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Editorial
It is a great privilege to present the latest issue of Apeejay Business Review before a learned
community of scholars and practicing managers. As usual, we have tried to bring out research
papers touching diverse interesting and contemporary themes. In this issue, we have included
eight papers.
M. G. Shahnawaz & Prageyendu in their paper titled ‘Changing Organizational Paradigm:
Opportunities and Challenges’ have critically analyzed some of the paradigmatic changes which
are occurring in the area of Organizational Behaviour. They have examined how violation of
psychological contract impacts employees’ relation with the employing organization. They have
also decoded the notion of career in the contemporary organizational context which in turn
influences the notion of success and growth. The authors have also talked about Positive OB
along with two of its products- psychological capital and employee engagement. Further, the
issues of leadership and three main developments- authentic, level 5 and ethical leadership have
been discussed in the paper.
Rachna K. Gedam in her paper titled ‘Achieving Knowledge Management Effectiveness
through Human Resource Information System (HRIS): A Framework’ presents a holistic model
that is likely to allow organizational members to participate in information sharing and
decision-making to gain competitive edge. The rise of the knowledge economy has seen a
proliferation of information and communication technologies, coupled with greater
organizational complexity, the growth of virtual and global organizations and rapid change. The
model suggested by the author seems in sync with the need of the hour.
Jyoti Doval & G S Batra have attempted to bust some of the myths associated with luxury
products in their paper titled ‘Demystifying Luxury Brands’. As academic interest in luxury is
just emerging, this paper is likely to raise more difficult questions and provide ideas for future
researches on the issue. The authors of this paper have reviewed the extant literature and tried to
explain motives of consumers/buyers vis-à-vis luxury products.
Alka Sharma in her paper titled ‘Impact of Cause Related Marketing on Purchase Intentions: An
Empirical Investigation of Consumers' Attitude’ has examined influence of socially relevant
marketing campaigns such as Jago Re of Tata Tea on the purchase intentions of consumers. The
author testifies that the cause related marketing initiative has been successful, as the respondents
not only perceived the initiative as effective but also displayed a highly positive attitude towards
it. Moreover, the consumers who participated in the study also perceived that there is a high
positive fit between the brand and social cause.
Nidhi Sinha, Vandana Ahuja & Dr. Y. Medury have discussed the importance of creating
customer centricity in brand in their paper titled ‘Cluster Analysis for Consumer Segmentation
using a Brand Customer Centricity Calculator’. They observe that customer centricity has
assumed significance in the wake of brand vulnerabilities on the one hand and consumer
empowerment on the other. The authors have advanced Brand Customer Centricity Calculator
(BCCS) for segmentation of the consumer clusters using k-means clustering. Consumer profiles
5
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across respective clusters are further used to develop strategies for brand positioning and
targeting.
Shirin Alavi , Vandana Ahuja & Y. Medury have examined the effectiveness of new
organizational tools for Customer Relationship Management, Marketing, Brand management in
their paper titled ‘Building Participation, Reciprocity and Trust: Netnography of an Online
Community of APPLE using Regression Analysis for Prediction’. This study has been
conducted to analyze the behavioural patterns of Online Community of Apple in detail by using
Netnography –a new qualitative, interpretive research methodology that uses internet optimized
ethnographic research techniques to study an online community.
A. Shanker Prakash & Prateep Upadhyay have used neural network based regression model to
predict the expected returns on stocks in their paper titled ‘Impact of Quarterly Earnings Reports
on Stock Returns: A Test of Semi-strong Form Efficiency in Indian Discourse’. Further, this
paper probes how ‘quickly and accurately’ the stock returns get revised upwards or downwards
as a result of release of Quarterly Earnings Reports.
Puja Bhardwaj & Divya Y. Lakhani have analyzed the usage of innovative financial tools in
their paper ‘A study of Innovative Funding Strategies for Indian Companies’. They have taken a
number of Indian companies across different sectors such as Automobiles, Pharmaceuticals,
Infrastructure, Information Technology, Banking and FMCG for the purpose of the study. The
authors observe that companies are adopting innovative financial tools such as project finance,
versatile bonds, flexi rate bonds, special purpose vehicles, etc. in a big way. However, much is
desirable in the emerging scenario.
Do send us your precious contributions, feedback and suggestions. Meanwhile, we sincerely
hope that the research papers included in this issue of the journal will be of great value to the
readers and they will certainly take the research outcomes to next levels in terms of application at
the shop floor and future research.
–Editors
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Changing Organizational Paradigm: Opportunities and Challenges
M. G. Shahnawaz* & Prageyendu**
Abstract
The present paper is an attempt to present some of the paradigmatic changes which are occurring
in the area of Organizational Behaviour especially focusing on four such changes. The first one
is psychological contract, its violation and how it impacts employees’ relation with the
employing organization. The second paradigmatic change is about career: How the notion of
career is changing in the contemporary organizational context which in turn influences the notion
of success and growth. Positive OB is the next theme. We have discussed in brief the notion of
positive OB along with two of its products- psychological capital and employee engagement.
Finally the issues of leadership and three main developments- authentic, level 5 and ethical
leadership have been discussed. These four changes are creating lots of opportunities for
organizations to harness. However, there are challenges and difficulties too, if the issues raised in
this paper are not managed well.
Keywords: Psychological Contract, Psychological capital, Employee Engagement, Ethical
leadership.
Introduction
We work in formal organizations for a more considerable time than ever before. The meaning of
work for human being has changed over a period of time. In the distant past work was
considered as burden and only working class and lower section of society used to work, while
elite used to rule and manage the affairs of the state. However, industrial revolution and other
concomitant changes led to mass producing industries which employed large number of people
in the formal employment. This kind of industry resulted in lots of positive things for the people
and society at large. However, these industries were designed in such a manner that work and the
contexts in which it used to be accomplished often had toxic effects on human vitality and
health.
Many efforts have been made to understand the negative side of the work and how to overcome
resultant disease and infirmity at work place. Many concepts such as stress, burnout, depression,
motivation and leadership became the mantras of modern organizations. Millions of Dollars
being spent all over the world to manage stress, burnout and creating and sustaining leadership
in the organization which would ultimately add to the bottom line, with little success (Avolio &
Luthans, 2006)! With changing times, the meaning of work, the nature of employment contract
and its importance in one’s life space has changed. Work no longer means an instrument for
sustenance but for many of us work is the most important identity one is having. Many people
don’t work merely to sustain themselves, but they want meaningful job experiences,
experiencing not only stress but also positive emotions, engagement at work, enabling leadership
*

Associate Professor, Department of Psychology, Jamia Millia Islamia, New Delhi
E-mail: mgshahnawaz@gmail.com
**
Assistant Professor, Sri Aurobindo College, University of Delhi, Delhi
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instead of control and compliance kind of leadership etc so that work may not remain a burden
but a joyful experience. This has also implications for the organization as pointed out by Ulrich
(1997), ‘‘Employee contribution becomes a critical business issue because in trying to produce
more output with less employee input, companies have no choice but to try to engage not only
the body but the mind and soul of every employee.’’ People’s expectation from the organization
is also changing. The MetLife Employee Benefits Trend Study (2006) found that among all age
groups the opportunity for work balance was the second most important recruitment/retention
criterion. New paradigms and models are proposed to handle this situation. For example, Quinn
(2005) talked about the ‘Intelligent enterprises’ which is based on the assumption that the
“effective strategies will depend more on development and deployment of intellectual resources
than on the management of physical assets.” The Economist (2006) in reference to Mc Gregor’s
theories X and Y concluded that “companies are coming to realize that the knowledge workers
who have been identified as the creators of future wealth, thrive only under Theory Y. Theory X
is becoming distinct.”
New leadership theories such as e-leadership (Avolio, Kahai and Dodge, 2000) , Level 5
(Collins, 2005), authentic (Luthans & Aviolo, 2003), ethical leadership (2007 ) etc are being
proposed to address the challenges of the contemporary organizations. There is strong
movement to incorporate positive strengths and capabilities of human beings instead of just
focusing on illness and infirmity framework in the strategic conceptualization of organizations.
The recent developments, some of which have been presented above, are efforts to create
enabling organizations where people don’t feel stifled and burned out rather where work may
provide source of meaning, identity, happiness and perhaps may lead to self actualization. The
present paper is a modest attempt to synthesize some of paradigmatic changes which are
occurring and which are defining people’s expectation and people’s relations with the
organizations in the contemporary world.
Psychological Contract and Violation of the Contract
Do we have just formal contract with the employing organizations and the agents of
organizations or it is more than that? Argyris (1960) coined the term ‘psychological contract’ to
explore the subjective nature of relationship and proposed that it had potential of having stronger
influence on employees’ performance and attitudes than the formal contract of employment. The
significant milestone in this concept was achieved with the work of Levinson, Price, Mundane,
Mandl and Solley (1962) and Schein (1965). Levinson et al (1962) published an empirical study
in which they advocated that the implicit pre-formed expectations and mutual expectations
generated through the contracting process are at the heart of the employee-organization
relationship.
Levinson et al. (1962) depicted the employee-organization relationship as involving an
individual employee and the organisation (represented by its managers) in a dynamic contracting
process. This process is driven by shared perceptions concerning mutuality and reciprocity and
leads towards an interdependent relationship that satisfies the needs of each party. Levinson et al,
who is considered to be the “father” of the concept, found that mutual expectations were largely
unspoken and therefore implied, and were often founded on the employee’s experience and
background before joining the organization. Despite these initials interest the concept remained
dormant till very recently. According to Coyle-Shaprio (2002), interest in the psychological
8

Apeejay Business Review, Volume 11, Number 1 & 2, January-December 2010

contract emerged during, or partly as a consequence of a period of organizational restructuring
and downsizing in the USA. Anderson & Schalk (1998) presented an overview of factors
influencing the growth in psychological contract research during the contemporary period.

As a result of these changes, the perception of the employment relationship became increasingly
a matter of interest. Therefore, psychological contract as a construct has been advocated to
explore the perceptions and mutuality of employment relationships (Guest, 1998).
Types of Psychological Contract
Two kinds of psychological contract as mentioned below have been thoroughly discussed in the
literature:
Transactional Contracts
A transactional contract is characterized by an orientation towards economic and performance
based considerations, with finite time frames and clearly defined work roles and responsibilities.
An individual's identity is said to be derived from his/her skills and competencies, rather than
being closely tied with the organization. Hence, these people are likely to display lower levels of
citizenship behaviour, and lower levels of collaboration and teamwork.
Relational Contract
At the other end of the continuum are relational contracts, which exchange employee loyalty in
return for job security. This type of contract focuses on the long term relationship between the
employee and employer. It is open ended, containing socio-emotional elements, broad in scope,
governed by values of good faith and fair dealing, and by the motivation to sustain the
relationship over time. These types of contracts characterize a wide variety of personal
relationships, involving an element of trust, a sense of a relationship and mutual obligations.

9
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Rousseau (1995) compared the two contracts in the following manner:
Transactional
Relational
Specific economic conditions as Open-ended relationship that go beyond any defined
primary incentive and Short-term time time-frame
monetisable exchanges
Limited personal investment
Considerable investment by employees and the
employer
Commitments limited to well-specified High degree of mutual interdependence and high
conditions and low barriers to exit
barriers to exit
Only economic exchange
Emotional involvement as well as economic exchange
Limited flexibility
Dynamic and subject to change
Employees with relational contracts tend to be more willing to work overtime, to help coworkers
on the job, and to support organizational changes that their employer deems necessary.
Employers with relational contracts absorb more of the risk from economic uncertainties, often
protecting workers from economic downturns. However, in the era of downsizing and
restructuring the long term relational contract seems to be difficult proposition. Transactional
contract is the reality of modern organization, which provides employees with a job where they
can learn and practice new skills for future employability in exchange for their just-in-time
knowledge and expert performance. Organizations expect full commitment from the worker
until the job is completed, and then the worker moves on to a different job within the same
company or to a different company completely (Schied, 2003).
Effect of Psychological Contract: Fulfillment and Violation
The real importance of the psychological contract is observed when an employee feels that the
contract is fulfilled or breached and / or violated. A contract is fulfilled when an employees
believes that the organization has honored its obligations. A fulfilled psychological contract
results in positive individual behaviour which in turn results in positive outcomes for the
organization. But when employees perceive that their organization has failed to fulfill that
contract either fully or partially, results in breach of psychological contract. The affective
response of the breach is called Violation.
Perceived fulfillment or otherwise of psychological contractual obligations significantly
influences employee attitudes and behaviors such as citizenship behaviors (Othman et al, 2005),
organizational commitment (De Cuyper & De Witte, 2006), job satisfaction (De Cuyper & De
Witte, 2006), turnover intentions and actual turnover (Sturges et al, 2005) etc.
Why Breach and Violation happen?
This aspect of psychological contract has been explored well by the researchers. Conway and
Briner (2005) summarized the reasons of contract and violation in the following manner:
• Management reneging on deals: Reneging occurs when the organization knowingly
breaks a perceived promise to the employee. Reneging may occur because one party is
unable to fulfill its promise (i.e., inability) or because one party does not want to fulfill
the terms of the agreement (i.e., unwillingness). The impact of both may be different.

10
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•

Trust will likely to decrease more if unwillingness is viewed as the source of the broken
promise, compared to inability.
Inadequate human resource policies. This is likely to occur where HR policy and
practice does not match HR rhetoric. The organization’s espoused values and HR
policies might advocate human resource development, training opportunities, familyfriendly work arrangements, career development and promotional opportunities, however
actual work practices and the operation of performance management systems might
result in escalating performance demands, resource constraints and work intensification.

•

Lack of perceived organizational or supervisor support for the employee. While
employees are thought to have their psychological contract with the organization, they
will inevitably regard their supervisor or manager as responsible for upholding the deal
on a regular basis. The failure of managers to provide adequate resources, feedback,
support or opportunities for employees may be caused by inadequate resources at their
disposal, managerial incompetence, role misperceptions, or a misunderstanding of the
expectations of the employee.

•

Misunderstanding of the terms of the psychological contract/ Incongruence. Research
has repeatedly shown that employees and managers often have different perceptions as to
the content of psychological contracts, particularly with respect to the obligations owed
by the organization. If the employee has over-estimated the promises made by the
organization, then a perceived breach is likely even where the organization believes it is
fulfilling its side of the deal.

The empirical research on psychological contracts has documented the direct effects of contract
violations on employee attitudes (e.g., Raja et al., 2004) and behaviours (e.g., Turnley et al.,
2003) such as job satisfaction, organizational commitment, participation in development
activities, and intention to remain with the current employer.
How to Manage Psychological Contract?
We have already seen the positives and negatives of psychological contract, so what is required
is how to manage it to reap its benefits. Two strategies have been suggested by the experts:
1) Making the terms of psychological contract explicit: It implies that try to make the terms of
psychological contract as explicit as possible. This suggests the need for open and honest
discussions between management and employees concerning their mutual expectations and
perceptions of promises and obligations. It also suggests a role for ‘realistic job previews’,
comprehensive induction programs, wide-ranging performance and development meetings and
regular feedback so that “unwritten” and “unsaid” is very less.
2) Managing changes to the psychological contract: In the present era where the pace of change
is so fast that the chances of contract violation becomes imminent, what is needed is to make
change with care and compassion so that employees do not resist change so much. Common
strategies for managing employee resistance to change centre on the following (Brown and
Harvey 2006):
- Education and communication concerning the need for change
- Creating and reinforcing the vision of where the organization is headed
11
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-

Ensuring participation and involvement of those affected in the change process
Facilitating and supporting change through training and resources
Negotiating with resistors
Use of reward systems to encourage changed behaviours

With these initiatives the psychological aspect of the employment relationship may be more
fulfilling and shall result in win-win situation for all the stake holders of the organization.
Changing Nature of Career
The changing nature of contract and the dominance of transactional over relational contract also
impacted the notion of career. Career is a term defined by the Oxford English Dictionary as an
individual's "course or progress through life (or a distinct portion of life)". A career is a pattern
of work related experiences that span the course of one’s life. A common way of understanding
careers is viewing them as a series of stages through which individuals pass through in their
working lives. According to Super (1980), the career stage model shows that the individual pass
through four stages in their careers: Exploration, Establishment, Maintenance, Disengagement.
Each stage is characterized by different developmental tasks, activities, relationship with other
employees, corresponding age etc. A brief of these are presented below in the table.

This career stage model remained dominant for very long, however it went for a toss in the
recent past. Now we are witnessing varieties of career path and many people all around the globe
are opting for various career paths. Every 5-6 years a new career stage model begins for many of
us which typically begins exploration and ends with disengagement.
12
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All these resulted into a new career paradigm. Earlier organizations used to determine the career
path of their employees, now a day’s individuals in many cases themselves do what they feel
and what is best for them thereby affecting organizational and the psychological success of the
employees.
Protean Career The new kind of career is called, protean career. The term Protean is derived
from Greek mythology and the original word is “Proteus” who was the Greek God of Sea that
could change forms at will in order to adapt to oncoming threats. According to Hall ( 1976,
2002), Protean career orientation refers to—“The protean career is a process in which the
person, not the organization, is managing. It consists of all of the person's varied experiences in
education, training, work in several organizations, changes in occupational field, etc. The protean
person's own personal career choices and search for self-fulfillment are the unifying or
integrative elements in his or her life. The criterion of success is internal (psychological success),
not external.”
Psychological success means attaining outcomes that are highly valued when measured against
one's own personal goals, as opposed to externally defined goals. The protean core values are
freedom and growth, mobility is high, and the main success criteria are subjective (psychological
success) vs. objective (position, salary). The differences between the profiles of the
organizational career and the protean career are summarized in following Table:

Issue

Protean Career

Traditional Organizational Career

Who's in charge?

Person

Organization

Core values

Freedom
Growth

Advancement

Degree of mobility

High

Lower

Success criteria

Psychological success

Position
Salary

level

Work
satisfaction Organizational commitment
Professional commitment
Source: (Hall, 1976).

Key attitudes

It is important to mention that the protean career is a particular kind of individual orientation to
one’s career. It is also important to mention that not everyone has this orientation to career. We
can think of career on a continuum, on the one side of the continuum lies the traditional career
orientation and the protean at the other end of the continuum. It implies that the some people are
still very happy with traditional career orientation working long term in the same organization
and seeking vertical growth, status and power in the same organization. However, individual
with protean orientation are less concerned with these organizational rewards and more
motivated by autonomy, freedom and psychological success. The notion of the protean career,
or boundaryless career, is presented as an attractive evolution of the traditional employment
13
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relationship. In much of the management literature, it is referred to as agency, self-actualization,
and balance. Words such as “new careers,” “new economy,” “new work order,” “intelligent
career,” “boundaryless,” and “free agent nation”, all referring to this new career orientation, is
one of the most happening notions in the contemporary organizational world
The shift to protean career challenges many fundamental assumptions about careers and work:
1. Careers are no longer viewed as having a vertical ladder attached to a single
organization. This means that the notion of seeing one's career as linked to a particular
organization is not the only model available. This has implications for issues such as
job mobility, job security, training, and benefits such as healthcare, work/life related
programs, educational assistance, and retirement, attached to working for a particular
employer.
2. Protean careers have attributes that will likely have both positive and negative
repercussions for individuals and their families. On the positive side, for example,
individuals who are highly competent, have a clear sense of identity, and are able to be
adaptable are likely to pursue roles that are more congruent with their priorities and
values at different point in their lives. They are likely to see their careers in the
broader context of their lives and identify work that fits in this broader context. On the
negative side, stability, security, and predictability of one's work life and one's career
development could be adversely impacted by this loss of the more stable patterns of
the past.
Positive Organizational Behavior (POB)
Positive OB is the application/extension of positive psychology at work. Positive psychology is
largely about offloading psychology from 4 D’s approach ( Damage, disease, disorder and
dysfunction) that focus on preventing poor performance, low motivation, unwell-being, ill health
and disengagement (Bakker & Schaufeli, 2008) and make psychology more balanced. ‘Positive
psychology at work’ studies individual positive psychological conditions and human resource
strengths that are in one way or the other related to employee well-being and performance. It also
studies psychological states like self-efficacy, optimism, hope, resilience, and other personal
resources in coping with organizational demands or in fostering performance. At another level, it
is also interested in peak performance in organizations and examines the conditions under which
employees thrive and engaged with their work. Therefore, ‘positive psychology at work or POB’
has great potential in influencing individual and work related outcomes and building great
organizations. Many concepts of Positive OB such as Psychological capital, employee
engagement, vigor, thriving etc have the potential of developing positive work experiences and
positive traits/capabilities along with creating great institutions which would eventually benefit
all. Two products of POB-Psychological Capital and Employee Engagement are briefly
discussed below:
Psychological Capital Psychological capital can be defined as an individual’s positive
psychological state of development, which consists of four dimensions/capacities: selfefficacy/confidence, hope, optimism, and resiliency. The emergence of the positive psychology
movement provided an increased awareness on the relative importance that positive
psychological strengths and capacities can have on human functioning. Psychological capital is
the core construct of positive psychology at work which can be reliably and validly measured,
14
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relate to performance and desired work attitudes and can be developed (Luthans, Avey, Avolio,
Norman & Combs, 2006). A description of these four capacities is presented below:
Confidence/ Self-efficacy Out of the four constructs of psychological capital, self efficacy is
most developed and researched construct. It refers to people’s convictions about their own
capacity for successfully executing a course of action that leads to a desired outcome (Bandura,
1997). There exists at least nine large meta analysis (Bandura & Locke, 2003) which consistently
demonstrated that efficacy beliefs contribute significantly to motivation and performance.
Stajkovic and Luthans (1998) conducted a meta-analysis of 114 studies and 21,616 subjects and
found a positive and highly significant .38 weighted average correlation between self-efficacy
and performance outcomes. When this is converted to effect size estimate, the transformed value
came to be 28 percent increase in performance which is far greater than what accounted for by
some other highly advocated constructs such as goal setting (10.39%), feedback (13.6%), or
organizational behavior modification (17%).
Hope Positive psychologist Snyder is the most important person associated with “hope.” Snyder
(2000) demonstrates that hope is a multidimensional and defined hope as “a positive
motivational state that is based on an interactively derived sense of successful agency (goal
directed behavior), and pathways (planning to meet goals). Therefore, hope comprised of both an
individual’s determination to set for and maintain effort toward goals and that individual’s ability
to discern alternative courses of action to attain those goals. Hopeful people have the desire or
agency to achieve goals and have the capability to develop various pathways or strategies toward
goal accomplishment. More simply, hope consists of both the “will power” (agency) and the
“way power” (pathways). As compared to self efficacy, hope is not a much developed construct.
However, whatever results are coming, they are supportive of the contention that hope is
positively related to work-related goal expectancies, perceived control, self esteem, positive
emotions, coping and achievement ( Curry & Snyder, 1997).
Optimism In positive psychological framework, optimism is considered as cognitive
characteristics in terms of generalized positive outcome expectancy and/or a positive causal
attribution. However, optimism is simply not a cold cognition as pointed out by Peterson (2000),
“…if we forget the emotional flavor that pervades optimism, we can make little sense of the fact
that optimism is both motivated and motivating.” In psychological framework, optimism is
considered as an individual difference variable and a kind of attributional style/explanatory style
to depict how an individual habitually attributes the causes of failure vs. success, misfortune vs.
good fortunes , or bad events vs. positive events. Luthans & Youssef (2004) defines optimism
as” explanatory style that attributes positive events to internal, permanent and pervasive causes
and negative events to external, temporary and situation specific one’s.” The opposite attribution
pessimists make for good and events in their lives. Optimism has been associated with the
improvement of performance (Martin – Krumm, Sarrzon, Peterson & Famose, 2003).
Resilience It refers to having the capacity to bounce back from adversity, failure or even
seeming overwhelming positive changes such as increased responsibility. Resilient individuals
possess a ‘staunch acceptance of reality, a deep belief, often buttressed by strongly held values,
that life is meaningful and an uncanny ability to improvise’ (Coutu, 2002). Recent analysis by
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organizational scholars suggests that resilient people can thrive and grow through setbacks and
difficulties.
The convergent and discriminant validity of POB constructs are well supported both theoretically
and empirically (Avoilio & Luthans, 2006; Luthans, Avolio, et al., 2007). However, hope,
optimism and resilience also share some common characteristics which put some question mark
on these as viably distinct constructs ( Youseef & Luthans, 2007), a thorough discussion on this
is beyond the scope of this paper. However, there is lots of hope on psychological capital as a
construct as indicated by Luthans, Avolio & Youseef (2007) in their book entitled Psychological
Capital.
Employee Engagement It is another product of POB which has generated lots of promises and
numerous Employee engagement interventions all over the world in all kinds of organizations
are taking place. Employee engagement is the level of commitment, satisfaction and involvement
an employee has towards their organization. In other words, we can say that an engaged
employee is aware of business complexities, and involves himself to the fullest and is committed
to improve performance within the job. Employee engagement is a two-way traffic between
employer and employee. Although there are many different definitions of employee engagement,
the common theme among them is captured in the definition provided by Schaufeli and Bakker
(2004), “Positive, fulfilling, work-related state of mind that is characterized by vigor (feeling
energetic and resilience at work), dedication (being proud of and happy about one’s work) and
absorption (being totally immersed in ones’ work). An engaged employee is a person who is
fully involved in, and enthusiastic about, his or her work.
Significance of Employee Engagement
Engaged employees care about the future of the company and feel a strong emotional bond and
sense of belongingness towards the organization that employs them. Human resources who are
fully engaged in their work and committed to their organizations create competitive edge for that
organization in terms of higher productivity and lower employee turnover. Thus, it is not
surprising that organizations of all sizes and types have invested substantially in policies and
practices that foster engagement and commitment in their workforces. Indeed, in identifying the
three best measures of a company’s health, business consultant and former General Electric CEO
Jack Welch cited employee engagement first, with customer satisfaction and free cash flow
coming in second and third, respectively (Welch & Welch.2006). Engaged employees may be
more likely to commit for staying with their current organization. Software giant Intuit, for
example, found that highly engaged employees are 1.3 times more likely to be high performers
than less engaged employees. They are also five times less likely to leave the company of their
own (Ramsay & Finney, 2006). Engagement is important for managers to cultivate and given
that disengagement leads to all kinds of problems of workers’ like lack of commitment, lack of
motivation etc (Aktouf, 1992). It was also found that meaningless work is often associated with
apathy and detachment from ones works (Thomas and Velthouse, 1990).
Models of Employee Engagement
Most of the models of employee engagement drawn heavily from the seminal work of Kahn
(1990) who used qualitative interview based method to explore the conditions that led to
‘moments’ of engagement and disengagement at work. For Kahn, engagement in work could be
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seen as self employment and expression physically, cognitively and emotionally during role
performances. May et al (2004) followed the tradition of Kahn in defining engagement at work.
One good thing May et al did was to distinguish Job engagement from other related constructs
like job involvement and flow. According to May et al (2004) job involvement is more related to
how job is tied to one’s self image while job engagement is concerned with the ways in which a
person invests in performing a job. In the similar vein, flow can be considered as a peak
cognitive state during an activity, while engagement is concerned with cognitive, emotional and
physical investment in work.
Another model of Job engagement was proposed by Maslach et al (2001) as the polar opposite of
job burnout. For them job engagement is characterized by high levels of energy, involvement in
work, and a sense of personal efficacy at work. For Harter et al (2003), job engagement is a
combination of cognitive and emotional antecedent variables in the workplace. Another
important model which has attracted lots of empirical research was provided by Britt, who
conceived engagement as feeling responsible for and committed to superior job performance so
that job performance ‘matters’ to the individual (Britt & Bliese, 2003). Because employees who
are engaged in their work feel a sense of personal responsibility for job performance, their work
related outcomes have great implications for their identity. It also implies that engaged
employees really care about and are committed to performing well. In view of this, Britt et al
(2005) have measured job engagement with the constructs of perceived responsibility for job
performance, commitment to job performance and whether performance matters to the individual
or not.
There may be some ambiguities with regard to what constitute the ‘core’ or ‘essence’ of
employee engagement as Saks (2006) found that there is a meaningful difference between job
and organization engagement and that job characteristics predicts job engagement and procedural
justice predicts organization engagement. Little and Little (2006) mention that the construct of
employee engagement lacks clarity as to the level of analysis it represents. However, all the
above descriptions emphasized that employee engagement entails the individual being dedicated
to successful performance through emotional involvement in performance. With the refinement
in theories, the ‘core’ of job engagement may take some time to evolve but researches so far
have mostly been encouraging as job engagement promises lots of hope for the health, wellbeing and performance of the employees.
Positive Organziational Behaviour offers so many constructs besides the above two to look at
organizations form a different framework (such as thriving, vigor, forgiveness etc), it is not
possible to cover all in this paper. The interested reader may go through the Nelson & Cooper
(2007) book entitled “Positive OB” to get the real flavor of the field.
Leadership
Leadership is one of the most thoroughly discussed, debated and practiced concept in the area of
Organizational Behaviour. Despite so much interest in the area, the boundary of the concept is
still very fuzzy, newer dimensions/labels for leadership are coming to the fore every day. Bennis
(2001) for example wrote, “the end of leadership” to highlight the changing paradigm on
leadership, he went on to say that the leadership cannot exists without the full inclusion,
initiative and cooperation of employees. Leadership in the old framework of compliance and
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control must pave the way for different framework where followers and the context under which
leadership blossoms need to be explored. In the recent past many exciting notions of leadership
such as servant leadership (Sarros, 2002), e-leadership (Avolio, Kahai and Dodge, 2000) , Level
5 (Collins, 2005), authentic (Luthans & Aviolo, 2003), ethical leadership (2007) emerged.
Some of these are discussed below:
Authentic Leadership
Although the notion of authenticity is around for some time, George (2003) popularized it
general practice community and Luthans & Avolio (2003) for the academic community. Positive
psychologists refer to authenticity as both owning one’s personal experiences (thoughts,
emotions or beliefs , “the real me inside”) and acting in accordance with the true self (behaving
and expressing what you really think and believe). Luthans & Avolio (2003) defined authentic
leadership as “ a process that draws from both positive psychological capacities and a highly
developed organizational context, which results in both greater self awareness and self regulated
positive behaviors on the part of leaders and associates, fostering positive self development.”
Positive Psychological Capital
Positive self-development

