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Amity Business Review
Vol. 19, No. 1, January - June, 2018

Editor-in-ChiefFrom the Desk of the 

“Everything that is excellent will come when this sleeping soul is aroused to self-conscious activity”
Swami Vivekanand

Education is a gateway to all the opportunities and successes. There exists a big gap between the conventional 
and the contemporary system of education. The main motive of the conventional approach was to pass on the 
values, manners, skills and the social practices to the next generation which was essential for survival. When 
we talk of the conventional approach, the first thing to strike the mind is the Vedic educational system. The 
Vedic education has been the core foundation of India’s culture and rich heritage. Vedic or conventional 
education is a solution to all the problems which we currently find in the world. It emphasized on the 
character building so that the students could become fit as responsible members of the society. Education 
ought to develop man’s ideal nature by endowing morality which would enable him/her to control his/her 
child ego. 

However, the modern system of education has undergone a sea change due to the growing impact of 
technology. The need of the hour is to incorporate the conventional system with the modern system. The 
conventional system has been the root of character building and discipline which trained the young minds 
and prepared them for handling the complexities of life without resorting to the shortcuts of life. Patience is 
the key to higher learning. The biggest challenge in the field of education today is to ignite the young minds so 
that they develop passion towards excellence. 

The Indian Education system is undergoing a sudden massive expansion, where the focus is on the learning 
outcomes. The Government intervention has taken education to a new avenue, opening new doors of 
opportunities for both the educator as well as the students. When education is infused with technology, 
learning is augmented, which deeply impacts a student’s learning experience. Currently the emphasis of the 
Indian government is to drive innovation into the field of Education. Although the trade and Industry was 
liberalized in 1991, the process of liberating the Indian education system is not completed and is still going on 
at a rapid pace.

Connected with liberalization is this issue of globalization of education. As regards globalization of 
technology, it has manifested itself in India. Practically all the leading multinational companies have set up 
their R&D Centers in India. But what about globalization of the Indian education system? What about the 
Indian universities setting up campuses abroad? What about Indian universities hiring foreign academician 
as faculty? The private players are intensively working in this direction. Amity University has tie ups with 
over hundred International Universities, laboratories and Research centers in the areas of student exchange, 
Faculty exchange, Student Abroad Program(SAP), joint research, curriculum development and educational 
tours for the students. Concerted efforts are being made to incorporate the conventional system into the 
modern system of technology driven education. For a country like ours, modern age methodologies can have 
a transformational impact on our society and the economy as a whole. 

India is emerging as a superpower and it cannot function without the support of information and 
communications technology. The gap between demand and supply of higher education has urged the 
government and institutions of the country to formulate policies and initiatives so that it can easily integrate 
with technology. This would enable the students to have an enriching learning experience which will ensure a 
bright future for the country.

I have an ardent hope that you will enjoy reading all the articles in the current issue and will revert with your 
valuable comments.

Sanjeev Bansal

3



INTRODUCTION
Financial market, one of the most volatile markets, 

which quickly absorbs any sensitive market 

information, may be about a firm or economy as a 

whole, by transmitting it in by changes in the stock 

price. Most importantly this market is so sensitive 

that it starts showing the impact of information not 

only after the announcement but quite before the 

announcement. But reaction of each information is 

not same since they differ in timing, magnitude and 

even in direction than expected. Financial economist 

interprets such change by one of the statistical study 

called event study to have an insight on pattern and 

returns on stock prices due to some important 

announcement which may be an abnormal gain to 

some and an abnormal loss to many. But for such 

studies, one must identify events which impact 

either the economy or industry or group of firms 

which has taken place once and that too all of a 

sudden. If event is already known before, then the 

financial market adjusts itself with the event as it 

happens. For this study, the researchers have taken 

the announcement of removal of Cyrus Mistry from 

the chairmanship of Tata Group of Industries on 

November 25, 2016 after a span of 4 years. Being one 

of the largest Industrial groups of India with almost 

30 public listed companies and more than 650000 

employees, the impact of the sudden news is obvious 

in stock prices. In this study, an effort has been made 

to find if market was able to access the impact of such 

an event in short term.

Impulsive nature of stock movements is researched a lot. 

Fundamental analysis  captures all the events in the long 

run. Technical analysis studies the past prices and 

volumes to forecast future price trends. Both, charts and 

fundamentals adjust itself to new information hitting the 

market. 

This study is proposed to map the impact of entry and exit 

of key person in the organization on the stock returns. 

Cyrus Mistry took charge as Chairman of Tata Sons in 

2012 and he was removed in 2016. Investors reacted to 

both in an impulsive manner. Shares of all the listed 

companies of Tata group traded with high volume and 

volatility following thisnews. This study will be studying 

the event of appointment and removal of Chairman (Cyrus 

Mistry) on the stock returns of listed shares of Tata Group.

The eleven listed stocks of Tata group will be taken as 

samples and stock movements will be analyzed for the 8 

trading sessions. Phenomenon of Excess returns will be 

used to study the impact of the event. Paired T-test has 

been employed to analyze the impact on excess return 

before and after the announcement of appointment and 

removal of the Chairman.

Keywords: Cyrus Mistry,Event Study, Excess Returns, 

Tata Group, 
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LITERATURE REVIEW
Financial Market reaction to a new event:  According 

to Fama (1969) any financial market is efficient when 

current prices immediately reflect the new 

information may be in weak from, semi-weak form 

or strong form. But the market efficiency hypothesis 

is challenged by behavioral finance researcher on the 

ground that special inputs are needed from other 

social science perspective, such as psychology and 

sociology which affects the buying behavior of 

investors. Brown (2011) argues that still there is no 

mechanism that drives stock market prices to “fully 

reflect or react” to new information. Malkiel (2013) 

claims that market makes some mistakes due to may 

irrationalities of market participants and due to that 

pricing are not always perfect. Shiller (2003) and De 

Bondt and Taler (1985) concluded that people tend to 

overreact due to new information or events that are 

dramatic and unanticipated.  Davy Ghanem and 

David Rosvall (2014) have used exploratory 

approach to find that for certain categories of Major 

World events (MWE) stock market react differently. 

Financial Market reaction to special events: Different 

studies related to major word events and stock 

market has been conducted it may be any political 

event, financial change, leader change or natural 

disaster. Niederhoffer (1971) was the first to study 

the impact of political event may be assassination of 

political leader or outbreak of war and conclude that 

stock market overreacts initially i.e. 1-2 days and 

then returns to normal after 2-5 days. Guidolin and 

Feerea (2008) has conducted that a study of 30 years 

i.e. (1974-2004) in 4 major countries i.e. in USA, Great 

Britain, France and Japan with a sample of their 101 

internal and inter-state conflicts and found that a 

significant impact on stock market returns due to 

conflicts. Brooks et al. (2005) studied the 1989-90 

unification of Germany in 31 countries with strong 

political and economic relations with Germany and 

these countries were studied during the most crucial 

dates around the unification. Apart from political 

events major financial and economic events are also 

given due importance. Neiame (2012) examined 

how the financial crisis of US in 2007/08 has affected 

the Middle East and north African region and 

conclude that countries with any type of close 

collaboration with USA affected badly. Dimpfl 

(2011) has beautifully examined the relation of any 

information regarding US economy on DAX stock 

price (German Stock Market) which opens one hour 

prior to NYSE (New York Stock Exchange) and 

before opening to NYSE, the DAX Index has already 

reacted.  Chen et al. (1986) presented a well 

e x p l a i n e d  l i n k a g e  b e t w e e n  s y s t e m a t i c  

macroeconomic factors like inflation and Industrial 

Production on NYSE returns and pricing and 

conclude that stock markets are systematically 

exposed to economics news. Naryan and Naryan 

(2012) had conducted a study to know the impact of 

major macroeconomics events in US between 2000 

and 2010 and showed that through the range of 

impact was different in all 7 countries under study 

but every country stock market did have negative 

impact. Impact of natural disaster is still not very 

much explored. But in his classic paper Ramial 

(2013) analyzed the effects of 2004 Boxing Day 

Tsunami on world stock markets and studied almost 

12 countries that experienced natural disaster and 

pointed out that there was no direct link between 

returns on equity portfolios and tsunami. 

Leadership or management change and reaction of 

stocks: Merrill (1984) study is based on how 

American stock market reacts negatively on the 

announcement of presidential illness or death of key 

political person and the result showed that after a 

day is passed the stock market recovers and reaches 

to pre-information level. In their research, Warner et 

al. (1988) showed a significant association between 

poor stock performance and frequency of 

management turnover but find no significant excess 

returns to shareholders at the announcement of 

management change. They also found that an 

abnormal return at announcement is a result of sum 

Amity Business Review
Vol. 19, No. 1, January - June, 2018
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Figure - 1 Descriptive Statistics (Excess Returns)

Tata Tata Tata Tata Tata Tata Tata Tata Tata Tata TCS
Che Cof Comm Elxsi Global Bev Metal Motors Power Spo Steel

Before Appointment of Chairman

Mean 0.301 0.110 0.162 -0.070 0.061 0.015 -0.048 0.160 0.137 0.095 0.089

S.D. 0.942 1.484 1.199 0.364 0.752 0.877 0.620 0.798 1.086 0.303 0.356

After Appointment of Chairman

Mean -0.391 -0.324 -0.125 -0.142 -0.771 -0.627 -0.258 -0.373 -0.361 -0.005 0.003

S.D. 0.716 0.793 0.841 0.963 0.904 1.530 0.804 0.384 0.769 0.901 0.433

3

Event Study on Appointment and 
Removal of  Chairman: Case of  Tata Group

of information effect and a real effect. It depends 

upon how markets perceive the information. If 

management change suggests that firm’s 

performance was worse than the market had 

realized, the information effect would be negative 

and it the change in interest of shareholders the real 

effect would be positive. Bonnier, Karl-Adam, and 

Robert F. Bruner (1989) had used cross sectional tests 

of effects on a sample of 70 firms making 84 

management decision between 1986 to 1983 to 

analyze excess returns of shareholders at the 

announcement of a change of a senior management.

RESEARCH METHODOLOGY
The principal aim of this study is to test the impact of 

appointment and removal of chairman on the stock 

returns. The recent episode of removal of Cyrus 

Mistry as a Chairman of Tata group is taken as 

sample. Tata group has fourteen companies listed on 

Bombay Stock Exchange (BSE) out of which eleven 

companies are actively traded. These eleven 

companies are taken as sample.

Cyrus Mistry was announced as a Chairman of Tata 

group on 24th November, 2011 and on 25th 

November, 2016 announcement of his removal was 

made. Both the decisions were surprising for market 

participants and analysts. Lots of trading activities 

were generated after these announcements. The 

researchers found it interesting to take the 

opportunity to analyze whether this news enabled 

market participants to generate excess returns. 

Excess returns were termed as actual returns having 

more than the expected returns. Expected returns for 

this purpose were benchmarked to market returns 

(i.e. Sensex returns). The data was analyzed for eight 

trading sessions before and after the announcement 

was made. The date of announcement was 

considered as event day (Day 0).The daily closing 

stock prices before and after ten days of the event 

were considered and taken for analysis. The excess 

returns before and after the announcements were 

tested with Paired T Test as the objective was to test if 

there exists significant difference between excess 

returns before and after the announcement. The data 

w e r e  s o u r c e d  f r o m  B S E ’ s  w e b s i t e ,  

www.bseindia.com.

ANALYSIS AND INTERPRETATION OF DATA
The following section presents the results and the 

discussion. As the question addressing this study is 

to analyze if market could generate excess returns 

following the news of appointment and removal of 

Chairman, the analysis and interpretation is divided 

into two parts. A) Analysis of Excess Returns on 

Announcement of Appointment of Chairman, B) 

Analysis of Excess Returns on Announcement of 

Removal of Chairman.

A) Analysis of Excess Returns on Announcement 

of Appointment of Chairman

Amity Business Review
Vol. 19, No. 1, January - June, 2018
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Figure 1 depicts excess returns of the sample 

companies before and after the date of appointment 

of Cyrus Mistry as Chairman of Tata Group. It was 

an interesting trend to observe. Only two excess 

returns were negative (Tata Elxsi and Tata Motors) 

before the appointment of the new chairman. After 

the announcement only one excess returns could 

remain positive (TCS) rest of all were negative. The 

reason may be the psychological trauma that people 

might have assumed on the decision of Ratan Tata 

stepping down.

Before taking the series of excess returns to check the 

paired differences by using paired t test, the series 

were checked for normality. As per Kolmogorov-

Smirnov test statistic all series were normal as they 

had significance value of more than 0.05. As per 

Shapiro-Wilk test statistic the series of excess returns 

for Tata Communications was not normal, other all 

series were normal. This confirmed that the data was 

fit for paired t test.

The figure 3 depicts the correlation statistics for both 

the series of excess returns before and after the 

appointment of Chairman. All correlations were 

insignificant. 

Paired t test was employed to check the null 

hypothesis of no significant difference between 

excess returns before and after the announcement of 

appointment of Chairman. It was found that all test 

values were insignificant at 5 percent level of 

confidence. This means that there was no significant 

difference between excess returns before and after 

the announcement of appointment of Chairman. 

It would be interesting to analyze this further. 

Market in short-term always oscillates between 

optimism and pessimism. The number of long and 

short positions coincide. This becomes the reason for 

test statistics to turn insignificant and inference that 

there is not much difference in reaction of market on 

the appointment of new Chairman. 

Figure - 2 Tests of Normality

aKolmogorov-Smirnov Shapiro-Wilk

Statistic df Sig. Statistic df Sig.

Tata Chemicals 0.178 17 0.157 0.937 17 0.288

Tata Coffee .0138 17 0.200* 0.946 17 0.395

Tata Communications 0.177 17 0.164 0.879 17 0.030

Tata Elxsi 0.152 17 0.200* 0.924 17 0.172

Tata Global Beverages 0.128 17 0.200* 0.983 17 0.981

Tata Metaliks 0.088 17 0.200* 0.966 17 0.752

Tata Motors 0.191 17 0.101 0.941 17 0.326

Tata Power 0.172 17 0.193 0.896 17 0.057

Tata Sponge 0.097 17 0.200* 0.977 17 0.921

Tata Steel 0.152 17 0.200* 0.954 17 0.525

TCS 0.118 17 0.200* 0.961 17 0.643

*. This is a lower bound of the true significance.

a. Lilliefors Significance Correction 

Amity Business Review
Vol. 19, No. 1, January - June, 2018
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Figure - 3 Paired Samples Correlations

Correlation Sig.

Tata Chemicals -0.007 0.987

Tata Coffee 0.127 0.765

Tata Communications -0.466 0.244

Tata Elxsi 0.037 0.932

Tata Global Beverages -0.587 0.126

Tata Metaliks 0.590 0.124

Tata Motors 0.218 0.605

Tata Power 0.581 0.131

Tata Sponge 0.289 0.487

Tata Steel -0.017 0.969

TCS 0.160 0.705

Figure - 4 Paired Samples Test

Paired Differences
t df Sig. (2-tailed)

Mean Std. Deviation Std. Error Mean

Tata Chemicals 0.692 1.187 0.420 1.650 7 0.143

Tata Coffee 0.434 1.591 0.563 0.771 7 0.466

Tata Communications 0.288 1.756 0.621 0.463 7 0.657

Tata Elxsi 0.073 1.017 0.360 0.202 7 0.846

Tata Global Beverages 0.832 1.476 0.522 1.594 7 0.155

Tata Metaliks 0.642 1.235 0.437 1.471 7 0.185

Tata Motors 0.210 .902 0.319 0.659 7 0.531

Tata Power 0.532 .654 0.231 2.301 7 0.055

Tata Sponge 0.498 1.135 0.401 1.242 7 0.254

Tata Steel 0.099 0.956 0.338 0.295 7 0.777

TCS 0.086 0.514 0.182 0.475 7 0.650

B) Analysis of Excess Returns on Announcement 

of Removal of Chairman

It would be interesting to analyze how market 

reacted hearing the removal of Cyrus Mistry. There 

were a few confusions, rumors and gossips. Market, 

probably discounted all these.

The trend of stock returns was mixed after the 

removal of Cyrus Mistry from Chairman. Excess 

returns of six companies were negative before the 

announcement was made. But, after the 

announcement excess returns of only four 

companies were negative. The news of removal of 

Amity Business Review
Vol. 19, No. 1, January - June, 2018
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Figure - 6Tests of Normality

aKolmogorov-Smirnov Shapiro-Wilk

Statistic df Sig. Statistic df Sig.

Tata Chemicals 0.131 17 0.200* 0.950 17 0.451

Tata Coffee 0.138 17 0.200* 0.949 17 0.435

Tata Communications 0.191 17 0.102 0.913 17 0.115

Tata Elxsi 0.224 17 0.024 0.860 17 0.015

Tata Global Beverages 0.110 17 0.200* 0.968 17 0.780

Tata Metaliks 0.219 17 0.029 0.827 17 0.005

Tata Motors 0.134 17 0.200* 0.958 17 0.590

Tata Power 0.233 17 0.015 0.907 17 0.088

Tata Sponge 0.178 17 0.155 0.874 17 0.025

Tata Steel 0.123 17 0.200* 0.957 17 0.571

TCS 0.176 17 0.170 0.928 17 0.204

*. This is a lower bound of the true significance.

a. Lilliefors Significance Correction

6
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Cyrus Mistry as Chairman was taken by market with 

mixed emotions. It seemed like that market was not 

able to decide the impact of the decision and hence 

considerable short and long positions were taken.

While checking normality for the series of excess 

returns after the removal of Cyrus Mistry as 

Chairman, it was found that as per Kolmogorov-

Smirnov test statistic three series were not normal 

(Tata Elxsi, Tata Metaliks and Tata Power), rest of all 

them were normal. As per Shapiro-Wilk test statistic, 

Tata Elxsi, Tata Metaliks and Tata Sponge were 

found to be not normal. Researchers accepted the 

phenomenon of not normal series as limitation of the 

study. Researchers are of opinion that instead of 

playing with the data to make the series normal, it is 

better to keep the original data and take 

phenomenon of non normality as limitation. 

The figure 7 depicts the correlation statistics for both 

the series of excess returns before and after the 

removal of Chairman. All correlations were 

insignificant.

Figure - 5 Descriptive Statistics (Excess Returns)

Tata Tata Tata Tata Tata Tata Tata Tata Tata Tata TCS
Day Che Cof Comm Elxsi Global Bev Metal Motors Power Spo Steel

Before the Removal of Chairman

Mean 0.451 -0.048 0.060 -0.353 0.027 -0.524 0.020 -0.090 -0.003 -0.142 0.154

S.D. 0.528 0.724 0.699 1.109 0.427 0.480 0.939 0.745 0.571 0.800 0.438

After the Removal of Chairman

Mean 0.061 -0.087 0.043 0.045 0.164 -0.001 0.404 -0.026 -0.174 0.090 0.092

S.D. 1.130 0.566 0.748 0.726 0.591 1.550 1.148 0.589 0.825 0.678 0.446

Amity Business Review
Vol. 19, No. 1, January - June, 2018
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Announcement of appointment of Chairman did not 

significantly impact the stock returns. Similarly the 

paired t test was employed to check whether 

announcement of removal of Chairman significantly 

impacts the stock returns. It was found that all t-

statistics were insignificant at 5 percent confidence 

level. This means that announcement of removal of 

Chairman did not create an opportunity to generate 

excess returns. 

These results further affirm the apprehension that 

markets take such information in indecisive manner. 

Figure– 7 Paired Samples Correlations

Correlation Sig.

Tata Chemicals 0.209 0.620

Tata Coffee -0.403 0.322

Tata Communications 0.010 0.982

Tata Elxsi 0.408 0.316

Tata Global Beverages 0.107 0.801

Tata Metaliks 0.232 0.581

Tata Motors -0.394 0.334

Tata Power 0.099 0.816

Tata Sponge -0.454 0.258

Tata Steel 0.060 0.887

TCS 0.355 0.388

Figure - 8 Paired Samples Test

Paired Differences
t df Sig. (2-tailed)

Mean Std. Deviation Std. Error Mean

Tata Chemicals 0.390 1.143 0.404 0.965 7 0.367

Tata Coffee 0.039 1.084 0.383 0.101 7 0.923

Tata Communications 0.017 1.019 0.360 0.047 7 0.964

Tata Elxsi -0.398 1.049 0.371 -1.073 7 0.319

Tata Global Beverages -0.137 0.691 0.244 -0.560 7 0.593

Tata Metaliks -0.521 1.513 0.535 -0.978 7 0.361

Tata Motors -0.384 1.746 0.617 -0.622 7 0.554

Tata Power -0.064 0.903 0.319 -0.200 7 0.847

Tata Sponge 0.172 1.197 0.423 0.405 7 0.697

Tata Steel -0.233 1.017 0.360 -0.647 7 0.538

TCS 0.062 0.502 0.178 0.350 7 0.737
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Many market participants take this as positive while 

others have taken it equally negative. This resulted 

into both, long and short positions. This also creates 

equilibrium, so markets are unable to generate 

excess returns. 

CONCLUSION
Appointment and removal of Chairman for any 

company is always considered to be an important 

event. The case of Tata group is taken for study 

which has appointed Cyrus Mistry as Chairman and 

after four years of his term he is removed. It was 

observed from the data of eleven companies of Tata 

group that the event was able to generate impulse 

around stocks of Tata group, but event does not 

result in generating excess returns for the market 

participants.

The results supported the semi-strong form of 

market efficiency (Fama, 1969) as impulses were 

observed around the t ime of  the news 

announcement. It was worth inferring markets did 

not generate excess returns during both the events of 

appointment and removal of Chairman of Tata 

group. The reason that researchers put forward is 

markets fail to assess the impact of such event in 

short-term. 
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INTRODUCTION
In this modern era, firms are increasingly looking for 

a way to obtain increased market share and opening 

up new markets in order to meet their economic 

objectives and to gain competitive advantage over 

their competitors. To this end, enormous financial 

resources are being committed to constantly 

developing new products ,   rol l ing out  

advertisements, innovative and cutting-edge 

pricing, superior packaging, etc so as to create a 

better and customer-friendly brand. But never has 

any society seen the power of branding as it is 

witnessed today; brands are prevalent in every facet 

of human life, such as production and consumption, 

food and clothing, personality lifestyle etc. Branding 

is no longer just about adding value to a product, 

branding represents and promotes lifestyle and 

brands have themselves become a kind of culture. In 

the words of Kahan ( cited in Hall, 1999), brands are 

now gunning for a share of consumers’ inner lives, 

their value, their beliefs, their politics, even their 

souls. The term "brand" as a noun, comes from cattle 

ranches in the United States, who would burn a mark 

on the hunches of their cattle to identify and 

differentiate their cattle from those of others.

According to Kotler (2003), branding is defined as a 

name, term, sign, symbol, or design, or a 

combination of them, intended to identify the goods 

or services of one seller or group of sellers and 

differentiate them from those of competitors. This is 

It is obvious that, nowadays, consumers are becoming more and 

more demanding and fickle about product quality expectations, 

stiffer government regulations on quality standards, rise in 

consumerism and dwindling disposable incomes. All these 

challenges require firms to look deep down and come up with a 

winning strategy to stay afloat. Therefore, this study was conducted 

to investigate the impact of brand name on consumers' choice in 

Ilorin metropolis with specific reference to Dangote Flour Mills Plc, 

Ilorin plant. Descriptive survey design was adopted. A sample size of 

163 was conveniently selected through the use of Guilford and 

Flusher's formula from the population of 274 consumers of Dangote 

flour who use the brand in bread production. The data collected was 

analyzed through descriptive and inferential statistics; an inference 

was drawn with the aid of logistic regression through maximum 

likelihood technique of estimation. The finding of the study revealed 

that the brand name had a significant positive impact on consumer 

choice (chi-square estimation: p<0.005) at 0.05 level of significance. 

Based on the finding it was concluded that brand name has an impact 

on consumers' choice. The study therefore, recommends that 

effective marketing strategies and legal means be put in place to 

protect brand name against dubious counterfeit.

Keywords: Brand name Consumer Choice Brand name elements, 

Brand name strategies
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similar to Aaker (1996) who remarked that the brand 

is a name and/ or symbol that distinguishes (in the 

form of a logo or symbol, stamp or packaging) to 

identify the goods or services of one seller or group 

of sellers. Kotler (2000) mentioned that a good brand 

will come to boost the company's image. Brand 

names represent many things about a product and 

give a lot of information about it to the customers 

and also tell the customer or potential buyer what 

the product means to them. Furthermore, it 

represents the customers’ convenient summary like 

their feelings, knowledge and experiences with the 

brand. 

From another authority (Beyond Marketing 

Thought 2007), a most effective branding, entails a 

memorable name and a ubiquitous slogan combined 

with an instantly recognizable and unique logo. It 

recommended a simple and straight forward logo or 

potentially, an elaborate design of a simple idea, 

such as a silhouette of a person or an object. It further 

identified the brand name as another crucial element 

of branding which should both be memorable and 

particular to a firm or product.

It would be observed that nowadays, people are 

really concerned about the brands they patronize not 

necessarily for their value proposition but for special 

attributes associated with such brands such as brand 

name, packaging and the image. This is because 

brands not only represent the symbol of the 

company or product but to a larger extent define the 

general life of a person. What the person uses can 

reflect his taste of life, his status in the society, his 

economic background and many other things. This 

makes a deep connection between the company and 

its brand, with the consumer. In the same vein, 

Hassan (2008) in his study, conducted on the impact 

of brand name on consumer decision in car choice, 

opined that some consumers go for a particular 

product merely because of its brand name, which to 

them, is a symbol of quality.

The reality in the Nigerian consumable industry, 

characterized by a huge array of competing brands, 

lends credence to the remark by Kotler and Keller 

(2009) that the stress consumers nowadays would be 

going through, while making choices among 

competing brands would have been overwhelming.

Producers in this industry, having realized that 

Nigerians are increasingly becoming more 

passionate about quality product and unfaltering 

government insistence on compliance with various 

quality standards, are looking for others marketing 

strategies to meet their customers’ needs profitably.  

However, it is important to state that, in spite all 

these claims about the positive relationship between 

branding and consumer choice, some researchers 

still hold the view that brand name is only a 

differentiating tool and does not affect consumer 

behavior. Therefore, this purpose of the study was to 

investigate the impact of brand name on consumers’ 

choice.

Objectives of the study

i. to examine the impact of brand name on 

consumers’ choice with reference to Ilorin 

consumers; and

ii. to assess the buying behavior of consumers with 

respect to brand name of products 

LITERATURE REVIEW
Conceptual clarifications

A brand is a name, term, design, symbol, or other 

feature that distinguishes an organization or 

product from its rivals in the eyes of the customer. 

Brands are used in business, marketing, and 

advertising (Dictionary.com).A brand name is 

defined as a brand or part of a brand consisting of a 

word, letter, group of words or letters, comprising a 

name, which identifies the goods or services of a 

seller or group of sellers and distinguishes them 

from competitors (Kotler & Keller,2009). According 

to Brassington and Pettitt (2000) “brand name is any 

word or illustration that clearly distinguishes one 

seller’s goods from another. It can take the form of 
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words, such as Weetabix and Ferrero, or initials, 

such as AA. Number can be used to create an 

effective brand name, such as 7-Up.”

Brand name is paramount to business survival not 

just as a differentiating tool but also as a competitive 

weapon. Brand names mean a lot to consumers by 

conveying a concept and a promise. It also says 

volume about the brand and its competiveness 

(Savard & Gallaghere,2010). Brand names represent 

many things about a product and give a lot of 

information about it to the customers and also tell 

the customer or potential buyer what the product 

means to them. 

Shehzad, Ahmad, Iqbal, Nawaz and Usman (2014) 

reported that there is significant effect of brand on 

consumer choice for the best interest of the public. 

They further emphasized that a brand can influence 

whether customers notice the products or not. 

Moreover branding of productcan influence how 

customers react in response to purchase the product. 

Brand name is considered as a vital tool that 

marketers can use to positively change people’s 

buying behavior (Hillenbrand, Alcauter, & 

Cervantes, 2013).The choice of brand name for a 

product can influence and alter the consumers ' 

choice about the product and their purchase 

decision-making process (Karimi, Papamichail& 

Holland, 2015). However, there is complexity in 

consumers' online brand decision-making; this is 

because consumers are not easily influenced since 

s h o p p i n g  p r o c e s s  i s  n o t  f a c e  t o  f a c e  

(Ming,Jie&Shixuan,  2017). 

It was reported that brand image has significant 

influence on consumers purchasing behavior. 

Young people are becoming more attentive for 

brand - name goods to show off their character 

features. It was further reported that if consumers 

are well conscious about the brand and they have 

decent brand view, reliability and friendship then 

routinely brand image will be tougher in their minds 

and concern brand will influence the part of 

consumers purchasing behavior (Malik, Ghafoor, 

Iqbal & Ali, 2013).

Brand element choice criteria

Kotler and Keller (2009) outlined six main criteria for 

choosing elements that can contribute to building 

brand equity. They are as stated as below;

i. Memorable: this denotes that a brand element 

should be easy enough to recall, recognise and 

remember. Robertson (1989) posited that a 

brand name must benot be complex to simple 

enough to spell and to remember, but still 

meaningful enough to create an emotional 

world; familiar but distinctive, and associated 

closely with the product class. URLs should be 

carefully monitored to avoid unauthorized use.  

The brand name should make a permanent place 

in the mind of people.

ii. Meaningful: this denotes that a brand element 

should convey a message and meaning about 

the need it is meant to serve. Jobber (2006) stated 

that brand name suggest product benefits such 

as Right Guide (deodorant), Alpine Glade (air 

and fabric freshness), Head and Shoulders (anti-

dandruff shampoo), Compaq (portable 

computer) or express what the brand is offering 

in a distinctive way.

iii. Likable: this addresses how aesthetically 

appealing is the brand element. Is it likeable 

visually, verbally, and in other ways? Concrete 

brand name such as Sunkist, Spic and Span, and 

Jaguar evoke much imagery. The likeable 

element will be achievable if the product 

technology is very sophisticated and relevant.to 

the organisation Aremu, Mustapha, Nageri and 

Aremu (2015).  

iv. Transferable: this addresses the ability of the 

brand element to be used to introduce new 

product in the same or different product 

category. It also addresses the question whether 

the element can build brand equity across 

different geographical boundaries or markets.

v. Adaptable: Kotler and Keller (2009) opined that 

this addresses how adaptable and updatable is 

the brand element? The face of Betty Crocker, the 

invented persona and brand name of the US 

food manufacturer General mills, has received 

Amity Business Review
Vol. 19, No. 1, January - June, 2018

16



13

Impact of  Brand Name on Consumers' 
Choice in Ilorin Metropolis

more than eight makeoversover her 75 years and 

she doesn’t look a day over 35.

vi. Protectible:Kotler and Keller (2009): how legally 

protectable is the brand element? How 

competitively protectible? Names that become 

synonymous with product categories – Such as 

Kleener, Kitty litter, Jell-O, Scotch tape, and 

Fiberglass- should retain their trademark rights 

and not become generic.

Brand name strategies

Jobber (2006) remarked that the choice of brand 

name is a key marketing decision area. He 

identified three brand name strategies. These are: 

family brand name, individual brand name, 

combination brand name

i. Family brand name- this is used for all products. 

The goodwill attached to the family brand name 

benefits all, and the use of the name in advertising 

helps the promotion of all the brands carrying the 

family name. The risk is that if one of the brands 

receives unfavourable publicity or is unsuccessful 

the reputation of the whole range of brands can be 

tarnished. This is otherwise called umbrella 

branding. 

ii. Individual brand name- this strategy does not 

identify a brand with a particular company. This is 

usually used when it is sensed that is a need for 

individual product to maintain its separate and 

unrelated identity.

iii. Combination brand name- a combination of 

individual and family brand names capitalizes on 

the reputation of the company while allowing the 

individual brand s to be distinguished and 

identified.

Consumer buying behavior

According to Aremu, Olaniyan, and Aremu (2015), 

consumers are the pivotal of any organisation. One 

of the primary goals of marketing involves making 

the company’s offering the consumer preferred 

choice among available alternatives. Consumer 

choice, according to Kotler (2000), refers to the 

decision to favour one brand over the other based on 

the attitude towards the brand. The concepts could 

not be thoroughly understood without examining it 

from the angle of consumer behaviour.Consumer 

behavior is a complex process involving the 

activities people engage in when seekingfor, 

choosing, buying, using, evaluating and disposing 

of products and services with the goal of 

satisfying needs, wants and desires (Belch & Belch, 

2004). Consumer behavior include mental activity, 

emotional and physical that people use during 

selection, purchase, use and dispose of products and 

services that satisfy their needs and desires (Kotler, 

2000). Consumer behavior involves studying how 

people buy, what they buy, when they buy and why 

they buy. When a consumer wanted to make the 

purchase decision, they will pass through the 

process through recognition, search information, 

evaluation, purchase, feedback (Blackwell, Miniard, 

& Engel, 2006).

Consumer buying decision process

Engel, Blackwell and Kollat (1978) have developed a 

“Stage-Model” of buying process.  The consumer 

passes through five stages –” problem recognition, 

information search, evaluation of alternatives, 

p u r c h a s e  d e c i s i o n s ,  a n d  p o s t - p u r c h a s e  

decision/behaviour. The buying process starts long 

before the actual purchase and has consequences 

long afterward.  

The model of buying decision process is shown 

below:

Problem 
Recognition

Information 
Search

Evaluation 
Alternative

Purchase 
Decision

Post-purchase 
Decision

Source: Kotler, P & Keller, K (2006) Marketing Management; India: Pearson.

Figure: 1 Consumer buying definitions process 
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Problem recognition

McCarthy (2005) stated that the buying process 

starts when the buyer recognizes a problem or need.  

The need can be triggered by internal or external 

stimuli.  With an internal stimulus, one of the 

persons’ normal need hunger, thirst, sex etc rises to a 

threshold level and becomes a driver or a need that 

can be aroused by an external stimulus.

Information search

An aroused consumer will be inclined to search for 

more information. Schiffman and Kanuk (2005) 

differentiated between two levels of arousal. The 

milder search state is called heightened attention.  At 

this level a person simply becomes more receptive to 

information about a product.  At the next level, the 

person may enter an active information search, 

looking for reading materials, phoning friends, 

going online and visiting stores to learn about the 

product.  Buyer’s information sources fall into four 

(4): personal, commercial, public and experimental.  

Evaluation of alternatives

This deals with how consumer process competitive 

brand information and make a final value judgment. 

No single process is used by all consumers or by one 

consumer in all buying situations. There are several 

processes, the most common models see the process 

as cognitively oriented. That is, they see the 

consumer as forming judgment largely on conscious 

and rational basis.

Purchase decision

In the evaluation stage, the consumer forms 

preference among brands in the choice set. The 

consumer may also form an intention to buy the 

most preferred brand.In executing a purchasing 

intention, the consumer may take up to five sub-

divisions: brand, dealer, quality, timing and 

payment. Even, if consumer form brand evaluations, 

two general factors can intervene between the 

purchase intention and the purchase decision.  The 

first factor is the attitude of others and the second is 

the unanticipated situational factors.  

Post-purchase behaviour

After the purchase, the consumer might experience 

dissonance that stems from noticing certain 

disquieting features or hearing favourable things 

about other brand, and will be alert to information 

that supports his or her decision. Marketing 

communications should supply beliefs and 

evaluation that reinforce the consumer’s choice and 

help him or her feel good about the brand.Marketer’s 

job therefore does not end with the purchases. 

Theoretical Review

The theory of consumption values

Every customer who has the intention to purchase a 

product has to make a decision of which brand to 

buy. Every decision is led by their personal 

experiences, expectations and values. The theory of 

consumption values presents five consumption 

values which influence consumer behaviour while 

making choices. These values explain why 

customers make choices and buy one product brand 

rather other ones and it is applicable for every type of 

product (Sheth, Newman & Gross, 1991). The theory 

is consisted of five values (Sheth et al. 1991):

- Functional

- Conditional

- Social

- Emotional

- Epistemic

The theory postulates that consumers may be 

influenced by one or more or all of the five values. 

Each of the components is partly connected to 

Maslow’s (1943) the Pyramid of Human Needs or 

Hanna’s (1980) a typology of Consumer Needs.

Functional value

According to Sheth et al. (1991), “the perceived 

Amity Business Review
Vol. 19, No. 1, January - June, 2018

18



15

Impact of  Brand Name on Consumers' 
Choice in Ilorin Metropolis

utility acquired from an alternative’s capacity for 

functional, utilitarian, or physical performance. An 

alternative acquires functional value through the 

possession of salient functional, utilitarian, or 

physical attributes. Functional value is measured on 

a profile of choice attributes”.

The functional value is assumed usually to be the 

main and primary factor of consumer purchase 

decision making. This functional value reflects the 

theory of Economic Utility and is well combined 

with customer “Economic man” purchase approach 

(Sheth et al., 1991).Solomon (1996) suggested that 

when marketers emphasis the functional value of a 

brand through their marketing communication and 

packaging, this may trigger more favourable 

response and thought about the product being 

advertised.

Social value

The social value can be defined as: “the perceived 

utility acquired from an alternative’s association 

with one or more specific social groups. An 

alternative acquires social value through association 

with positively or negatively stereotyped 

demographic, socioeconomic, and cultural-ethnic 

groups. Social value is measured on a profile of 

choice imagery” (Sheth et al., 1991).

Social value is related to social approval and 

reinforcement of self-image among other 

individuals. According to Sheth et al. (1991), social 

value is the mostly expressed by products which are 

being shared with other people. Production such as 

clothing or shoes and etc. are easily visible to the 

customers, therefore, when purchasing a certain 

brand of the product, the customer is put into a 

certain social group..

Emotional value

According to Sheth al. (1991), emotional value is “the 

perceived utility acquired from an alternative’s 

capacity to arouse feelings or affective states. An 

alternative acquires emotional value when 

associated with specific feelings or when 

precipitating or perpetuating those feelings. 

Emotional value is measured on a profile of feelings 

associated with the alternative” 

Epistemic value

Epistemic Value could be described as “the 

perceived utility acquired from an alternative’s 

capacity to arouse curiosity, provide novelty, 

and/or satisfy a desire for knowledge. An 

al ternative acquires  epistemic value by 

questionnaire items referring to curiosity, novelty, 

and knowledge” (Sheth et al., 1991).Epistemic value 

discusses the new experiences explored by the 

customers. This value is described as a new 

proficiency search led by customers’ curiosity to try 

new brands or desire to learn new subjects. At this 

point, to agree with the idea mentioned before by 

Delong et.al. (2004), that not well-known brands 

stimulates customers’ curiosity and the tendency to 

purchase brand which is unknown for the mass is 

growing.

Conditional value

The last conditional value, according to Sheth et al. 

(1991) could be explained as “the perceived utility 

acquired by an alternative as the result of the specific 

situation or set of circumstances facing the choice 

maker. An alternative acquires conditional value in 

the presence of antecedent physical or social 

contingencies that enhance its functional or social 

value. Conditional value is measured on a profile of 

choice contingencies”.

Empirical review

Suman and Mansi (2014) investigated the impact of 

branding strategies on consumer buying behaviour 

in India’s FMCD industry. A sample of 200 

consumers was taken and data analysis was done 

using descriptive statistics. The study found that an 

effective strategy leaves a lasting impression in the 
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mind of the consumer and helping them to make the 

correct choice. 

In the research conducted by Asiamah, Samuel, 

Wilson and Nichola (2013), to examine the effect of 

brand name on customer loyalty in the mobile 

communication industry in Ghana. A sample size of 

120 respondents was drawn through a simple 

random technique. Data was analysed with the aid 

of Pearson correlation, logistic regression and 

descriptive statistics through Statistical Packages for 

Social Sciences (SPSS). It was found that brand name 

in itself does not really contribute to customer 

loyalty. Other factors such as the quality, price, 

availability, and sales promotions contribute to 

customer loyalty.

A study conducted by Alamgir, Shamsuddoha, and 

Nedelea (2010) on the influence of brand name on 

consumer decision making process. The study 

employed descriptive survey. A sample of 100 

respondents was selected through convenience 

sampling. From the study it is revealed that when 

consumer purchases a car, brand names do influence 

his/her choice. The study also reveals that branded 

cars have a great place in consumer mind, when 

customers go for purchasing a car, they prefer to 

purchase a well-known branded car.It is further 

argued by Jagdish, Sheth and Whan, (2013) as cited 

by Aremu, Isiaka and Suleiman (2017) that the 

strength of behavioral brand loyalty isdirectly a 

function of the repetitive occurrence of purchase or 

consumption behavior of individual. They maintain 

that consumers usuallyestablish a systematic biased 

response simply due to frequency of encounters. 

METHODOLOGY
The study employed descriptive survey design. The 

population of this study consists of bread bakers 

within Ilorin metropolis who make use of Dangote 

flour. From the available records ( product support 

officers’ weekly report, 2016) from the customer 

service manager of Dangote Flour Mills Plc, Ilorin 

plant, it was gathered that there was a total of two 

hundred and seventy four (274) bakers within Ilorin 

metropolis that make use of Dangote flour. Out of 

this figure, only seventy eight (78) were using 

Dangote flour exclusively in baking their bread, 

while one hundred and ninety six (196) consumers 

would mix Dangote flour with other brands in the 

baking process.

A sample size of 163 was conveniently selected for 

the study; 63 bakers out of 111, 50 bakers out of 75 

and 50 bakers out 88 from Ilorin West, Ilorin South 

and Ilorin East respectively into which Ilorin 

metropolis was divided. The formula for estimating 

the sample size as suggested by Guilford and 

Flusher (1973) was adopted to arrive at the sample 

size. The formula is stated as follows:

Where: 

N is the size of the population,

α is alpha (the level of significance) which is 0.05

 Primary data was collected with the aid of a well 

structured 5-point Likert scale, close ended 

questionnaire. For statistical analysis of data, logistic 

regression analysis was employed with the aid of 

STATA 11.0 computer statistical software.

Model specification

Y = ὰ + β1X1 + …………..+ βk Xk + ἐ

For this research, the model specification is as 

follows: 

Cc = ὰ + β1 BN + ἐ

Where

CI = Consumers’ choice

BN = Brand name

N

21+α N
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Table 2: Logit estimates of consumers' choice in Ilorin, Nigeria

Variable Undecided Disagree

Coefficient p – value Coefficient p – value

Intercept 38.924 0.000 0.497 0.923
(51.908) (0.009)

BN -4.829 0.000 -0.828 0.003
(30.116)*** (9.068)***

2 2N= 163, Nagelkerke R = 0.776 & χ  = 131.00 (0.000)
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The analysis on demographic data of sample 

respondents as shown in the table indicates that 132 

respondents were male and 31 female in this survey. 

This means male are 81.0% and female are 19.0%. 

Age group of 20-25 has lowest percentage 6.1 percent 

with age of 36-40years has highest percentage 31.9 

DATA PRESENTATION AND ANALYSIS
Table 1: Demographic characteristics of respondents     

Demographic Qualities Variable Observed Number (N) Valid Percentage (%) 

Sex Male 132 81.

Female 31 19.0

Total 163 100

Marital status Married 128 78.5

Single 30 18.4

Divorced 5 3.1

Total 163 100

Age (years) 20-25 10 6.1

26-30 19 11.7

31-35 42 25.8

36-40 52 31.9

41 and above 40 24.5

Total 163 100

Education (Qualification) SSCE (O’Level ) 32 19.6

OND/NCE/DPL/ 76 46.6

HND/B.Sc/ 39 23.9

M.Sc/MBA/ Ph.D. 16 9.8

Total 163 100

Source: Researcher’s Survey Work, 2017

Source: Researchers’ Computation, 2017.

Note: “***”  indicates at least significant at 1%.

