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EDITORIAL
th

With great pleasure we present the 9 Volume of
Apeejay Business Review to the community of
scholars and practitioners. The current Volume of
the journal provides interesting reading for
academics from all functional areas of
Management. There are articles on HRM,
Finance, Information Technology, Public Policy,
Ethics and Strategic Management. Besides, there
are incisive book reviews for the benefit of
discerning readers. All the articles are imbued
with fresh insight and contemporariness. We
strongly feel that the present Volume will enrich
the readers with new perspectives on diverse
areas of Management.
The first article “Social Comparison and
Materialism as Predictors of Organizational
Effectiveness” by Soumendu Biswas is an
empirical study of two organizations covering
senior, middle and lower level managers. The
study focuses on role of social comparison and
materialism towards improving employee
motivation and performance, which in turn leads
to higher levels of organizational effectiveness.
The paper is based on extensive literature survey
of the relevant articles. In conclusion, the author
explains that social comparison and materialism
alone do not have a strong relationship with
organizational effectiveness, unless it is mediated
by distributive justice and employees'
performance.
Second article “Role of Personality and
Intelligence in Coping with Stress among Young
Managers” by Sunil Kumar and Y K R Sharma
examines the role of personality and intelligence
in coping with stress among young managers.
The authors have explained the role of
personality factors in coping styles, role of IQ in
coping with stress, the relationship among
personality attributes, pattern of coping with
stress and IQ, and the relationship among
personality attributes and coping styles. The
empirical results revealed that measures of
personality and intelligence correlate positively
with coping styles.
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The temporal relation between stock index and
index futures has been an area of interest for
academics, regulators and practitioners alike as it
gives an idea about efficiency of the market, its
volatility and arbitrage opportunities, if any.
Sathya Swaroop Debasish and Bishnupriya
Mishra in their article, “Futures Trading and Spot
Markets: A Lead-Lag Analysis in India” indeed
focus on these issues. Their paper examines the
lead-lag relationship between futures and spot
markets in India, for both the available stock
index futures contracts i.e., NSE Nifty and BSE
Sensex of National Stock Exchange (NSE) and
Bombay Stock Exchange (BSE) respectively.
They employ a Bivariate GARCH model to
explain price discovery of futures market.
Empirical results given in the paper confirm that
futures market plays a price discovery role,
implying that futures prices contain useful
information about spot prices, in line with past
findings in the relevant literature.
The fourth article “Social Networking Model for
Semantic Web” by Monika Arora provides
pragmatic insight on how the semantic web is
being explored and would be used in the future.
The personal or the professional set of
relationships between individuals form the
foundation of social network that represents both
a collection of ties between people and the
strength of those ties. Often used as a measure of
social “connectedness”, social networks help in
determining how information moves across
groups, and how trust can be established and
fostered. The social networking model aims at
unfolding the importance of social networking to
the society and also investigating the manner in
which the semantic web is being used for the
purpose. The article examines the pattern of social
networking information being encoded and used
on the World Wide Web.
Knowledge Management has evolved as an
important academic discipline over the last three
decades. However, a universally accepted
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theoretical framework of Knowledge
Management is still elusive. Deepanakar
Chakrabarti and Pankaj Kumar Gupta have
collated the differing views on Knowledge
Management so as to construct a holistic
theoretical perspective on the subject in their
article “Theoretical Framework of Knowledge
Management”. They have critiqued the existing
literature on knowledge and Knowledge
Management in this article.
Ethics is said to be the science of morals;
recognized rules of conduct. Moral judgment
requires moral standards by which we judge
human conduct. After the nature and concept of
ethics, we can say that business ethics is nothing
but the application of ethics in management. The
article “Ethics, Management, and Religious
Scriptures” by Rajakishore Nath gives an
interesting critique of business ethics from the
perspective of various scriptures across religions
which define the human conduct through various
stories, and also immortal ideas of unseen
Supreme Reality.
Indian economy is growing rapidly. High growth
rates lead to increasing demands for energy.
Meeting ever-increasing demands for energy
require innovative energy solutions. In the
coming years, attention will be shifted to other
sources such as nuclear and renewable sources of
energy. Renewable energy technologies as solar
energy, wind, biomass and small hydro electric
power plants are also becoming popular and their
potential needs to be explored. Before adopting
any of these sources, a careful assessment is
required in the context of economic,
environmental and efficiency parameters. The

Apeejay School of Management

article, “India's Vision of Clean Energy” by
Ranjana Agarwal and Himani Gupta, gives a
perspective on the potential and limitation of each
of these energy sources for India.
Abhinava S. Singh & Siddharth G. Das examine
the current changes in the Indian Pharmaceutical
Industry (IPI) brought about by the Product
Patent Regime 2005 in their article “Strategic
Leadership in Action: A Case Study of Lincoln
Pharmaceuticals Ltd.”. The study relates the
concept of strategic leadership with competitive
advantage in an industry where science and
innovation drives the pace of change. The
preliminary findings suggest that important
decisions and actions leading to generation of
strategic options, strategic intent and mission,
reconfiguration and conversion of resources into
capabilities are linked to strategic leaders at firm
level.
The Book Review section carries five reviews.
This section may provide precious inputs to the
readers looking forward to add value to their
collections.
We would like to thank all our contributors and
readers for their continual encouragement and
support. We earnestly request the readers to
forward suggestions towards improving the
journal. We also take the opportunity to invite
contributions from the faculty members,
researchers and practitioners for the forthcoming
June 2009 issue by 31 March 2009.
Editors
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Social Comparison and Materialism as Predictors
of Organizational Effectiveness
Soumendu Biswas*
The dynamics of the Indian economy has immensely changed since the liberalization of economy in 1991.
In this context, the most important factor that contributes to such a success is what lies behind the scenes of
these mega commercial giants – their ever loyal and hard working employees. The effectiveness and
efficiency of these workers determine how effective an organization becomes in adapting itself to the
constantly changing global environment. The present study is concerned with some of the factors that are
relevant towards improving employee motivation and performance which in turn leads to higher levels of
organizational effectiveness. The paper is based on extensive literature survey of the relevant variables. In
conclusion the article states that social comparison and materialism alone does not have a strong relation
with organizational effectiveness, unless it is mediated by distributive justice and employees'
performance.

Introduction
The dynamics of the Indian economy has
immensely changed since the liberalization of
economy in 1991. The boom in the stock
exchanges and the foray of Indian firms into elite
groups such as Fortune 500 companies are just a
glimpse of what lies ahead for upcoming
entrepreneurs. In this context, the most important
factor that contributes to such a success is what
lies behind the scenes of these successful mega
commercial giants – their ever loyal and hard
working employees who are the 'be all and end all'
of their success. The effectiveness and efficiency
of these workers determine how effective an
organization becomes in adapting itself to the
constantly changing global environment.
On the one hand, an employee's degree of work
effectiveness and motivation largely depends on
and which is an area of study of this research, is
social comparison. Social comparison can be
defined as a process in which an individual
gathers social information about others (real or
assumed) and compares it with him or herself. In a
simpler manner, it can be conceptually defined as
the way in which people try to behave to fit within
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group norms and for this purpose they constantly
compare their own behavior with fellow group
members' behavior so that they can correct any
deviation.
It is natural for a person to compare him or herself
with their colleagues since they work in the same
organization, department and are part of the same
rat race. It is also dependent on the employee's
perception of materialism. It must be kept in mind
that materialism in this research does not mean the
purchasing power of a worker's salary; it is
basically about the individual's attitudes and
beliefs. For example, two workers of an
organization get 20,000 rupees as their salary.
While one worker, being more spiritual donates
5000 rupees as charity, the other being more
materialistic may buy a branded shoe for the same
amount of money.
Distributive justice also affects the employees'
morale and their loyalty to the organization. A
perception of unfairness in distributing resources
and monetary remuneration in turn leads to
employment related stress and decrease in
individual performance which in turn may lead to
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turnover. Thus, keeping these factors in mind, the
study to be conducted examines how social
comparison and materialism predicts
organizational effectiveness when mediated by
justice and individual effectiveness.

Organizational Effectiveness: Biswas (2003, p.
16) defines organizational effectiveness as “the
ability of an organization to mobilize its core
resources for action, production and adaptation”.

Overview of literature

Hypotheses

Social Comparison: Social comparison theory
predicts that people choose to compare with
similar others. It states that as the perceived
similarity with another person increases, so too
does the likelihood of comparing oneself with that
individual. This assumption underlies a
significant amount of research in the
organizational justice literature as well, especially
when dealing with distributive justice. Thus, we
would expect that people would compare their
behavior with others' behavior. If the comparison
showed that we were better or worse off than a
similar other we would rectify the anomaly to be
socially accepted within the group.

Based on the discussion above, the following
hypotheses may be assumed.

Materialism: Richins and Dawson (1992) define
materialism as the importance ascribed to the
ownership and acquisition of material goods in
achieving major life goals or desired states, and
they conceptualize material values as
encompassing three domains: the use of
possessions to judge the success of others and
oneself, the centrality of possessions in a person's
life, and the belief that possessions and their
acquisition leads to happiness and life
satisfaction.
Justice: Distributive justice refers to the fairness
of outcomes that people receive, procedural
justice refers to the fairness of the procedures and
processes used in decision making, and
interaction justice refers to the fairness of the
treatment that people receive from decision
makers.
Employees' Individual Performance: Biswas
(2003, p. 16) defines employees' individual
performance as the extent to which the employees
fulfill their job requirements and responsibilities
that enhances organizational effectiveness.
Apeejay School of Management

H1. A positive social comparison leads to
positive perception of distributive justice. If
an employee is compared on the basis of
company's social settings and his
requirements are favorably considered,
then the pattern followed by the company is
justified as it is looking after the
requirements of the employees.
H2. High materialism does not lead to
perception of fair distributive justice.
H3. A high social comparison leads to increase
in employee performance.
H4. High materialism leads to increase in
employee performance.
H5. Positive and high distributive justice leads
to high organizational effectiveness.
H6. Positive and high employee performance
leads to high organizational effectiveness.

Conceptualization of Variables
For the purpose of this research, the first
independent variable involved is social
comparison. Here we analyze how effective is the
individual's performance when he/she compares
it with others. Moreover it reflects an inverse
relationship between social comparison and
individual performance.
Secondly, social comparison leads to justice
among individuals. This is also inversely related
to distributive justice since high materialism is
only possible when there is less discrimination
made between various individuals within an
organization regarding their extrinsic factors.
The second independent variable is materialism,
which is used for the purpose of our study. Here
we analyze that since an employee initially
2
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requires fulfilling his/her physiological, safety
and social needs, companies should try to enhance
their attention in providing material benefits.

achievement of its goals.

Research Method
This attention and involvement from the
company's part will lead to higher satisfaction
amongst employees since they are being
recognized and their work being appreciated
which will in turn lead to high employees'
performance. Secondly, materialism also leads to
distributive justice as every employee can only
enjoy high quality of materialism only when it is
distributed to all the employees accordingly.
We now move ahead with the discussion of the
mediating variables that mediates with the two
independent variables mentioned above. The
more of distributive justice is initiated by the
company, less will be the social comparison made
by an employee about his performance.
Moreover, justice will also enhance an
individual's purchasing capacity in turn to
increase his materialistic gains. The second
mediating variable is employees' individual
performance. Employees' individual
performance plays an important role in reducing
individual's attitude towards social comparison.
Apart from this, individual performance increases
the scope for high materialism for an employee.
Finally we conclude it with organizational
effectiveness as the dependent variable since it
depends upon two independent variables that is,
social comparison and materialism. Moreover, it
can be analyzed that social comparison has a
negative impact over organizational effectiveness
since increased level of comparison will make the
organization less effective since the same will
affect employees' performance.
Secondly, high level of materialism will lead to
higher level of satisfaction of individual's primary
needs and requirements which in turn will lead to
employee’s self-actualization. Thus, an
employee's performance will be high which in
turn will make the organization work effectively
towards his employees as well as towards the
Apeejay School of Management

Data Collection
For this study primary data were collected from
employees of all levels of the management and
each level of management was divided according
to senior level, middle level and junior level
management.
The sample size was 65 employees. 50
questionnaires were distributed in Ispat Bhavan,
out of which 20 respondents participated. 60
questionnaires were distributed in the study
organization office, Scope Minar. In this case 45
respondents duly filled the questionnaires. The
data so collected were according to the simple
random sampling method from all the stratas of
management

Measures
For the purpose of measurement, a questionnaire
comprising 6 sections and 47 items was used for
the study.
Social Comparison:
Social comparison is
proposed to be measured by 10 items as reported
by Lennox and Wolfe (1984). It is a single
dimension for the construct and the items are the
manifests. Only one item is reverse coded. Item
example: 'I actively avoid wearing clothes that are
not in style' and 'It's important for me to fit into the
group I'm with'. Social comparison is measured as
the mean of the 10 items that make up the
inventory.
Materialism: It is proposed to be measured by six
items as developed by Richins (1987). Personnel
materialism and general materialism are the two
factors of this variable. While personnel
materialism is measured by four items, general
materialism is measured by two items of the
questionnaire. One item is reverse coded. An item
example: 'It is important for me to have really nice
things' and 'It's really true that money can buy
3
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happiness'.

mean of the eight items that make up the
inventory.

The factors are the manifest of this variable.
Materialism is measured by the mean of the two
factors.
Organizational Justice: It is proposed to be
measured by seven items developed by Parker,
Baltes, and Christiansen, (1997). There are two
factors that constitute organizational justice.
These are procedural justice and distributive
justice and these are the manifest of the variable.
No items are reverse coded. Item example:
'People involved in implementing decisions have
a say in making the decisions'. Organizational
justice is measured by the mean of the two factors.
Employees' individual performance: 16 items of
the questionnaire as developed by Lynch,
Eisenberger, and Armelli (1999) is proposed to
measure this variable. “In - role performance and
“Extra-role performance” is the factors of this
variable as well as the manifest. In-role
performance is measured by 9 items and extrarole performance is measured by seven items of
the inventory. No item is reverse coded.
Employees' performance is measured by the mean
of the two factors.
Organizational Effectiveness: It is measured by
the eight items of the inventory as developed by
Mott (1972). It is a single construct with no
underline factors and the items are the manifests.
No item here as well is reverse coded.
Organizational effectiveness is measured by the

Separate section was included in which
demographic details of the respondents were
captured.

Data analysis technique
Data are proposed to be collected through survey
and questionnaire. The whole questionnaire is
divided into six sections and each section
measuring a different variable. Strict anonymity,
in keeping with research ethics was maintained.
A five point Likert scale was proposed to be used
for the study as it is more reliable and provides a
greater volume of data than many other scales.
For this purpose of study, extensive use of a
statistical software know as the Statistical
Package for Social Sciences (SPSS) version 13
has been used to calculate various correlations
and regression relations between variables in
order to prove the hypotheses.
Correlation: Correlation is used so as to observe
whether the various variables under study is
directly or inversely related to each other or not. In
other words whether the increase in the value of a
variable will lead to the increase I value to the
other variable and vice versa.
Perfect positive (r =1) correlation: A correlation
of positive 1 designates a perfect positive
correlation. Perfect indicates that one variable is

A scatter plot between
two variables
demonstrating a perfect
correlation (r = 1.0)

Pay
Receive

Number of hours worked
Apeejay School of Management
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precisely predictable from the other variable.
Positive means that as one variable increases in
value, the other variable also increases in value
(or conversely, as one variable decreases, the
other variable also decreases).

between anxiety and emotional stability (r = .73).
Persons who score higher in anxiety tend to score
lower in emotional stability. Persons who score
lower in anxiety tend to score higher in emotional
stability.

Perfect Correlations are essentially never found in
the social sciences and exist only in mathematical
formulae and direct physical or numerical
relations. An example would be the relationship
between the number of hours worked and the
amount of pay received. As one number increases,
so does the other. Given one of the values, it is
possible to precisely determine the other value.

A weak negative correlation is demonstrated in
the relation between a person's anger toward a
friend suffering a problem and quality of help
given to that friend (r = - .13). If a person's anger is
less the quality of help given is more, but the
relationship is weak.

Positive (0 < r <1) correlation: A positive (but not
perfect) correlation indicates that as value of one
variable increases, the value of the other variable
also tends to increase. The closure the relation
value is to 1, the stronger is the tendency; and the
closure the correlation value is to 0, the weaker is
the tendency.
An example of a strong positive correlation is the
relationship between height and weights in adult
humans (r = .85).Tall people are usually heavier
than short people. An example of a weak positive
correlation is the relation between a measure of
empathic tendency and amount of help given to a
needy person (r = .12 ). Persons with higher
emphatic tendency scores give more help than
persons who score lower, but the relationship is
weak.
No (r =0) correlation: A correlation of 0 indicates
no relation between the two variables. For
example, IQ and height in inches is not correlated
Negative (-1< r <0) correlation: A negative (but
not perfect) correlation indicates a relation in
which as one variable increases the other variable
has a tendency to decrease. The closer the
correlation value is to -1, the stronger is the
tendency. The closer the correlation value to 0, the
weaker is that tendency.
An example of a strong negative correlation is the
persons who score higher in anxiety relation
Apeejay School of Management

Perfect negative (r = -1) correlation: As already
mentioned, perfect correlations (positive or
negative) exist only in mathematical formulae
and direct physical or numerical relations. An
example of a perfect negative correlation is based
on the formula distance = rate ´
time. When
driving from point A to point B, if you drive as fast
you will take half as long.
Significance: As with most other statistical
procedures, a significance or probability is
computed to determine the likelihood that a
particular correlation could occur by chance. The
significance (or p value) represents the degree of
rarity of a certain result. A significance less than
.05 (p < .05) means that there is less than a 5%
chance that this relationship occurred by chance.
SPSS has two different significance measures,
one-tailed significance and two-tailed
significance. To determine which to use, the rule
of thumb generally followed is to use the two –
tailed significance when we compute a table of
correlations in which we have little idea as to the
direction of the correlations. If however, we have
prior expectations about the direction of
correlations (positive or negative), then the
statistic for one – tailed significance is generally
used.
Regression: Regression command is usually used
to compute multiple correlations (that is the
strength of relationship between several
independent and a single dependent variable).
SPSS generates a score that measures the strength
of relationship between the dependent variable
5

Apeejay Business Review Vol. 9 No. 1 & 2

and the independent variable.
Along with the computation of r, SPSS prints out a
probability value (p) associated with r to indicate
the significance of that association. Once again, a
p < .05 is generally interpreted as indicating a
statistically significant correlation. If p > .05, the
strength of association between the two variables
is usually not considered statistically significant;
or the relationship between the two constructs is
considered weak or nonexistent.
The r square (or r2) is simply the square of r, but it
2
has special significance. The r value is the
proportion of variance in one variable accounted
for (or explained) by the other variable.
SPSS calculates the constant and the co-efficient
(called B – values) for the regression equation.
Reliability: The terms validity and reliability
should not be mixed up. The term validity is used
to refer to whether the instrument used to measure
measures what it has been made for. For example,
a thermometer should measure heat and not
velocity.

Reliability on the other hand is used to address the
issue of whether the instrument used will produce
the same results each time it is administered to the
same person in the same setting.
The type of reliability used for this study is
Cronbach's alpha (also referred to as the coefficient alpha or á).
Co-efficient Alpha (á): Cronbach's alpha is
designed as a measure of internal consistency; i.e.
does all items within the instrument measure the
same thing? Alpha is measured on the same scale
as the Pearson r (correlation or coefficient) and
typically varies between 0 and 1.The closure
alpha is to 1.00 the greater is the internal
consistency of the items in the instrument being
assessed. At a more conceptual level, coefficient
alpha maybe thought of as a correlation between a
test score and all the other tests of equal length
that are drawn randomly from the same
population of interest.
The ideal value of the Cronbach's alpha is 0.67.
Results and Discussion

Reliability: Table 2.1

Case Processing Summary

Reliability Statistics

Cronbach's
Alpha
.664
Apeejay School of Management

Cronbach's
Alpha Based
on
Standardized
Items
.684

N
5
6
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Inter-Item Correlation Matrix

Social Comparison
Materialism
Disjustice
Emp. Performance
Org. Effectiveness

Social
Comparison Materialism Disjustice
1.000
.304
.399
.304
1.000
.232
.399
.232
1.000
.295
.181
.424
.084
.207
.293

Emp.
Performance
.295
.181
.424
1.000
.602

Org.
Effectiveness
.084
.207
.293
.602
1.000

Scale
Squared
Corrected
Variance if Item-Total
Multiple
Item Deleted Correlation Correlation

Cronbach's
Alpha if Item
Deleted

The covariance matrix is calculated and used in the analysis.

Item-Total Statistics
Scale Mean if
Item Deleted
Social Comparison
Materialism
Disjustice
Emp. Performance
Org. Effectiveness

13.2912
13.4728
13.1789
13.0390
13.0991

3.057
2.774
2.194
2.792
2.648

Reliability: The first test to be conducted was the
reliability test in order to find out whether the
instrument used would yield the same result when
used over a period of time.
For interpretation of the Reliability test, we must
take into consideration the above table titled
“Item Total Statistics”. In order to have an in
depth study into the same we must first get
ourselves acquainted with these terms mentioned
below:
Scale Mean If Item Deleted: For each subject the
4 variables (excluding the variable to the left) are
summed. The values shown are the means for the
4 variables across all 65 subjects.
Scale variance if Item Deleted: The variance of
summed variables when the variable to the left is
deleted.

.397
.317
.478
.570
.415

.245
.132
.274
.454
.392

.627
.661
.589
.565
.613

of the designated variable with the sum of the
other 4.
Alpha if Item Deleted: The resulting alpha if the
variable to the left is deleted.
From the table we can observe that the value of
Cronbach's Alpha in the last column is lower than
the calculated value of 0.664.
Here, it means that if the Social Comparison
variable had been deleted then the value of the
alpha would have decreased to 0.627 the same
goes if the other variables had been deleted the
value of alpha would have gone down as shown.
This means that since the Cronbach's alpha
decreases when every variable is deleted and
tested, therefore, we can conclude that these
variables are reliable and will definitely show
similar results when used as an instrument in the
near future.