Authentic

Leadership Hope,
Confidence,
Authentic LeLea
Resilience,
Optimism

Self
Awareness

Positive Organizational context
Highly developed strength
based organization

Self
Regulation
Behaviors

Confident,
hopeful,
optimistic,
resilient,
transparent,
moral –
ethical, future
oriented etc

The above diagram showed the authentic leadership development model proposed by Luthans &
Avolio (2006). This developmental approach to leadership focuses on the positive (both personal
and contextual) in getting to know and regulate one’s self. The outcomes of authentic leadership
are positive psychological capital and transparency, moral/ethical behavior, future orientation
etc.
Authentic leadership is not same as Transformational leadership. Changing followers in some
fundamental way is the key to transformational leadership, which is not necessarily done in
authentic leadership. Further, authentic leadership need not be charismatic and need not be seen
as charismatic or visionary by others. The definition of authentic leadership includes descriptors
such as genuine, reliable, trustworthy, real and valuable. Authenticity includes owning one’s
personal experiences as well as acting in accord with true self. Therefore, self awareness,
openness, transparency and consistency are at the core of authentic leadership. Authentic
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leaders are anchored by their own deep sense of self, they know where they stand and with that
base they stay their course and convey to others often through action and not just words, what
they represent in terms of principles, values and ethics. The concept of authentic leadership is
more on a continuum rather than just being dichotomous.
There is some disagreement among the scholars with Luthans & Avolio model of authentic
leadership (Cooper et al., 2005, Sparrow, 2005). Despite the initial disagreement among the
scholars, there is largely a consensus among them on the four components of authentic
leadership: balanced processing, internalized moral perspective, relational transparency and self
awareness. Balanced processing refers to objectively analyzing relevant data before making a
decision. Internalized moral perspective refers to being guided by internal moral standards,
which are used to self regulate one’s behavior. Relational transparency refers to presenting one’s
authentic self through openly sharing information and feelings as appropriate for the situation.
Self awareness refers to the demonstrated understanding of one’s strengths, weaknesses, and the
way one makes sense of the world. Walumbwa and colleagues (2008) provided initial evidence
for the four components of authentic leadership. They also developed a reliable scale for the
same. They also show that the scale and the construct is discriminately valid and different from
transformational and ethical leadership. However, further research would be needed to
demonstrate that authentic leadership is indeed a different construct and discriminating well with
existing constructs.
Level 5 Leadership
The Level 5 leadership was identified by Collins in his path-breaking book titled “Good to
Great.” While researching on the drivers of what could turnaround average/good organizations to
great one, he stumbled upon many factors such as: getting right people and off loading wrong
people, strategy, creating a culture of discipline and a leadership style which he called as Level 5
leadership. This leadership style is a paradoxical blend of extreme personal humility combined
with intense professional will. This image of leader of great companies belied the usual image of
leaders who have larger than life image like Jack Welch, Steve Jobs, Al Dunlap, Lee Iacoccca
etc who are supposed to be the harbingers of transformation.
Level 5 is the highest level in the hierarchy of executive capabilities that Collins identified.
Leaders at other four levels in the hierarchy of capabilities could produce high level of success
but not enough to elevate companies form mediocrity to sustained excellence. The brief
description in a graphical form of level 5 and the remaining four levels are presented on the next
page:
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Level 5 leaders were not only the driver of transformation as many other drivers were identified
by the author, but what is important, accroding to Collins, is that “good to great transformation
don’t happen without level 5 leaders at the helm.” Although Collins has been criticised for being
vague about level 5 leadership and the tool/method to decide whether a particular leader is level
5 or not, his contribution is nevertheles worthy enough to be considered a new paradigm. The
paradoxical nature of great leaders (personal humility especially) was never spoken and debated
in the academics as well as by practcicng managers, so its indeed a credible work.
Ethical Leaders The present era may be also called as the era of scams and scandals and it
pervades all sphers pf our life including organzaitional life. Surprisingly no leadership
model/theory deals with this aspect be it trait, behavioral or contingencey, transactional or
transformational. Although Burns when introduced transformational leadership,presumed that
transformational leaders were moral leaders and mot manipulative. However, trnasformational
leaders could transform followers to do good like Gandhi or evel like Hitler (Bass, 1985). So
there seems to be a vacuum in the literature until Trevino and Brown (2003) proposed the
construct of ‘Ethical leadership’.
Brown et al (2005) defined ethical leadership as, ‘the demonstartion of normatively appropriate
conduct through personal actions and interpersonal relationships, and the promotion of such
conduct to followers through two-way communications, reinforcement and decsion making.’
This definition highlights the following essential features of ethical leadership: 1) ethical leaders
model their conduct that is considered to be normatively appropriate in a particular context, 2)
they promote ethical conduct by setting ethical standards, communicating these to the followers,
and holding folowers accountable to these standards via the reward system and finally 3) they
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make normatively appropritae (principled and fair) decisions that folowers can observe and
emulate.
They used grounded theory method to decipher the ethical leadership construct by conducting
large number of interviews. Content analysis of data resulted two dimensions of ethical
leadership—the ‘moral persons’ (ethical people) and ‘moral managers’ (proactive leaders in the
ethical arenas). The moral person dimension identifies the motivational and personal
charectristics of these leaders while moral manager dimension deals with the care and concern of
the followers, honest and trustworthiness, prinicipled and committed to do right things. To
develop the ethical leadership construct further, Brown at al (2005) develop a realiable 10 items
questionnaire callled , the Ethical leadership scale (ELS). The construt of ethical leadership is in
a nascent stage and a its major challenge would be to establish its discriminant and incremntal
validity, otherwise it would end up firther muddying the landscape of leadership.
Conclusion
The above mentioned paradigmatic changes are not the only ones but just some of the most
significant ones. They are really challenging the existing notions about people, organizations,
their relations and how they are impacting people, organization and the society. These HR
models have opened new opportunities to win the heart and soul of the employees, challenging
times for academician as well as for practicing managers, if harnessed well, then a win-win
situation for all, else like other past many changes, these may too fizzle out into oblivion.
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Achieving Knowledge Management Effectiveness through Human
Resource Information System (HRIS) – A Framework
Rachna K. Gedam*
Abstract
Globalization, rapid technological advancement, the move towards a knowledge- based economy
and a host of other trends are changing the face of the modern organization. Globalization of
business also plays an important role. Now a day the modern economy is referred to as a
knowledge economy and knowledge has gained centre stage in this knowledge economy. As we
move towards a knowledge-based economy, there is increasing recognition among organizations
that people and information are two resources which can dramatically affect the overall
performance of a business. In today’s information economy, rapid access to knowledge is critical
to the success of many organizations. Knowledge management has emerged as an important field
for practice and research in information systems. The rise of the knowledge economy has seen a
proliferation of information and communication technologies, coupled with greater
organizational complexity, the growth of virtual and global organizations and rapid change.
Information systems technology has introduced wide spread implementation of human
resource information systems (HRIS) that more fully allow organizational members to
participate in information sharing and decision-making to gain competitive edge.
Keywords: Knowledge Management, Information and Communication Technologies, HRIS
Introduction
Davenport & Prusak (1998) have defined knowledge and its management in the following
words:
“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. It 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.”
Knowledge has been identified as an important contributor to overall competitiveness (Chiva &
Alegre, 2005; Davenport & Prusak, 1998; Leonard & Swap, 2004; Spender, 1996). Within this
knowledge economy, knowledge management assumes greater importance. It has been about the
management of information and the interface between individuals and that information.
However, effective knowledge management is more than that. Effective knowledge management
is about managing both people and systems so the information is used. It makes information
accessible to individuals and encourages individuals to develop and apply their knowledge for
the benefit of the organization. It is an active transformation of information from something in
itself, to something useful, useable and used. As we move towards a knowledge-based economy,
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there is increasing recognition among organizations that people and information are two
resources which can dramatically affect the overall performance of a business. Each can be a
source of competitive advantage but business success typically requires superior management of
both (Martinsons, 1994). Since HRIS synergistically combines these two resources, it is timely to
examine the adoption of HRIS. The rapid growth of technology has led to an economy where
competitive advantage is increasingly based on the successful application of knowledge
(Lengnick-Hall &Lengnick-Hall, 2003).
What is Knowledge and Knowledge Economy?
Knowledge can be defined as facts, information, and skills acquired by a person through
experience or education (Murray, 1989). Knowledge creation, use, sharing and retention has
always been important. What is new is the significant shift towards a systematic and strategic
approach to managing the primary assets of the knowledge economy: people, knowledge
processes, and knowledge products. Globally, knowledge has become the most important factor
in economic development and knowledge assets are considered essential for economic growth,
competitive advantage, human development and quality of human life (Malhotra
2003).Knowledge is both the key resource and a basis for sustainability, but knowledge and
associated knowledge management practices must also be sustainable. Research conducted by
the OECD has found that the quality of workers’ skills and knowledge has a significant impact
on the economic and social future of developed nations such as Australia (OECD 2003).
Four key points distinguish the knowledge economy:
•

•

Knowledge is recognized as important to organizations and is acknowledged as critical to
organizational success. Globalization, rapid change, and competition in a global market of
increasingly sophisticated consumers have led organizations t seek a sustainable advantage
that distinguishes them in their business environments (Davenport and Prusak 1998).
Relationships among employees are more complex (Klemp 2001). New types of businessto-business relationships require everyone to develop skills that emphasize
interdependence, communication, and the ability to build and maintain strong work
relationships. Virtualization has changed the ways that humans interact, and the need for
physical contact has been reduced or in some cases eliminated.

•

Information and communication technology is embedded in most human interactions and
business transactions. People are more ‘technologically savvy’ than at any other time in
history (Prusak 2001; Raven and Stephenson 2001). Fundamental IT skills are requisite for
all employees but in addition, the speed with which employees can learn new software and
technology is critical.

•

Time span of discretion. Speed has become the key to competitiveness, but paradoxically,
people need to plan over a longer time span. There is a stronger need for efficiency,
analytic thinking, and planning skills (Raven and Stephenson 2001).

For organizations, capability based on knowledge-based resources is critical to sustained
competitive advantage. However, simply possessing knowledge based resources will not itself
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achieve competitive advantage – these resources must be managed in ways that allow the
organization to leverage them for strategic advantage (DeNisi, Hitt and Jackson 2003).
Types of Knowledge
Nonaka and Takeuchi (1995) distinguish between two types of knowledge, Explicit and Tacit
(Figure 1). Tacit knowledge is basically experiential, whilst explicit knowledge is expressed, and
often seen as transferable in one way or another; it includes cognitive and technical elements.
Mental models (like schemata, paradigms, perspectives, beliefs and viewpoints), according to
Nonaka and Takeuchi, help individuals perceive and define their world. Explicit knowledge is
about past events or objects “there and then”, and is seen to be created sequentially by “digital”
activity that is theory progressive. Explicit knowledge is documented information that can
facilitate action. Tacit knowledge is knowledge held by human beings. It is based upon personal
experience that is accumulated over an extended period of time, perhaps even over a lifetime.
Tacit knowledge is relatively difficult to communicate or share as tacit knowledge may be in a
form of rules of thumb, intuition, tips, internalized skills, best practices and so on. Explicit
knowledge is knowledge that can be documented or codified. It can easily be classified,
categorized, combined and distributed to others. (Gedam & Chauhan, 2010). Johannessen et a1,
have given a fuller account of various types of knowledge, namely systemic, explicit, tacit,
hidden, and relationship knowledge. Systemic knowledge is learned by studying patterns such as
those from scenario planning exercises or computer simulations. Explicit knowledge is relatively
easy to attain and communicate through listening and reading. Relationship
Knowledge is gained via interaction and is relatively difficult to communicate. The most difficult
forms are tacit knowledge and hidden knowledge, because these are difficult to comprehend and
communicate. Hidden knowledge is the way of organizing ideas and mental models and is
usually learned by socializing. However, the most valuable form of knowledge is tacit
knowledge. Johannessen et a1, refer to it as "know how," which is acquired or "learned by using,
doing and experimenting". At its core are conversion processes between tacit and explicit
knowledge that result in a cycle of knowledge creation. Nonaka and Takeuchi (1995) offer a
SECI model of knowledge creation illustrated in figure 1. Conversion involves four processes:
socialization, externalization, combination, and internalization, all of which convert between
tacit and/or explicit knowledge. Socialization is the process by which synthesized knowledge is
created through the sharing of experiences between people as they develop shared mental models
and technical skills. Since it is fundamentally experiential, it connects people through their tacit
knowledge. Externalization comes next, as tacit knowledge is made explicit. Here, the creation
of conceptual knowledge occurs through knowledge articulation in a communication process that
uses language in dialogue and collective reflection. The use of expressions of communication is
often inadequate, inconsistent, or insufficient. They leave gaps between images and expression,
while promoting reflection and interaction. This therefore triggers dialogue. The next process is
combination, where explicit knowledge is transformed through its integration by adding,
combining and categorizing knowledge. This integration of knowledge is also seen as a
systemizing process. Finally, in the next process explicit knowledge is made tacit by its
internalization. This is a learning process, which occurs through the behavioral development of
operational knowledge.
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Knowledge Management Process
Knowledge management is the discipline that formalizes approaches to understanding and
benefiting from knowledge assets at the firm level. The intellectual antecedents of knowledge
management (KM) include economics, sociology, philosophy and psychology (Prusak 2001).
Reflecting this, knowledge management is best thought of as a framework rather than as a single
approach – a collection of elements that work together in varying combinations to accomplish
the goal of leveraging an organization’s knowledge capital (Saint-Onge and Wallace 2003).
Knowledge management has been described as involving ‘the design, review and
implementation of both social and technological processes to improve the application of
knowledge, in the collective interest of stakeholders’.
While information technology contributes to effective knowledge management. KM process in
the form of a 'knowledge flywheel' effect as shown in Figure 2. (Hafeez et al, 2000). Demarest
(1997) has explained that when knowledge is (explicitly) embodied, it may reflect in the form of
raw materials, products, services, machinery, mechanisms, business practices and processes,
environment and culture. The environment and culture embodies both tacit as well as explicit
forms of knowledge. The challenge for a company is to develop appropriate policies and
procedures in order to reflect 'knowledge flywheel' effects, where the knowledge enrichment
process is taking place via the interchange between tacit and explicit knowledge, and knowledge
codification is in operation to enhance 'organization memory'. Information technology solutions
rather relate to explicit knowledge and organization memory. However, an appropriately devised
and implemented human resource management system (that emulates 'knowledge flywheel'
characteristics has a lot to offer with rewards to managing in tacit knowledge in the organization.
Also, a good knowledge management system (KMS) should be able to attract company
employees as well as other stake-holders voluntarily to get involved in some kind of knowledge
sharing and learning activities.
Knowledge Management (KM) is the process of formally documenting the information
maintained by organization units (business groups or individual employees) and making that
information readily available to the rest of the organization. The KM process includes creation of
processes and procedures for sharing knowledge as well as knowledge repositories and communication networks to facilitate the transfer of knowledge within the organization or between
organizations (Hansen et al., 1999). Knowledge creation includes developing new knowledge
and replacing existing knowledge within the organization’s tacit and explicit knowledge.
Knowledge creation is also associated with solving problems, devising strategies, discovering a
pattern and conducting evaluation activities.
While knowledge can be created and learnt importantly it can also be forgotten when individuals
or organization do not remember the created knowledge or lose track of the acquired knowledge.
Therefore, a storage area is needed in order to retain, codify, organize, and retrieve
organizational knowledge. Organizational knowledge in a form of explicit knowledge includes
information residing as written documents, structured databases, documents of organizational
procedures and processes and so forth. Knowledge transfer refers to the process of how previous
knowledge acquired is transferred to and shared by other. Knowledge transfer takes place when
the recipients understands the ins and outs of knowledge and its implication so that the
transferred knowledge can occur between individuals, from individuals to groups, across groups,
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or from groups to the organization. Knowledge application is the deployment of stored
knowledge of the individuals and organization memory and turning it into effective action. As
shown in Fig. 3 (Gedam & Chauhan, 2010)
Numerous studies point to the duplication of solutions due to a lack of coordination of
organizational knowledge (Davenport and Prusak, 1997; O'Dell and Grayson, 1998). This
problem is exacerbated when firms enter synergistic collaborations with other firms to deliver
complex solutions to the ultimate consumer; coordinating the new knowledge base represented
by the collaboration continues to resemble alchemy more than science.
Transforming Data into Information and Knowledge
Many researchers have discovered that IT is a vital element for knowledge creation (Davenport
& Prusak, 1998; Gupta & Govindarajan, 2000). The focus on information as a means of
supporting employees engaged in ‘knowledge’ work. There is still a significant amount of
literature emphasizing the explicitness of knowledge, particularly through the use of technology
in the research (Levett & Guenov 2000; Apostolou & Mentzas 2003; Gottschalk & Khandelwal
2003; Muscatello 2003). Information technology (IT) is widely applied to connect people with
reusable codified knowledge, and it facilitates communication to create new knowledge (Lee &
Choi, 2003). IS researchers have long argued that data collected in their original forms are often
not useful and thus do not represent information (data whose form and content are appropriate
for a particular use) (Davis, 1974; King and Grover, 1991; Turban, 1990). In order for data to
become information, their forms and/or contents often need to be transformed in such ways that
are suitable for a specific task (i.e. converted into information).
The advanced information processing capabilities (formatting, filtering and summarizing) in
management information systems (MIS), decision support systems (DSS) and EIS can be used to
facilitate the transformation process and enhance the value of information by increasing its form,
time, and place utilities (Ahituv and Neumann, 1982; Andrus, 1971; King and Grover, 1991). In
addition to the traditional function of transforming data, IS have recently been used to extract
information and knowledge from existing databases. This is evident in the growing use of expert
systems (ES), neural networks and case-based reasoning systems to generate new facts and
uncover important relationships that can provide competitive advantage (Berry et al., 1994;
Grupe and Owrang, 1995). IS may be used to facilitate the collection, accumulation and
development of critical information and knowledge. IS can play an important role in helping
firms develop and mobilize its distinctive knowledge and expertise to gain competitive
advantage (Lado and Zhang, 1998). Through their capabilities to represent and manipulate
human knowledge, ES (also known as knowledge-based systems) have become an increasingly
popular tool for the firm to preserve, assemble and transfer effectively and efficiently the scarce
but valuable skills and expertise of its employees (Beerel, 1993; Turban, 1990).More recently,
some firms have used intranets to store critical documents and organizational discussions. To
facilitate search, access and retrieval of soft knowledge, some intranets maintain listings of
employees and managers along with their areas of specialization and use software search engines
to identify knowledge or holders of desired knowledge (Senna, 1997; Zorn et al., 1997) Lado and
Zhang (1998) note that organizational competencies may affect a firm’s ability to develop,
upgrade and replenish its IS for competitive advantage.
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Of particular importance is the need to separate the concepts of data, information, tacit
knowledge and explicit knowledge (Daft 2001; Hunter et al. 2002). Data can be viewed either as
factual, raw material or as signals with no meaning. Information is data related to other data, has
meaning and is refined into structured or functional forms within a system – for example, client
database or directories. In this classification, explicit knowledge is considered to be formal and
objective, and can be expressed unambiguously in words, numbers and specifications. Hence, it
can be transferred via formal and systematic methods in the form of official statements, rules and
procedures and so is easy to codify. Tacit knowledge, by contrast, is subjective, situational and
intimately tied to the knower’s experience. Thus, it is difficult to formalize, document and
communicate to others. For example, ‘A sophisticated recipe is meaningless to someone who has
newer stood in a kitchen, and legal text can be all but incomprehensible without some legal
training’ (Kluge 2001). Given the different nature of explicit and tacit knowledge the knowledge
management process varies for the two types of knowledge. Lynn Markus (2001) sets out to
improve the use of ICT in knowledge management, and in particular in knowledge re-use. She
takes knowledge creation (as in research or new product development) for granted, but divides
the knowledge management process into the following stages: capturing or documenting
knowledge, packaging knowledge, distributing knowledge (providing people with access to it)
and reusing knowledge.
Knowledge Management as an HR Function
There are several roles that can be played by HR in developing knowledge management system.
Lengnick-Hall & Lengnick-Hall (2003) take the view that in the knowledge economy,
organizations will need HRM that is characterized by a new set of roles that can assist in
generating and sustaining organizational capabilities. People and information are two resources
which can dramatically affect the overall performance of a business. Each can be the source of
competitive advantage (Baird, and Meshoulam, 1988, Porter & Millar, 1985, Ulrich, 1988) but
business success typically requires superior management of both (Jordan & Whiteley, 1992,
Martinsons, 1993). Equally important is a synergy between the two. This is most visible in the
HRM area, where IT can be used to develop new products and services and increase
competitiveness (Broderick & Boudreau 1992). The HRM function may be defined to include
the recruitment, placement, evaluation, selection and development of employees. The
tremendous amounts of paper and data associated with personnel management made it an ideal
candidate for early automation. The first computerized employee record keeping systems were
already introduced in the early 1960s. Transaction processing applications, for payroll and
benefits administration, soon followed (Tomeski & Lazarus, 1973).
Computer-based information systems became critically important as the HRM concept evolved
and was being adopted in North America and Europe. This phenomenon was first observed in
larger organizations (DeSanctis 1986, Grossman & Magnus 1988, Mathys and LaVan 1982) and
subsequently in smaller ones (Tannenbaum 1990). Anecdotal reports suggest a similar
progression in Asia (Martinsons 1993). Contemporary IT enables sophisticated data
manipulation, comprehensive yet flexible reporting, decision-making support and even expert
level advice. Exception reporting systems can help avert potential crises by highlighting internal
HR problems and identifying prospective moves by competitors (Hawkins 1989). For them,
timely information is crucial to unstructured decisions (often involving professional judgment)
which typically lead to significant impacts. The first ‘wave’ of knowledge management research
appeared to be concerned with the need to “capture, codify and distribute organizational
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knowledge (usually in centrally managed computer systems)” (McElroy 2000). Over time there
has been a movement towards focusing on people centered approaches in an organization as a
means of managing knowledge (Hildreth et al. 1999).
Knowledge Management and Human Resource Information System (HRIS)
Along with the emphasis on knowledge has come the greater importance on knowledge
management (KM), the processes whereby the knowledge asset is managed. The importance of
KM was also aided by the ascendancy of the resource based view of the firm (Barney, 1991)
which proposes that a firm's strategy should be directly tied to its effective use of its resources,
including the resource of knowledge. Knowledge management (KM) is about developing,
sharing and applying knowledge within the organization to gain and sustain a competitive
advantage (Petersen and Poulfelt 2002). Knowledge management promotes an integrated
approach to identifying, capturing, retrieving, sharing, and evaluating an enterprise’s information
assets. These information assets may include databases, documents, policies, and procedures as
well as tacit expertise and experience resident in individual workers.
The resource based view of the firm suggests that organizations will need to be able combine
distinctive, sustainable and superior assets, including sources of knowledge and information. The
resource-based view of the firm, conceptualizes the enterprise as a bundle of resources—assets,
processes, knowledge—that are inherently valuable, and contends that the firm’s unique
resources should define the essence of strategy (Spanos and Lioukas, 2001).In an IT context, this
perspective sees IT capabilities themselves—e.g. IT infrastructure, IT human resources, and IT
intangibles—as a source of competitive advantage (Bharadwaj, 2000). Resources include assets,
capabilities, processes, attributes, knowledge and know-how that are possessed by a firm, and
that can be used to formulate and implement competitive strategies. Various components have
been identified in the knowledge management literature. The most commonly mentioned
components are knowledge itself (Liebeskind, 1996; Spender, 1996; Winter, 1987), the
management process (Demarest, 1997; Wiig, 1997), knowledge workers (Romer, 1999; Nonaka,
1994), trust-based human relationship (Brown & Duguid, 1991; Heumer, Krogh & Roos, 1998;
Krackhardt & Hanson, 1996), information technologies (Davenport & Prusak, 1998; Liebowitz
and Wilcox, 1997; O'Leary, 1998; Ruggles, 1998), knowledge-oriented culture (Day & Glazor,
1994; Garvin, 1993), exible organizational structure (Hedlund, 1994; Nonaka, 1994; Quinn et al.,
1996), performance measures and rewards (Lank, 1997; O'Dell & Grayson, 1998; Tampoe,
1996) etc.
Much of the literature of KM continues to reflect a technocentric focus, similar to that of
information management, which in essence regards knowledge as an entity that can be captured,
manipulated and leveraged. The major issue of strategic management is how to make the
organization prepare for the enterprise wide knowledge management initiative. Many theorists
suggest that an organizational strategic change is generally realizable when organizational
collaboration and strong commitments from all organizational members are acquired (Ichijo,
1998; Kanter, 1995). Especially, knowledge management is a social activity requiring voluntary
involvement of individuals (Nonaka, 1994; Ichijo et al., 1998). Hansen et al. (1999) argue that
there are basically two strategies for managing knowledge. They term these strategies
‘codification’ and ‘personalization’. The former refers to the codification of knowledge and its
storage in databases where it can be accessed and used readily by anyone in the company. Such
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organizations invest heavily in ICT for projects like intranet, data warehousing and data mining,
knowledge mapping (identifying where the knowledge is located in the firm), and electronic
libraries. This increases effectiveness and growth (Hansen et al. 1999). ‘The reuse of knowledge
saves work, reduces communications costs, and allows a company to take on more projects.’ It is
thus closely related to exploitative learning, which tends to refine existing capabilities and
technologies, forcing through standardization and routinization, and is risk-averse (Clegg and
Clarke 1999).Personalization refers to personal development of knowledge and it is shared
mainly through direct person-to-person contacts. Dialogues, learning histories, and communities
of practice are among the techniques that have to be used in order to facilitate tacit knowledge
sharing. It is based on the logic of ‘expert economics’, that is, it is used primarily to solve unique
problems, w here rich, tacit personal knowledge is needed, such as in strategy consulting.
Personalization and explorative learning are closely related, where explorative learning is
associated with complex search, basic research, innovation, risk-taking and more relaxed
controls. The stress is on flexibility, investment in learning and the creation of new capabilities
(Clegg and Clarke 1999). According to Hansen et al. (1999) the relevant fit is as follows:
The two knowledge management strategies call for different incentive systems. In the
codification model, managers need to develop a system that encourages people to write down
what they know and to get those documents into the electronic repository. In fact, the level and
quality of employees’ contributions to the document database should be a part of their annual
performance reviews. Incentives to stimulate knowledge sharing should be very different at
companies that are following the personalization approach. Managers need to reward people for
sharing knowledge directly with other people Davenport (1998) states, ‘successful knowledge
projects usually address knowledge transfer through various channels, recognizing that each adds
value in a different way and that their synergy enhances use’.
The emphasis on knowledge as ‘knowledge assets’ has particularly led to the development of
knowledge retention methods. People were convinced that information management tools and
concepts are the solution to manage knowledge. Developments in technology, and especially
those in information and communications technology (ICT), have played a crucial role in
providing the infrastructure needed to support network structures and knowledge creation within
companies (Gold et al., 2001). As a result, significant investments have been made in
Information & Communication Technology (ICT) solutions, such as electronic knowledge
repositories (McDermott, 1999). On the other hand, if a knowledge repository has no structure, it
is too difficult to extract knowledge from it. In practice, this involves the categories by which
knowledge repositories are organized. Ideally, the structure of the knowledge accurately
represents the pattern of use. The organization should be prepared to redefine its knowledge base
frequently, and should design database under this assumption, so that changes are not overly
difficult or cost prohibitive. One of the best solutions is the Human resource information system
(HRIS).
HRIS is seen to facilitate the provision of quality information to management for informed
decision making. The role being played by HRIS in support of strategic decision making is
important as this enables organizations to achieve competitive advantage (C.R. Greer, 1995;
Huselid 1995). HRIS is a system used to acquire, store, manipulate, analyze, retrieve and
distribute pertinent information about an organization’s human resources. Human resource
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information systems play a vital role in many businesses today as early as the mid 1990’s the
focus of HRIS had begun to shift because of its usefulness in strategic decision making (Kovach,
Hughes, Fagan, and Maggitti, 2002). A Human Resource Information Systems (HRIS) is defined
as interrelated components working together to collect, process, store and disseminate
information to support decision making, coordination, control, analysis and visualization of an
organization’s human resource management activities.
HRIS is an integrated system designed for providing information used in HR decision making. It
is a system used to acquire, store, manipulate, analyze, retrieve, and distribute information
related to company’s human resource. (HRIS) is a software or online solution for the data entry,
data tracking, and data information needs of the Human Resources, payroll, management and
accounting functions within a business. It is often regarded as a service provided to an
organization in the form of information (Tannenbaum, 1990). In many processes the HRIS is
designed to improve effectiveness, either in terms of the accuracy of the information or by using
the technology to simplify the process. Lengnick-Hall and Moritz (2003) have postulated that
HRIS will be implemented at three different levels: the publishing of information; the
automation of transactions; and, finally, a change in the way human resource management is
conducted in the organization by transforming HR into a strategic partner with the line business.
The core HRIS function is to provide the current and updated information to enhance the
knowledge of the workforce through intranet HR self-service.
Some larger companies use their intranet today for online appraisals, career management,
sentiment surveys, training registrations and publishing people related company information,
HRIS can also integrate with desktop applications including e-mail, word document merges and
schedules via triggered actions within the HRIS, so that events and actions are monitored,
documents generated, appointments booked and checked and emails prepared and sent. Other
latest and greatest HRIS include time-clock systems, OLAP (online analytical processing
databases), real time systems, web GUI's and scanned data, OLAP databases allow direct links
into online systems so that data can be entered via the web and when that information is saved it
is actually submitted via a direct link into the HRIS. Building a technical infrastructure implies
using information technologies, especially communication and database technologies, to
facilitate and support the knowledge management activities (Earl, 1996).
Conclusion
Corporate memory can be the backbone of a KM solution. The historical record of an
organization’s significant events and decisions has an important role to play in the success of a
KM solution. The HRIS is used to acquire, store, manipulate, analyze, retrieve, and distribute
pertinent information. HRIS are designed to support the planning, administration, decisionmaking, and control activities of human resources management (DeSanctis, 1986). Innovations
in information and communications technology (ICT) in a form of an HRIS have enabled the
development of infrastructure to support knowledge creation and network structures. HRIS offers
a faster service and improved quality and consistency of information (Hall and Torrington,
1989). Hopefully, this Integrated framework for the conversion of Knowledge and knowledge
repository system (HRIS) shown in (Fig 4) reflects these attributes and helps to clarify the
design of human resource information systems that nurture organizational competence
through effective knowledge management.
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Annexure