Reference Category: Agree

The values in parentheses are Wald – values used to test the significance of the independent variable to the categorical groups of 
consumer choice in Ilorin, Nigeria.
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percent with 52 respondents, age group 26-30 has 

11.7% with 19 respondents and 31-35 has 25.8% with 

42 respondents while age group 40 and above has 

40(24.5%) respondents .  128 respondents  

representing 78.5% were married, 30(18.4%) single, 

while 5(3.1%) were divorced. 

On educational qualification 32(19.6%) had 

secondary school certificate (O’Level), 76(46.6%) 

had  OND/NCE/Diploma Certificate, 39(23.9%) 

had HND/B.Sc, 16(9.8%) had Master Degree while 

none of the respondents had Doctorate Degree 

(Ph.D). 

Discussion of the Results 

The dependent variable of this study is consumer 

choice of Dangote flour and grouped into three 

categorical set in which "Agree" is the reference 

point. The probability effects of the explanatory 

variable are determined by maximum likelihood 

techniques and satisfy the Independence of 

Irrelevant Alternatives (IIA) assumptions. 

The result shows that "undecided" is inversely 

related to brand name in Ilorin. The empirical 

findings reveal that if there is 1unit of measurement 

fall in brand name, there will be 4.83% increase in 

"undecided" consumers’ choice of Dangote flour in 

Ilorin. The "disagree" response set of consumer 

choice is directly related to brand name. The partial 

coefficient of the brand name shows that 1 unit of 

measurement decrease of brand name  will increase 

the "disagree" categorical response by 0.83% for 

consumer choice of Dangote flour  in Ilorin 

respectively.   

The Nagelkerke R Squared test is used to measure 

the goodness fit and ratio of exact components 

causation effects of this research model and it is 

0.776. This implies that about 77.6 percent variations 

in consumer choice of Dangote flour in Ilorin are 

caused by brand name. But, about 22.4 percent 

variations in consumer choice are caused by inexact 

(unobserved) components of the model.

The overall significance of the regressor (brand 

name) to the regressed – consumer choice 

("uncertain" and "disagree" in reference to "agree") is 

determined by the Chi square (χ2). This can be used 

to evaluate the analysis of variance (ANOVA). The 

χ2 is 131.00 and this is statistically significant at 1 

percent significance level. This validates the 

alternative hypothesis (H1) that brand name has 

impact on consumers’ choice of Dangote flour in 

Ilorin.

Test of Hypothesis

H : Brand name does not have significant impact on 0

consumers’ choice 

This study employed the likelihood ratio test to 

evaluate the hypothesis of the study by comparing 

the calculated chi-square and the tabulated chi-

square through the probability value of the chi-

square of the likelihood ratio test.

The table 3 reveals the chi-square of likelihood ratio 

test of the impact of regressor (brand name) on 

consumer choice of Dangote flour in Ilorin.

The result shows that the p-value of the chi-square of 

brand name in relation to consumer choice is less 

than 0.05 (i.e. 0.000 < 0.05), therefore, reject H0: brand 

name does not have significant impact on consumer 

choice in Ilorin and do not reject the H1: brand name 

has significant impact on consumer choice in Ilorin.

Table 3: Likelihood ratio test

Hypothesis Likelihood of Reduced Model Chi-square p-value

H 7.623E3 174.210** 0.00001

Source: Researcher’s Computation, 2017.

Note: “**” indicated at least significance at 5% level.
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DISCUSSION OF FINDINGS
From the result of the hypothesis tested, the level of 

significant value (0.000) is lesser than 0.05 which 

indicated that the null hypothesis (H0) was rejected 

and the alternative hypothesis (H1) was not rejected. 

This means that brand name has significant impact 

on consumer buying process (choice) in Ilorin. That 

is, the bakers are influenced by the brand name of the 

flour they buy. This findings correlate with the 

finding of Alamgir et al. (2010) that when consumers 

purchase cars, brand names do influence their 

choices. The findings of Shehzad et al. (2014) that the 

brand name has strong positive correlation with 

consumer buying behaviour. However, this finding 

is not consistent with the conclusion of Asiamah at 

al. (2013) that the brand name in itself does not really 

contribute to customer loyalty. This may effectually 

led to segmentation based on the brand interest of 

customers. This is in line with the study of Aremu, 

Aremu, Olodo and Oluwa (2015).The study's results 

demonstrate that the brand name of a product 

provide important insights for brand practitioners 

and manufacturers. The implication of this is that 

brand name of Dangote flour has positive effect on 

consumer choice in Ilorin metropolis and Nigeria in 

general. This is along with the benefits of the 

underlying product.

CONCLUSION AND RECOMMENDATIONS
The study investigates the impact of brand name on 

consumers’ choice and from itsfindings;it was 

deduced that the brand name of a product has 

significant impact on the consumer buying decision. 

Most of the respondents claimed that buying 

Dangote flour anytime gives them a sense of buying 

quality flour and they get value for their money. The 

study has enabled the manufacturers to know that 

brand name has positive impact on consumer choice 

in Ilorin metropolis and by implication in Nigeria. 

The study has successfully contributed to the 

consumer’s choice in Nigeria because it has served as 

eye opener to the business operators and managers 

particularly in Nigerian manufacturing industry. 

It very clear from the study that brand name is a 

strategic tool that enhances the consumers’ choice. 

The present study has clearly contributed to the 

existing knowledge by educating the Nigerian 

business owners that the strength of the organization 

can be derived from the brand name that their 

product carried this is because it always in a 

customer's memory.

Based on the conclusion, we therefore recommend 

that firms should devise effective marketing 

strategies and legal means to protect the name of its 

product from being used to produce adulterated or 

substandard flour by unscrupulous producers/ 

m a r k e t e r s .  S h o u l d  t h e s e  u n s c r u p u l o u s  

producers/marketers find their way; their action 

will have a dire consequence on the competiveness 

of its brand in the marketing environment.
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The main purpose of this research article is to substantiate 

the contribution of social media expressions towards co-

creation of innovation in the organizations. This research 

article has also emphasized the need for organizations to 

adopt social media in their overall strategic framework for 

establishing beneficial and responsive bi-directional 

channels with their customers. As social media 

expressions encompassing opinions, experiences and 

expectations of social media users with respect to 

product/service/brand/organization would enable 

organizations in partaking customers in co-creation of 

innovation. The primary data used in this research article 

has been collected from 239 social media managers who are 

actively analyzing social media expressions and are 

collating them to infer opportunities of creation of 

innovation with their respective customers. The 

responses, captured on a five- point Likert scale, were 

subjected to sample non-probabilistic tests conducted for 

establishing the validity of the parameters considered 

followed by correlation test to establish the strength of the 

correlation. Structural Equation Modeling (SEM) was 

carried out to fit the data in the proposed model. The 

findings of this research study have established the 

contribution of social media expressions in creating 

opportunities of innovation for the organizations in 

association with their respective customers. These 

findings will help the organizations in attaching more 

importance to social media expressions and in establishing 

practices around analysis of social media expressions for 

understanding the voice of the customers.

Keywords: Social Media, Social Media Expressions, 

Customer Orientation, Product Adoption, Innovation, 

New Product Development

1 1Tarun Kumar Singhal  and Samir Yerpude
1 Symbiosis Centre for Management Studies, Constituent of Symbiosis International (Deemed University), NOIDA

Impact of Social Media Expressions 
on Co-creation of Innovation

INTRODUCTION
Social media expressions have the capabilities to 

attract several ideas from existing and prospective 

customers. Such social media expressions when 

subjected to contextual filtering can produce 

valuable insights for the organizations to get 

inspired for innovation. These social media 

expressions can not only help an organization in 

remaining competitive but also provide an 

anticipation of future requirements of customers.

Organizations need to have a mechanism/system in 

place to read/listen the expressions of the customers 

about the products/services. These expressions may 

h a v e  v a r i e d  d i m e n s i o n s  s t a r t i n g  f r o m  

positive/negative usage experience from intended 

and unintended perspectives, product/service 

queries, operational issues, access issues, customer 

support to differentiated offerings of competing 

products or services from competitors. A detailed 

categorization of these expressions and assignment 

of weightages to different categories can also help 

organizations in identifying pain or gain points. In 

addition, social media has also helped organizations 

in establishing bi-directional interactions for 

involving their customers in innovation and product 

development process (Kenly & Poston, 2011). Social 

media promulgated by Social Networking Sites 

(SNSs) have helped their users in creation and 

exchange of content in a community setting (Kaplan 

&Haenlein, 2010).Social media expressions have 

also helped organizations in engaging customers 
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leading to establishments of greater trust with them 

(Singhal, 2016).

Another research study based on 186 organizations 

highlighted the dynamics of social media activities 

on new product development process (Roberts, 

Piller&Lüttgens, 2016; Rautela&Singhal, 2017). This 

research study highlighted that the innovation 

performance of an organization is positively related 

to social media activities. Further, complementarity 

of market-related information and technology-

related information in the context of open 

innovation was established leading to significant 

positive effect on new product development. 

Social media has been credited as a resource for 

innovation and new product development through 

developing customer insights, accessing knowledge, 

co-creating ideas and concepts with customers and 

launch of new products. However, these 

expectations from social media have remained 

partially fulfilled.For instance, usage of social media 

by organizations for new product development has 

been lagging behind usage of social media by the 

general users. 

There are some organizations, which have able to 

put social media to use in developing new customer 

insights leading successfullyto new products. For 

instance, Nivea (the German personal care 

brand)took its new product development processes 

beyond traditional market research techniques for 

unexpected insights. When the unbiased user 

content spread across various social media forums 

was analyzed, a totally unexpected concern 

regarding stains on clothes was zeroed in (ignoring 

perceptible concerns of length of protection, skin 

irritations, and scent). This led to formulation of 

Nivea Invisible for Black & White making it the most 

successful new product launch in the history of 

Nivea(Bilgram, Bartl, & Biel, 2011).

On the other side, there are some organizations, 

which do not even have a knowledge base on how to 

utilize social media for innovation. A few 

organizations have even reported negative 

performance outcomes with respect to innovation 

through social media usage. Organizations need to 

have clear objectives and strategies to achieve them 

in place in order to utilize the potential of social 

media in causing innovation. The scenario however 

doesn’t look promising as less than 50% of 

organizations are utilizing social media during the 

process of new product development. For a number 

of organizations, expectations of new product 

development with the usage of social media were 

partially fulfilled. Still, social media was credited 

with generation of customer insights leading to 

suggestive frameworks. However, the organizations 

which simply invested in social media infrastructure 

without clear strategy and desired skillsets failed to 

achieve the desired results. Some organizations even 

reported negative performance as they suffered 

from information overload and subsequent 

difficulties in processing volumes of information. A 

few success stories were reported with organization, 

which were able to integrate social media in almost 

every stage of new product development process 

(Roberts & Candi, 2014; Kane et. al 2014).

LITERATURE REVIEW 
Innovation as a combination of means and ends 

(Rickards, 1985), represents a process starting from 

invention to its exploitation for commercial success 

(Roberts, 1987). On the basis of the impact caused, 

innovation has been classified among incremental 

innovation (representing continuous change) and 

radical innovation (discontinuous and disruptive 

change) (Schumpeter, 1934).

Organizations need to have access to technical 

aspects of innovation to achieve success in 

competitive markets placing high importance on 

interactions with external stakeholders influencing 

the innovation process. Closed innovation 

(developed within) and open innovation (with 

external stakeholders) are two categories 

organizations adopt while approaching innovation. 

However, closed innovation is deemed outdated 

now owing to following four factors (Chesbrough, 
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2003):

Mobility of workforce is enhancing the rate at which 

explicit and tacit knowledge is entering and leaving 

organizations.

The employees are being allowed to innovate on 

their own independently of the organizations doing 

away the defined need of having an in house 

research and development facilities.

Ideas, which are based on shorter product life cycles 

and are not being pursued by research and 

development teams can be taken to market on an 

external path.The capable suppliers of complex 

products may cause obstacles for the organizations, 

when they start collaborating with competitors 

utilizing collectively gained knowledge.All 

stakeholders (suppliers, customers, research 

institutions, consultants and competitors) in an 

organization can contribute as catalysts of open 

innovation to profit from and to create, interpret and 

research practices (Chesbrough, Vanhaverbeke, & 

West, 2006). 

Researchers have regarded research and 

development complementary to openness in ideas 

and resources from external actors. Closed and open 

innovations are considered extremely opposite to 

each other suggesting the organizations to choose 

the degree of openness based on resources involved 

and suitability of environment (Dahlander& Gann, 

2010).

Different organizations have interpreted open 

innovation differently as one approach towards 

open innovation has been through collaborative 

innovation between organizations (Bossink, 2002) 

and the other approach has focused on open 

innovation involving the customers for ideas to 

discover, develop and refine innovations 

(Chesbrough et al., 2006). 

Social media as a group of internet-based 

technologies has facilitated its users in creating, 

editing, evaluating, and/or linking to content or to 

other creators of content (Majchrzak,Faraj, Kane, & 

Azad, 2013). Social media undoubtedly provides 

connection opportunities to many users with proper 

two-directional communication channels. The 

associated advantages like low costs and low usage 

thresholds are also inherently realized making social 

media an important medium for organizations in 

maintaining relationships with customers and 

employees (Dunn, 2010). This has helped 

organizations in creating constructive value 

perceptions leading to greater association of 

customers and facilitating continuous exchanges of 

ideas as well as suggestions (Singh &Singhal, 2015).

Organizations have realized the potential of social 

media in establishing a continuous bi-directional 

channel with customers and have been increasingly 

using social media to influence the innovation 

process in association with their customers. 

Customers can co create innovation through 

participation in organization initiated activities and 

exchanging product ideas (Kietzmann, Hermkens, 

McCarthy, and Silvestre, 2011; Roberts and Piller, 

2016). 

Innovation creates new knowledge instrumental in 

developing new products, processes and services to 

enhance competitive advantage of the organizations 

while meetingchanging needs of customers 

(Herkema, 2003).  To remain innovative,  

organizations need to continuously engage their 

customers in bidirectional communication 

facilitating smooth exchange of needs and 

ideas(Vargo&Lusch, 2008).Organizations have 

increasingly used social media to collect opinions of 

their customers regarding their products and 

services. They have also judiciously used social 

media to collect knowledge about their competitors 

enabling them to utilize these opinions and 

knowledge for causing innovation in products and 

services while designing effective communication 

strategies (Zhang &Vos,2014).

Social media expressions are the cumulating 

representation of opinions, experiences and 
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expectations of social media users with respect to 

product/service/brand/organization encountered 

by them (Singh &Singhal, 2015).Social media can 

enable the participant organizations todirectly 

connect with the customers at competitive costs with 

greater efficiency. As a result, these organizations 

can achieve benefitsof heightened insights into 

customer behaviors and trends through enhanced 

interactions with existing customers and greater 

reach to prospective customers while exchanging 

ideas for product innovation.Social media facilitates 

innovation through enablers like Participation, 

Openness, Conversation, Connectedness and 

Community (Mayfield, 2008).

A  s u r v e y  o f  a r o u n d  9 0  o r g a n i z a t i o n s  

(manufacturing and services) revealed that 

organization employing social media for product 

innovation are getting benefited through better 

product ideas and fater time to market. Social media 

is helping organizations in collecting knowledge 

from both internal as well as external stake holders 

and taking full advantage from such knowledge 

(Kenly & Poston, 2011).Generally, the research 

conducted till now has rigorously focused on impact 

of social media on data analysis of marketing 

initiatives of organizations leading to greater 

profitability (Kim &Ko, 2012). The research has 

remained limited in assessing the impact of social 

media on innovation   (Abrahams et.al. 

2012)whereas comprehensive research on social 

media can facilitate open innovation and 

collaborative arrangements with users in different 

stages of the innovation funnel–ideation, R&D, and 

commercialization (Ashurstet.al., 2012).

Indicators of Innovation

Social media offers the possibilities for its 

stakeholders such as Participation, Openness, 

Conversation, Connectedness and Community to 

support co-creation of innovation (Mayfield, 

2008).Social media facilitates the development of 

market foresight for innovation through Creativity, 

Expertise, and Collective Intelligence (Cachia et al., 

2007).Creativity is facilitated through numerous 

interac t ions  on  soc ia l  networks  among 

organizations, consumers, universities and other 

social entities while engagement with external 

stakeholders can enable organizations to exploit this 

valuable knowledge for promoting innovation 

(Mortara, Ford, and Jaeger, 2013). Incorporating 

wants and needs of customers at concept phase 

through their early involvement can help 

organizations in identification of sources of 

innovation (Steiber&Alänge, 2013).

Organizations using social media while scanning the 

environment can also skim through large volumes of 

content generated by the customers and develop 

useful insight and market foresight. This can help 

organizations in remaining competitive and 

addressing the emerging needs of the customers.  

For instance, Dell leveraged the ideas expressed on 

its social media platforms IdeaStorm and 

Crowdsource as constant sources of ideation and 

innovation (Bayus, 2013). 

Social media provides collective intelligence for 

collaboration among participants having diverse 

range of skills, capabilities and knowledge sets to 

amalgamate incongruent solutions in innovative 

ways. This has helped in eliminating or reducing 

bias as different users can concentrate on providing 

natural solutions for problems experienced. 

Framework for innovation management has 

proposed envision, engage, evolve, evaluate and 

execute as processes for innovation facilitating 

organizations in learning and sharing best practices 

while enabling technologies for innovation 

management (Microsoft, 2013). 

Proposed  Conceptual  Model  and  

Proposition Formulation

Based on the literature review, the researchers have 

proposed and tested the model as depicted in Figure 

1. With the underlying deployment of Social media 

expressions, the model indicates that organizations 

that test their product ideas with their customers and 
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include their feedback on cost quality and timelines 

in the product development are customer-oriented 

firms. The impact of being customer oriented assists 

the firms to increase the product adaption and co-

creation of innovation in products and services.

RATIONALE OF THE STUDY
“Digital in 2016”, is a report published on Internet 

and the social media penetration (Kemp, 2016). The 

key statistics for digital, social, and mobile media in 

2016 are unleashed in this report and reported as 

below:

• 3.42 billion internet users, equaling 46% global 

penetration

• 2.31 billion social media users, delivering 31% 

global penetration;

• 3.79 billion unique mobile users, representing 

51% global penetration

• 1.97 billion Mobile social media users, equating 

to 27% global penetration

Organizations mostly are into a B2B environment 

where the reach to the customer is through a 

channel. These predominantly are direct company 

appointed channels and in some cases, multi 

franchises who operate for different brands 

simultaneously. With the above statistics it is 

evident that social media is proving to be an 

opportunity to reach the customer short-circuiting 

the channel to improve agility within the 

organization. More so there is a collection of 

diversified views from the social media channel 

which if leveraged to its potential can prove to be a 

game changer for an organization. Correspondingly, 

social media expressions demonstrate to be one of 

the critical inputs and are an indication of the 

sentiments possessed by the customers in the 

market. Social media expressions can be compared 

to a sentiment spelled out in the voice of the 

customer. Social networks are the fastest growing 

industries in the world. The project growth of social 

media over the next five years is a handsome 25% 

and organizations need to realize the potential of 

social media expressions as soon as possible, 

(Growthgurus, n.d.). Social media marketing 

increases your brand’s awareness. 78 % of small 

businesses use social media to attract new 

customers. Furthermore, 33% of customers have 

identified social media as how they identify new 

brands products and services. 63% of consumers 

who search for businesses online are more likely to 

use ones with an informative social media presence. 

71% of consumers who received a quick response on 

social media would recommend the brand to others. 

With the above starching inputs, the importance of 

social media expressions is further cemented into the 

whole growth story of an organization. The 

researchers through the literature review have 

arrived at the gaps figuring the areas where social 

media expressions can turn the tables in the favor of 

an organization and make it a dominant player in the 

market leading the competition. The study intends 

to study the impact of these social media expressions 

in the co- creation of Innovation in products and 

services.

METHODOLOGY
This research paper has proposed a system of social 

media expression indicators, encompassing the 

constructs of innovation with an intention of 

accelerating the same to help large and small 

organizations. The proposed research would 

empirically validate the proposed Modelbased on 

data collected from Social Media departments of the 

surveyed organizations.

Following the frameworks suggested by number of 

research studies (Idota et al., 2011; Kalypso, 2011; 

Kärkkäinen et al., 2010),highlighting the benefits 

such as growth of market share, margins and 

revenue to be achieved from innovation through 

social media expressions in the organizations. 

Following constructs have been proposed for 

carrying out the research (1) better product ideas, (2) 

an increase in customer orientation,(3) quality 

improvements, reduction of time and costs of 

30



Amity Business Review
Vol. 19, No. 1, January - June, 2018

27

Impact of  Social Media Expressions 
on Co-creation of  Innovation

product development time, and (4) improved 

product adoption. Each construct is linked to 

various indicators reflecting the nature of social 

media expressions.

Survey Questionnaire Method for Data 

Collection:

In order to understand, the types of social media 

expressions and to associate them with constructs of 

innovation, the researchers have studied the social 

media presence points (Facebook, Twitter, YouTube 

etc) of 18 organizations for 10 continuous days and 

had observed 744 expressions. Out of these observed 

expressions, 257 expressions were related to 

shortcomings in existing products/services and 

advantages associated with products/services from 

rivals (better product ideas). 141 expressions were 

related to changing wants and needs of its customers 

(customer orientation). 272 expressions were related 

to quality of the products/services and 74 

e x p r e s s i o n s  w e r e  r e l a t e d  t o  u s a g e  o f  

products/services (product adoption).

To test the various understandings developed on the 

basis of the conceptual model, data were collected 

from 239 respondents through a structured 

questionnaire developed on the basis of previous 

literature. The first part of the questionnaire is 

intended to collect data related to the type of 

respondents. The second part of the questionnaire 

intended to measure various constructs that are 

related to the initiatives such as Product idea, Cost 

quality and Timelines of Product development, 

Customer orientation, Product Adoption and finally 

Innovation. Post, which all the statements of the 

survey were pretested on a sample of 20 Social 

Media marketing executives of different brands to 

test the reliability and validity of the statements via a 

draft questionnaire. Structured questionnaire used 

five-point Likert scale ranging from Very High (5) to 

Very Low (1) to obtain the responses from 

respondents.

Sampling Technique: Purposive Sampling 

Technique or also commonly known as “Deliberate 

Sampling” technique has been used by the 

researchers to choose the sample for distributing the 

questionnaire. This sampling technique involves an 

attempt to deliberately, select the respondents 

constituting the sample and representing the 

universe.

Bias Handling: Different types of errors get induced 

during the data gathering phase and they have to be 

eradicated before conducting the statistical tests, 

such as sampling error, non-response error and 

coverage error. No interviewer was employed for 

the data collection purpose, whichfortified an 

unbiased response from the respondents, as they 

were not led to any inferences on their responses. 

The respondents were contacted at their convenient 

times and ample time was given for them to respond 

to the questionnaire, which safeguarded the 

researchers against a hassled retort. Further, as per 

the deliberate sampling technique only those 

respondents were approached who were qualified 

to respond as per the concept mapping and who 

were willing to respond closing the doubts of rating 

scale errors to a large extent.

DATA COLLECTION
In order to explore the significance of the linkages 

between social media expressions and the proposed 

four constructs of innovation, a survey-based study, 

based on the responses from social media 

departments of the organizations was conducted. 

The survey instrument was a research questionnaire 

which requested the social media managers of 

organizat ions  mainta ining socia l  media  

departments to respond highlighting degree of 

impact of social media expressions on four 

constructs of innovation namely, better product 

ideas, increase in customer orientation, quality 

improvements, reduction of time and costs of 

product development time, and  improved product 

adoption.

The survey was mailed to the social media managers 
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of 384 organizations in India. The respondents were 

first explained the purpose of primary data 

collection through a small introductory note and 

were then asked to rate the impact of social media 

expressions on four constructs of innovation. The 

respondents were also requested to not to answer the 

survey, if they didn’t use social media for the above 

objectives. Out of 384surveys issued, 252 filled in 

responses were received and 239 duly filled in 

responses were included in data analysis. 

DATA ANALYSIS
The Descriptive statistics observed from the data 

collected is mentioned in table 1

Reliability Testing:

The reliability statistics of the scale predicts the 

degree of consistency among the variables under 

test. This consistency of the tool being able to give 

repetitive reliable results is measured by the 

reliability tests such as Cronbach’s alpha or Split 

Half analysis. The value of 0.70 or higher represents 

acceptable reliability (Hair, Black, Babin, Anderson 

& Tatham, 2007). The results of Cronbach’s alpha 

test, the reliability of the scales for the present study 

are greater than 0.8 in all the cases thereby indicating 

an overall higher reliability factor. Table 2 indicates 

the results of the reliability test by Cronbach’s alpha 

and Split half’s method

Table 1: Demographics

Age- Grp # of Respondents Percentage

20 - < 25 2 1%

25 - <30 70 29%

30 - < 35 63 26%

35 - < 40 52 22%

40- < 45 50 21%

45 - < 50 2 1%

239 100%

Marital Status # of Respondents Percentage

Married 186 78%

Unmarried 53 22%

239 100% 

Nature of Org # of Respondents Percentage

Indian 67 28%

MNC 172 72%

 239 100%

Source: Authors’ analysis of the data collected

Source: Authors' analysis with SPSS of the data collected

Table 2: Reliability Test results

Method Value

Cronbach's Alpha 0.95

Split-Half (odd-even) Correlation 0.97

Split-Half with Spearman-Brown Adjustment 0.98
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Data Testing:

The data gathered through the self- administered 

questionnaire was coded in SPSS 22 and AMOS 21 

for further analysis. The statements used in the CFA 

Analysis were based on the literature review. We 

therefore conducted Exploratory Factor Analysis 

(EFA). The objective of EFA is that without imposing 

any constraint on the outcome; understand the 

underlying factors’ structure (Child, 1990). The 

Exploratory Factor Analysis was deployed with 

Principal Component Method with Varimax 

rotation for extraction of factors. P–Values were 

calculated for the individual parameters to answer 

the question of relevancy as the customer. SEM was 

conducted in two steps to validate the model 

created. The first step involved statistical validation 

of the measurement model with the help of 

confirmatory factor analysis (CFA) and the second 

stage examined the relationship between various 

variables considered in the study using AMOS.

Exploratory Factor Analysis

Before we conduct the EFA, it is crucial to test the 

sampling adequacy of the data. The results reported 

that Kaiser–Meyer–Olkin’s (KMO) value was 0.8540 

and even Barlett’s test was observed significant at 

0.000 level (p < 0.000). Basis the calculated values we 

observed that there are four factors recommended 

by SPSS which are significant. Total variance 

explained for these four factors is found to be more 

than the recommended percentile of 60%.

Measurement Model Analysis:

The items are next subjected to SEM analysis for 

conducting a CFA to verify the unidimensionality. 

The relationships as defined in the structural model 

are analyzed in this step. The model is tested by 

examining the path coefficients and their 

significance. The relationships in the proposed 

model are well supported by the overall model fit 

indices. The χ2/df value was also observed to be 

meeting the recommended value of less than or 

equal to 3 (McIver& Carmines, 1981). Although, Hair 

et al. (2013) proposed that a value of model fit indices 

between 0.5 and 0.8 is considerably good for social 

science studies. In this case, we observed the good of 

fitness to be 0.0.85 i.e. ~ 0.9, which ensures that the 

model fits well with the data. Figure 2 depicts the 

path diagram with the estimated standardized path 

coefficients. From the output path diagram, it is 

evident that all the path coefficients are significant at 

the level of 0.001.

Analysis of Structural Model:

Casual path analysis was conducted in the second 

stage of structural equation modeling to test the 

propositions in the study. Modification indices 

indicated that most of the pre-defined statements are 

accepted except the fact that the direct relationship 

between Product development and customer 

orientation is found to be weak. Although, Hair et al. 

(2013) proposed that a value of model fit indices 

between 0.5 and 0.8 is considerably good for social 

science studies. In this case, we observed the good of 

fitness to be 0.9, which ensures that the model fits 

well with the data. The findings of this study 

reported that the direct relationship between 

Customer orientation and Production adoption & 

Innovation is influenced majorly by involving 

customers in Product Idea generation and cost & 

timeliness of product development. The complete 

model explained more than 60% of variance.

DISCUSSION
The main objective of this article was to assess the 

impact of social media expression on the co-creation 

of innovation in products and services. The findings 

of this study reported empirical evidence to support 

the proposed model reported in Figure 1. Most of the 

propositions were supported and the overall 

prediction of the model is 60 per cent. The findings of 

this study suggested that inclusion of social media 

expressions in the domain of Product ideas is a 

considered to have a strong relationship with the 

organization to be identified as a customer oriented 

organization. Further the model provided empirical 

evidence of the linkages of a customer oriented 

organization having a better product adoption in the 
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market and co-creation in the innovation of 

products. Our study reinforces the statements that 

were considered as impacts of social media while 

building the conceptual model and completely 

concurs with the model linkages.

LIMITATIONS
The researchers during the study have come across 

the benefits of social media expressions which are 

sourced from social media. However, certain 

limitations need to be considered carefully to while 

attributing co-creation of innovation to social media 

expressions. While social media turns out to be a 

platform for like minded people to create share 

ideas, information online, but there is a caution for 

the community. There is always a possibility of data 

leakage and data privacy issues. Moreover social 

media reduces the face–to–face interactions, which 

could mislead the understanding of the social media 

expressions shared by the customers. Lastly, the 

most crucial threat, which an organization can face, 

is of identity theft. This is due to the independence 

than individuals have to create forged identities and 

submit their social media expressions. This tool can 

be used by competition to delude the leading 

organization and take certain steps, which probably 

are not required. Organizations while considering 

the social media expressions as one of the streams to 

gather inputs from the customers have to deep dive 

and validate a sample of social media expressions to 

safeguard themselves and save the interests of the 

organization.

FUTURE RESEARCH DIRECTIONS
In the current research article, the researchers have 

successfully tested the impact of social media 

expressions on the co-creation of innovation in 

products and services. We have touched briefly on 

how social media expressions affect the new product 

development process if they are considered as one 

the input streams. Further deep dive is required in 

this domain for the organizations to embark the new 

product development journey. This is also crucial 

from the organization point of view as the social 

media expressions are captured for the product 

which is not yet offered in the market. It provokes the 

consumers to express what they desire from the 

manufacturer in advance and consequently it 

warrants a higher level of product adoption as 

customers receive the product which meets their 

expectations. Therefore the researchers suggest 

further the development of a conceptual model 

around the impact of social media expression in new 

product development and validation of the same 

through robust statistical techniques/models. 
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Figure 1.Conceptual Model for the Study (Authors’ own.)

Notes: PI—Product Idea; PD—Product Development (Cost & Quality); CO—Customer Oriented; PA—Product Adoption; and 
IN—Innovation

Figure 2. Output Path Diagram (Authors’ own based on AMOS output)

PI

PD

CO

PA

IN

0.41 0.4

0.38

0.20 0.35

Product 
Idea Product

Adoption

Product 
Development

Innovation

Customer 
Oriented

36



Amity Business Review
Vol. 19, No. 1, January - June, 2018

1 2Shashikala R.  and Suresh A. M.
1 MBA Department, Don Bosco Institute of Technology, Kumbalagodu, Bangalore, Karnataka

2 Center for Management Consulting & Research, Disciples India Educational Resources Pvt. Ltd., Vijayanagar, Bangalore

Impact of Servicescape on Customer Perceived 
Value in Fine Dining Restaurants 

Customer value, the difference between the values of what 

customer gets in total for what he pays in buying 

situations, is central to marketing strategy today. 

Particularly, market-oriented companies continuously 

thrive on creating and aligning value with the 

expectations of the target market. In service firms, the 

customer value goes beyond service attributes and costs 

and largely depends on the quality of service experiences, 

which in turn is greatly affected by servicescape. 

Servicescape or service environment, in which service is 

delivered, is known to have a profound effect on the desired 

customer experiences and their satisfaction. However, 

empirical evidences to prove its impact on perceived 

customer value is very scarce. Therefore, this research was 

undertaken primarily to analyze the impact of 

servicescape on customer perceived value in fine dining 

restaurants. A field survey was conducted in Bangalore 

among 422 diners in selected restaurants and data 

wereanalysed using SPSS. Scale reliability was checked 

using Chronbach's alpha and KMO and Bartlett's Tests 

established the data suitability for factor analysis. An 

Exploratory Factor Analysis revealedfive-factorstructure 

of servicescape comprising of ambient, hygiene, exterior, 

aesthetic and tangible components, explaining up 

to58.35% of the variance.  Further, Multiple Regression 

Analysis showed that only aesthetic, ambient and hygiene 

factors significantly impacted customer perceived value 

whereas exterior and tangibles were not statistically 

significant. The study results thus provide empirical 

evidences to show that servicescape essentially plays a 

critical role in creating and enhancing customer value. 

Finally, paper discusses managerial implications, 

particularly in the fine dining restaurant context. 

Keywords: Servicescape, customer value, physical 

environment, fine dining restaurant, dining behaviors.

INTRODUCTION
Today, successful companies are strongly customer 

oriented and are placing greater importance on 

customer satisfaction and loyalty. However, they 

have realised that to build profitable relationships 

with their customers it is essential to create and 

deliver superior customer value (Kim, 2010). 

Therefore, the essence of marketing is to create value 

via customised marketing-mix elements and 

multiple forms of engagement(Srivastava et al. 

2001). In fact, the most important task of marketing 

management is to consistently create and 

communicate customer value to drive their 

satisfaction, loyalty, and profitability (Kumar and 

Reinartz, 2016). Providing higher value not only 

leads to long term profitability and growth but can 

be a good source of competitive advantage too 

(Woodruff, 1997). There is vast literature in services 

marketing which shows that customer satisfaction 

and service quality in service industry are direct 

effects of customer value (Parasuraman, Berry & 

Zeithaml, 1991). It is the major determinant of 

customer satisfaction (Chiou, 2004) and significantly 

determines the repurchase intentions of customers 

(Ha and Jang, 2010). Further, higher perceived value 

also results in lower intentions to switch 

organization. However, delivering customer value 

is not a short-term strategy. Firms must 

continuously thrive on anticipating what their 

customers will value and keep delivering it better 

than the competition. Moreover, customer value is a 

relativistic concept, because it reflects comparative 
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product and service attributes; differ between 

customers and depend on the time and situation 

(Holbrook, 2005). This explains the growing 

significance of customer value as a research agenda 

which is grabbing the attention of global researchers.

Basically, customer value is the difference between 

what customer gains from a product and the costs of 

obtaining the product. It is the trade-off between the 

total benefits that customer perceives to be receiving 

in any buying situation compared to the total pay-

offs to acquire it (Monroe, 1990).However, customer 

value in the 21stcentury extends simple trade-offs 

between perceived benefits and perceived costs to 

more complex values, which has been captured well 

in the recent definition. Woodruff(1997), defined it 

as ‘customer’s perceived preference for, an 

evaluation of, those product attributes, attribute 

performances, and consequences arising from use 

that facilitate (or block) achieving the customer’s 

goals and purposes in use situations’. This definition 

also indicates that there are two aspects to customer 

value: desired value and perceived value (Shanker, 

A. 2012). Perceived value is the consumer’s overall 

assessment of the utility of a product based on 

perceptions of what is received and what is 

given(Zeithaml, 1988). When choosing between 

competitive market offers, rational customers 

choose the offering perceived to deliver superior 

value, thus potentially creating competitive 

advantage. Furthermore, customer perceived value 

is a multi-dimensional concept and has been 

examined at different levels. At a lower level, 

customer derives value from the attributes of a 

product or service whereas at a higher level, 

customers derive value from the economic, 

functional, and psychological benefits from a total 

market offering (Zeithaml, 1988).According to 

Woodall (2003) the dimensions of perceived value, 

arenot only related to monetary costs, but also 

involves time consumption, effort and human 

energy consumption. Similarly, Gunawardane 

(2011) classified perceived (service) value 

dimensions based on the perceptions of core 

services, functional outcomes, emotional outcomes, 

physical environment and social interaction. Despite 

the acknowledged importance, the broader 

perspective of value creation has received limited 

research attention more particularly the role of 

physical environment or servicescape in creating 

value. Therefore, this research attempts to analyse 

the impact of servicescape in creating customer 

value. 

What is Servicescape?

Servicescape is the way in which physical facilities of 

a service firm are designed and used for the effective 

service creation and delivery. Term servicescape 

coined by Bitner (1992), has been defined as ‘the 

totality of physical setting and ambient conditions 

designed and managed by service firms in which the 

service is assembled, seller and customer interact, 

and service delivery takes place’. It is also been 

defined as ‘everything that is physically present to 

the consumer during the service encounter’ 

(Hightower, 1997). Representing the totality of 

service environment, servicescape essentially 

includes anything physical to which consumer is 

exposed and interacts during service encounter in 

addition to ambient conditions. Also referred to as 

‘atmospherics’, is generally perceived in terms of 

visual, aural, olfactory and tactile factors (Kotler, 

1973).More precisely, it is a built environment made 

up of tangible, intangible, exterior and interior 

spaces. Due to its tangible dominance nature, 

servicescape assumes strategic importance and 

plays multiple roles in the marketing of otherwise 

intangible services(Lovelock and Wirtz, 2004). First 

of all,it ‘wraps’ the service as a package does in case 

of physical good and helps in conveying the service 

features, thereby facilitating purchase decision. 

Carefully designed servicescape allow for smooth 

flow of service activities both from employees and 

customers. Further, a unique servicescape enables 

differentiation within the competition. Therefore, 

today’s managers are particularly attentive of 

servicescape and the same has been increasingly 

used in strategic marketing. 
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Theoretical Framework

The pioneering research on servicescape and its 

impact on human behaviour was conducted by 

Mehrabian and Russell (1974). Based on 

environmental psychology theories, they developed 

a model to show how servicescape scan substantially 

influence consumer behavioural intentions. As per 

this model, the perception of various servicescape 

cues, either conscious or subconscious induces 

emotions in the mind of consumers. These emotions 

were bifurcated into pleasure and arousal where 

pleasure is the degree of happiness or joy and 

arousal is the degree of stimulation or excitement, an 

individual feel in the environment. These emotions 

subsequently drive consumer to exhibit either 

approach or avoidance behaviours. Approach 

behaviours are positive responses such as desire to 

stay, explore and interact in the environment where 

as a voidance behaviours are negative responses 

Bitner (1992) in an attempt to expand the Mehrabian 

and Russell (1974) model, identified three 

dimensions of servicescape: ambient conditions; 

spatial layout and functionality; signs, symbols and 

artefacts (Fig. 1). Ambient factors are intangible 

background variables such as lighting, aroma, noise, 

music, air quality and temperature which affect 

mostly the non-visual senses (Jeon and Kim, 2012). 

Spatial layout refers to the size and shape of 

furnishings and equipments, the way in which these 

are arranged with functionality indicating the ability 

of these items to facilitate service performance. 

Signs, symbols, and artifacts, refers to the use of 

signage, decor, and other physical elements used to 

communicate and enhance a certain mood, or to 

direct customers to desired destinations (Bitner, 

1992). Further, the model proposes the influence of 

servicescape on employee behaviours in addition to 

consumer behaviour. Though, servicescape is 

basically a ‘built environment’, Baker (1986) 

contrasted this view to include the ‘social factor’ 

referring to employees and other customers present 

at the service delivery sites. Turley and Milliman 

(2000) elaborated ‘social element’ to include 

consumer characteristics, crowding and density as 

well as employee personnel characteristics, uniform, 

and privacy. Rosenbaum and Massiah (2011) 

proposed a model of servicescape comprised of 

physical, social, symbolic and natural stimuli, all of 

(Source: Bitner (1992), “Servicescapes: The Impact of Physical Surroundings on Customers and Employees”, Journal of Marketing, Vol. 56, April, pp. 57-71.)

Figures and Tables
Figure 1: Bitner's (1992) Integrated Servicescape Model
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which can significantly drive approach and 

avoidance behaviours.

Review of Literature 

Services marketing literature has vast evidences to 

show that servicescape is a major determinant of 

customer satisfaction and behavioural intentions 

across service industries such as ‘Healthscape’ 

(Hutton and Richardson, 1995), ‘Dinascape’ (Ryu, 

2005), ‘E-servicescape’ (Vilnai-Yavetz, Rafaeli, 2006), 

‘Musicscape’ (Oakes, 2000), ‘Festivalscape’ (Lee et. 

al, 2008) and ‘Social-servicescape’ (Tombs and 

McColl-Kennedy, 2003). However, the importance 

of servicescape is more apparent in leisure services 

such as ‘sportscape’ where customers spend 

extended time in the service facility and is consumed 

primarily for hedonic purpose (Wakefield and 

Blodgett, 1994). Particularly, the approach 

behaviours such as loyalty, desire to stay longer, 

unplanned spending, and willingness to 

recommend have been successfully examined 

(Donovan and Rossiter, 1982) in service 

environments.

Music is the most researched ambientelement which 

affects both time and money spent in retail and 

restaurant environments (Milliman, 1986; 

Mattila&Wirtz, 2001). Music genre, tempo, volume, 

mode, preference and even structured vs. 

unstructured music treatment, can affect consumer 

evaluations of enjoyment, time perceptions and 

i n t e n t i o n s  t o  r e t u r n  ( Z o l a s ,  2 0 1 2 ) .  

Servicescapelayout can have a strong impact on 

quality perceptions, pleasure, and excitement levels, 

and desire to return in a shopping mall (Wakefield & 

Blodgett, 1994). Similarly, Ariffin, Bibon, and 

Abdullah (2011) found that restaurant layout and 

furnishings significantly affect behaviours of word 

of mouth, revisit intentions, and attitude towards the 

restaurant among young consumers. Ryu (2005), 

identified facility aesthetics, ambience, lighting, 

service product, layout, and social factors as key 

factors affecting restaurant servicescape quality 

which had positive effect on pleasure and arousal as 

well as behavioural intentions. However, arousal 

did not have significant influence in a Spa (Kang, 

Boger, Back and Madera, 2011).  Lee Y-K, et. al., 

(2008) found seven factors of festival scape namely 

convenience, staff members, information, program 

content, facilities, souvenirs and food quality which 

significantly influenced positive emotion, 

satisfaction and loyalty. Similarly, functional, 

aesthetic, safety and social factors influenced 

positive emotions and behavioural intentions 

in airport service (Jeon and Kim, 2012). Mofoka 

(2011) found seven factors namely scoreboard 

quality, refreshments, facility aesthetics, space 

allocation, accessibility, seating comfort and 

cleanliness of Sport Stadiums where all these factors 

had positive correlation with future attendance and 

desire to stay. 

In a rare study, Kumar, et.al, (2010) examined the 

role of servicescape in creating shopping value 

where only ambient scent and temperature were 

found to be significant.Further, perceived value was 

found to mediate the influence of servicescape on 

behavioural intensions (Liu & Jang, 2009). 

RESEARCH GAP AND NEED FOR THE STUDY
Literature review shows that there are plenty of 

studies which indicate the prime role of servicescape 

in driving behaviours. However, empirical studies 

indicating its role in the creation and perception of 

value, particularly in dining environment are scarce. 

Therefore, this study was conceived with the 

primary objective of examining the impact of 

servicescape on customer perceived value in a fine 

dining restaurant. Further, literature points that 

there are no consensuses on the dimensionality of 

servicescape. Therefore, it was decided to explore 

the dimensions in the study context.

SIGNIFICANCE OF THE STUDY
Dining out is more of an ‘experience’ today; a family 

entertainment; a way of socializing in the 

community where consumer looks for interesting, 

enjoyable, and meaningful sensory experiences 

(Datamonitor, 2009). Though, food quality is still 
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critical to restaurant industry, consumers are 

increasingly considering the hedonic benefits of 

food that are significantly influenced by the 

environment in which the food is consumed 

(Schmidt and Benson, 2009). Therefore, servicescape 

is of prime importance in the success of any 

restaurant business. 

Further, Fine dining restaurant is the third most 

popular format in India after fast food and casual 

dining. It is the highest priced among all the 

segments where average price per person falls in the 

range of Rs.750 – Rs. 3000.The start-up investment 

cost of fine dining restaurant ranges from Rs.15 to 

30million and a major share is spent on locating and 

creating physical facilities. Hence, servicescape is 

high investment decision in fine dining restaurants. 