Corrected Item – Total Correlation: Correlation
Apeejay School of Management
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Correlations: Table 2.2
Descriptive Statistics
Social Comparison
Materialism
Disjustice
Emp. Performance
Org. Effectiveness

Std. Deviation
.44900
.64941
.77136
.46047
.62463

Mean
3.2290
3.0474
3.3414
3.4812
3.4212

N
65
65
65
65
65

Correlations
Social
Emp.
Org.
Comparison Materialism Disjustice Performance Effectiveness
Social Comparison

Materialism

Disjustice

Emp. Performance

Org. Effectiveness

Pearson Correlation
Sig. (2-tailed)
N
Pearson Correlation
Sig. (2-tailed)
N
Pearson Correlation
Sig. (2-tailed)
N
Pearson Correlation
Sig. (2-tailed)
N
Pearson Correlation
Sig. (2-tailed)
N

1

.304*
.014
65
1

65
.304*
.014
65
.399**
.001
65
.295*
.017
65
.084
.505
65

65
.232
.063
65
.181
.149
65
.207
.098
65

.399**
.001
65
.232
.063
65
1
65
.424**
.000
65
.293*
.018
65

.295*
.017
65
.181
.149
65
.424**
.000
65
1
65
.602**
.000
65

.084
.505
65
.207
.098
65
.293*
.018
65
.602**
.000
65
1
65

* Correlation is significant at the 0.05 level (2-tailed).
**Correlation is significant at the 0.01 level (2-tailed).
A variable when deleted and did not show a dip in
the alpha value would have suggested that it was
not reliable.
We have to understand the structure first before
we go on to understand the output. The upper
portion of each cell identifies the correlations
between variables accurate to three decimals.
The middle portion indicates the significance of
each corresponding correlation. The lower
portion records the number of subjects involved
in each correlation.
Apeejay School of Management

The diagonals of 1.000s indicate that a variable is
perfectly correlated with itself. Since the
computation of correlations is identical
regardless of which variable comes first, the half
of the table above the diagonals of 1.000s has
identical values to the half of the table below the
diagonal.
From the table above, we can observe that all the
variables correlate with each other either at a level
of 0.05 = 95% or at a level of 0.01 = 99%.
We can see that the two variables Social
Comparison and Distributive Justice have a
8
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correlation of a significance of 0.05 which is
equal to 95%. This means that out of 100 times
these two variables will correlate with each other
for at the most 95 times and 5 times they will not.
Thus, these figures prove our first hypothesis that
“A positive Social Comparison leads to a positive
perception of Distributive Justice”. When we
socially compare ourselves with our peers and
subordinates, the basic thing that we look at is the
compensation and career growth. Since the study
organization is a public sector unit (PSU), we
cannot compare the compensation since it is more
or less same. Thus, we can only compare career
growth. Hence, here we compare how employees
get equal chance for growth and learning in an
organization and in the study organization we can
see that positive social comparison leads to
distributive justice.
In the study organization, distributive justice is
maintained as employees of the same grade of
work are given the same amount of salary and
incentives. Moreover, since it is a PSU, any
incentive given will be based on proper policies
framed and followed over a long period of time.
Now, materialism is totally different. Here,
materialism means the use of monetary benefits to
increase the level of satisfaction. Since it was a
PSU, employees of each department were given
equal salary according to their respective grades
and the distributive justice was maintained.
Hence, to be materially satisfied would mean
making maximum use of the salary to increase the
status and be socially satisfied.
The third hypothesis is also proved. The value

shows that there is a correlation of significant at
the level of 0.05 between social comparison and
employees' performance. Thus, the hypothesis
that high Social Comparison leads to high
Employee Performance is proved. When socially
compared employees are recognized and feel that
their seniors pay attention on them. This can be
further explained through Hawthorne
experimenst which concluded that when people
are given attention and recognition their
performance level increases.
Materialism and employee performance was
found to be not significantly correlated. This
clearly shows that money or monetary gains are
not the only motivators. Other factors like job
profile, career growth, and conducive work
environment and so on also play a major role as
motivators.
The fifth hypothesis states that high distributive
justice leads to high organizational effectiveness,
as they also have a positive correlation at a
significant level of 0.05. A fair distributive justice
lowers down the friction between employees and
the management and thus employees work
effectively not only individually but also as a
group which brings about organizational
effectiveness.
The sixth hypothesis which states that high
employee performance leads to organizational
effectiveness is proved as the significant level of
their correlation is also 0.01. Any organizations
effectiveness is dependent on high employee
performance. When employees perform their

Regression: Table 2.3
ANOVA(b)
Model
1

Sum of Squares
Regression
6.068

Mean
Square

Df
1

Residual
32.012
63
Total
38.080
64
a. Predictors: (Constant), Social Comparison
b. Dependent Variable: Disjustice
Apeejay School of Management

6.068

F
11.942

Sig.
.001(a)

.508
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work effectively and efficiently their hard work
cumulatively leads to or enhances the
organizations effectiveness.

distributive justice was found to be significant
(99.9%). When people socially compare
themselves they not only make a comparison on
the basis of monetary benefits but also on the basis
of their behavior and attitude. Thus, comparison

Regression between social comparison and

Regression: Table 2.4
ANOVA(b)
Model
1

Sum of Squares
Regression

Mean Square

Df

2.054

Residual
36.026
Total
38.080
a. Predictors: (Constant), Materialism
b. Dependent Variable: Disjustice
also leads to the sense of distributive justice since
individuals compare themselves and if any
inequality prevails, like to eliminate them so that
justice can be maintained.
The regression between materialism and
distributive justice was found to be insignificant

1

2.054

63
64

.572

F
3.592

Sig.
.063(a)

(94%). In a PSU where materialism is defined as a
sense of enhancing one's status. Thus, we can say
that materialism speaks about inequality or
difference in the status of the employees.
Moreover, distributive justice here means equal
distribution of compensation which prevails in a

Regression: Table 2.5

Model
1

Sum of Squares
Regression
Residual
Total

Df

.445
13.125
13.570

1
63
64

Mean
Square
.445
.208

F
2.134

Sig.
.149(a)

a. Predictors: (Constant), Materialism
b. Dependent Variable: Emp. Performance
PSU. These are conflicting concepts and thus a
person having a materialistic mindset cannot
think about equal distribution of compensation.
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The regression equation between materialism and
employee performance was found to be
insignificant. An individual who is more
interested in enhancing one’s status or catering to
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Regression: Table 2.6

Model
1

Sum of Squares

Df

Regression
1.180
1
Residual
12.390
63
Total
13.570
64
a. Predictors: (Constant), Social Comparison
b. Dependent Variable: Emp. Performance
his/her materialistic needs not necessarily
perform in an effective manner. Enhancement in
status cannot be a motivator for an employee to
perform at their best.
Regression between social comparison and

Mean
Square
1.180
.197

F
6.001

Sig.
.017(a)

employees' performance was found to be
significant (99.8%). In an organization
employees form a part of any particular group.
Now, within that group they compare themselves
with those set of people whom they find, sharing

Regression: Table: 2.7
ANOVA(b)
Sum of Squares

Model
1
Regression

Mean
Square

Df

2.139

1

2.139

Residual
22.832
63
Total
24.971
64
a Predictors: (Constant), Disjustice
b Dependent Variable: Org. Effectiveness

.362

Regression equation between distributive justice
and organizational effectiveness was found to be
significant (99.8%). In an organization mere
employees are treated equally and no

F
5.901

Sig.
.018(a)

discrimination is made on grounds of
compensation, such organization will show an
effective result.

Regression: Table 2.8
ANOVA(b)
Model
Sum of Squares
Df
1
Regression
9.034
1
Residual
15.936
63
Total
24.971
64
a. Predictors: (Constant), Emp. Performance
b. Dependent Variable: Org. Effectiveness
Apeejay School of Management

Mean
Square
9.034
.253

F
35.716

Sig.
.000(a)
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Employees' performance leads to organizational
effectiveness. For an organization to be effective,
it is necessary for its employees to be on their toes.
Individual effectiveness and efficiency in their
p e r f o r m a n c e l e a d s t o o rg a n i z a t i o n a l
effectiveness.

Conclusion
According to the results, the proposed hypothesis
may be accepted at the given level of confidence.
The main hypothesis as we know was to know
whether social comparison and materialism leads
to organization effectiveness or not. From the
above interpretation of the data collected from the
study organization, we have concluded that social
comparison and materialism alone do not have a

strong relation with organization effectiveness,
unless it is mediated by distributive justice and
employees' performance. Thus, it can or cannot
co- exist with organization effectiveness.
Thus, unless the two independent variables,
namely social comparison and materialism are
mediated by another set of independent variables,
that is distributive justice and employees'
performance, cannot have an impact on
organization effectiveness. Hence, it is very
necessary to give distributive justice and
employees' performance equal weightage and
importance with regards to that of materialism
and social comparison, in order to make the
organization effective and hence efficient.
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Role of Personality and Intelligence in Coping with
Stress among Young Managers
*

Sunil Kumar & Y K R Sharma

**

The study examines the role of personality and intelligence in coping with stress among young managers.
260 college students with the age range of 20 -28 were drawn from different management institutes in NCR
– Delhi for the study. The study was undertaken with four main objectives: (i) to examine the role of
personality factors in coping styles, (ii) to examine the role of I. Q. in coping with stress (iii) to examine the
relationship among personality attributes, coping with stress and I. Q, and (iv) to examine the relationship
among personality attributes and coping styles. Results revealed that measures of personality and
intelligence correlate positively with coping styles.

Introduction
Personality has emerged as a focal area of
psychological studies. Exciting discoveries are
being made in behaviour genetics. There is a
growing consensus about the relationship
between personality traits and emotional states,
biological theorists of adult personality are
exchanging ideas with theorists of childhood
temperament, and long term studies of personality
development across the life span are delivering on
the promises made many years ago (Pervin,
1990). Personality theories attempt to account for
individual behaviour in great detail.
Personality consists of the unique and stable
patterns of behaviours, thoughts and emotions
(Carver and Scheier, 1992), but most commonly
and widely accepted views are that of Allport
(1937) who considers personality as the dynamic
organization within the individual of those
psychophysical systems that determine his unique
adjustment to his environment. It emphasizes (a)
Personality is constantly evolving and changing
as a motivational and self regulating aspect, (b) It
is neither inclusively mental nor exclusively
neural: it operates from both body and mind, (c)
Psycho-physical systems have motivational force
for the full range of social and environment

*

aspects, (d) The way in which the individual
learns to adjust is unique, and (e) The individual
behaviour includes great amount of spontaneous
creative behaviours towards environment,
involving mastery as well as passive adaptation.

Theories of Personality
Various personality theories have been
propounded, and they all try to make an attempt to
describe and explain how people are similar, how
they are different, and why every individual is
unique. In short, a personality theory ambitiously
tries to explain the whole person (Pervin, 1990).

Psychoanalytic Perspective
Sigmund Freud developed and popularized
psychoanalysis. It stresses the unconscious, the
importance of sex and aggression, and the
influence of early childhood experience. His
theory was extremely controversial throughout
his lifetime and remains so even today. He
believed that behaviour is strongly governed by
the unconscious. The contents of the unconscious
can surface in disguised form in free association,
dreams, slips of the tongue, and seeming
accidents (Freud, 1933). Personality consists of
three psychological processes: Id, ego, and
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superego. The Id is fueled by instinctual energy
and ruled by pleasure principle. The ego is partly
conscious and is ruled by reality principle. The
superego is partly conscious and represents
internalized moral values and rules (Freud, 1926).

Humanistic Perspective
The humanistic perspective was championed as
the third force in psychology in opposition to both
psychoanalysis and behaviourism. It emphasized
human potential, psychological growth, selfawareness and free will. Two most important
contributors to the humanistic perspective were
Rogers (1959), and Maslow (1970) for hierarchy
of needs. Rogers (1959) believed that the most
basic human motive was actualizing tendency. He
viewed the self-concept as the most important
aspect of personality. Conditional positive regard
by parents or other caregivers causes a person to
deny or distort aspects of experience, leading to a
state of incongruence with regard to the selfconcept. In contrast, unconditional positive
regard leads to a state of congruence. The fully
functioning person experiences congruence, the
actualizing tendency, and psychological growth
(Rogers, 1980).

Social Cognitive Perspective
Social cognitive perspective stresses the role of
conscious thought processes, goals and selfregulation. Reciprocal determinism emphasizes
the interaction of behavioural, cognitive and
environmental factors in behaviour and
Personality. Self-efficacy beliefs influence
behaviour, performance, motivation, and
persistence. Bandura (1986) emphasizes the
interaction of multiple factors in determining
personality and behaviour, while a key strength of
this perspective is its grounding in empirical
research. It has been criticized for its limited view
of human personality, which ignores unconscious
conflicts and emotions (Westen, 1990).

Trait Perspective
The trait perspective focuses on measuring and
describing individual differences. A trait is a
relatively stable enduring predisposition to
behave in a certain way. Surface traits can be
Apeejay School of Management

inferred from observable behaviours. Allport
(1936) tried to count and identify the number of
surface traits to a pool of 4000 plus traits. Source
traits are thought to represent the basic
fundamental dimensions of personality; a source
trait can potentially give rise to a vast number of
surface traits (McCrae & John, 1992). Trait
theorists believe that there are relatively few
source traits and that these represent a universal
way of describing individual personality
differences (Goldberg, 1993 and Pervin,1994).
Cattell (1994) believed that these sixteen
personality factors represent the essential source
traits of human personality. To measure these
traits, Cattell developed Sixteen Personality
Factor Questionnaire (16 PF).
An even simpler model of universal source traits
was proposed by Eysenck (1952), a British
psychologist. His methods were similar to that of
Cattell's but his conception of personality
includes just three dimensions. The first
dimension is introversion-extraversion, which is
the degree to which a person directs his energies
outward toward the environment and other people
versus inward toward his inner and self-focused
experiences. A person who is high on the
dimension of introversion might be quiet, solitary,
and reversed, avoiding new experiences. A person
high on the extraversion scale would be outgoing
and sociable, enjoying new experiences and
stimulating environments. Eysenck's second
major dimension is neurotic-emotional stability.
Neuroticism refers to a person's predisposition to
become emotionally upset, while stability reflects
a person's predisposition to be emotionally even.
Surface traits associated with neuroticism are
anxiety, tension, depression and guilt. At the
opposite end, emotional stability is associated
with surface traits of being calm, relaxed and
even-tempered.

Intelligence
Individuals differ from one another in their ability
to understand complex ideas, to adapt effectively
to the environment, to learn from experience, to
engage in various forms of reasoning and to
overcome obstacles. Although, these individual
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differences can be substantial, they are never
entirely consistent: a given person's intellectual
performance will vary on different occasions, in
different domains, as judged by different criteria.
Concepts of intelligence are attempts to clarify
and organize this complex set of phenomena.
Although considerable clarity has been achieved
in some areas, no such conceptualization has yet
answered all the important questions and none
commands universal assent. Indeed, when two
dozen prominent theorists were recently asked to
define intelligence, they gave two dozen
somewhat different definitions (Sternberg &
Detterman, 1986). Such disagreements are not
cause for dismay. Scientific research rarely begins
with fully agreed definitions, though it may
eventually lead to them.
Webster's Dictionary defines intelligence as the
ability to learn, understand, or deal with new or
trying situations; the skilled use of reason; and the
ability to apply knowledge to manipulate the
environment or to think abstractly. Most of us
recognize this definition of intelligence.
Intelligence is a basic tool for our survival--an
innate mental characteristic to be developed by
education, enhanced by experience and applied
with in almost every conceivable context.
Wechsler (1944) defined intelligence as the global
capacity to think rationally, act purposefully and
deal effectively with the environment. Wechsler's
definition is much broader and intelligence is
reflected in effective, rational, and goal directed
behaviour.

Coping Style
Coping strategies refer to the specific efforts, both
behavioral and psychological, that people employ
to master, tolerate, reduce, or minimize stressful
events. Two general coping strategies have been
distinguished: problem-solving strategies are
efforts to do something active to alleviate stressful
circumstances, whereas emotion-focused coping
strategies involve efforts to regulate the
emotional consequences of stressful or
potentially stressful events. Research indicates
that people use both types of strategies to combat
most stressful events (Folkman & Lazarus, 1980).
Apeejay School of Management

The predominance of one type of strategy over
another is determined, in part, by personal style
(e.g., some people cope more actively than others)
and also by the type of stressful event; for
example, people typically employ problemfocused coping to deal with potential controllable
problems such as work-related problems and
family-related problems, whereas stressors
perceived as less controllable, such as certain
kinds of physical health problems, prompt more
emotion-focused coping.
The term stress has typically been used to refer
both to adjustive demands placed on an organism
and to organism's internal biological and
psychological responses to such demands.
Adjustive demands and the stressors, the effect
they create within an organism and to organism's
internal biological and psychological responses to
such demands. Adjustive demands are the
stressors, the effect they create within the
organism is stress and the effects to deal with
stress are the coping strategies. Separating these
constructs is somewhat arbitrary action as
Neufeld (1990) has pointed out that stress is a
byproduct of poor or inadequate coping.
The word coping has two connotations in stress
literature. It has been used to denote the way of
dealing with stress, or the effort to 'master'
condition of harm, threat, or challenge when a
routine or automatic response is not readily
available (Lazarus, 1974 a)
McGrath (1970) has viewed coping as the covert
and overt behaviour by which the organism
actively prevents removes as circumvents stressinducing circumstances. Coping is the process,
which involves efforts toward solution of
problems. Dewe, Guest, and Williams (1979)
consider coping as an attempt to remove the
feeling of discomfort. Pearlin and Schooler
(1978) have suggested that coping responses are
the behaviours, cognition's and perceptions in
which people engage when actually contending
with there life problems. Coping responses
represent some of the things that people do their
concrete efforts to deal with the life strains they
encounter in their different roles.
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Coping, as Folkman and Lazarus (1980) have
defined, is the cognitive and behavioural effect
made to master, tolerate or reduce external
demands and conflicts. Coping according to
them, serves two main purposes, the
management, change or modification of the
source of the stress (problems-focused coping)
and the alteration and control of stressful
emotions (emotion-focused coping). These forms
of coping were found in more than ninety-five
percent of the stressful encounters reported by
middle-aged men and women and college
students (Folkman and Lazarus, 1980).

Coping Strategies
The three major categories of coping strategies
are:
1. Diversion activities such as engaging in a
hobby, taking a nap, watching T.V.,
exercising, listening to music, going out to a
play, etc. It is important to realize that these
activities don't address the stress directly
but divert your attention for awhile.
2.

3.

Relaxant techniques such as yoga, exercise,
progressive relaxation, biofeedback, and
creative visualization. These techniques
address the physical stress symptoms
regardless of the cause.
Behaviour changes such as improving skills
in communicating, negotiating, expressing
feelings, developing assertiveness skill
(including saying “no” when that is what we
need to do), managing time and money
more effectively; reducing environmental
pressures.

Some other commonly used methods are:
1. Direct action: It involves doing something
special and directly to cope with a stressor. It
includes problem-focused coping,
negotiating, consulting, arguing, and
punishing.
2.

Seeking information: It involves acquiring
knowledge about stressful situation
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knowledge that can than be used in
promoting problem focused or emotion
focused coping.
3.

Turning to others: The person seeks help,
reassurance and comfort from family
friends or other people.

4.

Resigned acceptance: The person comes to
terms with problem situation and accepts it
as it is. It is especially, suitable in emotionfocused coping.

There are several ways in which people can help
themselves and others cope with stress: social
support, personal control and hardiness,
organizing one's world better and time
management, exercising to increase fitness,
preparing for stressful events help in reducing the
potential for stress.

Rationale of the Study
This study represents the systematic attempt to
measure the effects of personality attributes,
intellectual levels and on coping with stress in
young Managers. Main objectives of the study
are:
?
To examine the role of personality
factors in coping styles
?
To examine the role of IQ in coping with

stress
?
To examine the relationship among

Personality attributes, coping with
stress and IQ
?
To examine the relationship among

Personality attributes and coping styles

Problem
Each and every research starts with the problem,
the basic element of research, which helps to
transform an idea into concrete research
operations. A “problem” is an intellectual
stimulus calling for an answer in the form of
scientific inquiry. The statement of the problem
is: “Role Of Personality And Intelligence In
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Coping With Stress Among Young Managers”.

Methodology
Scientific research aims at providing explanation
for the phenomenon under study. Every
explanation must contain a statement of the evens
to be explained. Science is not united by its
subject matter rather by its methodology. What
sets the scientific approach apart from other
modes of acquiring knowledge is the assumptions
upon which it is based and methodology. The
scientific methodology is a system to explicit
rules and procedures upon which research is
based and against which claims for knowledge are
evaluated. It is a self -corrective process and relies
upon the methods of developing and testing
hypothesis for assured conclusions.

Sample
Random sampling technique was used in the
selection of sample for the present study. The
present study was conducted on a random sample
of 260 college students drawn from PGDBM and
MBA students from different management
institutes in Delhi-NCR .

Measures
For the present research study following
measures was used:

Neo- Five Factor Inventory
The NEO-PIR supplements the NEO Five Factor
Inventory which is a concise measure of five
broad personality dimensions (Costa and Mc Crae
1992). When it appeared in 1985, the NEO-PRI
had well developed scales to measure the facets of
Neuroticism (N), Extroversion (E) and Openness
(O) but only global scales to measure the factors
of Agreeableness (A) and Conscientiousness (C).
In 1989, several enhancements of NEO-PI were
offered to the users.

Ravens Standard Progressive
Matrices
Ravens Standard Progressive Matrices (SPM) is a
Apeejay School of Management

test of person's capacity at the time of the test to
apprehend meaningless figures presented for
observation, see the relations between them,
conceive the nature of the figure completing each
system of relations presented and by so doing,
develop systematic method of reasoning. The
SPM consists of 60 problems divided into five
equal sets of 12 each and within each set the item
becomes progressively more difficult. Each set
involve different principals of varying the matrix
pattern. Thus after every 12th item, the subject is
always confronted by a quite simple item. In
every item ‘one cell’ of the total matrix is missing
and the subject must select the best one of the
multiple choice alternatives to fill the empty cell.
It is generally given a power test, with a time limit
at all. More people are able to finish it within an
hour and only a few needs more time.

Coping Style Questionnaire (CSQ)
The coping style questionnaire (CSQ) was
developed by Roger and Najarian (1989) and was
revised by Roger et al. (1993). The CSQ is a 41item questionnaire, originally which taps four
dimensions: Rational Coping, Detached coping,
Emotional coping, and Avoidance coping. These
four dimensions are grouped into maladaptive
strategies (Emotional and Avoidance coping) and
adaptive strategies (Rational and Detached).
There are 9 items for rational coping, 9 items for
detached coping, 10 items for avoidance coping
and 13 items for emotional coping. Subject is to
answer for each situation in either of the following
ways : (a) always (b) often (c) seldom or (d) never.

Scoring of the Tests
Hand scoring was done by using separate scoring
keys for different tests as prescribed by the
respective authors. NEO - Five Factor Inventory
of personality was scored for 5 dimensions, the
standard Progressive Matrices was scored for IQ.
Coping Style Questionnaire was scored for 4
coping strategies.

Results and Interpretation
To fulfill the main objectives of the present study,
the obtained data were subjected to a number of
18
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statistical analyses. Here descriptive statistics and
personion correlation were used as the tools of
data analysis. The results of various analyses have
been presented under separate headings.

Descriptive Statistics
Table 1 presents the means and SDs of all the
observed variables. Although, the analysis most
pertinent to the objectives of the study is
regression analysis, descriptive statistics were
worked out to know the pattern of score
distribution. A perusal of Table 1 reveals that the
mean score on Neuroticism (N) variable of NEO
FFI is 22.28 with the Standard Deviation of 2.60.
The mean score on Extraversion (E) is 35.52 with
the Standard Deviation of 5.04, the mean score on
Openness (O) is 32.12 with the Standard

Deviation of 6.05. Similarly on Agreeableness
(A), the mean score is 33.09, with the SD of 7.03.
On Conscientiousness (C), the mean score was
33.50 with the SD of 5.40. It shows that all the five
factors of NEO FFI Personality all the scores
ranged average and normal. On Coping Style
there were two factors Adaptive Coping Style and
Maladaptive Coping Style. On Adaptive Coping
Style, the meanscore on all the observed data was
40.29 with the SD of 5.16 and on Maladaptive
Coping Style; the mean score was 22.06 with the
SD of 3.38. On Reven's Progressive Matrices the
mean IQ score was 45.92 with the SD of 3.22. So
this table shows that the scores on most of the
variables are normal and the data seems to meet
the requirements of parametric statistics.

Table-1 Descriptive Statistics
Sl. No.

Variables

Code

Mean

SD

1

Neuroticism

N

22.28

2.60

2

Extraversion

E

35.52

5.04

3

Openness

O

32.12

6.05

4

Agreeableness

A

33.09

7.03

5

Conscientiousness

33.50

5.40

6

Adaptive Coping

ADPT

40.29

5.16

7

Maladaptive Coping

MALADPT

22.06

3.38

8

I.Q.

I.Q.

45.92

3.22

C

Correlations
Correlations among all the 8 variables were
computed through Pearsons Product Movement
Correlation Method. It was aimed at examining
the degree of association between the measures of
five factors of personality, intelligence, and
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coping style. The inter correlations between the
variables have been shown in Table 2. The degree
of freedom being 98 in the sample, a correlation
coefficient of .19 and .26 is significant at .05 and
.01 probability level, respectively.
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Table 2 Inter -Correlation Matrix
Variables
N
E
O
A
C
ADPT
MALADPT
IQ

N

E

O

1
-.06
.12
.25*
-.11
-.08
.20*
.02

1
-.01
.03
.15
.08
-.11
.10

1
.19
.15
.07
-.07
.05

A

C

ADPT

MALADPT

IQ

1
.12
-.15
.13
.14

1
.04
.02
.22*

1
.01
.04

1
.25*

1

Discussion
The present investigation was conducted to find
out the role of personality and intelligence in
coping with stress among young managers. A
careful inspection of inter correlation matrix
(Table 2) reveals that the measures of five factors
of personality and intelligence correlate
s i g n i f i c a n t l y. R e s u l t s i n d i c a t e t h a t
conscientiousness (C) is highly correlated with
intelligence. The inter-correlation between
conscientiousness and intelligence was .22,
which is significant at .05 probability level.
Conscientious (C) people use a more active
process of planning, organizing and carrying out
tasks. That is why they are better on their IQ,
which is clear from the inter correlation matrix.
The correlations between the measures of the two
dominant coping styles i.e., adaptive and
maladaptive and IQ are significant. It was
interesting to examine the correlations between

these two. Results indicate that maladaptive
coping style is significantly correlated with
Intelligence (IQ) with the inter correlation of .25
that is significant at .05-probability level.
Maladaptive coping style also correlates
significantly with Neuroticism (A factor of
Personality) with the correlation of .20 that is
significant at .05-probability level.
It can be said that the more intelligent person is
one who can more easily and more extensively
vary his behaviour. As changing conditions
demand, he has numerous possible responses and
is capable of greater creative reorganization of
behaviour, whereas the less intelligent person has
fewer responses and is less creative. The more
intelligent person, accordingly, can deal with a
greater number and a greater variety of situations
than the less intelligent and he/she is able to
encompass a wider field and to expand his area of
activity beyond that of the less intelligent.
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Futures Trading and Spot Markets: A Lead-Lag Analysis in India
Sathya Swaroop Debasish* & Bishnupriya Mishra**
The temporal relation between stock index and index futures has been an area of interest for academics,
regulators and practitioners alike as it gives an idea about efficiency of the market, its volatility and
arbitrage opportunities, if any. This paper examines the lead-lag relationship between futures and spot
markets in India. For both the available stock index futures contracts i.e., NSE Nifty and BSE Sensex of
National Stock Exchange (NSE) and Bombay Stock Exchange (BSE) respectively, we employ a Bivariate
GARCH model to explain price discovery of futures market over the period July 2000 to March 2007.
Empirical results confirm that futures market plays a price discovery role, implying that futures prices
contain useful information about spot prices in line with similar findings in the literature.
Keywords: Futures, NSE Nifty, BSE Sensex, Price Discovery.

