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Editor-in-ChiefFrom the Desk of the 

Aa Bharti bhartibhihisajoshailadevairmanushyebhiragnihi !
Saraswatisarasvatebhirvarktistrodevirbahiredamsadantu !!

Rigveda, Mandal-3, Sukta-4, Mantra-8 

May there be harmony and synchronicity among the speech, knowledge and energy of all beings: May the 
Goddess of speech, knowledge and energy be benevolent to all of us. 

Mankind has been continuously plagued with social, psychological and environmental issues, giving rise to 
transformations at a rapid pace in all walks of life. The complexities have increased manifold especially in the 
corporate life. The corporations are becoming stronger and have assumed high level of power in terms of 
decision making. The anxiety and the information over load has lopsided the work-life balance. Since 
corporations are being run by young dynamic managers across the globe, it has become mandatory to debate 
on the issue and understand the goals of management education. Is our current education system being able to 
meet the challenges posed by globalization, commercialization, liberalization, digitalization as well as 
socialization?

Management education has taken deep roots in India and is continuously evolving and transforming with the 
passage of time. Real knowledge is wisdom and it is wisdom alone that drives away the ignorance and 
delusions from the mind. India has been on the world map in the realm of education since the Vedic time 
period. 

The education system that prevailed in India during the Vedic period was focused on building the character, 
health, wealth and strength of the students while eliminating deceit and falsehood. The objectives of 
imparting education were well founded and much can be gleaned from our ancient literature.

However, as time elapsed, the system of education has undergone a sea change. Today, the contemporary 
methodology of learning and teaching is primarily class-room intensive with much less emphasis on field 
activity. This class-room intensive method of education has rang the death knell for many management 
Institutes of repute. Though, knowledge must make one wise, yet the contemporary management education 
in India is strengthening the rote memory of the young graduates rather than making them practical.

Amity Business School emphasizes on developing the students in a holistic manner as life time learners, who 
are open to change and are flexible yet focused in their approach. Amity University Uttar Pradesh is the first to 
emphasize on 'Outcome Based Education', where the students' learning outcomes are aligned with the main 
objectives leading to global excellence. It has reduced the ever increasing gap between the industry and the 
academia since the outcome based education system is based on the requirements of the industry.

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

Happy reading!

Sanjeev Bansal



INTRODUCTION
The relevance of capital market to any economy 

cannot be over-emphasized as it serves as engine of 

economic growth and development through 

financial intermediation just as oxygen is to the 

human body. For sustainable growth and 

development, funds must be effectively mobilized 

and allocated to enable the economy and businesses 

harness both material and human resources 

optimally. This scenario was aptly captured by 

(Akingunola, Adekunle and Ojodu, 2012) as they 

pointed out that in the absence of capital resources 

for industries faced with growing product demands 

capable of increasing productivity, the rate of 

economic growth tends to suffer since long term 

capital for new projects financing, expansion, 

modernization and diversification will be adversely 

affected. No wonder why one of the key 

determinants of the overall growth of an economy is 

how efficiently the capital market performs its 

functions of capital allocation. 

On one side, Alile (1996) and Soyode (1990) noted 

that the deregulation of the financial sector, 

globalization of financial markets around the world 

and the privatization exercise have significantly 

contributed to the growth of the capital market in 

Nigeria. However, this growth is characterized by 

complexities arising from trends in globalization 

and increased variety of new instruments being 

traded; equity options, bonds, forward and future 

contracts as well as derivatives of various forms.

Impact of Globalization on Performance of 
Nigeria Capital Market

The Nigerian capital market in recent past have been rattled with 

global financial crisis due the integration of countries, people, 

businesses and markets around the world with the aim of 

executing trade without difficulty or barrier; but has also brought 

remarkable progress in terms of increase in capital base, fund 

accessibility and economic growth. However, dimension of 

growth in the Nigerian market is enshroud in the midst of 

globalisation and capitalisation of the financial sector and as such 

filtering the exact impact of globalisation became compelling. This 

study examines the impact of globalization on the performance of 

the Nigerian capital market using a time series secondary data 

obtained from records of Central Bank of Nigeria and Nigeria 

Stock Exchange fact-book for 35 years (1980-2014) such that 

globalisation was proxy by external reserves (ER), exchange 

rate(EXR), balance of trade(BOT), foreign direct investment 

(FDI), interest rate (INT) and international oil prices(PO) while 

the market performance was measured by capitalization (MCAP). 

Stationarity, serial/auto correlation tests and Causality tests 

were carried out while Error Correction Model was used to 

determine the impact of globalisation on performance. Generally, 

the study finds that globalisation exerts a significant impact on 

performance of the Nigerian capital, but in specific terms, a unit 

change in (BOT) and (FDI) will increase the performance of the 

Nigerian capital market by 21% and 37% respectively while 

(INT) has a negative impact (-0.87) on the market performance as 

(EXR)and (ER) reveals no significant impact. Further results 

show that all the variables are stationary at level, absence of 

serial/auto correlation and lack of heteroskedasticity. However, a 

unidirectional relationship exist between (INT) and (MCAP), no 

relationship with (EXR) but causal relationship exist between 

(ER and (PO) and between (BOT and EXR).The study 

recommends that the Nigerian government should implement 

sound economic policies that would attract (FDI) foreign 

investors into Nigerian capital market, and maintain favourable 

(BOT), promote non oil export and put interest rate at constant 

check. These will strengthen the Nigerian capital market to 

confront the threats posed by globalization and grow out of the 

current global financial crisis.

Keywords: Globalisation, Performance, Capital Market, Foreign 

Direct Investment and Economic Growth 
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Conversely, globalization is multidimensional and 

has become a reality covering virtually every sector 

from the local economy to the global financial 

markets (Lawal, 2006). It refers to integration of 

countries, people, businesses and markets around 

the world with the aim of executing trade without 

difficulty or barrier. The influence of globalization 

since 1980s through inter-linkages of the capital 

markets, gradual removal of capital inflow barriers 

and the implementation of more flexible exchange 

rate mechanism in developed as well as emerging 

economies, created a systematic interdependency 

between and within the capital and foreign exchange 

markets (Aydemir and Demirhan, 2009). Owing to 

this interdependency and linkages, the 2006 global 

financial crisis spread like a wild fire from the United 

States to Europe and then to other parts of the world. 