With a healthy share of 14% in the organized 

restaurant sector, this segment shows fine growth 

prospects, currently growing at a CAGR of 19% as 

per Indian Restaurant Report (2012). This promising 

growth potential, backed by expanding service 

sector and increasing consumer affluence, the sector 

is attracting many players both from International 

and domestic arena. Industry experts are foreseeing 

huge investments to happen in this sector either in 

creating new service facilities or expanding existing 

ones (such asBirla Private Equity s investing up to 

$15 million in Olive Bar and Kitchen, Speciality 

Restaurants with brands like Mainland China, Oh! 

Calcutta planning 45 new restaurants, New Silk 

Route Growth Capital to invest $100 million). 

However, there is a dire lack of systematic 

knowledge which can help these firms to judiciously 

allocate resources while designing servicescapes so 

as to create higher value to the target market. 

Therefore, this research in Indian Fine dining 

restaurant sector assumes significance. 

OBJECTIVES AND HYPOTHESIS
The objectives of the study are:

1. To identify the dimensions of servicescape in the 

context of fine dining restaurants. 

2. To examine the impact of servicescape 

dimensions on customer perceived value. 

Study hypothesis was: 

H0: There is no significant impact of servicescape 

dimensions on customer perceived value.

Ha: There is significant impact of servicescape 

dimensions on customer perceived value.

RESEARCH DESIGN
A descriptive research methodology was adopted 

with quantitative research approach involving 

survey of diners in fine dining restaurants (Fig.2). 

Inclusion Criteria

For the purpose of this study, fine dining restaurant 

was operationally defined as ‘multi-cuisine, full 

service restaurant where food is made from the 

scratch, offering personalised services to guests with 

the average check per-person per meal ranging 

between Rs. 1000 to Rs. 1500’. The study area was 

chosen as Bangalore city. Only restaurants meeting 

this criterion were included in the sampling frame. 

SAMPLING DESIGN
Target Population – All the people who dine at fine 

dining restaurants are considered to be the part of 

target population. 

Sample Unit – Individuals who dine at fine dining 

restaurants in Bangalore city.

Sampling Scheme – As target population is infinite, 

it is not practically possible to compile a sampling 

frame of all the diners. Therefore, the sampling 

frame of fine dining restaurants was compiled. The 

list of fine dining restaurants in Bangalore city was 

compiled using published sources such as Zomato 

Restaurant Guide 2012, Times Bangalore City 

Restaurant Guide 2012 and online sources such as 

www.burrp.com, www.asklalia.com. A list of 135 

fine dining restaurants was prepared as per 

inclusion criteria. 
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Sampling Technique – Probability Sampling 

Technique of Two-Stage Sampling has been adopted 

for the purpose of this study which is deemed more 

appropriate in a situation where the sampling frame 

is available for the primary units (fine dining 

restaurants) but not the secondary sample units 

(diners).In the first stage, 25 fine dining restaurants 

were drawn by using systematic sampling. In the 

second stage, diners were chosen from each of the 

selected restaurants over two-day period (through 

Monday to Friday) during lunch hours.

SURVEY INSTRUMENTS AND 
MEASUREMENT OF VARIABLES
A structured questionnaire with closed ended, pre-

determined options was used for this study. 

Multiple-items servicescape scale was compiled 

from past literature and interaction with restaurant 

managers. Similarly, multiple-items scale of 

customer perceived value was adopted from 

previous literature (Cronin et al. 2000). These 
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variables were measured on a seven-point Likert-

type scale with 1= strongly disagree and 7 = strongly 

agree. Finally, the respondent’s demographic 

information was captured.

Data Collection and Sample characteristics

In a mall-intercept type interview, questionnaires 

were personally administered when respondents 

were actually experiencing the servicescape. Total of 

422 filled questionnaires were used for final analysis. 

Demographic analysis (Fig.3) showed that 252 

respondents were male, and 170 respondents were 

female respondents. Majority of the sample were in 

the age group of 20-29yrs, married and had children, 

professionals by occupation, falling in the monthly 

income of Rs.20,000-60,000. Further, majority of the 

respondents dine-out either once a week or 

occasionally and the current reasons for dining-out 

were either celebration or family outing.

DATA ANALYSIS AND RESULTS
The data were analysed with the help of SPSS 

software (version 20.0) and the results are presented 

below. 

Pilot study and item analysis

Suitable modifications were made on servicescape 

scale based on the results of pilot study where items 

related to web site quality, signage, colour scheme 

were deleted. Items related to natural elements, 

music volume and crowding were deleted due to 

low corrected item-total correlations (< .30). 

Reliability Statistics

Reliability test was conducted to assess the internal 

consistency of the multiple-item scales (table 1). 

Alpha coefficients were .808and .950 which 

exceeded the minimum standard of 0.7 (Nunnally, 

1978) thus, establishing high reliability. 

Figure 3: Demographic Profile of Respondents

(Source: Primary data)
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KMO and Bartlett's Test

First objective of this study was to identify factors of 

restaurant servicescape. To test the suitability of the 

data, KMO and Bartlett's Test statistics were 

computed, and the results are presented in table 2. 

The KMO value of 0.943 (> 0.80) ensured that sample 

is adequate. The Bartlett's Test(p value 0.00<0.05) 

indicated the significance of the correlation matrix 

thereby the suitability of data to apply factor 

analysis. 

Exploratory Factor Analysis 

To identify the factors of servicescape, exploratory 

factor analysis was conducted using Principal 

Component Analysis Method. Varimax Rotation 

method was adopted with Kaiser Normalization. It 

extracted 5 factors with eigen values greater than 1 

and together explained 58.35% of the total variance. 

The analysis converged in total 7 iterations. 

However, items with factor loadings <0.4 were 

removed. The rotated factor matrix is shown in the 

table 3.

Labelling and Description of Derived 

Factors

1. Ambient factor

The first factor with highest eigen value of 3.698, 

explaining 13.698% of the total variance includes 

variables related to temperature, aroma, noise 

level, air quality, lighting and warmth created 

by the colours used. All these variables together 

represent the ‘ambient’ conditionsof Bitner 

(1992) model.

2. Hygiene 

The second factor with eigen value of 3.164 

explaining 11.719% of the total variance, 

includes three variables related to cleanliness of 

dining areas, walkways and exits, and 

restrooms. These clearly state the general 

hygiene conditions maintained in the 

restaurant. This factor also includes spatial 

layout and seating arrangement.

3. Exterior

The third factor explained 11.584% of the 

variance with eigen value of 3.128. This factor 

included variables such as restaurant visibility, 

surrounding area, convenient location, and 

adequate parking representing external 

servicescape factors. 

4. Aesthetics

The fourth factor with eigen value 2.958 

explained 10.956% of the variance. This included 

five variables such as architectural style, interior 

décor, natural elements, theme and furniture 

related to aesthetic design of a restaurant.

5. Tangibles 

The fifth factor with eigen value 2.806 explained 

10.394% of the variance. This included six 

variables such as tableware, linens, table setting, 

menu design, variety of food & drinks and food 

presentation, all related to tangible items of 

S E R V Q U A L  i n a  r e s t a u r a n t  s e r v i c e  

(Parasuraman, Berry, Zeithaml, 1991). 

Multiple Regression Analysis

Step-wise Multiple Regression analysis was carried 

out to test for the predictive power of 

servicescapefactors on customer perceived value. 

Table 1: Reliability Statistics 

Scale Attributes α Values No. of Items

Servicescape .950 36

Perceived Value .808 3

(Source: Primary data)

Table 2: KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of .943
Sampling Adequacy.

Bartlett's Test of Sphericity Approx. Chi-Square 5235.608

df 351

Sig. .00044
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a
Table 3: Rotated Component Matrix

Factors and Variables Component

1 2 3 4 5

Aesthetics

Architectural style of this restaurant is attractive .590

Interior décor is visually appealing. .619

Natural elements are pleasant .663

Décor authentically reflects the theme .751

Furniture is of high quality .626

Ambient factor

Temperature is just right .515

Aroma is enticing .684

Noise level is acceptable .682

Air quality is good .532

Colors create a warm atmosphere .653

Restaurant lighting is appropriate .587

Lighting makes feel welcome .651

Hygiene

Dining areas are clean .656

Restrooms are clean .586

Walkways and exits are clean .584

Layout makes it easy to move around .559

Seating arrangement is comfortable .687

Tangibles

Tableware is of good quality .463

The linens are of good quality .514

The table setting is visually attractive .715

Menu design is attractive .715

Menu has good variety in food & drinks .685

Food presentation is visually attractive .497

Exterior

This restaurant is conveniently located .692

Surrounding area is good .692

Parking at the restaurant is adequate .612

Visibility of the restaurant is good .761

Eigen value 3.698 3.164 3.128 2.958 2.806 

TVE = 58.35% 13.698 11.719 11.584 10.956 10.394

Extraction Method: Principal Component Analysis. 
 Rotation Method: Varimax with Kaiser Normalization.
a. Rotation converged in 7 iterations.
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The results are shown in the table 4&5. The model 

was statistically significant at the confidence level of 

99% (p=0.000) with R2 value of 0.343 and F=38.939. 

However, only three factors were significant such 

ambient (β = .230, p < 0.01), hygiene (β = .254, p < 

0.01) and aesthetic factors (β = .240, p < 0.01) whereas 

exterior and tangibles were not significant. 

Therefore, it can be concluded that only ambient, 

hygiene and aesthetic factors are strong predictors of 

perceived value, together predicting up to 33.4% 

(adjusted R2 = 0.334).

DISCUSSION
The first contribution of this study is in terms of 

identifying factors which are critical in the 

perception of restaurant servicescape.  According to 

this study, five factors which are critical to restaurant 

servicescape are Ambient, Hygiene, Aesthetic, 

Exterior, and Tangible factors. The key factor 

is‘Ambientfactor’much in line with Bitner (1992) 

model and more so in a dining experience (Ryu, 

2005). This indicates that ambient conditions though 

represent  bas i c ,  non-v i sua l ,background 

variables,but are of critical value to a restaurant 

environment. The significance of second factor, 

Hygiene was again in consistent with previous 

studies (Wakefield and Blodgett, 1994) which also 

show that most reported problems in servicescape 

failures are of cleanliness issues (Lia et. al., 2009). 

This factor also includes spatial layout and seating 

arrangement variables though unrelated, but have 

been greatly associated with dining experience (Lin, 

2004).Further, neat layout and seating arrangement 

can reflect the hygiene levels maintained in the 

restaurant. The third factor Exteriorshas been 

known for its role in the choice of restaurant (Tinne, 

Table 4: Model Summary

                                Change StatisticsModel R R Adjusted Std. Error
Square R Square of the R Square F Change df1 df2 Sig. F 

Estimate Change Change

a1 .515 .266 .264 .74699 .266 136.340 1 377 .000

b2 .559 .313 .309 .72344 .047 25.944 1 376 .000

c3 .583 .340 .334 .71028 .027 15.061 1 375 .000

a.  Predictors: (Constant), F1

b.  Predictors: (Constant), F1, F2

c.  Predictors: (Constant), F1, F2, F4

Model Unstandardized Standardized t Sig.
Coefficients Coefficients

B Std. Error Beta

1 (Constant) 1.593 .300 5.310 .000

F4 .236 .059 .240 3.986 .000

F1 .245 .070 .230 3.514 .000

F2 .275 .070 .254 3.960 .000

F5 -.095 .069 -.084 -1.362 .174

F3 .026 .055 .026 .468 .640

a
Table 5:Coefficients

a. Dependent Variable: Perceived value
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2012),although empirical evidences are rare as a 

servicescape factor.Similarly, aesthetics and 

tangibles have been significantly related with 

servicescape quality in restaurants and customer 

satisfaction (Venkatraman and Nelson, 2008; Ryu, 

2005).  

Further, this study also contributes to the scant 

literature available on the role of servicescape in 

creating customer value. Results showed that in an 

experience-centric service such as fine dining 

restaurant, servicecsape has strong, positive impact 

on customer perceived value. Particularly, hygiene, 

aesthetic and ambient factors were found to be 

strong predictors, indicating that managers must 

focus on these variables and allocate resources 

accordingly. Restaurants must primarily focus on 

cleanliness and hygienic maintenance of dining and 

wash areas as it is perceived to offer superior value. 

Similarly, spot-less walkways, neat and easy to 

navigate layout, reasonably spacedtables addfurther 

value. However, managers need to be concerned 

with aesthetic values as well. Unique architectural 

design with eye-catchyinteriors matching with 

restaurant theme enhances the value.With rising 

inclination towards nature, presence of natural 

elements such as indoor plants, artificial 

fountains/waterfalls and fresh flowers could be 

more effective. Similarly, high quality,comfortable 

furniture is what diners look for. Finally, right 

temperature, pleasant aroma, good air quality and 

moderate noise levelsenhance the service value. 

Appropriate lighting and soothing colour 

combinationsare also important in creating right 

emotions in the target market. Exterior and tangible 

factors though insignificant, cannot be ignored due 

to the possible moderating effect on perceived value. 

Therefore, a successful value proposition for a fine 

dining restaurant must start with aesthetics, 

ambience and hygienically maintained servicescape. 

LIMITATIONS AND FUTURE RESEARCH
The study was able to identify core factors of 

servicescape in a dining environment. However, it 

was confined to fine dining restaurants only. This 

may affect generalizability of findings and future 

research must essentially focus on other popular 

formats such as fast food and casual dining 

restaurants.  Further, survey was conducted in 

Bangalore city alone on selected fine dining 

restaurants. Moreover, regression model though 

significant could able to predict only one-third of the 

variance in perceived value. Therefore, empirical 

research using large samples drawn across the 

country is need of the hour. 

CONCLUSION 
The study results have contributed to both body of 

knowledge and practicing managers. It is 

universally accepted that servicescape takes a 

central role in shaping customer experiences and 

driving consumer behaviours.Additionally, this 

study proved its role in creating and enhancing 

customer perceived value in experience-centric 

services such as fine dining restaurant.Further, 

ambient factors, hygiene and aesthetic factors found 

to be the major value drivers in the dining 

environments. Thisheightened value perception in 

turn may lead to higher customer delight and long-

term associations. As the fine dining segment is here 

to stay with promising growth prospects, managers 

who design and use servicescape strategically are 

going to lead the race. 
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Depth and Impact of Microfinance 
with Special Reference to Uttarakhand

Microfinance is a banking service through which the 

unemployed or the low-income earning group of the 

society becomes self-sufficient and they can save money or 

borrow money to fulfill their day to day requirements. It 

provides these services to these people as they have no 

formal means to access the financial services.

In the present study, an effort has been made to assess the 

level of participation of the poor in the microfinance 

programme and to find the factors influencing their level 

of participation and further the impact of microfinance on 

the income and expenditure pattern of households. The 

study has been taken up in Uttarakhand state. The 

administrative division of the state is into two regions 

namely Garhwal and Kumaon. Multistage random 

sampling was adopted for the selection of districts, blocks, 

SHGs and sample respondents in the present study. The 

total of 400 respondents were selected for study. 

Keywords: Microfinance, Financial Inclusion, Socio-

Economic

INTRODUCTION
Over time, microfinance has emerged as a larger 

movement whose object is "a world in which as 

everyone, especially the poor and socially 

marginalized people and households have access to 

a wide range of affordable, high quality financial 

products and services, including not just credit but 

also savings, insurance, payment services, and fund 

transfers.” Many of those who promote 

microfinance generally believe that such access will 

help poor people out of poverty, including 

participants in the Microcredit Summit Campaign. 

For many, microfinance is a way to promote 

economic development, employment and growth 

through the support of micro-entrepreneurs and 

small businesses; for others it is a way for poor to 

manage their finances more effectively and take 

advantage of economic opportunities while 

managing the risks. The terms have evolved - from 

micro-credit to micro-finance, and now 'financial 

inclusion.

In India, the SHG-Bank Linkage Model (SHGBLM) 

and Microfinance Institution (MFI) Model are used 

to provide the MF. The SHG-BLM developed by 

NABARD is widely prevalent throughout the 

country. In SHG-BLM model, the SHGs are linked 

with banks. In MFI model, various MFIs reach the 

rural people in the locations which are not covered 

under formal banks. Financial services of MFIs are 

available for individuals or groups like SHGs, JLGs 

and Grameen groups.
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The main aim of the involvement of Microfinance in 

the project in to build the trust for banking among 

the rural poor. It is meant to make the people their 

own institutions wherein they know the benefits of 

financial security and sustainability. Its other aim is 

to ensure that there is a financial flow from apex 

institutes and other sources like SHPIs and MFIs to 

the rural economy. 

Different schemes are introduced by Uttarakhand 

too like many other states of India to make people 

more self- independent and social ly and 

economically empowered. Main schemes are 

Swarna Jayanti  Gram Swarozgar Yojana 

(SJGSY), JFM, Swashakti Project and Swayamsiddha 

programme. However, the success of these 

programmes largely depends on the success of 

community based organisations such as self-help 

groups (SHGs) and village forest management 

committee (VFMC), which work as conduit 

to facilitate micro-financing and management 

of the economic activities leading to effective 

transmission of the benefits of macroeconomic 

reforms.

In all these programmes SHG is considered as the 

key unit driving the programme. All the poverty 

alleviating programme provide the loans to people 

who are below poverty line or just above the poverty 

line. Also the rate of interest is also very less at 12%. 

Although this is not the desired rate of interest, but it 

is suitable because the poor people do not have some 

asset to keep as security to take loans from formal 

system of banking and also the private money 

lenders are about five to six time costly.

OBJECTIVES OF THE STUDY
The study was planned to understand the impact of 

microfinance on socio-economic development of 

poor. Keeping in view this idea, the research has 

concentrated upon the objectives

• To assess the level of participation of the poor in 

the microfinance programme and to find the 

factors influencing their level of participation.

• The impact of Microfinance on the income and 

expenditure of households. 

LITERATURE REVIEW
Schuler & Hashemi (Schuler 1994) in their study in 

Bangladesh argued that if we target women, 

microfinance can improve economic conditions of 

women both in their household and in the wider 

community. They noticed the improvement in 

women in various aspects of their life like ability to 

make own decisions, physical movement, security, 

freedom from violence and public participation. 

Montgomery et al (Montgomery 1996) in his study in 

Bangladesh, determined that successive loans 

brought about a construct-up of assets over the 

years, and that the shape of assets tends to favour 

productive assets, suggesting an emphasis amongst 

debtors on securing income.

Sebstad & Chen (Sebstad 1996) have found proof of 

elevated incomes leading to asset accumulation 

amongst program contributors. Their studies 

indicated positive effects of microfinance upon 

school enrolment levels, attendance at school or 

attaining education. This study has evidence of 

increase in household intake after participation in 

microfinance applications. Also it is observed that 

consumption of non-food items were increased as 

compared to food consumption, reflecting a shift in 

challenge past immediate survival. They checked 

out impacts of microfinance upon health and 

nutrition levels of individuals and discovered a few 

evidence of improvements in these areas however 

concluded that these linkages had been no longer 

sturdy or direct.

Zaman (Hassan, Assessing the Impact of Micro-

credit on Poverty and Vulnerability in Bangladesh 

1999) in his study used multivariate analysis to 

identify the characteristics which lead members to 

participate in a credit programme. As per the study 

the major determinants of the depth of participation 

are sex, main occupation of the Karta of the family, 
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any other credit agency and duration of 

membership.  The study revealed that people with 

large land holdings and few number of earning 

members were benefitted the most by micro-credit. 

Also, borrowings of non-targeted group is usually 

larger than the targeted group.  

Elaine & Barton (Elaine 1998) advocated that 

social intermediation is a financial intermediation 

with a capacity building constituent geared toward 

those sectors of society that do not get access to credit 

and  savings facilities. Technique of Social 

intermediation is an investment that is made for 

development of both human assets and institutional 

capital to make marginalized organizations self-

reliant to ready them to have interaction in formal 

financial intermediation. It could be understood 

through transformation of beneficiaries into 

customers or clients and creation of local 

establishments that bridge the space between the 

formal financial institutions and marginalized 

agencies. 

Evans Timothy (Timothy 1999) studied in 

Bangladesh that only 25% households participated 

in the programme and the participation rates were 

higher among the poorer sections. The major factors 

identified in the study, responsible for the non-

participation in microcredit programmes were lack 

of education to females, small household size and 

landlessness. 

A study by Puhazhendhi (Puhazhendhi V. 1999) 

advocated the functioning of SHG's, in overall 

performance, sustainability, empowerment of 

women, economic effect on the members, future 

potentials and many others. He observed that SHG's 

in Tamil Nadu are doing great towards social change 

and transformation. The rising movements are taken 

for the empowerment of women and promotion of 

micro-finance.

A case study by Ahmad (M. Ahmad 1999) on saving 

groups in Assam, found that women come to 

administrates directly for their simply rights and to 

cope with their grievances boldly. It is proved that 

SHGs are a hit in North East India even inside the 

midst of insurgency. In addition Gurumoorthy 

(Gurumoorthy 2000) maintained that SHG is a 

feasible opportunity to achieve the goals of rural 

improvement and to get participation from all rural 

poor in the development activities. The organization 

setup of SHG is good to distribute the microcredit to 

the poor and making the rural women a true 

entrepreneur. Credit desires of the rural women may 

be fulfilled wholesomely via the SHG's. 

Through few case studies, Bhatia and Bhatia (Bhatia 

N. & Bhatia 2002) found that loan repayment is 

higher for SHGs than any other sources of credit. 

They observed that there has been noticeable 

improvements of the living standards of the SHG's 

individuals, in terms of possession of belongings, 

growth in savings and borrowing capability, profits 

generating activities and earnings levels.

In his study, Naggayya (Naggayya 2000) observed 

that an informal tie-up for supplying the credit to the 

poor with SHGs is increasing and acting as a great 

tool for profits-generating firms. He has reviewed 

the tasks taken on the countrywide level with a view 

of institutional arrangements to aid this programme 

for removing of poverty, with primary focus on 

women. The author concluded that NABARD and 

SIDBI are playing a vital role at diverse degrees of 

implementation of this programme. There are other 

bodies also which are assisting NGOs, namely, 

Rastriya Mahila Kosh (RMK), Rashtriya Gramin 

Vikas Nidhi (RGVN) and many others. 

Rakesh Malhotra (Rakesh 2000) in his study of 174 

women beneficiaries, in Rae Bareilly of the state of 

Uttar Pradesh, drawn and covered randomly from 

four formal agencies of credit i.e. CB's, RRB's, PACS, 

and ARDB's revealed that less than half a per cent of 

female population against 3.5 per cent of male 

population in the study area were clients of the 

banks. Furthermore, only 7.64 per cent of the total 

number of cases financed and only 6.96 percent of 

the total quantum of credit extended by RFI's have 

gone to women. It was observed that 83 per cent of 
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loan cases availed by women; male members were 

primarily responsible for the end use of credit.

In his paper on informal journey through SHGs 

Dasgupta (Rajaram 2000) discovered that micro-

financing through informal institution method has 

some advantages viz.: (i) savings mobilized via the 

poor; (ii)access to the specified amount of suitable 

fund (iii) appropriate the demand and supply of 

credit starting new market for FI's; (iv) reduction in 

transaction price for each creditors and borrowers; 

(v) awesome improvement in restoration; (vi) 

heralding a brand new consciousness of subsidyless 

and corruptionless credit, and (vii) extraordinary 

empowerment of rural poor women. He pressured 

that SHG's should be taken as a nice medium to 

counter social and monetary citizenship now not as 

an end to itself.

Datta and Raman (Datta 2000) found that SHGs are 

heterogeneous with respect to their social and 

economic status and still they are performing great. 

These SHGs have high rate of repayment. Women 

have a great social cohesion and thus they share a 

bonding with others in terms of diversity in 

knowledge base, secondary skills and income levels. 

Certain issues are raised by Satish (Satish 2001) in his 

paper related to the functioning of SHG's. Suitable 

care should be taken while making SHGs groups 

with respect to similarity in their socio-economic 

status. SHG formation should be a systematic 

process, whether an NGO forms it or Banks forms it. 

He stressed that SHG's experiment should not be 

limited to only few areas of the country but should 

spread to rural India too. It is crucial to strengthen 

NGOs and their resources because they are more 

suited to forming SHGs. 

In the paper by Barbara and Mahanta (Barbara 2001) 

it is maintained that SHGs set up a number of micro-

enterprises which are very active and have no 

political intervention. In Assam, the credit and 

saving programme by Rastriya Gramin Vikas Nidhi 

was very successful as its sole focus was on rural 

poor. 

In their paper by Puhazhendhi, and Satyasai 

(Puhazhendhi 2001) tried to evaluate the 

performance of SHG's with respect to social and 

economic empowerment. They collected the 

primary data from 560 families in 223 SHGs 

operating out of 11 states representing 4 different 

regions of the country. It was found out that the 

SHG's as institutional arrangement ought to 

definitely add to the socio-economic empowerment 

of rural poor and the effect on the later became 

greater pronounced than on the former. It was also 

found that there is an uneven progress among all the 

regions. Southern region was found to be more 

progressing than the others. Older group of 

participants have better performance than the 

younger ones.

In their paper, Manimekalai and Rajeshwari 

(M.  Manimekala i  2001)  advocated  that  

by introducing micro-finance to women SHG's 

by NGOs has helped the groups to obtain a degree 

of economic and social empowerment. It has 

advanced a sense of management, organizational 

ability, control of diverse activities of an enterprise, 

right from acquiring finance, identifying raw 

material, market and proper expansion and 

innovation.

Remarkably, D.K. Singh (Singh 2001) from his study 

in Uttar Pradesh highlighted that the SHG's is now 

performing the role of moneylenders due to the fact 

that borrowing can be so flexible that it can be taken 

as and when needed. There aren't any formalities 

involved and the transaction price is low. Others 

have attempted to look at the size, composition, 

characteristics of rural SHGs, to examine their 

capabilities and their effect on income and 

employment, to become aware of the important 

constraints and issues of the organization and 

propose measures to resolve these issues. They 

recommended that the banks and other financial 

establishments and state government must come 

forward to assist the rural poor through the SHG's 

and offer liberalized credit facilities at inexpensive 

rates of interest.
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Zeller (M. Zeller 2001) studied the data from 

Bangladesh and verified the effect of Microfinance 

on income of household. They found that the impact 

varies as per the season. They found that the impact 

was much different than what was expected as per 

Pitt and Khandkar because the measures not only 

takes into account the actual borrowings but also the 

access of household to credit in the near future.

V.M. Rao (V.M. 2002) reviewed the origin and 

development of SHGs in India shows that the 

existing formal financial institutions never provide 

the money to homeless, and poor groups of the 

society. The origin of SHG's could be treated to 

mutually help the Indian village community. SHG's 

inspire savings and encourage income generating 

activities through small loans.

Kabeer (Kabeer 2002) argues that in a society where 

women are excluded from the monetary economy, 

women are provided access to financial services 

redefines their position from being economic 

dependents to economic actors. This further 

modifies the conventions of seeing women in 

economic development. She quotes proof of women 

becoming more active both socially and politically 

and becoming active to reach the local authorities for 

their rights.

Dash (Dash 2002) in his study in India, found that 

self-help groups established by microfinance 

programs can enhance public participation in the 

political process. It was found that as group 

members’ capacity for collective action increases, 

their priorities change, leading to a consistent surge 

in the volume and precision of citizens’ demands.

Chavan and Ramakuma (Chavan 2002) studied the 

impact of NGO based microfinance programmes 

which are implemented across many different 

developing countries. They had analyzed the 

performance of NGOs with respect to whether they 

target the poor, is any income increase for the poor, is 

employment generated for them, are any new skills 

developed. They have found that NGOs were more 

effective from their Government led other schemes. 

Mosley (Mosley 2002) had done study on 6 

microfinance programs in Africa. He found that 

there is an impressive qualitative proof that if we 

target microcredit at poor and especially to women, 

it improves the human capital as the expenditure 

done on consumption, education and health 

increases.

Coleman (Coleman 2006) argued that wealthy and 

approachable people have more access to 

microfinance compared to the poor. The procedure 

for obtaining the micro finance is easier to 

understand for the ones who are qualified and 

highly educated. Information regarding the 

borrowing depends largely upon the literacy, status 

and micro credit determination. Further, he found 

that demographic factors also play a significant 

effect on micro-credit constrained conditions.

Meyer (Meyer 2002) surveyed available evidence for 

Asian countries. Access to Microcredit results into 

positive effect on income and education, but the 

results vary significantly across countries with 

respect to magnitude and statistics both. Income and 

the expenditure are the basic measures of family 

welfare, so microfinance effect is studied to cover 

these two. In some studies it shows positive effects, 

other studies says there are no significant impacts.

Morduch (Jonathan 2004) found that MFIs should 

carefully design their services to that they meets the 

needs of the poor. MFIs should understand the 

needs and the context within which the poor are 

living so that they can fulfill their requirements. 

MFIs are a failure in working for poorest of the 

society due to this.

Ajay Nair (Ajai 2005) focused on the advantages and 

limitations of Federations. He has case study method 

to study the three SHG Federations.  The findings 

suggested that federations could help the self-help 

groups to become financially and institutionally 

strong for sustainable development. The study 

revealed that federations provide economies of scale 

which results in reduction of transaction cost and but 

the sustainability of federations themselves is 
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constrained by several external and internal factors.

Basu and Srivastava (Basu Priya 2005) studied the 

pattern of access of finance to the rural poor of India. 

They found that SHGs have been playing a leading 

role in providing the finance to the poor. The formal 

modes of finance like banks are not accessible to the 

poor. The richer households are benefitted from 

rural banking but not the rural poor. They found that 

SHG Bank Linkage Model is doing well but it should 

be more cautious while choosing its beneficiaries. 

Weiss et al (Weiss 2003) studied the impact of 

Microfinance on Asia Weiss and Montgomery 

provided an update on the impact of Microfinance 

on Latin America.Their studies show that 

microfinance services are not able to serve the 

poorest of the poor but are serving to only the better 

poor. So they concluded that we need to improve 

upon the design and outreach of microfinance 

products.

Gangaiah et al (Gangaiah C. 2006) explored the effect 

of self-help groups on employment and income in 

Chitoor  district of Andhra Pradesh.  For the purpose 

of study a total of 17 SHGs were selected on random 

basis and from those SHGs total 202 members were 

selected. The study revealed that on an average the 

credit received generated an employment of 184 

days and an average income of Rs. 9,578 per family. 

Further the study revealed that the beneficiaries 

utilized their income in a productive manner i.e. 39 

percent reinvested it on agriculture, 20 percent spent 

on education to children and around approximately 

16 percent utilized for medical.

Josily (Samuel 2006) conducted a study on women 

empowerment through micro finance in Dindigul 

district of Tamil Nadu and concluded that the 

percentage change in income (45.99%), investment 

(20.09%), assets (53.43%), consumption (25.85%), 

employment days (112.48%) and savings (264.70%) 

of the SHGs after joining SHG. The t-value calculated 

for the above were found significant at 1 per cent 

level.

Meissner, J (Meissner 2006) carried out a study for 

the NABARD-GTZ Rural Finance program 

inspecting the feasibility of SHG lending in a 

regional rural bank branch, the Alwar Bharatpur 

Anchalik Gramin bank (ABAGB),  Alwar 

(Rajasthan). The evaluation was primarily based on 

primary data accumulated in August and October 

2005. Overall, it was found that the SHG loaning 

operations of the branch were feasible and 

sustainable. with reference to the staff cost (cost of 

staff needed for making and encouraging new 

SHGs) in the particular year 2004–05, the study 

reported that cost of staff became higher however 

risk of loan loss (1.5 % and 0.4% loan outstanding) 

was low. In normal lending operations, this turned 

into opposite -low staff cost and high threat of loan 

loss (0.9% and 1.5% loan outstanding). but, the study 

cited that the staff cost calculated over 6 years is less 

than for 1 year (1.3% as compared to 1.5%), however 

became nonetheless greater time and cost-intensive 

than ordinary lending (0.9%). The significance of 

SHG lending operations lies within the low threat 

costs of SHG lending in contrast to everyday 

transactions.

Devi et al (Devi 2007) investigated the effect of 

training on women SHGs in Cuddalore district, 

Tamil Nadu, India. Commercial banks, NGOs and 

government agencies had provided the required 

training to the members. This training programmes 

had a very positive impact on their employment 

pattern and assets. The SHGs had helped the 

members to be more profitably involved in the 

activities other than farming. The members should 

be provide with training so that they can try some 

new ventures

Cuong (Cuong 2007) studied the impact of micro-

credit programmes on the poor in Vietnam. Poor 

people often find difficulties facing the formal 

systems of financing. So, this justifies the existence of 

Vietnam Bank for Social Policies to provide the poor 

with preferential credit. The author concluded that 

the ratio of poor versus non-poor was very less in the 

programme but overall this helped in reducing the 

poverty among the participants.
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R. Bebczuk and F. Haimovich (Bebczuk 2007) 

studied the impact of microfinance on labour income   

in poor households of some Latin American 

countries. The author concluded that microfinance 

increased the hourly labour income in a significant 

manner.

Swaminathan (Madhura 2007) studied the 

microcredit potential in fulfilling the credit needs of 

the rural poor. The author found that NGO led 

programmes had greater transaction costs and so 

they do not solve the general problems of rural poor 

and that the banks could easily fulfill their needs by 

providing large number of products which are 

designed as per their needs. 

Ruby (Ruby 2008) studied the role of Kudumbashree 

project in empowering the women in Kerala. The 

study was centered on the primary data collected 

from Alappuzha and Kottayam districts. It was 

revealed that Kudumbashree project has been active 

in the economic, political, social, personal and family 

empowerment of the poor in Kerala. The study 

accepted its role in improving the saving habits of 

the poor and making them free from the rules of the 

crooked money-lenders. 

Tom, R. T. and Selvam, V. (Tom 2010)  investigated 

the role of policy holders in relation to microfinance 

with respect to their products and services in Vellore 

Division, Tamil Nadu, India. The finding revealed 

that proper products must be developed by taking 

the need of the clients into account and should be 

commercially feasible, and have a good delivery 

medium. People should be educated of the policy so 

that when any agent approaches them, they are 

interested in engaging themselves. 

Sarmah, G. N and Das, D. K. (Sarmah 2012) 

investigated the role of Microfinance and SHGs on 

the socio-economic aspects of folks in Lakhimpur 

District of Assam. They found that once associated 

with the SHGs the agricultural poor will increase 

their financial gain and improve their way of living 

by  part ic ipat ing  in  economic  ac t iv i t ies  

independently.

RESEARCH METHODOLOGY
Depth of outreach of Microfinance 

Programme

In the act of reaching out to the poor means the 

number of people who are being served by 

microfinance now who were previously not in reach 

of formal financial services. In the present study, the 

degree of outreach of microfinance programme is 

assessed by certain factors like percentage of 

households involved in microfinance interventions, 

with no credit accessibility from formal systems 

during pre –microfinance and ratio of lower social 

class and OBC households, below poverty line 

households and households with women as its head 

of family, participating in the programme. 

Extent of participation of Clients:

The extent of participation of members is 

determined by a number of factors like age, 

education status, social category, size of family, 

below poverty line and above poverty line family, 

women as their head family and duration of its 

participation in SHG.

Theoritical Framework

This study follows the model given by Baker and 

Hopkin (Baker 1969). This model of credit and 

capital, describes the relationship between equity 

capital and credit. This can be expressed through the 

following equation: 

ΔE/E = [(D/E) (r - i) + r] (1 - c),                           (4.1) 

Here, D is the amount of loan; E is the amount of 

equity capital (own capital engaged   in business); r 

is the income or profit from business; i is the rate of 

interest on the loan; and c is consumption 

expenditure out of the earned income. It is based on 

the assumption that as long as the return on assets 

acquired through loan was greater than the interest 

paid on loans, credit would increase the income of 

the household that availed the loan. The higher the 
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share of total capital (D+E), the higher will be the 

growth of income of the household. If the marginal 

propensity to consume is unity, the amount of equity 

capital will be unchanged. But if it is less than one, 

the received loan will increase the net worth of the 

household. Under normal circumstances, due to 

large marginal susceptibility to consume and 

extreme pressure of poverty, it was really difficult 

for the poor to accumulate savings. However, if the 

credit programmes could be designed in such a way 

that poor have to repay in small installments and 

over a long time, the credit availed might force them 

to make compulsory regular savings in small 

amount 

Many studies found that absence of credit is the 

biggest constraint for the poor to get rid of poverty 

conditions. Poverty is a structural problem due to 

the lack of capital and finance. 

The requirement of finance is small at the lower 

income level, but the arrangement of that small is the 

biggest task. This situation reminds us about the 

famous saying by Adam Smith in this book “The 

Wealth of Nations”, “When you get a little, ‘it 

becomes easy to get more.’ But the problem is to get 

that little”. 

Analytical Framework:

The extent of participation in microfinance 

programme has been assessed by using the model 

adopted by Pitt and Khandker (M. M. Khandker 

1998):

cC  = αcX + βcD + ε                           (4.2)i j i j i j i j

Here,

C  is the total amount of borrowings from the ij

microfinance programme. 

X  is the vector of exogenous household ij

characteristics such as age, level of education, 

social caste, size of the family, and BPL/APL.

D  is the district.ij

α  and β  are unknown parameters,c c

cε   is the random error.ij

The impact of microfinance programme on various 

outcomes is measured by using the linear regression 

model (Toshio 2008). Specifically, the following 

equation was estimated:

Y  = F (β X  + β D  +β M +β T + ε )            (4.3)ij 1 ij 2 ij 3 ij 4 ij ij

Where, 

Y  is the household outcome of interest ij

X  is the household characteristics namely level ij

of education, caste, age, size of family, and 

BPL/APL.

D is the district characteristics.ij 

M  is the membership variable; 1 if the ij

participating household; 0 otherwise. 

T  is the treatment variable β , β , β  and β  are ij 1 2 3 4

unknown parameters.

The nature of the treatment variables and outcome 

variables considered in the study is listed below:

(a) Treatment Variable: Two treatment variables 

that has been used in the study to assess the 

impact of microfinance on household welfare, 

were duration of participation and average 

borrowing of members

(b) Other Independent variables: The other 

independent variables used in the control 

functions include household characteristics 

such as age of the reference person (household 

head) or respondent; education of the reference 

person; caste; family size; BPL/APL and 

district.

(c) Dependent or Outcome Variable: The 

dependent variables used include:

(1) Household monthly income

(2) Household monthly expenditure on food. 

(3) Household monthly expenditure on non-

food.
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DATA ANALYSIS
Depth of Outreach of Microfinance 

Programme

Outreach of microfinance programme signifies 

the number of persons now served by the 

microfinance programme who were previously 

denied access to financial services. Under the 

depth of outreach, the study examines the ability 

of microfinance programmes to reach various 

economic and social sections of the society. In 

the present study, the depth of outreach 

of microfinance programme is assessed on the 

basis of certain indicators such as percentage 

of members with no formal credit and savings in 

the pre-microfinance period and proportion 

of SC/ST and OBC households, illiterate 

households and women headed households 

participating in the programme.

Determinants of  Participation in 

Microfinance Programme

The extent of participation in microfinance 

programme is represented by the cumulative 

amount of borrowings availed from microfinance 

programme. The level of participation of members in 

the microfinance programme is determined by a 

host of factors. The main factors influencing their 

level of participation considered in the study are 

their age, sex, social category, level of education, 

type of microfinance programme, duration of 

membership, type of ration card, and number of 

family members and karta of family.

The variables which appear significant from the 

above regression estimate are age and the type of 

microfinance program, SGSY. The age has a positive 

role in total borrowing for the households. The value 

of coefficient suggests that 1 year increase in age of 

the participant raises the total borrowing by 759.38 

rupees. Participation in microfinance programme 

“SGSY” has a negative role in total borrowings for 

the household. The value of coefficient suggests that 

participation in “SGSY” microfinance programme 

decreases the total borrowing by 10893.48 rupees.

It could be noted that multiple regression co-efficient 

R2 is .07804 signifying that 7.8 percent of variations 

in total borrowings of the members is explained by 

the above independent variables.

Impact Evaluation 

In the present study an attempt has been made to 

study the impact of microfinance interventions on 

the socio-economic conditions of the households 

through regression analysis. The impact of 

microfinance programme on various outcomes is 

measured by using the linear regression model. 

Impact of Microfinance on Monthly Income

To calculate effect of microfinance on household 

monthly income the total of farm and non-farm 

income has been taken.

Table1: Depth of Outreach of Microfinance Programme

Member Households Frequency Percentage

No Formal Credit 364 91%

No Formal Savings 161 40.25%

SC/ST/OBC 99 24.75%

Education (0-Class 5) 148 37%

Women Headed 66 16.5%

Source: Primary Data

The data in Table 1 indicates that the majority of 

the member households did not have access 

to formal banking credit service in the 

pre-microfinance period. It is also evident that 

40 percent of the members did not have 

formal savings. The ability of the microfinance 

programme to reach the illiterate and least 

p r i m a r y  e d u c a t e d  i s  a p p a r e n t  a s  a  

significant percentage had belonged to that 

category. 
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Dependent Variable: Total Borrowings
Signif. codes:  0 '***'        0.001 '**'        0.01 '*'        0.05 '.'       0.1 ' '       1
Residual standard error: 25680 on 266 degrees of freedom
Multiple R-squared:  0.07804,
Adjusted R-squared:  0.03298,
F-statistic: 1.732 on 13 and 266 DF,
 p-value: 0.05452

Table 2: Determinants of Participation in Microfinance Program: Regression Estimate

Explanatory Variables Regression Co--efficient t value Pr(>|t|) Significance

(Intercept)  -10465.88   -0.566  0.57204   

`Name of MF Prog.`SGSY  -10893.48    -1.982  0.04848 * 

Name of MF Prog.` ILSP  -8320.36    -1.698  0.09067 . 

`Duration of Membership (Years)`  713.79    0.596  0.55181   

Sex Male  -1387.42    -0.394  0.69407   

Social Category`SC  -1393.36    -0.266  0.79051   

`Social Category`ST  634.04     0.077  0.93858   

Education10TH+  .10    1.555  0.12117   

Education5-10TH  -2540.69     -0.634  0.52661   

Age 759.38     3.305  0.00108 **

Type of Ration Card`APL 6658.56   0.547  0.58478   

Type of Ration Card`BPL 10640.00   0.863  0.38915   

Number of Family Members` -40.51    -0.029  0.97723   

`Karta of Family`Male  -8910.78    -1.830  0.06832

Dependent Variable: Household Monthly Income
Signif. codes:  0 '***'        0.001 '**'         0.01 '*'         0.05 '.'         0.1 ' '          1
Residual standard error: 2147 on 265 degrees of freedom
Multiple R-squared:  0.3815,
Adjusted R-squared:  0.3488 
F-statistic: 11.68 on 14 and 265 DF,
p-value: < 2.2e-16

Table 3: Effect of Microfinance on Household Monthly Income Regression Estimates

Explanatory Variables Regression Co—efficient t value Pr(>|t|) Significance

(Intercept) 4325.605461 2.796 0.00555 **

`Name of MF Prog.`SGSY 82.089225 0.177 0.85931

Name of MF Prog.` ILSP -197.653995 -0.480 0.63159

`Duration of Membership (Years)` -195.895718 -1.955 0.05161 .