Introduction
The issue of price discovery on futures and spot
markets and the lead-lag relationship are of great
interest to traders, financial economists and
analysts. Although futures and spot markets react
to the same information, the major question is
which market reacts first. Profitable arbitrage
should not exist in perfectly efficient markets as
prices should adjust instantaneously and fully to
new information. Hence, new information
disseminating into the market place should be
immediately reflected in spot prices and the
futures prices simultaneously. In other words, this
suggests that there should be no lead-lag
relationship between the cash and futures market.
However, futures markets perform an important
function of price discovery to help improve
efficiency of the market. From this argument,
futures prices and their movements provide useful
information about subsequent spot prices. Due to
some peculiarities in terms of capital required,
cost of transactions, etc. it would precede the
underlying market in the information discounting
process. This paper makes an attempt to measure
whether price discovery actually happens first in
the futures market or not; which in effect means
that whether the futures market leads the spot
market or not.
*

From a financial point of view, there is a lead-lag
relationship between the spot index and index
futures contract. The lead-lag relationship
investigates whether the spot market leads the
futures market, whether the futures market leads
the spot market or whether the bi-directional
feedback between the two markets exists. The
lead-lag relationship illustrates how well the two
markets are linked, and how fast one market
reflects new information from the other. If
feedback between spot and futures exists, then it
is possible that investors may use past
information to predict prices (or returns) in the
future. Feedback relationship exists if stock index
futures price reacts to economy-wide information
as found in Antoniou and Garrett (1993). Most
researchers show that futures returns lead spot
returns, while futures market has a stronger lead
effect. Also, when a bi-directional causality exists
between the two series, then spot and futures have
an important discovery role. Hence, an electronic
market may enhance price discovery. The
discoveries of one price will definite provide
valuable information about the other.
It is very well known that the Indian capital
market has witnessed a major transformation and
structural change from the past one decade as a

Lecturer, P G Department of Business Management, Fakir Mohan University, Balasore (Orissa)
Professor, Krupjal Buisness School, Bhuvaneswer (Orissa)

**

Apeejay School of Management

22

Apeejay Business Review Vol. 9 No. 1 & 2

result of ongoing financial sector reforms. Gupta
(2002) has rightly pointed out that improving
market efficiency, enhancing transparency,
checking unfair trade practices and bringing the
Indian capital market up to a certain international
standard are some of the major objectives of these
reforms. Due to such reforming process, one of
the important steps taken in the secondary market
is the introduction of derivative products in two
major Indian stock exchanges (viz. NSE and
BSE) with a view to provide tools for risk
management to investors and also to improve the
informational efficiency of the cash market.
The Indian capital markets have experienced the
launching of derivative products on June 9, 2000
in BSE and on June 12, 2000 in NSE by the
introduction of index futures. Just after one year,
index options were also introduced to facilitate
the investors in managing their risks. Later stock
options and stock futures on underlying stocks
were also launched in July 2001 and Nov. 2001
respectively. In India, derivatives were mainly
introduced with a view to curb the increasing
volatility of the asset prices in financial markets
and to introduce sophisticated risk management
tools leading to higher returns by reducing risk
and transaction costs as compared to individual
financial assets. Though the onset of derivative
trading has significantly altered the movement of
stock prices in Indian spot market, it is yet to be
proved whether the derivative products has
served the purpose as claimed by the Indian
regulators.
According to Tse (1999), price discovery refers to
the impounding of new information into the price.
Several studies report that futures markets lead
spot (cash) markets from a few seconds to hours
(Kawaller, Koch and Koch, 1987; Stoll and
Whaley, 1990). According to Brooks et al. (2001)
the lead-lag relationship between spot and futures
markets do not last for more than half an hour.
Reasons for why futures prices lead spot prices
include the fact that futures markets are more
informational efficient, and also by the fact that
they have lower transaction costs and higher
liquidity. Although empirical research generally
suggests that the futures market leads the cash
Apeejay School of Management

market (i.e. futures prices contain useful
information about cash prices), other researchers
show that cash market may lead futures market.

Objective of the Study
In this paper, we examine whether the price
movements in futures markets lead the price
movements in cash markets (i.e. whether futures
discover spot prices) using data from Indian
Capital Market. This paper offers a unique
contribution in examining the lead-lag
relationship between the NSE NIFTY index and
the index futures covering a period since
introduction of index futures in Indian Capital
Market.
The present study is being contemplated with the
following specific objectives:
i)
ii)

Investigating the lead-lag relationship
between NSE Nifty stock market index and
NSE Nifty Futures.
Analyzing the possible explanations behind
the variations in the above relationships
over time.

The next section reviews the most relevant
literature on lead-lag relationships, and then
Section III presents the data used and its sources.
Section IV discusses the detailed research
methodology employed for the study. Section V
presents the empirical findings and Section VI
gives the concluding remarks..

Review of Literature
The issue of price discovery on futures and spot
markets and the lead-lag relationship are topics of
interest to traders, financial economists and
analysts. Although futures and spot markets react
to the same information, the major question is
which market reacts first. Several studies examine
whether the returns of index futures lead the spot
index. The early study by Gardbade and Silber
(1983) suggests that futures markets lead the spot.
Similarly, Herbst, McCormack and West (1987)
examine the lead-lag relationship between the
spot and futures markets for S&P 500 and VLCI
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indices. They find that for S&P 500 the lead is
between zero and eight minutes, while for VLCI
the lead is up to sixteen minutes. More
sophisticated methods of causality (VAR-VECM)
models show evidence that futures prices lead the
spot prices. For example, Kawaller et al. (1987)
use minute to minute data on the S&P 500 spot
and futures contract and prove that futures lead
the cash index by 20-45 minutes. Also, Stoll and
Whaley (1990) find that S&P 500 and MM index
futures returns lead the stock market returns by
about 5 minutes. Similarly, Cheung and Ng
(1990) analyse price changes over fifteen minute
periods for the S&P 500 index using a GARCH
model. Their results show that futures returns lead
spot returns by at least fifteen minutes, while
Chan, Chan, and Karolyi (1991) use a bivariate
GARCH model and find that S&P 500 futures
returns lead spot returns by about five minutes.
Furthermore, Chan (1992) argues that this leadlag relation is asymmetric. He suggests that under
good news, cash index prices lag futures prices,
and more important, when stocks are moving
together, cash and futures markets provide a
support to the asymmetric lead-lag relation. In
addition, Chang et al. (1995) suggest that futures
market leads stock market with respect to the
weekend effect. Also, Pizzi et al. (1998) suggest
that both 3-month and 6-month S&P 500 futures
contracts are the leaders of the spot market (by at
least 20 minutes). Antoniou and Garrett (1993)
examine the pricing relationship between the
FTSE 100 index and the FTSE 100 index futures
contract on the 19th and 20th October 1987 (stock
market crash period). They find that, in general,
the futures price leads the stock index. Further,
Abhyankar (1998) examines the relationship
between futures and spot returns using 5-minute
returns on the FTSE 100. He finds that the futures
returns lead the spot returns by 15-20 minutes.
Antoniou et al. (2001) use multivariate analysis
(i.e. VAR-EGARCH methodology) to examine
the lead-lag relationship between stock and
futures markets of France, Germany and the UK,
and confirm that futures markets lead spot
markets.
Brooks et al. (2001) investigate the lead-lag
Apeejay School of Management

relationship between the spot index and futures
contract for the FTSE 100 index. Their results
from the Engle-Granger method show that there is
a strong relationship between spot and futures
prices. They also find that changes in spot index
depend on the lagged changes in the spot index
and futures price, while the lead-lag relationship
between spot and futures markets do not last for
more than half an hour. Most of the studies have
suggested that the leading role of the futures
market varies from five to forty minutes, while the
spot market rarely leads the futures market
beyond one minute. While explaining the causes
behind such relation, Kawaller et al. (1987)
attribute the stronger leading role of the futures
market to the infrequent trading of component
stocks.
Thenmozhi M (2002) studied the impact of the
introduction of index futures on underlying index
volatility in Indian markets. Applying variance
Ratio Test, Ordinary Least Square Multiple
Regression Technique, she concluded that futures
trading has reduced the volatility in the spot
markets. Further in a lead-lag analysis,
Thenmozhi found that the futures market leads
the spot index returns by one day. But this study
neglected inherent time varying characteristics
and clustering of volatility; and possible
autocorrelation. There fore, the inferences drawn
are unreliable.
This paper compares the results from the
introduction of two stock index futures (NSE
NIFTY and BSE SENSEX) in India. Our findings
are very important since no previous work has
examined the lead-lag relationship between the
spot index and index futures contract traded in the
BSE and NSE taking the recent times into
consideration.

Data Sources
The data employed in this study comprise 1685
daily observations on the NSE NIFTY stock index
and stock index futures contract and BSE
SENSEX stock index and stock index futures
contract. Closing prices for spot indices and
closing futures prices were obtained from the
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positive definite, see Lien, Tse, and Tsui (2002).
In this paper, we employ a restricted version of the
bivariate BEKK of Engle and Kroner (1995). The
Bivariate cointegration model, with GARCH
error structure, (BGARCH), incorporates a time
varying conditional correlation coefficient
between spot and futures prices. We apply several
BGARCH models to our data, so we can highlight
the selected model. In particular, to account for
cointegration, we model the mean equations (first
moment) with a bivariate error correction model,
see Engle and Granger (1987). For estimation, a
BHHH algorithm with the Marquardt correction

is used. We use Akaike's information criterion
(AIC) to select the best model (representation).

Empirical Findings
First, several BGARCH (1,1) models are
employed with 1, 2, 3, 4, 5, and 6 lags in the mean
equation. Although most empirical applications
have restricted attention to BGARCH (1,1)
model, with one lag for ? s and one lag for ? f, we
find that, for our data, the BGARCH (1,1) model
with two lags for ? s and two lags for ? f has the
lowest AIC value. Therefore, we select this
model.

Table 1: BGARCH(1,1) Model of Cash Equation for NSE Nifty
Method: Maximum Likelihood (Marquardt)
Variables
Coefficient
t-Statistic
Cs
0.07238
2.137 **
St-1
-0.19781
-1.289
St-2
-0.19883
-1.481
Ft-1
0.45611
3.791 *
Ft-2
0.03781
0.557
0.12779
2.592 *
St-1- ? Ft-1
0.00894
7.892 *
á0
GARCH
0.91220
19.455 *
ARCH
0.51377
9.441 *
0.07233
56.449 *
?
* Significant at 1% level; ** Significant at 5% level; s: spot

Table 2: BGARCH(1,1) Model of Futures Equation for NSE Nifty
Method: Maximum Likelihood (Marquardt)
Variables
Coefficient
t-Statistic
Cf
0.07892
2.894*
St-1
0.15233
1.456
St-2
0.02999
-0.354
Ft-1
0.05698
0.128
Ft-2
0.12897
-0.971
0.35970
5.417*
St-1- ? Ft-1
â0
0.00798
11.233*
GARCH
0.79812
28.455*
ARCH
0.45998
15.645*
0.00456
7.892*
?
* Significant at 1% level; ** Significant e at 5% level; f: futures
Apeejay School of Management
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The results are presented in Table 1 and Table 2
for NSE NIFTY, and Table 3 and Table 4 for BSE
SENSEX. The ARCH coefficients are all positive
and significant thus implying volatility clustering
both in the cash and futures returns. The ARCH
coefficients are also less than unity in all cases.
The sign and significance of the covariance
parameters indicate significance interaction
between the two prices. Furthermore, since the

coefficient of the error correction term, á1 , is
always positive and significant, we conclude that
futures market does indeed lead the spot market,
in both cases. Also, the coefficient of the error
correction term in the futures equation, â1 is
positive and significant, indicating that the spot
market leads the futures market (the hypothesis is
stronger for NSE NIFTY).

Table 3 : BGARCH (1,1) Model of Cash Equation for BSE Sensex
Method: Maximum Likelihood (Marquardt)
Variables
Coefficient
t-Statistic
Cs
0.05439
1.129
St-1
0.45622
-2.779 *
St-2
0.41560
-3.512 *
Ft-1
0.59781
5.611 *
Ft-2
0.21389
2.079 **
0.14556
1.962 **
St-1- ? Ft-1
0.00792
-4.561 *
á0
GARCH
0.97881
21.378 *
ARCH
0.49261
7.128 *
0.05893
102.789 *
?
* Significant at 1% level; ** Significant at 5% level; s: spot

Table 4 : BGARCH(1,1) Model of Futures Equation for BSE Sensex
Method: Maximum Likelihood (Marquardt)
Variables
Coefficient
t-Statistic
Cf
0.04298
2.164 **
St-1
0.12798
-0.789
St-2
0.25641
-1.562
Ft-1
0.12894
0.979
Ft-2
0.00469
-0.089
0.38927
4.372 *
St-1- ? Ft-1
â0
0.00678
-5.643 *
GARCH
0.01238
- 14.567 *
ARCH
0.98337
37.899 *
0.55379
9.781 *
?
* Significant at 1% level; ** Significant at 5% level; f: futures
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Conclusion
The introduction of a futures market and, in
particular, the impact of futures on stock market
volatility is a long debate. This paper tests the
empirical relationship between spot and futures
traded in the National Stock Exchange (NSE) &
Bombay Stock Exchange (BSE) for the period
2001-2007. In particular, we examine the lead-lag
relationship between stock index and stock index
futures contracts for NSE NIFTY and BSE
SENSEX over the period 2001 to 2007 . A leadlag relation exists when one market reacts faster to
information due to transaction costs or other
capital market effects.
Using a Bivariate GARCH(1,1) model, we
confirm co-integration (long-run relationship)
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Social Networking Model for Semantic Web
*

Monika Arora

The personal or professional set of relationships between individuals form the foundation of social network
that represenst both a collection of ties between people and the strength of those ties. Often used as a
measure of social “connectedness”, social networks help in determining how information moves across
groups, and how trust can be established and fostered. The social networking model aims at unfolding the
importance of social networking to the society as also investigating the manner in which the semantic web
is being used for the purpose. The process of social network information encompasses different metrics for
implementation of the model of social networking. The large data sets of Resource Description
Framework (RDF) document social network information which are then encoded using the “Friend of a
Friend” (FOAF) ontology. The datasets are analyzed to discover how FOAF is being used and investigate
the kinds of social networks found on the web. This paper examines the pattern of social networking
information being encoded and used on the world wide web. More specifically, it provides pragmatic
insight on how the semantic web is being explored and would be used in future.
Key words : Semantic web, social network, social network analysis

Introduction
'Social network' is a social structure made of
nodes (which are generally individuals or
organizations) that are tied by one or more
specific types of interdependency, such as values,
visions, ideas, financial exchange, friends,
kinship, dislike, conflict, trade, web links, sexual
relations, disease transmission, or airline routes.
The resulting structures are often very complex.
Social network analysis views social
relationships in terms of nodes and ties. Nodes are
the individual actors within the networks, and ties
are the relationships between the actors. There
can be many kinds of ties between the nodes.
Research in a number of academic fields has
shown that social networks operate on many
levels, from families up to the level of nations, and
play a critical role in determining the way
problems are solved, organizations are run, and
the degree to which individuals succeed in
achieving their goals.
In its simplest form, a social network is a map of
all of the relevant ties between the nodes being
studied. The network can also be used to

*

determine the social capital of individual actors.
These concepts are often displayed in a social
network diagram, where nodes are the points and
ties are the lines.

Social network analysis
Social network analysis (related to network
theory) has emerged as a key technique in modern
sociology. People have used the social network
metaphor for over a century to connote complex
sets of relationships between members of social
systems at all scales, from interpersonal to
international. In 1954, J. A. Barnes started using
the term systematically to denote patterns of ties
that cut across the concepts traditionally used by
the public and social scientists: bounded groups
(e.g., tribes, families) and social categories (e.g.,
gender, ethnicity).
Social network analysis has now moved from
being a suggestive metaphor to an analytic
approach to a paradigm, with its own theoretical
statements, methods, social network analysis
software, and researchers. Analysts reason from
whole to part; from structure to relation to
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individual; from behavior to attitude. They either
study whole networks (also known as complete
networks), all of the ties containing specified
relations in a defined population, or personal
networks, (also known as egocentric networks)
the ties that specified people have, such as their
"personal communities".[2]

Individual

Several analytic tendencies distinguish social
[3]
network analysis:
a) There is no assumption that groups are the
building blocks of society: the approach is
open to studying less-bounded social
systems, from non-local communities to
links among Web sites.
b) Rather than treating individuals (persons,
organizations, States) as discrete units of
analysis, it focuses on how the structure of
t i e s a ff e c t s i n d i v i d u a l s a n d t h e i r
relationships.
c) In contrast to analyses that assume that
socialization into norms determines behavior,
network analysis looks to see the extent to
which the structure and composition of ties
affect norms.
The shape of a social network helps determine a
network's usefulness to its individuals. Smaller,
tighter networks can be less useful to their
members than networks with lots of loose
connections (weak ties) to individuals outside the
main network. More open networks, with many
weak ties and social connections, are more likely
to introduce new ideas and opportunities to their
members than closed networks with many
redundant ties. In other words, a group of friends
who only do things with each other already share
the same knowledge and opportunities. A group of
individuals with connections to other social
worlds is likely to have access to a wider range of
information. It is better for individual success to
have connections to a variety of networks rather
than many connections within a single network.
Similarly, individuals can exercise influence or
act as brokers within their social networks by
bridging two networks that are not directly linked
(called filling structural holes).[4]
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Figure :1 Social networking diagram
The power of social network analysis stems from
its difference from traditional social scientific
studies, which assume that it is the attributes of
individual actors-- whether they are friendly or
unfriendly, smart or dumb, etc.--that matter.
Social network analysis produces an alternate
view, where the attributes of individuals are less
important than their relationships and ties with
other actors within the network. This approach
has turned out to be useful for explaining many
real-world phenomena, but leaves less room for
individual agency, the ability for individuals to
influence their success, because so much of it
rests within the structure of their network.
Social networks have also been used to examine
how organizations interact with each other,
characterizing the many informal connections
that link executives together, as well as
associations and connections between individual
employees at different organizations. For
example, power within organizations often comes
more from the degree to which an individual
within a network is at the center of many
relationships than actual job title. Social networks
also play a key role in hiring, in business success,
and in job performance. Networks provide ways
for companies to gather information, deter
competition, and collude in setting prices or
policies.[5]
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Applications
SNA and network modelling approaches have
been used in epidemiology to help understand
how patterns of human contact aid or inhibit the
spread of diseases such as HIV in a population.
The evolution of social networks can sometimes
be modelled by the use of agent based models,
providing insight into the interplay between
communication rules, rumor spreading and social
structure.
Diffusion of innovations theory explores social
networks and their role in influencing the spread
of new ideas and practices. Change agents and
opinion leaders often play major roles in spurring
the adoption of innovations, although factors
inherent to the innovations also play a role.
Dunbar's number: The rule of 150 suggested that
the typical size of a social network is constrained
to about 150 members due to possible limits in the
capacity of the human communication channel.
The rule arises from cross-cultural studies in
sociology and especially anthropology of the
maximum size of a village. It may be easier in
larger groups to take advantage of the benefits of
living in a community without contributing to
those benefits.
Nevertheless, even as an average person may only
be able to establish a few strong ties due to
possible constraints of human communication
channels, Mark Granovetter found in one study
that more numerous weak ties can be important in
seeking information and innovation. Cliques have
a tendency to more homogeneous opinions as
well as sharing many common traits. This
homophillic tendency was the reason for the
members of the cliques to be attracted together in
the first place. However, being similar, each
member of the clique would also know more or
less what the other members knew. To find new
information or insights, members of the clique
will have to look beyond the clique to its other
friends and acquaintances. This is what
Granovetter called the "the strength of weak ties".
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The small world phenomenon is the hypothesis
that the chain of social acquaintances required to
connect one arbitrary person to another arbitrary
person anywhere in the world is generally short.
In Milgram's experiment, a sample of US
individuals were asked to reach a particular target
person by passing a message along a chain of
acquaintances. The average length of successful
chains turned out to be about five intermediaries
or six separation steps (the majority of chains in
that study actually failed to complete). The
methods (and ethics as well) of Milgram's
experiment was later questioned by an American
scholar, and some further research to replicate
Milgram's findings had found that the degrees of
connection needed could be higher.[3]Academic
researchers continue to explore this phenomenon
as Internet-based communication technology has
supplemented the phone and postal systems
available during the times of Milgram. A recent
electronic small world experiment at Columbia
University found that about five to seven degrees
of separation are sufficient for connecting any two
[3]
people through e-mail.
The study of socio-technical systems is loosely
linked to social network analysis, and looks at
relations among individuals, institutions, objects
and technologies.

Metrics (Measures) in social network
analysis [4]
?
Betweenness is the degree an individual lies

between other individuals in the network;
the extent to which a node is directly
connected only to those other nodes that are
not directly connected to each other; an
intermediary; liaisons and bridges.
Therefore, it's the number of people who a
person is connected to indirectly through
their direct links.
?
Closeness

is the degree an individual is
near all other individuals in a network
(directly or indirectly). It reflects the ability
to access information through the
"grapevine" of network members. Thus,
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closeness is the inverse of the sum of the
shortest distances between each individual
and every other person in the network.
?
(Degree) centrality: The count of the

number of ties to other actors in the network.
?
Flow betweenness centrality: The degree

that a node contributes to sum of maximum
flow between all pairs of nodes (not that
node).
?
Eigenvector centrality: Is a measure of the

importance of a node in a network. It assigns
relative scores to all nodes in the network
based on the principle that connections to
nodes having a high score contribute more
to the score of the node in question.
?
Centralization: The difference between the

n of links for each node divided by
maximum possible sum of differences. A
centralized network will have many of its
links dispersed around one or a few nodes,
while a decentralized network is one in
which there is little variation between the n
of links each node possesses.
?
Clustering coefficient: A measure of the

likelihood that two associates of a node are
associates themselves. A higher clustering
coefficient indicates a greater 'cliquishness'.
?
Cohesion: The degree to which actors are

connected directly to each other by cohesive
bonds. Groups are identified as 'cliques' if
every actor is directly tied to every other
actor, 'social circles' if there is less
stringency of direct contact, which is
imprecise, or as structurally cohesive blocks
if precision is wanted.
?
(Individual-level) density: The degree a

respondent's ties know one another/
proportion of ties among an individual's
nominees. Network or global-level density
is the proportion of ties in a network relative
to the total number possible (sparse versus
dense networks).
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?
Path Length: The distances between pairs

of nodes in the network. Average path-length
is the average of these distances between all
pairs of nodes.
?
Radiality: The degree an individual's

network reaches out into the network and
provides novel information and influence.
?
Reach: The degree any member of a

network can reach other members of the
network.
?
Structural cohesion: The minimum number

of members who, if removed from a group,
would disconnect the group.[5]
?
Structural equivalence: Refers to the extent

to which actors have a common set of
linkages to other actors in the system. The
actors don't need to have any ties to each
other to be structurally equivalent.
?
Structural hole: Static holes that can be

strategically filled by connecting one or
more links to link together other points.
Linked to ideas of social capital: if you link
to two people who are not linked you can
control their communication.

Implementation model: Network
analytic software
Network analytic tools are used to represent the
nodes (agents) and edges (relationships) in a
network, and to analyze the network data. Like
other software tools, the data can be saved in
external files. Additional information comparing
the various data input formats used by network
analysis software packages is available at
NetWiki. Network analysis tools allow
researchers to investigate large networks like the
Internet, disease transmission, etc. These tools
provide mathematical functions that can be
applied to the network model.
Visual representation of social networks is
important to understand the network data and
convey the result of the analysis [1]. Network
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analysis tools are used to change the layout,
colors, size and advanced properties of the
network representation.
The NetWiki follows the concept of the network
theory by using the adjacency matrix. It is a
network of n nodes, the adjacency matrix is an n
by n matrix with binary entries indicating whether
there is an edge between two nodes. 1 indicates an
edge and 0 indicates no edge. For non-directed
networks, the adjacency matrix is symmetric, i.e.
entry i, j is equal to j, i. Naturally this symmetry
does not hold for directed networks, where an
edge between two nodes in one direction does not
imply an edge between the nodes in the opposite
direction.
Betweenness: The betweenness is a quantitative
measure that describes how much a node or edge
is 'between' other nodes, i.e., how much this node
is needed to forward information or other goods in
various scenarios of transport over the network.
The study of betweenness has a long history in
social network analysis. One can consider
betweenness with respect to different graph
subcomponents; in particular, edge betweenness
and node betweenness are commonly computed.
In a common model, transport is considered to
occur only on shortest paths and this is indeed the
most common definition and may also be called
geodesic betweenness. In another scenario,
transport is envisioned to happen basically at
random, resulting in random walk betweenness.
The Girvan-Newman community detectection
algorithm iteratively calculates the betweenness
centrality values of a graph, removes the
subcomponent of interest with highest
betweenness (of whatever type), until one obtains
a dendrogram describing the graph's community
structure. Centralisation is a study of centrality
that has a long history in social network analysis.
It was introduced to quantify the structural impact
an edge or node has on the processes over the
network it is in. There are many types of
centrality, including degree, eccentricity,
closeness, stress, betweenness centrality,
eigenvector centrality, community centrality,
and connectedness . One could also count the
clustering coefficient introduced by Watts and
Apeejay School of Management

Strogatz to it. Since these measures are very
varied, it is not easy to find a strict definition but
the least to require is that a centrality measure is a
real-valued function that depends only on the
structure of the graph and no other outside
information.
Community structure uses the community
detection algorithms, including betweennessbased methods (from Girvan-Newman),
clustering methods (such as single linkage
clustering and average linkage clustering), "local"
methods (such as the Bagrow-Bollt l-shell
method and its generalizations), and modularity
maximization. Network centralization can be
applied to any centrality measure. The idea is to
take some network centrality measure and
looking at a sort of variance in the network.
Social networks are explicit representations of the
relationships between individuals and groups in a
community. In the abstract, these networks are
just simple graphs with nodes for the people and
groups and links for the relationships. In practice,
the links can encode all kinds of relationships –
familial, friendship, professional or
organizational. Social network theory, the study
of such social networks, has developed
techniques found useful in many fields, including
sociology, anthropology, psychology and
organizational studies. Social network analysis
(SNA) has been used, for example, to represent
and analyze the organization structure of
employees in a business unit, identify key
individuals, and suggest structural changes to
improve unit performance. Virtual or online
communities are groups of people connected
through the internet and other information
technologies. These have become an important
part of modern society and contribute to life in
many contexts – social, educational, political and
business.
The communication technologies and
infrastructures used to support virtual
communities have evolved with the internet and
include electronic mailing lists, bulletin boards,
usenet, Wikis, and blogs. Virtual communities
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built on social partial support for this research was
provided by DARPA and by NSF awards network
structures began appearing in 2002 and have
become among most popular web-based
applications. Such sites allow individuals to
publish personal information in a semi-structured
form and to define links to other members with
whom they have relationships of various kinds.
Current examples include Friendster, LinkedIn,
Tribe.net, and Orkut.
Other web-based virtual communities have
successfully combined social networking with
various interests, such as photography
(www.flickr.com), film (www.netflix.com),
personal blogging (www.myspace.com) and
dating (www.Thefacebook.com). Several of these
social network based virtual communities have
begun to publish members' public profile
information, including social links, using the
semantic web language resource description
framework (RDF). Most use the RDF vocabulary
defined by the “Friend of a Friend” (FOAF)
ontology augmented with new terms as needed.
The use of a widely known, non-proprietary,
shared ontology for this information enables
interoperability among these systems. More
importantly, RDF was designed as a data sharing
standard privileging extensibility. Individual
systems can extend the vocabulary as needed
without interfering with the ability to combine
and integrate information. This approach opens
up many possibilities for information integration,
aggregation and fusion on the web.
Future
The semantic web idea emerged from the
confluence of several communities – artificial
intelligence, hypertext, and web developers – and
so there are a number of ways to appreciate its
motivation and goals. Perhaps the easiest for one
who does not belong to any of those communities
is to consider that much of what we want to know
(that is actually known) is available on the web.
Thus the web is, potentially, a great resource for
software agents, which can be programmed to
extract and fuse information from multiple,
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heterogeneous sources in response to a query.
However, extracting meaning from text is a very
challenging task for computer. The FOAF
ontology is the most widely used domain
ontology on the semantic web. People are using it
in an open and extensible manner by defining new
classes and properties to use with FOAF. RDF
data was only obtained from public RDF
documents published on the web. Some RDF
FOAF data may be unavailable because it is
behind firewalls, on intranets or stored in private
databases. The ways in which the semantic web
languages RDF and OWL are being used (and
abused) are dynamic and still evolving. A similar
study done two years from now may show very
different results.
The implementation of the FOAF ontology the
widely used on the web. Studying how FOAF is
being used provides a good test case for the larger
questions and issues involving the adoption of
semantic web concepts and technologies. These
standards make it possible for programs and
software agents to understand information
published on the web without the ambiguity and
complex processing inherent in traditional
unstructured forms (e.g. natural language) or
rigidity and lack of flexibility inherent in
structured representations (e.g. relational
databases). The RDF (Klyne and Carroll, 2004) is
a simple XML-based language to define
computer-understandable vocabularies that
people and programs can use to describe things of
interest, such as web sites, newspaper articles, email messages, people, books, events, or web
services. RDF mimics human languages in that it
allows one to introduce new terms (individuals,
classes and properties) that are defined (partially,
at least) in terms of existing terms. The conceptual
model can be implemented by using FAOF using
RDF XML based Language.
Conclusions
The concept of networking brings the world
together where we can share our knowledge and
views other person. The semantic web offers an
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ambitious vision of an Internet populated with
intelligent agents and services able to exchange
information, tasks and knowledge using simple
protocols coupled with a rich knowledge
representation language. Exploring the roadmap
leading toward this vision will take some time.