Fig 2: Knowledge creation and embodiment 'flywheel' within an organization.
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Fig 3: Knowledge Management System
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Demystifying Luxury Brands
Jyoti Doval* & G S Batra**
Abstract
For centuries, people worldwide have delighted themselves with the possession of products or
services, which go beyond the realm of necessity and may be termed as luxury. The term
“luxury” is often used in our daily lives to refer to products, services or a certain lifestyle, which
go beyond bare essentials or comfort. The concept of luxury may differ from person to person
depending on the exposure and experiences. This review paper is an attempt to clear the cloud
over luxury brands as perceived now. The authors try to simplify and differentiate between the
concept of “luxury” and “luxury brands”. The paper talks about the impact of opening of Indian
economy on luxury market. It further goes to identify the customers seeking luxury brands in the
current Indian scenario –both old money and new riches. On the basis of existing literature, the
paper attempts to explore the motives behind buying luxury brands, luxury value perception and
luxury value model.
Keywords: Luxury, Brands, Consumers, Utility, Buying Behaviour
Introduction
The idea that you are what you buy – that possessions confer status – has long existed and guided
some purchasing, as most notably observed by Thorstein Veblen (1899). The act of branding can
be traced back to the early 1800’s when cowboys would brand their cattle before driving them
across the central plains of the United States (Rozin 2002).
Today, companies use brands to distinguish themselves from their competition and to
communicate unique qualities of their products (Aaker and Keller 1990; Low and Fullerton
1994). Once a brand is established, the brand name itself is thought to add value to the product in
the minds of consumers. This added value is referred to as brand equity (Aaker 1990).
Companies provide buyers with what are conventionally called elite brands, defined by
Silverstein and Fiske (2003) as those brands that possess higher levels of quality, taste and
aspiration than other brands in the product category.
These products are often justifiably priced higher than other brands in order to make their brand
seem exclusive and more prestigious. For example, elite designers are able to transform a $10 tshirt into a $100 sought after treasure (Chatpaiboon 2004). Hermes reported that customers were
placed on a two-year waiting list for their most popular Birkin bag, which retails for $6000
(Branch 2004). On ebay, women engaged in bidding wars over a blue Birkin bag for which the
winner ultimately paid over $13,000 (Rose 2003).
An improving economy and the rapid opening up of the Indian market has given rise to a group
of affluent consumers who are more than eager to adopt the latest fashion trends. Purchasing
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power of Indian urban consumer is growing and branded merchandise in categories like
Apparels, Cosmetics, Shoes, Watches, Beverages, Food and even Jewellery, are slowly
becoming lifestyle products that are widely accepted by the urban Indian consumer.
The top brands that Indian consumers spend on are Calvin Klein (34%), Gucci (25%), Diesel
(24%), Christian Dior (16%), and DKNY (10%) (Nielsen Global Luxury Brands study 2007).
India has also made it to the top ten markets globally for some of the brands. India ranks third
highest globally for people who buy Gucci products. It ranks sixth for Calvin Klein, ninth for
Diesel, and tenth for Fendi for buying these brands globally. Though 73 percent Indians feel that
designer brands are usually overpriced for what they are, 35 percent also believe that designer
brands are of a significantly higher quality than standard brands. India stands eighth globally
which thinks designer brands are quality products and invest in it in spite of the price. Also, as
per the Nielsen Global Luxury Brands Study 2008, India, is among the top three most brand
conscious countries in the world.
The formation of emerging market, extension of luxury product market and the changes of
consumer behaviors, luxury goods industry take an important role in global economics.
Literature suggested an individual’s level of materialism influences the attributes they seek and
consequently their consumption behaviors. The Indian luxury consumer is actually a walking
giant. In terms of disposable incomes, they really have enormous surplus. They are buying into
fancy cars and indulging in lifestyle products. They are actually waiting to be upgraded to higher
lifestyle paradigms, which have only witnessed in their ever increasing spend.
Defining the Luxury Concept
The word luxury is derived from the Latin word, luxus, meaning indulgence of the senses,
regardless of cost. “A strong element of human involvement, very limited supply and the
recognition of value by others are key components” (Cornell 2002, p. 47). The word luxury
“defines beauty; it is art applied to functional items. Like light, luxury is enlightening. [. . .]
Luxury items provide extra pleasure and flatter all senses at once . . .Luxury is the appendage of
the ruling classes” (Kapferer 1997, p. 253). Whereas necessities are utilitarian objects that relieve
an unpleasant state of discomfort, luxuries are characterized as objects of desire that provide
pleasure (Berry 1994), and as “non-essential items or services that contribute to luxurious living;
an indulgence or convenience beyond the indispensable minimum” (Webster‘s Third New
International Dictionary 2002).
There are many definitions of luxury as a concept which connect it with extravagance, prestige
and elitism (Dubois and Czellar, 2002), but there are few definitions of the luxury brand.
Beverland (2004) argues that most definitions fail to differentiate between a luxury
product/brand and the wider concept of luxury. Jackson and Haid (2002) proposed that luxury
brands have a heightened status that affords an opportunity for their owners to charge premium
prices. These brands possess a desirability that extends beyond their function and which provide
the user with a perceived status through ownership. Their appeal and desirability is as a result of
their constructed scarcity in availability (usually as a result of enforced restrictions on
distribution) and because of their associations with particular consumer segments (Kapferer,
2001; Vigneron and Johnson, 1999; Quelch, 1987; Prendergast et al., 2000; Dubois and Czellar,
2002).
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Nueno and Quelch (1998) provide an interesting approach to defining luxury brands: '…those
whose ratio of functional utility to price is low while the ratio of intangible and situational utility
to price is high.'
Roux and Floch (1996) suggest that a luxury brand is a specific sensory world of an
‘...indissoluble interplay of ethics_ and aesthetics**...’. This synthesis or consistency within all
senses communicates and shares an emotion with the customer. Such communication and
sharing takes place through the distribution network, the design, merchandising, advertising and
quality of customer service in boutiques (Nyeck and Roux, 1997).
Phau and Prendergast (2001) assume that luxury brands “evoke exclusivity, have a well known
brand identity, enjoy high brand awareness and perceived quality, and retain sales levels and
customer loyalty”. Similarly, Beverland (2004) created a luxury brand model with the
following dimensions:
•
Product integrity;
•
Value-driven emergence;
•
Culture;
•
History;
•
Marketing; and
•
Endorsement.
Who are our ‘Prestige Customers’?
As expected we are looking at the rich and famous of the world where we have people like Delhi
based entrepreneur Natasha Chaudhri, who chases after expensive fashion products like a biggame hunter in pursuit of wildlife pelts. Owner of three restaurants in Bombay and Goa, two
lifestyle stores in Delhi and an export business. Chaudhri, 30, has the money, if not necessarily
the time, to go on shopping safari, and her closet is full of trophies from Brand like: Louis
Vuitton, Prada and Chanel handbags; sunglasses by Bulgari and Gucci; countless designer
outfits; shoes by Sergio Rossi, Tod's and Jimmy Choo. These days, she doesn't have to go
overseas to indulge. Jimmy Choo, for example, just announced plans to open its first outlet in
India, much to Chaudhri's delight. "I think it is fabulous," she says, "because India has become a
great luxury goods market." Upscale Indians "are super-trendy," adds Chaudhri. "We love
brands.”
We have people who have the money acquired and passed on from generation to generations, we
also have the new riches who have acquired money in recent times but we have a different class
as well who are longing to be the part of “the group” and don’t mind spending their two months
salary on buying a Gucci bag worth Rs. 35,000. For example Minni Kathuria, Female, 25,
employee with an advertising agency, earning 2.5 lac per annum. She is a proud owner of a
Gucci hand bag, perfumes from Chanel and Elizabeth Taylor (which she buys once in a year).
Why People Buy What They Buy?
Vigneron and Johnson (1999) defined five values of prestige behaviour combined with five
relevant motivations, and from these identified five different categories of prestige consumers.
According to Vigneron and Johnson’s (1999) categorisation of luxury products, hedonists and
perfectionists are more interested in pleasure derived from the use of luxury products, and less
interested in the price than quality, product characteristics and performance. These consumers
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know what they want and use their own judgment, while price exists only as proof of quality.
The Veblen, snob and bandwagon effects are evident with consumers who perceive price as the
most important factor, with a higher price indicating greater prestige. They usually buy rare
products and in this way emphasise their status.
Vigneron and Johnson (1999) explain luxury consumption according to the effects detailed
below:
• The Veblen effect – perceived conspicuous value. Veblenian consumers attach greater
importance to price as an indicator of prestige, because their primary objective is to
impress others.
• The Snob Effect – perceived unique value. Snob consumers perceive price as an indicator
of exclusivity, and avoid using popular brands to experiment with inner-directed
consumption
• The Bandwagon Effect – perceived social value. Relative to snob consumers, bandwagon
consumers attach less importance to price as an indicator of prestige, but will place
greater emphasis on the effect they make on others while consuming prestige brands.
• The Hedonic Effect – perceived emotional value. Hedonist consumers are more interested
in their own thoughts and feelings, and thus will place less emphasis on price as an
indicator of prestige.
• The Perfectionism Effect – perceived quality value. Perfectionist consumers rely on their
own perception of the product’s quality, and may use price as further evidence of quality.
Luxury Value Perception
Concerning the motives for consuming luxury brands, it has to be stated that the notion of
“buying to impress others., still more or less serves as a strategic principle for the marketing
management of luxury brands” (Berry 1994; Vigneron and Johnson 1999, 2004; O‘Cass and
Frost 2002). According to the theory of impression management, consumers are highly affected
by the internal drive to create a favorable social image from the outcome of their purchase
behavior (Eagly and Chaiken 1993). While the consumption of prestige or status products
involves purchasing a higher-priced product to embellish One’s ego (Eastman, Fredenberger,
Campbell, and Calvert 1997), the term “luxury” and the consumption of luxury goods involves
purchasing a product that represents value to both, to the individual and their reference group.
Hence, in addition to the socially oriented luxury brand consumption and the human desire ‘to
impress others’, a personally oriented type of consumption should be considered in the marketing
management of luxury brands. Referring to personal and interpersonal oriented perceptions of
luxury, it is expected that different sets of consumers would have different perceptions of the
luxury value for the same brands, and that the overall luxury value of a brand would integrate
these perceptions from different perspectives. Thus, to explain consumers’ behavior in relation to
luxury brands, apart from interpersonal aspects like snobbery and conspicuousness (Leibenstein
1950), personal aspects such as hedonist and perfectionist motives as well as situational
conditions (e.g., economic, societal, and political factors) have to be taken into consideration.
(Vigneron and Johnson 1999, 2004)
Luxury Value Model
Following a comprehensive understanding of the luxury construct, all relevant present and
potential value sources of the consumer‘s luxury perception should be integrated into one single
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model. Generally, values can be regarded as beliefs that guide the selection or evaluation of
desirable behavior or end states (Schultz and Zelenzy1999). With regard to consumption values
which directly explain why consumers choose to buy or avoid particular products (Sheth,
Newman and Gross 1991), different types of values influence consumers‘ purchase choices: A
customer‘s luxury value perception and the motives for luxury brand consumption are not simply
tied to a set of social aspects of displaying status, success, distinction and the human desire to
impress other people, but also depend on the nature of the financial, functional and individual
utilities of the certain luxury brand. Pointing to the fact that luxury value lies in social and
individual as well as in functional and financial aspects, it is important to synthesize all relevant
cognitive and emotional value dimensions in a multidimensional model.
Inspired by the work of Dubois and Laurent (1994), Leibenstein (1950), Kapferer (1998),
Eastman et al. (1999) Phau and Prendergast (2000), and Dubois et al. (2001) on the evaluation of
luxury brands, Vigneron and Johnson (2004) developed a framework of ‘brand luxury index’
proposing that the luxury-seeking consumer‘s decision-making process can be explained by five
main factors that form a semantic network. Including personal perceptions (perceived extended
self, perceived hedonism), as well as the more usual non-personal perceptions (perceived
conspicuousness, perceived uniqueness, perceived quality), Vigneron and Johnson reviewed the
latent structure of and the interrelations among the primary meanings of the luxury concept that
underlie the decision making process that occurs when assessing luxury brands.
Consumers purchasing status products for their perceived conspicuous value evaluate these
products on the ability to signal status and wealth to others. As a result, the price of status goods,
which are expensive by normal standards, acts to enhance the integrity of the signal (Vigneron
and Johnson 1999). The increase in price, often referred to as a status premium, reflects the
additional amount of money consumers are willing to pay above any quality premium (Chao and
Schor 1998). Pursuing uniqueness satisfies an individual’s need but also has implications for
how people seek status through elite brands. For example, marketing researchers have
recognized that consumers often equate uniqueness with high status because, by definition, if
virtually everyone owned a brand or product it would not be perceived as elite (Vigneron and
Johnson 1999).
Conclusion
“Customers buying products are buying utility, function, and performance as much as image and
status” (Terpstra and Sarathy, 1997, p. 375). Rather brands have implications more than their
utilitarian, functional, and commercial significance and consumers do consume the symbolic
meaning as well of those products as portrayed in their images. The acquired goods are also
indications of symbolic meanings to the public. Consumers are more likely to use brands to
express how they are either similar to or different from people of their in-group. Luxury
products, and more specifically status brands, are often used to create one’s individual identity as
well as communicate one’s achievement and social standing to others. Therefore, consumers
choosing to purchase high status luxury brands may do so to provide a visible signal of their
social status, as well as to indicate the group they belong to or they aspire to belong.
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Annexure
Table1: India as a luxury Market
No of Multi-Millionaire families
2001-2002

20000*

2006-2007

1,23,000**

2010

1,50,000***

No. of households with the income of more than 1 crore.
*Source:NCAER Household Income Survey
**Source: Merrill Lynch/Capgemini report
***Estimated