Soros (2009) reported that globally, credit related 

losses and new capital raised by banks due to the 

financial crisis amounted to about $600billion and 

$430billion respectively; simultaneously, stock 

markets around the world crumbled and many 

currenc ies  dras t i ca l ly  deprec ia ted .  The  

consequences of the global downturns did not 

exempt the Nigerian capital market which collapsed 

by 70% in 2008-2009 but steadily increased by almost 

50% annually between 2010 and 2014. Furthermore, 

its currency (naira) trended slightly downward 

during the period averaging around N125 per US$ 

from 2006-2008 but depreciated to an average of 

N250 per US$ in 2014. 

The impact of globalization on Nigeria's capital 

market development cannot be underestimated as 

pointed out by Adegbite (2007) to have helped to 

promote trade, exchange and specialization as well 

as allowed capital to move freely into African 

countries, particularly to countries where maximum 

returns can be obtained. Such free movement of 

capital provides relief to investors to have access to 

funds beyond their countries of domicile 

investment. Globalization is expected to lead to 

reduced cost of capital. This is possible through the 

removal of monopoly power in the hands of few 

local providers of funds, who would usually have 

demanded a high premium for parting with their 

funds (Ndanusa, 2004). 

Hence, the cost of capital to the user is reduced as the 

rent that accrues to domestic suppliers of capital is 

also reduced. With increasing globalization and 

level of economic development, a country is able to 

channel capital into the most useful projects. 

Globalization brings about trans-border flow of 

technology, value creation, increased productivity 

and transforms the capital market for corporate 

control and it enhances a country's ability to invest 

and conduct business throughout the world in a way 

that is beneficial to themselves but results in the 

exploitation of labourers,  environmental 

degradation, increase in poverty, lower standards of 

health care and education, destabilization of 

economies, privatization of public institutions, 

industrial deregulation, human rights abuses, loss of 

cultural values, ripping of capital market gains and 

general chaos worldwide

The trouble with the current discourse on 

globalization is that it confuses ends with means. A 

truly development-oriented strategy requires a shift 

in emphasis and globalization has been viewed not 

as an ultimate goal but as an instrument for 

achieving economic growth and development. No 

country has developed successfully by turning its 

back on international trade and long term capital 

flows and it is equally true that no country has 

developed simply by opening to foreign trade and 

investment (Eze, 2001). Hence, Yamazawa (2000) 

asserts that no developing economy can develop 

within its protected wall. Globalization imposes on 

every economy the pressure to become competitive, 

market-driven and liberalized with adequate 

infrastructural and institutional framework put in 

place. These objectives are realised through 

interaction of the demand and supply forces in the 

capital market. It was not surprising therefore when 

Ezike (2009) concludes that the globalization of 

financial market means gains for private capital 

which can now flow freely around the world in 

search of highest returns via the capital market.
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Obademi (2013) observes that the issue of financial 

globalization has been on the front burner in recent 

times due to the most recent global financial crisis 

which started in 2008 and traceable to corporate 

irresponsibility on the part of some financial sector 

players in developed countries especially United 

States of America. Consequently, it becomes 

imperative for operators and regulators of the 

Nigerian capital market to be alert and active to 

manage the possible effects of the contagion that 

wrecked a number of economies and businesses; as 

well as the transfer of financial crisis from one 

country to another. 

Hence, there is no doubt that if properly managed, 

financial globalization has inherent benefits to the 

Nigerian capital market. These benefits include the 

opportunity for people in different countries to own 

financial assets denominated in foreign currency 

home and abroad; enhancement of international 

trade and global economic growth; possible 

reduction in global poverty especially for the 

developing countries, economies of scale in 

production competitiveness, increased management 

capabilities and possibility of increased labour 

m o b i l i t y  a m o n g  o t h e r s  ( E z i k e ,  2 0 0 9 ) .  

Notwithstanding the great benefits accruing from 

financial globalization, its costs can be devastating 

on the capital market. These costs include volatility 

of capital market operations and indices; transfer of 

financial crisis from one country to another; loss of 

independence in capital market policy making; 

massive outflow of capital from a country whenever 

confidence and expectation of investors concerning 

a given economy are shaken and high inequality in 

growth rate among countries (Adegbite, 2007).

Ndanusa (2004) argued that uncertainties in the 

capital market are bound to increase as the market 

becomes increasingly more complex in the wake of 

globalization, advances in information technology 

and the development of new instruments. These 

however should not impede optimum performance 

of the capital market as such inevitable dynamics are 

expected to be effectively addressed by a competent 

and efficient regulatory framework. The 

deterioration in the external environment could 

impact on investments within the market as global 

inflationary trends now transcends jurisdictional 

boundaries and could lead to slowdown in economic 

activities which may in turn impact on the 

profitability of quoted companies with international 

linkages. The Nigerian Naira (N) is dominantly 

linked to the US dollar ($) and consequently, 

excessive movements in exchange rates and capital 

flows had frequently led to exchange rate crisis. This 

has invariably affected the comparative 

international value of stock yields, which had 

generally dwindled significantly especially in the 

absence of currency hedging in Nigeria. What then is 

the place of globalisation in performance assessment 

of the Nigeria capital market?

Moreover, integration of the Nigerian capital market 

into the world financial markets has touched 

exchange rate, international oil price, flow of foreign 

direct investment into the country, external reserves, 

the balance of trade position and the prevailing 

interest rates since these variables are anchored on 

the direction of the global market. Although, these 

variables have fluctuated over years, but it is 

surprising to note that the lacklustre and dismal 

performance of the capital market (influenced by 

these variables) became highly noticeable, almost 

unbearable and coincide with the global crisis period 

and by analogy, globalisation seems culpable for this 

discouraging and demoral is ing outlook.  

Additionally, inferences without embedded 

statistical foundation in this respect are almost non-

existent and unacceptable. For instance, a perusal of 

studies on the capital market indices and 

globalization in Nigeria:  including (Asobie, 2001; 

Ndanusa, 2004; Adegbite, 2007; Ezike, 2009; Lawal, 

2006; Mbutor, 2010; Obademi, 2010;  Akingunola et 

al, 2012; Olatunji and Falabi, 2014) to mention just a 

few reveal that none had quantitatively measured 

the symbiotic relationship that exists between the 

capital market performance and globalization. This 

study therefore became imperative because it 

Amity Business Review
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establishes statistically the connection between the 

variables with a view to assist all the stakeholders 

including regulatory authorities, the government, 

stock brokers and the business community in 

decision making and policy direction.