The semantic web languages RDF and XML are a
promising beginning. One of the first widespread
applications of RDF is the representation of
social networks – individuals, their properties
and the relationships among them.
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Theoretical Framework of Knowledge Management
Deepankar Chakrabarti * & P. K. Gupta**
Knowledge Management has evolved as an important academic discipline over the last three decades.
However, a universally accepted theoretical framework of Knowledge Management is still elusive. In
this article, we have tried to collate all the differing views on Knowledge Management so as to construct a
holistic theoretical perspective on the subject. We have critiqued the existing literature on knowledge and
Knowledge Management in this article.

Introduction
Knowledge Management has evolved as an
important academic discipline over the last three
decades. However, literature on Knowledge
Management happens to be relatively fragmented
with no unifying theory of the discipline
(Jashapara, 2005). The lack of consistent
definitions for data, information, and knowledge
make rigorous discussions on Knowledge
Management quite complex (Hicks et al. 2006).
In this article, we have tried to collate all the
differing views on Knowledge Management so as
to construct a holistic theoretical perspective on
the subject, which is considered to be the ultimate
source of competitive advantage (with apologies
to Michael Porter). No doubt, knowledge alone is
the source of sustainable competitive advantage
and economic growth (Drucker, 1988).
Shariq (1997) has rightly observed: 'We have
entered into an era where the future will be
essentially determined by our ability to wisely
use knowledge, a precious global resource that is
the embodiment of human intellectual capital and
technology. As we begin to expand our
understanding of knowledge as an essential asset,
we realize that in many ways our future is limited
only by our imagination and ability to leverage

*

the human mind. As knowledge increasingly
becomes the key strategic resource of the future,
our need to develop comprehensive
understanding of knowledge processes for the
creation, transfer and deployment of this unique
asset are becoming critical'.
Knowledge is unique in the sense that unlike the
traditional factors of production – land, labour,
and capital – knowledge is a resource locked in
the human mind. Creating and sharing
knowledge are intangible activities that can
neither be supervised nor forced out of people
(Kim and Mauborgne, 1997).
Knowledge has indeed replaced capital as the
scarce factor of production and so has become the
dominant economic force in business. It is the
new source of wealth—an asset category to be
invested as carefully as capital itself' (Beazley et
al., 2002). Toffler (1990) also considers
knowledge to be the source of power and no
longer just an adjunct of money and muscle but
instead the key element of power. Hence it is
imperative to develop an apposite perspective on
Knowledge Management.
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What is Knowledge?
While conceding that Knowledge is an
indefinable concept, it appears to be a good
starting point to probe 'What is Knowledge?' The
risk involved in such an exercise is formidable.
To define knowledge in a non-abstract and nonsweeping way seems to be very difficult.
Knowledge easily becomes everything and
nothing (Alvesson, 1993). M Cursor is supposed
to be the first person who used 'Knowledge'
(Middle English –knaulage, knowleche) in
around 1300 AD (Oxford English Dictionary, 2nd
Ed. (2006), www.oed.com/). Thus the term has
old English and Teutonic origins.
For centuries, philosophers have tried to grasp the
true meaning of the most elusive concept
–knowledge. Socrates, in Theaetetus by Plato
(369 BC), conceptualized knowledge as a true
belief with an account – commonly identified as
the concept of justified true belief – but then
indicated that this definition remained
inadequate. Knowledge has since received many
definitions. A review of the existing literature
clearly shows the potential to improve
understanding of the concept of knowledge
(Faucher et al. 2008).
Knowledge is typically characterized by
'transdisciplinarity, complexity, heterogeneity,
connections and the diffusion/use or application
dynamics' (De la Mothe and Foray, 2001).
Scholars have offered simple as well as complex
definitions of knowledge. Svelby (1994)
considers knowledge as an object that can be
translated clearly through words. Elsewhere, he
has defined knowledge as 'the capacity to act'
(Svelby, 1997). Nonaka (1994) asserts that
knowledge is a wise individual's personal
perception that increases the individual's
capability to take effective decisions. On the
other hand, Gurteen (1998) believes that 'it is
about know-how and know-why'.
The competitive nature of knowledge in terms of
value and time shows us that knowledge is not a
static commodity, and its importance lies in its
Apeejay School of Management

exploitation to deliver New Market Values or
expectations by destabilizing existing positions
of competitive products in terms of entry to
market and relative value (Newman, 1997).
Sanchez et al. (1996) have defined knowledge as
the ability to sustain the coordinated deployment
of assets and capabilities in a way that promises to
help the firm achieve its goals. Knowledge is
something that we produce in human social
systems, and . . . we do so through individual and
shared processes that has regularity to them'
(McElroy, 2003).
Broadly speaking, knowledge is what is known:
an authenticated information (Grant, 1996). A
large number of scholars have considered
knowledge as an extension of data and
information. Knowledge is touted as information
which provides guidance for action in business or
social settings. Nonaka and Takeuchi (1995) have
defined knowledge as information combined
with experience, insights, beliefs, and lessons
learned and possessed by people. Further,
Davenport and Prusak (1998) have observed that
knowledge is a fluid mix of framed experience,
values, contextual information, and expert insight
that provides a framework for evaluating and
incorporating new experiences and information.
McDermott (1999) observes: 'Knowledge
originates and is applied in the minds of knowers.
In organizations, it often becomes embedded not
only in documents or repositories but also in
organizational routines, processes, practices, and
norms. True, knowledge is embodied in many
phenomena. Only a relatively small amount takes
written form; most is in informal, undocumented
practices and artefacts such as stories told
between colleagues, chance workplace
discussions and people experiencing others'
diagnostic processes as they work on problems
together'.
In the context of business enterprises, knowledge
indicates a firm's intellectual capital: including
work-related experience, expertise, know-how,
and best practices, that can be acquired and
shared.
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Knowledge may be explicit, and this can be
expressed in codified form and thus can be
diffused throughout an organization in the form of
rules and guidelines. In contrast, knowledge that
resides within individuals is frequently termed as
tacit knowledge. Being inferred from individual
action, and being difficult to verbalize and codify,
tacit knowledge is obtained through imitation and
practice (Nonaka, 1994). At its simplest,
knowledge in a corporate setting is what
employees need to know (and be able to do) in
order to perform their jobs at maximum
effectiveness' (Beazley et al., 2002).
There are as many approaches to viewing
knowledge as its definitions. However, four
significant and meta-level paradigms comprise of
scientific view, social view, objectivist view, and
subjectivist view. Each perspective has survived
the test of time and subscribed by scholars of
different hues.
The scientific view of knowledge takes a
“knowledge is truth” view (Alvesson & Willmott,
1996). This view considers knowledge to be
essentially a canonical body of facts and rational
laws (Swann & Scarborough, 2001). These
“facts” are labeled as scientific and are therefore
reified. Gergen (1991) describes such
indisputability as “scientists adding sanctity to
ideology.” Individuals “sift bodies of 'scientific
facts,' propose hypotheses, evaluate outcomes of
deductions, then they build repositories of
knowledge within and hence take action in
organisations”.
Thus, the underlying assumptions rarely get
questioned in case we take scientific view of
knowledge. If Knowledge Management is
restricted to the scientific paradigm of knowledge
construction, then there is likely to be only limited
organisational transformation in terms of
increased business benefits and employee
emancipation. Improvement will be restricted to
increased efficiency rather than the reframing
necessary to produce challenging innovation in
regard to the organisation and its employees (Pitt,
1998).
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Social view of knowledge considers knowledge
creation and its management as essentially a
social activity (Raza, Kausar & Paul, 2007).
Kramer (1999) has elucidated social view of
knowledge by underlining collective nature of
knowledge. He observes: 'Knowledge
communities can be conceptualized as groups or
organizations whose primary purpose is the
development and promulgation of collective
knowledge.
Knowledge communities are a prevalent and
increasingly important form of contemporary
organization. For example, all of the major social
sciences are organized as knowledge
communities consisting of numerous researchers
whose common goal is the advancement of
knowledge within their discipline. At a micro
level, organizations within an industry, or even
small groups within a single organization, often
find it useful to participate in strategic
collaborations or 'learning alliances' in order to
mutually benefit from their unique knowledge
and distinctive competencies.'
An objectivist approach views knowledge as
objects to be discovered (Hedlund, 1994).
Technology is employed in the identification and
codification of such knowledge objects that exist
in various forms and locations (Hansen et al.,
1999). Besides, the objectivist perspective defines
knowledge as a thing to be stored and manipulated
and a process of simultaneously knowing and
action (Carlsson et al., 1996; McQueen, 1998;
Zack, 1998). In contrast, a subjectivist approach
suggests that knowledge is inherently identified
and linked to human experience and the social
practice of knowing (Tenkasi and Boland 1996,
Brown and Duguid, 1998).
In subjectivist view, all knowledge and
understanding arises out of an individual's
experience, and in that sense is inherently in terms
that are private, personal, and subjective. An
individual might know, for example, that a certain
action tends to be followed by a certain
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sensation, or that one sensation invariably follows
another. But these are its sensations and its
actions. There is no necessary relationship
between them and the sensations and actions of
another individual. To hypothesize such a link
might be useful, but always secondary to the
subjective experience itself. (Sutton, 2001)
Scholars have broadly classified knowledge as
tacit and explicit (Polanyi, 1966; Wagner, 1987;
Nonaka, 1994; Nonaka & Takeuchi, 1995;
Sternberg, Wagner, Williams, & Horvath, 1995;
Tsoukas, 1996). Wagner and Sternberg (1985)
have defined tacit knowledge as work-related
practical knowledge learned informally through
experience on the job. They further observe: 'Tacit
knowledge is an intellectual and cognitive process
that is neither expressed nor declared openly but
rather implied or simply understood. It is
intimately related to action such that it reflects
knowing how as contrasted with knowing what. It
is normally procedural in nature and acquired
without direct instruction or help from others'.
Indeed, tacit knowledge is highly personal and
hard to formalize, making it difficult to
communicate and share with others. Subjective
insights, intuition and hunches fall into this
category (Nonaka and Konno, 1998)
Roberts (2000) maintains that 'Tacit knowledge
is implicit and non-codifiable knowledge that is
difficult to share or that is learnt by experience,
''learning by doing'', and apprenticeship. To
succeed in sharing tacit knowledge, it is necessary
to share through know-how, the process of
demonstration, and through show-how, face-toface contact between transmitter and receiver. In
other words, the transfer of know-how requires a
process of show-how'.
On the other hand, explicit knowledge can be
expressed in words and numbers and shared in the
form of data, scientific formulae, specifications
and the like… (Nonaka and Konno, 1998)
Explicit knowledge is increasingly being
emphasised in both practice and literature, as a
management tool to be exploited for the
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manipulation of organisational knowledge.
(Scarbrough et al. 1999). According to Pan and
Scarbrough (1999), 'Explicit knowledge is
systematic and easily communicated in the form
of hard data or codified procedures. It can be
articulated in formal language including
grammatical statements. This kind of knowledge
can thus be transmitted across individuals
formally and easily'.
Knowledge Management actually revolves
around converting tacit knowledge into explicit
knowledge and vice versa while expanding
learning opportunities in the work settings.
What is Knowledge Management?
Broadly speaking, Knowledge Management is the
collection of processes that govern the creation,
dissemination and leveraging of knowledge to
fulfil organizational objectives. However,
Knowledge Management means different things
to different people. There is hardly any consensus
on a universally accepted definition of
Knowledge Management just as there is no
consensus on the definition of knowledge.
Desprès and Chanvel (2001) have appropriately
captured the essence of the emerging discipline of
Knowledge Management. They observe:
'Knowledge Management is now one of the most
ramified topics in the business arena. Much of this
amplitude can be attributed to the number of fields
that lay claim to the idea, or some part of it,
including computer and information science,
business strategy, macro economics and
interpersonal dynamics to mention only a few.
Proponents generally claim that this symphony of
schemes is appropriate given the important,
transversal and imminently practicable nature of
Knowledge Management. Its critics, on the other
hand, are hearing either a re-mix of older refrains,
schizoid melodies or an outright cacophony. All
parties agree that we are nonetheless witnessing
an explosion of interest in the term Knowledge
Management and all that it may or may not imply'.
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Many scholars have maintained that Knowledge
Management is the process of capturing the
collective expertise and intelligence in an
organization and using them to foster innovation
through continued organizational learning
(Nonaka, 1991; Quinn et al., 1996; Davenport et
al., 1998). Moreover, Knowledge Management is
the examination of mechanisms that facilitate
c r i t i c a l o rg a n i s a t i o n a l p r o c e s s e s , t h e
measurement of their performance and the
development of practical solutions that deliver
one or more Knowledge Management objectives
(Levett & Guenov 2000).

Knowledge Management.
Information
technology (IT) perspective focuses on the use of
various technologies to acquire or store
knowledge resources (Borghoff and Pareschi,
1998). Socialization perspective, on the other
hand focuses on understanding organizational
nature (Gold et al., 2001). Information system
(IS) perspective focuses on both IT and
organizational capability while emphasizing the
use of knowledge management systems (Schultze
and Leidner, 2002).
KPMG (1999) has outlined the following as the
objectives of Knowledge Management:

Knowledge Management is an emerging set of
organizational design and operational principles,
processes, organizational structures, applications
and technologies that helps knowledge workers
dramatically leverage their creativity and ability
to deliver business value (Gurteen, 1998).
According to Beijerse (1999),
Knowledge
management is achieving organizational goals
through the strategy-driven motivation and
facilitation of knowledge-workers to develop,
enhance and use their capability to interpret data
and information (by using available sources of
information, experience, skills, culture, character,
personality, feelings, etc.) through a process of
giving meaning to these data and information.
It is also defined as the systematic process of
acquiring, creating, capturing, synthesizing,
learning, and using information, insights, and
experiences to enable performance” (Gersting,
Ives, & Gordon, 2000). Knowledge management
concerns itself with the processes and structures
that organisations use to create, store, share and
disseminate knowledge (Rowley, 2001).
Knowledge management is also defined as the
effective learning processes associated with
exploration, exploitation and sharing of human
knowledge (tacit and explicit) that use
appropriate technology and cultural
environments to enhance an organization's
intellectual capital and performance (Jashapara,
2004)
There are three different perspectives on
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·
Supporting innovation, the generation of
new ideas and the exploitation of the
organisation's thinking power;
·
Capturing insight and experience to make
them available and usable when, where
and by whom required;
·
Making it easy to find and reuse sources of
know-how and expertise, whether they
are recorded in a physical form or held in
someone's mind;
·
Fostering collaboration, knowledge
sharing, continual learning and
improvement;
·
Improving the quality of decision making
and other intelligent tasks;
·
Understanding the value and contribution
of intellectual assets and increasing their
worth, effectiveness and exploitation.
Beijerse (1999) has suggested the following
instruments to accomplish the broad objectives of
Knowledge Management:
1.

Determining the knowledge gap: Develop
knowledge information system; Organize
meetings for knowledge sharing; Interview
knowledge-workers; Organize brainstorm
sessions (for instance through using Group
Systems); Draw up an inventory of
personnel and their qualifications; Search
for best practices; Carry out knowledge
mapping; Carry out case-studies into the
own organization; Develop scenarios;
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Hire researchers and consultants; Carry
out strategic studies; Develop an
intranet; Install Internet; Detach
personnel; Assess customers; Assess
markets, Manage by walking around;
Manage by wandering around; Assess
product developments; Assess
competition.
2. Developing and buying knowledge:
Carry out strategic technology study;
Carry out R&D; Install electronic
boardroom; Use external training; Use
business intelligence; Install helpdesk;
Carry out customer satisfaction research;
Carry out market research; Draw up an
inventory of the need for training and
education of personnel; both
strategically as well as personal; Develop
training and education plan; Educate and
train personnel; Learn from projects, for
instance by evaluating them.
3. Developing career paths for personnel:
Build a network of relations; Give
personnel time to develop ideas;
Facilitate streams of information;
Facilitate training-on-the-job; Facilitate
learning-by-doing; Facilitate job
rotation; Create an open culture; Send
personnel to conferences; Give
personnel time to read professional
literature; Organize seminars with
external speakers; Obtain knowledge
from customers; Obtain knowledge from
suppliers; Organize mentorship in units;
Organize mentorship between units;
Look for traineeships; Hire research and
consultancy; Organize detachments;
Install (virtual) suggestion box; Buy
knowledge and information hardware;
Monitor the environment (benchmarks);
Manage networks.
4. Knowledge sharing: Archive projects;
Install computer networks; Stimulate
cooperation; Make project- or factsheets; Organize mentorship in units;
Organize mentorship between units;
Install helpdesk; Install knowledge
counter; Look for traineeships; Organize
task groups; Organize theme groups;
Apeejay School of Management

Stimulate teambuilding; Organize work
meetings; Install knowledge
management system; Work with
databases; Appoint an information
broker; Carry out internal audits; Debrief
personnel; Enhance communication
between personnel (for instance by
lunch-break meetings); Facilitate job
rotation; Organize autonomous work
groups; Install an intranet; Facilitate
exchanging of tasks; Use video
conferencing; Use information
technology; Facilitate internal
detachment; Facilitate training-on-thejob; Facilitate informal gatherings;
Organize cocktail hours; Facilitate
culture of deliberation; Install electronic
networks.
5. Evaluating knowledge: Carry out
internal audits; Carry out external audits;
Carry out (informal) project evaluations;
Interview suppliers; Interview
customers; Carry out strategic studies;
Organize workshops; Debrief leaving
personnel; Use benchmarking; Read
reports; Use handbooks.
These instruments may be used by the
organizations across cultures with a little
adaptation.
Models of Knowledge Management
Nonaka and Takeuchi (1995) have proposed
'Spiral of Knowledge Creation' model for an
effective management of knowledge in
organizations. This model is based on the
premise that tacit knowledge is converted into
explicit knowledge and vice versa on a
continuum by means of socialization,
externalization, internalization and a
combination of all the three processes mentioned
earlier.
Socialization involves conversion of tacit
knowledge into tacit knowledge. This process
attempts to share experience and thereby to
create and exchange tacit knowledge.
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Tacit Knowledge

Tacit Knowledge

Explicit Knowledge

Figure 1
Thus, socialization is used in sharing learners'
experience and know-how with other learners.
On the other hand, externalization involves the
conversion of tacit knowledge into explicit
knowledge. This process attempts to rationalize
tacit knowledge and articulate it into explicit
concepts and formal models. Internalization is a
process of embodying explicit knowledge into
tacit knowledge and internalizing the individual
experiences gained through the other models of
knowledge creation in the form of shared mental
models. Combination converts explicit
knowledge into more complex and systematic
sets of explicit knowledge. This process involves
individuals combining and exchanging different
explicit knowledge to explicit knowledge with
others.

developed an 'Extended Knowledge
Management Pyramid' taking cue from Berger
and Luckman (1966), Bellinger et al. (2004). This
model is based on a hierarchical frame with
existence at the bottom and enlightenment at the
top. Gradual progression starts from awareness of
existence to formation of data about our existence
and whatever we can perceive. Next logical step
is information processed from data that in turn
lead to generation of knowledge. Wisdom comes
after knowledge and finally one assumes
enlightenment. This progression is facilitated by
a process of understanding. In the entire process
of evolution of existence into enlightenment,
there is a continuous conversion of tacit
knowledge into explicit knowledge and vice
versa through gradual understanding.

Jashapara (2005) has developed an 'Integrated
Framework of Knowledge Management.'
Important contributory processes in this
framework are organizational learning, systems
and technologies, culture and strategy. The
assumption underlying this model is that the
firm's key resource –knowledge, is best managed
through these four contributory processes. The
outcome of these processes is intellectual capital
resulting in greater competitive advantage and
improved effectiveness for organizations.

While elucidating various terms used in the
model, Faucher et al (2008) observe: 'In Extended
Knowledge Management Pyramid', existence
implies the whole environment that humans can
grasp and create data about. Data is a very basic
processed outcome of human observation of
existence –a purely descriptive construct that
requires a low (categorical) level of
understanding of existence. Information is
viewed as a meaningful interpretation of
existence, one that has a purpose. It is a
connective understanding of existence. It requires

More recently, Faucher et al (2008) have
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Figure 2: Integrative

Framework of Knowledge Management (Jashapara, 2005)

Enlightenment
Wisdom
Understanding

Tacit

Knowledge
Information
Data

Explicit

Existence

Figure 3 : The Extended Knowledge Management Pyramid (Faucher et al 2008)
a higher level of understanding than data, but a
lower one than knowledge or wisdom. On the
other hand, knowledge implies a meaningful and
procedural abstraction of existence. It has a
purpose and is a procedural understanding of
Apeejay School of Management

existence. Without knowledge, lower levels of
abstraction of existence are not actionable.
Knowledge requires a higher level of
understanding than data and information, but a
lower level than wisdom which is understood as a
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meaningful, procedural, and justified abstraction
of existence based on experience. Wisdom has a
purpose, relates to procedures, but it is also based
on a coherent judgment of existence justified
through experience. Wisdom therefore permits
sound action and use of experience. Wisdom
requires a higher level of understanding than data,
information, and knowledge. Enlightenment is
the highest form of understanding. Therefore, it
should be incorporated into a model that purports
to represent a complete perspective on the
hierarchy of knowledge.'
All the three models of Knowledge Management
when viewed in conjunction provide a conceptual
framework of any Knowledge Management
programme in the organizations striving to obtain
competitive advantage.
Conclusion
Knowledge Management has emerged as a
formidable academic discipline despite a definite
lack of a universally acceptable theory or a set of
theories. Even the lack of consensus on a
definition of knowledge has not undermined the
desire of the entrepreneurs and managers to
exploit the tacit as well as explicit knowledge of
their workers. The need to focus on managing
knowledge within the enterprise actually results
from both economic and market-driven
requirements created by customer demands and
international competition. Rewards of
Knowledge Management programmes often
outweigh the risks. This accounts for the immense
popularity of Knowledge Management among the
managers all over the world.
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Ethics, Management, and Religious Scriptures
Rajakishore Nath*
Ethics is said to be the science of morals; recognized rules of conduct. Moral judgment requires moral
standards by which we judge human conduct. After the nature and concept of ethics, we can say that
business ethics is nothing but the application of ethics in management. This paper, examines business
ethics from the perspective of various scriptures which define the human conduct through various stories,
and also immortal ideas of unseen Supreme Reality.