Table2: Luxury Brands market in India
Luxury Brands market in India
2006-2007

Over $500 million

2010

$1.2 billion

Source: YES BANK - FICCI Knowledge Report July 2008
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Impact of Cause Related Marketing on Purchase Intentions: An
Empirical Investigation of Consumers' Attitude
Alka Sharma*
Abstract
The present study has been undertaken to analyze the CRM initiative of Tata tea ‘Jago re’
campaign and its impact on the brand as well as the purchase intentions of the respondents in the
age-group of 18 – 23 years. The study has concluded that the cause related marketing initiative
has been successful, as the respondents not only perceived the initiative as effective but also
displayed a highly positive attitude towards it. Moreover, they also perceived that there is a high
positive fit between the brand and social cause. In addition, the purchase intentions have also
been analyzed, which the study has indicated to be affected to a great extent by the CRM
initiatives.
Keywords: Cause Related Marketing (CRM), Fit between Brand and Cause, Purchase Intentions
Introduction
In the global context, sustainability of business has emerged as one of the key issues, thereby
making it imperative to integrate the sustainability concerns into the organizations’ mainstream
business strategy. This integration has given rise to opportunities for the organizations to ‘do
good’ in such a manner that it leads to an increase in business on one hand thereby improving
competitive advantage while on the other hand, the same action is beneficial for the world or at
least seen to be. This notion of ‘doing good’ has not been a recent phenomenon, as the belief that
business has duties towards the society has been firmly entrenched for some time now. However,
the direction of relationships has undergone a sea change in the past few decades from being
purely economic to non – economic. Carroll (1979) had identified the four pillars of relationships
as economic, ethical, legal and philanthropic (which is ‘humanitarian CSR’).
Corporate Social Responsibility (CSR) in today’s competitive environment represents an
initiative, which has strategic importance for organizations. More than 90% of the Fortune 500
companies have developed well defined CSR initiatives (Kotler and Lee, 2004; Lichtenstein,
Drumwright and Bridgette, 2004) and these initiatives have become popular elements of
corporate marketing strategies; whereby they are being used largely to influence consumers and
differentiate their product offerings. CSR programs have been shown to increase the customers’
willingness to purchase the Company’s products (Brown and Dacin, 1997; Sen and
Bhattacharya,
2001)
thus
proving
that
it
has
a
positive
link with a firm’s performance (Ruf et al, 2001; Simpson and Kohers, 2002).
This established link between CSR and business performance suggests at holistic approach
towards CSR thereby indicating significant implications for marketing given the diversity and
scope of these activities and social nature of marketing exchange relationships (Johnson and
*
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Bateson, 2005). Thus CSR has added a new dimension to the profit oriented initiatives of the
business organizations by just not being a tool to fall in line with the societal expectations but
also becoming an effective means of understanding the unfulfilled needs of the consumers and
utilizing this knowledge effectively thereby seizing the critical advantage of being the niche
marketer. Further, that it is imperative for the organizations to communicate their CSR conduct
to not only the stakeholders but also the society as a whole, as for most of the companies the
question is not whether to communicate but rather what to say, to whom and how often (Kotler
2003). Therefore one may infer that the relationship between CSR and Advertising is interesting
as well as strategic, as it is not enough to be just responsible towards the society and support a
social issue. Identification of the right cause on the basis of the organization’s own value system
and common goals is also very critical for the success of CSR initiatives.
A variety of benefits accrue to the organizations when an effective cause is successfully
integrated with Cause Related Marketing viz. enhancing the company’s reputation and brand
image and an increased credibility of the marketing effort (Verrghese, 2005). When, price and
quality are no longer the effective drivers of brand preference, social or CSR engagements of the
organizations play a critical role in the determination of the purchase intent of the consumers.
Cause Related Marketing (CRM) is more prevalent in hard to differentiate brands, as it creates an
affinity between the brand and a social cause. Therefore, in an attempt to use CRM as a strategic
tool for brand differentiation, the focus should also be to analyze the fit between the cause and
the brand.
The present paper intends to analyze the attitude of the respondents towards such cause related
marketing initiatives of corporate. This would help us in developing an understanding about such
initiatives and the role they can play in enhancing the brand equity. Further since a number of
studies have focused on the relevance of the cause to the brand, this study also attempts to
interpret the perceptions of the respondents towards the fit between the social cause and the
brand ‘Tata tea’. The brand is already well established in the Indian context while a number of
substitutes are available. Therefore, it is pertinent to understand as to how the respondents follow
their perceptions with regards to their intention to purchase.
Review of Literature
In the present world order, the business organizations are finding it immensely difficult to build
their brands and create customer loyalty. The traditional marketing tactics which were
necessarily used to build a brand image are obsolete and the concept of ‘mass marketing’ is fast
losing ground. The literature review below suggests that the customers are willing to switch their
brands for societal gains. Therefore the companies are increasingly finding it necessary to
associate themselves and their brands with a social cause, with which the customers are able to
relate. Hence, they have started strategizing their resources and adopting cause related marketing
as a strategy to develop a linkage of their brand with a social cause and access the hard to reach
customer segments and align with them.
Corporate Social Responsibility
The consumers’ raised voice against insensitivity of business towards society in 1960s and 70s,
which helped in development of the concept of corporate social responsibility. This was also
referred to by Henry Ford II in 1969 as “The terms of the contract between the industry and
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society are changing. Now we are being asked to serve a wider range of human values and to
accept an obligation to the members of the public with whom we have no commercial
transactions.” (Chewing et al, 1970). Thus CSR broadly came to be defined as an organization’s
social obligations (Bhattacharya & Sen, 2004; Maignan & Ferrell, 2004; Smith, 2003), which are
embedded in organizational policy with an objective to achieve social and environmental
sustainability (Jenkins & Yakoleva, 2005). It is so due to the fact that consumers appear to
provide greater support for companies that are socially and environmentally responsible (Creyer
& Ross, 1997; Ellen et. al, 2000; Sen & Bhattacharya, 2001). This has also helped in the
emergence of CSR as a new paradigm for doing business (Donaldson & Preston, 1995; Griffin &
Mahon, 1997).
CSR and Branding
A number of marketing studies have been conducted, which suggest that CSR programs have a
significant influence on consumer related outcomes (Bhattacharya & Sen, 2004) viz. Consumer
Product Responses (Brown, 1998; Brown & Dacin 1997), Customer - Company identification
(Sen & Bhattacharya, 2001) and customers’ attitude towards product (Berens, Van Riel and Van
Bruggen, 2005). Julie Pirsch et.al (2007) while referring to the CSR mentioned about the
dilemma faced by the corporate when choosing the CSR program to meet different business
goals like positive consumer attitude towards company, improved brand perceptions and
increased loyalty. Thus CSR is a powerful internal tool, which leads to increased loyalty of the
stakeholders and superior service.
However, today traditional marketing is no longer sufficient in connecting with customers. It is
in this new paradigm that CSR as branded content gains relevance; as it creates an emotional
connect with customers and therefore builds connection between brand, CSR initiatives and
customers. Further it has also been felt that strong brand communities can be of tremendous
value to organizations by generating heightened customer loyalty (Chaudhary & Krishnan,
2007). Moreover, the organizations have a prime responsibility towards the communities
surrounding them therefore it is essential to align these to the core purpose of the business. These
responsibilities are a function of brand, as it is the brand which mediates the purpose of the
organization and therefore contextualizes the relationships. Hence, true CSR is ultimately a
process of business and brand adaptation (Kitchin, 2003). Therefore it gives the business an
opportunity to be powerful actor in society, which is also expected by the customers, employees
and other stakeholders. It is this social acceptance; for which the organizations communicate
their CSR actions for conducting businesses.
In this context, the relevant aspect is not to decide whether to communicate or otherwise, but
how to communicate. Integrated corporate communication of a company sends a message to a
wide set of stakeholders with everything it does (Arnold, 1993; Best, 2004), which includes CSR
matters also. Thus communication of an organization has become an important strategic issue
emphasizing that communication must be effectively adjusted for the intended target group,
because in its absence business cannot hope to enjoy concrete benefits from CSR unless they
intelligently communicate about their initiatives to relevant stakeholders (Maignan & Ferrell,
2004).
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Cause Related Marketing (CRM) as a type of CSR, is a popular marketing device that ties a
brand or a company with a social issue or cause. CRM in the recent past has generated a lot of
interest due to the fact that CRM has positive effects on consumer behavior. The companies have
been able to differentiate their brands from competitors in consumers’ mind in turn leading to a
range of desirable effects, including greater efficiency for other marketing efforts, an ability to
charge higher price, increased market share, greater brand loyalty and more favourable treatment
to stakeholders such as regulators and investors (Bloom et al, 2006). Since then, a number of
research studies have been conducted, which have investigated the effects of CRM on customer
choice, consumer purchase decisions and consumers’ attitude towards it.
Brink et al (2006) while analyzing the impact of CRM on brand loyalty have proven that
consumers perceive higher level of brand loyalty as a result of CRM, as long as the firm has long
term commitment to the campaign. However, the literature on CRM has indicated that the impact
of CRM and CSR on marketing performance variables is mixed and depends upon the
peculiarities of the campaign as well as on the marketing context. In this context it has been seen
that exposure to any well conceived promotional initiative for brand leads to more positive
feelings and judgments about the brand in a consumers’ mind. Moreover, CRM can create
“HALO EFFECT” on how a brand is seen on other attributes like trustworthiness and quality
(Bloom et al, 2006).
Thus, the CRM program is intended to focus upon generating positive brand image thereby
ultimately influencing purchase decisions. Although a favourable attitude towards the brand may
not necessarily result in purchase (Ajzen & Fishbein, 1980), a positive attitude to the brand is
however critical for the buyers to consider making a purchase (Rossiter & Percy, 1998). There
are several factors which influence the intention to purchase and one has been found to be an
endorsement of the product by an association with which the consumers identify and perceive it
to be credible (Daneshwary & Schwer, 2000). The association implies a form of synergy
between the product and the cause. This complementarity is expected to lead to a more
favourable consumer response, which has been labeled to as a ‘positive fit’ (Basil & Herr, 2003).
However, every alliance between brand and cause is not successful, as it depends upon how the
customers establish the link between these entities.
Research in CRM suggests that the ‘cause’ needs to be positive and one with a greater appeal or
a large audience segment will have greater benefit to the brand (Dacin & Brown, 2002). Further
that the benefit is always in the form of a positive attitude towards the promoted brand, which a
number of times leads to an increased purchase. Finally there has been an evidence to suggest
that consumers will use their buying power to reward companies whose behaviour they approve
of in terms of relating to social responsibility or supporting the community through cause related
marketing (Creyer, 1997; Sen & Morwitz, 1996). Thus it can be said that consumers’ purchase
stimulates the community support and therefore CRM is effective in enhancing the purchase
intentions.
Purchase intention is a key construct, which enables the researchers to understand consumers’
intent to purchase a brand through a conscious plan and make an effort for the same. It is a
generally accepted fact that purchase intention can be considered a proxy for behaviour however,
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Chandon, Morwitz and Reinartz (2005) have warned about it as not being a perfect predictor of
actual behaviour
Research Questions
Thus, the review of literature suggests that Cause Related Marketing is a strategic CSR initiative
to promote the brand in a differentiated manner and gain competitive advantage. A number of
studies have revealed that consumers prefer to associate with companies that undertake such
cause related initiatives. It has also been seen that consumer responses are also affected by these
associations.
In Indian context, the business organizations like Birla group, Godrej, Infosys and ITC etc. have
been striving to perform in a competitive environment and engaging in a number of CSR
initiatives. Among these, Tata group has been a frontrunner in CSR initiatives and over the
period has earned a reputation of being one of the ethical business houses of the country.
Tata Tea is one of the leading companies of Tata group with a global focus and spread. It is the
second largest tea vending company with a presence in 70 countries aspiring to be a global
beverage player with a new ‘Good for You’ beverage strategy. Sustainability has been a key
issue for Tata tea and its integration into main stream business strategy has led to addressing
several social, economic and environmental issues and also improving economic and
environmental issues and also improving the competitive advantage. In this attempt, Tata Tea as
a brand attempted to emerge as a catalyst of social awakening than merely being a source of
physical and mental rejuvenation. For this, the company launched a marketing campaign ‘Jago
Re’ in year 2008 – 09, the year of elections. This campaign was started as a Cause Related
Marketing initiative and acted as an enabler of voting, especially among younger generation
linking the awakening attributes of tea to encouraging them to vote for stability and progress
with the theme ‘Agar aap soyenge, toh yeh desh kaise jagega’. In September 2009, the
company launched another campaign focusing on another social issue ‘Corruption’. Thus, Jago
re aimed at creating awareness about critical social issues and in the process built a social aura
around the brand, complementing it in the long run with increased profits and market leadership.
The entire review suggests that CRM despite being an area of increased interest among
researchers, very few studies have been conducted in India. Therefore, the present paper holds
relevance in Indian context. Hence, in view of the literature review and key facts about Tata Tea
and ‘jago re’ campaign, the present study aims at the following objectives: (1) to assess the
attitude of the youth towards Cause Related marketing initiative of Tata tea ‘Jago Re’ campaign
and its reflection on the promoted brand (2) to examine the extent of perceived fit between brand
and cause among youth (3) to study the impact of CRM campaign on purchase intention.
Hypotheses
Cause Related Marketing has been referred to as a brand alliance (Andreason, 1996; Till &
Novak, 2000) with a social cause. Fit between the brand and cause has a significant impact on
the success of CRM strategy (Adkins, 1999; De Nitto, 1989; Higgins, 2002, Lewis, 2003), thus
the consumers’ should perceive an affinity between the two. From this, it is concluded that CRM
has a key role in attitude formation of the consumers’ towards the brand. Therefore, the
following hypothesis has been explored:
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H1 - Perceived fit between Brand and Cause has a significant impact on the attitude towards
promoted brand.
Berger et al (1999) while exploring the degree of persuasiveness of print advertisements with
Cause Related Marketing claims on brand attitude and purchase intent concluded that CRM
strategy enhanced the consumers’ involvement with the advertisement. More so, when the cause
was perceived as positive, there was a higher level of involvement and subsequently more
positive brand attitude and purchase intention. Although, the results of the study were suggestive,
yet they were not statistically significant. Despite it, the literature has suggested that CRM as a
unique strategy create positive associations for brand leading to strong brand equity. This in turn
can stimulate the customer to be associated with the brand and reward the company by
purchasing it. As such, the following hypothesis is proposed: H2 - There is a positive impact of CRM campaign and attitude towards promoted brand on the
purchase intentions
Research Methodology
The ‘Jago Re’ campaign was intended to change the cynical mindset of the youth to a
responsible and accountable one with the help of multiple media. The basic challenge of this
campaign was not just to create awareness about the benefits of brand but be a catalyst to change
the indifferent attitude of the youth and correct their negative perceptions about social issues like
voting and corruption. Therefore, the study has been based on primary data, which has been
collected from young people in the age group of 20 – 23. The respondents for the study have
been randomly selected from the graduate and post graduate courses in University of Jammu.
The respondents were selected on the basis of their exposure to the said advertisement. However,
they were shown the campaign before they were subjected to self administered questionnaire for
the reference purpose.
Instrument of Study
The self administered questionnaire has been designed to answer the research questions.
Therefore, the questionnaire has been designed under four sections. Section 1 deals with attitude
towards the campaign under study ‘Jago re’. The attitude has been analyzed on the basis of six
statements. Section 2 deals with perceived fit between brand and cause. The section has three
statements. Section 3 deals with attitude towards the promoted brand, which has been analyzed
on the basis of six statements. Section 4 records the purchase intentions on three statements. The
perceptions have been recorded using a semantic differential 7 point scale, where “1” has been
labeled as “Strongly Negative” and “7” as “Strongly Positive”.
The questionnaire was distributed to 115 students, out of which only 93 returned back duly filled
in instrument of study.
Reliability
The data so collected was tested for its reliability and validation. The Cronbach alpha was
calculated for the data and value for the same has been 0.93. Since the calculated value is higher
than 0.5, therefore it shows that data and construct of the study are valid and reliable.
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Data Analysis and Findings
The data has been analyzed in view of the objectives and hypotheses outlined above in the study.
As the study is exploratory in nature, therefore for the purpose of analysis, the techniques of
Average and Regression analysis have been used.
The data analysis indicates that the respondents have a very high positive attitude towards the
‘Jago Re’ campaign as the mean score for the attitude towards the campaign has been calculated
at 5.91. It also indicates that young people in the age group of (18 – 23) under study have
perceived the advertisement in a very positive manner. As far as, their attitude towards the brand
‘Tata tea’ is concerned, the mean value has worked out to be 5.03, which is also a high value, as
the scale ranged from 1 to 7. This also shows that the respondents have a positive attitude
towards the brand. In order to determine the impact of the campaign on the attitude towards the
brand, the regression analysis has also been undertaken. The results of the regression analysis
suggest that R value has been calculated at 0.41, which indicates that the Cause Related
Marketing initiative of Tata Tea has positively influenced the promoted brand. It is also evident
from the value of R2 (0.17) that 17% variation in the attitude towards the promoted brand is
caused by the CRM initiative. Further, a high Beta coefficient value of 0.41 also signifies that
one unit increase in CRM initiatives increases 0.41 units in dependent variable, which is
statistically significant at 0.0001 levels.
The second objective of the study was to determine the extent of perceived fit between the brand
and cause. As mentioned above, the brand ‘Tata Tea’ has been linked with leading social issues
like ‘voting’ and ‘corruption’. The average score of 5.03 for the perceptions of the respondents
clearly suggests that the study group perceives a high positive fit between the brand and cause. It
further shows that the youth have shown a concern towards the social causes and therefore the
earlier perception of their being indifferent towards the state of affairs in the country is not
correct.
The third objective of the study dealt with understanding the impact of the CRM campaign on
purchase intentions of the respondents. The analysis has revealed that the mean value for the
attitude towards the campaign has been calculated at 5.91 and for the purchase intentions; it has
been calculated at 4.75. Although, the values indicate a positive intention to purchase the brand
under study, however the value is not very high relative to the attitude towards the campaign
value of 5.91. This indicates that although there is a positive impact of the campaign on purchase
intentions however, in order to understand the degree of impact regression analysis has been
conducted, which suggests that R value for the relationship has been calculated at 0.42. This
indicates that the CRM campaign has created a positive impact among the target group towards
the purchase intentions, which is also supported by a number of studies reviewed in the literature
survey. Further that R2 value of 0.18 suggests that 18% variation in the purchase intentions is
caused by CRM initiative of Tata tea. Moreover, a beta coefficient of 0.42 also signifies a
substantial positive impact on purchase intentions. This value suggests that one unit increase in
CRM initiative causes 0.42 units in purchase intentions statistically significant at 0.0001 levels.
The study has proposed two hypotheses in line with the objectives. The first hypothesis has been
stated as ‘perceived fit between brand and cause has a significant impact on the attitude
towards promoted brand’. The hypothesis has been validated with the help of regression
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analysis. It suggests that R value for the relationship has been calculated at 0.67. This indicates
that the perceived fit between brand and cause has created a positive impact among the target
group towards their attitude towards promoted brand. This has been supported by a number of
studies reviewed in the literature survey. Further that R2 value of 0.44 suggests that 44%
variation in the attitude towards the promoted brand is caused by the fit between the brand and
cause in a CRM initiative of Tata tea. Moreover, a beta coefficient of 0.665 signifies a significant
positive impact on attitude towards the brand. This value suggests that one unit increase in
perceived fit between brand and cause of CRM initiative causes 0.665 units in attitude towards
promoted brand statistically significant at 0.0001 levels. Thus H1 hypothesis is accepted
validating an impact of the CRM initiative on the attitude towards promoted brand.
The second hypothesis has been formulated as ‘there is a positive impact of CRM campaign
and attitude towards promoted brand on the purchase intentions’. This hypothesis has also
been validated by using regression analysis technique. The results suggest that R value for the
relationship has been calculated at 0.673. This indicates that the CRM campaign and the brand
equity have created a positive impact on the purchase intentions of the target group. Further that
R2 value of 0.454 suggests that 45% variation in the purchase intentions is caused by attitude
towards the CRM campaign and attitude towards the brand Tata tea. Moreover, the beta
coefficient values have been calculated as 0.189 for attitude towards CRM campaign and 0.574
for attitude towards promoted brand. It signifies that these two factors contribute significantly
towards the purchase intentions of the target group. This also suggests that one unit increase in
purchase intention is caused by 0.18 units of CRM initiatives and 0.574 units of attitude towards
brand, statistically significant at 0.0001 levels. Thus H2 hypothesis is accepted validating a
positive impact of the CRM initiative and attitude towards promoted brand on the purchase
intentions.
Discussion
The data analysis and findings suggest that the ‘Jago Re’ campaign has been a success story in
Indian context. This is also validated by the fact that the campaign was voted as the best
advertisement in the year 2009 as the best integrated campaign of the year. In this advertisement,
multiple media were used to motivate the young people to just not relate to the cause but also
take an action in that direction, which has been a unique proposition of this communication.
‘Jago Re’ campaign intended to build a connect with the target audience in an engaging manner
in which it has been successful to a large extent, as there were seven lakh new voters who
registered themselves for participating in the voting process. This is not the social outcome, on
the basis of which the advertisement effectiveness has been understood more than that the return
in the form of increased brand equity for Tata tea due to this campaign has been seen to increase
more than 1.7 times (www.jagore.com). The idea of social change along with market leadership
therefore can be termed as an emerging phenomenon in Indian context. This is also evident from
the fact that in India, the sales trend in the year 2009 has seen an increase of more than 77% from
800 crores to more than 1400 crores (AGM Report, 2008 – 09).
This fact has also been validated by the primary data analysis, which suggests that tata tea as a
product has been to create a differentiated image in a market saturated with a number of
substitutes. In the words of Executive Director of Tata tea Ms. Sangeeta Talwar, Jago re
campaign has been an opportunity to move volume leadership to thought leadership as a
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branding initiative. The company’s key expectation from the brand has been managed to a
significant extent as the data suggests that the brand is perceived very positively by the younger
generation. With the help of such marketing initiatives, the brand has been able to strengthen its
relationship with the consumers by moving away from simply describing functional benefits to
developing a strong emotional connect. Jago re has associated tea not only with waking up from
sleep but awakening of the social consciousness.
Further another very important aspect of this campaign has been the perceived fit between the
cause and brand. It was indeed very critical for the company to establish a fit between the brand
and social cause and more important was its perceived relevance by the target audience.
However, it is one such campaign that has gone down very well with citizens and refined the
nature and extent of brand association and social cause marketing in India, as people instantly
connected with the tag line. This fact has also been highlighted in the data analysis which has
clearly indicated the degree of perceived fit between the brand and cause and also the impact of
the fit on the brand.
Moreover, study of purchase intentions of the respondents again reiterates the success of the
marketing strategy in Indian context in terms of gaining a larger market share and acceptance of
the brand in such a segment that has largely preferred to celebrate their occasions and moments
with colas, designer coffees served at coffee bars across the country. The analysis of purchase
intentions also suggests that younger generation people have shown a keen interest in the product
and therefore tea is moving away from a staid, homely drink to a ‘cool’ beverage. In this
transformation, tata tea as an organization is playing a key role by such innovative marketing
initiatives.
Conclusion
The exploratory study has been undertaken in India for an innovative marketing initiative of Tata
tea, which was primarily targeted at the younger generation. The study was undertaken to
analyse the attitude of the respondents towards the Cause Related Marketing initiative of Tata tea
‘Jago Re’ campaign. The study has led to the conclusion that the young people have been highly
influenced by the campaign, as they have shown a highly positive attitude towards the campaign.
The tag line ‘Agar Aap Soyenge to Yeh Desh Kaise Jagega’ immediately built an emotional
connection with young people leading to a keen participation in the voting process. The younger
people also associated themselves with the social awakening, as they perceived a good positive
fit between the cause and brand. Moreover, the increased positive attitude towards the brand due
to this marketing initiative also enhanced the relevance of this campaign in Indian context. The
purchase intention has also been seen to have shown an increased trend, as most of the
respondents have shown positive purchase intentions for the products. Thus, it can be said that
Tata tea as a brand is undertaking large strides towards thought leadership in the country with
innovative marketing.
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ANNEXURES
Objective 1
Descriptive Statistics
Mean
Std. Deviation
VAR00014
5.0323
1.28660
VAR00007
5.9122
.92391
VAR00007... Mean Score for Attitude towards Campaign
VAR00014
Mean Score for Attitude towards the brand

N
93
93

Correlations

Pearson Correlation
Significance (1-tailed)
N

VAR00014
1.000
.410
.
.000
93
93

VAR00014
VAR00007
VAR00014
VAR00007
VAR00014
VAR00007

VAR00007
.410
1.000
.000
.
93
93

Model Summary (b)
Std.
Adjusted Error of
R
R
the
DurbinModel R
Square Square
Estimate Change Statistics
Watson
R
Square F
Significance
Change Change df1 df2 F Change
1
.410(a) .168
.159
1.17973 .168
18.424 1
91 .000
1.653
a Predictors: (constant) VAR00007... Mean Score for Attitude towards Campaign
b Dependent Variable: VAR00014
Mean Score for Attitude towards the brand
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Coefficients(a)
Unstandardized
Standardized
Coefficients
Coefficients
Model
B
Std. Error Beta
t
1
(Constant) 1.654
.797
2.077
VAR00007 .571
.133
.410
4.292
a Dependent Variable: VAR00014 Mean Score for Attitude towards the brand

Significance
.041
.000

Objective 3
Descriptive Statistics
Mean
Std. Deviation
VAR00003
4.7527
1.52982
VAR00001
5.9122
.92391
VAR00001... Attitude towards the Campaign
VAR00003 Purchase intentions of Respondents

N
93
93

Correlations

Pearson Correlation
Significance (1-tailed)
N

VAR00003
1.000
.424
.
.000
93
93

VAR00003
VAR00001
VAR00003
VAR00001
VAR00003
VAR00001

VAR00001
.424
1.000
.000
.
93
93

Model Summary(b)
Std.
Adjusted Error of
R
R
the
DurbinModel R
Square Square
Estimate Change Statistics
Watson
R
Square F
Significance
Change Change df1 df2 F Change
1
.424(a) .180
.171
1.39302 .180
19.956 1
91 .000
2.028
a Predictors: (constant) VAR00001... Attitude towards the Campaign
b Dependent Variable: VAR00003
Purchase intentions of Respondents

64

Apeejay Business Review, Volume 11, Number 1 & 2, January-December 2010

ANOVA(b)
Sum
of
Model
Squares
1
Regression 38.725
Residual
176.587
Total
215.312
a Predictors: (constant) VAR00001...
b Dependent Variable: VAR00003

df
Mean Square
F
1
38.725
19.956
91
1.941
92
... Attitude towards the Campaign
Purchase intentions of Respondents

Significance
.000(a)

Coefficients(a)
Unstandardized
Standardized
Coefficients
Coefficients
Model
B
Std. Error Beta
t
1
(Constant) .601
.941
.639
VAR00001 .702
.157
.424
4.467
a Dependent Variable: VAR00003
Purchase intentions of Respondents

Significance
.524
.000

Hypothesis 1
Variables Entered/Removed(b)
Model
Variables Entered
Variables Removed
1
VAR00001(a)
.
a All requested variables entered.
b Dependent Variable: VAR00002 Attitude towards Promoted Brand

Method
Enter

Model Summary(b)
Std.
Adjusted Error of
R
R
the
DurbinModel R
Square Square
Estimate Change Statistics
Watson
R
Square F
Significance
Change Change df1 df2 F Change
1
.665(a) .442
.436
.96601
.442
72.133 1
91 .000
1.697
a Predictors: (constant) VAR00001... Perceived fit Between Brand and Cause
b Dependent Variable: VAR00002 Attitude towards Promoted Brand
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ANOVA(b)
Sum
of
Model
Squares
1
Regression 67.312
Residual
84.918
Total
152.230
a Predictors: (constant) VAR00001...
b Dependent Variable: VAR00002

df
Mean Square
F
1
67.312
72.133
91
.933
92
Perceived fit Between Brand and Cause
Attitude towards Promoted Brand

Significance
.000(a)

Coefficients(a)
Unstandardized
Standardized
Coefficients
Coefficients
Model
B
Std. Error Beta
t
1
(Constant) .928
.494
1.880
VAR00001 .790
.093
.665
8.493
a Dependent Variable: VAR00002 Attitude towards Promoted Brand

Significance
.063
.000

Hypothesis 2
Descriptive Statistics
Mean
Std. Deviation
VAR00005
4.7527
1.52982
VAR00003
5.9122
.92391
VAR00004
5.0323
1.28660
VAR00004, Attitude towards CRM Campaign
VAR00003... Attitude towards Promoted Brand
VAR00005 Purchase Intentions of Respondents

N
93
93
93

Correlations
Pearson Correlation

Significance
tailed)
N

VAR00005
VAR00003
VAR00004
(1- VAR00005
VAR00003
VAR00004
VAR00005
VAR00003
VAR00004

VAR00005
1.000
.424
.651
.
.000
.000
93
93
93
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VAR00003
.424
1.000
.410
.000
.
.000
93
93
93

VAR00004
.651
.410
1.000
.000
.000
.
93
93
93
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Model Summary(b)

Change Statistics
Std.
Adjusted Error of R
R
R
the
Square F
Significance DurbinModel R
Square Square
Estimate Change Change df1 df2 F Change
Watson
1
.673(a) .454
.441
1.14334 .454
37.355 2
90 .000
2.217
a Predictors: (constant) VAR00004, Attitude towards CRM Campaign
VAR00003... Attitude towards Promoted Brand
b Dependent Variable: VAR00005
Purchase Intentions of Respondents

ANOVA(b)
Sum
of
Model
Squares
df
Mean Square
F
1
Regression 97.662
2
48.831
37.355
Residual
117.649
90
1.307
Total
215.312
92
a Predictors: (constant) VAR00004, Attitude towards CRM Campaign
VAR00003... Attitude towards Promoted Brand
b Dependent Variable: VAR00005
Purchase Intentions of Respondents

Significance
.000(a)