LITERATURE REVIEW
Conceptual Issues 

Financial market provides an avenue for investors in 

real assets to meet savers at the least cost possible 

(Obademi, 2010). It is a veritable medium for the 

exchange of financial assets, securities and as well as 

capital formation. Financial market can be broadly 

categorized into money market and capital market. 

The money market is a market where short term 

financial instruments (treasury bills, treasury 

certificates, commercial papers, bankers' acceptance, 

certificate of deposit, repurchase agreement, agency 

securities ) are traded thereby facilitating the 

borrowing and investing in money for a period of 

less than or up to one year. The capital market on the 

other hand is a market for trading in long term 

financial instruments usually for a period of more 

than one year. The providers of funds in the capital 

market include individuals,  unit  trusts ,  

development banks and institutional investors such 

as insurance companies and pension funds. Users of 

capital market funds basically are governments and 

companies; while capital market intermediaries 

include issuing houses, stock broking firms, 

registrars and audit firms (Bodie, Kane and Marcus, 

2004). In Nigeria, the capital market is regulated by 

the Nigerian Stock Exchange, the Securities and 

Exchange Commission, Chartered Institute of 

Stockbrokers, the Corporate Affairs Commission 

and the Central Bank of Nigeria while major capital 

market instruments traded in Nigeria are corporate 

shares and bonds and government bonds.

Globalization

Globalization is about freedom; freedom of capital, 

goods, services and productive capacities across 

national boundaries. According to Adegbite 

(2007:289), 

“globalization is the enhanced integration of 

world economic activity 

where such activity consists of increased cross 

national flows of a greater 

variety of goods and services, more extensive 

cross border flows of short

-term and long-term capital and an increasingly 

dense and complex network

 of transnational production networks involving 

multinational enterprises as

well as independent supplier companies”. 

Although, Rugiero (1997) perceived globalization as 

a borderless economy, since the modern world made 

possible by the revolutions in communications 

technology, Ezike (2009) posits that the most 

challenging development in world history today is 

globalization. Hence, globalisation also embraces 

the creation of a global market place in which free 

market investment flows, trade and information are 

coordinated and integrated Obademi (2013). Thus, 

the global integration of the capitalist economy and 

the enhanced competition for markets has led to the 

quest by African economies to globally integrate 

their operations as well as their sourcing of foreign 

exchange but with attendant consequences.

Concept of Performance and its relation to 

Nigerian Capital Market  

Generally, performance can be described as the 

result of activities of an organization or person over a 

given period of time. It is a measurement of 

outcomes with a view to ascertain the effectiveness 

and efficiency of all inputs that led to the outcome.  

In order to measure the growth and performance of 

the Nigerian capital market, certain indices are 

theoretically adopted. These include; the market 

capitalization, all share index, turnover ratio, market 

domination, liquidity and number of listed 

companies and securities (Akingunola et al, 2012). 

5

Impact of  Globalization on Performance of  
Nigeria Capital Market

The market capitalization (also called stock market 

size) is a unique index which represents the total 

value of all listed shares. In terms of economic 

significance, the assumption is that market size and 

the ability to mobilize capital and diversify risk are 

positively correlated and contribute to economic 

growth. As at the end of 2014, Nigeria's total market 

capitalization stood at N16.88 trillion (NSE, 2014). 

According to Adeyemi (1998), a number of factors 

account for low capitalization of the Nigerian capital 

market. These factors include; high cost of public 

quotation, the interest rate structure in the past 

which favoured debt financing over equity 

financing, reluctance to dilute ownership and 

control through public quotation, poor macro-

economic indicators discourage foreign direct 

investment and stringent requirement for listing on 

the Exchange.

All-share Index measures the daily movement of 

stock prices listed on the floor of the Exchange. It also 

indicates investor's confidence in the economy by 

their buy/sell activities. The greater the activity in 

the stock market arising from large volumes of stock 

changing hands in the buy/ sell transactions, the 

more positive the performance of the economy 

(Olowe, Matthew and Fasina, 2011). The All Share 

Index of the Nigerian capital market at the end of 

2014 stood at 34,657 (Thirty four thousand, six 

hundred and fifty seven)  (NSE, 2014). 

Turnover ratio is a performance measurement used 

in comparing market liquidity and level of 

transaction costs (Akingunola et al, 2012). This ratio 

equals the total value of shares traded on the stock 

market divided by market capitalization. It is also a 

measure of the value of securities transactions 

relative to the size of the securities market.

Market domination or concentration measures the 

level of domination of the market by a few 

enterprises. The significance of concentration as a 

measure of performance of stock market is because 

of the adverse effect it may have on the liquidity of 

the market. The share of market capitalization 

accounted for by the 10 largest stocks often measures 

the degree of market concentration. In Nigeria, 

(NSE, report of 2010) pointed out that a few 

companies dominate the market; the market 

capitalization of the top ten equities listed on the 

Nigerian Stock Exchange accounted for about 40 

percent (40%) of the total stock market capitalization 

in 2010.

Liquidity refers to the ease at which securities are 

bought and sold by investors and participants of the 

capital market. Akingunola, et al (2012) posited that 

liquidity is an important indicator of stock market 

development because it signifies how the market 

efficiently allocates capital, thus enhancing 

sustainable economic growth. This is possible 

through the ability of the investors to quickly and 

cheaply alter their portfolio thereby reducing the 

riskiness of their investment and facilitating 

investments in projects that are more profitable 

though with a long gestation period. 

The number of listed companies in the Nigerian 

capital market as at the end of 2014 stood at 192 while 

number of listed securities stood at 280 (NSE, 2014). 

In effect, the Nigerian capital market provides 

greater option to investors in terms of choice of 

equities than most African markets do. Over the 

years, the Nigerian stock market witnessed growth 

of equity listings especially in the 1990s. This was 

attributable to economic policies put in place by the 

government notable among which was privatization 

of public enterprises. Also, the establishment of 

Second-tier Securities Market (SSM) allowed 

small/medium-sized enterprises to participate in 

the capital market.