The word 'Ethics', which in Latin is 'Ethicus', and
in Greek 'Ethikos', has come from the word 'ethos'
meaning characters or manners. Ethics is the
science of morals; a treatise on moral principles
and recognized rules of conduct. The character of
a man is expressed in terms of his conduct.
Conduct of a person is a series of actions, which
when taken together, can be termed as, 'good' or
'bad'; 'right' or wrong'; moral or 'immoral'.
However, they may be amoral as well, which
means that they are beyond the sphere of morality.
For example, lunch is an amoral conduct of a man.
However, if he steals someone else's lunch then it
is immoral. Thus, 'right', 'wrong', 'good', 'bad',
'moral', 'immoral' are termed as moral judgments.
Moral judgment requires moral standards by
which we judge human conduct. Thus ethics can
also be termed as the science of character and may
be judged as right or wrong according to the
conduct or action.
The concept of ethics deals with human beings
alone, because only human beings are endowed
with the freedom of choice and the means of free
will. Secondly, the study of ethics today has
become a set of systematic knowledge about
moral behaviour and conduct. Hence, the study of
ethics is a science. Thirdly, the science of ethics is
a normative science. Normative science judges
the value of the facts in terms of an ideal.
Normative sciences are concerned not with

*

factual judgments but with judgments of what
'ought to be'. Hence, ethics is concerned with
judgment of value or what ought to be. Ethics
seeks to determine the nature of the norm, ideal or
standard and seeks to enquire into the fitness of
human actions to this ideal. Fourthly, ethics deals
with human conduct, which is voluntary and not
forced or coerced by a person or circumstances.
The objective of ethics is to study human
behaviour and make an evaluative assessment
about the same as moral or immoral. It establishes
moral standards and norms of behaviour and
makes judgment upon human behaviour based on
these standards and norms. It also prescribes
moral behaviour and makes recommendations
about how to or how not to behave. It expresses an
opinion or attitude about human conduct in
general. Business ethics is the application of
ethics in management. Management ethics
suggests that business can be both ethical and
profitable at the same time. Till recently, business
and ethics were thought to be incongruous. But
the scenario is changing very fast. Most of the top
companies generally follow norms, code of
conduct and rules and regulations and still remain
ahead of their competitors.
It has already been stated that human beings are
endowed with the freedom of choice by means of
freewill; they can distinguish between good and
evil, right and wrong, just and unjust. Now what is
true for human beings is also true for
management, embodied as a corporate citizen.
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Thus, business also has choices – a choice to
maximize its profits and a choice to do good for
the society in which it operates. Moreover,
choices are generally intriguing: profit
maximization and justifying social
responsibilities to the maximum cannot be carried
out simultaneously. One is bound to affect the
other. For example, concern for Task and concern
for human beings are bound to pull each other in
opposite direction. It is difficult, if not impossible
to maximize both together. A conflict arises in
trying to achieve both at the same time. Hence,
any managerial choice represents managerial
dilemmas, between the profit consideration and
the social consideration of the organization. Many
managerial decisions have ethical implications
that often lead to managerial dilemmas.
For example, relieving occupations of age-old
inhabitants in a particular locality and their ethical
way of life, by using advanced technology, is an
ethical dilemma. Technological advancements
are to come and are to be used; however, what is to
be done to the people whose life and earnings are
affected by the utilization of advanced technology
is a question, which is difficult to answer.
Recently an award-winning regional language
movie of India depicted the plight of an aged
boatman, when there was a bridge built over the
river. This threatens his livelihood.

I
Management is an exercise in harmonizing men,
money, machinery, materials and methods
towards fulfillment of set objectives leading to
human development, excellent performance,
social benefit and global welfare. Man, a
conscious being, remains the basic factor in any
filed of human endeavour. One way to analyze
management is to think in terms of what a
manager does. Using this approach, we can arrive
at the management process, which describes the
work of any manager. The management work can
be divided into a few basic functions viz.,
planning, organizing, leading, and controlling. In
all these cases, ethics is necessary because
business is essentially a group of people coming
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together and working to create wealth. Thus
business is essentially for the society; for people
who are termed the consumers and for those who
are businessmen. In between, there are people
who help the businessmen to carry on the business
and achieve their goals. In business, we take
resources costing some money, and add value to
them. The resources are generally materials of all
kinds, goods, or the people who would add value
or who provide all kinds of services to the
consumers. 'Value added' is to be shared among
many people who have contributed together for it.
Value addition also takes place through the
customer paying the higher value for the product.
Ethics itself arises due to the need to apportion the
value added among the people who contributed to
it, and even the persons who paid for it. The level
of fairness determines the ethical content in the
business.
Moreover, there may be a question as to why the
society, of which the extremely wealthy or
powerful individual is but a small part, cannot
control such persons. The answer is simple:
Authority and Money. One finds them in the
society in all forms; political power, economic
power, the power of the military, the power of the
police, the power vested in the managing director
or chairman of a company, the economic power of
the large corporations, the authority provided by
the position one holds in an organization, the
authority bestowed on their officials by
associations of similar organizations, etc. Human
beings hanker after authority and money. Those
who are dependent on the powerful and wealthy
men or women, derive their limited or lesser
authority and money through the persons in
power or those having enormous wealth. Every
leader, political or otherwise, has a retinue of
hangers-on who often misuse his or her
authority/name.
When business is conducted, a host of ethics
related issues crop up with respect to the way
value is created in business, how the value added
is shared, the processes used to get the results, the
monetary equation between the value added and
the amount charged to the customer, the way the
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employees, customers, suppliers and others are
treated, etc. There is also the question of what is
proper business, what all can be included in
legitimate business. For example, is dealing with
smuggled goods ethical business? There are
consumers, suppliers and a host of people whose
lives depend on this. One of the most unethical
and illegal way of creating value is by using
children of economically weaker sections of
society. They are entitled to have a normal and
happy childhood whereas they end up creating
goods for exports. Law cannot easily prevent this
practice as the whole thing is often aided and
abetted by the children's own parents who are too
poor to do anything else. It is a common
knowledge that sections of society grab the
totality or major parts of the 'value added', while
denigrating marginalized sections of the benefits.
At the same time it is not right, as was argued in
the communist societies that even persons not
contributing for the value additions should share
the benefits. Only those who earn, have the right
to share a part of the value added through their
own contributions.
In management ethics, there are two angles – one
relating to the organization and the other relating
to the individuals associated with it. The first view
is from the macro level and the second from the
micro-level. From whichever platform or angle
we view the issue of ethics in business, we realize
that it is essential to run business based on ethical
principles and approaches. Moreover, people
would like to associate themselves with business
either as a supplier or customer, as an employee or
an employer, as a creditor or investor or in many
other ways, based on the level of economic and
psychological satisfaction they have in dealing
with the business. People would like to associate
themselves only with those on whom they can
repose faith, except when they cannot avoid it.
Whatever may be one's own ethical disposition,
one would not like to associate oneself as a
supplier or as a customer with a company, which
is unethical. Our own lack of ethics is often
camouflaged from others – sometimes even from
our own family members and close friends. The
same is true of what happens between employees
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and employers. Both organizations and
employees are very uncomfortable dealing with
unethical elements. All employers want to hire
morally correct people – they should be morally
upright and not do anything, which is seen or
perceived to be against the rules of the
organization. If not, they would be subjected to all
kinds of disciplinary actions and even expulsion
from the organization. On the other hand, the
same organization may have a very different set of
rules for its behaviour towards the employees of
another organization. For example, rewarding the
employees of another organization for favours
done to the organization may be considered as
absolutely correct for the sake of the organization.
The same kind of approach may exist in the minds
of the employees about the organization. They
would certainly prefer to work for an organization
with high principles and fair approach. They
present a kind of dichotomy between ethical
expectations and actual need-based behavioural
analysis and understanding of the situation.
Ethics is needed in management because without
ethics no real or meaningful interaction between
trading or interacting parties is possible. This
feeling of wholesomeness in the interactions is
not sufficient. There is a need for FAITH – Faith in
the organization, and faith among the individuals.
At the same time, there should be faith among
different groups who have come together to form
an organization or an interest group. Faith comes
out of ethical behaviour. Faith leads to TRUST.
Trust needs to be mutual – it cannot be one way.
Building trust is an important part of developing
high standards of ethics in an organization.
Loyalty is another factor of business ethics
–loyalty of the employee towards the
organization, loyalty of the organization towards
the employee, loyalty of the organization towards
other organizations or groups with whom it is
interacting, loyalty of different stakeholders
among themselves. No business would hold
upright if there were no loyalty. Just as the
employee and other associates have to be loyal to
the business organization, there is a need for the
organization to be loyal to its employees and other
associates. Same principles apply while dealing
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between organizations and among stakeholders.
Business is carried on within the framework of
law of the land. Clearly all business must operate
within the laws of the land where it operates.
However, ethics is more than law; it is not
sufficient to be law abiding to be ethical. Law has
its own problems of validation: the need to prove
that law has been violated. It is necessary to
clearly appreciate and establish firmly that there
is a greater need for businesses to be ethical in
their dealing with individuals who are much
weaker than companies or large establishments.
Companies and large establishments have
enormous power over them. The law can do very
little to them, whereas ethics will establish correct
norms of behaviour and ensure compliance.
One of the reasons for the rapid growth of the
power of consumer is competition. Where there is
no competition, the consumer is at the mercy of
the supplier. The supplier can do what he pleases.
The customer has to just accept his fate and live
with it. There are no alternatives. For a long time,
people could do nothing about the unethical and
even abhorrent behaviour of businessmen. It is the
continual growth of multiple choices for the
customers through competition, which has
opened up the vistas of the competitive economy,
and with it the realization of better and more
humane ethical systems.

II
This section is dedicated to the understanding of
business or management from the Ancient Indian
perspective. Indian ethos for business ethics
means application of principles of business
revealed in our ancient wisdom described in the
Upanishads, Gita, Bible, and Koran. In the Vedic
philosophy, the basic principle of the universe, the
ultimate reality on which the consumers exists, is
the principle of Ritam. It is closer to the Western
notion of right. There is thus a belief in a right
moral order somehow built into the universe
itself. Hence, truth and right are linked. Nyaya
Shastra describes what is right in social
behaviour.
Apeejay School of Management

The ethics that is thus traced to the very essence of
the universe is not without its detailed practical
applications as explained in the Nyaya Shastra[or
nyaya sutra]. These were based on four ideals, or
proper goals of life: prosperity, the satisfaction of
desires, moral duty, and spiritual perfection i.e.
liberation from a finite existence. From these ends
follow certain virtues; honesty, rectitude, nonviolence, modesty, and purity of heart. To be
condemned, on the other hand, are falsehood,
egoism, cruelty, adultery, theft, and injury to
living things; because the eternal moral law is part
of the universe, to do what is praiseworthy is to act
in harmony with the universe and accordingly
receive its proper reward; conversely, once the
true nature of the self is understood, it becomes
apparent that those who do what is wrong are
acting self – destructively.
The basic principles underwent considerable
elaborations and interpretations especially in the
Upanishads, a body of philosophical literature
dating back to a few thousand years. Western
historians date them to about a thousand years
before Christ but this is debatable. The Indian
caste system, with its intricate laws about what
members of each caste may or may not do, is
accepted by the Upanishads as part of the proper
order of the universe. Hindu and Vedic scripture
detail what is right behaviour for each group of
human beings. Right behaviour in conformity
with ones nature and work is expected to give
benefits to the individuals and society. Ethics
itself, however, is not regarded as a matter of
conformity to laws. Instead, the desire to be
ethical is an inner desire. It is a part of the quest for
spiritual perfection, which in turn is elevated, to
the highest of the four goals of life.
Vedic philosophy does not take sides on many of
the human practices like vegetarianism versus
non-vegetarianism, killing for protecting one's
honour versus non-violence, sacrificing animals
or even human beings to please a deity versus
abhorring such practices. It only says that those
practices, which are not correct when, viewed
from a universal angle are not the right ones. As
one evolves into a better human being, one shuns
52

Apeejay Business Review Vol. 9 No. 1 & 2

such behaviour. That is why; all the rishis or sages
were non-violent, vegetarian and avoided cruelty
of all kinds; but certain cruel practices continued
among the broad sections of society including the
priestly class (as opposed to Brahmans). A real
Brahman was expected to shun all the practices,
which were not correct as per the higher and more
universal value systems.
There were two other religions native to India,
Jainism and Buddhism. Jainism is the oldest,
formalized religion in the world and, it operates
on a highly ethical platform. For example- Janis
are expected to be totally non-violent and
vegetarian, so that they do not harm plants
bearing fruits and vegetables. They are expected
to eat only those fruits and vegetables that have
fallen from trees and they would not react at night
because the bacteria and minute living organisms
multiply and the Jains did not like those to enter
their digestive system. Where as Buddhism
focuses totally on the duties of individuals,
businesses and royalty. Dhammapada provides
guidelines for beautiful behaviour of all elements
in society. The focus of Buddhism is to create a
balance between extremes of behaviour of either
kind. However, unlike in Hindu and Islamic
scriptures, one may not find specific guidelines
for business in Buddhism.

that Sodom was about to get destroyed, Abraham
was desperate to save his orphaned nephew from
the condemned. Abraham pleaded God to spare
the city, asking, “Will the justice of the world not
do justice?” God was willing to entertain an offer
for saving Sodom. If Abraham could produce 50
righteous people from the city, He would spare
Sodom. God agreed, and Abraham immediately
countered, “Forty-Five?” God concurred.
“Forty?” yes. “Thirty” All right. “Twenty?” OK.
“Ten?” such bargaining has to stop somewhere,
this shows that Abraham himself was not sure
whether he would be able to find any righteous
person. The bitter irony is Sodom and Gomorrah
got destroyed at the end, while Abraham's nephew
and his family still survived. What are we
supposed to learn from this Bible story: That it's
fruitless to argue with a power that's holding all
the cards? What exactly, Abraham was bargaining
for? If it was an abstract principle of justice, the
moral of the story is somewhat shaky. Should not
God save a city for even one righteous person?
But what if Abraham was, in fact, trying to save
his nephew and that's all? One can discern a clear
messages to all business community that
something that is abhorrent and unethical is
bound to perish as an act of God.

Genesis and Exodus, the first two books of the
Bible, are full of stories that afford opportunities
for conversation about marriage, children, family,
and community. And Genesis and Exodus are
replete with tales that illustrate the moral
questions – Having trouble with the boss?
Bargaining in an uneven negotiation? Getting an
edge in the real estate market? – that beset
business folks on a daily basis. Those situations
are the predicaments, found in the Bible's first two
books.

Another Example from Bible: Jacob, a mere boy,
had the temerity to sell his hungry brother, Esau,
for a bowl of lentil stew. The price he demanded
was his older brother's birthright – the ancient
primogeniture that afforded him a double portion
of the family estate! Wasn't that an expensive
bowl of lentils? Later, Jacob again managed to
outfox his older brother. Their father, Isaac, was a
blind old man and wanted to give his sons a
blessing before he died. The essence of that
blessing was like naming a successor to take over
the family business. As the story tells us, Isaac had
a decided preference for the elder brother, Esau.

When it comes to bargaining, the other famous
head-to-head match was that of Abraham and
God over the fate of Sodom and Gomorrah, the
twin speaks of corruption in the early biblical
world. But Abraham had a stake in the city of
Sodom. When, in Genesis 18, God told Abraham

So Isaac sent Esau, a hunter, out to get some
venison with the intention of giving the elder
brother his blessing over the meal. Jacob, at his
mother's connivance, dressed in Esau's clothing
and brought his blind father a tasty dish cooked by
his mom. Isaac ate it but knew something was
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amiss. He pulled Jacob closer; he touched him and
felt Esau's clothing. “The voice is Jacob's voice,
but the hands are the hands of Esau”. Isaac stated,
perplexed. Blind Isaac gave Jacob the blessing
and left Esau with crumbs. Esau was furious, his
brother had cheated him again. First the birth
right, now the blessing. Jacob, not Esau, now
inherited Isaac's legacy. Jacob eventually went on
to father the people of Israel.
The question is: did Isaac really mean to give the
blessing to Jacob or to Esau? Did he wish to be
“fooled” so that the succession would go to the
wily, unscrupulous brother? Or did he genuinely
want Esau to have the business, even if he was to
as skilled in preserving the family's capital? This
story was narrated to a group of CEO's. One of the
CEO's in the group, who had inherited his family's
business, defended the idea that Isaac had planned
to give Jacob the blessing all along. He reasoned
that it was Isaac's obligations to both Jacob and
Esau to bestow leadership on the “brother who
had the smarts” to preserve the family's wealth
and prominence. But another CEO considereded,
Jacob's ability to “close the deal” no matter who
got in the way effectively cheated.
A mute question is: what role Isaac's wife,
Rebekkah, played by favoring one son over
another. One suggested that Rebekkah was just
fulfilling God's will. Another suggested a
business analogy: “Sometimes a CEO or board
chair is blind, like Isaac. Someone else has to step
in and ensure an appropriate succession for the
good of the company”. The moral of the story:
Benefits automatically tend to go through a set of
circumstances to the one who is capable of
cornering them. At the same time, it also clearly
shows how unfair acts can perpetuate enmity for
generations.
By working through issues that took place back in
biblical times, we all can learn how to consider the
moral issues that take place here and now. By
learning to listen to differing points of view, we
gain extremely valuable business skills. By
forming a study group in your own office, around
your own board table, you have the opportunity to
augment ethical behaviour. Ultimately, we all
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owe more to shareholders, partners, and fellow
workers than merely an increase in profits or share
price. By learning how to study the Bible in the
boardroom we can continue to tap the wisdom of
one of the greatest books of business ethics ever
published.
However, from an Islamic point of view, there is
no direct translation or meaning of ethics or
ethical behavior. The term most closely related to
ethics is the khuluq in Quran. Depending on the
translation this could be interpreted as
“character”. The Quran mentions khuluq in 68:4,
which Ali translates as, “And thou (stand est.) on
an exalted stand of character”. Allah describes
people who attain felicity or success in life as
those who are “… inviting to all that is good,
enjoining what is right, and forbidding what is
wrong”.
In order to understand the Islamic ethical system
one must first understand the differences between
the secular and moral models of other ethical
systems. The secular ethical model assumed
moral codes that were transient in nature and
narrow in perspective. They were created by the
secular establishment and willingly modified or
compromised to suit evolving secular social
interests. The moral ethical models imposed by
some other religions often stress values that deemphasized one's existence in this world as a
normal person. For example, Christianity
overemphasis on monasticism may seem to
encourage its adherents to retire from the real
word and “escape” to the religious order thereby
convoluting the relationship between ethical
behaviour and manipulated behaviour. The
Islamic ethical model, on the other hand, places its
emphasis on the Creator because God is perfect
and omniscient. Muslims have a code that is
neither time bound nor biased by human
intervention.

III
We cannot disown the use of modern science and
technology to improve the quality of human life in
India. Without intelligent use of modern science
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and technology in agriculture and industry, we
cannot get rid of the chronic poverty, ignorance
and disease, which still afflict millions of people
in our country. We have to modernize all the vital
branches of our economy. We need a strong
economy to enable us to play a meaningful role in
the management of evolving global
interdependence. We need an internationally
competitive economy which will enable us to
meet all our import needs through exports. We
need the help of science and technology to evolve
environmentally sound and sustainable strategies
for livelihood for our vast population.
But in doing so, we must evolve sound patterns of
economic and social organizations and human
behaviour, which do not breed social and
economic isolation or alienation. There ought to
be maximum decentralization and delegation of
power and authority and encouragement to
community action. The challenge is to make
optimal use of modern science, technology and
management (both human and material
resources) to meet the basic needs of our people
rather than to promote life styles and patterns of
high consumption which is a carbon copy of the
lifestyles of the post industrial societies of the
West. The new technologies and management
tools ought to be used as powerful instruments to
empower people, particularly the poorer classes
of our population to realize and utilize their ample
latent development potential and to actively
participate in the mainstream of the intelligent
management of the economy.
S i m u l t a n e o u s l y, t h r o u g h a p p r o p r i a t e
organizational restructurings and reforms and the
cultivation of mind and sprit or soul, we have to
evolve a design and style, which do not breed
loneliness, boredom, depression and social
isolation amongst the technology-driven societies
of the West. We must avoid social and
psychological problems, which make the modern
world, for all its technological marvels, an
uncomfortable and unfulfilling place to live in
spite of push-button economy. In the west, due to
restless and bankrupt minds, rates of depression
have been doubling in many industrial countries
Apeejay School of Management

every ten years. Insanity and suicide are the most
common causes of death among young adults in
North America after car accidents and homicides
or murders. The modern acquisitive society often
prevents human beings from cultivating the
warm, affinitive and affectionate side of human
nature.
Furthermore, the ever increasing demand for
more and more material goods and services to
satisfy never-ending wants now poses a serious
threat to the environment and ecological stability
of our planet. The worsening inequalities of
income, power, and wealth strengthen the trend
towards domination of the world economy by a
few highly developed counties. The aforesaid evil
consequences are primarily due to excessive
stress only on the external (material) development
and ignoring the more important counterpart, i.e.
the internal development and growth of our heart,
mind and soul. Therefore, we are emphasizing
holistic approach to achieve both internal as well
as external aspects of human beings. This is
possible when we combine or unite science and
sprit to assure the all-round growth of inner and
outer human life. Value-oriented holistic
management can achieve this goal.
There is no contradiction between matter and
spirit or between science and spirit. These are
complementary or two sides of the same coin
under holistic approach. Science with all its
material achievements (no doubt dazzling) can
never achieve enduring happiness and fullness of
being for the human race. Our true happiness lies
in the true growth of our whole being, in a victory
through the total range of our existence, in a
mastery of the inner as well as the outer nature.
Both can be united. Science gives us a new vision
of the unknown. But science is too inconsistent
with the existence of spiritual reality, behind the
cosmic process. We must have deeper
relationship between science and spirit.
Worshipping mere matter or body is not enough.
Body, mind, heart and soul – a portion of the spirit
– all must receive our attention. All must go handin-hand in our all-round development. This
demands a holistic approach to our life. This is the
55

Apeejay Business Review Vol. 9 No. 1 & 2

essence of Indian wisdom and insight. In
management and organization of the 21st century,
we must have a holistic approach to assure
success and happiness simultaneously in the inner
and the outer world. All nations must move in this
direction. This is the message of the old Eastern
wisdom to the Western civilization. Let East and
West go together in the global growth.
Thus we have to combine the use of modern
science and technology with a new spiritual
awakening so that increased material welfare and
leisure are not wasted or misused in expensive
excitements. It might be catering to the need of the
body but become important means to rekindle the
higher impulses and noble thoughts both for selfperfection and social cohesion based on the
dignity of the individual human being,
compassion, tolerance, gentleness, truthfulness
and non-violence. If successfully accomplished,
this mission might enable India to make a
powerful contribution to the evolution of a truly
universal human civilization of the future based
on both reason and morality, a synthesis of
science and spirituality.

Spirituality is a refined or higher state of the mind.
It is really one of the resources of consciousness.
It is the ability we have whether we use it or not.
Human beings can view themselves and their own
actions from outside as it were by stepping back or
stepping aside (acting as witness). One way of
characterizing such ability is “selfconsciousness.” To be a spiritual person is not to
have a particular belief in one or another God. It is
the ability to transcend oneself, to see oneself.
From such a perspective, the universe is just what
that word suggests – a universe, a single
interconnected whole, of which the individual
consciousness is one of the subjective aspects.
Now science does not contest such perspectives
because it shares it. There cognition of the
interdependence of Nature's explosive diversity
has now become an ecological truism. At the level
of pure matter, the expanding universe has its
beginning only as a single holistic source. Thus
business ethics is slowly emerging to equally
promote material excellence and spiritual
enrichment both in individual and collective life.
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India's Vision of Clean Energy
Ranjana Agarwal* & Himani Gupta**
Indian economy is growing rapidly. High growth rates lead to increasing demands for energy. Meeting
ever-increasing demands for energy require innovative energy solutions. Renewable energy technologies
as solar energy, wind, biomass and small hydro electric power plants are becoming popular and their
potential needs to be explored. Before adopting any of these sources, a careful assessment is required in the
context of economic, environmental and efficiency parameters. This paper gives a perspective on the
potential and limitation of each of these energy sources.
Key words: Hydropower, Nuclear power, and renewable energy.

Introduction
Energy is most important input required for rapid
economic growth. In fact, there is strong two-way
relationship between economic development and
energy consumption, both being interdependent.
Today, India is one of the fastest growing
economies of the world characterized by rapid
urbanization and growing consumer markets.
With an economy growing at greater than 8%,
demand for electricity is rising. There is
increasing demand for energy to sustain modern
ways of living, placing tremendous strain on the
e x i s t i n g r e s o u r c e s . F u r t h e r, c a p a c i t y
augmentation has not been commensurate with
demand, resulting in energy deficit in the country.
It, therefore, becomes important to supplement
interventions at the supply side with measures on
the demand side viz. load management and
efficient use of energy.
The Planning Commission's Committee on India
Vision 2020 has envisaged a gross domestic
th
product growth rate of 10% during 11 5-year
plan period and an average growth of 8% in the
next 15 years. The demand for electricity will
consequently rise. As per 11th plan targets, there
is planning for significant capacity addition in
power sector. With an annual growing demand of

*

10-12%, it is expected that by 2012, the demand
will be 212,000 MW. There are plans for
increasing additional 60,000 MW electricity in
th
the 11 5-year plan. For a developing country like
India, it will be necessary to develop new energy
technologies which are low-cost alternatives to
fossil fuels, have high energy efficiency and help
in reduction of carbon dioxide emissions. Also,
stress should be laid on energy conservation.
These measures will go a long way in filling the
demand supply gap in energy.
Interestingly, all alternative sources are being
explored to increase the available electricity in the
country. Thermal power is currently the main
source of energy. However, rising global oil prices
render this source of energy cost ineffective. To
overcome the energy crisis, attention is being paid
to alternative sources as small hydropower,
nuclear and renewable sources of energy. This
paper explores the potential and limitations for
each source of energy.