Sex Male 54.259492 0.184 0.85400

Social Category`SC -306.789137 -0.700 0.48426

`Social Category`ST -6.587952 -0.010 0.99236

Education10TH+ 243.254079 0.669 0.50434

Education5-10TH 496.662707 1.482 0.13956

Age 8.465254 0.432 0.66607

Type of Ration Card`APL -270.815916 -0.266 0.79038

Type of Ration Card`BPL 258.335637 0.250 0.80260

Number of Family Members` 1354.124297 11.426 < 2e-16 ***

`Karta of Family`Male -275.623909 -0.673 0.50142

Borrowings 0.014133 2.758 0.00622 **
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The regression estimates show that variables such as 

average amount of  borrowings per year and 

number of family members are found to be 

significant. The total number of family members has 

a positive role in total monthly income of 

households. The value of coefficient suggests that 

increase of 1 family member in the family raises the 

total monthly income by 1354.124297 rupees. The 

average total borrowings have a positive role in total 

monthly income of households. The value of 

coefficient suggests that increase of 1000 rupees in 

average total borrowings raises the total monthly 

income by 14.133 rupees.

The coefficient of regression R2 is 0.38, showing that 

38.1 percent of variation in the household monthly 

income is explained by the above independent 

variable.

Dependent Variable: Monthly Expenditure of Food
Signif. codes:  0 '***'         0.001 '**'         0.01 '*'        0.05 '.'        0.1 ' '        1
Residual standard error: 803 on 265 degrees of freedom
Multiple R-squared:  0.7034,
Adjusted R-squared:  0.6877 
F-statistic: 44.89 on 14 and 265 DF,
p-value: < 2.2e-16

Table 4: Impact of Microfinance on Monthly Expenditure on Food Regression Estimates

Explanatory Variables Regression Co—efficient t value Pr(>|t|) Significance

(Intercept) 822.053280 1.421  0.156635    

`Name of MF Prog.`SGSY -643.281692 -3.717  0.000246 ***

Name of MF Prog.` ILSP -664.547528 -4.315 0.0000226 ***

`Duration of Membership (Years)` 84.959839 2.267  0.024206 *  

Sex Male 121.069807 1.099  0.272871    

Social Category`SC -147.378379 -0.900  0.369181    

`Social Category`ST -353.588518  -1.376  0.170046    

Education10TH+ 40.149216  0.295  0.768223    

Education5-10TH -84.118592  -0.671  0.502842    

Age 8.326776 1.136  0.256954    

Type of Ration Card`APL 135.955523  0.357  0.721306    

Type of Ration Card`BPL 248.885563 0.644  0.519820    

Number of Family Members` 894.763634 20.182   < 2e-16 ***

`Karta of Family`Male 287.192693 1.875  0.061873 .  

Borrowings 0.001524 0.795  0.427313

Impact  of  Microfinance on Food 

Expenditure.

The expenses on food covered cereals, pulses, 

vegetables, edible oils, milk and milk products, meat 

and fish and other food items.

The regression estimates show that variables such 

as type of microfinance programme, number of 

family members and duration of membership 

are found to be significant. Participation in 

microfinance programme “SGSY” has a negative 

role in total food expenditure for the household. The 

value of coefficient suggests that participation in 

“SGSY” microfinance programme decreases the 

total food expenditure by 643.281692 rupees. 

Participation in microfinance programme “ILSP” 

has a negative role in total food expenditure for the 

household. The value of coefficient suggests that 
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Dependent Variable: Monthly Expenditure of Non-Food
Signif. codes:  0 '***'        0.001 '**'      0.01 '*'        0.05 '.'         0.1 ' '         1
Residual standard error: 1510 on 265 degrees of freedom
Multiple R-squared:  0.4484,
Adjusted R-squared:  0.4193, 
F-statistic: 15.39 on 14 and 265 DF,
p-value: < 2.2e-16

Table 5: Impact of Microfinance on Monthly Expenditure on Non-Food Regression Estimates

Explanatory Variables Regression Co--efficient t value Pr(>|t|) Significance

(Intercept) 3253.578248  2.989      0.003062**

`Name of MF Prog.`SGSY 201.305215  0.618      0.536861

Name of MF Prog.` ILSP 1723.798162  5.950 0.00000000845***

`Duration of Membership (Years)`  -251.706386    -3.570      0.000423***

Sex Male  55.564145  0.268      0.788840

Social Category`SC -137.726438  -0.447      0.655303

`Social Category`ST -239.028718  -0.494      0.621397

Education10TH+ 150.772811   0.589      0.556386

Education5-10TH 809.391310  3.432      0.000695***

Age  0.221466    0.016      0.987195

Type of Ration Card`APL -939.434156   -1.312      0.190721

Type of Ration Card`BPL -993.010245  -1.367      0.172770

Number of Family Members` 426.820324   5.118 0.00000059294***

`Karta of Family`Male  -585.373455   -2.032      0.043157*

Borrowings 0.007128   1.977      0.049099*
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participation in “SGSY” microfinance programme 

decreases the total food expenditure by 664.547528 

rupees.

The total number of family members has a 

positive role in total food expenditure of households. 

The value of coefficient suggests that increase 

of 1 family member in the family raises the total 

food expenditure by 894.763634 rupees. The 

duration of membership has a positive role in total 

food expenditure of households. The value of 

coefficient suggests that increase of 1 year of 

membership raises the total food expenditure by 

84.959839 rupees. 

The coefficient of regression R2 is 0.703, showing 

that 70 percent of variation in the household food 

expenses income is explained by the above 

independent variables.

Impact of Microfinance on Non-Food 

Expenses

Expenses on non-food covered clothing, footwear, 

expenses on health, expenses on education and 

expenses on household  like repair and maintenance 

of durables, travel, ceremonies, and other  expenses 

like expenses on pan, beedi, cigarettes and alcohol.

The regression estimates show that variables such as 

type of  microfinance programme (ILSP), duration of 

membership, number of family members, education 

(5th-10th), Karta of Family-Male and Borrowings of 

family are found to be significant. 

Participation in microfinance programme “ILSP” 

has a positive role in total non-food expenditure for 

the household. The value of coefficient suggests that 

participation in “ILSP” microfinance programme 

increases the total non-food expenditure by 
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1723.798162 rupees. The duration of membership 

has a negative role in total non-food expenditure of 

households. The value of coefficient suggests that 

increase of 1 year of membership decreases the Total 

non-food expenditure by -251.706386 rupees. 

Education (5-10th) has a positive impact on total 

non-food expenditure of households. The value of 

coefficient suggests that education till 5-10th class 

increases the total non-food expenditure by 

809.391310. The total number of family members has 

a positive role in total non-food expenditure of 

households. The value of coefficient suggests that 

increase of 1 family member in the family raises the 

total non-food expenditure by 426.820324 rupees. 

The karta of family-male has a negative role in total 

non-food expenditure of households. The value of 

coefficient suggests that if the karta of the family is 

male, the total non-food expenditure decreases by 

585.373455 rupees.

The average total borrowings have a positive role in 

Total Non-Food Expenditure of households. The 

value of coefficient suggests that increase of 1000 

rupees in average total borrowings raises the total 

non-food expenditure by 7.123 rupees.

The coefficient of regression R2 is 0.448, showing 

that 45 percent of variation in the household non-

food expenses income is explained by the above 

independent variables.

FINDINGS
The major findings of the present study listed below:

• Around one-third of the participants have 

membership for more than 3 years and females 

are more in number as compared to male which 

shows that officials of the programme plays an 

active role in spreading awareness about the 

programme. Majority of the microfinance loans 

are availed by the age group of 31-40 years 

whereas females are better in repaying the loan 

as compared to men.

• Around three-fourth of the members belong to 

general category, which shows that involvement 

of SC and ST category in microfinance 

interventions is very low in Uttarakhand. There 

are members, who are well-off and APL, their 

involvement in group creates confusion and 

reduces self-confidence in needy and BPL 

members.

• The participants’ main reason of joining the 

SHGs were to increase their income and to 

g e n e r a t e  a v e n u e s  f o r  e m p l o y m e n t .  

Microfinance programme generates self-

employment opportunities in rural areas. The 

programme participants utilise bank loans to 

start small business activities and generate 

income

• The depth of outreach of microfinance to the 

poor and weaker section is more evident as: 

- Around 69% of the households possess the 

below poverty line ration card and majority 

of the members are female.

- More than 35% of the respondents are 

illiterate or got education till primary only. 

- Majority of them have no formal credit and 

savings in the pre microfinance period.

• As per this study the variables which appear to 

be significant among various determinants of 

the level of participation of the clients are age, 

karta of the family and type of microfinance 

programme.

• The borrowings of ST households are 

significantly lower than the households 

belonging to the other category (General/ 

Others). The borrowings of male members are 

lower than the female borrowers.

• The coefficient of total number of family 

members turns out to be negative, showing that 

higher number of family members reduces total 

borrowings from microfinance programme.

• The borrowing of BPL family seems to be higher 

than the APL family. A one-year increase in 

duration of membership programme raises the 

total borrowings.  
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A Comprehensive Computational 
Analysis of ERP Vendor's Selection for 

Small and Medium Enterprises

Vendor's selection process for ERP is a multifaceted 

problem for small & medium enterprises (SMEs) which 

includes a complete computational analysis of both 

qualitative and quantitative factors.  Different clients 

have different needs ranging from functional 

requirements, technical maturity, tolerance for risk, 

budget and a host of other factors. Consequently, they have 

a large and direct impact on the cost, quality, technology 

and time-to-market of new products. In this research 

paper, we present a comprehensive, comparative analysis 

of all small and major ERP software vendors over a period 

span of 2005 to 2015.  These variables influence not only 

the choice of vendors but also the choice of specific solution 

offered by the vendors. It also provides the relevant insight 

on contract negotiations and avoiding negotiation 

mistakes.

Keywords: ERP, SMEs, Vendors Selection, Function 

Fit, Computational Analysis, API etc.

INTRODUCTION
ERP Vendor Selection process can be a very 

complicated and problematic for SMEs if they don't 

know how to approach it from the very start. When a 

company considers acquiring a new ERP system, 

they often struggle with clearly defining the 

evaluation criteria advises clients to start with five 

basic criteria such as Function fit, Technology Fit, 

Company Fit, Cost Fit and Support Fit. Function fit 

of the software is where most companies start. The fit 

of the vendor’s software to your requirements is 

done with a demonstration of the software. 

Technology Fit review is normally done by the IT 

representative on the team. Company's IT 

department should determine the technology 

direction of the firm. This direction is often a 

qualifier for a vendor in a selection project. In 

addition to the technology direction, it is important 

to examine the technology tools available from the 

vendor for report development, application 

program interfaces (API), and proprietary 

development tools. Company Fit is the evaluation of 

the company as a strategic partner. This should 

include a review of their financial results, their 

direction and their management team including 

“survivability of SMEs”. Cost Fit is the comparison 

of the cost proposals including software cost, annual 

support cost, implementation costs and hardware 

costs. Support Fit includes the review of a number of 
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areas. It includes examining implementation 

methodology, experience of consultants to be 

assigned, support tools such as education, on line 

tutorials, process documentation tools, web based 

support tools, vertical industry user advocacy 

programs, user and customer satisfaction surveys 

etc. [1].

In this paper, we compare the prominent vendor’s 

characteristics, their competing products and 

technologies. The analysis will be summarized 

based on all solutions offered by these vendors and 

provides an independent and balanced comparison 

of the ERP market’s leading software providers like 

SAP, ORACLE, Microsoft Dynamics and many other 

software vendor or reseller[1]. Therefore, to get the 

pin down details related to consideration or 

selection of ERP vendors, we will make extensive 

quantitative and qualitative study to evaluate major 

ERP software vendors over a period span of ten 

years from 2005 to 2015.

COMPARATIVE ANALYSIS OF ERP 
VENDORS [YEAR 2005-2008]
The survey conducted by online polling with the 

help of Panorama Consulting Group shows the 

analysis of information collected from December 

2005 to November 2008. The 670 participants 

represent global organizations in the US, Europe, 

Australia and Asia that have implemented ERP 

within the last three years. Participants were asked 

to provide quantitative and qualitative responses to 

questions about their experiences with Tier I (SAP, 

Oracle, Microsoft, etc.) and Tier II (Baan, Epicor, 

Exact, IFS, Infor, Lawson, Netsuite, Sage, etc.) ERP 

implementation [2].

The report shows that majority of companies (77 

percent) adopted Tier I ERP software in which 

people refer SAP: 35 percent, Oracle: 28 percent, 

Microsoft: 14 percent and Tier II: 23 percent. Next, 

Tier I and Tier II ERP implementations take similar 

times (average: 19.8 months) to implement. It takes 

SAP: 20 months, Oracle: 18.6 months, Microsoft: 18 

months, Tier II: 17.8 months time to fully implement 

ERP solution. The average cost of implementing Tier 

I SAP and Oracle ERP software is significantly 

greater than the average cost of implementing Tier I 

Microsoft or Tier II ERP software. The total cost of 

ERP implementation SAP: $16.8 million, Oracle: 

$12.6 million, Microsoft: $2.6 million, Tier II: $3.5 

million while total average: $8.5 million.  Companies 

report the most satisfaction with Tier I SAP and Tier 

II ERP software (Total Average: 67 percent). The 

satisfaction level of executive team with its ERP 

solution is overall with SAP: 73 percent, Oracle: 62 

percent, Microsoft: 69 percent and Tier II: 70 percent. 

While Business Risk Factor for SAP: 50 %, Oracle: 

56.9 %, Microsoft: 57.7 percent, Tier II: 61.8% and the 

total average is 54%.  Business risk factor was 

calculated by responses to the statement of company 

experiencing operational stoppages or disruptions 

immediately following go-live.

Further we explore ERP implementation results of 

SMEs compared to their larger counterparts. In this 

study, we consider SMEs to the organizations with 

less than 500 employees and less than $500 million 

(USD) in annual revenue.  According to Gartner, 

SAP has the largest ERP software market share, 

followed by Oracle and Microsoft. The

Study reveals market shares comparable to findings 

by Gartner, with 35% for SAP, 28% for Oracle, 14% 

for Microsoft and 23% for Tier II vendors.

The market shares of ERP software vendors differ 

between SMEs and large organizations. Microsoft 

has only a 6% share of large organizations, but a 22% 

share of SMBs. The market share of Tier II vendors is 

fairly comparable in both SMEs and large 

organizations 17% of large organizations compared 

to 24% of SMEs. By contrast, SAP has a 43% share of 

large organizations, but only 30% of SMBs. 

However, SAP is still the largest vendor in the SMB 

market than any other ERP software vendors, 

followed by Oracle. SAP and Oracle possess over 

75% of the market of the large organizations.
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As outlined in previous installments of our 2008 ERP 

Report, ERP software can provide tremendous 

benefits to organizations of all sizes. However, 

implementations can be risky if not managed 

appropriately. Risks for larger organizations include 

employee resistance and global supply chain 

disruptions, but SMBs often have more limited IT 

budgets and are more adversely affected by cost 

overruns than large companies. Moreover, SMBs 

have only an average of 20% of the internal employee 

resources to draw from, which can increase ERP 

implementation risk. Many companies such as 

Panorama Consulting Group offer independent ERP 

software selection and implementation expertise to 

SMBs and large organizations which can help reduce 

implementation risk, cost, and duration as 

mentioned in Figure 1 below.

Factors SMEs Large
Organizations

Duration (Months) 18.8 25.2

Cost of Implementation $3,073,232 $24,069,582

Cost / Revenue 10.5% 4.9%

Under budget / Within 5% 40.5% 35.9%

Over Budget by 5%~100% 59.5% 64.1%

# of Total FTEs 14 74
(Full Time Equivalent of 
an employee)

Customization Level Low High

Figure 1. Summary Results

COMPARATIVE ANALYSIS OF ERP 
VENDORS [YEAR 2009-2012]
In 2009, midsized companies are well served, as are 

their smaller and larger counterparts. New vendors 

continue to appear and new functionality continues 

to be released. The comparison made by TEC’s 

online evaluation system between Tier I Big ERP like 

SAP ERP, Oracle E-Business Suite and Oracle JD 

Edwards Software and Tier 2 applications, such as 

Epicor ERP, IFS Applications, Infor SyteLine, 

Lawson M3, Microsoft Dynamics NAV, Microsoft 

Dynamics GP, Pronto ERP, EQAD, IQMS, Syspro 

and Jeeves is features and functions-based.  It does 

not cover the technology area. To have a more 

accurate result, they excluded Product Technology 

criteria from the comparison and assigned equal 

priorities to all remaining functionality criteria [3].

The overall rating of tier 1 ERP for discrete 

manufacturing is expectedly higher that the overall 

rating of tier 2 products [Figure 2]. However, the 

difference is not as dramatic as one would expect 

and is only 4.96 points lower than the tier 1 average. 

This can be explained by the fact that more and more 

ERP vendors are capable of delivering strong basic 

functionality for manufacturing, such as master 

product ion  schedul ing  (MPS) ,  mater ia l  

requirements planning (MRP), and related activities: 

purchasing, inventory management, sales, etc. The 

Figure 2.  Tier 1 vs. tier 2 Overall Rating Comparison [2009]
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main functional differentiator between tier 1 and tier 

2 vendors can be found when analyzing advanced 

manufacturing such as engineer to order (ETO) and 

process management, but also industry verticals 

with very complex activities (oil and gas, mining, 

electronics, etc.)[4].

The biggest differentiator between the two groups of 

products is in the human resource management 

area. Besides enterprise asset management (EAM) or 

product lifecycle management (PLM), is one of the 

areas where Big ERP vendors either acquired and 

incorporated software solutions, or developed their 

own add-ons, in order to address the complex needs 

of large multi-national corporations [4]. Though tier 

2 ERP vendors are also working on developing the 

above mentioned functionalities, they usually 

decide to work with third-party tools or use 

application programming interfaces (APIs) to 

integrate with existing HR, EAM or PLM systems 

that their customers already use.

The differences in Manufacturing Management, 

Inventory Management, Sales Management and 

Procurement Management areas are minimal and 

are within two percent of one another [5]. In some 

situations, the tier 2 systems can be a strong 

alternative to Big ERP products, but this will only 

show up during the selection process, depending on 

the specific needs and requirements of the company.

Panorama Consulting Group, an independent and 

vendor-neutral ERP consulting firm, developed the 

2010 ERP Vendor Analysis Report based on survey 

results from 1,600organizations that have selected or 

implemented ERP within the last four years. This 

report analyzes project benefits and drawbacks and 

summarizes implementation approach and 

satisfaction indicators segmented by major Tier I, 

Tier II and Tier III vendor [6].

Tier I ERP Packages have the lengthiest 

implementation durations. The average actual 

duration of Tier I implementations was 13.2 months, 

which is approximately the same as Tier III 

implementations. At 11.1 months, Tier II packages 

had the shortest duration times.

Next the difference between budgeted costs and 

actual costs is a major issue for most companies 

implementing ERP software packages. Compared 

with Tier I and Tier III software packages, Tier II 

clients have a better chance of limiting ERP spending 

and coming in under or on budget. Over 50% of Tier 

II and Tier III clients had actual costs that exceeded 

budget.

Figure 3. Tier 1 vs. Tier 2 ERP comparison by modules [2009]
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Panorama study shows that most companies that 

completed ERP implementations have a payback 

period (i.e., the length of time taken to recover the 

project investment) of two to three years. Tier I 

software packages were found to have the longest 

payback period (3 years), while Tier II payback 

averaged 2.2 years, and Tier III just 1.7 years.

No software package can meet 100% of business 

specific requirements.  25% of companies choose to 

heavily customize or completely customize their 

ERP software; the majority of companies tend to do 

at least some customization during implementation. 

Nearly half of the companies surveyed (47.8%) chose 

mostly vanilla customizations with at least some 

customization to the software. Only 28.3% 

implemented with no customization at all. The 

leading three Tier I vendors have fairly similar 

customization rates. These three vendors have small 

percentages of complete customization and higher 

percentages of mostly vanilla implementations. 

Although 22% of Tier II clients and 43% of Tier III 

clients chose vanilla customizations, 69% of Tier II 

clients and 38% of Tier III clients chose at least some 

customization. This indicates that small and mid-

size enterprises that chose Tier II or Tier III software 

also required some customization to fit their 

business processes.

Overall, most companies realized benefits fall below 

50% of what they expected to achieve. Notably, 55% 

of companies realized 30% or less of expected 

business benefits. These failures are especially 

evident with Tier I and Tier III clients. Nearly 70% of 

Tier I clients and 72% of Tier III clients fail to realize 

at least 50% of business benefits. Figure 4 shows that 

once companies realize 20% of business benefits, the 

marginal utility of realized benefits begin to 

decrease. This means the chance of getting higher 

realized benefits becomes smaller. The red line 

shows actual realized business benefits and the blue 

line shows expected realized benefits. The expected 

chance of failure to deliver 50% of business benefits 

is 61.1%, which provides for only a 38.9% probability 

of realizing over 50% of business benefits.

Figure  4.  Cumulative Distribution of Realized Benefits [2010]

Figure S: Cumulative Distribution of Realized Benefits
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The three risks identified in the survey responses: 

over-budget, over-time, and failure to deliver 50% of 

business benefits. Most implementations go over 

budget (51%) and fail to realize at least 50% expected 

business benefits (62%). In addition, a large 

proportion (36%) takes longer than expected to 

complete. Based on the probability analysis of the 

entire sample, there is a nearly three out of four 

chance (72.4%) that at least one negative result will 

occur and a nearly one in three chance (31%) that two 

or more negative results occur in any given 

implementation.

In 2011, Customer started feeling that selecting 

between SAP, Oracle and Microsoft is not always 

easy. Depending on a company’s business 

circumstances and IT strategies, each solution has 

distinct strengths, weaknesses, and tradeoffs [7]. The 

best way to choose the appropriate software for your 

organization is to objectively assess these strengths 

and weaknesses relative to your unique business 

requirements.

Having explored all opportunities within the large 

enterprises for enterprise resource planning (ERP) 

solutions, in 2011 international players are now 

chalking plans to capture the small and medium 

enterprises (SMEs) segment. Attempting to 

strengthen its hold in the SME segment, Baan has 

even identified a domain for SMEs, while JD 

Edwards is busy experimenting to arrive at 

reasonably priced ERP solutions for this segment. 

Navision, on the other hand, boasts of its focus on 

SMEs since the beginning. The company offers a 

horizontal ERP product for all vertical sectors and 

works through solutions centres to cater to the 

specific needs of various sectors. SAP India too is 

eyeing the SME segment and is working on solutions 

to cater to the specific needs of the SMEs [8].

According to National Association of Software 

Services Companies (Nasscom), only a small fraction 

of the market has been exploited by the ERP 

solutions providers. ERP penetration is still limited 

to only top 200 companies of the total of over 6 lakh 

companies. There is immense opportunity for the 

ERP players and they must concentrate on mid-sized 

and small-sized companies. Following this trend, 

Baan India has consciously taken a decision to target 

the SMEs.

In case of JD Edwards, SMEs already contribute a 

significant amount of almost 50 per cent to its 

revenues from ERP implementation. The company is 

planning to increase its focus on SMEs. The Indian 

companies deploy ERP solutions that are Web-

centered architectures and componentized customer 

and supplier facing applications, according to 

experts. The network infrastructure used is WAN to 

connect multiple locations of the company and 

centralise the information flow. As companies 

demand ERP solutions that will make their business 

more and more customer centric instead of product 

centric, the ERP players need to constantly upgrade 

their technology to suit the customers’ needs.

The data in Panorama’s 2012 ERP Report presents a 

bit of a mixed bag of results. On one hand, it is 

incredibly gratifying to see that more than four out of 

five (81-percent) of respondents are satisfied with 

their ERP software and that the amount of both 

implementation budget overruns and schedule 

overruns have improved over the last year [9]. This 

shows that organizations are taking more steps to 

meet implementation goals quicker and are working 

to stop the absurd cost and duration overages we 

have seen in past years.

Based on the data and market situation, ERP vendors 

based on Business Size are;

i) Small Business

Microsoft Dynamics is considered as top ERP for 

SMEs because the features are ideally suited to 

the requirements of small organizations. It has 

more than 83,000 ERP customers.

The family of Microsoft ERP products are as 

follows:

a) Microsoft Dynamics AX (Axapata)

b) Microsoft Dynamics GP (Great Plains)

c) Microsoft Dynamics NAV (Navision)
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d) Microsoft Dynamics SL (Solomn)

Both Dynamic AX and NAV offer strong 

distribution and manufacturing while dynamics 

GP remains a favourite channel and offers the 

strongest financial options among the MS 

product suite.

ii) Middle Market

The following two products as top ERP in this 

segment:

a) EPICOR

Epicor has 20,000 customers in more than 

150 countries. It offers solid ERP 

functionality together with a number of 

impressive industry solutions for  

Professional Service Automation (PSA), 

hospi ta l i ty  management ,  pharma,  

manufacturing, distribution and non profit.

b) Infor

Infor has more than 70,000 customers and 

3rd largest ERP manufacturer, behind only 

Oracle and SAP.  INFOR has different ERP 

software systems and particularly strong 

distribution, lean manufacturing, complex 

manufacturing process solution and supply 

chain management (SCM).

iii) Enterprise ERP Leader

Obviously SAP and Oracle are the most top ERP 

in this segment.  They are #1 and #2 ERP market 

share leader.  Today SAP has released ERP 

solutions for SMEs named as SAP Business One 

and they claimed that they have helped more 

than 75,000 SMEs [10].

COMPARATIVE ANALYSIS OF ERP 
VENDORS [YEAR 2013-2015]
Panorama Consulting Solutions prepared the 2013 

ERP Report after conducting polling on Panorama’s 

website (Panorama-Consulting.com), during a 

recent four-month period (September 2012 to 

January 2013). Total 172 respondents completed the 

surveys related to investigate ERP software 

selection, implementation and satisfaction trends 

across industries, company sizes and geographic 

locations. Again SAP (with 34%) was the top in 

vendor list, sequenced by Oracle (26%), Microsoft 

Dynamics (19%), Epicor (7%) and Infor (5%). In-spite 

of tough competition set by Tier I solutions SAP, 

Oracle & Microsoft Dynamics with massive 

resources, Tier II vendors Epicor and Infor are 

making their base in the ERP market [13].

The latest  data shows that to amplify potential 

gains, 26% of companies including SMEs using 

cloud and SaaS solution,  compared to last year data 

of 16%. Cloud and SaaS market share continues to 

increase but on-premise ERP systems still dominate.

The 2014 ERP Report by Panorama Consulting 

Solutions (based on the survey conducted on 192 

respondents) presents independent analysis of ERP 

implementation costs, durations and achievement of 

business benefits from both domestic and 

multinational organizations of varying sizes. The 

report also discusses findings on ERP vendor 

selection, the role of ERP consultants and satisfaction 

and success ratings. It has found that the bulk of 

companies experience extended implementation 

durations and came in over-budget. The most 

common reasons for extended durations highlight 

“organizational issues” as the main culprit. It 

emphasises the importance of organizational change 

and business process management and their impact 

on implementation duration. Another interesting 

fact emerges that while third-party guidance is 

essential, finding the right consulting firm can be 

difficult.

General satisfaction levels for ERP software remain 

high, though significantly lower than last year. The 

majority of respondents (70-percent) are satisfied 

with their ERP software (as compared to 86-percent 

in our previous report) and 76-percent would select 

their chosen software again. Despite the high levels 

of overall satisfaction, it is interesting that only 63-

percent of respondents consider their ERP project a 
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“success.” Nearly one quarter of respondents (21- 

percent) are “neutral” or “don’t know” if their 

project was a success, indicating that organizations 

might not have created a business case, conducted a 

post-implementation audit or communicated about 

project results. Nearly one in five respondents (16-

percent) indicates that their organization’s ERP 

project was a failure.

As depicted in Figure 5, in terms of specific vendors 

chosen, SAP was the vendor most frequently 

shortlisted by respondent organizations, followed 

by Oracle and Microsoft Dynamics.

In terms of percentage of times the vendor was 

chosen after they had been shortlisted, Oracle was 

the vendor most frequently selected (34-percent of 

the time), followed by Microsoft Dynamics (20-

percent of the time), SAP (16-percent of the time) and 

Epicor (10-percent of the time)[14].

The 2015 ERP Report by Panorama Consulting 

Solutions (based on the survey conducted on 562 

respondents) presents facts on ERP software 

selection, implementation and satisfaction trends 

across industries, organization sizes and geographic 

locations. The report summarizes the experiences of 

Figure  6.   ERP Vendor's Preferences by Customers in 2015 

Figure 5.   ERP Vendor's Preferences by Customers in 2014
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ERP customers with regard to enterprise software, 

vendors, consultants and overall implementations. 

Over the past five years, the average cost of ERP 

implementations has been approximately $6.1 

million with an average duration of 15.7 months. Of 

these projects, approximately 58-percent exceeded 

their planned budgets and 65-percent experienced 

schedule overruns. Post implementation, 53-percent 

of organizations achieved less than 50-percent of the 

measurable benefits they anticipated from new ERP 

software. Of those respondents who exceeded their 

planned durations, a large percentage indicated that 

“unrealistic timelines” and “expanded scope” were 

the primary reasons [15].

While the market for cloud ERP is growing, 

the majority of respondents selected on-premise 

software. Reasons for this include not having 

sufficient information about cloud products 

(40-percent), perceived risk of security breach 

(20-percent) and perceived risk of data loss 

(10-percent). Based on Panorama’s experience, 

we have found that these are misconceptions. 

In reality, cloud ERP vendors typically provide 

secure and reliable solutions. It is important for 

executives to thoroughly perform their due 

diligence in evaluating these risks during the 

selection process.

ERP implementations are plagued by technical, 

process and organizational issues – all or any of 

which can cause an operational disruption. 

According to Panorama’s research and experience, it 

is the process and organizational issues that pose the 

most risk. Technical issues do exist, and are likely 

responsible for short-term disruptions, but they are 

typically more quickly and more easily resolved 

than organizational issues. As shown below in 

Figure 6, SAP continues to be the vendor most 

frequently shortlisted by the organizations (27-

percent), followed by Oracle (19-percent) and 

Microsoft Dynamics (13-percent). These data points 

are consistent with the previous year. Epicor and 

Infor are also frequently shortlisted.

The majority of organizations report extended 

implementation durations and over-budget 

projects. ERP failure is also on the rise as 5-percent 

more respondents compared to last year noted that 

their ERP implementation was a failure. 

Organizations that do not allocate time and money 

to these critical success factors are more likely to 

implement over-budget and experience timeline 

overages due to end-user resistance and low system 

usage. The data indicate that the same organizations 

that are struggling with budget and timeline 

overages are also unlikely to seek guidance from 

ERP consultants. Since last year, there has been a 

decrease in the percentage of respondents who 

engaged ERP consultants. Of those that do choose to 

work with ERP consultants, the nature of the 

organization’s engagement with consultants has 

shifted. Compared to last year, a higher percentage 

of organizations are relying on consultants to guide 

them through the post-implementation phases of 

their project. Post-implementation activities often 

involve project recovery work as well as the 

verification and validation of vendor contracts and 

overall project deliverables.

CONCLUSION & DISCUSSIONS
Throughout the research of more than a decade 

(2005-2015), we focus on the early stage of evaluating 

and  se lec t ing  an  ERP sys tem pr ior  to  

implementation. Our research data analysis has 

emphasized the importance of organizational 

change management and business process 

reengineering. This year also, the data point to a 

need for these same success factors. Third-party 

guidance is essential and the ideal consulting firm is 

one that can help ensure that every dollar spent on an 

ERP project contributes to the organization’s long-

term goals. This is of particular importance because 

SMEs are more and more experiencing the need for 

integration, especially for inter-organizational 

integration and expecting ERP software to fulfil 

these needs.
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Organizations with strong third-party guidance 

understand that a significant amount of their time 

and budget should be allocated to organizational 

change management and business process 

reengineering in order to maximize benefits 

realization. The availability of relatively inexpensive 

hardware is fostering this situation. Standardized 

business  processes  and c lear ly  def ined 

organizational roles contribute to the success of a 

project by keeping organizations focused on how an 

ERP system will achieve specific business goals.

FUTURE SCOPE
Over the past decade, the SMB market has become 

one of the highest-growth areas of the ERP industry. 

As Large ERP vendors are moving downstream to 

the SMB business market by developing lower-cost 

solutions with more appropriate functionality for 

smaller businesses. There are plenty of Tier II ERP 

software vendors that SMBs can choose from, such 

as Epicor, Infor, Sage and others. These Tier II 

vendors provide more options to SMBs beyond 

traditional Tier I providers [12]. The technologies 

continue to change and companies must be able to 

adapt new technologies if they wish to remain 

competitive. Therefore responsibility for key aspects 

of the project should not be delegated to software 

vendors or consultants only. These external parties 

should be viewed as auxiliary resources, not as 

drivers.
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Struggle to Strike Balance Between 
Professional and Personal Life: 

A Study on 21st Century IT Professionals

Balancing the demands of work and family is very 

important for a dual-career couple. This study 

investigates the job satisfaction and marital quality of 

heterosexual married couples working in the IT sector. 

The results of the study were analyzed using descriptive 

and inferential statistics. Statistical analytical tools like 

Spearman's Correlation method have been used. The 

results revealed that the two variables are negatively 

correlated. The results of this study would further help 

employers to realize the importance of time of the 

employees working in the IT sector and prevent any 

measure of take-home jobs. Academicians can use the 

results to build upon new theories and models for a better 

understanding of such complex phenomena. This study is 

probably the first to include the dimensions of job 

satisfaction, marital quality and overworking among 

married couples who work for the IT sector which 

functions round the clock, specifically in the Indian 

context

Keywords : Job Satisfaction, Marital Quality, IT Sector, 

Working couples, Overworking

INTRODUCTION
One could witness the changing trend in our society 

as a result of globalization and modernization. With 

emerging business, workforce has diversified into 

various sectors. The service sector itself caters to a 

huge population. One among its contributors is the 

IT Sector. With booming business, IT sector has 

carved out a place for itself in the 21st century 

market. 

Number of people employed in the IT sector today is 

much more than it used to be two decades back. This 

composition is competitive in terms of gender as 

well wherein more and more women are employed 

in and are at the forefront contributing to this ocean-

large working force in the IT sector. In this scenario, 

many of the professionals choose their partners from 

the same or similar sector. Marrying the same 

profession person only complicates the work as well 

as family life.

Families are to a great extent affected when the 

couples are employed in the IT sector as their work 

and family environments interact. Therefore the 

study of this interaction becomes necessary to 

understand the real situations faced by people in a 

better way in order to help them elevate their overall 

wellbeing. 

With the significant changes witnessed in trend with 
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regard to work and family, one cannot doubt the 

interaction between one’s work and life realms. The 

Work/Family Conflict models propose that conflict 

arises when the demands of one domain are 

incompatible with demands of the other domain. 

Today’s diverse workplace is increasingly 

populated with dual-career couples, where both 

husband and wife have their own careers. Interest in 

family-related issues in management researchers is 

relatively new, manifesting itself primarily in the 

past 20 years. Legitimate linkages between the two 

spheres of work and family are a much spoken about 

topics these days. 

Zedeck’s (1992) model of targets of research in 

work/family conflict further legitimizes the linkage 

interrelatedness of the two variables: 

The effect of work on family: This area examines 

what impact work factors have on family matters. A 

common finding states that aspects of work such as 

work stress have negative effects on families. 

The effect of family on work: This perspective 

general ly focuses on how structural  or  

developmental aspects of family have impact on 

work behavior. Some researchers view family life as 

positive which blocks disappointment at wok; while 

others claim that family responsibility is a major 

determinant of work absenteeism.

The family-work interaction: This is the third 

model of work/family conflict that views work and 

family as interacting and interdependent. There is no 

simple and causal link between work and family 

matters. 

Working Couples in Globalized India 

Today, India has witnessed tremendous change in 

the attitude one holds about working couples. A 

slight majority of the Indian population believes that 

both the members should contribute to the family 

income. The importance of balancing the demands 

of work and family comes into picture once one 

considers the case of a dual-career couple. Silberstein 

(1992) concluded that most dual-career couples have 

a work-oriented lifestyle prior to the birth of 

children. However, once there are children, the dual-

career system undergoes a profound shift. The 

pragmatic demands of home life increase 

dramatically and cannot be postponed, rescheduled, 

or ignored. He also reported that the difference in the 

degree that wives and husbands accommodate their 

careers for children has become a central marital 

tension. 

The ‘traditional’ division of family roles had the 

husband as the primary breadwinner; whereas, the 

wife was responsible for the household chores 

including the task of bringing up ‘her’ children. But 

as an outcome of globalization and modernization, 

more and more married women have entered the 

labour force resulting in the emergence of a more 

egalitarian division of family roles. Although 

attitudes have changed and more husbands make an 

effort to help their wives with household activities, 

the responsibility still lies on the wife’s shoulder to 

make sure that things are done timely in an 

appropriate manner. It is also suspected that some 

wives refuse help from their husbands because of 

their acceptance of traditional family roles. Research 

has discovered that many of these wives somehow 

feel they are a failure as a wife if they don’t manage 

the household, even though they work full time 

outside the home thereby contributing to a 

significant level of distress among them (Bruce & 

Tim, 1999). And the issue gets highlighted more in 

the IT sector wherein the job demands one to work 

round the clock throughout the year. This 

tremendous level of pressure to outperform in this 

cut-throat competition might lead to dysfunctions 

like stress, marital discord, child delinquency in the 

family life leading to a poorer quality of life and 

dissatisfaction. 

Working for extra hours at workplace or at home 

exploiting one’s social and emotional resources to 

the extent to which they start depleting, for the 

purpose of reaching out new horizons, though 

brings in a significant increase in job satisfaction 
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owing to the recognition and other monetary or non-

monetary reinforcement one is presented with; it 

eats up the time one spends with his/her spouse 

leading to a poorer marital quality. Gradually, this 

discontent spills over from the personal to the 

professional realm which in turn decreases the 

individual’s productivity. 

Job Satisfaction 

One’s work environment is a broad umbrella term 

that includes physical situation as well as 

psychological experiences at one’s workplace. The 

physical situations at work refer to one’s job 

conditions, peer group, leader and leadership, 

promotions,  pay schedule etc .  whereas,  

psychological aspect refers to the impact that the 

physical situation of work has on the individual i.e. 

one’s perception of one’s ideal and real work 

conditions leading either to satisfaction or 

dissatisfaction. Locke (1976) defines job satisfaction 

as a pleasurable or positive emotional state resulting 

from the appraisal of one’s job experience. 

Satisfaction in job is the result of how employees 

perceive their job provides those things that are 

important to them and their wellness. In simple 

terms, job satisfaction can be described as a positive 

evaluation of a specific job situation. 

Marital Quality 

Marriage and marriage ties are not as simple as they 

appear to be. Deciding to become a couple is one of 

the most challenging transitions of the family life 

cycle. The romanticized view of this transition 

further adds to its difficulty since everyone 

including the family, friends and couples 

themselves want to see only the happiness of this 

transition. The problems entailed may thus be 

pushed underground, only to intensify and surface 

later on (Carter & McGoldrick, 1989). 

Marital quality (Vannoy & Philliber, 1992) has been 

defined as a close and compatible relationship 

making a distinction from marital satisfaction, 

adjustment and happiness. Booth and Johnson 

(1994) used the term marital happiness to address a 

partner’s global feeling about the marriage and its 

specific aspects, whereas marital quality includes 

the components of marital happiness, marital 

interaction, marital disagreement and other marital 

problems.

LITERATURE REVIEW 
Since the focus is on the IT sector which operates 

round the clock, the concept of over-working cannot 

be ignored. Robinson, B.E. (2001) examined the 

relationship between workaholism, family 

functioning and the psychological outcomes of 

family members and concluded that a workaholic 

while over engaged in his work, neglects a few 

important areas of the family life. 

Studies have also shown that one’s work demands 

and environment impacts the marital quality of 

his/her spouse adversely. Graham, Kathleen and 

Deborah (1985) from their study concluded that 

wife’s employment has negative effects on 

husband’s job and life satisfaction. Whereas, Barling 

(1984) in her study suggested that husbands’ 

perceptions of the organizational climate and their 

job satisfaction were related to their wives’ marital 

satisfaction in a significant, positive, and linear 

manner. 

Coming to the aspect of work-life balance, the 

impact of job involvement and work-family conflict 

upon job and life satisfaction has been studied in 

depth by Tiwari, Singh and Singh (2005). They 

suggest a positive correlation between job 

involvement and job satisfaction where job 

involvement significantly interfered with one’s 

family life. Work-family conflict has also been 

explored by Kinnunen, Geurts and Mauno (2004) in 

their study where they found out that for women, 

the work-to-family conflict significantly predicted 

job dissatisfaction, parental distress as well as 

psychological symptoms. However, among men, a 

low level of satisfaction or well-being functioned as a 

precursor of work-to-family conflict. 
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Rationale: 

After an in depth study of available literature on the 

subject as well as issues related to it, it is clear that 

there is not much work done encompassing the 

realms of job satisfaction and marital quality in the IT 

sector which demands round the clock work and 

hence a stressful work condition, though studies 

relating job and life satisfaction (which broadly 

includes marital quality along with family and 

overall wellbeing) are quite abundant. One could 

find studies on effect of husband’s/wife’s job on 

his/her spouse’s marital quality. Work-family 

conflict along with gender differences in marital 

satisfaction and job satisfaction are studied over 

time. The ill effects of overworking and excessive job 

involvement on one’s personal life have also been 

touched upon by several researchers. But the aspect 

of job satisfaction and marital quality among couples 

especially in the IT sector needs further exploration. 

This study unravels the relationship between job 

satisfaction and marital quality among couples who 

work in the IT sector.

RESEARCH METHODOLOGY 
Aim: 

To assess the job satisfaction and marital quality 

among heterosexual married couples working in the 

IT sector. 

Objectives: 

1. To assess the job satisfaction and marital quality 

level among heterosexual married couples 

working in the IT sector. 

2. To find out the relationship between job 

satisfaction and marital quality among 

heterosexual married couples working in the IT 

sector. 

Hypothesis: 

There is a negative correlation between job 

satisfaction and marital quality among heterosexual 

married couples working in the IT sector. 

Sampling: 

Sample Size: The sample consisted of a 60 

participants (30 married heterosexual couples) 

working in the IT sector. There were strict criterions 

for inclusion or exclusion for this group of 

participants. 

Inclusion Criterion: 

• The couples should be employed in the service 

sector.

• The couples should be married for a minimum of 

1 year. 

• The couples should not be married for more than 

12 years. 

• The participants should not have had divorce or 

marital separation. 

• The minimum educational requirement is 

graduation. 

• The participants should be working for a 

minimum of 1 year. 

Exclusion Criterion: 

• If either of the spouses suffer from any sort of 

serious illness, the couple is excluded from the 

research. 

• Foreign nationals. 

• Homosexual couples. 

Sampling Technique: Incidental sampling 

technique was used for the selection of sample. 

Incidental sampling is a type of non-probability 

sampling wherein the researcher selects the sample 

as per his/her convenience.

Tools Used: 

1. Socio-demographic data sheet: It was used to 

collect information regarding the participant’s 

socio-demographic details like age, profession, 

monthly income, religion etc. It included 

variables like age, sex, religion, income, 
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spontaneously without taking much time in each 

question so as to get their correct response. 

Ethical Considerations: 

It was ensured that the participants’ identity is not 

revealed anywhere in the test or after the test thereby 

maintaining the confidentiality of the test. The 

participants in not a single way were harmed 

physically, mentally or psychologically. The results 

were not looked at with any sort of prejudice or 

stereotype, trying to get a bias-free result. Also, the 

sample consisted of volunteer participants who 

were by no means forced to participate in the study. 

The participants were well informed about the 

procedure and nature of the test and were included 

in the study only after they signed the informed 

consent form. 

The copyright laws will be abided and neither the 

scales nor the participants’ results will be misused. 

The scales and results are used solely for academic 

purpose(s) and will not be duplicated or reproduced 

for any other purpose(s).

RESULTS AND DISCUSSION 
This first part of the chapter will give the description 

of the socio-demographic diversity of the 

participants followed by the analysis of results on job 

satisfaction and marital quality among the 30 

heterosexual married couples working in the IT 

sector. 