Theoretical Framework

Economic theory suggests that there exists a 

relationship between capital market development 

and globalization. In this study, the free market 

theory and the theory of financial liberalization were 

adopted for the purpose of investigating this 

relationship.
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The free market system has been widely observed as 

a major impetus for economic development. This 

market system which is synonymous with laissez-

faire capitalism was first advocated by Smith (1776). 

He said that the system operated as if everyone were 

guided by the unseen force (invisible hand) and that 

personal and societal benefits were the reasons 

behind production of goods and services. 

Corroborating this postulation, Stiglitz (1994) 

suggests that the central message of the free market 

system is that if economic activities are carried out 

only by private enterprises in competitive markets 

and the rights to productive resources and the 

pursuit of self interest in production and 

consumption are duly respected, the free market 

system will be an efficient system for resources 

allocation. A free and un-impeded mechanism of 

market forces would engender Pareto-optimality in 

the allocation of resources. Thus, Stiglitz (1994) 

opines that free markets lead to efficient outcomes. 

All that government needs to do to promote growth 

is abstain from market control so that forces of 

demand and supply will determine the market 

prices. The basic idea behind the free market system 

is to get the prices right without interference.

McKinon (1973) and Shaw (1973) proposed the 

theory of financial liberalization; pointing out that 

financial liberalization is capable of exerting a 

positive effect on growth rates as interest rate levels 

rise towards their competitive market equilibrium, 

while resources are efficiently allocated. Hence, 

allowing interest rates to increase while eliminating 

controls could stimulate a higher level of savings, 

promote foreign portfolio investment and 

consequently increase the financial intermediation 

process. Reinhart and Tokatlidis (2003) observe that 

financial liberalization produces higher savings 

which ultimately fosters economic development 

through changes in quality and quantity of 

investment. A primary premise behind the call for 

financial liberalization has been that an increase in 

real interest rates (particularly the rate of deposit) 

will increase the level of savings which will in turn 

increase the supply of credit, increase the level of 

investments in the financial market, improve the 

flow of capital into the economy and hoping that this 

will eventually lead to a higher rate of growth (Fry, 

1995). 

Empirical Evidence

Interconnectivity between globalization and the 

capital market has been addressed in the literature 

by a number of studies. Shahira (2002) studied the 

impact of globalization on Egyptian capital market 

and finds that Egypt's economic reforms as well as 

privatization programs had a positive impact on the 

growth of its capital market. Furthermore, the study 

found that the Egyptian Stock Exchange embarked 

on an aggressive modernization plan which not only 

sets Egypt to be one of the leading markets in the 

Middle East North Africa region but also prepares 

the Exchange for the globalization era. Feridun, 

Olusi and Folorunsho (2006) analyzed the impact of 

globalization on economic development of Nigeria. 

Secondary data covering 1986 till 2003 was used 

while Error Correction Model was used to measure 

trade openness (globalization) and economic 

growth. The study reveals that trade openness had 

significant positive effect on economic growth in the 

country such that Nigeria could benefit more from 

globalization if its economy could fully integrate 

with the rest of the world but with removal of all 

barriers to trade and movement of capital.

Mbutor (2010) examined the influence of the 

exchange rate volatility on stock prices and lending 

behaviour of banks in Nigeria using data from the 

CBN monetary survey. Vector Auto Regression 

model was used in data analysis and the results 

showed that exchange rate volatility and equity 

price fluctuations affected the behaviour of banks in 

Nigeria; although the effects were insignificant but 

the fluctuation of stock index caused the naira to 

depreciate with no reverse causality. Furthermore, 

the study revealed that changes in volume of bank 

loans also led to equity price fluctuations and no 

evidence of reverse causality was discovered. 
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Ogbadu and Ameh (2012) investigated the co-

integration between globalization and the extent of 

Nigeria participation in international marketing and 

finds that no co-integration exists between 

globalization and Nigeria's involvement in 

international marketing. In other words, Nigeria is 

less integrated with the rest of the world in terms of 

global marketing, hence inhibiting her from tapping 

from the numerous benefits attached to 

globalization. The study thus suggested that for 

Nigeria to be linked to global marketing systems 

there is need to develop programmes and 

implement strong and stable political, social, 

economic strategies. 

Akingunola, et al (2012) measured the impact 

of interest rate, inflation rate and exchange rate 

on Nigerian capital market growth; using All 

Share Index as a proxy for the capital market 

between 1985-2005. The result of the Ordinary least 

square regression analysis revealed that a 

percentage increase in interest rate will bring 

about adverse effect on the capital market and 

recommends that interest rates and other macro 

economic variables must be put to check in order to 

enable the capital market take full advantage of 

various opportunities. 

Zubair (2013) investigated the causal relationship 

between stock market index and exchange rate in 

Nigeria before and during the global financial crisis.  

Using monthly data for the period 2001-2011, results 

of the study showed that the Nigerian capital market 

is inefficient and not guided by fundamental 

frameworks due to the absence of linkage between 

All Share Index and Exchange Rate. Mlambo, 

Maredza and Sibanda (2013) studied the effects of 

exchange rate volatility on the South-African stock 

market using monthly data for the period 2000-2010. 

General ized AutoRegressive Condit ional  

Heteroscedascity (GARCH) model was used in 

establishing a relationship and a weak relationship 

was found between currency volatility and stock 

market. The study recommended that since the 

South African stock market was not exposed to the 

negative effects of currency volatility, government 

can use exchange rate as a policy to attract foreign 

portfolio investment.  

In a study conducted by Ugwu and Njoku (2014) on 

the imperatives of globalization on Nigeria's 

economic growth using data from 1980 to 2013, it 

was found that export, total trade, balance of trade, 

foreign direct investment played major impacts on 

Nigeria's economic growth with import having no 

significant effect on the Nigerian economy. The 

study recommended that Nigeria should implement 

strong macroeconomic and structural policies to be 

able to reap the gains of globalizations with the need 

for government to diversify from mono-cultural 

dependency of oil production to agricultural 

production which will help the country to achieve 

high export potentials, increase profitability 

resulting from economies of large scale production 

and location economies.