Sources of Electricity
In Year 2007, as per table 1, the main source of
power was thermal (64.6 %). Hydro and Nuclear
power plants contributed 25 % and 3 % of energy.
Renewable sources contributed 7.7 % of energy.
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Table 1. Electricity by different Power sources
Power source
Total Thermal

MW electricity
% of power
98,895.84 64.6 (53.3%coal, 10.5% gas
and .9% oil)
Coal
75,002.38
53.3
Gas
14,691.71
10.5
Hydro
35,208.76
24.7
Renewable
10,855.24
7.7
Total
1,41,079.84
100
Source: Power Ministry (2008)

Thermal power
This is main source of electricity in India,
generating 64 % of electricity. The main source of
thermal power is coal that accounts for 53.3% of
power generation. Gas and oil account for 10.5 %
and 0.9% of electricity generation respectively. In
th
the 11 plan, the proposed capacity addition in
thermal sector is 58,644 MW.
The main advantage of thermal power is lower
fuel costs. There is less initial cost as compared to
other power generating plants. It can be installed
at any place irrespective of the existence of coal.
The coal can be transported to the site of the plant
by rail or road. It requires less space as compared
to Hydro power plants. Cost of generation is less
than that of diesel power plants.
However, thermal electricity has several
negatives. It pollutes the atmosphere due to
production of large amount of smoke and fumes.
Carbon emissions are major environment
polluters. It is costlier in running cost as compared
to Hydro-electric plants. Sources of thermal
power are non renewable. India faced a coal
shortage of 24 metric ton in 2005 (TEDDY
2005/06).

Hydropower
India is replete with natural water resources and
its hydropower system is one of the best in Asia.
The system consists of many hydropower plants
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and a combination of storage reservoirs and runof-river plants. The potential of Hydropower is
about 84000 MW at 60% load factor spread across
six major basins in the country. Annual yield is
assessed to be about 420 billion units per year
though with seasonal energy, the value crosses
600 billion mark (Kannan et al). The theoretical
potential of small hydropower is 15071 MW.
Currently about 17% of the potential is being
harnessed. About 6.3% is still under construction
(Dwivedi, 2008).
The proportion of hydropower increased from
35% from the first five year plan to 46% in the
third five year plan, but has since then decreased
th
continuously to 25% in 2001. The 11 5-year plan
has a target of increasing hydropower electricity
up to 20,000 MW. Major hydro projects are
Bhakra, Nagarjuna, Koyna etc. India has
immense potential for hydropower. It is seen that
a lot of potential has been untapped. As per Table
2, only 17% of India's potential has been
harnessed.
There are many favourable aspects of setting up
hydropower plants. It is an environment-friendly
source of power. There are no operational
greenhouse gas emissions. In comparison, there
are high levels of carbon emissions. It is estimated
that per kg of CO2 per MWh of electricity was
1000 kg for coal, 800 kg for oil and 400 kg for gas
(Kannan, 2001).
Also, other harmful gas emissions like SO2 or
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Table 2. Region wise status of hydro development
Region

Potential
assessed (60%
lf)

Potential
%
developed (mw) Developed

North

30155

4591

15.2

West

5679

1858

32.7

South

10763

5797

53.9

East

5590

1369

24.5

North East

31857

389

1.2

India

84044

14003

16.7

Source: Kannan(2001)
NOX are avoided. Hydropower also offers nonenvironmental benefits like flood control,
irrigation, transportation, fisheries and tourism. It
is a clean, renewable and reliable energy source.
Apart from initial costs of construction, it has no
fuel costs. It has low operation and management
cost and long life span.
There are a few disadvantages associated with
hydropower. There may be loss of land under the
reservoir. Hydropower plants may lead to
interference with the transport of sediment by the
dam. Problems associated with the reservoir may
arise. There may be adverse impact on climate and
seismic effects. Hydro plants may also impact
aquatic ecosystems, flora and fauna. Problems
related to rehabilitation and resettlement may
arise as well. Besides, many social problems may
also arise due to construction of hydropower
plants.
However, steps can be taken to alleviate negative
consequences of hydropower plants. For
example, creation of ecological reserves and
limiting dam construction to allow substantial
free flowing water will be an environment
friendly measure. Building sluice gates and
passes help prevent fishes getting trapped.
Suitable measures of rehabilitation and
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resettlement will alleviate social problems.

Nuclear Power
India has consciously proceeded to explore the
possibility of tapping nuclear energy for the
purpose of power generation. The Atomic Energy
Act was framed and implemented with the set
objectives of using two naturally occurring
elements – Uranium and Thorium – having good
potential to be utilized as nuclear fuel in Indian
Nuclear power reactors. Currently, 3 % of
electricity in the country is generated through
nuclear sources. Presently, 14 Nuclear Power
Plants are operational in India with a total
capacity of 2770 MW. Nine more reactors are
under construction, which will increase the
capacity by 4460 MW, including 6 pressurized
heavy water reactors, two light water reactors and
one fast breeder reactor. With new initiatives, it is
planned to generate 20000 MW of Nuclear Power
by the year 2020.
CEA India (1998) recommended capacity
addition of 880 MW in the Ninth Plan, 4440 MW
in the Tenth Plan and 4940 MW in the Eleventh
Plan by Nuclear Power, i.e. a Nuclear capacity
addition of about 12485 MW by the end of
Eleventh Plan. An optimal capacity mix proposed
in the report for thermal, hydro and nuclear power
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is 63%, 32% and 5% respectively by the end of the
Eleventh Plan. The report has also puts emphasis
on the nuclear capacity addition programme
rigorously.
India has been pursuing a 3-stage Nuclear Power
Programme, which is thorium-uranium-233 cycle
by utilization of thorium (Anushakti). Nuclear
energy is one of the cost effective options
available today for reducing carbon emissions
and produce huge amounts of energy from small
amounts of fuel. Nuclear Power Plants emit less
than one hundredth of the Greenhouse Gases of
Coal or Gas fired power stations. Nuclear Power
plants pay back the energy required to build them
in less than 2 months of operation. Current world
proven reserves of Uranium are sufficient to
supply current world demand for 50 years. The
cost of Uranium ore is a very small fraction of the
operating costs of a Nuclear power plant. Fourth
Generation Nuclear Plants can fully utilize all the
energy in natural Uranium. There is sufficient
Uranium and Thorium on Earth for Fourth
Generation reactors to supply the total World
demand for energy for hundreds of centuries.
Nuclear power plants generate large quantities of
highly radioactive material. Although not much
waste is produced, it is very, very dangerous. It
must be sealed up and buried for many years to
allow the radioactivity to die away. Nuclear
power is reliable, but a lot of money has to be
spent on safety – if it does go wrong, a nuclear
accident can be a major disaster.
Therefore it is necessary for Nuclear power plants
to have in-built safety mechanisms in order to
keep the population safe. This includes the
workers as well as humanbeings living around the
nuclear power plant. It is also necessary for
independent parties to monitor Nuclear power
plants. This ensures that plants adhere to world
safety standards and to make sure that none of the
waste plutonium is diverted for use in nuclear
weapons.
It is necessary to isolate the waste from human
habitat and environment for about 100,000 years
Apeejay School of Management

before it decays to safe levels. The consensus
amongst the Nuclear power industry is that
radioactive waste should be isolated by multiple
barriers and placed deep underground. However
other strategies involving waste transmutation are
being investigated.

Costs
The cost of generating power via nuclear energy
can be separated into the following components:
construction cost of building the plant, operating
cost of running the plant and generating energy
and the cost of waste disposal from the plant.
Nuclear power plant has only 15 % of the total
cost as fuel costs where as in thermal plants, it is
46 % and in gas-based plants it comes to costs
71% (Echavvari, OECD).

Renewable energy sources
Renewable Energy Sources (RES) include small
hydro projects, biogas, urban and industrial water
power and wind energy. A lot of attention is paid
to development of these renewable sources. It is
estimated that India has a potential of 179,000
MW of electricity in renewable energy (Shukla
2007). Only 9304 MW of electricity (gridinteractive) was being produced in December
2006. The advantage of these renewable energy
sources is that they are environment-friendly.
Suitable technology and cost incentives should be
given for development of these energy resources.
In 11th plan, targets for capacity addition in
renewable energy are 15,000 MW of electricity.
The highest target is for wind –10,500 MW, small
hydro – 1,400 MW, non-fuel wood biomass –
1700 MW and waste to energy – 400 MW, solar
energy – 50 MW. 1000 mw has been targeted for
Distributed / Decentralized Renewable Power
Systems (MNES, Annual Report, 2006-07)

Small hydropower plants
Small hydropower plants are non-polluting, ecofriendly and renewable source of energy. Small
hydro plants harness the energy of running water
through turbines. India has hydropower potential
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of 15000 MW. Only 1905 mw capacity was
attained by January, 2007. There are no fuel costs
involved. It is a decentralized form of power
generation, which becomes more important in
hilly terrains.

Wind
Wind power utilizes modern-versions of windmills to produce electricity. Its use is growing
world-wide. The current installed base is over 50
GW of peak power with a growth rate of around
10% per year. In countries with high-cost
electricity production, favourable geography and
anti-nuclear policies, it is almost cost-competitive
with conventional electricity generation as an
additional source of power-production. Its main
drawback is its intermittent availability. This
means that on an average, it produces only about
25 -35% of its peak capacity when averaged over
a year and so it requires backup for windless days.
Large-scale wind use requires capital to both
build the wind-powered turbines and backup
facilities. Furthermore, there are reports that
suggest that wind power suffers diminishing rates
of return as its fractional use within an electricity
network exceeds some threshold (typically 10%)
due to its fluctuating availability. It is most useful
as a supplement to Hydropower, which can be
conserved and used on windless days during peak
demand.
In India, the estimated wind power potential is
45,000 MW. In January 2007, capacity attainment
was 6315 MW.

Solar Energy
Solar energy has made significant progress and is
displacing fossil fuel technologies from many
niche applications. The estimated solar energy
potential of India is 50,000 MW. By December
2006, only 3 MW of electricity was generated.
This sector has lots of potential and needs to be
explored further.

Solar Thermal
These are technologies that concentrate sunlight
to produce intense heat or light. Many significant
Apeejay School of Management

technology hurdles have been overcome through
ingenious design and the use of advanced
materials. These technologies are on the cusp of
being cost-competitive for large-scale electricity
generation in sunlight rich regions with poor
access of fossil fuels or where the full cost of
fossil fuels are passed on to the consumer.
However significant challenges remain in scaling
small demonstration designs to large scale
production. In particular all Concentrator
Systems require a mechanical solar tracking
system. The on-going maintenance of such
systems when deployed at the scale of hundreds of
thousands of individual systems has not been
quantified.

Solar Photovoltaics
Photovoltaic systems convert sunlight directly
into electricity by utilizing the QuantumMechanical properties of light. There has been
great progress at both increasing the efficiency of
solar cells for use in concentrator systems and in
decreasing the cost of large array converters.

Biomass
Biomass projects utilize various biological
processes to generate hydrocarbon fuels like
Methane Gas and Diesel fuel. Modern Biomass
projects focus on methane gas from refuse and bio
diesel fuel from algae, plants and waste products.
In India, the estimated energy potential from
biomass is 45,000 MW for biomass and 24,000
MW for bio-energy. The achieved potential for
bio energy was 1136 MW of electricity. Biomass
power (agro-residue) has maximum potential of
16,000 MW of electricity. Only 500 MW potential
has been harnessed by 2006.

Conclusion and Policy implication
The supporters of all the energy sources described
here have answers to problems ascribed to them.
The fossil fuel advocates are pursuing carbon
sequestration projects. The biomass, solar and
wind power advocates claim that costs will
continue to diminish with the aid of government
subsidies to ramp up production and to support
62

Apeejay Business Review Vol. 9 No. 1 & 2

continued research and development. If
perfected, there is sufficient accessible Uranium
and Thorium to enable these reactors to provide
enough energy to power an advanced civilization
living on Earth for well over one million years.
Nuclear and hydropower both have immense
potential for power generation. Of all the energy
sources discussed here, Nuclear Fission Power is
clearly the lowest-cost form of non-greenhouse
energy production. However, nuclear energy has
many drawbacks and radioactive effects in spite
of its low cost attractiveness. Environmental
measures need to be adequately implemented for
long-term sustainable development. Otherwise,
there will be disaster. Issues like Chernobyl need
to be avoided.
India aspires to achieve energy security and
independence. Nuclear energy must contribute 25
% of the total energy requirements 50 years from
now. Fast reactors and thorium reactors are the

key options. International cooperation can
supplement the indigenous sources for immediate
requirements. The Investment Committee led by
Ratan Tata supports the proposed nuclear
agreement with the US as being vital to ensure
nuclear sector's contribution to power sector
(Narayan and Jaiswal 2008).
Hydropower and renewable sources of energy
need to be harnessed further. If adequate measures
are taken, hydropower can be one of the most
effective sources of energy. The number of small
hydro units also need to be increased. Care should
be taken to maximize wind energy. Renewable
sources need to be considered. Although their
capacity addition is limited, maximum potential
can be harnessed. Fiscal measures should be taken
to promote renewable energy sources. Apart from
implementing new technologies, private
participation in electricity generation should be
encouraged.
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Strategic Leadership in Action:
A Case Study of Lincoln Pharmaceuticals Ltd.
Abhinava S. Singh* & Siddharth G. Das**
This paper examines current changes in the Indian Pharmaceutical Industry (IPI) brought about by the
product patent regime 2005. The study relates the concept of strategic leadership with competitive
advantage in an industry where science and innovation drives the pace of change. The preliminary findings
suggest that important decisions and actions leading to generation of strategic options, strategic intent and
mission, reconfiguration and conversion of resources into capabilities are linked to strategic leaders at firm
level. The organization culture and the subsequent entrepreneurial orientation, which promotes innovation
and creation of core competencies for competitive advantage is also a result of strategic leadership at firm
level.
Key Words: Strategic Leadership, Strategic Options, Capabilities, Core Competencies,
Competitive Advantage

Introduction
Innovation and technology play a major role in
industries where science plays the role of the
change agent. The product patent regime and the
subsequent Indian Patent (Amendments) Act,
2005, has brought about a transformation in the
strategic decisions of firms in the Indian
Pharmaceutical Industry (IPI). A few
pharmaceutical firms are adopting both
competitive and cooperative strategies in order to
capitalize on the opportunities created as a result
of the product patent regime.
Major advances are occurring in the sciences
underlying this industry. Advances in biology and
the discovery of hybrid technologies through the
integration of biology, chemistry and
computation have created new principles for drug
discovery, calling for multi-disciplinary skills.
Economists have found that a certain degree of
concentration in an industry between pure
monopoly and perfect competition is best for
R&D performance. The industry exhibits an ideal
scenario with major firms (the top 30 firms)
controlling about 60% of the Indian
pharmaceutical market. The industry will also

*
**

have finite patent life protection that is conducive
to R&D performance. There is also evidence to
suggest that firms with potential to succeed in this
industry can raise capital. A leading Indian firm,
Dr. Reddy's Laboratories (DRL) is a good
example to quote in this context. Therefore, a
key determinant of emergent strategy under such
circumstances would be the effectiveness of
entrepreneurial leadership of the top management
team.
The success of the pharmaceutical firms in view
of technological and market uncertainty depends
on the strategic leadership of individual firms.
Two Indian firms are good cases on strategic
leadership: Ranbaxy and DRL. Both these firms
have demonstrated ample evidence of strategic
leadership in combating market uncertainty.

The Definition and Focus of Strategic
Leadership
Strategic leadership of a firm may be defined as
“the ability of
top management team to
anticipate, envision, maintain flexibility, and
empower others to create favourable strategic
change.” It also influences human behaviour

Senior Lecturer, L J Institute of Computer Applications, Ahmedabad
Assistant Professor, L J Institute of Computer Applications, Ahmedabad
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(intangible asset) and firm's operation decisionmaking that is distinctly better than competitors
(Hitt et al, 2005). A strategic leader at firm-level
covers Top Management, Divisional GMs, and
Heads who are entrusted with decision-making
responsibilities. Strategic leaders shape and form
the Strategic Intent and Strategic Mission.
Strategies cannot be formulated and implemented
to earn above-average returns without the
influence of strategic leaders. Strategic leaders
have a major impact on the firm's culture and an
appropriate organizational culture can be a source
of sustained competitive advantage.
One of the key actions of strategic leaders is that
of determining
strategic direction, which
develops a long-term vision of the firm's strategic
intent. Other actions include managing the firm's
resource portfolio, sustaining an effective
organizational culture, establishing balanced
organizational controls and emphasizing ethical
practices.
According to Hughes & Beatty, “Individuals and
teams enact strategic leadership when they think,
act and influence in ways that promote the
sustainable competitive advantage of the
organization”. The definition covers all critical
elements of strategic leadership. The focus of
strategic leadership is sustainable competitive
advantage. It depends on whether the firm seeks
to achieve an enduring set of capabilities
providing value to stakeholders in the long run.
The challenges to strategic leadership are
immense – to create focus, alignment of tactics
with strategy, and long term sustainability in an
environment defined by an increasing pace of
change and growing uncertainty and ambiguity.
Strategic leaders take actions and decisions
through selection of strategic options and
resources. During the course of this work, a
process of learning takes place and the resultant
strategies are emergent strategies of the firm.

Strategic Options for the Indian
Pharmaceutical Industry (IPI):A
Snapshot of the IPI
Apeejay School of Management

The IPI has grown through the value-added ladder
of pharmaceutical production as a result of its
domestic policies as well as presence of
supportive conditions like pool of scientific
excellence available at low cost, and the great
domestic demand for drugs which ensures
economic viability in the scale intensive active
pharmaceutical ingredient (API) production stage
(Grace, 2004).
According to figures of 1999, the IPI accounted
for 70% of the bulk drugs and 80% of the
formulations in the country, making India one of
the few countries in the world achieving selfsufficiency in drugs. A composition of Indian
pharmaceutical exports is shown in Table 1.
The IPI is highly fragmented; no single company
has more than 7% market share, and the largest
five companies account for just 20% of the total
market. Not much has changed since 1970 and
Table 2 traces the top ten firms from 1970 to 2003.
According to Grace (2004), the most promising
firms have solid funding, fuelled by profits and
the early embrace of the capital markets.

Driver of Change: 2005 Patent Reforms
The development of the IPI has been shaped by
the position of the Indian Patent Act of 1970,
under which only process patents were covered.
Furthermore, the Act provided only seven years of
process patent protection for pharmaceuticals –
about half of the average 15 years required to
develop and test a new drug. The Government of
India amended Patent Act to meet obligations
under TRIPS. As per the amendment, patents of
products will be protected for 20 years as against 7
years in the original Act.

Emerging Strategies of the IPI
The strategic options available for the IPI in Post2005 reforms are radically different from that of
Pre-2005 where Indian Firms took advantage of
their reverse engineering skills. The introduction
of product patents has important implications for
both Indian and Multi-National pharmaceutical
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Table 1: Percentage Shares of Indian Pharmaceutical Exports
No.

Year

1

1990-91

Total
Formulations Bulk
Exports $US
drugs
million
448.35
47
53

2

1991-92

563.31

44

56

3

1992-93

530.51

70

30

4

1993-94

603.94

71

29

5

1994-95

722.12

66

34

6

1995-96

979.95

64

36

7

1996-97

1151.21

59

41

8

1997-98

1415.96

57

43

9

1998-99

1447.39

52

48

10

1999-00

1591.45

55

45

(Source: Organisation of Pharmaceutical Producers of India, 2001)

Table 2: Top 10 Firms in the Indian Pharmaceutical Industry
(IPI) between 1970 to 2003

Rank
1

2003 Company
(market share)

1996 Company
(Market Share)

1970 Company
(Market Share)
Sarabhai (4.97)

2

GlaxoSmithKline* Glaxo-Wellcome*
(5.6)
(4.97)
Cipla (5.5)
Cipla (2.98)

3

Ranbaxy(4.7)

Ranbaxy (2.67)

Pfizer* (2.6)

4

Nicholas Piramal
(3.4)

HoechstRoussel*(2.6)

Alembic (2.6)

5

Sun Pharma (3.1)

Hoechst* (1.7)

6

Pfizer* (2.7)

Knoll Pharma*
(1.76)
Pfizer* (1.73)

7

Dr. Reddy’s (2.6)

Alem bic (1.68)

Ciba* (1.6)
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Glaxo* (2.9)

Lederly* (1.7)
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8

Zydus Cadila (2.5) Torrent Pharma
(1.60)

May & Baker*
(1.6)

9

Abbott* (2.3)

Lupin Labs (1.56)

Parke Davis*
(1.5)

10

Aventis – includes
merger with
Hoescht * (2.2)

Zydus-Cadila (1.51)

Abbott* (1.5)

* Represents a multinational firm
(Source, OPPI, 2000, 2003; Lanjouw, 1996)
companies. After 2005, Indian companies have
increasingly
looked beyond the domestic
generics market to sustain their sales, since their
traditional strategy of copying on-patent drugs
will no longer be allowed. They will consequently
need to look towards export markets and focus on
product innovation. In pursuing the regulated
markets, the more successful Indian firms are
faced with a similar strategic choice in how to
achieve such growth: whether to co-operate or
compete with the large international
pharmaceutical companies. However, there are
multiple sub-strategies that Indian firms can
chose within the framework of this strategic
dilemma, and the strongest Indian firms have
been able to pursue both the strategies
simultaneously (See Figure 1).
The sub-strategies for the industry emerging from
the study could be generalized for the industry as a
whole but not on an individual company basis
since their choice would depend on the size and
capability (strategic leadership, human skills,
brand, IT-know-how, scientific knowledge &
innovation etc.) of the individual company.

Methodology
The objective of our study was to find out source/s
of competitive advantage of an Indian
pharmaceutical firm in the post-product patent
regime

Research Questions:
1. What are the strategic options available to
Apeejay School of Management

the IPI in the post product patent regime?
2. What are the key resources, capabilities
and core competencies of firms in the IPI?
3. Is strategic leadership and entrepreneurial
orientation at firm level influencing the
firm's emergent strategies in the postproduct patent regime?
Our study was two-fold. First, we carried out a
secondary research coupled with interviews of
experts from the industry to arrive at the strategic
options available to the IPI in the post-product
patent regime.
In the second phase, we studied Lincoln
Pharmaceuticals Ltd., a public limited company
with a large shareholder base including members
of the medical fraternity. We first prepared a
dossier of Lincoln Company based on secondary
sources like research reports, annual reports,
ranking data and the company website. Then we
conducted interviews with the 10 executives of
the company including the Joint Managing
Director, Finance & Marketing Heads. Our initial
interviews were exploratory and based on the
results we developed an open-ended
questionnaire for interviews of the Top
Management Team at Lincoln. Among the firms
in the IPI, Lincoln is a relatively small company
th
(ranked 107 as per ORG IMS ranking, 2006)
with a turnover of close to 60 crores. We picked up
Lincoln as our unit of analysis purposely as we
were keen to study a small company started by a
group of entrepreneurs in 1979 and is on the
threshold of changes brought about by the product
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Figure 1: Strategic
Choices for the Indian Pharmaceutical Industry (IPI)

Product innovation

Compete and/or co-operate?

High

Low

Specialty generics or NCEs
targeted towards
traditional markets

Vanilla generics
targeted towards
traditional markets

Specialty generics or NCEs
targeted towards
traditional
and new markets
Vanilla generics
targeted towards
traditional
and new markets

Narrow

Wide

Worldwide market scope
Compete
?
Plain vanilla and specialty generics
?
Develop lower risk NDAs
?
Develop follow-on biologics
?
Challenge IPRs on regulated markets
?
Invest in R&D for propriotary NCEs

Co-operate
?
Provide contract manufacturing for MNCs
?
Supply API to MNCs
?
Partner with MNCs for their sales channels
?
Provide clinical outsourcing for MNCs
?
R&D collaboration

Source: Cheri (2004)
patent regime in 2005. A case on Lincoln was
prepared at the end highlighting the
1. Implications of the product patent regime
on the company.
2. Vision, mission and strategic intent of the
company in the post-product patent
regime.
3. Resources, capabilities and core
competencies of the company leading to
competitive advantage.
4. Emergent strategies of the company in the
post-product patent regime.
5. Evidence of strategic leadership and
entrepreneurial orientation in the
company.

Case Findings
The Company
A young bright individual, Rajani Patel working
with Dr. Sarabhai Laboratories, decided to quit
Apeejay School of Management

his job and start his own company. A few family
members and friends backed his decision and they
sat nights together deciding what should be their
company's name. They decided in consensus that
the name of their company should support their
vision of providing quality and affordable
healthcare to the society. They named their
company “Lincoln Pharma” after the name of the
finest president of America, Mr. Abraham
Lincoln. The name “Lincoln” carried a broad
positive perception of a global personality who is
kind, humane and philanthropic.
It was in 1979 that he set up Lincoln
Pharmaceuticals to manufacture and market
affordable therapeutic products. Since then,
Lincoln Pharmaceuticals has come a long way.
Today, it is a Public Limited Company with a
large shareholder base including members of the
medical fraternity. It has a turnover of close to 60
crores and has come a long way since its inception
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in 1979. It is ranked 107 as per ORG IMS ranking
(September, 2006) with a growth rate of 42.2%
against the Indian Pharma Industry's 8 to 9%
growth rate.
But looking at the current changes in the IPI
largely brought about due to the Product Patent
Regime in 2005, Lincoln has to rethink and
reconfigure its competencies to survive. With a
turnover of around 60-70 crores, it is a relatively
small company, when you compare it with bigger
companies like Ranbaxy or Dr. Reddy. Lincoln
has the potential to grow provided it is willing to
tap the available strategic options and reconfigure
its resources, capabilities and competencies.