Socio-demographic Details of the 

Participants: 

The total sample size of this study was 60 (30 

heterosexual married couples working in the IT 

sector), included in the study keeping in mind the 

inclusion and the exclusion criteria. The sample was 

diverse in terms of geographical locations, age, 

designation, annual income, religion, number of 

years they have been working in the IT sector and the 

like. 

educational and occupational details about the 

participants. It also assessed the number of years 

for which the participant has been married to 

his/her current partner along with the number 

of years he/she has been working in the IT 

sector.

2. Job Satisfaction Scale: The job satisfaction scale 

developed by Amar Singh and T.R. Sharma 

(1999) was used to assess the job satisfaction 

level of the participants. It is comprehensive and 

omnibus in nature. It was used as it is brief, 

reliable and valid and can be administered to 

any type of workers. The test-retest reliability of 

this scale is 0.978 with the validity of 0.743 and 

coefficient of correlation is 0.81. 

3. Marital Quality Scale: The marital quality scale 

developed by Anisha Shah (1991) was used to 

assess the marital quality of the participants. It 

consists of 50 items in statement form, with a 

four point rating scale of „usually‟ ,  

„sometimes‟, „rarely‟ and „never‟, indicating 

the frequency of occurrence of various 

phenomenon in the marriage. Higher scores are 

indicative of a poorer quality of married life. The 

scale has high internal consistency (coefficient 

alpha) of 0.91 and high test-retest reliability of 

0.83 over a 6 weeks interval. It has well 

established content and construct validity. 

Data Collection:

The main phase of the research was preceded by a 

pilot phase, administered on 2 participants. This 

helped in to see if any subsequent changes have to be 

made before the main phase of the research was 

undertaken. Also, the data were correlated using 

Spearman Correlation method. 

Administration of tools: A rapport was established 

with the comfortably seated participants. The scale 

was given to the participants and they were asked to 

respond to the statements. It was ensured that the 

participants understood the instructions well. The 

participants were encouraged to respond 
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Analysis of Results: 

First, the job satisfaction and marital quality level 

were assessed in the 30 heterosexual married 

couples working in the IT sectorfollowed by 

correlating the two variables. 

Analyzing the job satisfaction level among the 

30 heterosexual married couples, one could 

witness the high levels of satisfaction at work in most 

of the individuals. Also, referring to Table 1, one 

could infer that the mean job satisfaction level 

among the 60 participants is 82.83 reflecting that the 

employees are extremely satisfied at work while the 

standard deviation accounts for 14.094. A very high 

standard deviation could imply the presence of 

outliers in the study owing to their individual 

differences. 

Coming to the second dimension of the study, the 

marital quality level among the couples, one could 

see very high scores spread throughout. And, as per 

the norms of the Marital Quality Scale by Shah 

(1991), higher score would imply poorer marital 

quality. Therefore, majority of the couples show 

poor marital quality. Also, Referring to Table 2, one 

could infer that the mean marital quality level 

among the 60 participants is 89.32 while the standard 

deviation in this case is higher than that for job 

satisfaction, owing to the deviation of 25.829 from 

the mean.

Table 1 showing the mean and standard deviation in the 
job satisfaction scores of heterosexual married couples:

Job Satisfaction N Mean of Job Std. 
Satisfaction Deviation

60 82.83 14.094

Table2 showing the mean and standard deviation in the 
marital quality scores of heterosexual married couples:

Marital Quality N Mean of Job Std. 
Satisfaction Deviation

60 89.32 25.829

A higher standard deviation in this case, could 

imply the presence of outliers who lie on the two 

extreme poles in the art of balancing work/life 

demands. Some among which can very effectively 

balance their work life with family life (especially, 

marital life), while others face a difficulty in doing so, 

as for them, one of these realms is very demanding 

and taxing; resulting in their ignorance of the 

demands of the other realm forgoing their 

responsibility. This balance (or imbalance) between 

work related areas and personal life (work/life 

conflict) differs from person to person depending on 

the situation and the way he/she prioritizes work 

and life.

The research then went on to explore the relationship 

between the two dependent variables, i.e., job 

satisfaction and marital quality of the participants, 

these two variables were first computed followed by 

their statistical correlation using the Spearman’s 

correlation test. Spearman’s correlation test was 

used instead of Pearson’s Correlation as it is a non-

parametric statistical tool, the use of which is 

advocated because in this case, the data collected 

was not normally distributed. Also, the sampling 

technique (incidental sampling) used is a type of 

non-probability sampling. Therefore, a non-

parametric statistical tool – the Spearman’s 

correlation test was used for correlating the two 

variables. 

Table 3 showing the correlation between job satisfaction and marital quality among 30 heterosexual 
married couples using Spearman’s Correlation test:

N Mean Std. Deviation Spearman’s Correlation Value ‘ρ’ Level of Correlation

Job Satisfaction 60 82.83 14.094 0.829 High Positive Correlation

Marital Quality 60 89.32 25.829

82



Amity Business Review
Vol. 19, No. 1, January - June, 2018

79

Struggle to Strike Balance Between Professional and Personal Life: 
A Study on 21st Century IT Professionals

The global job satisfaction and marital quality scores 

were calculated for all the 60 participants. Table 3 

shows the mean job satisfaction and marital quality 

scores of the participants Spearman’s Correlation 

test was done to find out the relationship between 

job satisfaction and marital quality among them. 

Table 3 also indicates the Spearman’s correlation 

value, ‘ρ’ for job satisfaction and marital quality 

which was found out to be 0.829. The results show 

that there is a high positive correlation between job 

satisfaction and marital quality among the 

participants. But, according to the marital quality 

scale, high scores indicate poor marital quality. Thus 

the high positive correlation between job satisfaction 

and marital quality means that an increase in job 

satisfaction leads to a decrease in marital quality. 

Therefore, the results indicate that, there are 82.9per 

cent chances that marital quality of participants 

would decrease with an increase in their job 

satisfaction. 

Hence, the negative hypothesis which states that 

“there is a negative correlation between job 

satisfaction and marital quality among heterosexual 

married couples” can be accepted. 

The correlation between job satisfaction and marital 

quality for the participants is in accordance with the 

results of Barling (1984) who in her study suggested 

that husbands‟ negative work-related experiences 

(overworking leading to stress) would have an 

adverse influence on the wives‟ perception of 

marital satisfaction. In addition to it, considering the 

male participants, this phenomenon can be 

attributed to their spouses‟ employment as 

suggested by Graham, Kathleen and Deborah (1985), 

who in from their study concluded that wife’s 

employment has negative effects on husband’s job 

and life satisfaction. 

The current study suggests that job satisfaction and 

marital quality are negatively correlated, i.e., high 

work involvement which is at the core of the IT 

sector, though increases one’s job satisfaction, cuts 

down the time given to one’s family resulting in the 

lowered quality of family life especially that with 

one’s spouse as suggested by Tiwari, Singh and 

Singh (2005). Gradually this dissatisfaction at home 

leads to dissatisfaction at work as well via the spill-

over effect wherein, one stops enjoying tasks he/she 

once loved doing and loses interest in work. This 

might be a warning sign to organizations to ensure a 

healthy life of its employees which eventually 

benefits the organization as well.

To summarize, the results of the current study 

indicate that job satisfaction and marital quality are 

negatively correlated because excessive job 

involvement though increases one’s satisfaction at 

work, tends to eat up the family time leading to 

poorer marital quality. 

SUMMARY AND CONCLUSIONS 
After a thorough analysis of results and an in depth 

review of literature, one can be sure about the 

interaction between one’s work and other personal 

life realms in today’s globalized world. Also, this 

interaction accommodates the work/family conflict 

that arises when the demands of one domain are 

incompatible with demands of the other domain. 

Workplace in the current scenario is populated with 

dual-career couples where both the spouse works in 

order to earn their living. This interests researchers 

to a great extent, as today a legitimate linkage 

between the two spheres of work and family can be 

easily traced. 

Analyzing the literature available on the current 

issue with an approach to integrate one’s personal as 

well as professional lives, one can see the need to 

explore the aspect of work-life balance. Therefore, a 

job related aspect – job satisfaction and a family 

related aspect – marital quality were explored. 

Adopting this approach, one can directly cater the 

issue of overworking in the IT Sector. As this was a 

relatively new area of study, very few studies 

catered to the needs and further, none encompassed 

all the above-mentioned viewpoints of integrating 

work-life realms which affect the IT professionals. 
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This study explored job satisfaction and marital 

quality among dual-career couples employed in the 

IT sector.

Job satisfaction and marital quality were the two 

dependent variables assessed among 30 married 

couples working in the IT sector. The results indicate 

that job satisfaction and marital quality are 

negatively correlated. This would imply that with an 

increase in job satisfaction, one’s marital quality 

decreases significantly; which could be attributed to 

excessive job involvement which though increases 

one’s satisfaction at work, leaves with a very little 

time for one’s family, especially spouse thereby 

affecting the marital quality of the individuals 

adversely. 

Implications of the Study: 

The study looks at a broader picture which is not 

restricted to one’s performance at work but how 

satisfied an employee is in work and life. It aims at 

the overall wellbeing of the employees, suggesting 

ways to elevate total quality of life. 

The research findings indicate that overworking 

affects one’s family life, especially marital quality 

adversely. This is for the reason that excessive job 

involvement in the IT sector though fetches 

incentives and reinforcement at work leading to 

more job satisfaction, they leave an individual with a 

very little time for his family and personal life 

heading a poorer family life. Therefore, job 

satisfaction and marital quality are found to be 

negatively correlated among heterosexual married 

couples working in the IT sector. This suggests that 

for an overall wellbeing of an individual’s health 

which includes, physical, psychological, social and 

emotional wellbeing; he/she should not be 

overworked.

However, finding the solution to the issue of 

overworking in the IT sector is not as obvious as it 

appears to be. It would require cognitive 

restructuring and change in attitudes of people at the 

workplace. A few measures to avoid overworking 

could be to rightsize the staff empowering it to work 

in shifts with regular job rotations. A good leader 

and efficient team manager can also help the staff to 

manage time more effectively hence minimizing if 

not eliminating the possibility of overworking 

completely. 

Limitations of the Study: 

The main limitation of the study is the sampling 

technique used, i.e., incidental sampling which is a 

type of non probability sampling. Such a type of 

sampling does not give equal chance to all the 

participants to get selected in the study. This 

sampling style was used for the sake of convenience. 

Additionally, more sincere response could have 

been obtained if the data was collected in person 

rather than using the online method of data 

collection. Also, the research has not looked into 

other job and family related factors influencing the 

participant’s performance at both the levels, thereby 

leaving space for further research. 

Suggestions for future research: 

There is an unlimited scope of further research in the 

area of total employee welfare including his work 

and family life. Further research could be done on a 

larger sample, selected randomly which might be 

useful for further generalization of the research 

findings. This could also be done across sectors and 

businesses. Also, there is an advantage of getting 

better responses from the participants with the 

administration of test in person rather than using the 

online method of data collection and the same is 

suggested for future research.
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Green management initiatives have become an important 

factor in forward-thinking businesses around the world. 

Researchers argued that employees must be 

environmentally aware, empowered and inspired of 

greening in order to carry out green management policies 

and schemes. Corporate green management requires a 

high level of technical and management skills in 

employees, since the company will develop innovation-

focused environmental initiatives and programs that have 

significant managerial implications. However, gaps still 

exist in the human resource management (HRM) 

literature on human resource (HR) aspects of 

environmental management - Green HRM. There is a 

growing need for strategic green HRM - the integration of 

environmental management into HRM. This research 

includes an informative guide on the emergent literature, 

its scope and coverage, a process model and research 

agenda. The main purpose of this study is to explore 

constructs of green HRM with respect to Indian Banking 

sector. From the perspectives of strategic HRM and green 

management, this study argues that the new model should 

include among others the relationship of assessment-based 

HR Interventions, environmental management system 

(EMS), green intellectual capital (GIC) and corporate 

environmental citizenship (CEC).  

Keywords: Green HRM, Green management, 

Intellectual Capital, Corporate Environmental 

Citizenship, Green bank

INTRODUCTION
The adverse effects of global warming from rising 

sea levels to undesirable changes in temperature has 

brought up sudden wake up to all of us towards a 

green environment. This has further lead to the 

production of energy efficient products and other 

environment viable operations to encourage 

environment protection. During these stern times of 

sustainability crisis, there is a high amount of 

urgency to address this issue and the impetus in 

saving the environment has increased more than 

ever before. The Chipko movement began the green 

revolution (in India). Since then, the need to savior 

the trees, recycling waste came into play. 

Although there is definitely a greater consciousness 

about the need to protect and preserve our 

environment than there was around 20 years back. 

Nowadays more Indian companies are going in for 

ISO 14000 series accreditation, in order to meet 

quality standards with respect to protecting the 

environment. 

The unavoidable need for corporations to shift to 

environment-friendly business practices has helped 

reduce carbon emissions, and in the process, proved 

that sustainable business will be the only profitable 

business as we move into the next round of corporate 

social responsibility and the issue of sustainability 

gains ground across the world

Fortunately, a lot of respected companies have 

already adopted the green agenda into their business 

mandates and are showing real progress in terms of 

returns on investment.

86



Amity Business Review
Vol. 19, No. 1, January - June, 2018

83

Business Process Re-engineering in 
GHRM with Special Reference to Indian Banks

In fact, in the last decade, the importance given to 

corporate social responsibility (CSR) has increased 

in most global corporations. CEOs, investors and 

stakeholders have started to realize that keeping the 

environment in mind can positively impact 

organizational performance in many expected and 

unexpected ways.

It's more than generating and adopting green 

practices. It's about enabling subsidies and tax 

exemptions to these kinds of operations. ‘Greed for 

Green' has just begun and is soon going to 

revolutionize all industries of businesses of all 

shapes and sizes alike.  It is an acute need of the hour 

to be form and practice environmentally viable 

businesses. It's about greener jobs, greener 

organizations and holistically green HRM.

Green HRM

Mampra (2013) described Green HRM as the 

pract ices  and pol ic ies  of  HRM for  the  

encouragement of sustainable resource use in 

businesses and the promotion of environmentalism 

that would be helpful for boosting the satisfaction 

and hence morale of the employees within 

organizations. Green HRM is the practice of 

philosophies and policies of HRM to promote 

ecological usage of business resources and prevent 

any harmful environmental effect arising with the 

operations of the firm (Zoogah, 2011). The green 

HRM is essentially supporting the paradigmatic 

comprehension of "triple-bottom-line" concept. 

Stating differently, the green HRM comprises 

specific practices and policies regarding human 

resource in line with economic, social, and 

environmental pillars of sustainability (Muster & 

Schrader, 2011).  Renwick et al, (2013) asserted that 

the green HRM area is still very young in the body of 

research. The literature in the field of green HRM is 

generally western-centered, and, keeping in view 

the significance of economic development in Asia, 

this is a big gap in the body of literature. There is a lot 

of potential in the area of Green HRM, which 

contains the green scope, coverage, a process model 

and the research agenda (Muster & Schrader, 2011).

Carbon trading

We are just round the corner to 2020 and very soon 

we might be filing tax returns upon units of carbon 

emissions. Per capita units of carbon emissions 

would be levied with tax rates and tax credits will be 

provided to those who would indulge into green 

initiatives. If a particular bracket is froze for a 

particular industry, those companies that adopt and 

intertwine these green practices into core processes 

would would incur first mover advantage. Further 

to say, if an individual like a farmer, cyclists, feeding 

themselves on fresh food with no use of refrigerator 

or air conditioners, thereby cause no or minimal 

carbon emissions. Such persons might sell their 

amount of carbon emissions to companies. But 

knowingly, when these carbon emissions 

prerogatives can be sold in dollars why would then it 

be sold for less?

The authors propose that an organization should 

have a developed strategic intent to establish Green 

HRM (GHRM) shown in the diagram below:

CEC

Green Intellectual 
Capital

Green HRM

Green Management Initiatives
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Green Management Initiatives 

Green management is defined as the process 

whereby companies manage the environment by 

developing environmental management strategies 

(Lee, 2009) in which companies need to balance 

between industrial growth and safeguarding the 

natural environment so that future generation may 

thrive (Daily and Huang, 2001). This concept 

becomes a strategic dominant issue for businesses, 

especially multinational enterprises operating their 

business globally (Banerjee, 2001). In summary, 

green management refers to the management of 

corporate interaction with, and impact upon, the 

environment (Lee and Ball, 2003), and it has gone 

beyond regulatory compliance and needs to include 

conceptual tools such as pollution prevention, 

product stewardship and corporate social 

responsibility (Hart, 2005; Pullman et al., 2009; 

Siegel, 2009). Business firms play a key role in the 

issues of environmental management since they are 

part of our society and cannot be isolated from the 

environment, and in fact, they contribute most of the 

carbon footprints in the past (Liu, 2010). Application 

of innovative technology could alleviate the 

environmental deterioration by developing, for 

example, the biotech products and by searching for 

alternative energy to reduce the use of finite natural 

resources. Thus, business should put more effort 

into the research on innovative technology to 

minimize the impacts of environmental destruction 

by creating products that are nontoxic and less 

pollution to environment (Liu, 2010; Ozen and 

Kusku, 2008).  

Green HRM - HR Factors affecting Green 

Management Initiatives. Many researchers, 

especially in the area of HRM, argued that the 

effectiveness and successful in any management 

innovation and strategic tools are defending on the 

availability and ability of their human resources 

employed in the strategic manners (Boselie et al., 

2001; Paauwe and Boselie, 2003).  HRM system is 

defined as "a set of distinct but interrelated activities, 

functions, and process that are directed at attracting, 

developing, and maintaining (or disposing of) a 

firm's human resources" (Lado and Wilson, 1994). 

Organization generally organizes HR practices into 

systems that are consistent with their culture and 

business strategy (Boselie et al., 2001). Many 

researchers agreed that HRM is the most effective 

tools which contribute to the creation of human 

capital, and in turn, contributes to organizational 

performance and competitive advantage (Boselie et 

al., 2001; Paauwe and Boselie, 2003). Currently, 

many corporations are implementing a proactive, 

strategic tool known as an EMS to gain competitive 

advantage (Daily and Huang, 2001). This system 

provides a structure that allows management of the 

firms the ability to better control the firm's 

environmental impacts (Barnes, 1996; Florida and 

Davison, 2001). An EMS includes commitment and 

policy, planning, implementation, measurement 

and evaluation, review and improvement (Hersey, 

1998). Callenbach et al. (1993) argued that in order to 

carry out green management, employee must be 

inspired, empowered and environmentally aware of 

greening to be successful. On the other hand, to 

effectively implement green management initiatives 

and fostering environmental innovations, 

corporations require a high level of technical and 

management skills (Callenbach et. al., 1993; Renwick 

et al., 2008). Hence, this paper argues that to 

effectively implement green management initiatives 

through the implementation of EMS requires 

strategic implementation of HR systems that fit with 

organization's culture and long-term goals. 

Green Intellectual Capital 

Many studies in the past found that intellectual 

capital (IC) has positive influence on competitive 

advantage of firms (Chen, 2008). IC is the total stocks 

of all intangible assets, knowledge, and capabilities 

of a firm that could create values or competitive 

advantages, and achieves its excellent goals. 

However, no research has explored whether IC in 

environmental management has a positive effect on 

competitive advantage of firms (Chen, 2008). Hence, 

this paper proposes to fill this research gap, and 
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support a novel construct of green intellectual 

capital - the positive relationship between IC in 

green innovation or environmental management 

and competitive advantages of firms. This paper 

referred to the classification of IC adopted by Bontis 

(1999) and Chen (2008) which classified green IC into 

green human capital, green structural capital and 

green relational capital. This paper proposes to 

further explore, whether the three types of green IC 

have positive effects on corporate environment 

citizenship as on important factors of competitive 

advantages of firms. 

Green Bank:

Green is becoming a symbol of Eco consciousness in 

the world. According to Indian Banks Association 

(IBA, 2014) "Green Bank is like a normal bank, which 

considers all the social and environmental / 

ecological factors with an aim to protect the 

environment and conserve natural resources". It is 

also known as ethical bank or sustainable bank. 

Their purpose is to perform banking activities but 

with an additional plan towards taking care of 

earth's ecology, environment, and natural resources 

including biodiversity.

Green banking is  making technological  

improvements, operational improvements and 

changing client habits in the banking sector. It means 

to promote environmental friendly practices and to 

reduce the carbon footprint from banking 

operations. It is a smart and proactive way of 

thinking with a vision of future sustainability

Corporate Environment Citizenship (CEC) 

Corporate environmental behaviour has been 

researched as an attempt to explain the 

heterogeneity of organizational response to the 

environment-related institutional pressures 

(Sharma, 2000). Studies concerning this specific issue 

have generally recognized that companies are 

subject to strong institutional pressure in the form of 

normative societal expectations, coercive 

regulations, tight public policies, media and non-

governmental organizations scrutiny (Ozen and 

Kusku, 2008). Environmental strategies of 

organizations within developing countries vary 

from opportunistic compliance to voluntaries (Ozen 

and Kusku, 2008). Hence, the concept of CEC has 

been defined as "all of the precautions and policies 

corporations need to implement in order to reduce 

the hazards that they give to the environment" 

(Kusku, 2007, p. 75). This study will explore the 

construct of CEC based on the concept proposed by 

Ozen and Kusku (2008) which consists of regulative, 

normative and cognitive as consequences of 

implementation of EMS and development of green 

IC assessment based HR interventions.  

Active green measures in banking sector

State Bank of India (SBI)

SBI established Green Channel Counter (GCC) 

facility at their branches in 2010 to change the 

traditional way of paper based banking (SBI, 

2014).The bank partnered with Suzlon Energy Ltd 

for the generation of wind power for selected 

branches by setting of windmills in Gujrat, Tamil 

Nadu and Maharastra (Business Standard, 2014). 

Loan concessions for projects rated by IGBC (Indian 

Green Building Council)

ICICI:

50% waiver of car loan processing fee that use on eco-

friendly fuels LPG/CNG such as Reva, Wagon R, 

Omni and Maruti 800), more fuel-efficient engines 

and new vehicles like the A-Star, which has very low 

CO2 emissions. It also participates in campaigning 

and promotion of ISO 14000 series

HDFC:

A number of initiatives have been propelled the 

second largest private sector bank of the nation 

according to RBI, 2016

Watershed management

Tree plantation

Soil and water treatment measures

Constructed check-dams
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Yes Bank has become the first commercial bank in 

India to achieve the ISO 14001:2004 certification, the 

world's leading Environment Management System, 

in 12 of its locations

Canara Bank:

Highest financer for solar energy related projects

Conducts carbon financing in Delhi

Syndicate Bank:

NEFT, ATMs and NET banking is highly promoted 

(512 crores of business is on the counter (OTC) while 

970 crores of business at ATMs 

Recycling waste

The only bank with 180 rural branches on solar 

energy powered UPS

Vijaya Bank: 

Under its CSR initiatives, the bank has donated 

desktops to schools 

It also meticulously recycles e-wastes under DMS 

(Document Management System)

It has 58 branches on solar panel projects

Standard Chartered:

There is a reduction of 5 kgs of use of paper from 

30kgs to 25 kgs which saved 8,846 trees

Dyson Air Blade had been installed to increase in 

nergy efficiency of centralized air conditioning.

Digital campaign is successfully being promoted: e-

statements ; digital display instead of paper display.

LED light installation of 7w viz-a-viz conventiona 

tubes of 40w

Daylight and occupancy sensors had been installed 

whereby depending on daylight lights are 

automatically switched off

Deutsche Bank:

Eco-supplier programmes had been crafted to 

enhance eco-impacts. Eco-ratings for each vendor 

and category is undertaken. 

New data center services are provided for DMS 

(Document Management System). 

Eco-printing programs had been installed. It 

measures IT energy usage per headcount. 

JP Morgan Chase:

Pioneered in the concept of creating green bond 

market and climate financing. Green bonds are tax-

exempt bonds issued by federally qualified 

organizations or by municipalities  for the 

development of brownfield sites. Brownfield sites 

are areas of land that are underutilized, have 

abandoned buildings or are under-developed often 

containing low levels of industrial pollution.

HSBC:

It is one of the top three banks in the world in green 

finance. The Green finance or Climate finance 

involves flow of funds to help countries to cut their 

emissions and adapt to climate change. It involves 

flow of funds from developed to developing nations 

to help poorer countries to cut emissions. 

Axis bank:

The bank has been stated in Limca Book of records 

with the title ‘Root for Planet' as it operates on the 

key tenets of Green Banking of 3Rs: reduce, reuse 

and recycle.

Punjab National Bank (PNB):

The bank had organized more than 290 Tree 

Plantation Drives. It started emphasizing on green 

building practices such as energy efficient lights, 

immediate repair of water leakage, printing on both 

sides of paper, mater censors lights etc.

Banking industry is rigorously practicing green 

measures to inculcate digital accessibility to its 

customer base. Whilst UCO bank promoted the most 

facile opening of its bank's savings account with the 

click of a selfie and upload of a scanned document of 

its UID censor (Aadhar card number) this industry 

has travelled both wide and wise in making its 

customers' change their both preferences and habits 
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of banking. Moreover, the demonetization wave 

swept everyone off their feet with the resolute of the 

country leader to embrace digitalization. This simple 

bit of innovation has led to sustainable development 

in about integrating the economic, social and 

environmental aspects of everything we do. And this 

can be done by balancing short-term wants with 

long-term needs. The recent ‘NDTV-Toyota 

Greenathon' is an added example. Organizing such 

awareness campaigns will help in long term 

sustainable development in a big way. 

Human Resource teams are among the groups 

beginning to incorporate these concepts within their 

respective HR functions. People, often referred to as 

"industry's most valued assets", along with infinite 

levels of knowledge, experience, and know-how 

gained at the expense of their employer, appear 

expendable in today's economy. When the economy 

begins to recover Green HR initiatives continue to 

preserve knowledge capital while giving employees 

more options and a better work-life balance. 

Green HR efforts to date have primarily focused on 

increasing efficiency within processes, reducing and 

eliminating environmental waste, and revamping 

HR products, tools, and procedures resulting in 

greater efficiency and lower costs. Actions taken 

thus far have been well intentioned and are 

producing results, but little has been done to 

preserve talent amidst the highest levels of 

unemployment we've seen since the early 1980s. It's 

time to take these initiatives a step further and 

expand our way of thinking green. 

By continuing to be environmentally friendly and 

while recognizing the importance of human capital, 

not only will our environment benefit but our jobs 

will remain globally and nationally competitive. 

Case in point here would be State Bank of India. 

Though plastic had been much disliked and 

considered to be a foe to verdant approaches but use 

of these smart cards have overruled all paper 

currency notes. Debit cards and credit cards has 

replaced and answered the monetary needs of  the 

educated populace. Future lies in the fact that these 

cards will soon wane away and it's only mobile 

banking would solely reign. Transactions in future 

would just be numeric without involving any 

tangible product in between.  ATMs that were qued 

up during the currency-crisis period of 

demonetization,  will be a forgotten reality in 

imminent times.

Subsidized loans on green projects 

LITERATURE REVIEW
Recognizing the warning of global warming the 

State bank of India has initiated urgent measures to 

combat the climate change by reducing the bank's 

own carbon footprint and sensitizing the bank’s 

clients to adopt low carbon emission practices 

(Sharma, N., 2011). As far as Green Banking in India 

is concerned, the banking and financial institutions 

are running behind the schedules compared to 

global trends (Nayak). Moreover, there is negligible 

awareness of green banking among the customers, 

even the bank staff (Verma M. K., 2012). In the 

c o n t e x t  I n d i a n  p o l i c y m a k i n g ,  N a t i o n a l  

Environmental Policy (NEP) in 2006 brings out clear 

policies, principles and also rules to implement 

environmental rules and regulations. The impact of 

banking services on the environment is huge 

because, banks consume natural resources which 

add to the pressure on the environment (Srivatsa H. 

S., 2011). ATMs have been widely adopted but the 

level of load option of other electronic banking 

means despite their potential are yet to pick in a big 

way (Joshua A J & Koshy M P 2011).

Some of the most effective and money-saving green 

HR policies involve the use of technology. More and 

more companies are allowing staff to telecommute, a 

practice that keeps cars off the road and is often more 

convenient for employees. 

Teleconferencing is even more popular - it can save a 

company thousands on airfare as well as precious 

time. Using the Internet via web conferencing can 
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save time, costs (travel, phone) and valuable energy. 

If you're evaluating several candidates for a position 

and they're scattered across the country, conducting 

interviews over the Internet eliminates airfare costs. 

It also allows you to get a good idea of whether 

candidates are worth pursuing before meeting in 

person.

Social media can play a role in your green HR 

strategy as well. Internal online networks and 

portals, especially, reduce paper needs for 

everything from company-wide memos to training 

documents. Putting in place world class 

environment management systems, utilizing the 

best available technology including Electro Static 

Precipitators (ESPs), 24/7 monitoring centres and 

state of the art emission control facilities.

Increase thermostat by one degree higher in the 

summer and decrease it one degree lower in the 

winter you could save up to 10% on your energy bill. 

Consider the purchase of a laptop as oppose to a 

desktop. Laptops tend to use up to 70% less energy 

than desktops. And when you're not using that 

laptop, put it in sleep mode. 

However, these technological choices shall depend 

upon systematic alternatives offering varied degrees 

of environmental benefit in different types of green 

employment.

Making a mandate in the banks to come to office at 

least one day on cycle for employees staying in 3 km 

radius. Encouraging online communication and 

recyclable activities at work. An employee should be 

penalized to host a party if he leaves with computer, 

A.C., fan etc. on

Green Incentives: : ‘A green idea can win award' 

extra incentives, vouchers, etc for an employee 

contributing innovative green idea similar to the 

concept of Quality Circle. This would develop, 

encourage and engage employees thinking in this 

direction. Employees and customers should be given 

cash backs for using Online banking and taking 

loans for fuel efficient or Hybrid cars.  Banks must 

continue with travel allowance even if the 

employees come by carpooling.

Moving from Ego System to Eco system: This level 

points at the capacities and innovations on the 

process level that allow the social and green purpose 

to be translated into tangible action. What are the 

mental models the organization is operating from? 

For example, how do employees think about current 

challenges and potential future areas of innovation? 

How is their thinking reflected in their day-to-day 

decisions and actions? The new employees must be 

examined to identify whether they are ‘culturally fit' 

to these working styles. HR executives have not 

completely driven & instigated the "green 

initiatives/revolution to the bottom/grass-root 

level. The practices are still discussed in silos and 

implemented only on papers. The idea needs to be 

drilled down to the ground staff where each unit is 

responsible for consuming and conserving the very 

same. This initiative began and needs to be 

constantly fed with passion to serve and enthusiasm 

to serve for our forthcoming generations reiterating 

the theme of sustainable development.

Government Initiatives Government should also 

encourage the general people about the green 

banking practices. The central bank should monitor 

or supervise commercial banks whether they are 

practicing green banking or not.

Environmental stewardship: Ratification of this 

concept to the core processes of business is highly 

more important than ever before.  

Thinking green: A cultural exchange from a 

bouquet to saplings is already practiced with a few 

organizations serving international clientele, but 

this must be made as a strict rule, not only with 

corporate but individual practices as well. A 

successful organization breeds on innovative 

products and fresh ideas. Further to mention, 

cubicles and work stations must now have a space 

for keeping a plant as this will not alleviate stress but 

keep them fresh throughout the day.

92



Amity Business Review
Vol. 19, No. 1, January - June, 2018

89

Business Process Re-engineering in 
GHRM with Special Reference to Indian Banks

Vocational esteem: Many a times, these 

environment stewards find themselves ranking low 

on the parameters of self esteem. This is so because,  

low occupational esteem is placed upon peasants,  

dairy men, rag pickers, street sweepers, etc. They are 

meant to feel low. A change in perspective is need of 

the hour wherein they should be asked to think on 

the reincarnations or environment curators.

Environmentalists: Every household will soon be 

expected to have its own botanical garden. 

Delegation of responsibilities is an effective mode of 

management. Then, why not to own responsibility 

of our own set of production

Each one, plant one: From the moment of birth, one 

process that had been consistent is breathing and for 

this incessant process to continue, at least every one 

must plant at least one. 

CONCLUSION
Sustainable development and stable progress is 

directly proportionate with healthy ecosystems and 

pollution-less if not pollution-free climate. India is 

one of the most climate change vulnerable countries 

to climate change in the world. From the overall 

discussion, it can be said that green HRM banking 

practices in India are at a growing level. In line with 

global development and response to the global 

warming, Green HRM in banking plays significant 

roles. Government as well as every bank should take 

initiatives in respect of green banking practices for 

protecting our environment. It will emphasize the 

significance of green banking activities/practices of 

a bank, if permission for opening new bank branches 

and approval for launching new bank is given in 

accordance. So, every bank has to participate and 

contribute to green banking practices in today‟s 

extreme national and global banking competition. If 

we do not keep pace with the changing time and 

environment, many jobs would fade away due to 

resource diminution, biodiversity loss, escalating 

natural catastrophe impacts, and other disruptions. 
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Review of Accounting Variables Affecting 
Stock Price Movements

Value relevance research aims in finding out whether 

accounting information published in financial statements 

provide useful and valuable information for the users of 

accounting information especial ly investors 

(Negakis2005, Mishary and Alanezi 2011). This study 

provides an extensive and comprehensive review of 

research undertaken on value relevance of accounting 

information. Interviews and previous studies undertaken 

in the various countries, sectors or industries were 

selected as sample to present the empirical findings. The 

purpose is to help the future researchers to have 

understanding on this nature of study. It provides detailed 

discussion of variables used by various researchers. The 

review considered 70 studies conducted by researchers 

from various countries, where stock markets are well 

emerged or are emerging. It helps in identifying gaps in 

the current literature which future research may aim to 

cover. 

Keywords: Value relevance, accounting information, 

share price, stock market.

INTRODUCTION
The literature on value relevance of accounting 

information is vast and it investigates the 

relationship between share price and accounting 

information and also investigates whether the 

release of financial accounting information is related 

to the change in stock prices. The study on the value 

relevance is based on Capital market based 

accounting research (CMBAR) and originated from 

the studies carried by Beaver (1968) and Ball and 

Brown (1968). The majority of literature on the value 

relevance has comprehensively documented the 

relationship between accounting information and 

stock prices or stock returns (Francis  & 

Schipper,1999; Lev & Zarowin,1999; Chen,Chen & 

Su,2001; Shamki & Rahman, 2012; Kousenidis, Ladas 

& Negakis,2010; Khanaga,2011; Takacs,2012, Ragab 

& Omran,2006; Mishary & Alanezi,2011) and few 

covered the reactions of the stock markets to the 

release of new and different financial accounting 

information (Bayezid & Chowdhury, 2010; 

Naser,2002; Javid & Faraz,2011; Dongwei 2002; 

Menike & Wang, 2013).Value relevance research 

aims in explaining the usefulness of accounting 

information to stock investors; it measures statistical 

and significant relationship between accounting 

information and stock prices or stock returns or both 

(Beisland,2009).Value relevance research aims in 

finding out whether accounting information 

published in the financial statements provide useful 
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and valuable information for the users of accounting 

information especial investors (Negakis,2005) 

whilst (Amir, Harris, & Venuti,1993; Beaver & 

Landsman,1998; Ohlson,1999; Oyerinde,2009), 

define value relevance as the ability and influence of 

accounting of accounting numbers in capturing 

equity share price of listed companies. 

Accounting information is defined as the written 

quantitative information presented in the financial 

statement (Oyerinde,2009) and the study on value 

relevance motivated by the fact that listed 

companies use accounting information as the 

means of communication with investors (Vijitha 

& Nimalathan,2014).The primary objective of 

financial statements is to provide information 

about the company’s performance, financial 

position and to enable users to make better decisions 

particularly the investors (Tharmila & Nimalathan, 

2013).

OBJECTIVE OF THE STUDY
The objective is to provide a brief academic literature 

and also conceptualize the publications investigated 

the influence of accounting variables on stock prices. 

To address this issue we review the literature and 

provide the results of different researchers and the 

methodology used by them. The purpose in doing so 

is to clarify the contribution of this area of study, its 

limitation and importance in the literature. The 

review considered 70 studies conducted by 

researchers from various countries, where stock 

markets are well emerged or are emerging. It helps in 

identifying gaps in the current literature which 

future research may aim to cover. This is descriptive 

study where a wide selection of papers selected from 

different sources. The 70 studies considered for 

review are primarily form Indian stock market, 

Nigeria stock market, Dhaka stock exchange, 

Colombo stock exchange, Karachi stock exchange, 

Shanghai stock exchange, Indonesia stock exchange, 

Jakarta stock exchange, Egyptian stock exchange, 

Athens stock exchange, Istanbul stock exchange, 

Tehran stock exchange, Amman stock exchange, 

Abu Dhabi stock market, Kuwait stock exchange 

and Nairobi stock exchange, Warsaw stock 

exchange, Chinese stock market, United Kingdom 

stock market, German stock market, Korea stock 

market, Oslo stock market, Hochiminh stock 

exchange, Saudi Arabia stock market, US stock 

market (NASDAQ,AMEX and NYSE).The studies 

considered for the review are from the period 1997-

2014 selected from reputed journals and reference is 

also made to the dissertation work related to this 

topic.

The structure of this review paper organized as 

follows. Section 2 gives meaning of value relevance, 

section 3 give brief description about the nature of 

accounting information.  Discussion and 

recommendation is covered in section 4 and section 

5is for conclusion.

MEASURING VALUE RELEVANCE
International accounting standard board 

(IASB 2001, p.24), defined the word relevance as the 

principal qualitative characteristic that financial 

statements should have in order to be useful in the 

decision making. IASB(2001 p.26) considers 

financial statement information to be relevant when 

it has the ability of influencing user’s economic 

decision by helping them to evaluate past, present 

and future events and correcting their past 

evaluation. 

Study by Amir et al.(1993) is considered as the 

first study to use the term “value relevance”; it 

defined it as the relationship between accounting 

figures and market value of equity. Similar 

definitions were used by Beisl and (2009); Barth et 

al.(1998); Franscie and Schipper (1999); Vijitha 

and Nimalathan (2014); Sharma(2014); Varun 

(2014).
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NATURE OF ACCOUNTING INFORMATION
The primary objective of financial statements is to 

provide information about company’s performance, 

financial position and to enable users to make better 

decisions particularly investors (Tharmila & 

Nimalathan, 2013; Mulenga & Bhatia, 2017). 

Decision of investors to invest in the company’s 

stocks depends on financial performance of the 

company, and investors does not have direct way in 

measuring performance of the company they 

usually depend on the financial statements which is 

prepared by the company they wish to invest 

(Tharmila & Nimalathasan,2013). 

The following include the list of accounting variables 

used, its definition and empirical results as reported 

by different researchers.

Earnings per share

Earnings per share is presented and published 

in the statement of profit and loss of a company, 

it measures the profit allocated to each share. 

Profitability ratios are most popular and 

frequently used accounting information variable 

(Bhatia & Dhamija,2015). EPS was found to be 

significant in varied stock market across the globe; 

Egyptian stock exchange (Ragab & Omran,2006); 

Dhaka Stock Exchange (Miah, 2012); Nigeria Stock 

Exchange (Thompson & Adah,2012; Olugbenga 

& Oyerinde,2014); Istanbul Stock Exchange 

(Kargin,2013);  Indonesia Stock Exchange 

(Andriantomo & Yudianti, 2013); Amman stock 

e x c h a n g e  ( A l m u m a n i , 2 0 1 4 ;  S h a m k i  

&Rahman,2012); Shanghai stock exchange  (Wang & 

Luo, 2013); Sri-Lanka (Tharmila & Nimalathan, 

2013, Pathirawasam, 2010, Vijitha & Namalathan, 

2014). In Indian stock market as well the EPS was 

found to be a significant accounting variable by 

(Sharma,2011); Sukhija (2014); Karpagavalli & 

Nirmala (2014); Malhotra & Tandon (2013); Dhole 

(2013); Varun (2014); Khanna (2014). 

Book value per share

Book value per share also known as net assets 

value per share is used in measuring amount of 

assets company has on behalf of each share. 

The company can have good record of past 

performance if the value of its book value is very 

high (Sharma, 2011).The impact of book value per 

share on share price was examined by Malhotra 

and Tandon (2013); Karpagavalli and Nirmala,

2014); Pathirawasam (2010); Tharmila and 

Nimalathan (2013); Vijitha and Namalathan (2014); 

Olugbenga and Oyerinde (2014) in Nigeria, 

Abdelkarim (2014), Andriantomo and Yudianti 

(2013); Ragab and Omran (2006); Miah (2012); 

Thompson and Adah (2012); Ozlen (2014); Sharma 

(2011). Based on their findings, book value 

found to have positive and significant relation 

with market price. Consistent with Collin, 

Maydew and Weiss (1997); Barth et al (1998);

Francis and Schipper (1999) by using US data.

Financial leverage

Financial leverage ratios used in measuring 

ability of the company or business to utilize 

borrowed fund (Bhatia & Mehrotra,2016). 

Efficient use of borrowed funds by company 

would result to an increase in profit and more 

attraction to investors and would also result in 

increase in share price (Maliki & Ali,2013).

Empirical results of Uwalomwa, Olowe and Agu 

(2012) reported financial leverage ratio to have 

inverse relation with market share price of listed 

firms in Nigeria. While Malik and Ali (2013) 

and Floor and Chalevas (2010) show positive 

and significant relationship between financial 

leverage ratio and market share price, the results 

of the Oshodin and Chijoke (2014) were found to 

be inconsistent.
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Dividend per share

Dividend defined as the source of income 

regularly distributed to shareholders by the firm, 

computed by taking annual amount of dividend 

paid to ordinary shareholders divided by 

outstanding number of equity shares. Numerous 

studies conducted in different stock market 

examined value relevance of dividend per 

share on share price (Oyerinde,2009; Sharma,

 2014; Nyabundi,2013; Khan & Amanullah, 

2012; Olugbenga & Oyerinde,2014). Based on 

their findings, dividend per share found to be 

positive and significant related to stock prices, 

consistent to Nyabundi (2013);Khan and 

Amanullah (2012);Sharma(2014); Varun (2012). 

Study by Srinavasan (2012)reported that 

dividend per share have negative and significant 

relation with share price.

Price/Earnings ratio

Price earnings ratio focused on expressing 

relationship between market price of the 

company’s share and its earnings per share. The 

studies of Almumani (2014);Sharma and Singhania 

(2006); Sighania (2008); Sukhija (2014); Malhotra 

and Tandon (2013); Srinavasan (2012); Sharma 

(2011); Karpagavalli and Nirmala (2014) reported 

price earnings ratio to have positive and 

significant relation with share price. Contrary to 

Vijitha and Nimalathasan (2014) price earnings 

found to have weak negative relationship with 

market share price.

Return on Equity

Return on equity ratio is used in measuring amount 

of profit generated by company from the amount of 

money invested in the company by shareholders 

(Modi,2014; Mohanty,2012; Maliki & Ali,2013). 

According to Hague and Faruquee (2013) a firm 

reported to have high ratio of return on equity will 

have better investment opportunities. Compared 

with earnings per share and book value per share, 

return on equity was used in fewer studies and 

presumed to have positive and significant relation 

with market price, this evidenced in the studies of 

Malik and Ali (2013); Perera and Thrikawala (2010); 

Pathirawasam (2010); Haque and Faruque (2013); 

Mohanty (2012);Sharma, Kumar, and Singh 

(2012).Contrary to Vijitha and Nimalathasan (2014); 

Modi (2014) return on equity found to have positive 

and insignificant influence on the share price.

Return on Assets

Return on assets is used in measuring company’s 

efficiency in utilizing assets they have for the 

purpose of generating company’s profits. 

Mathematically, computed by taking a company's 

net earnings divided by its average of total 

assets(Hague & Faruquee,2013).  Without 

considering time effect return on assets reported 

to have positive and significant relation with 

share price (Hague et al,2013).The results found to be 

consistent with Uwuigbe et al. (2012).