As Ezike (2009) noted the absence of timely effective 

intervention by government, the crisis which rocked 

the global economy has impeded the rapid and 

smooth development of Nigeria's capital market, 

thus, making the nation witness longstanding 

economic problems such as; high unemployment 

rate and balance of payment deficit. One might be 

tempted to ask if the economy was free of these 

imbalances before the crisis. What is certain is that 

the economic and social impact of the global 

financial crisis is enormous. It has damaged global 

markets and economies around the world such as 

the industrialized economies,  the newly 

industrializing economies of East Asia and China, 

Latin American, the Middle-East and African 

economies (Oyesola, 2010).  

Although the global financial crisis has affected both 

poor and rich nations, the severity of the impact on 

individual countries varied according to their 

economic, social, political and cultural settings. In 

the last three decades, the Nigerian capital market 
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represents a small proportion of the national 

economy. The market capitalization ratio to GDP for 

the period 1980 – 1999 stood at an average of less 

than 10 per cent except in few years (Zubair, 2013). 

However, from 2004, the performance of the market 

rose significantly from 18 per cent to 64 per cent in 

2007 before it declined drastically to 40 per cent in 

2008. It thereafter increased slightly in 2011 to 45 per 

cent (Nigerian Stock Exchange (NSE), 2011). 

Thereafter, the performance has been on the 

declining side amidst the restructuring in the 

financial institutions (capitalisation). The situation is 

worsened by fraudulent business activities reported 

in the market. Determining the exact impact 

globalisation has on capital market performance in 

Nigeria is therefore a scholarship coming at the 

appropriate time than never. 

The extent to which globalisation impacts on any 

economy depends on its level of integration into the 

global economy which is measured using a number 

of indices including; Participation in International 

Trade (PIT), Participation in International Capital 

Market (PICM), Penetration of Foreign Capital into 

Domestic Economy  (PFCDE) and Real Interest 

Parity (RIP) (Adegbite, 2007).

Participation in international trade is the ratio of the 

value of imports and exports of a given country to its 

gross domestic product and measures the extent to 

which a country has been participating in 

international capital markets either as a source or a 

recipient of capital (Akingunola et al, 2012). 

Penetration of foreign capital into domestic 

economy describes the extent to which foreign 

capital penetrates into that economy and it is 

measured as a ratio of the foreign capital to the gross 

domestic product. The higher the ratio, the more 

globalized the economy. Real interest parity 

measures a country's real rate of interest to the 

world's rate of interest. Adegbite (2007) observed 

that in fully integrated capital markets, investors are 

indifferent as to whether they invest in any form of 

asset in one country or the other, because real 

interest rates equality is supposed to hold when 

capital moves freely across borders. 

From the foregoing, it would be observed that the 

issue of globalization has come to stay and thus 

revolves around every economy in the world. It is 

therefore germane that studies like this are brought 

to the fore with a view to establishing policy 

direction for policy makers. The observable gap is 

such that the scope of the study is larger covering 

1980-2014 while the variables covered are more than 

any of the previous studies. 

METHODOLOGY
Model Specification

In order to measure the influence of globalization 

on the Nigerian capital market, this study adapted 

the model of Ugwu and Njoku (2014) which 

measured the imperatives of globalization on 

Nigeria's economic growth. In their study, Gross 

Domestic Product was used to proxy economic 

growth while import, export, total trade, foreign 

direct investment and balance of trade were 

used to measure globalization. However, for the 

purpose of this study, macro-economic variables 

adopted include: Market Capitalization, Exchange 

Rate (EXR); Interest Rate (INT), International 

Price of Oil (PO), Balance of Trade (BOT), External 

Reserves (ER) and Foreign Direct Investment (FDI). 

The classical multiple linear regression analysis 

of the ordinary least square (OLS) is the estimation 

technique employed to determine the influence 

of globalization on the Nigerian capital market. 

While market capitalization (performance) is the 

dependent variable, globalisation (proxy by 

international price of oil, balance of trade, external 

reserves, interest rate, exchange rate and foreign 

direct investment) represent the independent 

variables. The natural logarithm model was 

used to take care of possible outliers in some of the 

variables and for proper interpretation of the 

coefficients of the variables with regard to the 

elasticity and/or of growth rates. 

Impact of  Globalization on Performance of  
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The model in functional form is stated as:

MCAP = f (FDI, PO, EXR, INT, BOT, ER)       (i)

Where

MCAP = Market Capitalization; 

FDI = Foreign Direct Investment; 

PO = International Price of Oil; 

EXR = Exchange Rate; 

INT = Interest Rate;

BOT = Balance of Trade; and

ER = External Reserves

Equation (i) above can be written in econometric 

form using natural logarithm as:

LOGMCAP  = b  + b LOGFDI  + b LOGPO  + t 0 1 t 2 t

b LOGEXR  +  b LOGINT  +  b LOGBOT3 t 4 t 5 t  

+ b LOGBOT  + ε (ii)   6 t t                                                          

Where

B  stand for coefficients of independent variables 1-6

and ε   represents error term in period tt

These variables are in secondary data form and were 

obtained from the Central Bank of Nigeria statistical 

bulletin, Organization of the Petroleum Exporting 

Countries (OPEC) Annual Statistical Bulletin and 

Nigeria Stock Exchange. Annual data frequency was 

adopted for data collection period covering 35 five 

(35) years (1980-2014).

Data Diagnostic Tests

Due to the adoption of classical linear regression 

model, multi-colinearity test, auto/serial correlation 

test and heteroskedasticity test are carried out to 

ensure that estimates (results) generated are best, 

linear and unbiased. In addition, because the data is 

time series, normality test, stationarity test and co-

integration test are conducted. 

This study also adopted the use of Durbin-Watson 

statistics to determine the existence or otherwise of 

serial or auto correlation in the error terms of the 

model used because the presence of serial 

correlation violates the assumption of classical linear 

regression model which requires that the error term 

must be normally distributed with zero mean and 

constant variance, and as such, the error term of the 

current year must not be related or influenced by 

that of the preceding year.

Also examined in this study is the presence of 

homoscedasticity (unequal spread of error term 

variance) to avoid misleading conclusions or 

inferences.

Furthermore, the Augmented Dickey-Fuller (ADF) 

Stationarity test statistic was conducted to establish 

stationarity of otherwise of the variables used. 