Implications of the Product Patent
Regime
As per our interviews and interactions with the top
management Team at Lincoln, the company feels
that the Product Patent Regime will affect the
mediocre companies (smaller companies)
without proper infrastructure and competence to
adapt in the new industry scenario. But it will
happen after 5 to 7 years, not immediately. Bigger
firms like Ranbaxy will have more time to adjust.
New patented brands will shrink existing markets
and affect the existing brands in that category.
Lincoln acknowledged the absence of big brands
in its stable. The biggest brand was worth 2-3
crores. Others players have bigger brands
contributing to the extent of 50-100 crores.
Lincoln was keen to develop brands and focus on
process patents and product combination patent.
They felt a combination of R&D and marketing
innovation capability would be essential to
perform in the current scenario.
According to Joint Managing Director (JMD)Lincoln, the Patent Bill 2005 would be favourable
for the society and neutral to the industry. The
people will get good quality medicines possibly at
a higher cost. He remarked, “If people can pay
high price for chocolates, good quality medicines
should not be a problem in spite of a higher price.”
The Top Management felt that government.
Apeejay School of Management

support will be critical. It will improve the
infrastructure and knowledge capability of small
firms. They felt, if the Indian government can
identify areas for improvements and associate
with the industry from research to
commercialization, it will do a world of good to
the Indian Companies in the IPI.

Mission & Strategic Intent
Mission
1. “To extend a helping hand to the medical
fraternity in their noble cause of treating
the masses at an affordable cost”.
2. “To make “Healthcare for All” a reality
through humble contribution of world
class yet affordable pharma products”.

Vision
“To stimulate a globalized effort to find cures of
diseases through concentrated Research and
Development by strategic alliance both in India
and Abroad”.
But as per our interactions and interviews, the Top
Management Team at Lincoln was of the
following view about Mission and Strategic
Intent.
In the words of the JMD of Lincoln, “We want to
convert ourselves as an R&D-based Company”.
He emphasized on the company's need to shift
focus from a small manufacturing and locally
strong marketing player to a strong national
R&D-based marketing company. His intent was
to establish Lincoln as a major national player by
increasing the current market coverage from 70%
to 100% (550 offices). He further clarified on the
extent and scope of coverage by stressing on the
need to ensure top of the mind awareness of
Lincoln in the minds of doctors across the
country.
The mission was to make product & marketing
70

Apeejay Business Review Vol. 9 No. 1 & 2

innovation as the key capabilities in the future.
The JMD-Lincoln also highlighted the urge and
need to improve the quality of work of his
employees.
The Top Management Team at Lincoln said that
they are looking for all possible opportunities for
growth but first they would like to position
themselves as a reputed national player in a span
of 2 to 3 years. They also underlined the
importance of human capital at Lincoln. In the
words of the JMD-Lincoln, “We are looking to
enhance our competencies by empowering and
roping in talented professionals”.
Govt. of India has approved Lincoln's factory as
an R&D section. According to JMD-Lincoln, “We
are aiming for at least 10 patents in the next 5
years and currently (1-2 years), we would like
cash on commercialization of at least 2-3 products
e.g. Hetero Protective Nimesulide brand,
NAMSAFE”.
The Top Management Team feels that due to
competitive scenario, it is difficult to retain talent
but they are trying to improve upon this problem.
They are providing training to the senior
managers and staff to improve competencies and
they also have a performance appraisal system
which is carried out every 3 months to
continuously evaluate, improve and reward
performance.
Lincoln's main policy is to satisfy its customers.
Doctors, Medical Representatives, competent
managers, and patients are Lincoln's main
customers.Lincoln has come closer to their
patients by opening 2 hospitals under the brand
name of Indus in Motera and in Ahmedabad.

Tangible & Intangible Resources
Financial
At present, Lincoln is only utilizing 50% of its
maximum borrowing capacity from banks based
on Sales Turnover (Any company can borrow 1516% of their turnover from Banks). The company
Apeejay School of Management

is exploring opportunities abroad and looking at
potential partners including US for distribution of
their generic products. They are in final talks with
some parties and are working towards a
commitment. Good Venture Capital is available
as long as they have a good bankable plan. They
have good internal and external sources for equity
expansion, as and when required. The company
relies primarily on internal funds for its financing
activities.
Lincoln has developed an ERP system and all its
major distributors in the country are well
connected with the HO in Ahmedabad. This has
reduced discrepancies at distributor level and has
improved the coordination and marketing cycle
for better financial performance. The MIS
preparation and maintenance has improved
because of the ERP system and Lincoln plans to
make full use of the same in the future by
integrating other critical functions as well. The
MIS and the ERP system are under the direct
control of the Finance Head.

Firm's Plant and Equipment
It has its own manufacturing facilities, covering
all the major dosage forms like Tablets, Capsules,
Injectables, Syrups, Ointments, etc. Its present
manufacturing activities are located near
Ahmedabad. The plant spreads across 30,000 sq.
yard length with beautiful landscaping
surrounding it. There are three different buildings
for Tablets, Capsules and Injectables and also a
separate building for Quality Control. An
ultramodern laboratory with state of the art
equipments ensures in-house quality assurance of
each of the products. The products are designed
for all therapeutic segments with a special
emphasis on Gynecological and Orthopedic
specialities. The Plant is situated 20 kms away
from the Ahmedabad railway station and from the
Ahmedabad Airport. The distance between the
Corporate Office and the Plant is approximately
20 kms.
There are two separate manufacturing facilities
for betalactum and non-betalactgurm production.
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The Khatraj Plant produces only non-betalactum
tablets, capsules, liquid and dry powder,
injectables, syrups. The plant has WHO-GMP
Certification and ISO-9002 Certification and all
the products can match any international
standards or requirements. All the facilities
conform to international standards and the
company also aims at satisfying the international
requirements of TGA, MCA, and MCC. Apart
from the manufacturing facilities, the factory
building has other utility premises, warehouse,
administrative building and an ultramodern and
hi-tech R & D Centre. Sophisticated machinery at
the manufacturing plants and the quality systems
are in place with ultra modern equipments.
The installed capacity of Lincoln's plants is given
in Table 3.

Table 3: Installed Capacity of Lincoln's
Manufacturing Plant

Category Installed

Capacity/Annum

Tablets
3000 millions
Capsules
750 millions
Injectables
100 millions
Syrups
1.8 million litres
Ointments
9 million tubes
Source: Company Website
In spite of having a decent manufacturing facility,
Lincoln outsources 70 to 80% of its
manufacturing requirements to suppliers located
in excise holiday spots like Himachal Pradesh.
According to the Top Management, outsourcing
manufacturing is the best strategic option for
Lincoln till it crosses the 100 crores mark in
turnover. They also want to utilize their
capabilities and energies in other important areas
like R&D initiatives in formulations and
marketing innovation by outsourcing
manufacturing.
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Human Capital, Innovation & Goodwill
The total number of employees is around 700 with
marketing accounting for around 500 people. The
strength of employees at HO is around 55. The
Manufacturing and R&D Plant is located in Kalol
with around 50 employees and it takes care of
only 20% of total production requirements. 80%
of the production is outsourced to parties in
Himachal Pradesh due to excise duty related
benefits.
Overall, in terms of human capital, managerial
and scientific capabilities, Lincoln has good,
trustworthy people but not very competent i.e.
they are reliable but low on competency. Lincoln
has few competent employees but it is difficult to
retain them. The current Marketing, Finance and
R&D Heads are extremely capable and Lincoln
has given them Autonomy in taking actions,
involved them for supporting new ideas, novelty,
experimentation and creative processes to
promote innovation and a say in the decisionmaking process of formulation and
implementation of Strategies.
Lincoln places priority on the quality of services
to the Doctors and other customers. Doctors are
segmented based on their speciality and potential.
The company doesn't give much importance to
retailers and they may be a source of negative
publicity. They focus on the Doctors for
prescription generation and availability of stocks
through their distributors at chemists’ shops.
According to the Top Management, Lincoln has a
good reputation in the market place. Brands
belonging to the NSAID segment like
NAMCOLD and new innovative launches like
hetero-protective NAMSAFE (awaiting patent)
have a strong local presence and market share and
the overall perception of product quality is at par
with the top players in the market with affordable
price.
Lincoln is currently focusing on 4 important
segments which include NSAIDs, Anti-Cold,
Analgesics and Antibiotics. The company has
four divisions namely Gynecology related
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TERASA
PHARMA
and other
GASTER
products.

division,
division,
Products
division

Top priority Brands in
Super Speciality Products
in LORD'S division and
covering Gastro related

The Top Brands of Lincoln include NAM COLD,
NAM, NAM Plus, NAM SAFE VIVIAN Gel,
CEEPRO, FETON, MOBYLE, CEFLIN,
KLOMOX, MCK-E, Pentapen-40, TRIPZONE,
PROLINE, DOMI and others. The top 10 brands
of Lincoln contribute 35 crores of the sales
turnover. To innovate, Lincoln pledges to utilize
Nano Technology in its formulations for Product
related innovations. The Top Management at
Lincoln feels that a combination of competent HR
and good Infrastructure would be vital to achieve
this.
Lincoln's Top Management emphasized the
importance of implementing a system to identify
and develop competent employees and utilize
their skills and knowledge for developing core
competencies.

Emerging R&D and Business
Strategies
Lincoln's R&D Strategies are at preliminary level
and they are aiming for at least 10 patents through
NDDS for commercialization in the next 5 years.
The most important business strategy of Lincoln
is to establish 550 0ffices all over the country so
as to establish strong presence and top of the mind
recall in the minds of Doctors through strong
marketing efforts. Lincoln would also like to
establish and grow strong brands. To fuel
Lincoln's growth and realize the vision of become
an R&D capable company, the Top Management
also plans to market medical devices used in
surgery.

Important Capabilities for
Competitive Advantage
According to the Top Management, the most
important capabilities of Lincoln to achieve
competitive advantage are Sales & Marketing,
Finance (includes MIS), Human Resource
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(Training & Development will be the key), Top
Managers and Manufacturing.

Access of Medicine to the Poor
Lincoln feels that looking at the current
intervention of the Government in the Post
Product Patent Regime, access of good medicine
to the poor will be possible.

Final Comments
Based on the study of Lincoln, the emerging facts
suggest that it is a small company with a turnover
of less than 100 crores annually with a strong local
presence. Its core competence is well-embedded
local connections, which help the company
supply its products in the local market. Given its
small scale of operations, there is little investment
in R&D area at the moment and its major
objective is to properly cover and establish 550
offices in and around the country. In spite of
resource constraint compared to bigger firms in
the IPI, Lincoln is confident of doing well in the
Post-Patent Regime. Lincoln acknowledges the
lack of competent human resources as a major
barrier for growth but confirms that it is working
hard to improve the system of managing,
acquiring and retaining the right talent.
Lincoln displayed signs of entrepreneurial
orientation in its organization culture. The Top
Management along with the Department Heads
showed the following signs:
1. Autonomy to take actions, which are free
of organizational constraints.
2. Innovativeness by involving the
employees in the decision-making related
to new ideas, novelty, experimentation
and creative processes that may result in
new products.
3. Allow the employees to take Risk in
pursuing relevant opportunities
4. Proactiveness in following the vision of
becoming a top national firm, which is
displayed in their seriousness for
launching new products e.g. NAMSAFE
and zeal to pursue the path of market
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expansion. The Marketing and Finance
Heads at Lincoln displayed proactive ness
in launching new products and making the
firm financially self- reliable.
5. Lincoln is zealously pursuing the goal of
expanding nationally by establishing
brands and creating a good reputation in
the market.

the Product Patent Regime in the Indian
Pharmaceutical Industry and feels that it will be
able to survive and do well in the near future. But
looking at the industry in the presence of
formidable Indian and MNC competitors,
Lincoln will have to utilize its entrepreneurial
capabilities aggressively to form core
competencies and achieve competitive
advantage.

Lincoln is positive about the changes brought by
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Book Review
An Introduction to Geographic Information Technology
By Sujit Choudhury, Deepankar Chakrabarti and Suchandra Choudhury
An Introduction to Geographic Information Technology
By Sujit Choudhury, Deepankar Chakrabarti and Suchandra Choudhury
Published by I.K. International Publishing House Pvt. Ltd.
ISBN: 81-88237-66-3
Price Rs. 225, Pages: 276

“An Introduction to Geographic Information
Technology” unfolds the nuances of the
emerging discipline of geo-technologies in a
lucid manner so that even those who do not have
typical education in Information Technology
can understand the subject with considerable
ease. As such, geography and geographic
information hold the key to any civilization,
nation and business organizations. It has been
noted that annual expenditure of the
industrialized countries on geographic data is
0.5% of the GNP and for developing countries,
it is around 0.1% of the GNP. The authors have
observed that 75% of the business decisions are
related to geographic information in one or the
other way. Indeed, developments in space
science, IT and electronics and communication
have changed the way we used to gather the
spatial data.
India is an IT powerhouse and should lead in the
domain of GIT (Geographic Information
Technology) as well. The authors have done a
great job by bringing this book of contemporary
and futuristic relevance for our knowledge
economy. They have dealt with this complex
field of knowledge with the aptness of great
educators so that even individuals with little
knowledge of IT can understand the
fundamentals and potential applications of GIT
in a comprehensive way.
GIT encompasses a number of disciplines with a
wide variety of applications. GIT can be used
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for scientific investigation, resource
management, asset management, archeology,
environmental studies, urban planning,
cartography, criminology, geographic history,
marketing, logistic and other areas, where the
use of spatial information is required. So this
book would be a valuable guide to any student
concerned with increasing the expertise in the
area of GIT and those individuals who are
involved in decision-making on the basis of
geographic information.
The book consists of three sections. Section-I
deals with fundamentals of GIT, basic
surveying, surveying techniques, including
global positioning system, maps and creation of
themes, data diversity etc. Section-II deals with
Geographic Information System and its
fundamentals and Section-III delves into
modern spatial data collection methods better
known as remote sensing technology.
Section-I starts with a precise introduction of
GIT and its evolution. Chapter three deals with
“Surveying and Mapping”. A very lucid
description of map scales, surveying and
geomatics, distance and angle measurement,
electronic distance measurement and
Theodolites have been provided in this section.
Chapter on “Global Positioning System”
describes the functioning of GPS with great
thoroughness. Satellite Signals, Code
Measurement, Differential Global Positioning
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system (DGPS) and GPS receivers are described
in a way, which can be understood by all.
Chapter on “Projections and Coordinate
System” elucidates geographic reference,
datum, cylindrical projection, conic projection
and azimuthal projection with a large number of
illustrative figures.
Authors have attempted to create a very clear
picture of modeling of the spatial phenomenon,
including modeling the spatial object, spatial
features from conceptualization to
implementation, spatial registration, meta data
and data standards in the chapter on “Data
Diversity and Standards”. The section has been
appropriately summed up with the discussion of
maps and themes with large number of
explanatory figurative examples.
Second section “Geographic Information
System: An Insight” starts with the chapter on
“Fundamentals of GIS”. It describes the GIS
Chain, starting with organizations' need
assessment, followed by development of
expertise, hardware/software, spatial database
creation and integration with MIS. This chapter
sets the platform for further exposition. Chapter
nine on “GIS Data Models” gives figurative
description of various types of GIS data models.
It also contains a section on “GIS” processes
explaining the relevant aspects of GIS processes.
Chapter 10 deals with “Data Quality”.
It appears that authors have placed
commendable efforts in describing various
touchstones to test the quality of spatial data.
They have also discussed relevant aspects of
“Database Management System” succinctly.
The chapter on “Hardware and Software”
describes GIS specific hardware and software
with a great deal of simplicity. Chapter 13 on
“Spatial Analysis” describes many ways of
analyzing spatial data, classification,
reclassification and rebuilding, shapes and
measurement analysis and other aspects with a
large number of illustrations. Further, chapter
14 deals with GIS and the internet, and the
section concludes with an annexure carrying a
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case study titled “GIS: An Analytical Case
Study”. It describes how transportation, one of
the growing aspects fro GIS, is using GIS and
GIT. The case describes various models for the
management of transportation and ends with a
description of “intelligent transportation
system”.
Section-III focuses on “Remote Sensing”. The
section starts with a general background
description of remote sensing, and then moves
on to explain techniques of remote sensing.
One can find holistic information and insight
on remote sensing platforms and sensors,
digital image processing and image
enhancement, processes other technical
aspects of aerial photography etc. in this
section. Chapter on “Image Interpretation”
explains photo recognition elements, terrain
elements and sets the background for
understanding the application of remote
sensing in great detail.
The book also carries a section on glossary,
explaining large number of relevant terms in
the field of GIT and a section of reference,
providing a number of websites to get Internet
resources on the subject.
The book compares well with other available
books on the topic on two counts. First, its
simplicity in the treatment of a highly technical
subject and second, price. No textbook on the
subject is available at such a low price –a
blessing for Indian students. The book can
certainly help students across disciplines,
interested in developing expertise in the area of
Geographical Information Technology (GIT).
The book will be equally useful for the planners
and policy-makers who can apply spatial
information while making crucial decisions.

Rajesh Kumar Sinha
Lecturer,
Apeejay School of Management,
New Delhi.
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Book Review
The Balanced Scorecard: Translating Strategy into Action
By Robert S Kaplan & David P Norton
The Balanced Scorecard: Translating Strategy into Reality
By Robert S Kaplan & David P Norton
Boston: Harvard Business School Press, 1996
xi +322 pages
$29.95

Best of the strategies without sound
implementation plans and determined followthrough can harm a company's performance. The
Balanced Scorecard, by Robert S. Kaplan and
David P. Norton, will help the organization to
create a strategic measurement and management
system, which can be achieved by translating the
mission and strategy into a comprehensive set of
performance measures better known as balanced
scorecard. The primary objective of balanced
scorecard is breakthrough performance for the
future. It tries to move dynamic managers from
single dimensional financial perspective to a
broader view of business. At the same time, it tries
to extend innovative tools and methods to better
handle the rapid cycle chaos of the Information
Age. Even if it fails to achieve all that it proposes,
at least it is a serious, honest, and well-researched
attempt to drive significant change.
The book empowers the executives to move
beyond today's fixation with the manipulation of
financial abstractions and to strive toward
developing real competitive advantage. Strategic
process consultants will cherish this book indeed,
as the cover carries a proclamation from the czar
of reengineering and downsizing, Michael
Hammer, who terms it as, "a landmark
achievement".
The vital symbol, detailed in Chapter One and
eluded throughout the book, is the notion of a
passenger visiting the cockpit of an airliner and
being shocked at seeing that it contains only a
single instrument. The pilot explains that on this
flight he is "working on airspeed." He says that on
preceding flights he had managed altitude and
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gotten "pretty good at it." When the passenger
mentions that other things, like fuel quantity,
might also be significant, the pilot agrees.
"You're right; fuel is significant, but I can't
concentrate on doing too many things at the same
time." He will concentrate on fuel once he "gets to
be excellent at airspeed".
The authors develop this metaphor, noting that the
Machine Age (they call it the Industrial Age) used
only one measure to manage business, the
infamous quarterly financial report. The
conclusion, correct in my opinion, is that it is a
blunder to be managing a business in today's
world by using only financials that are anchored
to an accounting model developed "centuries ago
for an environment of arm's length transactions
between independent entities." They have serious
doubts that any one would board an airliner with
only one gauge in the cockpit. By extension,
authors suggest that one should not "board"
corporations that use only one business
methodology. The authors correctly note that
managers who put too much stress on pressure for
short-term financial performance have harmed
many corporations.
"Why not just discard the use of dysfunctional
financial metrics?" one may ask. Why not just run
your business well, and let the numbers do the
rest? Don't even think about it! The authors shrink
back from such fiscal dissent with an aplomb tale
of an unnamed electronics company. This firm
made "breakthrough improvements" in
operational parameters, only to see its stock price
drop by 70%. The authors explain this
"anomalous outcome" by saying that the
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transformed organization was so efficient that it
had great goblet of expensive, unused capacity. I
frankly tend to doubt that explanation. More
likely it was a firm like a DEC, IBM, or Apple that
missed a major market transition. Wrong products
could be the problem, though excess capacity may
well be just a symptom. This book is said to create
a "shared model of the entire business”.
Most traditional financial measures record
historic performance but fail to track the
intangible factors that will be the basis for future
competitive advantage. The authors have
designed an overall scorecard framework that
incorporates measures in the following four
categories: 1) Financial 2) Customers 3) Internal
Business Processes and 4) Learning and Growth
Perspective. The fundamental intent of this book
is to track and record financial results while
simultaneously monitoring progress in building
the capabilities, business growth and also
acquiring the intellectual assets required for
future growth.
The balance in a well-crafted scorecard is
intended to be three-fold:
1.

2.

3.

External measures for shareholders and
customers balanced with internal measures
of business processes, innovation and
growth.
Outcome measures (Indicators of past
efforts that are lagging effectiveness)
balanced with performance driver
measures (leading indicators of successful
future).
Objective, easily quantified outcome
measures balanced with subjective,
discretionary performance drivers of these
outcomes.

The book's mantra is, "If you can't measure it, you
can't manage it." However, when you reflect
further, you would see that a financial perspective
still dominates. Chapter Four treats "customer
perspective," but it is cautious to pay honour to
the need for profits. It mentions market share,
segments, and the normal things, but is focused on
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enforcing "customer profitability".
Likewise, the section on New Products contains
what is, I think, a typically fatal, though
seemingly reasonable flaw. The suggested
scorecard demands an elevated margin from new
products than from the mature, existing products
they replace. IBM clings to mainframes, DEC to
minicomputers, and Tektronix to analog
oscilloscopes, missing explosive new market
opportunities. Cray Research goes bankrupt.
Apple falls. (Fascinatingly, both firms were in the
preliminary group study that led to the BSC).
On page 210, we get a report from the President of
a firm that was an early implementer of BSC. He
gave a presentation to a group of financial
analysts who owned "up to 40% of the shares." So
long as he spoke of plans and forecasts for future
earnings, the analysts were on the edge of their
seats. Unfortunately, when he spoke of plans for
improved quality and customer response times,
90% left to make phone calls. The authors'
conclusion, "If financial analysts remain
indifferent to measures of a company's long-term
strategy, we are not optimistic that Balanced
Scorecard reporting will become part of an
organization's communication programme…"
The effective performance drivers must be clearly
connected with outcome measure. The lack of
explicit connections can create uncertainty as to
how the results should be achieved, leading to
unsuitable or distracted tactical decisions. The
most operative balanced scorecards, through their
linked list of drivers and outcomes, actually
describe the company strategy.
The authors, like most of us, are struggling with a
major challenge. The main problem is that while
the Machine Age was about measurement,
replication, process, and routine, the Information
Age is not. The Machine Age was about
optimization, but the Information Age is about
change, new opportunities, creative demolition,
and ever increasing returns. The Machine Age
was about control and predictability, but the
Information Age is about ordered turmoil.
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In the new world, there is a lack of objective
reality to measure. What matters more is what
reality can be created through know-how,
interaction with people and events. The winners
are the leaders who spontaneously envisage and
effectively ride the next surf. Bill Gates lost
money on Windows for a decade, but he does not
care. When Windows 3.0 finally worked, it was
worth it all, and more. McCaw cellular was never
profitable, but was sold to AT&T for billions. This
is likely to be unjustified by any "scorecard,"
balanced or not.
The scorecard should be based on a series of
cause-and-effect relationships derived from the
strategy, including estimates of the response times
and magnificence of the linkages among the
scorecard measures. For example, how long
improved changes in product quality and on-time
delivery will lead to an amplified share of
customers business and higher margins on
existing sales, and how huge will the effect be?
With such quantification of the linkages among
scorecard measures, periodic reviews and
performance monitoring can be taken up.
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This last point is the basis for creating what the
authors refer to as a strategic management system
instead of a strategic measurement system. The
goal is to learn from the system to help you
comprehend what works for the business and how
to familiarize yourself with your strategies to
changing market and business conditions. This
closed loop feedback system for strategy
modernized a hallmark of an effective scorecard.
Throughout the book, the authors connect an
understanding of the significant building blocks
of a balanced scorecard and how one might build
on the scorecard for their own business. The
authors combine the use of concrete models and
proficiently targeted real-world business
examples to illustrate each major point. Despite
certain inherent weaknesses, the Balanced
Scorecard remains a significant stratagem in
business strategy literature.
Chand Tandon
Faculty,
Apeejay School of Management,
New Delhi.
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Book Review
The Invisible CEO: My Mudra Years
By A.G. Krishnamurthy
The Invisible CEO: My Mudra Years
By A G Krishnamurthy
New Delhi: Tata McGrawHill, 2005
182 pages
Rs. 250/-

