Law and Order
Education
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SUBMISSION GUIDELINES
Submission Requirements: Before submission contributors should confirm that their manuscript is
not under review for publication elsewhere, and will not be submitted to another publication entity
during the review period at Jagran. Authors, whose manuscripts utilize data that are reported in any
other manuscript, published or not, are required to inform the editor of these reports at the time of
submission.
On top left corner of the Manuscript, track of the research should be mentioned in Times New
Roman, (TNR) 12 point bold font. All papers should be produced and formatted in MS Word; 1”
margin all-round; Typically, papers should be no longer than 20 single column, single spaced pages,
TNR 12-point font, inclusive of references, tables, figures and appendices. Title of the paper should
be written in TNR 16 point, centrally aligned, bold fonts whereas name of the author and affiliations
are to be written TNR 12 points, bold, centrally aligned. Paper should start with the abstract of
around 300 words, TNR 12 points, Italicized followed by maximum 6 keywords. All manuscripts
should use not more than three levels of heading. First level of heading should be written capitalized
TNR 14 points, bold. Please do not use page numbers. Figures and tables should be submitted in
grayscale, sequenced, titled in bold; avoid footnotes and endnotes; references should be in Harvard
Style.
Review process: All submissions will be blind reviewed. For each manuscript that passes the initial
review stage, the editor assigns an action editor (either him- or herself or an associate editor or guest
editor) and three reviewers. The manuscript's action editor makes publication decisions about it.
However, these decisions are made in conjunction with recommendations provided by members of
the Journal's Advisory Board or other qualified reviewers.
Feedback: The Journal strives to provide developmental feedback to authors within approximately
45 days. However, the initial quality of the manuscript can dramatically influence both the efficiency
and effectiveness of the review process. Therefore, manuscripts should always be reviewed by your
scholarly colleagues prior to submission to the Journal.
If you have any submission or style questions please contact Dr. Sehba Husain at:
editorjagranijocr@gmail.com or +9993419493.
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