However, ensuring that variables are stationary is 

not an end in itself; but it also requires that variables 

(using time series data) are co-integrated. The reason 

for this is because regressing one time series variable 

on one or more time series variables can give 

unreliable or spurious results and the only way to 

guard against this is to ensure the co-integration of 

the variables. An extension to the co-integration test 

is the Error Correction Model which satisfies 

whether there is a long term or equilibrium 

relationship between each of the independent 

variables and the dependent variable. The Granger 

causality test was also conducted to determine 

whether or not there exists a unidirectional or 

bidirectional relationship between each pair of 

variables. Finally, the ordinary least square (OLS) 

estimate of the co-integrated variables was conducted.

RESULTS PRESENTATION
The empirical results are presented the tables that 

follows while the findings were also discussed. 

Table 1 reveals the result of the multi-collinearity test 

(whether there is an almost perfect relationship 

among the independent variables which occurs 

when any independent variable has a correlation 

coefficient of almost 1 with other independent 

variables). A diagonal look at the table shows that no 

independent variable exhibits this feature with any 

of the other variables. Thus, the classical linear 

regression assumption of no multi-collinearity was 

met.
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ADF t-statistics (Intercept) ADF t-statistics (Trend and Intercept)
st stVariables Level   1  Difference Level 1  Difference

MCAP -0.687 -4.283 -1.980 -4.243

(Prob. value) 0.834 0.003** 0.586 0.013**

EXR -2.563 -5.183 -1.902 -5.524

(Prob. value) 0.113 0.000** 0.626 0.000**

ER -1.470 -6.227 -3.197 -6.242

(Prob. value) 0.533 0.000** 0.106 0.000**

FDI -2.445 -9.536 -2.939 -9.413

(Prob. value) 0.139 0.000** 0.170 0.000**

PO -0.393 -5.190 -1.952 -5.301

(Prob. value) 0.897 0.000** 0.600 0.001**

INT -2.669 -5.099 -3.551 -6.396

(Prob. value) 0.092 0.000** 0.054 0.000**

BOT -2.209 -6.338 -2.107 -6.836

(Prob. value) 0.208 0.000** 0.517 0.000**

Source: Authors’ computation, (2016).

** 5% level of significance

Table 4: Augmented Dickey-Fuller Stationarity test

H : There is no presence of heteroscedasticity in the variableso

F-statistic 0.161 Prob. F(1,25) 0.692

Obs*R-squared 0.172 Prob. Chi-Square(1) 0.678

Source: Authors' computation, (2016)

** 5% level of significance

Table 2: Result of White Heteroskedasticity Test

VARIABLES EXR ER FDI INT PO BOT

EXR 1.000 0.720 0.812 0.039 0.743 0.827

ER 0.72 1.000 0.774 -0.469 0.881 0.790

FDI 0.811 0.774 1.000 -0.083 0.867 0.878

INT 0.039 -0.469 -0.083 1.000 -0.399 -0.103

PO 0.743 0.881 0.867 -0.399 1.000 0.843

BOT 0.827 0.790 0.878 -0.103 0.843 1.000

Source: Authors’ computation, (2016)

Table 1: Result of the Multi-Collinearity Test
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H : There is no presence of serial correlationo

F-statistic 1.150 Prob. F(1,20) 0.296

Obs*R-squared 1.522 Prob. Chi-Square(1) 0.217

Source: Authors’ computation, (2016).

** 5% level of significance

Table 3: Breusch-Godfrey Test for Serial Correlation

The probability value of 0.692 indicates the 

acceptance of the null hypothesis, implying the error 

term of the variances are equally spread 

(homoskedasticity). Thus, there is an assurance that 

estimates (results) generated are best, linear and 

unbiased.

The Breusch-Godfrey test for serial correlation 

shown in table 3 is a cross validation of the Durbin-

Watson value revealed in table 6. With a null 

hypothesis stating that there is no serial correlation, 

the probability value of 0.296 suggests the 

acceptance of the null hypothesis, hence, buttressing 

the outcome of the Durbin-Watson figure obtained 

in table 6.

Table 2 shows the result of heteroskedasticity test 

(that is, unequal spread of error term variance) with 

the null hypothesis suggesting no presence of such. 

Variable Coefficient Std. Error  t-Statistic Prob.  

D(LMCAP(-1),1) 0.312 0.191 1.636 0.130

D(LEXR(-1),1) -0.315 0.212 -1.488 0.165

D(LER(-1),1) 0.029 0.102 0.284 0.782

D(LINT(-1),1) -0.876 0.454 -1.932 0.040

D(LPO(-1),1) -0.163 0.282 -0.577 0.576

D(LBOT(-1),1) 0.208 0.112 1.854 0.041

D(LFDI(-1),1) 0.374 0.162 2.306 0.042

ECM(-1) -0.124 0.208 -4.918 0.000

C 0.323 0.094 3.427 0.005

R-squared 0.802     Mean dependent var 0.298

Adjusted R-squared 0.551     S.D. dependent var 0.307

S.E. of regression 0.206     Akaike info criterion -0.033

Sum squared resid 0.465     Schwarz criterion 0.693

Log likelihood 15.430     Hannan-Quinn criter. 0.176

F-statistic 3.191     Durbin-Watson stat 2.369

Prob(F-statistic) 0.029

Source: Authors’ computation, (2016).

** 5% level of significance

Table 6: Error Correction Model (ECM) Result
Dependent Variable: D(LMCAP)

Method: Least Squares
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The ADF result in table 4 shows that none of the 

variables was stationary at level stage at 5% 

significance level. The variables had to be 

differenced at least once before they could reach 

stationarity (whether at intercept or at both trend 

and intercept). The implication of the differencing is 

that the non-stationarity of a variable at level stage 

does not pose a threat because it is believed that 

stationarity of a variable could be met when it is 

differenced at the first or second level. However, it is 

required that a co-integration test is carried out to see 

the long run relationship of these variables and this 

is shown in table 5.

The result of the co-integration test in table 5 reveals 

that there is at least one co-integrating variable, 

hence, it could be concluded that in the long run, 

there won't be any disequilibrium. 

The estimates obtained from table 6 suggest that the 

coefficient of the ECM obtained is properly signed. 

Therefore, the estimate obtained from the aggregate 

model informs our knowledge of how soon the 

Nigerian Capital Market is able to go back to 

equilibrium once affected by globalization.