Dividend payout ratio

Dividend payout ratio usually expressed as 

a percentage of share of net profit calculated 

after taxes and preference dividend given to 

ordinary shareholders. The relationship has 

been found to be significant and positive by 

Uwalomwa, Oloweand Agu (2012), though there 

have been contrary results as well (Sukhija, 2014; 

Almumani2014).

The following tables show summary of selected 

previous work from 1997 -2014 from different 

countries. The study divided the table into 

table 1(a) and table 1 (b).Table 1 (a) cover a 

number of 62 studies which have a number 

of independent variables not more than 5 and 

table 1 (b) cover a number of 8 studies which 

have a number of independent variables more 

than 5.
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Table 1 (a), Summary of studies with independent variable not more than 5.

S/No. Author(s) Year Dependent Independent Method of analysis Most significant 
variable variables used in the study accounting

information

1 Collin,Maydew  and 1953-1993 Share price Earnings and Ohlson (1995) Book value
Weiss (1997)  Book value valuation and Theil 

(1997) technique

2 Barth, Beaver and 1974-1993 Share price Equity book value Regression analysis Equity book value
Landsman (1998). and Net income

3 Jermakowicz and 1995-1997 Stock returns Annual earnings, Return model Earnings
Gornik (1998) Change in earnings 

level.

4 Francis and Schipper 1952-1994 Stock returns Earnings and Returns and Book value per
(1999) or Stock price Book value Price model share

5 Lev and Zarowin 1977-1996 Stock returns Earnings, Book value Returns and Earnings
(1999) or Stock price and Cash flow Price model

6 Rees (1999) 1987-1997 Share price Net income, Debt Simple version of  Equity
and dividend Edwards, Bell and 
per share Ohlson model

7 Chen et al (2001) 1991-1998 Share price or Earnings and Returns and Price Earnings and
Stock return Book value model by applying Book value

pooled cross-section 
and time series 
regression

8 Dongwei (2002) 1997-1998 Stock prices Average Abnormal Event study Investors do not
Returns and methodology correctly
Cumulative Average anticipate the
Abnormal Returns changes in

earnings and
failed to adjust to
new earnings
information

9 Naser (2002) 1995-1999 Stock prices Average Abnormal Event methodology Released financial
Returns and statements 
Cumulative Average information 
Abnormal Returns  changing

investors’
behavior.

10 Bartov,Goldberg and 1998-2000 Stock returns Earnings Cross-sectional Earnings
Kim (2005) model and Time 

series model

11 Ragab and Omran (2006) 1998-2002 Share price Earnings per share Theoretical Earnings per
and Book value framework of Ohlson share
per share. (1995) and Easton 

and Harris (1991) 
valuation models.  

12 El-Gazzar,Finn and 1970-1984 Share price Earnings per share Regression Earnings per
Tang (2006) and Book value share.

per share
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S/No. Author(s) Year Dependent Independent Method of analysis Most significant 
variable variables used in the study accounting

information

13 Liu and Liu (2007) 1999-2003 Share price Earnings per share Theoretical Earnings per
and Book value framework of Ohlson share
per share valuation model

14 Papadaki and Siougle 1985-1996 Market price Price earnings ratio, Simple earnings Price earnings
(2007) per share Book value and capitalization ratio

earnings model  

15 Bae and Joeng (2007) 1987-1998 Share price Earnings, Book value, Regression approach Earnings and Bok
Owneship structure based on the value
and Business group theoretical framework 
affiliation of Ohlson (1995)  

16 Oyerinde(2009) 2002-2008 Share price Book value per share, Ordinary Least Dividend
Earnings per share Squared , Random 
and Dividend Effects Model,  
per share. Fixed Effects Model 

and Independent - 
Samples t-Test.

17 Kwon (2009) 1981-2001 Share price Earnings per share Option style equity Earnings per
and Book value valuation model, share.
per share Simple linear 

egression model, 
Multiple regression 
model and Piece 
linear regression 
model

18 Kwon (2009) 1994-2005 Share price Earnings, Book value Myers (1977), Book value and
and Cash flow. Ohlson (1995) and Cash flow.

Feltham and 
Ohlson (1995)
valuation models

19 Dung (2010). 2003-2007 Share price Earnings per share, Ordinary Least Earnings per
Book value per share Square, Fixed Effect share 

Model and Random 
Effects Model.

20 AL- Shubiri (2010) 2005-2008 Share price Dividend, Net assets Simple and multiple Net asset value 
value per share and regression analysis per share
Earnings per share 

21 Bayezid and Ali (2010) Jan 2008- Share price Market dividend yield, Standard event Dividend yield 
Sept 2008 Market price-earnings study methodology.

ratio

22 Kousenidis et al. (2010) 2003-2006 Share price Earnings per share Theoretical Earnings per
and Book value framework of Easton share
per share and Harris (1991) 

and Felt ham 
and Ohlson (1995)

23 Pathirawasam (2010) 2006-2009 Share price Earnings per share, Ohlson model Earnings per
Book value per framework (1995) share
share and Return 
on Equity.
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S/No. Author(s) Year Dependent Independent Method of analysis Most significant 
variable variables used in the study accounting

information

24 Perera and Thrikawala 2005-2009 Share price Earnings per share, Simple linear and Earnings per
(2010) Return on Equity  multiple regression Share, Earning

and Earnings Yield  Yield and Return
on Equity

25 Clarkson, Douglas, 2004-2005 Share price Earnings per share Ordinary Least Square, Earnings per
Richardson and and Book value Weighted Ordinary share and Book
Thompson (2011) per share Least Square and value per share

Product Model.

26 Khanagha  (2011) 2001-2008 Share price Earnings per share, Regression variation Earnings per
Book value per share approach and share
and cash flow portfolio approach.
of the firms.  

27 Mishary and Alanezi 1995-2006 Share price or Earnings and Book Price model and Earnings and
(2011) Stock returns value per share return model Book value

28 Azeem and Kouser 2002-2009 Share prices Book value and Ordinary Least Book value and
(2011) Earnings squared, Fixed effect earnings

model and Random 
effect

29 Beisland (2011) 1994-2004 Stock returns Earnings and Multiple regression Earnings
disaggregating analysis
earnings

30 Agostino, Drago and 2000-2006 Share price Earnings per share Ohlson valuation Earnings per
Silipo (2011) and Book value model share

per share  

31 Menike and Man (2013). 5 years Stock prices Average Abnormal Event study, Average Abnormal
Returns and Ordinary least Return and
Cumulative Average squared method Cumulative
Abnormal Returns Average Abnormal

Returns are
positive around
the announcement
day but not
significant at 5%
level.

32 Aleksanyan  and 1996-2010 Market value Earnings per share, Residual income Book value 
Karim (2012) per share Book value per share, and option-style per share

common dividends, valuation models,
research and 
development costs, 
and advertising 
expenses

33 Thompson and Adah 2001-2009 Share price Book value and Modified the Ohlson Book value and
(2012) Earnings per share Residual Income earnings per

Model share

34 Shamki and Rahman 1992-2002 Share price Earnings and Book Price and return Earnings per
(2012) value per share. valuation models share

35 Miah (2012) 2000-2010 Share price Earnings per Multiple correlation Earnings per
share and Book analysis share
value per share

97

Review of  Accounting Variables Affecting 
Stock Price Movements

101



Amity Business Review
Vol. 19, No. 1, January - June, 2018

S/No. Author(s) Year Dependent Independent Method of analysis Most significant 
variable variables used in the study accounting

information

36 Abiodun (2012) 1999-2009 Market price Earnings and Price and Earnings per
per share Book value Logarithmic share

regression models

37 Modugu et al (2012) 2001-2011 Market price Dividend per share Ohlson (1995) Earnings per
per share and Earnings per valuation models share

share and OLS

38 Takacs(2012) 2005-2010 Market price Earnings and Price model and Book value
per share Book value Return valuation 

model.

39 Srinavasan (2012) 2006-2011 Share price Book value per Fixed Effects Earnings per 
share, Price earnings model and Random share 
ratio, Size and Effects model and Price 
dividend per share Earnings ratio

40 Sharma et al (2012) 1994-2009 Share price Return on Networth, Correlation and Return On Net
Profit after tax, multiple regression worth
Cash flow from analysis
operation, Cash flow 
from investment and 
Market to Book 
value ratio

41 Bhatt and Sumangala 2007-2011 Share price Earnings per share Regression analysis Earnings per
(2012) and Correlation share

42 Varun (2012). 2001-2010 Share price Earnings, book Ohlson (1995) Dividend per
values, dividend, price model share and  
debt, capital investment 
expenditure expenditure

43 Devalle  (2012) 2006-2009 Share price Book value of equity, Price regression Comprehensive
Net income and model income
Other comprehensive 
income

44 Karğın (2013) 1998-2011 Share price Book value and Theoretical Earnings per
Earnings per share framework of Ohlson share

(1995) valuation 
models.

45 Halolen, Jelena and 2007-2010 Market price Earnings per Theoretical Book value
Rickard (2013) per share share and Book framework of per share

value per share Ohlson valuation
 model

46 Malik and Ali(2013) 2001-2009 Share price Financial leverage, The  pooled ordinary Financial leverage 
Current ratio, least squares and Assets 
Net profit margin, regression (OLS) turnover
Return on equity and and panel data fixed 
Assets turnover. effects regression

47 Andriantomo and 2000-2009 Share price Earnings per share Ohlson (1995) Book value
Yudianti (2013) and NBVPS valuation model

48 Tharmila and 2009-2013 Share price Earnings per share Correlation and Earnings per 
Nimalathasan (2013) and NBVPS regression techniques share and

Net book value
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S/No. Author(s) Year Dependent Independent Method of analysis Most significant 
variable variables used in the study accounting

information

49 Nyabundi(2013) 2005-2010 Share price Dividend, earnings Simple linear Dividend
and book values regression models 

and multiple 
regression

50 Kairuki  and Oyugi (2013) 1998-2011 Share price Returns on equity, Residual income Book value of 
earnings per share valuation method. equity and Return 
and book values on equity
of equity 

51 Buguit et al (2013) 2006-2011 Share price Debt, equity and Multiple regression Gearing and debt
gearing ratio method ratio.

52 Pathirawasam (2013) 2005-2009 Market price Earnings and Book Ohlson (1995) Earnings and
per share value model framework Book value

53 Menike and Man (2013) 2008-2012 Stock price Abnormal returns and Event study Abnormal return
cumulative abnormal methodology and cumulative
returns abnormal return

found to  be
positive but
insignificant
around the
release of annual
financial
statements.

54 Vijitha and 2007-2011 Market value EPS), (NAVPS), Correlation and Book value per
Nimalathasan (2014) per share and Return On Equity Regression analysis share,P/E ratio

(ROE) and Price and Earnings per
Earnings Ratio share

55 Olugbenga and 1992-2009 Share price Earnings, Book Value Ordinary Least Earnings per 
Oyerinde (2014). Per Share, Dividend Square (OLS)  share

per share and regression method
Cash flow per share

56 Shehzad and Ismail 2014) 2008-2012 Share price Earnings per share Pooled regression Earnings per
and Book value technique share
per share  

57 Oshodin and 2007-2011 Share price Earnings per share, Multiple regressions Earnings per
Chijoke(2014) Book value of equity, analysis and OLS share

and Leverage  

58 Almumani (2014) 2005-2011 Share price Earnings per share, Correlation and a Earnings per
Dividend per share, linear multiple share, Book value
Book value per share, regression models per share and
Price Earnings ratio Price earnings
and Size ratio.

59 Sharma (2014) 2001-2013 Share price Dividends, book  Correlation Dividend and
value and earnings Analysis Earnings per

share

60 Khanna ( 2014) 2006-2010 Share price Book value per  Correlation and Book value per
share and Earnings Regression analysis share and
per share Earnings per

share.
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Table 1 (b), Summary of studies with independent variable more than 5.

S/No. Author(s) Year Dependent Independent Method of analysis Most significant 
variable variables used in the study accounting

information

1 Ozlen (2010) 2000-2012 Share price Total asset turnover Non-Linear and Book value
ratio, Debt ratio, Multivariate 
Current ratio, Price 
to Earnings ratio, 
Net profit margin, 
and Book value. 

2 Chalmers, Navissi 1997-2004 Share price Earnings per share, Return regression Book value per 
and Qu (2010) Book value of equity, model share

Operating cash 
flow per share, 
Debt to equity and 
Share return

3 Sharma (2011). 1993-2009 Market price Book value per share, Correlation and a Dividend
per share Dividend per share, linear multiple 

Earnings per share, regression models
Price earnings ratio, 
Dividend Yield, 
Dividend payout ratio, 
Size in terms of 
sale and net worth 
for the period.

4 Mohanty  (2012) 2003-2007 Share price RONW, FA to total Panel data Cash flow from
assets ratio, CFO to regression model operations to
total assets ratio, total assets, 
Investment to total Debt equity ratio, 
Assets ratio, Current Investments to 
ratio and Debt equity total assets 
ratio and Return on 

net worth.
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S/No. Author(s) Year Dependent Independent Method of analysis Most significant 
variable variables used in the study accounting

information

61 Oyerinde and 1990-2009 Share price Earnings, Book Value General least Earnings, Book
Olugbenga (2014) Per Share, Dividend squared regression Value Per Share,

per share and method Dividend per
Cash flow per share share and Cash

flow per share

62 Varun (2014) 2006-2011 Market value Abnormal earnings, Theoretical Abnormal
of equity book value per share framework of earnings and 

and Cash flow Ohlson valuation book value per
from operations model share 

Note: This table shows the summary of studies with independent variable not more than 5.
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S/No. Author(s) Year Dependent Independent Method of analysis Most significant 
variable variables used in the study accounting

information

5 Wang et al (2013) 2011 Share price Earnings per share, Correlation and Earnings per 
Price-Earnings ratio, Regression analysis share and 
Income from main Return on equity.
operation ratio, 
Return on Equity, 
Receivable turnover 
ratio, Inventory 
turnover ratio, 
liquidity ratio and 
current ratio  

6 Haque and Faruque 2005-2011 Share price Earnings per share, Multiple regression Net Assets Value
(2013) Dividend per share, analysis

Return on equity, 
Return on Asset, 
and the ratio (Fixed 
Asset/Total Asset),
Net Assets value

7 Sukhija (2014) 2000-2013 Share price Book Value, Dividend Fixed Effects model Earnings per
per Share, Earnings and Random Effects share
per share, Dividend model
payout ratio and 
Growth, ROCE, 
Price Earnings ratio.  

8 Modi (2014) 2004-2013 Market price Price Earnings ratio,  Regression and Price Earnings
and Price to Net income, Correlation analysis ratio and Net 
Book value ratio Earnings Yield,  income
and Market price Return on Equity, 

Cash flow from 
operating, Cash flow 
from financing 
and Net worth
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METHODOLOGIES USED IN VALUE 
RELEVANCE STUDIES
Correlation and multiple regression analysis are 

used as the method of analysis to examine value 

relevance of accounting information (Sharma et al, 

2012; Bhatt & Sumangala, 2012; Tharmila & 

Nimalathasan, 2013; Vijitha & Nimalathasan, 2014; 

Modi 2014; Oshodin & Chijoke, 2014). Other method 

of analysis mostly used were simple and multiple 

regression (Nyabundi,2013; Haque & Faruque,2013; 

Buguit et al, 2013; Oshodin & Chijoke, 2014), pooled 

ordinary least square and fixed regression  (Malik 

&Ali 2013; Olugbenga & Oyerinde, 2014), Price 

Logarithmic regression (Abioud, 2012), Cross 

sectional linear regression (Bartov et al, 2005), 

Ordinary least squared, fixed effects model and 

random  effects model (Dung 2010; Oyerinde 2009).

DISCUSSION AND RECOMMENDATION 
FOR FUTURE RESEARCH
The objective of value relevance is to establish 

relationship between accounting numbers and stock 

prices/stock returns (Beisland, 2009; Oyerinde,2009; 

Amir et al,1993; Barth et al, 2009; Ohlson, 1999; Barth 

  Note: This table shows the summary of studies with independent variable more than 5.
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et al,1998). In testing value relevance of accounting 

numbers, book value and earnings found to be the 

most significant and leading variables in value 

relevance literature as can be interpreted from table 

1a and b. Other accounting variables like financial 

leverage, dividend per share, price earnings ratio, 

return on equity, return on assets and dividend 

payout ratio have been used in addition to book 

value and earnings in order to determine its 

significance influence on the market share prices. 

This review focus on the value relevance of 

accounting information presented in the income 

statements and balance sheets and the overall 

empirical findings suggested that balance sheet 

items (book value) and income statement (earnings, 

dividend per share) are value relevant. 

Different methodologies used by various 

researchers in examine value relevance of 

accounting information like price and returns 

valuation models. The results of both price and 

returns models showed that earnings and book 

value jointly and individually have positive and 

significance influence on the market share prices and 

stock returns. Future review on value relevance may 

focus on value relevance studies that used 

theoretical framework of Ohlson (1995) and Easton 

and Harris (1991) and link it with the adoption of 

international accounting standards. In addition, 

researchers may also focus on studies related to the 

announcements made by companies and its 

reactions on stock prices.

CONCLUSION AND CONTRIBUTION OF 
THE STUDY
One of the main goals of financial reporting is to 

assist users of accounting information particularly 

stock investors in estimating value of the company. 

Research on value relevance studies investigates 

whether this goal has been achieved or not. The 

study identifies that earnings per share and book 

value per share are the most significant and leading 

variables in value relevance literature. Other 

accounting variables like financial leverage, 

dividend per share, price earnings ratio, return on 

equity, return on assets and dividend payout ratio 

have been used in addition to book value and 

earnings in order to determine its significance 

influence on stock prices. The results on value 

relevance studies found to be contradictory from one 

market to another may be because of accounting 

regulations differences, behavior of the market, 

methodology used, length of time period considered 

and number of companies selected as sample. There 

are many studies across countries and sectors which 

study the value relevance of accounting information, 

future research may focus on qualitative information 

that impact the stock prices movement. This  study 

contribute to the literature by documenting the 

results of  previous researchers and this will help 

new and future researchers who wish to familiarize 

with this line of empirical accounting research. The 

significance of this review originates from the 

importance of accounting information to investors 

and other user of financial statements in making 

informed investment decisions and other economic 

decisions.
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Exploring the Relationship of 
Psycap and Turnover Intentions: 

A Study among Health Professionals

The paramedical and nursing staffs in hospitals work 

under stressful conditions, resulting in higher turnover 

intentions. The present study aims to understand the 

structure of psychological capital in the context of 

healthcare professionals and also analyze the impact of 

PsyCap on turnover intentions. The structured 

questionnaire was administered to 222 paramedical and 

nursing staff working in public hospital in north India. 

The findings of this research reflect that psychological 

capital has a significant negative relationship with 

turnover intentions. Further our study also confirms the 

four factor structure of psychological capital having 

dimensions as self efficacy, hope, optimism and resilience.

Keywords: Psychological Capital, Turnover Intentions, 

Employee attitude, Public Hospitals and Health 

Professionals.

INTRODUCTION
In India, the healthcare sector is one of the sunshine 

sectors which is expected to grow to USD 280 billion 

in 2020 employing 7.4 million people according to 

FICCI – KPMG Report.  Health workforce in India is 

a combination of both registered, formal health care 

providers and informal medical practitioners.  There 

are formidable challenges that the Indian healthcare 

sector will face in the near future in order to maintain 

the sustainable growth. One such challenge is to 

attract and retain the skilled work force. According 

to industry estimates the turnover rate in the health 

sector is 10-12 percent, with 28-35 percent among the 

nurses and paramedic staff. Further in India, the 

paramedical staff are underpaid and overworked, 

and get less chance to upgrade their clinical skills.

The widespread nursing shortage and nurses’ high 

turnover rate has become a global issue (Liu et al., 

2012;Kaur, Mohindru& Pankaj, 2013; Delobelle et al., 

2011; Martin, 2007). Turnover in the health sector is a 

global concern (Alhamwan& Mat, 2015) as it is costly 

and detrimental to organizational performance and 

quality of patient care (Steinmetz, Vries&Tijdens, 

2014). 

Intention to leave among paramedic & nursing  staff 

arises with job dissatisfaction, work overload, work 

timings, feeling of insecurity, poor working 

conditions, and socio-demographic factors (Jadoo et 
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al., 2015) as well as high level of stress(Shantz, 2002) 

which can negatively affect their performance and 

quality of work life. Employees are unable to cope up 

because of various psychological pressures 

especially because of their job profiles wherein they 

have to deal with patients. Psychological Capital is 

observed to directly influence the strength of the 

emotional ties of the employee to the organization 

and in turn divulge positive outcomes (Avey et al., 

2011; Thompson, Lemmon & Walter, 2015).  This 

study aims to validate the four factor structure of 

psychological capital in the context of health sector 

in India and also examine its relationship with 

turnover intentions.

LITERATURE REVIEW
Psychological Capital

With an objective to enhance the employee 

performance through positive interventions, 

Luthans (2002) introduced the concept of positive 

organizational behaviour (POB) based on the 

positivity movement in the area of psychology 

(Seligman, 1998).POB proposes that state-like 

individual level positive psychological capacities 

like creativity, flow, emotional intelligence, 

organizational resilience, psychological capital can 

be measured, developed and managed with an 

objective to improve the attitude, behaviour and 

work related outcomes (Luthans, Youssef &Avolio, 

2007, 2015).  Psychological Capital (PsyCap) is one 

such state-like higher order construct which meets 

the POB criterion (Luthans, 2002) and is 

complimentary to measures of human (or 

intellectual), social and traditional physical capital. 

PsyCap is a positive capacity of an individual that 

exhibits state like characteristics and has undergone 

extensive theory building and research (Luthans et 

al., 2006; Thompson, Lemmon & Walter, 2015). 

PsyCap offers organizational behavior and human 

resource management researchers and practitioners 

a new positive perspective to study employee’s 

related attitudes and behaviours (Luthans et al., 

2007)

According to Luthans et al. (2007) PsyCap is defined 

as “an individual’s positive psychological state of 

development, characterized by hope, efficacy, 

resilience and optimism” which is popularly known 

as HERO.  PsyCap is a higher order construct which 

integrates these four resources synergistically i.e. 

PsyCap is greater than sum of its parts (Luthans, 

Youssef  &Avol io ,  2007) .The synergy of  

psychological capital —through its independent yet 

interacting components of hope, optimism, efficacy/ 

confidence, and resilience seems to offer great 

promise. (Combs, Luthans& Griffith, 2008)

Based on Snyder (2000) hope theory, hope is defined 

as positive motivational state that is based on three 

primary components i.e. goals, pathways (way 

power) and agency (will power) goal-directed 

thinking (Snyder, 1994). Self Efficacy in reference to 

POB is defined as “an individual’s convictions (or 

confidence) about his or her abilities to mobilize the 

motivation, cognitive resources, and courses of 

action needed to successfully execute a specific task 

within a given context” (Stajkovic&Luthans, 1998b, 

p. 66).According to Avey, Wernsing and Luthans 

(2008),optimism refers to individual’s conviction to 

attain desired goal and avoid undesirable ones. 

Further according to them resilience can be defined 

as “an individual‘s ability to bounce back or rebound 

from hardships, uncertainty or ambiguity, change or 

even positive events.”  

Consequences of PsyCap

PsyCap construct can be developed, for desired 

attitudes, behaviors, and performance, (Sweetman, 

Luthans, Avey&Luthans, 2011) and it has benefits to 

organization as it helps in building a positive and 

supportive organizational climate (Luthans, 

Norman, Avolio&Avey, 2008). PsyCap improves job 

satisfaction (Abbas et al., 2016; Fu, Sun, Wang, Yang 

and Wang, 2013; Jung and Yoon, 2015), reduces 

intention to quit (Avey, Luthans and Jensen, 2009; 

Sun, Zhao, Yang and Fan, 2012; Luthans and Jensen, 

2005), improves job performance (Ganotice, Yeung, 

Beguina and Villarosa, 2016), predicts work 

111



Amity Business Review
Vol. 19, No. 1, January - June, 2018

108

Exploring the Relationship of  Psycap and Turnover Intentions: 
A Study among Health Professionals

engagement (Boamah and Laschinger, 2015; 

Karatepe and Karadas, 2015) and affects 

organizational citizenship behavior (Karatepe and 

Karadas, 2015; Beal, Stavros and Cole, 2013; Shukla 

and Singh, 2013)

Studies in area of health care provides evidence that 

psychological capital acts as a positive resource for 

fighting against nurses’ burnout (Ding et al., 2015; 

Wang, Chang, Fu and Wang, 2012), protects new 

nurses from early career negative work experiences 

(Laschinger and Fida, 2014) and for combating 

depressive symptoms in Chinese physicians (Liu, 

Chang, Fu, Wang and Wang, 2012).

Influence of PsyCap on Turnover Intention

A turnover intention or intention to leave the job is 

considered as a deliberate action of an individual to 

leave the job or organization within the near future 

(Tett and Meyer 1993; Appollis, 2010; Mobley, 

Horner and Hollingsworth, 1978; Bhat, 2014).  

Turnover intention is a multistage process consisting 

of psychological, cognitive and behavioral 

components and there can be several reasons for 

intention to quit such as job dissatisfaction, lack of 

commitment to the organization and feelings of 

stress (Chen et al., 2010; Applebaum et al., 

2010;Arshadi&Damiri, 2013) and anxiety (Appollis, 

2010).  Other factors identified in literature 

(Steinmetz et al., 2014) includes factors like poor 

quality of work life, organizational justice, least 

training programs for promotion, ill-defined career 

paths, poor/bad working conditions, underpaid,  

including seasonally challenging nature of the job 

(Sirgy et al., 2001; Battu&Chakravarthy, 2014; 

Koonmee et al., 2010).Turnover intention is an 

important predictor of voluntary turnover (Griffeth, 

Hom&Gaertner, 2000) because it is the final step in 

the cognitive process when employees withdraw 

from their positions. Turnover intentions capture 

both individual perception and consideration of 

alternatives. The turnover intention (intent to quit 

the organization), being studied in the present study 

is the conscious and deliberate decision to leave the 

organization. 

Avey, Hughes, Norman and Luthans ( 2008 ) 

observed that employees high on PsyCap feel more 

empowered and therefore have less intention to quit. 

Earlier Avey, Patera and West (2006) observed that 

employees high on PsyCap are less likely to be 

absent from work and exhibit lower turnover 

intentions.Similarly, Avey, Reichard, Luthans and 

Mhatre (2011) in their meta-analytic study observed 

that there is a negative relationship between PsyCap 

and turnover intentions.A number of studies 

including the work of Shahnawaz& Jafri (2009); 

Singh & Garg (2014); Sihag&Sarikwa (2014) and 

Gupta & Singh (2014) have also supported the 

negative relationship between PsyCap and turnover 

intentions. Based on this we hypothesize

H1: There is significant negative relationship 

between psychological capital and turnover 

intentions of the health professionals.

RESEARCH METHODOLOGY
Sample and Data Collection

Data was collected from paramedical & nursing staff 

from the state funded public hospitals located in two 

major cities of North India i.e. Jammu and Shimla. 

Both these hospitals are also medical colleges in their 

respective region and cater to the wider audiences in 

the region and therefore the staff is subjected to 

excessive workload throughout the year. The scope 

of this study was limited to the paramedic and 

nursing staff working in these hospitals which 

included assistant matron, sister supervisors, theatre 

nurses, senior staff nurses, junior staff nurses, sister 

tutors, lab technicians, EEG / ECG Technicians, 

Technical Operators, X-Ray Technicians and other 

categories of the paramedical employees. The total 

paramedic staff located in Shimla was 633 whereas 

865 people were employed in the hospital located at 

Jammu. At 95% level of confidence and 5% margin of 

error,the statistical sample size was estimated. Due 

care was taken to ensure that a proportionate 

representation of these designated staff is included 
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as part of the overall sample. The briefing about the 

nature of the study and the items was given to all the 

respondents. Also the personal contact number was 

shared with all the respondents to seek clarification, 

if any, related to the questionnaire. The visit was 

again made to all the respondents after one week of 

distribution of the questionnaire to collect the 

completely filled questionnaire. A total of 325 

questionnaire were distributed out of which 230 

questionnaire were returned. The average response 

rate of filling up of the questionnaire across both the 

locations was 68%. The reason for this level of 

response was that some of the junior level staff either 

refused to fill up the questionnaire or found it 

complicated according to their level of qualification. 

However, this size was enough to get a 

representative sample from the population. The data 

from both these locations were combined 

considering that there were no differences and there 

were comparable conditions.

The profile of the respondents is presented in Table 1 

below. The table indicates that majority of 

respondents as part of the study was females – 94.4% 

in case of Shimla and 86.6% in case of Jammu. This 

was primarily because majority of the nursing staff 

in both these hospitals were females and the ratio of 

the respondent is in line with the composition of the 

paramedic / nursing staff in both these hospitals. In 

terms of the age profile of the respondents’ majority 

of the respondents were in the age group of 21-30 

years – 83.2% in case of Shimla and 87.62% in case of 

Jammu. This was due to the fact that around 75% of 

the respondents who took part in the research were 

on contractual basis. This choice was logical keeping 

in view that fact that intention to leave the job will be 

more predominant in case of contractual employees 

as compared to the employees who are on 

permanent basis. In line with this, approximately 

80% of the respondents had the work experience of 

less than 5 years. 

Measures

The PCQ scale developed by Luthans, Avolio, Avey 

and Norman (2007) was used to measure PsyCap. 

The reliability and validity has been demonstrated in 

various previous research(Luthans et al., 2007). The 

PCQ measures respondent’s current levels of self-

efficacy, hope, optimism, and resiliency, each 

component is measured using its own 6-item 

subscale (Luthans et al., 2007). All the items of the 

scale are measured on a 6 point Likert scale where 1 

indicates “strongly disagree” and 6 indicates 

“strongly agree”.  All questions ask the respondents 

how they feel “right now”. Previous studies in the 

context of nurses have reported cronbach alpha 

values for the total scale in the range of 0.80 – 0.90 

(Laschinger et al, 2012; Sun et al., 2012) with the 

subscales value ranging from 0.50 to 0.89. The PCQ 

scale has been used by Aveyet al. (2008), Luthanset 

al. (2008), Singh and Mansi (2009), Shahnawaz and 

Jafri (2009), Mortazavi et al. (2012), Singh and Garg 

(2014), Ali and Ali (2014), Chaleoykitti (2014) and Liu 

et al. (2015).

The turnover intention was measured using a three-

item measure which was based on Mobley, Horner& 

Hollingsworth theory (1978). The items were: (1) I 

think a lot about leaving the organization, (2) I am 

actively searching for an alternative to the 

organization, and (3) As soon as it is possible, I will 

leave the organization. Response ranged by 5-point 

Likert Scaling from 1= “Strongly disagree” to 5= 

“Strongly agree”.Hussami, Darawad and Hayajneh 

(2013) used this scale in health sector and got 

significant results. Recently this scale has been used 

by Yin- Fah et al. (2010), Bobbio and Manganelli 

(2015) to measure turnover intention.

 4.0 Results 

The demographic profile of the respondents is 

shown in Table 1. The data was screened for outliers 

and the assumption of normality. We used the 

boxplot to identify the outliers. The outliers were 

identified for the composite score of self efficacy, 

optimism, hope and resilience. Hair et al. (2013) 

suggested that in dealing with the outliers the 

researcher could retain or delete them if necessary. 
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Shimla (N=125) Jammu (N=97)

Frequency Percentage Frequency Percentage

Gender

Male 7 5.6 % 13 13.4%

Female 118 94.4% 84 86.6%

Age Group

21-30 104 83.2 % 85 87.62%

31-40 13 10.4 % 08 8.24%

Above 41 08 6.4 % 04 4.12%

Marital Status

Married 22 17.6 % 25 25.77 %

Unmarried 103 82.4 % 72 74.22%

Type of Job

Permanent 29 23.2 % 28 28.86 %

Contractual 96 76.8 % 69 71.13 %

Tenure (in Years)

Less than 5 100 80 % 84 86.59 %

5-10 11 8.8 % 6 6.9 %

Above 10 14 11.2 % 7 7.21%

Table 1: Demographic Profile of Respondents

Shapiro –Wilk
Location

Statistic df Sig.

Shimla .979 121 .06

Confidence
.982 93 .23

Jammu

Shimla .979 121 .06

Optimism
.982 93 .23

Jammu

Shimla .978 121 .05

Hope*
.980 93 .16

Jammu

Shimla .983 121 .15

Resilience
.982 93 .25

Jammu

Shimla .980 124 .06

Turnover Intentions
.959 95 .54

Jammu

Table 2 : Testing the Assumption of Normality for PsyCap and Turnover Intentions114
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In our study we used the Shapiro Wilk test to assess 

the univariate normality of each sub scale variable 

under consideration (Hair et al., 2006). The study by 

Razali and Wah (2011) suggest that Shapiro Wilk test 

is more powerful normality tests as compared to 

others. Only the hope sub scale was transformed 

using the square of the original value to get the 

normally distributed data. The remaining three 

variables i.e. self-efficacy, optimism and resilience 

did not required any transformation and the value of 

the Shapiro Wilk test indicated that the data is 

normal.

Confirmatory Factor Analysis

To determine the stability and reliability of the four 

factor structure of PsyCap, confirmatory factor 

analysis using Structural Equation Modeling (SEM) 

was applied. We began with the a priori framework 

of four factor structure of PsyCap. The four 

dimensions of PsyCap were allowed to co-vary with 

each other and the values were estimated using 

AMOS (See figure below). The results of CFA (using 

AMOS) are presented in Table 3

Items Loading CR AVE

1. C1 I feel confident analyzing a long-term problem to find a solution. 0.812

2. C2 I feel confident in representing my work area in meetings with management. 0.861

3. C3 I feel confident contributing to discussions about the company’s strategy. 0.793
0.711 0.631

4. C4 I feel confident helping to set targets/goals in my work area. 0.811

5. C5 I feel confident contacting people outside the company (e.g., suppliers, Patients) to discuss problems. 0.783

6. C6 I feel confident presenting information to a group of colleagues. 0.866

7. O1 When things are uncertain for me at work, I usually expect the best. 0.701

8. O2 If something can go wrong for me work-wise, it will. 0.784

9. O3 I always look on the bright side of things regarding my job. 0.805 0.794 0.677

10. O4 I’m optimistic about what will happen to me in the future as it pertains to work. 0.859

11. O5 In this job, things never work out the way I want them to. 0.766

12. O6 I approach this job as if “every cloud has a silver lining.” 0.821

13. H1 If I should find myself in a jam at work, I could think of many ways to get out of it. 0.765

14. H2 At the present time, I am energetically pursuing my work goals. 0.881

15. H3 There are lots of ways around any problem. 0.821
0.763 0.701

16. H4 Right now I see myself as being pretty successful at work. 0.790

17. H5 I can think of many ways to reach my current work goals. 0.707

18. H6 At this time, I am meeting the work goals that I have set for myself. 0.816

19. R1 When I have a setback at work, I have trouble recovering from it, moving on. 0.721

20. R2 I usually manage difficulties one way or another at work. 0.865

21. R3 I can be “on my own,” so to speak, at work if I have to. 0.864 0.741 0.687

22. R4 I usually take stressful things at work in stride. 0.762

23. R5 I can get through difficult times at work because I’ve experienced difficulty before. 0.893

24. R6 I feel I can handle many things at a time at this job. 0.746

25. TI1 I think a lot about leaving the organization. 0.894

26. TI2 I will probably look for a new job in the next year. 0.881 0.812 0.705

27. TI3 As soon as possible, I will leave the organization. 0.801

Table 3: Standardized Factor Loading, Variance Extracted and Reliability Estimates

115



Amity Business Review
Vol. 19, No. 1, January - June, 2018

112

Exploring the Relationship of  Psycap and Turnover Intentions: 
A Study among Health Professionals

The Cronbach Alpha values were Self Efficacy 

(0.706), Optimism (0.777), Hope (0.694), Resilience 

(0.790) and Turnover intentions (0.667). These values 

are in consistent with the values reported in the 

previous studies for the subscales and as 

recommended by Nunnally (1978). According to 

Hair et al. (2006), the convergent validity of a 

construct can be assessed based on recommended 

cut off value of 0.7 for factor loadings, 0.7 for 

construct reliability and 0.5 for average variance 

extracted. As can be seen above, the values for all the 

three measures exceed the recommended value and 

hence we can conclude about the reliability and the 

convergent validity of the construct. 

The correlation between the factor scores for each 

construct is shown in Table 4. The results support the 

prediction that PsyCap is negatively related to 

turnover intention. Also the variance – extracted 

estimates as shown in Table 2 are greater than the 

corresponding inter construct squared correlation 

estimates as shown in Table 2 indicating appropriate 

discriminant validity among the constructs.

The model fit indices for the CFA are presented in 

Table 5 and the findings indicate that the 

measurement model presents a reasonably good 

model fit. We have presented the absolute fit indices 

(χ2, AGFI), Relative fit indices (NFI) and Non 

Centrality based indices (RMSEA, CFI)

AGFI = Adjusted goodness of fit statistic; CFI = 

Comparative Fit Index; NFI = Normed Fit Index; 

R M S E A  =  R o o t  M e a n  S q u a r e  o f  E r r o r  

Approximation.

Structural Model

The confirmatory factor analysis done earlier 

tests the measurement theory by providing the 

validity of individual measures based on the 

overall fit indices, the structural model represents 

the theory with set of structural equation and 

establishes the relationship between the constructs. 

The structural model helps to assess the nature 

and magnitude of the relationship between 

the constructs. To examine the relationship 

between PsyCap and turnover intentions, 

a recursive structural model was established 

and tested using AMOS as shown in the figure 

below.

Hope Optimism Self Efficacy Resilience Turnover

Hope 1.00 0.04 0.02 0.05 0.18

Optimism 0.21 1.00 0.05 0.09 0.12

Self Efficacy 0.15 0.23 1.00 0.10 0.15

Resilience 0.23 0.31 0.32 1.00 0.17

Turnover - 0.42  - 0.35  - 0.39  - 0.41 1.00

Table 4: Construct Correlation Matrix (Standardized)

Fit Indices Actual Value Recommended Value

c2 Statistics 0.08 p<=0.05

AGFI 0.92 >=0.90

NFI 0.97 >=0.95

CFI 0.96 >0.95

RMSEA 0.04 <=0.06

Table 5: Model Fit Indices of the Measurement Model
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Fit Indices Actual Value Recommended Value

Relative c2 Statistics 3.98 Below 5

AGFI 0.96 >=0.90

NFI 0.98 >=0.95

CFI 0.97 >0.95

RMSEA 0.34 <=0.06

Table 6: Model Fit Indices of the Structural Model
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PsyCap was considered as the second order 

construct with four sub dimensions i.e. Hope, 

Optimism, Self Efficacy and Resilience. The scores 

for all the items under the sub dimension were 

added to get the summated score. These summated 

score were then used to evaluate the relationship 

between PsyCap and Turnover intentions. All the 

scores at an individual level were considered. 

PsyCap was considered as an exogenous construct 

(independent variable) whereas turnover intention 

was considered as endogenous construct 

(dependent variable).

Before evaluating the regression coefficients, the 

model fit indices of the structural model are 

presented in Table 6 which is evaluated using 

AMOS. The most popular goodness of fit indices that 

is used to assess the absolute model fit is the chi 

square statistics. However, Hu andBentler (1999) 

suggest that relative χ2 Statistics is less sensitive to 

the sample size and the value below 5 indicates 

reasonable fit (Marsh &Hocevar, 1985). Further 

the value of AGFI (0.96), NFI (0.98), CFI (0.97) 

and RMSEA (0.34) are all as per the recommended 

value. 

Using the maximum likelihood estimation 

procedure the structural model was estimated and 

the standardized regression estimates are presented 

in Table 7 below

This  s tudy found negat ive  re lat ionship 

of Psychological capital with turnover intentions 

(β = -0.51, p<0.05). The impact of the four dimensions 

of psychological capital were as - confidence 

(β = 0.88, p<0.05), optimism (β = 0.74, p<0.05), hope 

(β = 0.81, p<0.05) and resilience (β = 0.74, p<0.05). 

This suggests that self-efficacy contributes 

maximum towards psychological capital followed 

by hope. 

Figure 1
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Estimate Standard Error Standardized β p value

T. Int¬PsyCap - 0.412 0.05 - 0.51 £ 0.05

Resilience¬PsyCap 1.000 0.74 £ 0.05

Optimism¬PsyCap 0.713 0.028 0.74 £ 0.05

Hope¬PsyCap 0.619 0.052 0.81 £ 0.05

SE¬PsyCap 0.803 0.025 0.88 £ 0.05

TI1¬TI 1.000 0.74 £ 0.05

TI2¬TI 0.892 0.160 0.84 £ 0.05

TI3¬TI 0.745 0.745 0.79 £ 0.05

Table 7 : Regression Estimates

CONCLUSION
The researchers tested for the impact of PsyCap on 

employee’s intention to leave the job. Consistent 

with (Avey et al., 2009; Appollis, 2010; Avey et al., 

2011; Haq, 2014), our findings clearly support that 

individuals who are high in PsyCap are likely to 

exhibit low intention to leave the job  in the 

workplace than their low PsyCap counterparts. 

The findings of this research reflect that 

psychological capital has a significant negative 

relationship with turnover intentions. Further our 

study also confirms the four factor structure of 

psychological capital having dimensions as self 

efficacy, hope, optimism and resilience.  Paramedic 

& nursing staff in the both hospitals exhibited higher 

level of self-efficacy (M =3.82, SD = 0.85), moderate 

level of optimism (M = 2.8, SD = 1.1), are confident to 

determine goal and various pathways to attain that 

goal i.e. hope (M = 3.97, SD =0.84) and are also ready 

to face adversity and stress i.e. Resilience (M = 3.73, 

SD = 0.89). As far as turnover intentions of 

paramedical & nursing staff are concerned, the 

average score is 2.89 and standard deviation score is 

1.29. From this mean score it can be said that some of 

the respondents intend to leave the job. 

While examining the difference in psychological 

capital based on gender, age, location we observed 

that there is no difference on the basis of age and 

tenure of the respondent. Earlier studies in other 

contexts have observed difference in psychological 

capital based on age, but this study reports no 

difference among the paramedic & nursing staff. In 

terms of the experience of the respondent, there are 

no significant differences across all the four 

dimensions of psychological capital.

In hospitals, type of job has different relation as 

compare to aforesaid information. Our study 

confirms the findings of Choubisa (2009) that 

permanent paramedic & nursing staff in the 

government hospitals reflect higher level of self 

efficacy (confidence) because of the secured job. 

During our discussions with the paramedic & 

nursing staff, we observed that the paramedic & 

nursing staff generally get their work done from the 

contractual staff and feel secured of their jobs 

because of the transfer policy as well. Further we 

observed that permanent staff reflects higher 

resilience probably because of their experience in the 

profession. On the other hand the contractual staff 

reflects higher optimism as compared to the 

permanent staff. In terms of hope, there is no 

significant difference among these two groups.

The present study contributes to both theory and 

practice. With employee retention as one of the 

major strategic human resource challenge, it is 

important to identify factors that contribute towards 

the reduction of turnover intentions among the 
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employees. This study contributes \towards this 

challenge, as our findings confirm the relationship 

between psychological capital and turnover 

intentions. Since psychological capital can be 

enhanced through training of employees, this is a 

useful finding which provides human resource 

managers a strategic lever to reduce the turnover 

intentions. Organizations can undertake practices 

towards enhancing the employees’ psychological 

capital. It can be concluded that employees those 

who are high in psychological can serve better than 

those who are low in PsyCap. Our study confirms 

the argument of Mortazavi et al. (2012) that hospital 

should recruit, develop, and manage nurses who are 

generally higher in PsyCap.