Coefficients(a)
Unstandardized
Coefficients
Model
1

B
(Constant) -.527
VAR00003 .312
VAR00004 .682

Standardized
Coefficients

Std. Error
.790
.141
.102

Beta
.189
.574

t
-.667
2.208
6.715

a Dependent Variable: VAR00005 Purchase Intentions of Respondents
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Cluster Analysis for Consumer Segmentation using a Brand
Customer Centricity Calculator
Nidhi Sinha*, Vandana Ahuja** & Dr. Y. Medury***
Abstract
As traditional mass media is overtaken by word-of-mouth and peer review dialogue is fast
becoming the primary driver of consumer attitude and brand choice, consumers are more able to
challenge a company’s brand promise as well as seek out alternatives (Urban, 2004).Thus,
building customer centricity in a brand is one alternative available to organizations in the wake
of the rising vulnerabilities of brands and branding in the face of rising consumer empowerment.
It creates new opportunities for brand-customer dialogue, knowledge creation, and, critically,
provides a new context in which the interests of a corporation and those of its customers can be
more closely aligned. Nevertheless, we argue that customer centric brands represent one
effective means for firms to achieve better alignment of their brands with the customers. To
become a successful customer centric brand, however, the brand management function must first
acknowledge the effective and efficient determinants of customer centricity in a brand. Our
previous research in this direction identifies six functions catering to customer centricity and we
use this information to create what we term as a Brand Customer Centricity Calculator (BCCS).
The Brand Customer Centricity score is further used to create separate consumer clusters, using
k-means clustering. Consumer profiles across respective clusters are further used to develop
strategies for brand positioning and targeting.
Keywords: Cluster Analysis, Consumer Segmentation, Brand Customer Centricity
Introduction
The purpose of market segmentation is to identify consumer preferences, behavioral responses
and consumption patterns by dividing a market into several homogeneous sub-markets.
Marketers can formulate brand strategies, or product/brand positioning, tailored specifically to
the demands of these homogeneous sub-markets. Customer needs are becoming increasingly
diverse. These needs can no longer be satisfied by a mass marketing approach. Businesses can
cope with this diversity by grouping customers with similar requirements and buying behaviour
into segments. Identification of the appropriate premise of segmentation can then be made, thus
making the best of finite resources. Therefore it becomes significant to understand how
consumers make brand/product decisions which are critical for brand managers, especially in
conditions where there are many brands in the market competing for the same customers.
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Literature Review
A brand must express and reinforce the underlying values and personality of the product or
service it represents. A brand is a set of expectations and a promise that those expectations will
be met. The execution of the brand strategy must be devised to apply a specific style, tone and
image that reflects the brand’s core values and attributes on a consistent basis. These brand
attributes are designed to build an emotional connection with the customer and influence how
customers perceive, understand and interact with a business. Evolving brand strategy comprises
the creation, re-positioning and integration of the brand into the company’s customer experience.
Growth requires transition to customer-centric brand marketing; building a brand platform that is
iconic, experience driven, creates a story, instills core values, answers customer needs, delivers
on brand promises and values customer insights. Effectiveness is measured by the ability of the
brand to influence every customer interaction by disrupting the status quo and adding value to
every customer experience. Marketing has had two roles in companies. The first is to influence
customer demand using the marketing mix toolkit. The second is to take a leadership role in
helping companies develop a stronger focus on customers – to create a customer orientation. Out
of several brand aspects, the brand-customer relationship (Aaker, 1995) dimension has been the
focal point of this research study.
In this context, we explore the dimension of Customer Relationship Management. CRM
advances marketing’s mission on both fronts. CRM supports the effort to become more customer
focused and enables companies to create and share deep customer insight within and beyond the
company. CRM can be viewed as an application of one-to-one marketing and relationship
marketing, responding to an individual customer on the basis of what the customer says and what
else is known about that customer (Peppers et. al, 1999). It is a management approach that
enables organizations to identify, attract, and increase retention of profitable customers by
managing relationships with them (Hobby, 1999) and further identifying strategically significant
customers (Buttle, 2001). In the academic community, the terms “relationship marketing” and
CRM are often used interchangeably (Parvatiyar, 2002). The heart of marketing is relationships
and nurturing long term relationships should be the goal of marketing practice (Berry et. al,
2006).
Increased competition reduces brand loyalty making the job of the marketers more complex.
Further, customers also become indifferent to the myriad marketing messages being thrust upon
them. As a result, marketing needs to be more well directed and specific, because customers,
whether consumers or businesses, do not want more choices. Customers have hidden or overt
preferences which marketers can reveal by building a learning relationship. Hence, the study
focuses on developing greater customer centricity in brands. An increasing number of
organizations have specialized in meeting the increased complexity of individual needs. As more
and more consumers gain access to powerful new media and information tools to compare
brands, products and services (Pitt et al., 2002; Hagel and Singer, 1999; Wind and Rangaswamy,
2001; Prahalad and Ramaswamy, 2000), organizations in a range of industries are responding by
developing advocacy-based strategies and practices (Achrol and Kotler, 1999; Sawhney and
Kotler, 2001; Mitchell, 2001: McKenna, 2002; Urban, 2004). As Urban (2004) observes, the
strategy behind customer advocacy is simple. By assisting consumers to find and execute their
optimum solution in a given market, it will be easier for an organization to earn their long-term
trust, purchases and loyalty.
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In the meantime, in the highly competitive business climate, developing and maintaining unique
product features has become hard and costly. Technical progress does not necessarily assure
commercial success or sustainable competitive advantages. Products are becoming more and
more like commodities. According to Naomi Klein, author of the much debated book “No
Logo”, leading companies like Nike, Microsoft and Tommy Hilfiger put brands before products
claiming that they no longer produce things, but images of their brand. What consumers know
about a brand will influence their reaction when confronted with brand-related stimuli (e.g. a
branded product, a brand user, a category). Managing consumer brand knowledge hence
becomes a crucial task for brand mangers (Aaker, 1996; Kapferer, 2004; Keller, 2003). In this
context, we explore the concept of a brand, from a consumer’s perspective. A brand is the
perception of value that a customer believes he receives in purchasing a particular product,
service or experience from a particular organization. Consequently, a great brand effectively
retains customers while simultaneously attracting new ones. Branding is the process by which
companies distinguish their product offerings from competition. Hence it is vital for
organizations to establish a healthy and purposeful consumer-brand relationship. This can be
achieved by building strong customer centric brands.
Strong brands enjoy customer loyalty and a potential to charge premium prices, and considerable
brand power to support new product and service launches. Companies need to have a thorough
understanding of the customer beliefs, behaviors, product or service attributes, and competitors.
According to Keller (2003), consumer-brand knowledge can be defined in terms of the personal
meaning about a brand stored in consumer memory, that is, all descriptive and evaluative brandrelated information. Different sources and levels of knowledge such as awareness, attributes,
benefits, images, thoughts, feelings, attitudes, and experiences get linked to a brand and its
understanding by the consumer. To be effective, a brand needs to resonate with customers
(Aaker and Joachimsthaler, 2000).When a brand faces aggressive competition in the
marketplace, brand personality and reputation of the brand help it distinguish from competing
offerings. This can result in gaining customer loyalty and achieving growth. A strong brand
identity that is well understood and experienced by the customer helps in developing trust which,
in turn, results in differentiating the brand from competition. A company needs to establish a
clear and consistent brand identity by linking brand attributes with the way they are
communicated which can be easily understood by the customers. The brand can be viewed as a
product, a personality, a set of values, and with respect to the position it occupies in people's
minds. Brand identity is everything the company wants the brand to be seen as.
Brand image, on the other hand, is the totality of consumer perceptions about the brand, or how
they see it, which may not coincide with the brand identity. Companies have to work hard on the
consumer experience to make sure that what customers see and think is what they want them to.
Brand identity is “the strategically planned and operationally applied internal and external selfpresentation and behaviour of the company” (Van Reil, 1995 and Blomback, 2005). Brand
identity is a vague but vital aspect of a company and now is considered to be one of the most
important factors in the strategic positioning of products in the minds of the consumers
(Bounfour, 2002). A brand tries to establish a coherent perception of the company for its
different stakeholders and reflects a good corporate reputation in the eyes of the general public
(Hatch and Schultz, 2003). Nevertheless, the single most important public of a brand is its end
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consumers, who are drowning in the overwhelming abundance of brands and brand
communication. Brand identity and image significantly contribute to the degree of customer
centricity of a brand.
Research Methodology
Brand Attributes As a part of the previous study, we conducted a review of literature in the
domain of branding along with related topics such as corporate strategy, brand identity and brand
attributes. The literature review revealed that although there are several studies on brand identity,
there was still a need for a more elaborate operational definition of the concept of customer
centricity with respect to the attributes that define the same in a brand. The research
methodology adopted was primarily exploratory and correlational in nature. 55 Brand attributes
(Table1) were extracted. This was done by using a variant of the UCAV measure, along with a
comprehensive literature review, catering to various dimensions of a brand.
Unique Corporate Association Valence (UCAV) Spears (2006), integrates the quantitative and
qualitative approaches with the specific intent of capturing the primary benefit of the qualitative
approaches-the ability to uncover what an individual really knows about a company-while still
offering quantitative assessment. The measure is straight forward; it asks the respondents to write
words or short phrases that describe the focal company/brand as if they were telling someone
else about the company/brand. The goal is to capture the meaning of the company/brand for the
individual.
We used a variant of the UCAV measure and asked a focus group of 25 respondents to identify
attributes associated with the a set of 8 brands. This was done as part of our earlier research
studies. This helped us to develop an evaluation grid for the purpose of our study.
This evaluation grid was used to link the diverse brand attributes to the functions they perform in
a brand. The same was administered to a set of 200 respondents.
Sampling Strategy Age and gender were used as the stratification variables and the research
instrument was administered to 200 respondents from the database. The data collected from the
respondents was subjected to a factor analysis.
Brand Customer Centricity Determinants For the purpose of the same, an evaluation grid was
developed to extract the Brand Customer centricity determinants as a function of the various
attributes listed. Six functions of a brand, with respect to a consumer’s perspective were
identified from the literature review.
A focus group of participants were asked to rate the functions (Table 2) on a scale of (1-4) and
we subsequently identified the most important brand functions from a consumer’s perspective.
The consumer responses, with 1 being the highest and 4 being the lowest, were used to calculate
factor wise frequencies. These, when compared with the sum total of the composite frequencies
across all factors, yielded the weights for the individual factors. The weights were used to
develop a relative scoring method, to eventually develop a brand customer centricity calculator.
The individual brand customer centricity determinants in the Brand Customer centricity
calculator are listed (Table 2).
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As traditional mass media is overtaken by word-of-mouth and peer review dialogue is fast
becoming the primary driver of consumer attitude and brand choice, consumers are more able to
challenge a company’s brand promise as well as seek out alternatives (Urban, 2004).
Thus, building customer centricity in a brand is one alternative available to organizations in the
wake of the rising vulnerabilities of brands and branding in the face of rising consumer
empowerment. It creates new opportunities for brand-customer dialogue, knowledge creation,
and, critically, provides a new context in which the interests of a corporation and those of its
customers can be more closely aligned.
Methodology Parkinson and Reilly (1979) outlined five decision heuristics which are:
1. Unweighted Linear compensatory
2. Weighted Linear compensatory
3. Conjunctive rule
4. Disjunctive rule
5. Lexicographic rule
For the purpose of our research we have used two heuristics namely, Lexicographic rule and
Weighted Linear Compensatory.
Lexicographic heuristic model
Lexicography heuristics includes the selection of the best brand/product on the basis of its most
important attribute. We combine the lexicographic heuristic model to incorporate consumer
rating of brand attributes, along with the Weighted Linear Compensatory model using weights of
specific brand functions to develop what we term as the Customer Centricity calculator. The
objective here is to define brands on the basis of their attributes and use consumer response to
brands on these attributes as the premise for consumer behavioral and purchase decisions. For
specific products, consumers are asked to rate the product on a particular attribute, based on their
perception. This reflects the positioning of a specific brand on a particular attribute in the
consumer mind space (Table 1).
II. Weighted Linear Compensatory model
We use the weighted linear compensatory model to incorporate weights of individual brand
functions, along with the consumer response on specific brand attributes to develop what we
term as the Brand Customer Centricity calculator. For specific products, consumers are asked to
rate the product on a particular attribute, based on their perception. This reflects the positioning
of a specific brand on a particular attribute in the consumer mind space, which eventually has
significant impact on consumer behavioral and purchase decisions. Each attribute performs a
specific function for the brand. The weight associated with the brand function is multiplied with
the consumer rating on the attribute. The same is repeated for all attributes under the particular
brand function and the Brand Customer Centricity Score is calculated. Weighting and summing
are processes used not only to define rational choices but also rational inferences. (Gigerenzer
and Kurz, 2001).As already seen in literature review, consumers will adopt brands that score
high on Customer Centricity.
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V. Brand Customer Centricity Score (BCCS) =
n
(BCCS) = ∑ (0.21*EC¡ + 0.12*LI¡ + 0.11*EBP¡ + 0.20*CBK¡ + 0.11*T¡ + 0.11*RC¡)
¡=1

Where EC¡, LI¡, EBP¡, CBK¡, T¡ and RC¡, denote the score of a brand on a particular brand
attribute listed under the respective column in table 1. This score can be obtained by further
subjecting a brand to a consumer response survey.
Leading companies seek to build a strong base of loyal, profitable customers who are advocates
for their products and services. Given the vast number of customer interfaces companies have to
manage multiple channels, front-line employees and customer segments-the key challenge is to
create the right buying experiences at the right time in the right way for the right cost. To
complicate matters, customer experiences have emotional characteristics that companies
historically haven’t been good at delivering. The customer experience is more than an analysis of
hard metrics about speed, availability and information. These performance measures are critical,
but real progress in shaping the customer experience will come from addressing the emotional
aspects of their interactions with the products or brands. The key to success is to fully understand
the customers’ needs and emotional expectations. By doing so, companies can build a customerbrand relationship.
Pilot study
A pilot study was conducted to validate the BCCS and explore the possible usage of results for
consumer segmentation. A focus group of 30 respondents was used for the purpose. This pilot
study was conducted for one product brand of Dabur.
Segmentation
Segmentation is a crucial part of the market research tasks and a crucial part of product
positioning and advertising strategy development in consumer markets. The purpose of market
segmentation is to identify the taxonomy of consumption patterns by dividing a market into
several homogeneous sub-markets. Marketers can formulate product-brand strategies or brand
positions, tailored specifically to the demands of these homogeneous sub-markets. Segmentation
divides a consumer market into relevant, manageable and target able segments in order to allow
better tailored offerings to be developed.
Creation of clusters
Data across 6 (functions) and the BCCS scores for all the 30 consumers is used for cluster
analysis to group dissimilar consumers into homogeneous groups with similar traits.
Cluster analysis Cluster Analysis, also called data segmentation, relates to grouping or
segmenting a collection of objects (also called observations, individuals, cases, or data rows) into
subsets or "clusters", such that those within each cluster are more closely related to one another
than objects assigned to different clusters. Hence, objects in a cluster are similar to each other.
73

Apeejay Business Review, Volume 11, Number 1 & 2, January-December 2010

They are also dissimilar to objects outside the cluster, particularly objects in other clusters.
Clustering algorithms function such that intra cluster similarity is the maximum and the intercluster similarity is minimum. Clustering also has applications in the field of marketing
segmentation.
K-means clustering Considering that the BCCS uses the concept of weighting to encode the
relative importance of the brand function variables, we use the Brand Customer Centricity score
to create different consumer segments which can be targeted separately. This is done using the kmeans clustering algorithm, SPSS 16.0. The clustering algorithm is initiated by creating kdifferent clusters and subsequently the distance measurement between each of the sample, within
a given cluster, to their respective cluster centroid is calculated. We use Euclidean distance
measure for our study. After obtaining initial cluster centers, the procedure, (i) Assigns cases to
clusters based on distance from the cluster centers and (ii) Updates the locations of cluster
centers based on the mean values of cases in each cluster. These steps are repeated until any
reassignment of cases would make the clusters more internally variable or externally similar. The
initial cluster centers are the variable values of the K well-spaced observations. The final cluster
centers are computed as the mean for each variable within each final cluster. The final cluster
centers reflect the characteristics of the typical case for each cluster
Results
Four distinct consumer clusters are extracted (Table 4). Maximum numbers of cases are in
cluster 3,(Table 6), a consistent cluster centroid hovers at that position, thus they can be the
primary target segment for the company. The table on distance between final cluster centres,
(Table 7) shows the
Euclidean distances between the final cluster centers. Greater distances
between clusters correspond to greater dissimilarities. Hence, Clusters 1 and 4 are most different
and Clusters 2 and 3 are similar.
The positioning in the target segment can be crafted in numerous ways. The companies can
design well directed marketing efforts and plan their promotional tool kits to cater to the specific
clusters in the segments. The clusters identified here demonstrate measurability, so that segment
size and potential can be measured. In this case, we use cluster performance across specific
brand functions as the premise for positioning the final brand campaign. The consumers in
cluster 1 and 2, (Table 5), represent high consumer brand knowledge but low emotional
connection, so companies can focus their promotional campaigns towards increasing the
emotional quotient in their advertisements, increasing the visual appeal in the advertisements and
focus on consumer engagement strategies, so that the stakeholders form a favorable opinion and
get connected more emotionally by focusing on the brand attributes of generating excitement,
likeability, appeal etc. Similarly, the clusters 3 and 4 represent high emotional connection and
low consumer brand knowledge. Thus the organization should focus on increasing the brand
knowledge of this set of consumers, in order to create a stronger brand value for them. This can
be done by focusing on the delivery benefits, innovative and intelligent features of the brand,
thereby stimulating greater brand loyalty and trust.
Decision and managerial implications
This study investigated and tested the development of the BCCS using the two decision
heuristics, to explore the usage of Brand Customer Centricity scores as the premise for consumer
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segmentation and identification of suitable homogeneous consumer clusters. Clustering the
customers into homogeneous or harmonized segments can lead to a better understanding of
customers, greater competitive responsiveness and more effective resource allocation. By
studying the consumer profiles, aspects of the brand positioning which need strengthening can be
identified separately for respective consumer groups and brand campaigns can be created
focusing on strengthening the appropriate brand function, for each consumer group.
Limitations
The study is based on the variation seen in the heterogeneity of the responses of the respondents.
Future Research Directions
The issue for the marketers is to ensure that their brand falls in the consumer’s choice sets and
occupy his mind space. In addition to the development of strategies to identify and respond to a
particular cluster, marketers should consider the link between the positioning strategies and the
consumer’s decision making process. Brand positioning therefore represents a trade-off between
matching the positioning of the major brands and taking advantage of the salient attributes where
our brand has an advantage in the suitable consumer cluster. Further research is needed to
address the issue of validation of the BCCC (Brand Customer Centricity Calculator).
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Annexure
Table 1: Linking Brand Attributes and Brand Customer Centricity Determinants.
My Life style My Perception
and Image
(LI¡)
(EBP¡)
(EC¡)
• Active
• Glorification • Brand
Engagement
of
"MY" Visibility
Personality
• Advertising and
• Dynamic
Jingle
• Visual
• Imaginative
Appeal
• Appealing
• Meaningfulness
• Wholesome • Price
• Attitudinal
attachment
• Recognition
• Behavioral
• Recognition of
Loyalty
Logo
• Believable
• Stands
for
•
Captivating
something
• Cheerful
• Empathy
• Excitement
• Intense
• Likeable
• Mesmerizing
• Sensorial
Experience
• Spirited
Emotional
Connection

Responsible
towards
Customer
(RC¡)
(T¡)
•
Admirable
• Approachable • Corporate
values
• Authentic
•
Association
of celebrity
• Sense
of
• Durability
Community
•
Delivery
• Global Image
benefits
• Service
• Honest
oriented
•
Dependability • Relevant
• Serviceability
•
Innovative
• Reliability
• Social
•
Intelligent
• Trust
Approval
•
Popular
• Social
•
Product
Responsibilit
performance
y
of
the
•
Sophistication
organization
of the product
• Sustainability
•
Successful
•
Superiority
•
Tough
•
Unique
•
Up to date
Consumer
Brand Trust
Knowledge (CBK¡)

Table 2: Brand Customer Centricity Determinants
Determinants
1
2
3
Emotional Connection (EC¡)
68 2
0
My Life Style and Image (LI¡)
13 15 20
My Perception (EBP¡)
11 12 21
Consumer Brand Knowledge (CBK¡) 59 7
4
Trust (T¡)
14 15 16
I feel in sync with the Brand (SWBi)
13 15 18
Responsible towards Customer (RC¡)
11 16 20
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4
0
22
26
0
25
24
23

Respondents
70
70
70
70
70
70
70

f
278
159
148
265
158
157
155

Weights
0.21060606
0.12045455
0.11212121
0.20075758
0.11969697
0.11893939
0.11742424
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Table 3 Consumer rating of brand across different attributes

78

Apeejay Business Review, Volume 11, Number 1 & 2, January-December 2010

Table 4
Initial Cluster Centers

EmotionalConn
Lifestyle
Perception
CBK
Trust
Resp

Cluster
1

2

3

4

10.29
1.56
3.85
11.40
3.30
2.86

6.51
.72
2.53
9.20
2.64
2.42

10.92
1.20
2.97
7.60
2.53
1.54

8.40
1.32
2.64
5.20
2.75
2.53

Cluster
1

2

3

4

9.62
1.25
3.43
10.96
3.32
2.60

7.93
.99
2.76
9.25
2.65
2.41

9.66
1.04
2.56
8.07
2.78
2.21

8.61
1.16
2.49
6.33
2.46
2.38

Final Cluster Centers

EmotionalConn
Lifestyle
Perception
CBK
Trust
Resp
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Table 5
Cluster Membership
Case Number

Cluster

Distance

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

2
2
1
2
1
1
3
3
2
3
3
3
3
4
3
3
1
1
3
3
4
2
2
3
2
3
3
4
2
3

1.052
1.463
.508
1.571
1.062
.994
.973
.541
.932
.740
.730
.632
.803
1.218
.925
1.585
1.030
.983
.641
.828
.792
1.317
1.189
1.068
1.295
.689
1.078
.722
1.571
1.653
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Table 6
Number of Cases in each Cluster
Cluster