“The Invisible CEO: My Mudra Years” is a first
person account of A.G.Krishnamurthy's
experiences at Mudra. He established Mudra
Communications on March 25,1980 with a startup capital of Rs. 35000 and one client. In just nine
years, Mudra became India's third largest Indian
advertising agency. AGK was the most dynamic
and trustworthy CEO of Mudra. The book
captures memoirs of AGK who spearheaded the
growth of Mudra to what it is now. This book
explains in an inspiring manner how the desire to
become great can be easily fulfilled. It explains
advertising like never before and we get to like
advertising better than any thing else. The mantra
at Mudra was 'Jeena yahan , marna yahan' which
all his colleagues chanted. MUDRA strived hard
to develop into an advertising agency and slowly
grew from a tiny insignificant agency to a Rs 714
crore one.
The book is divided into three sections –
“Changing Orbits”, “What I've learned?” and
“What I've Liked?”
In Changing Orbits, the author describes the slow
pace at which Mudra grew. Dedicated employees
also grew along with Mudra. It was not an easy
ride to develop an advertising agency with almost
no resources available in the city of Ahmedabad.
There was no support structure, which is so
crucial for an agency. Everything and everybody
had to be brought in from other cities.
Vimal was the first client, and releasing the ad was
a difficult agenda in a city, which offered no
support for an ad agency. But the ingredients
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which were needed for success were all there –
marvelous client, an amazing team and a city
supporting advancement rather than hampering it.
Client was Dhirubhai Ambani whose vision was
beyond anything and who himself wove
Reliance's initial success .The team of 15 knew
how to get a job done right.
In the third year of existence, Mudra stopped
being a one-account agency. Rasna, the second
major client joined the agency. The owners of
Pioma Industries and makers of Rasna -Areez
Khambatta open heartedly embraced the agency
as his partner. The team at Mudra expanded as
client list grew. Some famous names came to be
associated like, Subroto Bhowmick, Ritu Nanda
and Philip D' Souza.
Clients kept on coming and Mudra matured to
become the third largest agency in the country.
That too, in just a period of nine years. But this
required a lot of midnight oil to be burned. It had
to be proved to the world that Mudra was no
passing wonder. AGK goes on to explain how
refreshing ideas were introduced in to the ads like
introducing a little girl in the ad for saree or
shooting a TV commercial with a cricket team.
This and some other similar instincts catapulted
Mudra into a grand success. The mantra for
success that came in here was 'if you can dream it,
you can achieve it'.
A lot was learnt from Dhirubhai Ambani also. He
taught the Mudra team HOW TO DREAM. And
also gave the tools to realize it. It was Dhirubhai 's
dream that gave birth to Mudra.
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Ideas were given top priorty at Mudra. AGK
believed that no idea is a silly idea. He also
constituted an award for good ideas in any sphere
of Mudra, right from housekeeping to brand
ideas. At Mudra, Indian values hold a key place.
This meant a puja for auspicious beginnings,
cultivating a guru-shishya tradition in team and
encouraging the creative team to use Indian visual
imagery and melodies instead of drawing
inspiration from Hollywood and the west.
Slowly, Mudra came to be known as 'Indian
Professional Company'.It was an amalgam of
successful portfolio of brands ,good people with
good values who liked each other ,an excellent
professional working environment which
promotes fairness and cuts down on politics.
The seeds of MICA (Mudra Institute of
Communications, Ahmedabad) were sown very
early on in Mudra's history Mudra started training
advertising professionals that would be needed by
advertising industry. MICA was something
unique because it seeks to bridge the gap between
the academician and practitioner.
Despite all this, AGK did not recieve only
bouquets but also brickbats . It was being said that
MICA was all about to satisfy the ego.The final
applause came from Advertising Agencies
Association of India (AAAI). They had earlier
refused the membership to Mudra because Mudra
was one client -agency.
Nineteen years later, Mudra was bestowed by
their highest honor and on AGK-the
Premanarayan award, for 'Outstanding
Contribution to the Industry'. More accolades
followed and only because AGK believed in 'IF
you can dream it ,you really can do it'.
'What I've learned' the second section of the
book deals with articles that appeared in Business
Standard every fortnight from 8 August 2003 to
20 august 2004 under the column AGK Speak.
This section explains the experiences that brought
Mudra and AGK In shape. It explains the
experiences of AGK which helped him to become
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what he is today. As his mother used to tell him
that 'when the sunrises every morning he never
announces to the world how bright or not the day
is going to be. He lets people experience the
warmth for themselves'. This part of the book is an
important part because it explains insights, shares
anecdotes, beliefs and instincts of AGK. Shri
Dhirubhai Ambani was an important part of
Mudra. He was an exceptional performer. He
knew how to get extraordinary performances
from ordinary people. And that is what made him
an exceptional teacher.
AGK gives some of his personal experiences
which are important as a CEO. He explains some
of his experiences which he came across very
early in his careers. 'Don't keep a dog and bark
yourself’ is an astute remark. To rephrase it –if
you pay some one to do a task for you, it is
unnecessary to do it yourself.. He had three
wonderful client experiences for the same
–Vimal, Rasna and Dhara. -Thre clients who gave
all the freedom required. AGK also tries to
explain what is the crucial magic formula that
turns any IIM graduate or any other graduate for
that matter in a top-notch performer.
It is an attitude, which makes the difference. a
successful person, understands what right attitude
for success is. Successful people are truly humble
people. They have a strong sense of ownership for
every job they do, giving it a full 100 % of
themselves. And once they acquire a certain
degree of success they immediately would like to
give the industry something in return.
He goes on to explain that root of unhappiness is
when we tend to weigh our state of mind with that
of our peer group. The ensuing mismatch results
in a lot of bitterness, resentment and unhappiness.
All we need is to stop weighing our rewards with
that of our neighbors. And suddenly grace and
dignity the most admired attitudes will be ours for
asking.
In the third section of the book –What I've Liked
– is a collection of various advertisements. All
these ads have four things in common-they are
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simple, focused, relevant and refreshing. And
they fulfill the age-old marketing dictum; they
inform, they evoke interest for the product and
they get the customer to the retail point. And more
importantly, they are creative and different. So
they are noticed. Be it the TVC of Coke featuring
Aamir Khan or be it the ad of Johnson & Johnson
featuring a mother and a baby where both of them
radiate incredible levels of joy and warmth so
much so that it spills out of the screen and into the
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hearts of all its viewers.
The best thing that AGK emphasizes in the book is
the people. He says 'you don't have a team if you
don't have people who believe in you. And for that
you have to believe in your people first’

Ruchika Jeswal
Lecturer,
Institute of Management Studies,
Ghazibad,
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Book Review
Social Research Methodologies in Action (Volume I & II)
Edited by Anirudh Prasad, Ramkrishna Mukherjee, Beni A. Ekka
Social Research Methodologies in Action (Volume I & II)
Edited by Anirudh Prasad, Ramkrishna Mukherjee, Beni A. Ekka
Published by Xavier Institute of Social Service, Ranchi
ISBN: 81-904112-3-3 & 81-904112-4-1
Price Rs. 999 & 999, Pages: 302 & 310

Social Research Methodologies in Action
(Volume I & II) is not a routine publication on
Research Methodology. Rather, these volumes
focus on theoretical issues and application of
research in the field of social action and social
development. The two volumes consist of 30
research articles selected from 47 invited articles
from distinguished scholars across the country.
Papers in the book are centered on theory
construction in social and behavioural sciences
research; research methodologies in interdisciplinary work; and development of social
research and the policy imperatives for future
research. Most of the contributions cover more
than one of these aspects; they have been grouped
into one of the two sections according to the major
thrust of the contributions. The two sections are
classified as: Conceptual & Theoretical Concerns
in Social Research and Strategies of Development
Research.
The two volumes of the book provides
a
methodological framework for the whole process
of social and development research in an
integrated way. It is argued that research in social
science has a big role to play in development and
removing social disparities.
The volume one consists of 14 contributions.
Ramkrishana Mukerjee's “Theoretical Overview
of Research Methodology” is likely to generate
controversies among social scientists regarding
the sequential relation he draws between
subjective and objective appraisal of reality,
reduction of all forms of sciencing reality on to the
probability base, and his advocacy to conceive a
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unitary social sciences; nevertheless, it sets the
scene for a conceptual and theoretical concern in
social research and the strategies for undertaking
the task.
N. Jayaram's “Philosophical Foundation of Social
Science Research” aptly inquires into the
philosophy of the social sciences, their
methodological perspective in the light of the
“aspects of research”, positivism and
interpretivism in sociology, and the relationship
that can be drawn between the two. R.K. Hebsur's
“Theories and Social Research,” concerned with
the reason for weak theorization or “even its
absence”, posits the role of theories in social
research in view of its peculiarities. He exhorts
social scientists to establish linkage among
theoretical concepts and thus establish a
symbiotic relationship between “theory
construction and research designs”.
Hetukar Jha in “Shnkhya Principle and Empirical
Research” presents a succinct account of the
analytical properties of the Sankhya school of
ancient Indian philosophy and pertinently relates
them to the methodology and techniques of
contemporary empirical research in social
sciences. Jai B.P. Sinha in “Philosophical
Foundations of Behavioural Research Methods”
aptly compares and contrasts the “western” and
the “Indian” philosophies, albeit using them as
blanket labels in the context of behavioural
research methodologies: proposes a synthesis
between the two in the same context; and
demonstrates the usefulness of the synthesis with
reference to some psychological attributes
applied for social research.
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Siddhart Mitra in “What Constitutes Good
Interdisciplinary Research” welcomes late 20th
century development of academics to show “signs
of breaking free of their hidebound nature” and
undertaking interdisciplinary research which is
“often an uneasy marriage of methods and
findings from various disciplines”, and eventually
proceeds beyond the analogue of interdisciplinary
research in order to “harness and nurture adaptive,
flexible and absorptive human brains that can
tackle any problems that fall in no discipline or in
the interaction of established disciplines”.
R.S. Nigam in “Theory Construction in Social
Science Research” announces that “the entire
exercise is based on the twin principles of futurity
and relevance”. He points to the need for
“strategic planning” along with the theory
construction, dispels some false impressions in
that context, proceeds with useful attempts at
theory construction in different parts of the world
including India, and underscores the role of
mathematical modeling for the exercise
undertaken. G.C. Gupta's “Theory Construction
in Behavioural Sciences” is concerned with what
he considers to be the basic principles of science,
how they use these to be applied for theory
construction, and why should they be grounded in
a Grand theory propounded by B.G. Glazer and
A.L. Strauss in reference to qualitative research.
Bireshwar Gaungly's “Theory Construction in
economic science – A Case Study” may appear to
be limited in scope for a discussion on theory and
methodology in social science as it is a case study
in economic research only, but the appearance is
proved meaningful by his meticulous rendering of
this thoughtful, well documented, and incisively
demonstrated essay, which attempts at developing
price theory and cost accountancy, leading to the
construction of Ganguly model of 'Tertiary Break
– Even”.
R.M. Sarkar's “Interdisciplinary Research and
Methodological Principles – An urgent Need for
Appraising Profundity” is an introspective,
thought stimulating essay commensurate with the
conceptual and theoretical concerns in social
research in the background of multi-disciplinary
thinking pattern, which the author thinks, is the
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need of the day. In his essay titled “Philosophy of
Scientific method in social research”, Ramashray
Roy promotes the value of scientific proposition
based on their utility rather than their capacity to
totally apprehend the nature and essence of
objects and events. Rajeev Bhargava's paper,
draws attention to another aspect of social
science, namely, teleology, and ethnocentrism.
While this paper could generate a substantial
amount of debate about the cultural contexts, it is
necessary to realize the risk of ethnocentrism in
explanation of other cultures. Raghbir Singh's
“Methodological Directions in Anthropological
Research” explicitly passes any theoretical
discussion of the issues involved but carefully
enumerates different methods in the appropriate
affiliation, and cites some interesting results
obtained thereby for Indian society.
Volume two consists of chapter 15 through 30.
The first article is an intriguing essay titled
“Imparting Value Change Through Participatory
Action Research: A Key to Skill Development”,
Anirudh Prasad, and Beni A. Ekka systematically
examine some major questions “a teacher of
social research” encounters. It deals with
development of enquiring mind, disciplined and
logical way of thinking and participatory action
research (PAR) to show how actions and contexts
combine to produce value change”. In a joint
essay on “Salvaging Social Reality through Case
Study”, Sachidanand and R.P. Sinha have soberly
assessed the pros and cons of the qualitative and
quantitative techniques and, in that perspective,
have well-argued the substantive utility of the
case study method by means of its basic
assumptions. In the essay “Development of Social
Research since Independence” Damoder Suar
outlines the philosophical and methodological
underpinnings of social research, its development
with particular reference to the specialization of
psychology, and evaluates how the quality of
social research may be improved in view of the
facilities available. Himadri Sinha, in the essay on
“Action research: A paradigm for linking action
with knowledge”, contends that “in the field of
development, action research is a strategy for
addressing research issues in partnership with
local people” and therefore, it does not make
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research a linear process of producing knowledge,
rather it integrates the development of practice
with the construction of research knowledge in a
cyclical process, proceeds thereafter to historical
development of action research.
K.D. Gangrade's “Methodological and
Conceptual Issues in Studying Leadership at the
Grassroots”, is based upon his view that “survival
of humankind is interdependence”. In the article
titled “Global Variables in Survey research” R.D.
Naik has discussed education as a global variable.
Rowena Robinson in her essay on “The
Questionnaire Method: A Critique from a
Qualitative Perspective” posits the legitimacy of
interpretive sociology mainly in the terms of Max
weber's oft-quoted word 'Verstehen' and its
critique from Alfred Schutz.
Kamal Nayan Kabra in his incisive and scholarly
but proactive essay titled “Researching the
Economy: Indian Development Studies in Postindependence Academic-Economic Scholarship”
presents a critique of research endeavours with
reference to Indian model of development. In the
essay “Identification, Formulation, Appraisal,
Monitoring, and Evaluation of Agribased
Projects”, V.M. Rao meticulously introduces
some mathematics for measuring their
“investment worth”. Vinay Kumar Srivastav's
“Writing up Qualitative Research” narrates how
to go about the task and appears equally good for
quantitative researchers. In “Qualitative Research
and Case Studies: An Overview”, Raj S. Singh
and Nimisha Tripathi distinguishes “qualitative
research methodology as biased through
specificity, whereas quantitative research
methodology emphasizes generalizability'.
Nikhlesh Kumar in “Field Techniques in
Sociological Research” has perhaps
overemphasized the role of “positive philosophy”
for understanding the nature of reality and in that
context, has proposed “the comparative method
as the classification of societies into types”, which
would generate controversies between the
“typological” and the “population” approaches.
However, while this theoretical proposition may
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be debated, his factual exposition of field
techniques would be found realistic and useful.
Anup Sarkar in his article “Development
Research and Participatory Methodologies- Made
for Each Other?” observes that “our failures in
the field of development are sufficient to warrant
a considerable re-orientation of the ways in which
the research is conducted and treat development
research as learning and empowering process and
not a 'one-off activity' just to produce a
document”. In the interesting paper titled
“Community History and Ethnography: Reconstructing the past from People's Narrative”,
Jose Kalapura emphasizes the distinction
between 'Gemeinschaft' and 'Gesellschaft', and
notes the necessity of ethnographic account of
community history. The essay of V. Upadhaya and
Anuradha Sharma on “Recent Social Research
Trends in India: some Methodological Issues”
gives an informative account of social researches
in India referring to methodological issues
concerning Economics, Psychology, Human
Resource Management and Environment Studies.
Soumendu Biswas in “Predictors of Job
Satisfaction and Turnover Intention: A Quasiexperimental Field Research in Indian
Organizations” makes an attempt to identify
predictors of job satisfaction and turnover
intentions from a sample of 127 Indian employees
collected from Indian organizations.
These papers, thus, cover a variety of issues of
timely importance to the literature of social
research methodology in general, and strategies
of development research in particular. The
volumes are an outcome of efforts of large
number of erudite scholars in India who have
shared their valuable knowledge and experience
in the field of research, methodology and practice
of methodology. This book will surely help the
researchers in developing an orientation towards
a typical Indian model of doing social research.
Rajesh Kumar Sinha
Lecturer,
Apeejay School of Management,
New Delhi.
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Book Review
A Demon of Our Own Design: Markets, Hedge Funds and
Perils of Financial Innovation
By Richard Bookstaber
A Demon of Our Own Design: Markets, Hedge Funds and Perils of Financial Innovation
Author: Richard Bookstaber
Publisher: John Wiley and Sons Inc.
ISBN: 978-0-471-22727-4
Published in April, 2007
Pages: ix+276.

After the deadly terrorist attack on Mumbai, stock
market reopened on 28th November, 2008. While
the entire country was profoundly shocked and
the NSG commandos were still fighting to free the
Taj from the terrorists, the Dalal Street, at a few
meters' distance from this place, looked totally
unmoved. Amidst the ongoing market meltdown,
the Sensex recorded a recovery of 66 points (0.73
percent) on this date. On the other hand, no
remarkable event had occurred when the Sensex
crashed by 1071 points (about 11 percent) on a
single day on 24th October, 2008. These kinds of
observations are 'stylized facts' of market
behavior rather than the exceptions. Obviously,
against what the efficient market hypothesis
implies, most of the market crashes are not the
rational reactions to the new information. The
book “A Demons of Our Own Design” makes an
attempt to reach at the roots of this anomalous
behavior of the market.
The book was released in April 2007; the present
financial crisis was only a remote possibility at
that time. When we read this book today, it
appears giving a prior-warning of the market
crisis. The book presents a first-person account of
the operations of the market. The author of the
book, Richard Bookstaber, has a rich experience
of the working at Wall Street for about last three
decades and he has got an opportunity to observe
the market very closely. He has worked as fund
manager with firms like Morgan Stanley and
Salomon Brothers and as hedge fund expert with
FrontPoint and Moore Capital. A PhD from MIT,
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Bookstber belongs to the most respectable breed
of financial engineers called 'quants'; 'people who
can build innovative financial products and
trading modules by combining brainiac-level
mathematics with massive computing power'.
But, these very innovations, describes the author,
make the market more complex and prone to
frequent crises.
“Market crises are not born from nature. They are
not transmitted by economic or natural
catastrophe. The machinery of market itself can
take a small event and distorts it”. Like small ice
ball at the top of the hill, a small event can trigger
of a chain of events which can bring an avalanche
in the financial market. It is not a fault of that
small ice ball. The faults are inbuilt there in the
complex structure of the financial market itself
which allow the precipitation of destructive
energy. Systematic trading implied in
1
portfolio-insurance caused the market crash in
1987; extremely high leverage was responsible
for collapse of LTCM in 1998 amidst the liquidity
crisis developed due to Russian default.
Analyzing a number of financial crises in recent
history, Bookstaber identifies two basic reasons
responsible for them -complexities of market and
tight coupling. To bring home his basic idea that
complexity causes accidents, the authors gives a
number of analogies from accident at Three Mile
Island Nuclear plant to Chernobyl disaster and
Columbia accident. It is a big irony that the
financial products and systems which are
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apparently designed to take care of market risk,
increase the complexities of the market and
therefore make it vulnerable to frequent
breakdowns. “The breakdowns come about not in
spite of our efforts at improving market design,
but because of them”. Because of tight coupling
crisis in one market get easily transmitted to
another apparently unrelated markets.
Another remarkable observation of the book is
that the liquidity is more important determinant of
short term market swings. Most of the market
crises in the past had 'liquidity problem' at their
root. A crisis originates from some liquidity
problem which, due to cascading effect produced
by complex and tightly coupled market structure,
leads to catastrophe. High leverage works as a
booster in this situation. The arbitragers who are
suppose to provide the liquidity to market by
taking opposite positions, on many occasions fail
to do. As appropriately suggested by Shah (2007),
it will be quite interesting to see the inferences
made in this book in light of some recent
conceptual advancements in the field of finance,
such as Shleifer
and Vishny's (1997) 'limits of
2
arbitrage
'
and
Persaud's
(2003) 'liquidity black
holes3'
Although the book does not make implicit
reference of the mounting empirical literature in
the area of behavioral finance4; in conformity to
the central thesis of behavioralists the author
admits that the behavior of market-players is not
perfectly rational and cannot be modeled using
mathematical equations. Consumers, producers
and investors are not the 'homo-economicus';
rather they are the real human-being full of
emotions and biases, and hence they cannot be
modeled in the way that physicists model planets
and subatomic particles.
If complexity is the cause of pain, then the
straightforward remedy is to keep the market
mechanism simple. Author notes – “I belief the
markets can better conquer their endogenous risk
if we do not include every financial instrument
that can be dreamed up…. Each innovation adds
layers of complexity and tight coupling….Rather
than adding complexity and then trying to manage
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its consequences with regulation, we should rein
in the source of complexity at the outset.”….
“Simple financial instruments and less leverage
will create market that is more robust and
survivable”, he adds.
Bookstaber's suggestion is to follow the wisdom
of the cockroach. The cockroach has survived a
longer time span under wider variety of harsh
environments than humans could ever match. It is
one of the creatures man cannot wipe out no
matter how hard he tries. And yet, the cockroach's
key risk management strategy is embarrassingly
simple... simpler, even, than putting in a stop loss.
The deeper point is that simple equals robust; by
refusing to get fancy, and sticking with the
tried-and-true, the cockroach ensures its reign as
champion survivor. Bookstaber uses the
cockroach (and other examples from nature) to
argue that we, too, should consider cutting back
on our excessively specialized ways. The cost of a
rough-edged strategy is forgoing excess profits in
accommodative environments…but the benefit is
increased likelihood of survival in a much wider
range of environments, including the truly harsh
ones.
However, we need not to be much afraid of
innovations. Innovations per se are not bad. In fact
these are the foundations of our development; and
this Schumpeterian logic is equally applicable on
financial markets too. The author himself admits
that certain innovations have contributed in
development of more efficient financial markets.
However, we should carefully differentiate
between good and bad uses of financial
innovations and should channelize our innovative
efforts to produce more socially desirable outputs.
What went wrong with the innovations carried out
by financial engineers at Wall Street that theses
were solely guided by speculative motive
together with the greed to suck even the last drop
of blood (profit) from the financial markets.
Instead of strengthening the efficiency of the
market these innovations helped in development
of casino capitalism5 which was certainly “build
to crash”. However, it does not mean that we
should stop innovations. In fact we need more
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financial innovations -we need innovations which
may facilitate simple, efficient, equitable and
inclusive financial markets; we need innovations
which could help in allocation the capital in more
productive and socially desirable sectors of the
economy; we need more innovative financial
products, such as microfinance and
micro-insurance, which could benefit the people
living at the bottom of the economic pyramid. At
the same time, we also need to reallocate our
talent (particularly, the talent coming out from the
best of our educational institutions) towards more
contractive rather than distractive innovations.
'Survival' is not the sole objective of 'life' in the
nature. Many would like to lead a life of a 'lion'
rather than that of a 'cockroach', even at the cost of
increased risk against survival.
However, we should look for a better role model –
something which is neither solely guided by
'survival instinct' nor by 'killer instinct', rather
believes in the ideal of cooperation and
coexistence.
The book is divided in eleven attractively titled
chapters and a separate conclusion. The first
chapter presents the “paradox of market risk”
-despite the fact that the real economy has shown
more maturity and stability during recent history,
the financial markets have become more volatile,
subject to more frequent crises which 'keep
getting worse”. In next six chapters the author
explores the memories of his entire career to find
the answer of this paradox. In remaining chapters
he generalizes his learning from experiences.
Eighth chapter explains how complexities and
tight coupling is responsible for accident. In tenth
chapter Bookstaber presents his solution – to heed
the wisdom of cockroach and to follow the
simplicity. The book is written in a
semi-autobiographic style; presenting interesting
descriptions of people and events and, of course, a
rich analysis of ideas. The author makes such a
beautiful use of analogies that the descriptions of
the complex ideas of financial engineering, which
otherwise considered rigorous and dull, looks like
an interesting fiction. Analogies are taken from
varied areas and disciplines ranging from
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high-energy physics to developmental biology.
The book makes an interesting reading,
particularly amidst the current market chaos. It
helps us to understand the dynamics of the market
from an insider's point of view. I will suggest that
every serious student of 'financial markets' should
read this book.
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Notes
1

Portfolio insurance is a hedging technique which
applies dynamic hedging strategies to protect the
portfolio from down-side risk. The technique was
initially developed by two UCB professors Mark
Rubinstein and Hayne Leland (see Rubinstein and
Leland, 1981). With John O'Brien, their marketing
partner, they founded a management company,
Leland O'Brien Rubinstein Associates (LOR), in
1981 to sell their technique. Portfolio insurance
became very popular in US during 1980s but
ultimately ledto the great market crashin 1987.
2

The advocates of 'efficient market hypothesis' argue
that the rationality on the part of all the market
players is not a necessary condition for the existence
of the market efficiency. Only it is sufficient that
some of the players shouldbe rational. Even if some
irrational traders (noise traders) are present in the
market and they derive the asset prices away from
their equilibrium level, the rational (informed)
traders will recognize the arbitrage opportunity and
will take a reverse position. These arbitrage
operations will restore the equilibrium in the market.
Most of the neo-classical theories in finance are
based on this 'arbitrage-efficiency' argument.
However, Andrei Shleifer and Robert Vishny (1997)
in their celebrated research paper 'the limits of
arbitrage' show that the effect ive use of arbitrage is
not always possible. Particularly, when the
informedtraders (fund managers) manage others
money, the clients may compel them to liquidate their
positions at most unsuitable time when market is
down and they would otherwise like to invest in the
market.

describe this phenomenon. Morris and Shin (2004)
present a model which describe the process of the
formation of the liquidity blackholes
4

The behavioral approach of looking into financial
markets emerged from the empirical work of two
psychologists Daniel Kahneman and Amos Tversky.
Kahneman was given Nobel Prize in economics in
2002 (Tversky passed away in 1996). A large volume
of literature has evolved on behavioral finance over
last two decades; which mainly highlights the role of
emotional and cognitive biases in financial decision
making. Richard Thaler (2005) presents an excellent
collection of research papers on behavioral finance.
Yale University professor Robert Shiller's (2000)
bestseller “Irrational Exuberance” explains how the
behavioral factors can lead to the creation of
'speculative bubbles'. Another book “Behavioral
Finance and Wealth Maximization” by Michael
Pompian (2006) describes some of the behavioral
biases in a non-technical manner.
5

The term “casino capitalism” was coined by
Strange (1986) in her book with the same title. In
this book she explains how the modern financial
system is developing as a big casino full of
uncertainties, speculations and excessive volatility.

K. N. Badhani
Associate Professor,
Institute of Rural Management (IRMA) Anand.
email:badhanikn@yahoo.co.in.

3

Recently, a growing body of literature has started
emphasizing the role of liquidity in short term
behavior of asset prices. Occasionally, financial
markets experience episodes of turbulence of such an
extreme kind that they appear to stop functioning.
Such episodes are marked by a heavily one-sided
order flow, rapid price changes, and financial distress
on the part of many of the traders. Liquidity seems
dried up. Financial consultant Avinash Persaud
(2003) has coined the term “liquidity black holes” to
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