LIMITATIONS AND FUTURE RESEARCH
The findings suggest the need to focus future 

research and practice on how PsyCap training may 

be a valuable part for organizations in order to 

overcome from negative issues.  Second, 

comparative analysis can be done among private 

and public hospitals. PsyCap is still in infancy stage 

in India and more Studies can be explored on 

training intervention program of Psychological 

capital and various outcomes can be observed. In 

this study only state run medical colleges were 

included as part of the study. Such institutions are at 

the tertiary level. We covered only two states i.e. 

Jammu & Kashmir and Himachal Pradesh. This may 

not be the representative of the entire country. 

Future research can include more regions to get a 

wider representation. However, there are many 

other variables which can have effect on the turnover 

intentions, which can be included in future.
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Relevance of Precautionary Saving 
Re-visited

The study has attempted to report the motivating factors of 

households’ precautionary savings, using cross-sectional 

research design through a survey with 125 samples from a 

locality of Tripura. The data gathered has been tested for 

its reliability and validity before the final execution. The 

empirical results have documented that gender and non-

gender demographics have motivated to save for 

emergencies; quantum of liquid funds, income 

uncertainty and emergency health care. Policy relevance 

has drawn limitations and future research roadmap has 

also been sketched.

Keywords: Precautionary saving, survey, descriptive 

statistics, and inferential statistics. JEL Classification: 

C83, C88, E21, Y40.

INTRODUCTION
Households’ saving for different emergent 

situations has identified in the studies as 

precautionary saving (Johnson & Widdows, 1985; 

Carroll, 1997) and has become research agenda since 

long past (Leland, 1968; Sadmo, 1970; Drèze & 

Modigliani, 1972).Literature has advocated three 

issues related to precautionary saving (Greninger, 

Hampton, Kitt, & Achacoso, 1996) viz. classification, 

calculation procedures and determinants; and such 

saving has earmarked on liquidity basis (Bhargava & 

Lown, 2006; Johnson & Widdows, 1985).  

Households assuming higher risks by channelizing 

funds in risky saving instruments make more 

provision in emergency funds than their 

comparatively risk averse counterparts (Bhargava & 

Lown, 2006; Bi & Montalto, 2004; Ding & DeVaney, 

2000; Rodriguez-Flores & DeVaney, 2007) or those 

having adequate dedicated funds (Bi & Montalto, 

2004).Studies have validated that precautionary 

saving generates in two situations i. e. due to labour 

income risk which arises in an uncertain condition of 

future non-capital income (Leland, 1968; Sandmo, 

1970; Dréze& Modigliani,1972; Kimball, 1990) and 

for interest-rate risk due to uncertain returns on 

invested funds (Hahn, 1970; Sandmo, 1970).

Review of related literature has documented that 

studies have attempted globally on multiple 

determinants of precautionary savings such as 

setting aside 3-6 months household expenses in 

liquid funds (Chang, Hanna, & Fan, 1997; Johnson & 

Widdows, 1985), subjectivity in creating suchfunds 

(Hatcher,2000), status of employment(Rodriguez-

Flores & DeVaney, 2007), other demographics e.g., 
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age, education, marital status (Bi & Montalto, 2004; 

Chang & Huston, 1995; Chen & DeVaney, 2001; 

DeVaney, Anong, & Whirl, 2007), risk literacy 

(Lusardi & Mitchell, 2014; Lusardi, 1998) loss of job, 

health emergency or unprecedented exit of earner 

f rom the  households  (Dew &Xiao,2011;  

McKernan,Ratcliffe &Vinopal,2009; Mills & Amick, 

2010).Studies have also reported that precautionary 

saving holds significant share in household wealth 

accumulation (Caballero, 1991; Carroll & Samwick, 

1998). Again, few studies have indicated that 

growing coverage of social security schemes have 

reduced the importance of precautionary saving 

(Summers & Carroll, 1987; Zeldes, 1989), self-

employed and sales professionals save less for 

emergency (Skinner, 1988) and there has no 

association between precautionary saving 

andhazardous nature of occupation (Skinner, 1988; 

Dynan, 1993). Although studies have carried out on 

precautionary saving mostly in abroad having 

different socio-economic scenarios, but literature is 

scant in India in general and in Tripura in particular. 

This deficiency in the existing body of knowledge 

has detected and this study has attempted to bridge 

that gap by contributing in the literature. The study 

has confined to the randomly selected respondents 

of Bodhjung Nagar locality of Tripura due to 

parsimony and time constraint.

The present study contributes in the literature of at 

least in five ways. Firstly, the results of inferential 

statistics have reported that demographics such as 

gender and different non-gender demographics 

significantly influence households’ precautionary 

saving decisions, in line with concurrent validities 

such as positive correlation with age (Delmar & 

Davidsson, 2000), education (Zhu, 2006; Hughes, 

2006), income (Amarapurkar & Danes, 2005; Aldrich 

& Cliff, 2003) and marital status (Caputo & Dolinsky, 

1998). Secondly, the significant association between 

precautionary savings and liquid funds as reported 

by the study has conformity with prior studies 

(DeVaney 1995; Hutson & Chang, 1997; Greninger, 

Hampton, Kitt & Achacoso, 1996). Thirdly, earlier 

studies (Payne, Yorgason & Dew, 2014; Painter & 

Vespa, 2012; Schneider & Tufano, 2011; Lusardi, 

2008) have documented that financial literacy has 

significant influence in the households’  

precautionary saving decision, which has also been 

documented by the present study. Fourthly, the 

results have also indicated about significant 

determinants of households’ precautionary saving 

decision include income uncertainty, which has been 

identified in the literature as the starting point of 

precautionary savings (Chen, Meilke, & Turvey, 

1999; Hubbard, Skinner & Zeldes,1995; Guiso, 

Jappelli & Terlizzese,1992; Skinner, 1988).Finally, 

the results have also pointed out that emergency 

health care as one of the catalyst of precautionary 

savings, in line with findings of prior studies 

(Wroblewski, 2007; Conley, 1999).

This study aims to report the motivators of 

precautionary savings.

The next Section, conceptual framework, explains 

the theoretical perspective on which the research 

hypotheses have developed. The Section 3 deals 

with methodology, Section 4 presents the results and 

discussion of the results has offered in Section 5. 

Finally the conclusion of the study has drawn in 

Section 6. 

CONCEPTUAL FRAMEWORK & 
HYPOTHESES DEVELOPMENT
The prior studies have reviewed to frame the 

theoretical model and based on that the research 

hypotheses have been developed.

Gender and Precautionary Saving

Literature has documented that women lacking 

confidence and prefer risk-averse savings avenues 

(Byrnes & Miller, 1999; Deaux & Ennsuiller, 1994), 

use to save largely in lower volatility instruments 

(Lewellen, 1975;Chow& Riley, 1992;Jianakoplos & 

Bernasek, 1998;Sunden & Brian, 1998), has a stronger 

preference for precautionary savings than men 

(Jelinek & Schneider, 1998). So, it has been 

hypothesised that:

H : Gender influences precautionary saving.1
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Precautionary Saving

Literature has indicated about the influence of 

non-gender demographics toward precautionary 

savings behaviour like positive attitude by 

youths (Danzinger, Van der Gaag, Smolensky 

& Taussig, 1982; Hurd, 1987, 1990;Guariglia & 

Rossi, 2002; Yao, Wang, Weagley & Liao, 

2011;Friedline & Song, 2013), by level of education 

[Davis & Schumm, 1987;Hefferan, 1982); like 

graduates (Kumbhar, 2011; DeVaney, Anong & 

Whirl, 2007), depends on levels of income 

(Burbridge & Robb, 1985;Avery & Kennickell, 

1991;Bosworth,Burtless & Sabelhaus, 1991; 

Browning, 1995;Browning & Lusardi, 1996;Lusardi, 

2003;Mohammed, 2012) and on marital status (Cohn 

Lewellen, Lease & Schlarbaum, 1975;Xiao & Noring, 

1994;Masson, Kremers & Horne, 1994). Thus, the 

second hypothesis has set as:

H :  Non-gender demographics  inf luence 2

precautionary saving.

Liquid Funds and Precautionary Saving

Studies has documented that a number of low-

income families do not create any liquidity provision 

to tackle unforeseen misfortunes which lead them to 

financial fragile and high interest debt-trap (Lusardi, 

Schneider & Tufano, 2011;Bianchi & Levy, 2013). 

Studies have also reported that households with 

low-income but moderate liquid funds can smoothly 

tackle the hardships during rainy days (Mckernan et 

al. 2009; Mills & Amick, 2010) and the quantum of 

such liquid amounts depend on household’s three to 

six months income or expenditure (DeVaney 

1995;Hutson & Chang, 1997; Greninger et al. 1996) 

and the of paucity of such liquid funds which has 

earmarked as threshold point of poverty 

(Brandolini, Magri & Smeeding, 2010; Gornick, 

Sierminska & Smeeding, 2009;Haveman & Wolff, 

2004; McKernan et al. 2009). Hence it has been 

hypothesised that:

H : Holding of liquid funds influence precautionary 3

saving.

Financial Literacy and Precautionary 

Saving

Financial literacy has been shown to be positively 

correlated with a number of important household 

financial behaviour’s, such as precautionary 

savings, this places financial literacy at the Centre of 

a broad national discussion about consumer 

financial protection (Hastings, 2013) and household 

financial security (Lusardi, Schneider & Tufano, 

2011; Klawitter, Anderson & Gugerty,2013;Lusardi, 

2008;Painter & Vespa, 2012;Payne et al. 2014). It has 

hypothesised that:

H : Financial literacy influences precautionary 4

saving.

Income Uncertainty and Precautionary 

Saving 

The literature has documented that the analysis 

of precautionary saving commences with income 

uncertainty(Skinner, 1988; Guiso et al. 1992; 

Hubbard et al. 1995)and greater uncertainty 

leads to higher amount of precautionary saving 

(Kazarosian, 1997; Lusardi, 1997; Carroll & 

Samwick, 1995). In contrast a study has concluded 

that income uncertainty has marginal impact 

on the precautionary saving motive (Guiso et 

al. 1992). Hence the study has hypothesised 

that:

H : Income uncertainty influences precautionary 5

saving.

Emergency HealthCare and Precautionary 

Saving

The literature has validated the need of 

precautionary saving and its necessities in 

households’ health care emergencies (Kennickell, & 

Moore, 2006; Bucks, Sherraden, 2005;Haveman & 

Wolff, 2004;Conley, 1999;Oliver & Shapiro, 1995).So, 

it has hypothesized that:

H : Emergency health care influences the 6

precautionary saving.
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example, discussing personal finances (Churchill, 

2001; Malhotra, 2005).The items in the schedule has 

developed in the following ways:

Firstly, A University digital library sources has 

accessed especially the academic e-journals of 

prominent publishers with the key words such as 

precautionary saving, emergency fund, financial 

planning, financial wellness, household expenditure 

survey and have downloaded 100 relevant papers. 

Thereafter those papers extensively have reviewed 

to generate a 57-items inventory. 

In the second stage, a pre-test is carried out with 57 

items based using a randomly selected sample size 

of 30 respondents to check for clarity of items, 

relevance, order and completeness as recommended 

by Zikmund & Babin (2012). The outcome of pre-test 

has reduced the number of items to 50, which is 

retained for the final survey. Items exceeding alpha 

value over and above .5 has considered for the final 

study. The alpha values of pre-test(28 questions on 

Likert scale) computedas:

.679,.687,.657,.697,.654,.655,.677,.675,.649,.657,.718,.6

88,.653,.699,.650,.639,.669,.637,.686,.688,.653,.658,.66

8,.704,.649,.709,.626,.681.

Methodology

Research methodology is the approach of 

conducting the research process, whereas research 

methodsare those techniques and procedures which 

are used to acquire and analyses the data. This 

section has designed in the following sub heads.

Research Design

Cross-Sectional Research Design has used to assess 

the determinants of precautionary saving. The study 

is Cross Sectional (survey) as it has carried out at a 

particular point of time (during January-December, 

2017). Survey approach has used as it intended to 

obtain a broad and representative overview of a 

situation (Fisher, 2007) as well as to produce 

quantitative estimates about the studied population 

based on the statistical tests on the samples 

(Pinsonneault & Kraemer,1993). 

METHODS
Schedule Development

An interview-schedule has used as a tool to data 

collection since people are reluctant to give truthful 

answers to the questions that invade their privacy 

(which are confidential and sensitive in nature), for 

In Fig: 1 a conceptual model has constructed based on which hypotheses have deduced.

Fig. 1:Conceptual Model of Precautionary Saving of Households.
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Finally, the 50-items scale developed from the pre-

test has administered to a large sample. Literature 

has reported that a balance should be maintained 

between the length of the schedule and the response 

rate (Dillman, 1978) and the study has maintained 

the same.

Sampling Design

Firstly, all the households of Bodhjung Nagar 

having precautionary saving have assumed as 

the study population as it is difficult to know the 

exact number, the study could not use the 

sampling frame. It has approached randomly 

selected 136respondents from the households to 

voluntarily participate in the study of which 

125households have given their nod. The eventual 

sample size falls within the Roscoe’s (1975) rule of 

thumb, which has advocated for taking any sample 

size between 30 and 500 for social science research; 

also have supported by researchers (Tabachnick 

& Fidell, 2013; MacCallum, Widaman, Zhang & 

Hong, 1999; Green, Tull & Gerald, 1999; Bryant, & 

Yarnold, 1995; Kahneman & Tversky, 1972). 

Data Collection Design

A. Primary Data

A cover letter containing attitudinal, behavioural, 

factual, demographical and closing instructions has 

used as suggested by Dillman, (1978). Firstly, a 

rapport has established with the selected 

respondents and the purpose of the study has briefly 

explained to them so as to get reliable response 

(Oberhofer & Dieplinger, 2014). A close ended pre-

coded schedule with a 5-point Likert scale ranging 

from strongly disagree (1) to strongly agree (5) has 

used since it facilitate in coding, tabulation and in 

data interpretation (McDaniel & Gates, 2010; Hair, 

2010). The respondents have requested to fill up the 

items of the schedule carefully and doubts have 

clarified whenever requested and they also have 

been assured about maintaining anonymity (Jobber, 

1985; Oppenheim, 1992). To eliminate the risk of 

non-comprehension and ambiguity problems, on 

request, the study has translated the items of the 

schedule into vernacular language (Bengali) as 

suggested by Peytchev, Conrad, Couper & 

Tourangeau , 2010. 

B. Secondary Data

Different academic and professional journals, books, 

conference papers, magazines, and web has accessed 

as secondary data sources.

Variables 

The variables of the study have categorized as 

predictors which include selective demographics, 

liquidfunds; financial literacy, income uncertainty, 

emergency health care; the outcome –precautionary 

saving decision and the Confounding - influence of 

referral group members.

Significance Level

The study has assumed the confidence level as 95% 

i.e., the significance level (α)for the statistical tests 

has fixed at 5%.

Data Analysis Strategy

The data collected through schedule has further 

processed by using IBM Statistical Package for Social 

Sciences (SPSS)-20. Research questions have 

addressed either through simple descriptive 

statistics(modes, means and standard deviations) or 

through inferential statistics (One sample t-test, 

Cross tabulation, Pearson’s Correlation analysis, 

Simple and Multiple Regression analyses). Since the 

primary objective of Factor Analysis has to cluster 

the items into few relevant factors (Mitchelmore & 

Rowley, 2013; Ho, 2006), the study has used 

Principal Component Analysis (PCA).

Choice of Tests

The objectives for using different inferential 

statistics to test the null hypotheses have 

summarized below:
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Tests Measurement Variables Purposes Null Hypotheses

Predictors No. Outcome No.

Independent Nominal Gender 1 Precautionary 1 To know the H01

Sample t-test Saving relationships among 
the variables.

Cross Nominal Non-Gender 5 Precautionary 1 To predict the impact H02

Tabulation (Categorical) Demographics Saving of two predictors on 
one outcome.

Pearson’s Interval Liquid Funds 1 Precautionary 1 To measure H03

Correlation Saving relationships between 
two variables- 

predictor and an 
outcome.

Simple Interval Financial 1 Precautionary 1 To predict the impact H04

Regression Literacy Saving of a predictor on one 
outcome.

Multiple Interval Income 2 Precautionary 1 To predict the impact H , H05 06

Regression Uncertainty & Saving of two predictors on 
Emergency  one outcome.
Health Care 

Tests Type Rationale 

Independent Parametric Interval Data, linearly related, Sample size (n)>30, sampling distribution is

Sample t-test bivariate and normally distributed.

Cross Tabulation Joint Probability Random sample, independent observations, mutually exclusive rows and

Distribution columns, variable categories that include all observations, large expected

frequencies.

Pearson’s Parametric Interval Data, linearly related, Sample size (n)>30, sampling distribution is

Correlation  bivariate and normally distributed.

Simple Regression Parametric Interval Data, linearly related, sample size (n)>30, sampling distribution is

multivariate normally distributed.

Multiple Regression Parametric Interval Data, linearly related, sample size (n)>30, sampling distribution is

bivariate and normally distributed.

Rationale for Statistical Tests

Instrument Validition

The statistical tests has provided different types of 

validities such as internal (based on findings), 

construct (the items has measured hypotheses), 

content (items has been able to measure the research 

questions), concurrent (results correlate with prior 

researches) and conclusion (generalization of 

findings is possible based on statistical evidence). To 

counter the internal validity threats, the respondents 

have selected randomly (selection threat), separately 

(diffusion treatment threat), judiciously (regression 

threat), has controlled the variables (history threat). 

The external validity threats have controlled by 

restricting the results for its generalization to those 

beyond study groups, settings and history (threats of 

selection, new settings treatment and history). 
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RESULTS
Descriptive Statistics

Descriptive/sample statistics summarize the raw 

data obtained from the samples. The study has used 

mode, mean and standard deviations to represent 

the sample data. It has reported that majority of the 

respondents are men (69.6 percent), married (82.40 

percent),aged between 26-35 years (51.20 percent), 

educated up to H. S. level (44.80 percent),Hindus (64 

percent),scheduled caste (49.6 percent),in service 

(70.4 percent),have 4 members in the family (33.6 

percent),earn INR 0.01-0.020 million per month (40 

percent), while save in the tune of INR 0.002-0.005 

million per month (36.8 percent), deposit less than 5 

per month (77.6 percent), mostly deposit in the 

second week (63.2 percent). 

With respect to Importance of Precautionary Savings 

Factor, mean values are: Average Mean=3.90, S. D. 

=.82. Mean score for items range from 3.08 to 4.79, 

excluding the reversed score item negative income 

shocks. In regard to Demographics & Precautionary 

Saving Factor, mean values are: Average Mean=4.02, 

S. D. =.89. Mean score for the items has ranged 

from3.87 to 4.21.The mean values of Uncertainty-

Precautionary Saving Spiral Factor are: Average 

Mean=4.07, S. D. =.87.Mean score for items range 

from 3.94 to 4.22. With respect to Financial Literacy 

Factor, mean values are: Average Mean=4.04, S. D. 

=0.86. Mean score for items have ranged from 3.98 to 

4.14.The mean scores for Financial Market Factor 

have: Average Mean=4.26, S. D. =.92. Mean score for 

items are ranged from 4.76 to 4.15.The mean scores 

for Personal Attitudes &Precautionary Saving 

Factor have: Average Mean=3.67, S. D. =.97.Mean 

score for items are ranged from 3.44 to 4.25 excluding 

reverse scored item low impenitence and relative 

prudence.

Factor Analysis

A total of 125 respondents have been asked 

questions on 28 key items related to their saving 

behaviour and their strategy for sustainability. The 

reliability is checked using Cronbach’s alpha, which 

computed as .741. Cronbach’s alpha is used in to 

assess the degree of consistency between multiple 

measurements of a variable (Hair, 2005).

The Kaiser-Mayer-Olkin (KMO) measure of 

sampling adequacy (MSA) computed as .768, 

exceeding the recommended value of 0.6, which 

indicates that the data is adequate for factor analysis 

(Kaiser& Rice,1974). The overall significance of 

correlation metrics is tested with Bartlett Test of 

Sphericity (approx. Chi square=1471.439 and 

significance at .000) provides support for validity of 

the Factor analysis of the data set. A small value less 

than .05 of significance level is recommended 

suitable for the study (Kline, 1994). Eigen values are 

used to determine the number of factors to be 

extracted. Since Eigen values of 1 or greater than 1 

are considered to be significant (Ho, 2006), all other 

factors are discarded. The Eigen value or latent root 

is the sum of squared values of factor loadings 

relating to a factor (Krishnaswami & Ranganathan, 

2007). Communalities show the total amount of 

variance, the original variable shared with all the 

other variables has included. Single item factors 

were also excluded from the analysis from the 

standpoint  of  parsimony (Lawson-Body,  

Willoughby & Logossah, 2010).

From Table 1,the Eigen values which have the 

variances of the factors that have been extracted by 

using PCA method. Six factors have extracted whose 

Eigen value is greater than 1, as they explain nearly 

88.105 percent about the total variables taken into 

account. This percentage of the variance has 

regarded as sufficient to represent the data (Pett, 

Lackey & Sullivan, 2003). An Eigen value of 1.00 is 

the most common used criterion for deciding among 

the factors. Varimax rotation, an orthogonal rotation 

which is commonly used, as it tries to maximize the 

variance of each of the factors in such a way that the 

total amount of variance accounted for has 

distributed over the six extracted factors.
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Inferential Statistics

Inferential statistics imply numerical techniques for 

drawing conclusions about the study population 

based on the information obtained from the 

randomly chosen samples from that study 

population.

Independent Sample t-test

To test whether respondents’ gender has an 

influence in precautionary saving (H01), 

Independent Sample t-test is carried out and the 

following procedure has adopted. Descriptive 

Statistics (Means and S. D.) scores for the two sub-

groups-men and women have computed in Table 2. 

In addition, the standard error (S.D. of sampling 

distribution) of men is 0.052 (0.48501/√87) and that 

of women has found 0.075. From Table- 3, t-test has 

used in order to test the hypothesis. For this data the 

Levene’s test has found to be statistically non-

significant as (p=.393>.05) and the study read the top 

row labelled ‘Equal variances assumed’. Here, two 

tailed value of p has computed as.03 which is less 

than .05 hence it may be sum up that there is a 

significant difference exist between men and women 

in their perceptions about in holding of 

precautionary saving. Therefore, the null hypothesis 

H01 has rejected, i.e. it has unlikely to have come 

about by random error when sampling from a 

population have defined by H01 and the study likely 

to accept the alternative hypothesis.

Cross Tabulations

To know the relationships between demographics 

and precautionary saving Cross Tabulations and 

Chi-square tests is carried out. The findings obtained 

has summarised in Table 4:

Table: 1 Factors extracted through PCA
(Factors: Importance of Precautionary Saving, Demographics& Precautionary Saving , Uncertainty – 

Precautionary Saving Spirals, Financial Literacy, Financial Market and  Personal Attitudes &Precautionary Saving)

Initial Eigen values Extraction Sums of Rotation Sums of 
Squared Loadings Squared Loadings

Components
Total % of Cumulative Total % of Cumulative Total % of Cumulative

Variance  % Variance  % Variance  %

1 6.986 29.586 29.586 6.986 29.586 29.586 5.459 23.121 23.121

2 2.925 22.390 51.976 2.925 12.390 41.976 2.430 10.293 33.414

3 2.221 19.406 71.382 2.221 9.406 51.382 2.379 10.076 43.490

4 2.135 9.042 80.424 2.135 9.042 60.423 2.653 11.237 54.727

5 1.943 4.229 84.653 1.943 8.229 68.652 1.900 8.047 62.774

6 1.561 3.452 88.105 1.334 4.259 72.911 1.242 3.194 65.968

Extraction Method: Principal Component Analysis.

Table: 2 Group Statistics of Respondents

Gender N Mean S. D. Std. Error of Mean

Men 87 1.368 0.48501 0.052
     Decision about making precautionary saving

Women 38 1.290 0.45961 0.075
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The age of the respondents and their precautionary 

saving decisions are related in a way that lower the 

age, higher the tendency for precautionary saving. 

The increasing responsibility on the family side also 

influences the savings behaviour of the households. 

The Pearson’s Chi-Square value is 26.874 and the 

Likelihood Ratio is 34.845. Further, the significance 

value is .000 (p<.05), which indicates that there is a 

significant association exist between the variables; 

likely provides support to reject H .02

The respondents’ level of education and their 

precautionary saving decisions are related in a way 

that higher the level of education, higher the 

tendency for precautionary saving. The findings 

may be attributed that since the households are 

getting higher education, their intention to holding 

of precautionary saving increases. The Pearson’s 

Chi-Square value is 33.451 and the Likelihood Ratio 

is 46.765. Further, the significance value is .000 

(p<.05), which indicates that there is a significant 

association between the variables; likely provides 

support to reject H .02

The respondents ’  occupat ion  and the ir  

precautionary saving decisions are related in a way 

that service holders save more for emergent 

situations than others. The Pearson’s chi-square 

value is 28.665 and the Likelihood Ratio is 37.157. 

Further, the significance value is .000 (p<.05), which 

indicates that there exists a significant association 

between the variables; likely provide evidence to 

reject H .02

The respondents’ income level and their 

precautionary saving decisions are related in a way 

that higher the income level, higher the inclination 

for precautionary saving. The Pearson’s Chi-Square 

value is 39.105 and the Likelihood Ratio is 45.624. 

Further, the significance value is .000 (p<.05), 

indicates a significant association between the 

variables; likely supports to reject H .02

Relevance of  Precautionary Saving 
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Table: 3 Independent Sample t-test

Leven’s test t-test statistics 95% confidence interval 
of the difference

Decision to make F Sig. t d. f. Sig. Mean Diff. S. E. Diff. Lower Upper
precautionary saving (2-tailed)

Equal variances 3.35 0.70 .844 123 .400 .07834 .0928 -.105 .2621
assumed

Equal variances - - .862 74.20 .392 .07834 .0909 -.103 .2594
not assumed

Table: 4 Summary Results of Cross Tabulations*

Variables Results

Non-Gender Demographics Precautionary Saving Pearson Chi-Square Likelihood Ratio Significance 
 (Predictors) (Outcome) Value Value**

Age Precautionary Saving 26.874 34.845 .000

Levels of Education Precautionary Saving 33.451 46.765 .000

Occupation Precautionary Saving 28.665 37.157 .000

Levels of Income Precautionary Saving 39.105 45.624 .000

Marital Status Precautionary Saving 32.158 41.328 .000

   *Authors' calculations,   **p<.05 131



Table 5:Correlations between Liquid Funds and Precautionary Saving

Precautionary Savings r

Holding Liquid Funds .016*

*p<.05
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The respondents’ marital status and their 

precautionary saving decisions are related in a way 

that higher the number of single respondents, higher 

the inclination for precautionary saving. The 

Pearson’s Chi-Square value is 32.158 and the 

Likelihood Ratio is 41.328. Further, the significance 

value is .000 (p<.05), which documents a significant 

association between the variables, likely supports to 

reject H .02

Pearson Correlation Analysis

On the basis of correlation analysis (Table: 5) 

between liquid funds of the respondents and their 

decision for precautionary saving has found a 

significant relationship (r=.016, p<.05). It is likely 

that the predictor extracted has significant indicator 

of outcome and has provided support to likely reject 

H03. In other words, holding of liquid funds likely 

have an influence in the precautionary saving 

decision.

Regression Analysis

Regression analysis is a statistical process which has 

used for estimating the relationships among the 

variables in a study.

From Table 6 for the given data, R has a value of .511 

and since there is only one predictor, this value 

represents the simple correlation between the 

predictor and the outcome. The value of R2 is .441, 

which indicates that financial literacy explains 41.1 

percent of the variation in precautionary saving 

decision. There might be other factors that could 

explain this variation, but this model, which has 

included a single predictor, can explain 

approximately 44 percent of the variation in the 

outcome. Therefore, there may be other predictors 

which influence the outcome.

Table 7 reports an analysis of variance (ANOVA), 

which testes whether the model is significantly 

better in predicting the outcome than using the mean 

as a best guess. The summary table shows the 

various sums of squares and the degrees of freedom 

associated with each. From these two values, the 

average sums of squares (the mean squares) can be 

calculated by dividing the sums of squares by the 

associated degrees of freedom. The F-ratio is 97.159, 

which is significant at p<.05 (since the value in the 

column labelled sig. is less than .05). So, it may report 

the model results as [F (1, 123) = 301573.102, p=.000]. 

a.Predictor : (Constant), Financial Literacy

aTable: 6 Model Summary

2 2Model R R Adjusted R Standard error of estimate

a1 .511 .441 .432 60.18

bTable7: ANOVA  Results

Model Sum of Squares (SS) d. f. Mean Square (MS) [SS/d. f.] F Sig.

Regression 301573.102 1 301573.102

Residual 825780.482 123 6713.66 97.159 .000*

Total 1148984.157 124 9266

b. Outcome Variable: Precautionary Savings
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cTable 9: ANOVA  Results

Model Sum of Squares (SS) d. f. Mean Square [SS/d. f.] F Sig.

Regression 372251.43 1 372251.43
Model 1            Residual 871578.11 123 7086 96.587 .000*
                         Total 1119857.25 124

Regression 785215.20 2 392607.60
Model 2            Residual 927812.15 122 8014.85 107.185 .000*
                         Total 1713027.35 124

a. Predictor: (Constant), Income Uncertainty 

b. Predictors: (Constant), Income Uncertainty, Emergency Health Care

c. Decision to made precautionary Saving
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The results has pointed out that there is less than 

a .05 percent chance that F-ratio and it would 

happen if the null hypothesis is true. So, the study 

may conclude that the regression model overall 

predicts the households' precautionary saving 

decisions significantly and likely may get support to 

reject H . 04

In order to examine the extent to which the income 

uncertainty and health care emergency affect the 

households' precautionary savings decision, the 

study has run multiple backward regression 

method. The data is further utilized in regression for 

validation. Both the factors has found to be 

significant and considered as predictors of the 

outcome.

From Table 8, Model 1 is the first stage in the 

hierarchy when only income uncertainty has used as 

predictor. Model 2 is referred when both the 

predictors has put in use. The column R represents 

the values of the multiple correlation coefficients 

between the predictors and the outcome. When only 

income uncertainty has used as a predator, it 

resemble the simple correlation coefficients between 
2predictor and outcome (.622). The next column R  

has showed the proportion of variability in the 

outcome as represent by the predictors. For Model 1 

its value stand as .606, this implies that emergency 

health care accounted for 60.6 percent of the 

variation in the outcome. With the inclusion of other 

predictor (Model 2), this value has increased to 91.8 

percent. So, if income uncertainty accounts for only 

60.6 percent, it may be concluded that health care 

emergency accounted for an additional 31.2 (91.8 – 
260.6)percent. The adjusted R  has provided an idea of 

how well the model generalizes and as per norm the 

study would predict its value to be the same or very 
2close to R . In this model the difference is negligible 

(.05 percent) which reveals that the model has 

derived from the study population rather than a 
2sample. In the change statistics, the significance of R  

has tested using F-ratio for each of the blocks. Model 
21 has caused R  changes from 0 to.606,and this 

change in the amount of variance raise to an F-ratio 

Relevance of  Precautionary Saving 
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Table 8: Model Summary

Standard error Change Statistics
Durbin-of estimateModel R R2 Adjusted 
WatsonR2 R2 F df1 df2 Sig. F

Change Change Change

a1 .622 .606 .585 62.53 .439 172.33 1 118 .000
1.908

b2 .817 .912 .903 51.86 .448 111.68 2 117 .000
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of 172.33, which is significant with a probability less 

than .001[since the study has  one predictor(k) and 

sample size=125]. 

The addition of new predictor (Model 2) has caused 
2 2 R  to increase by.306.Using R  k = 2-1=1, the F change, change

 is calculated as 111.68 which is again significant change

(p<.001). This increase indicates about the difference 

cause by adding new predictor in Model 2. The 

Durbin-Watson statistic shows whether the 

presumption of independent errors is justifiable and 

in the model it has computed as 1.908, which is close 

to2, has met the assumption.

Table 9 reports the analysis of variance (ANOVA) 

which has tested whether the model is significantly 

better in predicting the outcome or not. Specifically, 

the F-ratio represents the ratio of the improvement in 

prediction that results from fitting the model, 

relative to the inaccuracy which might exist in the 

model. For Model 1 the F-ratio is computed as 96.587, 

which is most unlikely to have happened by chance 

(p<.001). For the second model, the value of F has 

increased to 107.185, which is also highly significant 

(p<.001). The study draws the conclusion that the 

Model 1 has significantly improved the ability to 

predict the outcome variable, but the Model 2 (with 

extra predictor) is even better (as the F-ratio was 

more significant) and likely it has get support to 

reject H  & H , i.e., the research hypotheses has 05 06

accepted. In other words, income uncertainty and 

emergency health care influence the precautionary 

saving of households.

DISCUSSION
Factor analysis has identified six underlying 

constructs which has explained the determinants of 

households’ precautionary savings. High values for 

the factor loadings and the communalities have 

indicated that the items extracted are statistically 

significant. PCA has also facilitated data reduction 

for the study. Table 10 presents the summary of the 

Factor analysis and Descriptive Statistics.

The outcome of Independent sample t-test has 

validated in favour to probably reject the first null 

hypothesis (H ) that gender of the respondents has 01

an influence households’ precautionary saving 

decision and it has statistical significance. The 

association (i.e., different from no relationship) with 

non-gender demographics of the respondents and 

their decision to hold precautionary saving has 

tested using Cross-tabulations and the results has 

documented that it has statistical significance hence 

the study likely to reject H ; in other words, 02

alternative hypothesis has accepted. The association 

between liquid funds and precautionary saving has 

tested using Pearson’s Correlation and the result has 

documented that it has statistical significance; hence 

it likely to reject H . To measure the strength of 03

relationships between financial literacy (predictor) 

and the decision for precautionary saving 

(outcome), the fourth hypothesis (H ) has tested 04

using Simple Regression method and based on the 

finding the study has evidence to probably reject H . 04

Table10: Summary Results of Factor Analysis & Descriptive Statistics

Sl. No. Extracted Factors Included Items Cronbach’s Alpha Value Mean Value S. D. Value

1 Importance of Precautionary Saving 5 .89 3.90 .82

2 Demographics and Precautionary Saving 6 .84 4.02 .89

3 Uncertainty-Saving Spiral 5 .87 4.07 .87

4 Financial Literacy 3 .81 4.04 .86

5 Financial Market 4 .90 4.26 .92

6 Personal Attitudes and Precautionary Saving 5 .77 3.67 .97
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The fifth hypothesis has tested using Multiple 

Regressions to measure the strength between 

income uncertainty, emergency healthcare and the 

decision to hold precautionary saving, and based on 

the findings the study has likely rejected the null 

hypotheses. To sum up, the findings has shown that 

number of factors which motivated the respondents 

to make precautionary saving.

CONCLUSION
The study has undertaken to unearth the attributes 

of households’ precautionary saving. Adopting 

Cross-sectional research design, primary data has 

collected by survey (interview-schedule)during 

January-May, 2016 from randomly selected 125 

respondents which, subsequently has processed 

through IBM SPSS-20.The data set has tested for its 

validity, reliability and sample adequacy. The data 

dimension test (Factor analysis) has extracted six 

factors viz. importance of precautionary savings, 

demographics and precautionary saving, 

uncertainty-savings spiral, financial literacy, 

financial market and personal attitudes and 

precautionary saving. The hypotheses of the study 

has been tested using different parametric tests and 

based on the results it has likely get evidence to reject 

all of them, or in other words, the research 

hypotheses likely have found to be true. 

The study is not flawless and it duly acknowledges 

the same. Firstly, sample respondents might not be 

the proxy of the whole study population. Secondly, 

in the line of the objectives, only impressing factors 

for holding of precautionary saving has considered 

and other variables have excluded from the scope of 

the study, which has confined the generalization of 

the findings. Thirdly, the choice of Bodhjung Nagar 

locality of West Tripura as study area due to 

parsimony and time constraint might be another 

shortcoming of the study to generalize the findings. 

Fourthly, it has considered a lower sample size and 

the validity of the results rely on the responses, 

which perhaps may not be flawless. Finally, the 

different statistical techniques which have used have 

their own limitations which might restrict the 

generalization of the outcome of the research.

The results of the study have shown that 

demographics significantly influence the 

precautionary savings. As the study has 

documented that gender has significant impact. As 

income and education levels have positive 

correlation with precautionary savings which, may 

be used by banks and other financial institutions for 

designing more short term liquid instruments to 

attract the potential savers (customers).The results 

has reported that financial literacy, significantly 

impact the households’ precautionary savings 

decisions and accordingly the policy makers should 

arrange more financial literacy awareness campaign 

to bring the unbanked population within the formal 

banking system and to improve their customer bases 

as well as bottom lines. Moreover, the findings have 

also reported income uncertainty and emergency 

health care have significant impacts on 

precautionary savings behaviour; the banks may 

design emergency health care cashless products in 

collaboration with health insurers which may attract 

more inflow of liquid cash equivalents. The 

households may use the study report in drawing 

their household financial planning by creating 

adequate dedicated funds for emergent situations as 

its importance has highlighted in the study.

In future, researches may be attempted in a larger 

scale by considering a larger study population, 

sampling frame and  greater sample size covering 

households from entire parts of Tripura to validate 

the influencing factors of household precautionary 

savings. Further, comparative studies between 

multi-dimensional short term banking products, 

across cities, districts and states may also be carried 

out. Research may address the impact of religious 

affiliation, influence of referral groups, caste 

traditions on precautionary savings. Moreover, 

perception studies may be attempted having 

research questions covering loopholes of short term 

saving instruments in the context of emergency 

saving funds.
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Corporate Governance, Board of Directors and 
Financial Performance: 

Evidence from Indian Listed Banks

The last decade has witnessed empirical evidences and 
causal relationships in the field of corporate governance, 
specially its linkage to the financial aspect of both financial 
and non-financial companies wherein, various researches 
have provided mixed results. The momentous role of banks 
in the Indian economy, which works as a crucial arm of the 
government initiates the study of corporate governance in 
the banking industry and explore empirical evidences 
therein. The present study is an endeavor to analyze how 
different aspects of corporate governance influence the 
financial aspect of the Indian banking industry over the 
period 2009-10 to 2014-15, post the global financial crisis 
of 2008. Using panel data techniques on the listed public 
and private Indian banks, the results of OLS regression 
revealed that in general, duality is highly prevalent and 
NPA's are poorly managed in case of public sector banks. 
Whereas, the private sector banks in India encourage more 
independence on the seat of chairman. The audit 
committee size and duality are significantly related to 
corporate governance variables, higher board size is a 
preferred form of working in these banks with lower 
number of non-executive members on board. An 
independent chairman is linked to a negative impact on 
the financial aspect of banks and on the other hand higher 
CAR ratio brings significant improvement in the 
financial health. Hence, it may be stated that improvement 
in governance is as important as improving financial 
performance and banks should strive to improve their 
performance along corporate governance indicators as 
neglecting it may have severe repercussions on the 
financial health of a bank and long term survival or 
sustainability.

Keywords: Corporate Governance, Bank Performance, 
Long term Survival

INTRODUCTION
The inadequacy aspect of corporate governance 

practices in the financial crisis has been observed all 

over the world both in literature and in practice. The 

subjective evidence provided by prior research 

provides that the corporate governance mechanism 

at banks were not sufficient to deter the global 

financial crisis. The spread of contagion effect 

emphasize on the need to dig down the status of 

corporate governance in banks at present and to 

clearly make out the role of contributing variables 

for better corporate governance. The researchers 

have primarily acknowledged few common factors 

like lack of business ethics, shady accounting 

practices, in short failure in terms of corporate 

governance. There has been many studies 

undertaken to find the relationship/ impact of 

corporate governance on firm’s financial 

performance (Robinson and Brown, 2004; Gompers 

et al., 2003) but the area of corporate governance in 

banks is lesser researched than the aforementioned. 

Adams (2003) is of the opinion that banks 

governance deserves to be studied more extensively 

and deeply as a bank’s failure negatively affects the 

respective country’s economy. The unique structure 

of governance in banks is due to its requirement for 

more accountability and transparency as they have a 

special role in taking care of others money. 

In early1990’s corporate governance was in a 
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dismissal state in India. Corporate governance was 

driven by conference of Indian industry (CII) in 1995 

by releasing a code of conduct. Due to economic 

liberalization and deregulation the concept of 

corporate governance came into light as there was 

need for more accountability towards various 

stakeholders. Between 1998 and 2000 many big 

companies voluntarily followed the code. In 1999, in 

a defining moment in India's corporate-governance 

history, the Indian Parliament created the Securities 

and Exchange Board of India (SEBI) to "protect the 

interests of investors in securities and to promote the 

development of, and to regulate the securities 

market." SEBI set up a committee under Kumar 

Mangalam Birla to design a code for listed 

companies which were approved in December 2000. 

Companies act, 1956 was modified to incorporate 

specific provisions regarding independent directors 

and audit committees and Clause 49 was introduced 

into the Listing Agreement of Stock Exchanges. 

Clause 49 outlines requirements vis-a-vis corporate 

governance in exchange-traded companies. In 2003, 

SEBI as part of its Endeavour to improve the 

standards of corporate governance in line with the 

needs of a dynamic market, constituted another 

Committee on Corporate Governance under the 

Chairmanship of Shri N.R.Narayana Murthy 

instituted the Murthy Committee to scrutinize 

India's corporate-governance framework further 

and to make additional recommendations to 

enhance its effectiveness, to review the performance 

of Corporate Governance and to determine the role 

of companies in responding to rumor and other price 

sensitive information circulating in the market in 

order to enhance the transparency and integrity of 

the market. In a dynamic environment, system of 

Corporate Governance needs to be continually 

evolved. SEBI has since incorporated the 

recommendations of the Murthy Committee, and 

the latest revisions to Clause 49 became law on 

January 1, 2006. 

After the subprime crisis, a number of acts and codes 

like Clause 49 in India, Sarbans-Oxley Act in U.S., 

and New Combined Code on Corporate Governance 

in U.K. were seen to be getting into discussion over 

imbibing good corporate practices worldwide in 

various organizations forms. One such form is the 

banks. Banks being the right arm of the economy, its 

corporate governance is a challenging subject. It is 

crucial to study the role of corporate governance 

practices adopted by the banks on their financial 

health and this is the focus of the study.

SIGNIFICANCE OF THE STUDY
The semblance of banks in the economy and 

regulatory environment makes its governance a 

critical subject. They play an acute role in running 

the financial system by acting as an intermediary 

between lenders and borrowers and are an 

imperative component of the economy. They are 

rightly called as the right arm of an economy as they 

are responsible for the efficient allocation and 

mobilization of funds in the economy. This feature of 

banks sets them apart from the other entities. Any 

failure occurring in the working of the banks is 

bound to have a systemic and contagion on the 

whole economy’s financial system. Hence, higher 

regulations and market discipline in bank’s 

governance are important for overall growth of the 

economy. Numerous studies have emphasized the 

importance of corporate governance for banks 

(Adams and Mehran, 2003). After the economic 

liberalization in 1992, steps were taken to enhance 

the efficiency and transparency of the banks. Due to 

heavy loss incurred to the federal and Government 

exchequer the ownership structure of Indian banks 

undergone a significant change, which was also to 

facilitate the new economic policy. On the other 

hand,  even after two decades of liberalization in 

Indian banking sector, occurrence of the financial 

crisis in the United States (which was mainly due to 

the excessive risk taking of U.S. banks), brought 

forward the fact that the sustainability of the 

banking sector is pivotal. Hence, after the crisis 

insistent and profound research has been done in 

this area to know whether banks unlike other entities 

have a framework which enables them to handle 

such crisis situation.
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On the international front, many regulations on 

banks supervision exist. For instance, Basel 

committee lays down the capital adequacy norms so 

that the excessive risk taking by the banks could be 

curtailed. Basel committee in its 1999 report stated 

that “The board of directors should ensure that 

senior management implements policies that 

prohibit (or strictly limit) activities and relationships 

that diminish the quality of corporate governance, 

such as: conflicts of interest; leading to offices and 

employees and other forms of self-dealing, and 

providing preferential treatment to related parties 

and other favored entities”. Furthermore, “The 

board of directors is ultimately responsible for the 

operations and financial soundness of the bank”.  