1

5.000

2

8.000

3

14.000

4

3.000

Valid

30.000

Missing

.000

Table 7
Distances between Final Cluster Centers
Cluster
1
2
3
4

1
2.603
3.097
4.910

2

3

4

2.603

3.097
2.119

4.910
3.019
2.069

2.119
3.019

2.069
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Building Participation, Reciprocity and Trust: Netnography of an
Online Community of APPLE
using Regression Analysis for Prediction
Shirin Alavi*, Vandana Ahuja** & Y. Medury***
Abstract
Online business communities are fast emerging as new organizational tools for Customer
Relationship Management, Marketing, Brand management and for a multitude of other purposes
such as building strong online trust and reciprocity. This study has been conducted to do an
analysis of the Online Community of Apple in detail by using Netnography which is a new
qualitative, interpretive research methodology that uses internet optimized ethnographic research
techniques to study an online community.
Keywords: Online Communities, Netnography, Trust, Reciprocity
Introduction
This paper attempts to explore the role of online communities in B2C spaces in building online
trust, by analyzing the dimensions of consumer participation, longevity of forum presence,
reciprocity and consumer status level in the community. For this purpose studies are conducted
on a set of Online communities of Apple and correlation and regression model is applied for two
product categories of I-pad and I-phone.
Organizations build online communities as part of their Customer Relationship Management
initiatives. Online Trust is positively associated with returns on these CRM initiatives. CRM is
focused on targeted customer segments and effective communication and interaction with these
segments and customers is directly related to Online Trust. As key consumers become opinion
leaders in these consumer communities it is vital for organizations to identify the components
that builds trustworthiness of these individuals. These opinion leaders can be subsequently
leveraged by organizations to build greater value for their communities, brands and products.
Higher the degree of perceived online trust, greater the degree of involvement of other customers
which eventually leads to greater returns and economic benefits for the organization.
Organizations need to study the role of greater consumer participation and reciprocity which
increase trustworthiness of certain consumers.
The results of regression model are used to analyze factors contributing to the growth of trust in
an online community and for finding out the contribution of the independent variable i.e number
of posts to the dependent variable i. e. number of views. The information is subsequently applied
for prediction by analyzing how far the dependent variable depends on the independent variable.
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Literature Review
We now proceed to do a literature review on Online Communities and concepts of Customer
Relationship Management.
Online Community
An online community is a group of people with some shared interest who connect and interact
with each other over time. Relationship of some sort is implied, J. Preece and D. M. Krichmar
(2003).The dawn of the information age found groups communicating electronically rather than
face to face. A computer mediated community uses social software to regulate the activities of
the participants. These are places where people gather to share knowledge, build recognition and
tap opportunities. Initially sensed to be resource pools for value addition, where people ventured
to fulfill their need for self-actualization, participation in online communities and forums started
as a medium for exchange of ideas and information, and now organizations have started using
these communities for marketing through consumer evangelism and support. A web based
communication model utilizes the features of the network for B2C as well as peer to peer
communication. On the Internet, electronic tribes structured around consumer interests have been
growing rapidly. To be effective in this new environment, managers must consider the strategic
implications of the existence of different types of both virtual community and community
participation, R. Kozinets (1999).
Consumers join these forums because of the multifaceted opportunities they provide to members.
Not only do they provide information on products and services and latest promotional schemes,
they are also triggers for innovation. As like minded people converge together, these are new
cliques where organizations can use opinion leaders for evangelism, while harnessing consumer
generated content for product improvement and co-creation. Corporates like Dell have
introduced ‘Ideastorm’ as a virtual interaction centre for consumers who participate in the
development and enhancement of Dell’s products and services by sharing their ideas online.
Enabling interactive electronic dialogue with user communities is one way of getting closer to
the customers.
The demographic composition of the user population has also changed to include people of all
ages, different cultures, educational backgrounds, and experience and technical skills. This has
led to a change in the range of people participating in various kinds of online communities. In
today’s era while some communities require members to have particular skills or qualifications,
there are millions of “open” communities in which anyone with Internet and web access can
participate. As a result the majority of users in these open communities and many others are not
technical people. Today’s online community participants come from all walks of life. Hence
online communities appear to have significant potential for organizations trying to interact and
build relationships with their consumers. Here customer orientation is given a new meaning and
the contents and processes of exchange between companies and customers are reconsidered if
firms want to retain their customers and cooperate with them, S.M. Broniarczyk and K
Nakamoto (2002).What deserves a significant mention is that online communities represent a set
of core values like consumer culture, building consumer perceived value, conviviality, and
strong democracy, thereby building consumer equity and consumer retention.
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There is a concept of empathy and trust prevalent in Online Communities as it is said that greater
similarities amongst people forge better understanding. Furthermore when people discover they
have similar problems, requirements, opinions or experiences they may feel closer, more trusting
and be prepared to reveal even more.
This has a “snowball effect “in that the more people discover that they are similar to each other,
the more they tend to like each other and the more they will disclose about themselves. This is
known as “self disclosure reciprocity” and it is powerful online. The reciprocity can be in the
form of exchanges of the same kind of aid or helping a mutual friend in the network. Even if
reciprocity does not happen immediately it can happen months or years later possibly with
another person in the community. In healthy communities reciprocity is a general and accepted
norm amongst members.
This research attempts to focus on the usage of online communities by organizations for building
relationships with the consumers. By leveraging the content created by the consumers in the
online forums, organizations can form strategies for targeting consumers appropriately, make
alterations to products, improve services and improve consumer retention. We aim to work in the
B2C segment where we shall study a diverse set of organizational and standalone communities.
Work commences with studying some features of online communities which can be useful for
the organizations. This data has been compiled after reviewing literature available in this
domain.
Online Business Communities
In the present scenario many business companies view building online ‘brand’ communities as a
marketing strategy. These companies seek to build a new kind of relationship with their
customers through these communities. Many companies are currently hosting interactive
business-to-consumer (B2C) online community sites organized around their brand, products and
services to create reinforcing, competitively distinct and long lasting relationships with
customers, Mc William (2000).They aim to expand their markets and accumulating detailed
customer profiles for target marketing new and existing products and services. Companies are
often using these business communities to test new product ideas, involve customers in product
development, to monitor customer purchase patterns and to gauge early demand for products.
The Kodak company’s web site has an embedded discussion board that serves as a gathering
place for discussion of photography. The various service providers such as Yahoo and Microsoft
host a large number of online communities to encourage traffic to their sites where they carry
advertisements.
Core Characteristics & Possible usage of Online Communities
In an online community the members share the same physical space i.e. co-presence and have
access to shared resources. Co-presence breeds kinship amongst consumers. Consumers make
purchases on the basis of opinions of their peers; belonging to the same community enhances
trust in the opinion of others. These members have a shared goal, interest, need or activity that
provides the primary reason for belonging to the community. If organizations seed these
communities with their evangelists (brand propagators) and they are able to become opinion
leaders, they can influence the opinion and decision of entire consumer communities. Members
are engaged in repeated, active participation and there are often immense interactions, strong
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emotional ties and shared activities occurring between participants. Reciprocity of information,
support and services between members is thus obvious. The Online Communities can be used for
Customer Engagement which ultimately leads to Consumer Empowerment. These communities
act as catalysts for strengthening the bond between company and consumer, building long lasting
relationships with the consumer, creating, maintaining and tightening the feedback loop,
identification and resolution of customer issues, creating customer loyalty through personal
investment in order to maintain competitive business edge. These communities allow for greater
interactivity among members giving boost to self-disclosure reciprocity. These communities are
also a useful complement to CRM solutions. They help in more accurate profiling of customers
based on interests and behaviors-thus they can be used to reinforce or manipulate brand image
through better penetration of markets. They have enormous potential to be used as a “test group”
to gauge new products or advertising campaigns. Last but not the least, these communities help
companies to design a path for growth and change.
Customer Relationship Management
CRM or Customer Relationship Management is an enterprise wide initiative that belongs to all
areas of an organization, D. Singh and D.P., Agrawal (2003). It reflects the comprehensive
strategy and process of acquiring, retaining, and partnering with selective customers to create
superior value for the company and the customer.
The Goals of CRM are1. Build long term and profitable relationships with chosen customers.
2. Getting closer to those customers with every point of contact with them, G .Shainesh and J.
Sheth (2006).
CRM is an enterprise wide approach to understanding and influencing customer behavior
through meaningful communication to improve customer acquisition, customer retention,
customer loyalty, and customer profitability. CRM can be viewed as an application of one-to-one
marketing and relationship marketing, responding to an individual customer on the basis of what
the customer says and what else is known about that customer, Rogers Peppers and Dorf (1999).
. It is a management approach that enables organizations to identify, attract, and increase
retention of profitable customers by managing relationships with them, J. Hobby (1999) and
further identifying strategically significant customers, F. Buttle (2001).
.
In the academic community, the terms “relationship marketing” and CRM are often used
interchangeably, A.Parvatiyar and J. Sheth (2002).The heart of marketing is relationships and
nurturing long term relationships should be the goal of marketing practice, L.L. Berry and E.
Wall (2006). Five macro environmental factors responsible for the growth of relationship
orientation in marketing, J.N Sheth and A Parvatiyar (2000) included-Rapid technological advancements, especially in the field of information technology.
-The adoption of total quality programs by companies.
-The growth of the service economy.
-Organizational development processes leading to the empowerment of individuals and teams.
-An increase in competitive intensity leading to concern for customer retention.
Increased competition reduces brand loyalty making the job of the marketers more complex.
Further, customers also become indifferent to the myriad marketing messages being thrust upon
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them. As a result, marketing needs to be more well directed and specific, because customers,
whether consumers or businesses, do not want more choices. They want exactly what they want,
when, where and how they want it, and technology now makes it possible for companies to give
it to them, P.B. Joseph, D. Peppers and M. Rogers (1995).
Customers have hidden or overt preferences which marketers can reveal by building a learning
relationship. Earlier, marketers were attempting to interpret consumer needs on the basis of their
buying behaviors. Now with the arrival of consumer generated media, which I discuss in the next
section, marketers have another avenue to learn about the consumer. The objective is to keep the
consumers satisfied and keep them loyal towards the company or brand. CRM, which has also
been described as ‘information-enabled relationship marketing’, L. Ryals and A.F.T. Payne
(2001) comprises processes used by organizations to manage consumer relationships which also
include collecting, storing and analyzing data, and is often termed as data-driven marketing.
CRM attempts to provide a strategic bridge between information technology and marketing
strategies aimed at building long-term relationships and profitability. This requires ‘informationintensive strategies’, R. Glazer (2002).
For decades, businesses tried to determine what their customers wanted using focus groups that
offered feedback about how well customers liked certain products. As the business world got
more complex and markets became more competitive, the kind of information that could be
gleaned from focus groups became inadequate for most businesses. They didn’t provide enough
information, nor was the information valuable after a product was already released.
Realizing the limitations of focus groups and similar marketing practices, companies decided
that they needed to know more about who their customers were, how they interacted with the
company, and how the company could reach out to customers in a meaningful way. This idea of
getting a “360-degree view” of customers was a nice concept, but it was never really achievable
within the limited spectrum of marketing and communication tools that were available Wright J
(2006). This is where interactive marketing had a vital role to play.
Marketing has moved from a transaction-based effort to a conversation and Interactive
Marketing can be defined as the ability to address the customer, remember what the customer
says and address the customer again in a way that illustrates that we remember what the
customer has told us Deighton (1996) The collaborative web is evolving as a significant
interactive marketing tool and the ability to remember what the customer has said is made easier
when we can collect customer information online and communicate with the customer easily
using the connectivity provided by the internet.
The posts and reviews help in increasing the organizational brand equity as the consumer
perception for a product varies and depends a lot on the discussion on these communities. The
online communities have more discussions about the competitor’s products also and about new
features which increase the perceived value by stakeholders which can be utilized for the growth
of the company.
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Participation, Reciprocity and Online Trust are important functions of CRM:
Reciprocity It represents a pattern of behavior where people respond to friendly or hostile actions
with similar actions even if no material gains are expected. Furthermore when people discover
they have similar problems, requirements, opinions or experiences they may feel closer, more
trusting and be prepared to reveal even more.
This has a “snowball effect “in that the more people discover that they are similar to each other,
the more they tend to like each other and the more they tend to disclose about themselves. This is
known as “self disclosure reciprocity” and it is powerful online. The reciprocity can be in the
form of exchanges of the same kind of aid or helping a mutual friend in the network. Even if
reciprocity does not happen immediately, it can happen months or years later, possibly with
another person in the community. In healthy communities reciprocity is a general and accepted
norm amongst members.
Online Trust Online Trust is positively associated with returns on CRM initiatives because CRM
is focused on targeted customer segments and effective communication and interaction with
these segments and customers is directly related to Online Trust. Thus we can conclude by
saying that higher the degree of online trust, greater the degree of involvement of the customers
which eventually leads to effective Customer Relationship Management. The degree of trust
dependence in CRM may be driven by customer power and the influence of competitive
intermediaries among other factors. Finally, higher levels of participation and reciprocity which
are the functions of CRM are also the consequences of online trust.
Participation The incentives offered by online communities can lead to higher levels of
participation.
Research Methodology
Netnography used for this paper is a new qualitative, interpretive research methodology that
uses internet optimized ethnographic research techniques to study the online communities.With
the help of Netnography the Online Community research can be done by either actively
integrating the members of the community or passively monitoring the community and
integrating the gathered information, knowledge and ideas into the new product development
process, Kozinets, Robert V. (2002).
One of the main benefits of this methodology is the possibility to access unfiltered unbiased
information from very experienced and highly involved users, due to the huge amount of
conversations and the vivid online dialogue regarding consumer products marketing and
innovation. Managers are able to obtain deep insights into the everyday problems experienced by
consumers and their solutions to those problems.
One of the main expectations of this new technique of research methodology is to utilize a huge
number of consumer statements for qualitative analysis, to get unobtrusive and unbiased original
consumer statements and to get access to specialized user groups.
The following steps and procedures are included in a typical Netnography Research, M. Bartl,
Steffen Huck, Stephan Ruppert (2009).

87

Apeejay Business Review, Volume 11, Number 1 & 2, January-December 2010

1. Definition of Research field: It includes the definition of the field of innovation as
well as the systemization of topics, trends, markets and products which are of major
interest. The operating result of the first step is an extensive mind map that contains a
classification and structured set of topics which are used as starting point to define
search strategies for the identification of adequate online sources.
2. Identification and selection of Online Communities: The aim of the second step of
Netnography is to identify communities and internet sources where users ex-change
relevant information on the defined research area. For this purpose general online
search engines, meta search engines and specific online search engines that focus on
blogs, groups, communities are used. Having identified and sighted often a couple of
hundred relevant online sources for Netnography the researcher has now to select the
communities which can be probed in for further in-depth analysis. There exist a
number of appropriate and well proven qualitative and quantitative criteria which
support the researcher in the selection procedure. Qualitative criteria include e.g.
“topic focus”, “data quality”, “language type”, “interaction type”, “profile editing”.
Quantitative criteria include criteria such as “number of messages”, “frequency of
usage”, “member activity”, “data quantity” or “interaction level”.
3. Community Observation and Data Collection: In this step the selected online
communities are observed by the researcher who immerses in the community. This is
accomplished by extensive reading with focus on conversations which are recent,
extensively corresponded to, referenced and frequently viewed from the community
members. While before the emergence of the internet it was necessary for the
researcher to participate in the considered group, nowadays Netnography enables
observation and analysis of the consumer communication without active participation.
Hence the approach is a way to unobtrusively study the nature and behaviour of
online consumer groups. The analysis is conducted in the natural context of the
community and thus is free from the bias which may arise through the involvement of
the researcher or experimental research setting.
4. Data Analysis and Aggregation of consumer insights: The “thinking” about the
“noticed” and “collected” online consumer statements is part of the fourth step of
Netnography. In this step the aim is to look for patterns and relation-ships within and
across the collections of consumer statements and to make general discoveries about
the subject matter of research. Therefore the researcher compares and contrasts the
collected consumer records in order to discover similarities and differences, build
typologies, or find sequences.
5. Community Insights Translation into product and service solutions: The
Netnography process typically does not end with the generation of insights. A major
challenge is to transfer the obtained insights into innovative product and service
solutions. The implications of the results could be for product, brand, target group as
well for the process of communication e.g. source for product innovations and
product modifications and development of consumer oriented communication
strategies.
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Content Organization
Content Organization on the site is initiated to enable consumers to view relevant content in
order to induce greater consumer participation and for creating and maintaining value laden
relationships with current and potential customers. The typology of content that attracts greater
consumer interest and generates subsequent engagement by soliciting participation and
involvement through comments needs to be identified to enable organizations to post content in
accordance with consumer receptivity. The Online community of Apple- Apple Discussions
(http://discussions.apple.com/category.jspa?categoryID=204) was used for our study and data
(Table I) was collected for the study.
The content in Apple Discussions is organized as follows:
Forum Categories: Categories represent a collection of topical forums as well as other
categories, and are used to
organize forums. Most categories are generally defined by a
product name, such as "iPod," "iMac," or "Mac OS X v10.4 Tiger." The Apple Discussions
Forum has 42 product categories.
Forum: Forums are the areas where individual discussions take place. The discussions are
displayed as a list of topics.
For example, if a consumer is looking for conversations about
searching their Mac with Spotlight, they can click the Mac OS X v10.4 Tiger link on the
Discussions homepage, and then click the Spotlight link in the resulting Tiger page to visit the
Spotlight forum.
Topics: Topics refer to the actual topics of discussion, each of which consists of messages
displayed as a conversation.
Messages: Messages are the individual posts made by community members. If a consumer clicks
a topic to view a discussion, they will see messages posted by other members.
Replies: Replies are posts made in response to other messages and are organized in a flat or
threaded manner. For example, if someone posts a question in a topic, other members may post a
reply to that question.
Participation and Reciprocity in the Apple’s Online Community
When a community member posts a question as a topic starter, other members can post an
answer in reply. An answer can be just some hints or helpful information to help the poster solve
an issue. The originator of the topic can mark such a reply as a "Helpful" post. A small yellow
star appears next to that reply and the person who posted the reply is awarded 5 points.
If a community member posts a specific answer, that provides a solution to the original poster's
issue, the originator marks this reply as a "Solved" post. A large green star appears next to that
reply and the person who posted the reply will be awarded 10 points.
Only the original topic poster has the option to mark replies as either Helpful or Solved or to not
mark a reply at all. The originator can also end the discussion by marking the topic as
"answered," which displays a green star at the top of the topic page to let everyone know that the
topic contains valid helpful information.
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If a participant replies to another member's question topic, they are eligible to receive points
from that member, though this is at his or her sole discretion. The originator has the option of
marking a reply as either Helpful or Solved, which will add points to the respondent's account.
These points, in turn, increase a member's ranking (status level) in the community over time. A
member receives 10 points for each reply that a member marks as "Solved" and 5 points for each
reply that a member has marked as "Helpful." The reward system helps to increase community
participation. When a community member gives a reward to another member for providing
helpful advice or a solution to his or her question, the recipient's points will help increase his or
her status level within the community. Members can see their status level by Forum, Category, or
at the main Community level.
Status Level

Point Range

5

50,000+

4

8,000 - 49,999

3

1,000 - 7,999

2

150 - 999

1

30 - 149

Based on literature review, we proceed to define online trust as a function of consumer
participation, reciprocity and longevity of forum presence.
Online Trust =f (Reciprocity, Participation, Longevity)
Variable definitions:
We define the following variables:
(i) No of Days: It represents the total number of days spent by a consumer in the online
community of Apple from the date of registration till 1st Aug 2010. This is indicative of
longevity of community presence.
(ii) No of Posts: It represents the volume of messages created by the community members. This
is considered as a measure of Participation.
(iii) No of views: It represents the no. of times a participant post is viewed by other members.
This is indicative of trustworthiness of the participant.
(iv) No of points: It represents the status level of a member in the forum category or at the main
community level. These points are earned by replying to another members’question topic. This is
considered as a measure of Reciprocity.
The Pearson correlation coefficient was calculated amongst the different variables for both the
products (Table 2 and 3)
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Using Regression analysis for Prediction
An attempt was made to fit a regression model to the data collected from the Online groups of
ipad and iphone and a significant linear relationship was observed in the case of iphone between
posts and views. An R square value of 0.966 was observed in the case of iphone. Approximately
96% of variation in the no. of views was explained by the no. of posts, calculations done across a
set of 10 consumers (Table 5).
As per regression analysis, a random variable Y called a response variable is treated as a linear
function of another variable X called the predictor variable. Thus Y=a+bX, where variance of Y
is assumed to be constant, a and b are regression coefficients which specifies the Y intercept and
slope of line. However a low value of Rsquare does not permit any model fit in the case of ipad
(Table 4). In either of the cases a reasonably strong correlation was observed between no. of
posts and no. of views. Views further demonstrated an incremental growth trend of 0.495 per
unit increase in post.
Results
(i) Significant correlations are obtained amongst no. of days since participant registration and no.
of participant posts.
(ii) High correlation is observed between no. of posts and points and views. The participant
points accumulated are a function of member posting, however a high correlation between
participant participation appears to lead to not only increased reciprocity but also significantly
increased trustworthiness of the community members.
(iii) There is no significant correlation observed between days since registration and views.
(iv)The regression equation for iphone is hence Y=2198.88 + 0.495X, where the expected no. of
views (Y) can be predicted by including the value of no. of posts (X) in the above given
equation.
Conclusions
(i)We consider the no. of times a participant post is viewed as indicative of the trustworthiness of
the participant.
(ii)Longevity of forum presence increases participation.
(iii) Increased participation by virtue of posts results in increased reciprocity, as depicted by
points and subsequently views which are indicative of greater trustworthiness of participant.
(iv) As key consumers become opinion leaders in these consumer communities it is vital for
organizations to identify the components that build trustworthiness of these individuals. These
opinion leaders can be subsequently leveraged by organizations to build greater value for their
communities, brands and products.
Managerial implications and scope for future work
Organizations can use online communities to build greater consumer engagement and
participation. Greater trustworthiness of individuals in a community is a function of greater
reciprocity and participation. While high degrees of consumer participation can be achieved by
increased longevity of forum presence, of vital importance is the accumulation of points by
individual members. A higher status level is indicative of greater value associated with the
opinion of the individual member. Identification of these consumer opinion leaders and
leveraging them as consumer evangelists for the organization is vital from an organizational
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perspective. This is a pilot study conducted on two product communities of Apple. The entire
process can be repeated for a greater no. of product communities for better validation.
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Annexure
Table 1: Data for product categories I-pad and I-phone (as on July, 2010)
S.
No
.

Categor
y

1

iPad

2

iPad

3

iPad

4

iPad

Consumer
(Top Users in
the Category )

Allan
Sampson
red555

Jim
VanLeeuwen

Dt
of
joining/
registratio
n

No of
Days
since
joine
d

Status level

Point
Range

Total
No. of
posts

Total
posts
online

No. of
views

5/12/03

2603

Level 5

87510

6228
5

50145

1080

3/27/10

128

Level 3

1065

2123

2123

865

12/31/04

2015

Level 4

13005

8713

8710

620

7/31/00

3605

Level 5

10542
0

6350
6

35444

615

8/28/07

1057

Level 3

1265

1374

1374

505

10/6/00

3539

Level 4

49680

3146
5

24762

480

11/8/01

3147

Level 3

2335

4822

4482

455

Dave Sawyer
5

iPad
Craig Brady

6

iPad
Tom Gewecke

7

iPad

Graham
Outterside
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8

iPad

4/30/10

95

Level 2

425

880

880

425

10/7/01

3178

Level 4

8975

7940

6251

345

1/26/04

2349

Level 3

1645

2297

2226

330

2603

Level 5

87630

50264

1533

Level4

30740

1048

Level4

20050

2769

Level4

11780

6240
4
1806
9
2268
8
2211
0

22,07
4

3376
5
1302
5
1261
0
1002
5

368

Level4

8300

7795

7795

8270

1125

Level4

8165

10084

7420

8/3/07

1082

Level3

7780

1008
4
7429

7429

7140

9/2/05

1773

8650

7296

7296

5040

12/31/04

2015

Apple
Employee
s
Level4

13050

8754

8751

5850

2/8/05

1977

Level3

4780

6780

6779

4685

lllaass
9

iPad
Ian Parkinson

10

iPad
jaxjason

11

iphone

12

iphone

13

iphone

14

iphone

15

iphone

16

iphone

17

iphone

18

iphone

5/12/03
Allan
Sampson
neuroanatomis 5/2/06
t
roaminggnom 9/7/07
e
11/26/02
Tamara
wjosten

7/27/09

Brett Johnson 6/20/07
DaVBMan
Jason L

19

iphone

20

iphone

Jim
VanLeeuwen
Lawrence
Finch
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18069
22688
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Table 2: Correlation for I-pad
Correlations
Days

Days
1.000

No_posts
.552
.098
10
1.000

Pearson Correlation
Sig. (2-tailed)
N
10.000
No_posts
Pearson Correlation
.552
Sig. (2-tailed)
.098
N
10
10.000
Points
Pearson Correlation
.553
.995**
Sig. (2-tailed)
.097
.000
N
10
10
No. of views
Pearson Correlation
-.161
.550
Sig. (2-tailed)
.656
.100
N
10
10
**. Correlation is significant at the 0.01 level (2-tailed).

Points
.553
.097
10
.995**
.000
10
1.000
10.000
.502
.139
10

No_views
-.161
.656
10
.550
.100
10
.502
.139
10
1.000
10.000

Table 3: Correlation for I-phone
Correlations
Days

Days
1.000

No posts
.513
.129
10
1.000

Pearson Correlation
Sig. (2-tailed)
N
10.000
No posts
Pearson Correlation
.513
Sig. (2-tailed)
.129
N
10
10.000
Points
Pearson Correlation
.437
.960**
Sig. (2-tailed)
.207
.000
N
10
10
No views
Pearson Correlation
.385
.983**
Sig. (2-tailed)
.271
.000
N
10
10
**. Correlation is significant at the 0.01 level (2-tailed).

95

Points
.437
.207
10
.960**
.000
10
1.000
10.000
.982**
.000
10

No views
.385
.271
10
.983**
.000
10
.982**
.000
10
1.000
10.000
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Table 4: Regression Model for I-pad
Model Summary and Parameter Estimates
Dependent Variable: No.
of Views
Model Summary
Equation R Square
Linear

.302

Parameter Estimates

F

df1

df2

Sig.

Constant

b1

3.463

1

8

.100

475.435

.005

Coefficients
Unstandardized Coefficients
Model
1

(Constant)

B

Std. Error

3989.306

707.177

Points
.338
.023
a. Dependent Variable: No. of views

Standardized
Coefficients
Beta
.982

t

Sig.

5.641

.000

14.836

.000

Table 5: Regression Model for I-phone

Model

R

R Square

Adjusted R Square

Std. Error of the
Estimate

1

.983a

.966

.961

1686.54386

Coefficientsa
Unstandardized Coefficients
Model
1

(Constant)

B

Std. Error

2198.881

782.346

No_posts
.495
.033
a. Dependent Variable: No_views
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Standardized
Coefficients
Beta
.983

t

Sig.