From this empirical standpoint, it is manifest that the 

Nigerian capital market is able to significantly get 

Variables Trace statistics P-value

LMCAP -5.876 0.040**

LEXR -4.369 0.326

LFDI -6.844 0.007**

LINT -5.464 0.077

LER -3.170 0.809

LPO -3.568 0.654

LBOT -4.992 0.000**

Source: Authors’ computation, (2016). ** 5% level of significance

Table 5: Co-integration Test of Variables
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back to equilibrium at the rate of 12.3 percent if 

affected by globalization. This suggests that once the 

Nigerian capital market is affected by economic 

shock, it slowly and significantly adjusts back to 

equilibrium if all globalization variables (exchange 

rate, external reserves, foreign direct investment as 

well as international price of oil, interest rate and 

balance of trade) were considered. 

Furthermore, the explanatory powers of the model 

in table 6 are relatively substantial. With coefficient 

of determination (R2) being 0.80, it indicates that the 

explanatory variables (globalisation) substantially 

account for 80 percent of the variation in the 

performance of the Nigerian capital market while 

the probability value of the F-statistic was also found 

to be significant at 5percent level of significance. The 

adjusted R squared (0.551) measures the degree of 

relationship if the basic population of the variables 

were to be used. That is, it gives the percentage of 

variation explained by only those independent 

variables that in reality affect the dependent 

variable. (-0.033) value of Akaike info criterion 

(which measures the quality of each model relative 

to each of the other models) suggests that less than 

1% of the embedded information in the model is lost 

and this can be said to be adequately reasonable. 

The analysis in table 6 further suggests that only the 

coefficients obtained for balance of trade (0.208), 

interest rate (-0.876) and foreign direct investment 

(0.374) are statistically significant at 5% alpha level. 

Specifically, the coefficients of balance of trade and 

foreign direct investment indicate that a percentage 

increase in the two variables will positively 

influence market capitalization significantly by 21% 

and 37% respectively at 5percent level of 

significance. Conversely, the coefficient of interest 

rate (-0.8764) moves in an opposite direction with 

market capitalization which by inference means that 

as interest rate rises, market capitalisation / capital 

market performance reduces by 87.6%. These results 

are consistent with the findings of Akingunola, et al 

(2012) and Ugwu and Njoku (2014) which revealed 

that in order to enable the capital market to take full 

advantage of the various opportunities and cope 

with challenges, interest rates must be properly put 

at check while maintaining a favourable balance of 

trade and attracting huge foreign capital. 

The results of pair-wise causality in table 7 show that 

not all paired variables have a directional 

relationship.  The null hypothesis of no directional 

relationship between balance of trade and exchange 

rate is rejected, which implies that both variables 

have a causal relationship in the long run at 5% level 

of significance. Also, the null hypothesis of no 

mutual relationship between price of oil and 

external reserves is rejected indicating that the two 

variables have a causal relationship at 5% alpha 

level. This implies that as price of oil rises, so also will 

the external reserves of the country rise. 

The results however show that other variables either 

have a unidirectional or no directional relationship. 

Those with unidirectional relationship suggest that 

at 5% alpha level, only one of the paired variables has 

a causal relationship with the other in the long run 

while those with no directional relationship implies 

that the paired variables do not have any causal 

relationship in the long run at 5% alpha level. For 

instance, table 7 reveals that interest rate and market 

capitalization have a unidirectional relationship 

with the result of the hypothesis suggesting that 

market capitalization will affect interest rate in the 

long run. However, the result of exchange rate and 

market capitalization paired causality shows that 

none of the variables will affect each other in the long 

run, hence, no directional relationship. 

CONCLUSION AND RECOMMENDATIONS
From the analysis carried out and the findings of the 

study, it can be concluded as follows: 

(i) Globalisation has a positive impact on the 

performance of the Nigerian capital market such 

that the market would quickly return to 

equilibrium at the rate of 12% if affected by 

globalization variables. 
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 Null Hypothesis: Obs F-Statistic Prob. 

 LEXR does not Granger Cause LMCAP  31  3.185 0.062
 LMCAP does not Granger Cause LEXR  1.587 0.228

 LER does not Granger Cause LMCAP  31  0.244 0.786
 LMCAP does not Granger Cause LER 5.783 0.010

 LFDI does not Granger Cause LMCAP  31  0.212 0.811
 LMCAP does not Granger Cause LFDI  1.838 0.184

 LINT does not Granger Cause LMCAP  31  1.672 0.212
 LMCAP does not Granger Cause LINT  3.955 0.035

 LPO does not Granger Cause LMCAP  31  0.050 0.951
 LMCAP does not Granger Cause LPO  2.926 0.076

 LBOT does not Granger Cause LMCAP  31  0.010 0.990
 LMCAP does not Granger Cause LBOT  7.797 0.003

 LER does not Granger Cause LEXR  31  0.507 0.610
 LEXR does not Granger Cause LER  3.422 0.052

 LFDI does not Granger Cause LEXR  31  1.138 0.339
 LEXR does not Granger Cause LFDI  0.981 0.392

 LINT does not Granger Cause LEXR  31  0.096 0.909
 LEXR does not Granger Cause LINT  3.373 0.054

 LPO does not Granger Cause LEXR  31  2.521 0.104
 LEXR does not Granger Cause LPO  2.914 0.076

 LBOT does not Granger Cause LEXR  31  4.4 0.025
 LEXR does not Granger Cause LBOT  3.713 0.042

 LFDI does not Granger Cause LER  31  2.332 0.122
 LER does not Granger Cause LFDI  3.691 0.042

 LINT does not Granger Cause LER  31  0.986 0.390
 LER does not Granger Cause LINT  2.173 0.139

 LPO does not Granger Cause LER  31  3.645 0.044
 LER does not Granger Cause LPO  3.925 0.036

 LBOT does not Granger Cause LER  31  9.953 0.000
 LER does not Granger Cause LBOT  1.331 0.286

 LINT does not Granger Cause LFDI  31  0.784 0.469
 LFDI does not Granger Cause LINT  4.612 0.022

 LPO does not Granger Cause LFDI  31  3.456 0.050
 LFDI does not Granger Cause LPO  0.331 0.722

 LBOT does not Granger Cause LFDI  31  0.967 0.397
 LFDI does not Granger Cause LBOT  0.405 0.672

 LPO does not Granger Cause LINT  31  4.042 0.033
 LINT does not Granger Cause LPO  0.021 0.979

 LBOT does not Granger Cause LINT  31  3.033 0.069
 LINT does not Granger Cause LBOT  1.523 0.241

 LBOT does not Granger Cause LPO  31  0.995 0.386
 LPO does not Granger Cause LBOT  0.145 0.866

Source: Authors' computation, (2016).