This brings the significance of board’s role to the 

forefront. The report also highlighted that including 

qualified non-executive directors on board could 

increase objectivity in decisions. It stated that good 

corporate governance is necessary to guarantee a fit 

financial system. Practicing good corporate 

governance can bring a paramount change in the 

ethical and financial area of any organization. A lot 

of initiatives are required for corporate governance 

to have any impact on the growth of an entity. For 

instance, separation of supervisory board and 

management functions is believed to lead to more 

efficient operations and reduction in self-dealing 

practices in the bank’s operations.

Banks are those special entities which attract the 

laws which apply to normal entities and in addition 

have an added responsibility of being an integral 

part of an economy. They hold illiquid assets and 

issue liquid liabilities in form of deposits. Failure to 

adhere to the regulatory norms like Basel can pose a 

serious threat to bank’s credibility. Directors of the 

bank should be ready to take responsibility for their 

actions as if they know about the fraud happening in 

the bank, it means they are a part of it too and if they 

state no knowledge of the same then it questions 

their ability to be a director. In emerging economies, 

banks carry an additional social responsibility of 

leading and developing financial sector apart from 

being an intermediary. Before 1991, there was 

dominance of public sector banks. With 80% of the 

banks in India being public, it makes the head 

accountable to various government institutions 

leading to inefficient governance. After 1991 with 

the dilution of public sector banks a larger number of 

private banks came into being. Existence of private 

sector banks forced the public banks board to take 

higher responsibility and to provide better services 

to customers. They were provided with large 

autonomy and interests of private shareholders 

brought impact on strategic decisions, listing 

requirements of SEBI enhanced disclosure. The 

Ganguly Committee report brought structural 

reforms in form of board’s role and responsibilities, 

training facilities etc.Effective corporate governance 

is critical to proper functioning of banks and the 

whole economy. The Basel committee provides 

guidelines in which management of banks should 

operate to obtain higher level of results and still 

promote public confidence. The Basel committee on 

banking supervision was established in 1975. The 

committee introduced the concept of CRAR in 1988 

@ 8% which was later replaced in 2003 known 

commonly as Basel II. It is based on – minimum 

capital requirement, supervisory review process and 

market discipline. It promoted the sound corporate 

governance practices by banks in their countries. 

The guidelines include-

• Guiding on risk management

• Role of board on effective risk management

• Recognize the compensation system as a key 

component of governance

• Providing guidelines on select ion of  

management team

However, regulations can just promote corporate 

governance but cannot replace it. The board of 

directors of banks should set their corporate 

objectives while taking into consideration the 

interest of various stakeholders. It should function in 

a safe manner while complying with the laws and 

regulations. It can be achieved through a set of legal, 

economic and financial rules while uniform 
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standards of governance in both public and private 

sector are pressed upon. Banks shall move forward 

with changing times and focus on corporate 

governance restructuring. A qualified set of 

individuals with integrity who meet regularly to 

discuss long term strategy is the need of hour in 

banks. A code of ethics should be formed for the top 

management and more of independent directors if 

employed on various committees can ensure lesser 

bias and fraud occurring. Boards of banks and 

financial institutions have to be conscious of their 

obligation towards public interest against their own 

profit motive.

Post crisis, there is a large debate going on the extent 

corporate governance failure has been responsible 

for it. In fact, the post-crisis verdict on corporate 

governance of banks is quite damning.  The Institute 

of International Finance, an association of major 

international banks, has concluded after an 

examination of board performance of banks in 2008 

that, “events have raised questions about the ability 

of certain boards to properly oversee senior 

managements and to understand and monitor the 

business itself”.   As per an OECD report, nearly all 

of the eleven major banks reviewed by the Senior 

Supervisors Group (an informal group of senior 

supervisors under the auspice of the Financial 

Stability Board - FSB) in 2008 failed to anticipate fully 

the severity and nature of the market stress.  On the 

positive side, there is some early evidence that banks 

with stronger corporate governance mechanisms 

moderated the adverse impact of the crisis on them, 

had higher profitability in 2008 and provided 

substantially higher stock returns in the immediate 

aftermath of the market turmoil. After crisis many a 

countries came up with structural changes to 

improve transparency but the most notable one 

Dodd-Frank Act in U.S. which aims to increase 

transparency in the working of board, their 

compensation and roles. In case of India the impact 

of crisis largely escaped its banking sector. But there 

have been provisions made by the Banking 

Regulation Act and Basel committee to keep the 

reasons like excessive compensation of banks at bay. 

In July 2010, RBI issued draft guidelines on 

‘Compensation of whole time directors/CEO’ 

inviting public comments. It was done to institute a 

claw back mechanism and prudent risk taking. 

Ganguly committee and Basel committee gave 

recommendations on separation of duties-CEO 

duality in public sector banks. Regulation can only 

help till a certain extent but in the end it’s the spirit 

with which corporate governance is implemented 

that matters. Mere adherence to the rules and 

regulations might lead to faulty corporate 

governance practices. 

OBJECTIVES OF THE STUDY
The present study aims to find evidence of causal 

relationship between corporate governance 

variables and banks long term sustainability. For this 

purpose, the objectives of the study are:  

• To identify the dimensions that represents 

essence of corporate governance in financial 

organizations especially in banks.

• To find whether there is any major difference in 

corporate governance structure in Indian public 

and private sector banks listed in major stock 

exchanges of the country.

• To identify the relationship between corporate 

governance in banks and financial variables of 

banks in India.

• To unearth whether corporate governance has 

any impact on the financial variables of Indian 

banking sector or not? Hence, in order to answer 

this research question there are other questions 

to be answered, which are the focus of this study:

- Is there any impact of board related and 

audit committee related variables like board 

size, board composition, board attendance 

rate, duality, chairman’s independence, 

audit committee size, audit event, capital 

adequacy ratio on return on assets , net non-

performing assets, net worth, earnings per 

share, profit after tax of listed Indian banks 

while controlling for banks size, liquidity 

and leverage?

143



140 Amity Business Review
Vol. 19, No. 1, January - June, 2018

Corporate Governance, Board of  Directors and Financial Performance: 
Evidence from Indian Listed Banks

Variables Used

In this study, under regression analysis, the 

performance/financial variables of the banks are 

taken as the dependent variables. For its 

measurement, the conventional measures like return 

on assets, profit after tax, net worth, earnings per 

share and net non-performing assets are used. These 

variables have been used in many recent prominent 

researches as core variables (Mohan (2014); 

Waseem.et.al (2011); Narwal& Jindal (2015)). The 

independent variables meanwhile are divided into 

two categories- first, related to the corporate 

governance aspect of the bank which is divided into- 

board size, board composition, board duality, board 

attendance rate, chairman’s independence, audit 

committee size, audit event, capital adequacy ratio 

and second, other set of related variables which are 

indeed the control (financial) variables like- banks 

size, leverage, liquidity. Hereunder, given in table 

Iare the variables and measurement thereof as 

corporate governance variables and financial 

variables. 

We postulate, variables such as bank size, asset 

tangibility and financial leverage being taken as 

exogenous variables. In the hierarchical regression 

analysis, these variables are fed in the first step so 

that their effect on the dependent variables could be 

controlled. 

Formation of Hypothesis

The unique structure of governance in banks is due 

to its requirement for more accountability and 

transparency as they have a special role in taking 

care of others money. Grove et al. (2011) studied 236 

U.S. banks and found that board size, duality both 

hold a negative relationship with banks 

performance. Comparative studies of banks and 

other firms like Adaam and Mehran (2003) have 

brought the fact the board sizes are generally higher 

in case of banks and have positive impact on banks 

performance. Ajanthan et al. (2013) in their study of 

Sri Lanka’s banks found a strong positive 

relationship between board size and private sector 

- Which of the above corporate governance 

variable is/are significantly related to 

bank’s performance variables?

METHODOLOGY
Underneath are the details regarding the 

methodology followed for selection of data, 

collection of data and type of analysis done in the 

present study. It also provides in-detail information 

of the variables used with a brief on their definitions 

etc. The proposed research is based exclusively on 

secondary data and is empirical in nature. The data 

was gathered for thirty two listed Indian banks on 

various stock exchanges. Out of them, four banks 

had either missing annual reports or had 

insufficient/ inconsistent data. So analysis was held 

forward on the remaining twenty eight listed banks 

(out of which twenty one are public sector banks and 

seven are private sector banks). The exploration 

period is of six years i.e. from 2009-10 to 2014-15. 

Hence, it granted a total panel data set of 168 bank 

observations. The source used for culling the banks 

is Prowess database, created by the Centre for 

monitoring Indian Economy (CMIE) and respective 

bank’s website, it’s published audited financial 

statements and annual reports are used to collect the 

data and SPSS software has been used to analyze the 

data. This research endeavors to establish the 

relationship between financial variables and 

corporate governance variables of the selected 

Indian banks. The secondary and cross-sectional 

data collected for the study is analyzed using IBM-

SPSS statistics software, employing the statistical 

tools of descriptive statistics, correlation, F-test and 

multiple regressions (sequential/hierarchical 

regression technique). In accordance with the 

underlying assumption (the main drivers of 

profitability of an entity are- earnings, leverage, and 

efficiency and liquidity conditions) the impact has 

been studied on the monetary aspect of the banks 

while controlling for asset tangibility, bank size and 

banks leverage (all explained later in the succeeding 

section). 
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banks return on assets but negative in case of public 

sector banks. Fama (1980) and Jensen and Ruback 

(1983) consider board as a crucial part of corporate 

governance framework and they acknowledged the 

role of non-executive directors as a critical one in 

imparting relevant knowledge. According to the 

revised clause 49, the 33% board should comprise of 

independent directors in case the chairman is a non-

executive director and it should be 50% if the 

chairman is an executive director.  According to 

Brown and Caylor (2004) board composition is the 

most driving factor for better performance. There 

has been no conclusive result found in this aspect of 

corporate governance variable. A few studies have 

constituted that higher level of non-executive 

directors on board increases the value whereas, 

researchers like Lu and Lin (2012) found a negative 

relation on bank’s earnings. Board meetings results 

in costs in form of travel expense, administrative 

support, time spent, meeting fees etc. So authors like 

Jensen (1993) argue that firms which are functioning 

well should be holding lesser meetings and exhibit 

fewer conflicts. But it’s less costly than revising the 

board itself. It is also said that increased board 

activity leads to better strategy planning. The 

linkage between the same remains unclear. So, either 

there can be a positive or negative relationship 

between board attendance rate and financial 

performance. Utama and Musa (2011); Naceur and 

Kandil (2009) are of the same opinion that CRAR 

helps increase the banks performance. In many a 

studies duality is generally seen to have a negative 

impact on bank’s performance (Bhagat and Bolton, 

2008; Lu and Lin, 2012). But in studies like Coles 

(2011) where no significant relationship was 

established, a recent study (Mohammad, 2015) has 

seen a positive impact on GCC regional bank’s 

performance. 

Similarly, the role of audit committee cannot be 

undermined. So, two audit committee related 

corporate governance variables namely- audit 

committee size and audit event are also included in 

the study. Like board size, increase in audit 

committee size can also lead to coordination 

problems. Kaid (2012) found a positive relationship 

between audit event and bank’s performance. In the 

light of the aforementioned, the hypothesis created 

for the objective of this research used in regression is 

mentioned underneath: 

H : The return on asset is not significantly affected o1

by corporate governance variables in Indian banks.

H :: The profit after tax is not significantly affected 02

by corporate governance variables in Indian banks.

H :: The net worth is not significantly affected by 03

corporate governance variables in Indian banks.

H :: The earnings per share is not significantly 04

affected by corporate governance variables in Indian 

banks.

H :: The net non-performing assets is not 05

significantly affected by corporate governance 

variables in Indian banks.

Hereunder, the hypothesis of the study have been 

tested using the three methods of SPSS software i.e. 

descriptive statistics, Pearson’s correlation and 

hierarchical multiple regression analysis. The 

descriptive analysis brings forward the statistical 

difference between public and private sector banks. 

The Person’s correlation checks for the existence of 

relationship between the dependent financial 

variables and independent corporate governance 

variables. The impact of the independent variables is 

tested using the regression analysis by controlling 

for certain variables and the results obtained are 

discussed thereof.

Descriptive Analysis

Under this section various variables used in our 

study are presented, discussed and analyzed based 

on two categories- data collected of public banks and 

data collected of private banks. It is further divided 

into two parts:

• Corporate governance variables

• Financial variables

Corporate Governance, Board of  Directors and Financial Performance: 
Evidence from Indian Listed Banks
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The descriptive analysis of the corporate governance 

data in table IIand III shows that the mean size of 

board is 11.3 in these public banks whereas; the mean 

size in private banks is 10.6. 11 on an average is 

considered a very large size of board. Normally it is 

observed that the range is 6-16. Whereas, in case of 

public banks here it ranges from 6 to 18 and in 

private banks the range is 7-17.

Almost 6 out of every 11 board members in public 

banks and 7 out of 11 board members in private 

banks are independent satisfying the clause 49 the 

requirement of 50% and 33% of independent 

executives on board. The only difference being is 

that the chairman is almost never independent in 

public banks but have a higher chances of being 

independent in case of private banks with a mean of 

0.67. It points to the fact that the non-executive 

directors are not provided with the opportunity to 

represent or chair the board in Indian public sector 

banks. In most of the cases the chairman and 

managing director is the same in public banks with a 

0.9 mean leading to higher chances of duality which 

shows that Indian public banks have a dominant 

CEO performing in its banks structure due to the 

concentration of power in the hand of a single man. 

Whereas, in case of private sector banks, there is 

hardly any chance for duality taking place as can be 

inferred on the basis of the mean value of 0.07. Public 

sector banks should take care of this issue as 

suggested in the Ganguly Report. The attendance 

rate of board is higher in case of private banks on an 

average but it should be noted that in both the bank 

types the attendance of the board of directors have 

never fallen below 60% which is a good indication 

about board’s directors monitoring and supervising 

the operations of the banks. Similarly, the 

involvement of audit members on an average 

calculated on the basis of event i.e. number of audit 

members meetings is higher than the prescribed 4 

every year in both bank types. None of the banks had 

lesser meetings than 5 over the studied periods. The 

size of the audit committee, on an average, is 6 in case 

of public sector banks and 4 in case of private sector 

banks. As can be seen the CRAR requirements are 

met by both types of banks. none of them had total 

CRAR below 9%. 

It is interesting to note that the public sector banks 

never promote independence on the seat of 

chairman of the board. Similarly, with its high 

duality, the power is concentrated in one hand and 

dominant CEO leadership structure exists as in 

contrast to private banks which provide more 

opportunities in this case (Ganguly committee, Basel 

committee) and also has very low level of duality. In 

both the public sector banks and private sector 

banks, the leadership and monitoring can said to be 

high on the basis of good attendance rates and the 

range of board committee size is higher than the 

usual. Furthermore, there seems to be a huge 

liquidity problem in case of public sector banks in 

India as per the net NPA ratio. It is thrice in case of 

public sector banks than the private sector banks. 

Private sector banks on an average have twice the 

return on asset ratio and it also register the highest 

and lowest level of ROA. Hence, Public sector banks 

even with their large asset base are still lagging 

behind private sectors banks when it comes to return 

on asset, profit after tax and Net Worth.

The descriptive analysis of the financial data shows 

that most of the financial variables- the Return on 

asset, net worth and net profit are higher in private 

companies. The average rate of net non- performing 

assets in public banks is more than triple of private 

banks which show it is not managed properly in 

public banks. It could lead to a problem in banking 

operations which would badly effect the banks 

liquidity position. Whereas, the pointer like EPS is 

higher in case of public banks. 

Correlation analysis

As discussed earlier, Pearson Correlation Matrix is 

performed in Table IV to find out the correlation 

between the corporate governance variables with 

other financial variables. Table IV below provides in 

a nutshell how these variables are related to each 

other and it also shows the significance of those 

relationships.  
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It can be observed that board size show a significant 

relationship with only EPS, it is mostly positively 

related with all dependent financial variables except 

ROA and PAT. It means board size is a crucial 

element in the financial well-being of a bank mainly 

in the EPS ratio. Similar to board size, the results 

related to including non-executive independent 

chairman on board it is mostly negatively related to 

financial variables but no significant relationship is 

found as such. It is in tandem with Coles (2001) who 

found no significant relationship with financial 

variables. In contrast to the board size, higher audit 

size is significantly related to most of the factors at 

5% level of significance. It shows a negative 

relationship with only ROA and PAT. Apart from 

that, it is strongly positively related to other 

variables. So, it can be said that size of the audit 

committee can have a significant impact on the 

financial aspect of banks. 

The test on AE and BE shows whether the regular 

supervising and monitoring of the bank’s operations 

which can be estimated on the basis of how often the 

meetings are held and attended by the audit 

committee and board members is actually co-related 

to the financial variables and if yes, then significantly 

or not. It can be seen that higher board event is found 

to have a negative relationship with all the variables 

and positively related to the problematic net non-

performing asset. But the relationship is never found 

to be significant in any case. The number of meetings 

happening in a year of the audit committee also 

shows a no significant relationship. It can be 

suggested that higher involvement of the board 

might be due to the lower values or deteriorating 

financial variables or vice-a-versa. There might be 

some trouble in the finances which brings together 

the board members so frequently or the higher 

meetings level which leads to conflicts while 

decision making might be the cause of lower 

financials.  A peculiar result is that, both duality and 

chairman’s independence variables show a 

significant result with ROA, net worth and NPA. In 

case of chairman being independent the 

relationships are generally negative except for ROA 

whereas, in case of duality it is positively related 

with all the variables except ROA.  In terms of NPA, 

it can be said that a single man should not handle the 

positions of chairman and CEO and the chairman 

should be an independent director.  It can be 

considered to have a good impact on the bank’s 

financials by reducing the NPA. The significant 

posit ive association between chairman’s 

independence and ROA can be attributed to the 

private banks (as shown in descriptive statistics), 

who let the non-executive members of the board 

chair the committee and bring fairness to the 

working of the bank’s operations which might be the 

reason of higher ROA and lower NPA correlation.. 

The impact of all the variables is judged and the 

relationship is checked further by running 

regression. 

Regression Analysis and Results

Multiple regression models has been applied on the 

relevant data to assess the relationship degree 

between the bank’s dependent variables (PAT, ROA, 

NW, EPS, NPA) and corporate governance 

predictors which has been exhibited in table V.  In 

order to find out existence of relationship between 

corporate governance variables taken and financial 

variables (as per conventional methods) of the 

company while controlling for leverage, bank’s size 

and liquidity, the data is submitted for multiple 

regression analysis in hierarchical sequential 

method. The regression equation used for this 

purpose as follows:

Y = a + b x  + b  x  +…… +b x (corporate governance 1 1 2 2 n n 

variables) + X y (control variables) + ∑it it

Where, 

Y= independent variable

B  = coefficients of predictorsi

X  = control variablesit

∑  = difference between predicted and observed it

value.

Corporate Governance, Board of  Directors and Financial Performance: 
Evidence from Indian Listed Banks
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Under sequential/hierarchical regression model, 

variables are entered in two stages. In the first stage, 

the independent variables which are to be controlled 

for are entered and in the second those independent 

variables whose relationship is to be examined are 
2entered. A statistical test of the change in R  is 

evaluated to find the importance of second set of 

variables.  Under this model we check for:

• Ratio of cases to independent variables criterion 

– it should not be less than 5:1 whereas, the 

preferred ratio is 15:1

• Probability of ANOVA test of regression- should 

be less than /equal to the level of significance

• Probability of F test for change in R2 should be 

less than /equal to the level of significance. R 

Square is the amount of variance explained in 

the dependent variable by the predictors. 

• Calculating adjusted R square- the adjusted R 

Square increases if the added variable improves 

the model more than would be expected by 

chance.

• Interpretation of the B value and checking the 

level of significance. The beta value shows that 

the positive or negative relation between the 

dependent and independent variable. Whereas, 

the level of significance shows if its probably 

true that the null hypothesis is correct or not. To 

check, the significance value is compared with 

the 0.05. If it is less than /equal to 0.05 the null 

hypothesis is rejected.

• Checking for multi co-linearity- it is said that if 

regression predictors are correlated than the 

variance of an estimated regression coefficient 

increases and is poorly estimated (Montgomery 

and Peck, 1982). Multi co-linearity is checked 

using the following two methods:

o Tolerance value – is used to check existence 

of multi-co linearity (whether a variable 

under consideration is a perfect linear 

combination of independent variables in the 

equation). If TV<0.20 it indicates multi co 

linearity.

o VIF value- it is also used to check existence 

of multi-co linearity (whether a variable 

under consideration is a perfect linear 

combination of independent variables in the 

equation). If VIF>10 it indicates multi co 

linearity exists.    

We posit:

• There is no problem with missing data

• Level of significance is 0.05

• Ordinal level variables are treated as metric 

variables.

•  B values are assumed as zero i.e. flat regression 

line and no relationship. 

The equations formed for various hypotheses are:

• Equation for hypothesis 1:- ROA= a + (b1*BS + 

b2*BI + b3*BE + b4*CI + b5*DL + b6*AS + b7*AE 

+ b8*CAR) +X Y +∑it it

• Equation for hypothesis 2:- PAT= a + (b1*BS + 

b2*BI + b3*BE + b4*CI + b5*DL + b6*AS + b7*AE 

+ b8*CAR) +X Y +∑it it

• Equation for hypothesis 3:- NW= a + (b1*BS + 

b2*BI + b3*BE + b4*CI + b5*DL + b6*AS + b7*AE 

+ b8*CAR) +X Y +∑it it

• Equation for hypothesis 4:- EPS= a + (b1*BS + 

b2*BI + b3*BE + b4*CI + b5*DL + b6*AS + b7*AE 

+ b8*CAR) +X Y +∑it it

• Equation for hypothesis 5:- NPA= a + (b1*BS + 

b2*BI + b3*BE + b4*CI + b5*DL + b6*AS + b7*AE 

+ b8*CAR) +X Y +∑it it

The valid cases are 168 and the independent 

variables (including control variables) are 11. So, the 

ratio of cases to independent variables is 15:1, which 

is the preferred ratio. The inferences drawn on the 

basis of five hypothesis stated through equation 1 to 

equation 5 and their results presented in table V have 

been concluded in the following para. 

Board size is seen to have a positive impact on the 

financial health of Indian banks under study. It 
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significantly impacts the net worth and earnings per 

share of the listed banks. Hence, it can be inferred 

that the size of the board should be larger to ensure 

better returns in case of banking organizations 

(Adams and Meharn, 2001). In contrast to Basel 

committee expectations, it is found that increase in 

the number of on executive members on the board 

lead to negative impact on all the financial variables. 

It is in tandem with the research of (Adams and 

Mehran, 2001), of having a reverse impact and is 

having a significant impact on the net non 

performing assets. No significant result is found in 

case of board attendance rate but higher attendance 

rate is found to have a full negative impact on 

financial health of the banks. It can be said that the 

costs of these meetings are higher than the returns 

provided. Similarly, it can be further noticed that like 

board attendance rate, having an independent 

chairman on the board is not helping the Indian 

banks in any way. An independent chairman has less 

access to the facts; day to day involvement is lesser 

and may lack the respect of the management. One 

thing which could be partially accepted on basis of 

most of the cases with significant results to support 

the argument was that both the positions of CEO and 

chairman of the board should be held by two 

different individuals for the betterment of the banks. 

The conflict of interests which could arise out of 

duality position could put the banks in a bad 

situation (Jensen and Meckling, 1976; Millstein and 

MacAvoy 1998). Contrary to the highly advisable 

belief that it is better to have an independent 

chairman on the board, the result was more in tune 

with the findings of Sudeepta (2011) who suggested 

it negatively impacts the earnings and performance. 

In banking sector it might be correct to say that not 

having a non-executive chairman on board might be 

beneficial for the banks, but at the same time the 

results might be skewed in favor of public sector 

banks as the observations under study are more 

from these banks instead of private banks.

Duality is not preferable for growth of Indian 

banking sector (Millstein and MacAvoy (1998) and 

this can be supported by the significant results 

obtained in case of ROA, NPA and net worth. There 

are greater chances of problems in transparency if 

power is concentrated in a few hands. No conclusive 

result is obtained regarding audit committee size 

and higher frequency of audit committee meetings is 

seen to have no significant conclusive result. Though 

higher ratio of capital adequacy may lead to growth 

and financial well-being. It has provided statistically 

significant results in most of the variables.  A higher 

CAR shows high asset quality and it increases the 

investor’s confidence. It can be concluded though all 

the corporate governance variables taken were of 

importance to any organization, chairman’s 

independence, board attendance rate and audit 

event have no significant impact on any of the 

financial parameters of the banking sector. The 

results obtained are supported by correlation 

statistics. The results are found to be in tandem with 

prior studies regarding existence of connection 

between corporate governance variables and 

financial aspect of banks (Grove et al 2011).All the 

variables have VIF and tolerance value within 

tolerable limits showing no cause for multi co 

linearity. The R square statistic shows the variance in 

independent variable that can be predicted from the 

corporate governance variables. Whereas, the 

adjusted R square values are a better tool in 

estimating effect of predictors on ROA. The 

difference between R square and the Adjusted R 

square depicts the small shrinkage depicting that if 

the model were derived from the population rather 

than from the sample, it would account for that 

much amount of lesser variance.The probability of F 

statistic for the change in R square associated with 

the addition of the predictor variables is <0.001 in all 

the cases i.e. less than level of significance 0.05 which 

means model is a significant fit for data, as exhibited 

in table V. Similarly, using the significance value in 

ANOVA table the null hypotheses mentioned earlier 

may be rejected and accept the alternate hypotheses. 

There is statistically significant relationship between 

all independent variables and the dependent 

financial variables of Indian banking industry.

In banking sector it might be correct to say that not 
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Table I.: Methods and Symbols used for various variables

Variables used: Method applied Symbol used

Board size The company’s articles of association provide the details concerning the total number of directors BS
which should exist on the board of the bank. In general, the size ranges from 5 to 30 members.

Board composition The total number of independent non-executive directors on the board is stated. Generally it has BI 
been found that firm’s performance is not affected by board composition (Al-Musalli, 2012; 
Weir and Laing, 2000).

Board duality It shows whether the CEO and the chairman are the same or not. It is given a binary value 1 if both DL 
of them are the same and binary value 0 if both positions are held by different individuals. Some 
studies show that a dominant CEO may constrain board independence (Carcello et al., 2002).

Board attendance It is the number of times the board members turn up for their meetings as opposed to the total BE
rate numbers of meetings which were supposed to be attended by them.

Chairman’s An independent chairman is considered to be a smart investment.  It is given a value 1 in the CI
independence study if the chairman is found to be independent and 0 if he is found to be not independent.

Audit committee It shows the total number of members on the audit committee board. The size of this committee AS
size  generally ranges from three to six members.

Audit event An event is defined as the total number of meetings held by the audit committee in a year. AE
An active audit committee is more likely to influence the decisions taken by board. As per the 
rules the audit committee should meet at least four times a year.

Capital adequacy It is a measure of a bank’s capital. According to the Basel II norms the minimum CAR was 9%. CAR
ratio

Financial variables: Accounting-based measures of financial performance have been chosen because the audited accounting data tends to 
provide true and fair view of company and is not influenced by market perceptions and is thus considered less noisy in comparison to market 
based indicators.

Return on asset It is an indicator of how profitable a company is relative to its total assets i.e. the assets at ROA
disposal is efficiently used or not. It is calculated as net income divided by average total assets.

Profit after tax As a true assessor of firm’s earnings because of its tax free nature, it is gained using the value PAT
from the annual reports. Since, the data values collected are very high (i.e. in Lacs rupees), the 
log has been taken for the purpose of regression analysis. 

Earnings per share It shows the earnings allocated to each share. It is calculated by dividing the net income by EPS
total number of shares outstanding. 

Figures and Tables
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having a non-executive chairman on board might be 

beneficial for the banks, but at the same time the 

results might be skewed in favor of public sector 

banks as the observations under study are more 

from these banks instead of private banks. The safety 

net provided by the increase in CAR ratio increases 

both the opportunities and risks of the banks. It is 

proved in the significant results obtained in mostly 

favor of CAR. Higher audit committee size though 

has a negative impact mostly (Al-Swidi, 2012) but 

the higher number of its meetings can’t be inferred to 

better financial health due to lack of significant 

results. None of the variables have a multi co 

linearity problem based on the results of VIF and TV 

values. They are always found to be in range, the VIF 

values never crossed more than 10 and TV values 

were always greater than 0.20. Hence, the corporate 

governance variables must be engrossed in the 

corporate control system to deliver long term 

sustainability of corporate with excellence.
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Variables used: Method applied Symbol used

Net worth For a company, this is known as shareholders' (or owners') equity and is determined by NW
subtracting liabilities on the balance sheet from assets. The log has been taken for the purpose 
of regression analysis.

Net non-performing Net non-performing asset ratio is considered to be the best performance indicator where banks NPA
assets are concerned. As they indicate the credit risk which banks bear, the success of a bank depends 

upon the management of this inevitable burden. It has negative relation with the bank’s 
profitability and efficiency.

Control variables: There are other factors operating through the product and capital market which can influence the banks financials. It is vital 
to control for such variables to avoid any spurious relationship. 

Bank size It is defined as total assets of the bank. It also shows the power a bank holds as a possible entry SIZE
barrier due to its broader capital base. Here, a log has been taken of the total assets given in the 
balance sheet of the respective banks.

Asset tangibility It reflects the efficiency of a firm. It is calculated as a ratio of net fixed assets to total assets AT
at end of respective years. 

Source: Researcher's input (2015)

Table II: Descriptive statistics of Corporate Governance Variables

VARIABLES PUBLIC BANKS PRIVATE BANKS

MEAN MAX MIN \STD DEV. MEAN MAX MIN SSTD DEV.

BS 11.15 18 6 2.18 10.62 17 7 2.08

BI 5.23 12 2 1.97 6.95 14 5 1.96

CI 0 0 0 0 0.67 1 0 0.48

DL 0.96 1 0 0.17 0.07 1 0 0.26

BE 0.87 0.99 0.60 0.12 0.85 1 0.62 0.09

AS 6.34 13 4 1.39 4.23 7 3 0.89

AE 9.46 15 5 2.01 7.74 15 5 2.37

CAR 12.57 17.77 10.11 1.21 16.35 20.60 12.09 2.11

Source- Researcher's computation (2015)

Table III .-Descriptive statistics of Financial Variables

VARIABLES PUBLIC BANKS PRIVATE BANKS Figures of Net Profit and 
Net Worth are in Lacs Rs

MEAN MAX MIN \STD DEV. MEAN MAX MIN SSTD DEV.

NP 233370.8 4512800 -126284 472084.1 264271.1 1117500 -7845 292994.1

ROA 0.71 1.67 -0.99 0.38 1.51 2.30 -1.3 0.56

NW 1533393 16138754 39200 2160344 2036037 31916505 19998.5 5050604

NPA 1.93 7.18 0.17 1.26 0.60 3.11 0.01 0.59

EPS 37.82 210.06 -28.68 42.54 34.87 132.56 -4.25 31.43

Source- Researcher's computation (2015)
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Table V: Coefficients statistics and model summary

HYPOTHESIS 1 HYPOTHESIS 2 HYPOTHESIS 3 HYPOTHESIS 4 HYPOTHESIS 5

Variables Beta Sig. Beta Sig. Beta Sig. Beta Sig. Beta Sig. 
value Value value Value value Value value Value value Value

BS 0.022 .182 -0.093 .197 0.022 .044 0.070 .001 -0.060 .207

BI -0.029 .093 -0.040 .591 -0.015 .188 -0.041 .067 0.172 .001

BE -0.304 .419 -0.271 .105 -0.437 .081 -0.803 .109 1.544 .157

CI -0.066 .586 -0.381 .481 -0.034 .678 -0.198 .223 0.420 .238

DL -0.288 .014 0.460 .370 0.242 .002 -0.165 .284 0.782 .021

AS -0.033 .165 -0.040 .707 0.042 .008 0.010 .742 0.042 .546

AE 0.008 .532 -0.055 .359 0.009 .302 0.021 .235 0.038 .331

CAR 0.120 .000 0.125 .153 -0.028 .036 0.116 .000 -0.235 .000

R square 0.607 0.166 0.802 0.299 0.362

Adj R Square 0.579 0.107 0.788 0.249 0.317

F value 21.907 2.821 57.335 6.038 8.057

ANOVA 0.000 0.002 0.000 0.000 0.000
sig value

Source- Researcher's computation (2015)

Table IV: Correlation analysis

Independent corporate governance variables
Financial variables

+ -

PAT DL (in),CAR (in) BS (in), BI (in), CI (in), BE (in), AS (in), AE (in)

ROA BI (in), CI (s), CAR (s) BS (in), DL (s), BE (in), AS (s), AE (in)

NW BS (in), DL (s), AS (s), AE (in) BI (in), CI (s), BE (in), CAR (s)

EPS BS (s), CAR (in), DL (in), AS (in), AE (in) CI (in), BE (in), BI (in)

NPA BS (in), BI (in), DL (s), BE (in), AS (s), AE (in) CI (s), CAR (s)

Source- Researcher’s computation (2015)
S=significant, IN= insignificant
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As a marketing professional or 

aspirants, we all understand the 

importance of story-telling in 

marketing. The stronger the 

story, the chances of success will 

be stronger for the brand and the 

business.

There have been enormous 

number of books on this topic. 

What makes this book interesting 

is that it has synthesized the 

process of story-telling, puts it 

into a structure and warns you 

about the known deterrents. 

Important to note is that it has 

been written in a very straight 

forward manner using the 

common sense approach.

Introduction:

One statement can summarize 

the introduction part of the book:

The customer must be the Hero of 

story, not your brand. Customers 

don't generally care about your 

story; they care about their own.

The Key to Being Seen, 

Heard, and Understood

Story telling is a great tool that 

works across age groups because 

it makes the communication 

simpler and understandable in a 

context.

The author highlights that, 'in 

your store, focus on aspects that 

will help the customers survive/ 

win over their challenges.'  All 

popular stories are about that. If 

you are telling a story about your 

product or services, position 

them as an aid to help people 

survive or win over their specific 

challenges.

We must identify what the 

customer wants, what problems 

we are helping them solve, 

and what life will look like after 

they engage your products / 

services.

The Secret Weapon That Will 

Grow Your Business

M i l l e r  d e f i n e s  t h e  b a s i c  

framework of the 'story' as: 'A 

character who wants something 

encounters a problem before 

they can get it. At the peak of 

despair, a guide steps into their 

lives, gives them a plan, and calls 

them to action. That action helps 

them avoid failure and end in 

success.'

Considering the above definition, 

as marketing professionals, we 

need to answer the following 3 

questions while designing any 

marketing communication:

What does our brand offers to the 

customer?

How will it solve the customer's 

problem?

What does customer need to do to 

buy it?

To explain this definition, the 

author has developed a Simple 

SB7 framework:

A Character

The first principle is that the 

customer is the hero, not your 

brand.

This is the very first step of any 

story-telling/ marketing i.e. 

understanding your audience/ 

customer. As the author explains, 

if the story does not revolve 

around your customer, there is 

bound to be a gap in your story 

and customer will not be able to 

relate to the story.

Has a Problem

In our story, we need to identify 

the problem/ Villain. Companies 

tend to sell solutions to external 

problems, writes Miller, but in 

fact customers buy solutions to 

internal problems. Successful 

companies attend to the inner 

frustrations, the heart of the more 

visible external problems.
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The author points out to narrow 

down and specify the villain so 

that specific plan and solution 

can be provided.

Villain should be:

- The root source (enough 

detailing needs to be done to 

segregate the symptoms and 

problem)

- Recognizable in real sense 

(actionable)

- Singular (multiplicity may 

affect action ability)

And meets a guide

The author sheds light on the fact 

that the customers expect a guide 

that can empathize with them 

and authoritatively guide them 

out of the problem instead of 

another hero. Companies don't 

realize, Miller writes, that setting 

themselves up as heroes only 

puts them in competition with 

their customers.

Empathy is very important 

because then only the customer 

wants to listen to your story. 

Author i ty  though sounds  

inappropriate, but customer 

seeks guidance from a brand / 

product which has proven 

competency and experience in 

solving that type of problem.

Who has a plan

The Customers trust a guide who 

has a plan. The most effective 

plans offer the customers a clear 

path to stability from the 

uncertainty of purchasing.

As marketing professionals, plan 

could mean a clear step-wise 

process what a customer takes to 

buy the products, what specific 

benefits customer can expect with 

my product, the correct way to 

use it and even post purchase 

things such as warranty etc. to 

alleviate all types of confusion 

and fears.

And calls them to action

Customers do not take action 

until they are challenged to take 

action. “A call to action involves 

communicating a clear and direct 

step our customer can take to 

overcome their challenge and 

return to a peaceful life,” Miller 

writes.

That helps them avoid failure

Every human being is trying 

to avoid a tragic ending. If 

there is nothing at stake — if there 

is no cost to not doing business 

with your company — why 

should customers be interested?

And ends in a success

Mil le r ' s  f ina l  S toryBrand 

principle is to show people how 

your products can positively 

affect their lives.

In Building a StoryBrand, Miller 

leads his readers through each 

of the seven steps in his 

framework, offering tools and 

guidelines — such as direct and 

transitional calls to action and 

process and agreement plans — 

to ensure that the book explains 

how to successfully implement 

the framework's principles.

A good read, I must say.

Bharat Saxena

Marketing Director

Artsana India Pvt Ltd
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The impact of globalization on 

international public policy is 

clearly reflected in the rising 

popularity of free and regional 

e c o n o m i c  i n t e g r a t i o n  

agreements. Past decades have 

witnessed a large proliferation in 

trading agreements. This has lead 

to an increasing interest among 

the academicians and economists 

to debate on the effectiveness of 

bilateral and regional agreements 

and resulting global economic 

welfare. The book reviewed is 

one amongst the growing 

literature in this area.

This book presents the results of 

the research project “Europe in 

transition—small states in an age 

of global shifts (EUNOR)”, 

funded by the Research Council 

of Norway (project no. 238017) 

during 2014–2017. The book 

explores the linkage between 

globalization and trade and is 

helpful in examining global trade 

policy.  The book has a holistic 

a p p r o a c h  a s  i t  c o m b i n e s  

economic theory with empirical 

findings. It contributes to the 

existing literature by bringing 

back commodities onto the trade 

policy centre stage which was 

sidelined in 1990s.

The book begins with discussion 

on “The Race for Free Trade 

Agreements” and examines FTA 

across the globe. Free trade 

agreements have always been of 

immense political significance 

and promote a closer cooperation 

amongst nations.

Chapter 2-“A Portrait of World 

Trade” analyses world trade 

during 1995–2015. It uses a new 

data set which divides the world 

into seven major regions. These 

regions are divided in such a 

way that all seven regions have 

a p p r o x i m a t e l y  t h e  s a m e  

proportion of manufacturing in 

their imports, but for exports they 

differ:  It  presents several 

important points that are 

significant for trade policy 

formulation. 

C h a p t e r  3  - “ T h e  G l o b a l  

Landscape of FTAs” examines 

the trend of free trade agreements 

in recent decades. In the year 2017 

alone, more than 300 agreements 

were notified to the WTO. It also 

highlights the amount of trade 

taking place because of these 

agreements. This chapter has 

presented evidence on the spread 

of FTAs and their prevalence in 

the matrix of trade flows across 

world regions. It relates trade 

flows with the formation of free 

trade agreements covering the 

whole 1995–2015 period. 

Chapter 4- “Tariffs: The Most and 

the Least Favored Nations” 

shows the importance of tariffs in 

today’s trade and how the 

formation of FTAs leads to 

substantial reduction in tariffs. 

Many members to various 

international institutions impose 

high tariffs on their counterparts. 

Those member nations which 

have comparatively low tariff 

may have a long list of “sensitive” 

sectors with high tariffs. This has 

reduced the credibility of 

international institutions like 

World Trade Organization. By 

citing the examples of European 

Union and the USA, the study 

points out that tariff preferences 

are discriminatory in nature. 

Chapter 5- “Non-tariff Issues in 

FTAs” answers the question 

w h e t h e r  F T A s  l e a d  t o  

discrimination across trade 

partners in non-tariff areas, in the 

same way as they do for tariffs. It 

also deals with the question 

whether FTAs lead to deeper 

liberalization than the WTO in 

non-tariff areas. The chapter 

concludes by stating that FTAs 

are often not discriminatory as for 

tariffs, in non tariff areas and 

majority of FTAs do not go 

beyond the WTO. Deeper 

integration across continent is 

difficult to achieve. 

Chapter 6 – “How Important Is 

Trade? Estimates from a World 

Trade Model” introduces the 

world trade model used in the 

latter chapters. The model is 

s i m u l a t e d  w i t h  M A T L A B  

software, using data from 2014. 

The model replicates country 

income levels and sheds light on 

the difference between rich and 

poor countries in trade. It also 
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quantifies the value of trade and 

measures the quantitative impact 

of factor endowment differences 

on national income.

Chapter 7-“Trade, USA and the 

Rise of China: Pains and Gains” 

places the spotlight on US trade 

policies and the rise of China. 

Using the model explained in the 

previous chapter the study 

stimulates growth of China and 

finds that there are welfare gains 

in the region. The USA loses as it 

lags behind in the race of signing 

free trade agreements. It also 

gathers  evidence  that  by  

promoting reciprocity with 

respect to tariff and non tariff 

barriers, FTA helps in addressing 

the problem of non-reciprocity in 

world trade policy. 

Chapter 8-“Global versus Local 

In tegra t ion  and Europe ’s  

Options” places extra focus on 

Western Europe. It is more 

beneficial for Western Europe to 

integrate with other world 

regions. For avoiding any loss 

in manufacturing the region 

must reciprocate in trade 

liberalization. Integration of Asia 

with Europe may shift the 

manufacturing base to the latter. 

T h e  s t u d y  s h o w s  t h a t  

economically smaller nations or 

nations imposing high trade 

barriers gain more from global 

integration. Thus the poor 

nations should not hesitate in 

engaging in FTAs and should 

even consider signing them 

across regions. The commodity 

exporter nations gain from FTAs 

and thus lead to promotion of 

diversification of industry, and 

improvement in terms-of-trade.

Chapter 9 –“Trade Policy 

Spillovers and Regulatory 

C o o p e r a t i o n ”  d i s c u s s e s  

challenges like “trade policy 

spillovers”, and “leak out” faced 

by formation of FTAs. It also 

a d d r e s s e s  c h a l l e n g e s  t o  

w o r l d w i d e  r e g u l a t o r y  

cooperation in the field of trade. 

The study argues that trade 

policy spillovers are a real and 

existing phenomenon but more 

evidence is needed about their 

nature and magnitude. The 

chapter also discusses “tariff 

equivalent syndrome” and tries 

to relate it to trade policy 

spillovers, whereby trade cost 

reductions within an FTA also 

benefits third countries. It also 

traces the hierarchy of regulatory 

cooperation, with special focus 

on European integration as an 

illustrative case.

It is evident from the book that 

FTAs have gained a new place in 

international relations. They have 

always solved the political 

purpose of forming closer ties 

with the counterparts. They have 

acquired a new dimension in the 

era of globalization. They have 

become a tool for accelerating 

integration of economies in a 

global economy where world 

trade is more open and global 

economic integration more 

intense than ever. In conclusion, 

though this book does not 

provide  a  comprehens ive  

analysis of impact of creation of 

FTAs  on  wor ld  t rade ,  i t  

introduces a novel approach and 

provides useful information to 

trade practitioners, researchers, 

a n d  p o l i c y  m a k e r s  a n d  

contributes to existing literature 

on FTAs.

Tavishi   

Assistant Professor

Amity Business School
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