2.811

.023

14.997

.000
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Impact of Quarterly Earnings Reports on Stock Returns:
A Test of Semi-strong Form Efficiency in Indian Discourse
A. Shanker Prakash* & Prateep Upadhyay**
Abstract
We propose measures of public information that incorporates the share price and investigates the
efficiency of 15 individual returns of cash segment in stock market. This paper probes how
‘quickly and accurately’ the stock returns get revised upwards or downwards as a result of
release of Quarterly Earnings Reports. The test is riveted towards the only changes in the
residual return, that is, by ignoring the changes in the other components of the return, the impact
of market movement on the returns is abrogated. The earnings announcement of corporate bodies
protrudes to the price of stock return. This explores the concept of semi-strong form of
efficiency, where the information dissemination fully and immediately responds to share price
return. The notion of semi-strong form of efficiency firmly holds the fact that abnormal return
must be close to zero (0). The data used for the study are abstracted from the S&P CNX Nifty of
official website of national stock exchange of India for the period from January 1, 2008 to
December 31, 2009. The methodologies used for the study are Cumulative Average Abnormal
Return (CAAR) and Average Security Return Variability (ASRV) for the periods both before
and after the zero date. The zero date is the date on which price-sensitive information has been
released. The tool used for conducting the above test is relied on neural network based regression
model to predict the expected returns.
Keywords: Quarterly Earnings Reports, Zero Date, neural network based regression model
Introduction
The stock market is dynamically influencing the economy as a whole. The stock market involves
the active participation of investors who have sufficient reliability over the stock market trading
activities. The richness of the patterns the stock market displays may lure investors into hoping
to “beat the market” by using or extracting some bits of informative hedge. However, the stock
market is not a ‘Casino’ of playful or foolish gamblers rather the stock market activities are the
results of rationally a deep insightful players who can judge correctly a bit of information
available at their hands instantly and accurately. It is primarily, the vehicle of fluid exchanges
allowing the efficient function of allocation of capital. Trading activities in the stock market is
extremely sensitive owing to the formidable function of stock market that it efficiently allocates
capital through setting prices which reflect the legitimate values of securities traded. Stock
market being described as a barometer of the economy, has been attracting considerable attention
especially during the post reform period (in general) per se. in an economy like India, efficient
allocation of scarce capital and encouragement of foreign investment are both of vital
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importance. The success of increasing adaptation of liberalized policies and increased
liberalization of the economy will depend on the presence of an active and efficient stock market.
At the backdrop of changeable demand and supply conditions and emanation of real time
information about companies, industries and economy, one of the primary functions of stock
market is perpetual price discovery and revaluation of financial assets traded in the market. It has
been well documented in the financial literature that stock markets do response to changes
influencing the companies and industries in specific and the economy in general. However, an
important issue is how efficient the stock market is in response to such changes. The concept of
market efficiency has been one of the most dominant themes in financial research for explaining
the share price behavior and the increasing globalization of financial markets has given impetus
to this concept in emerging markets as well. In the contexts of stock markets, the term
“efficiency” has been used in a rather restricted sense to reflect only the informational efficiency
at such markets. In a broader sense, market efficiency is reflected either in operational efficiency
or informational efficiency, both of which amount for the interactions and responsiveness of
varieties of diverse market activities persuaded by market participants.
Fama, balkanized the whole efficient market hypothesis (EMH) and their concerned test of
hypothesis into three sub-hypothesis hinging on the set of information acquired such as (1) weakform EMH (2) semi-strong form EMH and (3) strong form EMH. Weakly efficient markets were
defined to be markets in which past price provide no information about future prices which
would allow a short term trader to earn a return above what could be attained with a naïve buyand hold strategy. In the semi-strong form, the information impounded is assumed to include not
only that given by all past share prices which are of course public knowledge, but all publicly
available information relevant to share price. Market’s reaction to such publicly information is
very swift. In lieu of above two forms of efficiencies, the third one form of efficiency propose
the share price on behalf of privately leaking information and in general referred to as strong
form of efficiency. Inefficiency in the market exists when investors envisage such information
before it is formally announced and earn abnormal returns. Therefore, this study intent to
investigate the impact of public information for the instance of earning declaration by testing the
semi-strong form of efficiency to draw inferences on the efficiency of stock market through
market-adjusted abnormal return.
Literature Review
Srivastava (1968) unveiled that the notion of share price behavior is not significantly influenced
by retained earnings. The result of the analysis suggested that there were no significant influence
of retained earnings on share market prices for the period covering from 1960 to 1962.
Obaidullah (1992) vetted the adjustment of stock prices to the announcement of bonus issues by
examining the semi-strong efficiency of Indian stock market. For this study the author had the
sample size of 75 bonus issues that covered the period from 1987-89. To reach at his conclusion
he used naïve method of proportional adjustment and residual analysis method. The result
supported the semi-strong form of EMH.
Rao and Geetha (1996) solved one major egress whether India is tuning to what form of
efficiency for a period from April 1991 to March 1994. Their study focused on weak-form, semistrong form and possible anomalies in informational efficiency. As in result they showed that the
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Indian stock markets are efficient to first two forms of the tune. There was clear existence of
weak form efficiency in the market whereas in regard to semi-strong form, it evinces that there
was delay in stock price adjustment about 3 to 4 weeks ahead.
Thomas and Shah (2001) corroborated the stock market response to the union budget regarding
the informational efficiency, the budget as an economy policy package and as well as
implications for portfolios and trading. The data consisted of 4,673 observations of daily returns
from Indian Stock Market index over the period from April 04, 1979 to June 11, 2001. The result
excogitated that the stock market is fairly efficient in response to Union Budget. Babu and
Selvam (2006) examined the informational efficiency of capital market with regard to quarterly
earnings released by the banking sector companies. The result of the study showed that the
Indian capital market for the banking stocks, in general, are efficient, but not perfectly efficient,
to the announcement of quarterly earnings (comes with positive earnings change information)
and ineffectual for the negative earnings change information.
Ansari and Mahmood (2007) studied the market efficiency with respect to price-earnings ratio.
They analyzed the market for the period 2005. The paper reflected the fact that PE ratio anomaly
is non-existent in India as the lowest portfolio earned the lowest returns. The findings also
suggested that there was limited or absent predictive power of PE ratios in explaining crosssection returns. Furthermore, there was no relationship found between beta and return. Malhotra
et al. (2007) examined the stock market reaction and liquidity changes around the bonus issue
announcement of the chemical companies in India. The period used for the study ranges from
January 2000 to January 2006 the analysis is done through the use of standard event study
methodology. The result of their study showed that bonus issue announcement yielded negative
abnormal returns around the announcement date implying that there was persistence of semistrong form of EMH.
Raja, Sudhahar and Selvam (2009) tried to study the Semi-strong efficiency in the Indian market
in relation to stock split announcement. Their study showed the fact that the securities prices
reacted to the announcement of stock splits and they concluded that the market is efficient one
but not perfectly efficient to the announcement of stock split. Thus many studies have been
conducted to test the semi-strong efficiency of the market for events, where stock splits, right
issues, bonus issues, earning announcements and share price adjustment in response to budget
were the vital issues. However, prior research could not explain the exact period to say probable
effect of announcements in the share price.
Research Methodology
This paper is aimed to test the market price of share in response to date of declaration of
accounting information empirically. The rationale of studying the paper is to analyze the
situation how quickly any information dissemination meliorate the behavior of different
communities. To fortify our assumptions the studies is done in eight different window periods
with respect to the facility of electronic interface introduced by NSE for public listed companies.
The facility of electronic interface means to announce all those important corporate actions and
reports in the site of NSE in lieu of their own site. With the availability of electronic interface the
information is quickly responding to the market. The prime objective of the study is to examine
the information content of the quarterly earnings announcement made by the companies. In other
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specification the study is aimed to examine the speed with which the quarterly earnings
information are instantaneously and unbiased mannerly impounded in the share price. To carry
out the above fortified objectives the study is best fitted in the linearly based artificial neural
network model where we found the linear normal return of daily share prices of tested company
by using market model throughout window period. To console the study of above objectives we
framed two set of hypothesis and tested the sample companies.
Set-I. For testing Average Security Returns Variability (ASRV) null and alternative
hypothesis are as follows
H0: Security prices do not react to quarterly earnings announcement i.e. ASRV = 1.
H1: Security prices react apparently to quarterly earnings report i.e. ASRV >1.
Set-II. For testing Average Abnormal Returns (AAR) null and alternative hypothesis are as
follows
H0: There is no reaction and hence the abnormal returns are zero. To aver, AAR = 0.
H1: There is either positive or negative reaction to the announcement of quarterly earnings. To
aver, AAR ≠ 0.
Data for the study
The event of the study is earning announcement for the period from 2008 to2009 were taken
from a sample frame of current constituents of S&P CNX Nifty. The ‘event day’ for each
company is taken as the date of ‘Board of Directors Meeting’ in which the decision to declare the
earning reports were taken. In the quarterly earnings reports we have chosen all the four quarter
announcements for the study, thus we have 8 window periods for the analysis.
Event Date and Windows
Public announcement date of accounting information (earning reports) is considered as zero date.
The zero date is the date on which price-sensitive information has been released. For the study,
the event window construed in respect of zero date giving a total of 50 observations by taking 19
days observation prior to zero date and 30 days observation after the announcement.
Methodology
The daily returns were calculated for both individual securities as well as market index using the
following equation
P −P
Ri,t = t t − 1
P
t −1
Where, Ri,t = Return on Security i on day t
Pt = Closing Price of the security on day t
Pt-1 =Opening Price of the security on day t.
For the statistical models, the assumption that returns are jointly multivariate normal and
independent and identically distributed through time is imposed. This distributional assumption
is sufficient for the constant mean return model and market model to be correctly specified.
Although, there are different models for computing expected returns. Despite of all those models
the famous model is market model which is widely used by researchers.

100

Apeejay Business Review, Volume 11, Number 1 & 2, January-December 2010

In this study, we used the market model to manifest expected return on a stock given in the
following equation:
Ri,t = αi + βiRmt + εit
Where, Ri,t = observed daily return for the security ‘i’ on day ‘t’
αi = intercept for the security ‘i’
βi = beta factor for the security ‘i’
Rmt = observed daily return for the market index for the security ‘m’ on day‘t’
εit ~ iid (0, σ 2 )
The parameters of the market model have been estimated for 3 years pertaining to the sample
study. Our study used analysis for the period from 2008-09 whereas the parameters of the market
model have been determined for the period from 2007 to 2009 on daily return basis, to have
compounded effect on the parameter of the market model. The alpha (α) and beta (β) of each
sampled stock is exhibited in the following table 1:
The above parameters of the regression model were gratified into the artificial neural network
based regression model with respect to the return of market index. The outcomes of neurons
were compared against the actual returns of the sample companies daily share price returns. A
neural network generally consists of three different layers viz. input layer, hidden layer and
output layer. This architecture can be of only one layer or comprised of several more layers.
Each neuron is connected having certain level of weight with one unit in a layer to that of
another unit in the other layer. The mathematical connotation for the activity of neurons can be
well represented as:
p

Vk = f ( ∑Wkj X j +Wk0); k =1, 2, 3…..L (Wk0 is bias term which is zero or any other number)
j =1

In the above model of one layer ANN that has L cells, all fed by same input signals xj and
produce one output per neuron Vk. The pictorial representation of functioning of neural network
can be depicted in figure 3. Where ‘θ’ is known as threshold which controls the firing (output)
of neuron.
The abnormal returns of the company were calculated by getting the difference of expected
returns over actual returns. Then these calculated abnormal returns were averaged for their
respective quarters for a particular sample company. To serve the purpose of our study, we
cumulated all the available average abnormal returns (AAR) for their respective lags known as
Cumulative Average Abnormal Returns (CAAR). The significance of CAAR is tested through tstatistics. The reaction in the security prices to the announcement of an information item is
studied in this paper with the help of Security Returns Variability (SRV) model. SRV model can
be calculated as the square of abnormal returns to the variance of abnormal returns of window
period. Further, SRV for the entire quarters were averaged to yield the Average Security Returns
Variability (ASRV). The significance of reaction in ASRV is applied using t-statistics on the
value of (ASRV-1).
Analysis
Above table 2 depicts the analytical values of ASRV as well as CAAR. ASRV is showing how
efficiently, the information regarding corporate action (in our case earning announcement)
impound in share price returns. In an informational efficient market the ASRV is expected to be
one. If the ASRV is greater than 1 shows the significant reaction in the security price. The mean
ASRV during the window period of 50 days is 1.00075. During the event day the ASRV is 60
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percent greater than the average and on the day 1 the ASRV is 88 percent. Alas, the t-test clearly
indicates that the prices of the securities are not significantly reacted to the announcement,
particularly the day surrounding to the event day. With the help of above testing of ASRV, it can
easily be inferred that there is fast flow of information in security prices leaving no scope for
investors to gain abnormally.
The CAAR shows the relationship between the magnitudes of change in earnings to that of price
change. The CAAR is expected to be zero in case of semi-strong form of efficient market. As
regards to the CAAR, it is assumed that it should be zero before the announcement day and then
shift to a positive level right after the event and remains at that level in an efficient market. In
this study we found that the CAAR is close to zero as -0.00986 and remains close to zero up to
the announcement date. The shift to a positive level right begins a week later to the
announcement date. On 6th day of post announcement period this magnitude of CAAR is about
0.050127 that arose to around 0.096429 on 20th day of post-announcement period. The
insignificant CAAR on the day of earning announcement signifies that the investors could not
gain with respect to their adherent information of earning announcement. The following figure
provides a clue that returns on share price is quickly adjusting to the information date which is
pre-decided date so that the investors became much cautious to that of their trading rules leading
CAAR towards zero.
Conclusion
The main thrust of the study is to examine the efficiency of stock market returns for accounting
information viz. earning report. To establish the reliability of the results, the study used market
model fitted into the artificial neural network abnormal return model in two different ways- the
ASRV and the CAAR for window period of 50 days. The result of the study support that the
stock market is efficiently performing leading towards no scope for investors to earn positive
abnormal returns. In this study, it was observed that public announcement of earning reports has
an insignificant impact on investors’ behavior while selecting securities. On zero date CAAR is
around zero while ASRV is nearly one (1). CAAR increased substantially from 6th to 20th of
post-announcement window period.
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Annexure
Figure 1: Event Window Considered for the Study
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Figure 3: CAAR around Public Announcement Date
Table 1: Parameters of Regression Coefficient
S.N. Name of the Company
1
ABB Ltd.
2
Bharat Petroleum Corporation Ltd.

Alpha (α)
-0.00186
-0.00053

Beta (β)
0.597906
0.39279

3

GAIL (India) Ltd.

-0.00095

0.620059

4

Hindalco Industries Ltd.

-0.0019

0.98735

5
6

Idea Cellular Ltd.
Infrastructure Development Finance Co. Ltd.

-0.00381
-0.0017

0.748346
1.075939

7
8

I T C Ltd.
Mahindra & Mahindra Ltd.

-0.00096
-0.00036

0.422712
0.654583

9

NTPC Ltd.

-0.00106

0.596096

10

Oil & Natural Gas Corporation Ltd.

-0.00084

0.682019

11
12

Ranbaxy Laboratories Ltd.
Steel Authority of India Ltd.

-0.00142
-0.00097

0.496246
1.017548

13

Siemens Ltd.

-0.00175

0.660473

14

Unitech Ltd.

-0.00334

1.20527

15

Wipro Ltd.

-0.00126

0.653739
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*10% significant, **5% significant and ***1% significant.
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A Study of Innovative Funding Strategies for Indian Companies
Puja Bhardwaj* & Divya Y. Lakhani**
Abstract
Raising finance is now not an issue because of the steady growth and expansion of equity and
debt market in India. However, raising funds intelligently is a matter of interest to all. The
sources of funds have to be according to the requirements. Modern day business organizations do
not rely only on the conventional sources of finance like equity, preference, debentures etc.
Many of them are opting for innovative sources of finance like project finance, versatile bonds,
Flexi rate bonds, Special Purpose Vehicles to name a few. Another concept which has emerged
with force is Networking Funding. If funds are required for one department then why should the
whole company bear that burden, that department should be given the autonomy to raise its own
funds and made accountable for it. This paper examines various facets of innovative funding
strategies for Indian companies across different sectors such as Automobiles, Pharmaceuticals,
Infrastructure, Information Technology, Banking and FMCG.
Keywords: Financial re-engineering, Project Finance, Versatile Bonds, Special Purpose
Vehicles
Introduction
Businesses are witnessing an increasing alignment of business operations with financial
strategies in recent times. One of the key questions that business enterprises seek to explore is
where to raise finance. Running a business is not only restricted to raising finance, its success
also depends on how effectively that money is utilized, in other words efficient financial
management.
Financial management is about making financial decisions namely; financing decisions (Raising
Finance), investing Decisions (Allocating Finance) and Dividend decisions (Distribution of
Profit). Apart from determining the sources of finance, it also includes how to acquire funds at
lowest possible cost and judicious mix of various sources in the capital structure. The second
dimension to this aspect is financial engineering.
Financial engineering is aligning products, systems, people, brands and technology with financial
structuring, financial control system, financial benchmarking, and financial quantification of
every qualitative business variable. Applying innovation to this concept is called financial
reengineering. The changing and challenging business environment has forced companies to
bring innovation to existing concepts and updating their tools and techniques. This has led to the
era of financial re-engineering. Opening up of economy and availability of global resources has
enabled companies to choose from various options of financing; traditional sources like equity,
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preference shares, debentures, bank finance et all and innovative sources like junk bonds,
versatile bonds, project finance, special purpose vehicles, Foreign currency convertible bonds,
venture finance, off-balance sheet financing etc..
In-depth research has been carried out on traditional sources of finance but alternative sources of
finance are still untouched. Through this research paper an effort is made to see the type and
penetration of innovative sources of finance used by the Indian companies. The paper also
throws some light on the gap between theoretical concepts and practical applicability of
innovative sources of finance. The study also focuses on the concept of networking funding
(segments within the company given the autonomy to raise their own funds) which puts the
financing decisions to the upper level of strategic paradigm.
Research Methodology
Objectives of Study
• To study the funding strategies;
• To study the re-engineering techniques adopted by the business firms;
• To study the penetration level of networking funding.
Motivation of Study
The research study focuses on studying the financial strategies of growth sector companies as
they are set to grow in terms of markets, sales, and volume. To sustain the increased scale of
operations huge funds are required. This entails that the management needs to concentrate its
efforts on existing sources of finance as also to tap the innovative sources of finance.
Scope of Study
The sectors which have registered high growth rate in last year have been chosen for research
purpose comprising of the following:
• Automobiles
• Pharmaceuticals
• Infrastructure
• Information Technology
• Banking
• FMCG
Key companies representative of these sectors have been chosen for research purpose.
Companies from pharmaceutical sector include Ranbaxy Laboratories Ltd, Sun Pharmaceutical
Industries Ltd., Unichem Laboratories Ltd., Panacea Biotec Ltd., Piramal Healthcare, Cipla,
Matrix Laboratories, Wockhardt, Biocon, Dr Reddy’s Laboratories, Aventis Pharma and Abbott
India. Automobile companies included in the study are Ashok Leyland, Maruti Suzuki India,
Bajaj Auto, Eicher Motors, Hero Honda, Hindustan Motors, HMT Machine Tools, Mahindra and
Mahindra, Swaraj Mazda, Tata Motors and TVS Motors. IT companies chosen for the study are
Hexaware Technologies, Mindtree, Patni Computer, Persistent Systems, Tata Consultancy
Services, Techmahindra, Zensar Technologies, Infosys Technologies and Wipro.
Britannia, Colgate Palmolive, Dabur India, Emami, Godrej Consumer Products, Hindustan
Unilever, Gillete India, Jyothy Laboratories, Nestle India, Nirma and Vadilal Enterprises are the
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FMCG companies chosen for the study. Axis Bank, Bank of Baroda, Bank of India, HDFC
Bank, State Bank of India, ICICI Bank, IDBI Bank, Bank of Maharashtra, Union Bank of India
and Andhra Bank are taken for study from banking sector. Infrastructure companies that are part
of this study include Ansal Properties & Infrastructure, BSEL Infrastructure Realty, Era Infra
Engineering, Gammon Infrastructure Projects, GTL Infrastructure, Reliance Power and GMR
Infrastructure.
Collection of Data
The data is collected from:
1) Annual reports of companies
2) Books and magazines
3) Internet
Tools of Analysis
The analysis is done through Ratios namely debt equity ratio and Percentage analysis
Limitation of Study
The scope of the analysis is restricted to key companies which have pan India presence. The
unorganized sector and small scale companies are not considered for the research purpose.
Data Analysis
Funding Strategies The analysis has been done for various sectors on percentage basis. For the
better perspective of funding strategies, the sources have been divided into the traditional sources
and other sources of finance. The traditional sources which include shareholder funds,
debentures and bank finance have been analyzed in Part (A). Other sources which include
FCCBs, ECBs and Deferred Sale Tax Loan have been discussed in Part (B).
Sector-wise analysis is provided as under:

Pharmaceutical Sector In pharmaceutical sector eleven leading companies were selected to
analyze the funding structure. The major source of finance for pharmaceutical industry is through
the owners’ equity i.e. 74.22% of the funds requirement. 14.31% of the funds were raised
through banks, 1.64% through debentures and the balance 9.83% was contributed by others. It
can be concluded that though the debentures are considered as one of the prominent sources of
finance, it is not the most commonly used method by the companies. The reason can be
attributed to ‘Still in Infancy Stage’ debt market in India.
Information Technology For the analysis of capital structure strategies in IT sector, nine
prominent Indian companies were selected. As per the average figures of selected companies,
89.89% of the funds have been contributed by the shareholders, 6.50% through Banks and the
rest 3.61% through other sources. Out of the nine companies selected for the study it was found
that four companies have 100% owners’ equity. This shows the preference of the investing pubic
to shares offered by these companies. As a result of this none of the companies have raised funds
through debentures.
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Automobiles Sector Analysis was carried out on 11 growth companies for automobile sector. In
the automobile sector net worth is 62.68% of the total funds raised. Other sources of funds are at
a higher rate of 23.39% of the overall funds requirement as compared to other sectors. Bank
finance is at 11.62% and debentures stands at a miniscule 2.41%. Swaraj Mazda Ltd has raised a
phenomenal 69.53% through banks for its fund requirement.
Infrastructure Sector Data was available for only seven companies for infrastructure sector and
all the companies were taken for analysis. 56.94% of the funds have been raised through
proprietors’ equity. Of the seven companies, two companies, Gammon Infrastructure Projects
Ltd and Reliance Power Ltd, have 100% owners equity and BSEL Infrastructure Realty Ltd has
97.63%. Remaining companies have raised a good amount of funds through bank loans and other
sources. It can be deduced from the analysis that for this sector also, equity is the favored mode
of raising finance.
Banking In total ten banks (both public and private) were selected for the study of funding
strategies in banking sector. Demand, savings bank and term deposits account for 47.47% of the
funds mobilized by the banks. Deposits of branches stand at 43.32% and borrowings at 4.38%.
Shareholders have contributed 4.82% of the total funds raised by the banks.
FMCG Eleven companies from FMCG (including food processing companies) were analyzed for
studying traditional sources of finance. Nearly 80% of the funds are provided by the
shareholders, bank finance accounted for 11.21% and balance 8.82% was contributed by others.
None of the companies had issued debentures and shows higher reliance on the owners for fund
requirement purpose.
Of the six sectors analyzed, it was found that three sectors namely, pharmaceutical, IT and
FMCG had more than 75% contribution by shareholders and the balance through debt. These
sectors have relied more on their shareholders and together with bank finance accounted for less
than 10% from other sources of finance. Automobile sector has raised around 23% of funds from
sources other shareholders and banks, while it is 14.5% for infrastructure sector. Thus the two
sectors are tapping a wide range of sources in their financing strategies.

Debt -Equity Ratio IT industry has the lowest debt-equity ratio among all the sectors.
Infrastructure industry’s DER stands at 0.7563 which shows that debt is 75% of the owners’
equity. The leverage effect will be considerable and help in raising the shareholders equity. It
can be concluded that the firms are still not tapping the debt markets for raising money. Using
debt in the capital structure help companies increase the value of firm (gearing on equity)
without diluting the ownership. It is recommended that companies should resort to debt finance
for further expansion or operational purposes. There is a tremendous scope for the debt market to
be tapped.
Innovative Sources of Finance
In first part of data analysis an effort was made to study the composition and proportion of
traditional sources of finance in the capital structure of the selected companies. This section is
devoted to analyze the innovative sources of finances. For the purpose of analysis the innovative
sources have been divided into two categories; alternative sources of finances and new sources of
finances.
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Alternative Sources of Finance are the sources which are not of recent origin but do-not fall into
category of traditional sources of finance as well. Foreign Currency Convertible Bonds/Notes,
External Commercial Borrowings, Deferred Sale tax loan are taken as the constituents of
Alternative sources of finance. Out of other sources only FCCBs, ECBs and deferred sale tax
loan have significant proportion across the sectors. So, only these three sources have been
discussed in detail.
Foreign Currency Convertible Bonds It is a type of convertible bond issued in a currency
different than the issuer's domestic currency. In other words, the money being raised by the
issuing company is in the form of a foreign currency. A convertible bond is a mix between a debt
and equity instrument. It acts like a bond by making regular coupon and principal payments, but
these bonds also give the bondholder the option to convert the bond into stock.
These types of bonds are attractive to both investors and issuers. The investors receive the safety
of guaranteed payments on the bond and are also able to take advantage of any large price
appreciation in the company's stock. (Bondholders take advantage of this appreciation by means
warrants attached to the bonds, which are activated when the price of the stock reaches a certain
point.) Due to the equity side of the bond, which adds value, the coupon payments on the bond
are lower for the company, thereby reducing its debt-financing costs. FCCB accounts for 79.60%
of the other sources of finance in Pharmaceutical sector, 40.53% in Automobiles and 0.78% in IT
sector. Infrastructure and FMCG do not tap this source.
External Commercial Borrowings External Commercial borrowing (ECB) is a term used to refer
to commercial loans availed from non-resident lenders with a minimum average maturity of 3
years in the form of bank loans, buyers credit, suppliers credit, securitized instruments (e.g.
floating rate notes and fixed rate bonds).
A company is free to raise ECB from any internationally recognized source such as banks, export
credit agencies, suppliers of equipment, foreign collaborators, foreign equity-holders,
international capital markets etc., but offers from unrecognized sources are not entertained.
ECB can be accessed under two routes, Automatic Route and Approval Route. Under the
Automatic Route, the approval of Reserve Bank of India (RBI) or the Governments approval are
not required. However, in case of doubt regarding eligibility under the Automatic Route,
applicants may take recourse to the Approval Route. The maximum amount of ECB that can be
raised by an eligible borrower under the Automatic Route during one financial year is USD 500
million. NGOs engaged in micro finance activities have been permitted to raise ECB up to USD
5 million during a financial year for permitted end-use.
IT and FMCG sector draw heavily from ECB wherein they raise 85.96% and 58.77%
respectively of other sources of funds, automobile sector raises 14.83% and pharmaceutical
sector 2.97%.
In India, ECBs have suffered in view of the adverse economic conditions coupled with the
regulatory hurdles; a quick look at statistics shows that the quantum of ECBs accessed through
the automatic route (that is, without prior RBI approval) fell drastically, from $1.104 billion (Rs.
5,508.96 crore) in October 2007 to $321 million in October 2008. RBI has tried to address the
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problems faced in the realm of ECBs by announcing a number of steps to liberalize the policy.
These steps include increasing the all-in-cost ceiling (the all-in-cost ceiling is the total amount
including interest, fees and expenses, except certain specified fees and expenses, per loan)
allowing rupee expenditure from ECB proceeds, and so on.
From April to December 2006, ECB flows were USD 9 billion and from January to March 2007,
ECB flows have been close to USD 13 billion, this reflects the rise in commercial borrowing by
corporates and other institutions and the liberalized policy of the Government towards borrowing
from overseas source. The corporate world has begun to rely on ECB as a source for raising
funds and although the government needs to check arbitrage opportunities for borrowing from
overseas yet it has to facilitate commercial borrowing for the growth of Indian economy.

Deferred Sales Tax Loan If the company is not able to make sales tax payment as per the
schedule, then the company can apply for the sales tax deferment with Department of Sales Tax.
Sales tax officer evaluates the proposal and grants the payment to be made in installments. The
unpaid amount at the end of the financial year is considered as deferred sales tax loan. Sales tax
deferral loan is 10.31% in automobile sector, 2.45% in pharmaceuticals and 0.07% in FMCG
sector. It is very less in the case of FMCGs as it has a high liquidity on account of low operating
cycle and can easily pay off its sales tax obligations on time. In case of infrastructure companies,
sale of products are not there as such, so, question of sales tax does not arise. Same logic can be
applied to IT companies. There are some product based IT companies which might be paying
their sales tax liabilities as per the schedule.
New Sources of Finance New Sources of Finance are sources which have originated and gained
prominence in last decade. Theoretically new sources of finance include Brand Finance, Vendor
Finance, Venture Finance, Employee Finance, Versatile Bonds, vendor Finance, Dealer Finance,
and Structured Finance. Employee finance indicates their investment in the company’s business
through shares, convertible debentures etc, this has already been included in ESOPS under the
shareholder funds. Brand Finance means raising finance keeping brand value of employees as
collateral. This concept is similar to structured finance. Venture finance means raising funds for
the business based on innovative idea/themes, this does not represent the new source. Against
this background, the study concentrates on the following new sources of finance.
Vendor Finance Bank offers Bill Discounting services to vendors of large Indian corporates,
including priority sector companies. Once the client accepts the bills drawn by the company, they
may be discounted by bank. Discounting rate is linked to the tenor based IBR. Limit is outside
the banking arrangement of the Corporate, and recourse is to the company. In case the client is
not willing to accept a bill of exchange, company can also opt for Invoice Discounting facility.
Bank also offers a range of solutions for funding dealers and end customers. Facilities are offered
on a stand alone basis against collateral as well as through structured transactions. Dealer
financing is an effective tool that meets the funding requirements of dealers at a competitive rate.
It results in a satisfied and loyal dealer network, helps in increasing sales and streamlines
working capital management.
Dealer Finance Dealer Finance services include short-term unsecured finance to procure goods
from corporates. These may be on a non-recourse basis; or, in some cases, corporate recourse by
way of First Loss Deficiency Guarantee. The corporate provides non-financial comforts like Stop
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Supply Letter, Assistance in Recovery & Resale. All payments due to you must be routed
through our accounts.
Dealer financing may be in the form of Bill Discounting or an Overdraft facility. Term facility is
also available for assets, like vending machines, which are required by the company to deliver
the corporates products. These are available to selected dealers of large corporates.
None of the companies under the study have mentioned availing vendor/dealer finance facilities.
Moreover both of these sources are shown under the heading of bank finance and usually
bifurcation is not given in either financial statements or the annual reports of the companies.
It is observed that this type of finance has limited penetration because of requirement of high
credibility and thus can be availed only by big business houses.

Structured Finance Structured finance encompasses all advanced private and public financial
arrangements that serve to efficiently refinance and hedge any profitable economic activity
beyond the scope of conventional forms of on-balance sheet securities (debt, bonds, equity) in
the effort to lower cost of capital and to mitigate agency costs of market impediments on
liquidity.
Structured finance is invoked by financial and non-financial institutions in both banking and
capital markets if established forms of external finance are either (i) unavailable (or depleted) for
a particular financing need, or (ii) traditional sources of funds are too expensive for issuers to
mobilize sufficient fund for what would otherwise be an unattractive investment based on the
issuer’s desired cost of capital.
Securitization seeks to substitute capital market-based finance for credit finance by sponsoring
financial relationships without the lending and deposit-taking capabilities of banks
(disintermediation). The issuer raises funds by issuing certificates of ownership as pledge against
existing or future cash flows from an investment pool of financial assets in the bid to increase the
issuer’s liquidity position without increasing the capital base or by selling these reference assets
to a SPV, which subsequently issues debt to investors to fund the purchase.

Special Purpose Vehicle or Special Purpose Entity A special purpose entity (SPE) (sometimes,
especially in Europe, "special purpose vehicle" or simply SPV) is a legal entity (usually a limited
company of some type or, sometimes, a limited partnership) created to fulfill narrow, specific or
temporary objectives. SPE's are typically used by companies to isolate the firm from financial
risk. A company will transfer assets to the SPE for management or use the SPE to finance a large
project thereby achieving a narrow set of goals without putting the entire firm at risk. SPEs are
also commonly used in complex financings to separate different layers of equity infusion. In
addition, they are commonly used to own a single asset and associated permits and contract
rights (such as an apartment building or a power plant), to allow for easier transfer of that asset.
It is a flexible and efficient source of funding, the off-balance sheet treatment of securitization
also serves to reduce both economic cost of capital and regulatory minimum capital requirements
as a balance sheet restructuring tool (regulatory and economic motive) and to diversify asset
exposures (especially interest rate risk and currency risk.
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Types of Structured Finance
Asset Backed Securitization (ABS) – Fixed income debt instrument whose principal and interest
payments are governed by cash flow generated by underlying asset. Process of distributing risk
by aggregating debt instruments or assets in a pool, then issuing new securities back by the pool.
Asset pool being securitized has a lower default risk than the company itself and therefore if
financed discretely, commands a better rating and tighter pricing. Ratings improvement can also
occur relative to the issuer or the sovereign ceiling rating if the issuer is resident in a noninvestment grade country. By convention ABS is backed by non-mortgage assets.
Mortgage Backed Securitization (MBS) – Specific type of ABS where the debt instruments are
backed by a pool of mortgage loans.
MBS in Asia emulates the United States’ success in securitizing housing loans mortgages (where
fees and interest received are not liquid and loans not negotiable), making them liquid and
marketable
Collateral Debt Obligation (CDOs) – CDOs have been the fastest growing area of structured
finance. CDOs are credit derivative-based
securitization transactions that provide refinancing
through cash flow restructuring and tranche-specific credit risk transfer. Generally, a CDO
represents a form of asset backed securitization (ABS), which converts a large, diversified pool
of exposures into tradable capital market debt instruments (tranches). In a CDO structure asset
managers can increase assets under management while locking in committed funds and
achieving some protection from market value volatility. While cash CDOs are backed by a
collateral of actual bonds and loans as reference assets, whose legal title is transferred to the
purchaser, issuers of synthetic CDOs enlist wads of credit derivatives and various third-party
guarantees to create partially funded and highly leverage investment from synthetic claims on
the performance of designated credit exposures (Shepherd, 2005). CDOs involve either cash flow
or arbitrage mechanisms to either fund expected principal and interest payments or expected
trading and sales activity. CDOs enable issuers to achieve a broad range of financial goals, which
include the off-balance sheet treatment of securitized exposures, reduced minimum regulatory
capital requirements and access to alternative sources for asset funding and liquidity support.
As structured finance is an off-balance sheet method of financing, it does not find mention in the
financial statements of the companies. According to the market estimates liking for structured
finance is increasing rapidly. It is expected to gain strong foothold in coming decade. While
there has been a lot of discussion about the potential of securitization in India, actual deal
activity has not kept pace. While some early adopters like ICICI, TELCO and Citibank have
been actively pursuing securitization, almost all the transactions in the market so far have been
privately placed with a majority of them being bilateral fully bought out deals. Lack of
appropriate legislation and legal clarity, unclear accounting treatment, high incidence of stamp
duties making transactions unviable, lack of understanding of the instrument amongst investors,
originators and, till recently, even rating agencies are some of the glaring reasons for the lack of
activity in the area of securitization in India.

Networking Funding Traditionally concept of capital structure, sources of finance and cost of
finance is related to organization as a whole. But the concept of networking funding suggests that
segments of the companies should be given autonomy and accountability to raise their own
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finances which match the quantum and duration of requirement.
Networking funding Independent funding for each segment of value chain but with combined
advantage to organization.
Investor should be allowed to invest in financial instrument pertaining to one segment.
Ex: Flexi-rate bond issued by purchase dept. or segment –I.
Investor enjoys fractional expose & can treat investment in co. as a portfolio.

Advantages of networking funding:
• Vertical expansion can be facilitated with independent expansion of segments’ financial
structure.
• Co-partnership of vendors & distributors with single segment can offer long term
advantages to
whole enterprise.
• Facilitates valuation of segment.
• Single segment is scrutinized for further fund raising.
• Segmental ROI can be monitored.
• Whole co. as portfolio mix by promoters by varied financial exposures to different
segments.
Penetration of Networking Funding
None of the companies selected for research study have used the concept of networking funding.
The reason of non existence of this concept can be explained through two reasons:
1. The analysis has been carried out by the detailed analysis of financial statements of the
company given in the annual reports. The companies might not reveal such kind of details in
financial statements as these are prepared as per the set format of companies act 1956 which do
not warrant companies to reveal such kind of information.
2. The other reason can be that concept of networking funding requires strong management
control system in place. Management control system in terms of:
• Creating clear cut segments (Responsibility Centres) and demarking their duties/
responsibilities.
• Establishing the performance measures like ROI/RI and EVA.
• Judging performance of responsibility mangers on the basis of how well the funds have
been utilized in the business.
The concept of management control system is still in nascent stage in India and even the big and
successful organizations have failed to design the foolproof management control system. This
explains the incapability of companies to use this concept.
Conclusion
Funding structure of the companies under the study is quite different from what is preached in
text books/theory. Though most of the companies are inclined to use equity financing,
debentures are not seen to have that kind of penetration. Surprisingly out of 50 companies only
Gammon Infrastructure Pvt. Ltd. and TCS Ltd. is found to have raised preference shares for its
fund requirements. It can be inferred that out of traditional sources of finance, equity capital is
the only dominant constituent. Bank finance was also found to have decent share in total
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funding. As for alternative sources of finance, FCCBs, ECBs are components which have a fair
exposure among all the sectors chosen for the study.
Most interesting observations came from analysis of innovative sources of finance. Depth of
exposure of dealer/vendor finance can-not be judged from studying annual reports of the
companies. They are clubbed under the heading of bank finance and the details are not given in
annual reports. Securitization is also an off-balance sheet activity. Therefore, it is not discussed
in financial statements. Another notable point here is that only large corporate houses can resort
to these new sources of finance due to the credibility issues. This coupled with lack of awareness
for such sources describe the reasons for low penetration of new sources of finance.
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8
9
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12

Ranbaxy Laboratories Ltd
Sun Pharmaceutical Industries Ltd
Unichem Laboratories Ltd
Panacea Biotec Ltd
Piramal Healthcare Ltd
Cipla Ltd
Matrix Laboratories Ltd
Wockhardt Ltd
Biocon Ltd
Dr Reddy’s Laboratories Ltd
Aventis Pharma Ltd
Abbott India Ltd

Total

Others

Bank
Finance

Debentures

Shareholder
Fund

References
Ghosh, T. P. (1999). Innovations in asset-backed securities. Indian Express, 31 March, 1999.
Accessed from http://www.financialexpress.com/fe/daily/19990331/fex31002.html
Jakhotiya, G. P. (2008). Strategic Financial Management. New Delhi: Vikas Publishing House
Pvt. Ltd.
Jobst, Andrew A. (2005). What is Structured Finance? Working Paper, September 2005.
Modak, Anand (2001). Securitization: A boon for investors and borrowers. Investime,
September 2001 accessed from http://www.valuemoney.com/new/sec.pdf
Sridhar, V. (2002). Securitization in India: Opportunities & Obstacles. Discussion Paper, IIM
Calcutta.
Annexure
Table 1: Funding pattern of the selected companies in pharmaceutical industry for the year
2008-09
S.
Name of Company
No

54.17
99.54
95.32
49.09
54.90
82.23
57.30
34.85
89.35
89.15
100.00
100.00

16.16
7.16
-

17.56
0.46
4.68
11.06
28.94
16.38
36.18
25.82
6.59
10.06
0
0

28.26
39.85
1.39
6.52
32.17
4.06
0.80
-

100
100
100
100
100
100
100
100
100
100
100
100

74.22

1.64

14.31

9.83

100

INDUSTRY AVERAGE

Table 2: Funding pattern of the selected companies in IT industry for the year 2008-09
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7
8
9

INDUSTRY AVERAGE

Debentures

98.12
79.19
99.97
100.00
99.70
100.00

20.54
-

0.01

Total

Hexaware Technologies
Mindtree Ltd
Patni Computer Systems Ltd
Persistent Systems Ltd
Tata Consultancy Services Ltd
Techmahindra IT Services and
Telecom Solutions
Zensar Technologies Ltd
Infosys Technologies Ltd
Wipro Ltd.

Others

1
2
3
4
5
6

Bank
Finance

Name of Company
Shareholder
Fund

S.
No

1.88
0.27
0.03
0.29
-

100
100
100
100
100
100
100
100
100
100

100.00
100.00
70.55

18.88

10.57

89.89

6.50

3.61

1
2
3
4
5
6
7
8
9
10
11

Ashok Leyland Limited
Maruti Suzuki India Limited
Bajaj Auto Ltd
Eicher Motors Ltd
Hero Honda Motors Ltd
Hindustan Motors Ltd
HMT Machine Tools Ltd
Mahindra and Mahindra Ltd
Swaraj Mazda Ltd
Tata Motors
TVS Motors Company Ltd

63.95
92.65
54.36
98.35
97.98
59.39
89.11
56.49
30.47
48.16
47.21

INDUSTRY AVERAGE

62.68
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3.38

13.96

2.41

1.75
0.64
7.22
0.69

Total

Others

Bank
Finance

Debentures

Shareholder
Fund

Table 3: Funding pattern of the selected companies in Automobile Industry for the year
2008-09
S.
Name of Company
No

9.94
3.01
3.61
69.53
22.81
18.87

30.92
6.71
38.42
2.02
30.67
7.88
25.94
29.03
33.93

100
100
100
100
100
100
100
100
100
100
100

11.62

23.29

100
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1
2
3
4
5
6
7

Ansal Properties & Infrastructure Ltd
BSEL Infrastructure Realty Ltd
Era Infra Engineering Ltd
Gammon Infrastructure Projects Ltd
GTL Infrastructure Ltd
Reliance Power Ltd
GMR Infrastructure Ltd
INDUSTRY AVERAGE

48.93
97.63
32.85
100.00
26.92
100.00
34.99

7.14

2.65

56.94

2.01

7.96
-

19.60
2.34
36.09
42.27

Total

Others

Bank
Finance

Debentures

Shareholder
Fund

Table 4: Funding pattern of the selected companies in the Infrastructure Industry for the
year 2008-09
S.
Name of Company
No

43.05

43.93
2.37
23.10
73.08
62.36

100
100
100
100
100
100
100

26.58

14.49

100

Demand
Deposit

Savings
Bank Deposit

Term
Deposit

Outside
India

Within
India

Outside
India

15.74
3.18

8.54
3.58

8.88
10.54

22.96
33.59

39.54
37.55

0.83
10.16

1.04
0.78

2.47
0.61

100
100

3.35
4.83
3.63

3.13
9.39
6.94

9.49
11.52
12.42

34.53
26.23
27.14

39.63
47.12
44.49

7.51
0.01
2.01

0.93
0.24
0.23

1.42
0.65
3.14

100
100
100

6.72
3.38
2.35

28.25
3.99
4.67

5.53
1.97
12.72

20.98
34.37
31.34

28.02
40.34
48.74

1.42
-

1.37
14.44
0.10

7.70
1.50
0.07

100
100
100

3.01

4.54

9.84

33.44

47.72

0.10

0.22

1.11

100

2.95

4.22

10.86

32.92

48.00

-

0.72

0.34

100

4.82

9.59

9.74

28.14

40.76

2.57

1.46

29.92

100

Within
India

Total

Shareholder
Fund

Table 5: Funding pattern of the selected Banks for the year 2008-09
Deposits
of Borrowings
S.
Name of Bank
branches
No

1
2
3
4
5
6
7
8
9
10

Axis Bank
Bank of
Baroda
Bank of India
HDFC Bank
State Bank of
India
ICICI Bank
IDBI Bank
Bank of
Maharashtra
Union Bank of
India
Andhra Bank

INDUSTRY
AVERAGE
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Britannia Industries Ltd
Colgate Palmolive India Ltd
Dabur India Ltd
Emami Ltd
Godrej Consumer Products Ltd
Gillete India Ltd
Hindustan Unilever Ltd
Jyothy Laboratories Ltd
Nestle India Ltd
Nirma Ltd
Vadilal Enterprises Ltd

INDUSTRY AVERAGE

Debentures

97.04
97.75
84.16
40.03
89.51
100.00
83.00
99.95
100.00
69.64
94.19

-

2.70
15.51
23.84
10.41
16.97
11.65
1.62

0.26
2.25
0.33
36.13
0.08
0.01
0.05
18.70
4.18

100
100
100
100
100
100
100
100
100
100
100

79.97

-

11.21

8.82

100

Table 7: Debt – Equity Ratio of 5 sectors for the year 2008-09
Sector
Automobiles
FMCG
Infrastructure
Information Technology
Pharmaceutical

Debt – Equity Ratio = Long term Debt
Shareholder Funds
0.5954
0.2504
0.7563
0.1125
0.3474
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Total

1
2
3
4
5
6
7
8
9
10
11

Bank
Finance

Name of Company
Shareholder
Fund

S.
No

Others

Table 6: Funding pattern of the selected companies in FMCG Industry for the year 2008-09

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21

Foreign Currency Convertible Bonds
0.78 79.60
(FCCB)
External Commercial Borrowings – ECB
85.96
2.97
Sales Tax Deferral Loan
2.45
Lease Finance
4.72
0.06
Fixed Deposit
2.16
Security Deposit
Trade Deposit
Inter Corporate Deposit
Foreign currency Loan
Translation Gain
Shares in Joint Venture
Loan from Financial Institution
5.48
Other Loan
8.45
7.24
State Government Loan
CSIR Loan
0.09
0.01
DSIR Loan
0.03
Zero Coupon Convertible Bonds - ZCCB
Commercial Paper
Advance from Clients
Buyers credit
Bills Discounted
100.00 100.00
TOTAL
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-

40.53

FMCG sector

Automobile
sector

Pharmaceutica
l sector

Information
Technology

Table 8: Break up of other sources of funds for the year 2008-09
Sr. Other Sources of Funds
No

Infrastructure
sector
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-

- 14.83 58.77
- 10.31
0.07
3.09
0.22
0.68
8.95
0.07
0.01
1.41
2.71
6.72
36.85
2.96
1.78
0.42
4.55
54.39
2.85 27.07
0.56
6.72
8.49
2.17
1.01
1.81
100.00 100.00 100.00
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Book Review

Essays on Restoring Values in India
Restoring Values: Keys to Integrity, Ethical
Behaviour and Good Governance
Edited by E. Sreedharan & Bharat Wakhluu
Price: Rs 395

Pages: 228

Year of Publication: 2010
ISBN-13: 9788132104759
SAGE India New Delhi, India
‘Restoring Values: Keys to Integrity, Ethical Behaviour and Good Governance’ is a compilation
of papers presented during two-day national conclave on restoring values organized by
Foundation for Restoration of National Values in 2008. The conclave aimed at developing a
holistic perspective on the crisis of declining values and to focus attention on the aspects needed
by civil society to bring about a nation-wide restoration of ethical values. Almost fifty eminent
thinkers comprising some of the country’s ethical leaders drawn from diverse fields and
representing many institutions and organizations deliberated on the occasion. Many of the
articles contained in the book were presented and debated at the event. Contributors to this
collection come from a wide range of fields including those of spirituality, bureaucracy, politics,
administration, judiciary, policing and academia.
In their essays, Swami Bhoomananda Tirtha, A.P.J Abdul Kalam, T.V. Kunnnunkal, and Arun
Wakhlu all provide a “spiritual-ethical” perspective. Swami Tirtha’s address at the summit,
“Nationalise Your Minds and Hearts,” provides the road map of the foundation: a) as an
inculcational step, to have a national educational syllabus to impact national values disassociated
from religion, b) on the enforcement side, to institute a sovereign, autonomous national value
restoration council, and c) to act as the intelligence eye of the council, creating an ethical
surveillance corps comprising minds who will not swing for money, power, position or influence
and who will detect and warn about value violations and thereby prevent their occurrence.
Former President of India and recipient of the highest civilian award of Bharat Ratna, Abdul
Kalam in his thought-provoking article, “Possible Solutions for Nurturing National values,”
reiterates the power of righteousness in the heart. Quoting from a Tamil classic, Kalam stresses
that honesty encompasses every sphere of life and is characterised by total sincerity, absolute
integrity and undiluted efficiency in thought and action. In his article, “The Rebirth of Indian
Society,” Father Kunnnunkal, former chairman of CBSE and the National Open School and a
Padma Shri awardee, expresses grave concern over the ethical meltdown in society and
advocates the creation of a national movement for the regeneration of the country. He states that
shabd (word) has a special and deep meaning in Indian culture and spirituality; he proposes three
words: satyam (which finds a place of honour in the hearts and minds of the majority of Indians),
dharma (especially in the context of absence of norm and value-based regulation and patterns of
life) and yoga (in the context of relationships becoming a major casualty). Similarly, Wakhlu, an
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international facilitator in Wholesome Leadership and Inner transformation, in his article
“Remembering Our Wholeness,” expresses the view that restoration of value-based behaviour in
people is nothing more than awakening them to their real and whole self. Ethical actions are full
of joy, peace, creativity, service and excellence.
In another set of articles, some bureaucrats engage thetopic of ethics and society, and the urgent
need for transforming the nation through ethical thought and action. Arun Maira, who has held
senior positions in the Tata Group and is presently a member of the Planning Commission, in his
article, “Igniting the Truth Within” referring to the Satyam saga, makes a passionate plea that
independent directors, besides providing functional expertise, must also provide a moral check
that is built into the system of corporate governance to warn others when promoters and
managers fail in their responsibilities to stakeholders including society. He adds that the Satyam
story highlighted the need for leaders with values.
Similarly, E. Sreedharan, who has been conferred Knight of the Legion of Honour by the French
government and is a Padma Bhushan awardee, in his article, “Public Administration in India,”
laments corrupt and self-serving politicians, bureaucrats and other public authorities and makes a
determined plea for leadership committed to ethical practices. Reposing faith and hope in the
youth, he says that those entering administrative fields should take a pledge to assiduously
nurture the basic qualities for successful life - punctuality, integrity, good values, professional
competence and a commitment to the good of the society.
N. Vittal, a former bureaucrat and Central Vigilance Commissioner, in his article, “Designing a
Value Based System for Dispensing Justice,” pays kudos to T.N. Seshan who paved the way for
the Election Commission to emerge as an important instrument in bringing forth greater
transparency and fairness in the conduct of general elections. He advocates the need to protect
‘whistle blowers’ in the context of ‘preventive’ and ‘predictive of maintenance’ of the justice
delivery system as well as the judicial system. He believes that with all the new ideas, there is a
RAMA process (R-resistance, refusal, rejection, A-annoyance, M-mellowing of the opposition
and A-Acceptance).
In his article, “National Values,” Pratyush Sinha, a bureaucrat and Central Vigilance
Commissioner, defines national values as those values that transcend temporal and spatial
dimensions or remain consistently active beyond humanly perceived distinctions of region,
religion, caste. Expressing concern over the lack of integrity in public service delivery, he
suggests inter alia, the formulation of a code of conduct to be disseminated widely and
implemented strictly; building awareness to use provisions of the Right to Information Act,
2005; instituting e-governance for improved transparency, fairness, consistency, efficiency,
accountability and feedback. He casts the responsibility on every citizen of the great country to
work towards reversing the trends that undermine national values.
T.S. Krishna Murthy, formerly Chief Election Commissioner, in his article, “The Need for
Values in a Democracy” suggests measures such as the checking of criminalization of politics,
introduction of negative voting, recall of elected representatives in case of misdemeanor to
improve the quality of legislators and public governance. Dr. Gopal Ganesh, a former bureaucrat,
in his article, “Ethics in Governance” advocates repeal of Article 311 of the constitution of India
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and removal of immunity for members of parliament for corrupt acts as recommended by the
Second Administrative Reforms Commission.
Formerly Chief Justices of India, M.N. Venkatachaliah, K.G. Balakrishnan, and J.S. Verma
reflect on the subject of ethics and integrity from the vantage point of law and justice.
Venkatachaliah expresses disagreement with the Constitutional Interpretation and decision in the
Jharkhand Mukti Morcha bribery case adding that corrupt acts cannot be protected by
Parliamentary privileges and immunity. He asserts that the panacea for all the ills plaguing the
country lies in building national character and restoring a set of national values. Balakrishnan
expresses concern over allegations of corruption in higher Judiciary (who will watch the
watchdogs) and highlights the need for creating a culture of integrity through education at all
levels. Verma quotes John Stuart Mill (the worth of a nation in the sum total of the worth of the
individuals comprising it) and underscores the need for raising the level of national character
through improvement of individual character and finds solace in Mahatma Gandhi (be the
change that you want to see in others).
Likewise, political leaders also contribute to this volume and note the overall need to infuse the
ethical into the political. Lal Krishna Advani, a seasoned political leader, who has held senior
ministerial berths in the Union Cabinet, in his article, “The Critical Role of Leadership in
Restoring Values,” feels that it is not only in politics and among politicians that degradation of
values has taken place. It has permeated almost every sphere of national life and the crisis of
character is indeed a crisis of leadership.
Somnath Chatterjee, formerly speaker Lok Sabha, considers that the downward trend in national
values is visible at every level from the village panchayat to the national parliament and other
constitutional bodies. He notes that the nation is desperately groping for a political culture based
on integrity and a national vision in the parliament. Jayaprakash Narayan, a noted national
politician and a former bureaucrat, perceives that it is not the absence of values that is bedeviling
in the country, but rather that it is the prevalence of values within restricted social groups and not
across social groups that is resulting in nepotism, corruption, criminalisation of politics and
dynastic politics. He feels that reforming political parties and establishing some form of
proportional system will fundamentally alter the incentive structure in Indian electoral politics.
Sankar Sen, formerly Director SVP National Police Academy and the Director General NHRC in
his article, “Integrity in Law Enforcement” suggests improvement in the quality of recruitment,
raising of standards and quality of training, creation of organisational structure which frowns
upon misuse of force and abuse of human rights, insulation of police from extraneous pressures
and influences, avoidance of blame game, civil oversight to improve policing and law
enforcement. D.R. Kaarthikeyan, formerly Director CBI, who also served as Director General
NHRC, lays stress on institutional integrity in a law enforcement agency. Trilochan Sastry,
Professor at IIM Bangalore, advocates bridging the gap in thought and experience between the
elite and the masses, bringing the concerned, informed and connected (to the masses) elite
together, and greater transparency in governance. He advocates an alert elite and informed public
that keeps political leadership under scrutiny to weed out those who want power only to enjoy its
fruits. Madhu Trehan, founding editor of news magazine, India Today in her article, “Making
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Honesty Cool” emphasizes the need for channelising the energies of the youth to build an honest
nation.
This edited collection provides a timely service in documenting the thought of prominent leaders
of society, all of who offer their meditations on the urgent need to place ethical thought and
action at the centre of all spheres of society. Some perspectives from corporate professionals
(N.S. Narayanmurthy, Ratan Tata), and scientists and technocrats, could have added nuance and
made the book even more comprehensive. Overall, the book has wide-ranging appeal for
bureaucrats, politicians, professionals, academia and the youth, and is a productive contribution
to conversations on the topic of ethics and action in contemporary India.
–Akshey Kumar
Apeejay School of Management, New Delhi
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Call for Papers
Apeejay Business Review (ABR) invites original articles, research papers, case studies, and book
reviews from the academics and practitioners in all areas of management and business.
Contributors are requested to adhere to the following guidelines:
Two copies of the manuscript and an electronic version of the same should be submitted.
Articles submitted till 30th April will be considered for publication in June issue while those
submitted till 31st October will be considered for December issue. However, early submissions
are always welcome.
Manuscript should normally not exceed 20 typed pages (approximately 5000 words) excluding
tables, graphs and charts.
The text should be in double space in 12-points size with 1.5 inch margins on all sides on
8.5"X11" (A4) size paper.
The manuscript should be accompanied with an abstract of the article in 150 words along with a
brief autobiographical sketch of the author(s) on separate sheets.
All tables, charts and graphs should be prepared on separate sheets and numbered continuously
in Arabic numerical as referred to in the text. The sources, wherever necessary, should be
indicated at the bottom.
Tables and charts should bear self-explanatory titles. All the tables, charts and graphs should be
placed at the end.
Appropriate citations must be provided in the text while quoting any author.
References should be arranged in alphabetical order and must conform to the following APA
Style sheet.
An abiding condition for publication of an article or research paper in the journal is that the
manuscripts have not been submitted for publication or are published elsewhere.
Send in your contributions to:
Chief Editor, Apeejay Business Review
Apeejay School of Management
Sector 8, Institutional Area,
Dwarka, New Delhi 110075.
Email:abr.asm@gmail.com
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