Table 7: Pair-wise Granger Causality Test Results
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(ii) Three independent variables (foreign direct 

investment, interest rate and balance of trade) 

were found to be significantly influencing the 

dependent variable (market capitalization). 

Both foreign direct investment and balance of 

trade have a positive significant impact while 

the coefficient of interest rate shows a negative 

significant impact. Other explanatory variables 

such as price of oil, external reserves and 

exchange rate were found to be insignificant in 

the predicting the performance of Nigerian 

capital market. 

The study thus suggests that government should 

strive at keeping the interest rate low, promote 

exportation and attract foreign direct investment all 

with a view to improve performance of the capital 

market. The study further recommends that the 

Nigerian government should implement sound 

macro-economic policies required to gain 

confidence of investors in order to improve the 

performances of the capital market. There is also the 

need for the Nigerian economy to be diversified 

from the mono-product dependency of oil to other 

key sectors like agriculture, tourism, and 

information and communication technology. This 

would bring about the incorporation and listing of 

more companies into the Nigerian capital market, 

thus enhancing its capitalisation status. Key 

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

communication and steady power should also be 

put in place to attract foreign investments into the 

economy while favourable economic policies, 

political stability and adequate security are also 

indispensable for the Nigerian capital market to 

overcome the challenges of globalization.
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But, one of the salient features of the Indian 

economic development has been the wide 

disparities in the growth of the states.  Is this 

expected in a large and diverse economy like India 

consisting of 29 states and 7 union territories? The 

regions differ widely in terms of population, area, 

natural endowments, land fertility, availability of 

capital, access to technology, governance, efficiency 

of labor and many more factors. For example, in the 

sample of 21 largest states taken in the study, the 

population of Meghalaya is only 1.5 percent of the 

population of Uttar Pradesh in 2013-14. In the same 

year, the lowest per capita income of Rs.15257 is of 

Bihar and the highest per capita income of Rs.70197 

is of Haryana. An analysis of regional imbalances in 

growth is necessary for identifying the states which 

need special focus. As noted by a report by the World 

Bank (2009), “if large and populous spatial segments 

of the economy remained backward while the other 

regions move ahead for long periods of time, the 

overall national development strategy becomes 

unsustainable”. The purpose of the paper is an 

analysis of how the states have performed relative to 

one another during the period from 1986-87 to 2013-

14.

The conventional theory of regional development 

postulates that in the long run, the growth of the 

regions converges to the national average (Barro, 

1992, 1995). This hypothesis of convergence is 

contested by many authors who postulate 

divergence in growth with time (Myrdal, 1957; 

Hirschman, 1958; and Kaldor, 1967). The paper tests 

the hypothesis of convergence /divergence for each 

of the sample states.

The study is divided into 4 main parts. The first part 

covers the review of literature citing important 

works on economic growth and regional disparities. 

The second part is a brief on the sample of states, data 

sources and methods and models used in data 

analysis. The third part deals with empirical analysis 

and results. This has three sub parts. The first sub 

part analyses the growth of the states. The second 

sub part deals with rank analysis. The third and final 

sub part deals with an analysis of regional 

inequalities in growth and testing of convergence / 

divergence in growth. The last part summarizes the 

key findings of the study. 

REVIEW OF LITERATURE
There are several studies on regional income 

inequalities in India. Almost all studies have focused 

on testing for convergence/divergence in growth. 

Prakash, S. and Rajan, P. (1977) are probably the first 

who studied the divergence between the planned 

targets and actual development of states with special 

reference to Madhya Pradesh.  In another study, 

Prakash, S. and Mohapatra (1980) analyzed inter and 

intra state inequalities of development with special 

reference to M.P. They used 33 socio-economic 

variables for the measurement of status of 

development by an innovative method of factor 

analysis; their method was a modified form of M.G. 

Kendall’s method of factor analysis by change in 

rank order as a result of inclusion or exclusion of 

specific attribute/variable in analysis. They covered 

a period of about one and a half decades. But several 

other studies also lend credence to Prakash-

Mohapatra hypothesis of not only existence but 

accentuation of divergence of development of states. 

Among the prominent studies which have 

concluded that the regional inequalities have 

increased over time include Williamson(1965, 1968), 

which was perhaps the first study on regional 

inequalities in India covering the decade of 

1950’s,Venkatamariah (1969), Rao(1973), Nair(1973), 

Sarkar(1994), Raman(1996), Marjit & Mitra(1996), 

Ghosh et al(1998) and Dasgupta et al (2000) covering 

16 states and the period 1960-61 to 1995-96. Several 

other studies have found convergence among the 

Indian states, some of which are Dhar & 

Sastry(1969), Mahajan (1982), Dholakia( 1994) 

covering 20 states and the period 1960-61 to 1989-90 

and Cashin & Sahay(1996). One of the most 

extensive works in this area was undertaken by 

Mathur (2000) who covered the period 1950-51 to 

1996-97. He found the regional inequalities to 
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INTRODUCTION
Economic growth can best be summarized as a long 

run process spanning decades/generations leading 

to a significant and sustained increase in the 

standard of living of the people. As noted by (Smith, 

1776),the true wealth of a nation and hence its 

prosperity can be gauged from its national and per 

capita income. Thus, the absolute and per capita 

figures of income are identified as critical indicators 

of prosperity and economic health of a region. 

With the adoption of planned economic model post 

independence, India’s growth rate for decades 

hovered in the range of 3 percent to 3.5 percent, 

prompting economists and analysts to coin the 

phrase “Hindu rate of growth”. The low growth rate 

which was primarily due to our closed economic 

model, red tapism, absence of long term planning, 

fiscal imprudence by the governments and 

corruption led to a balance of payment (BOP) crisis 

in the early decade of 1990’s. To correct the BOP 

situation, the country resorted to loans from IMF and 

the World Bank with the expected riders of opening 

the doors of the Indian economy to foreign players. 

Thus, we ushered in the era of liberalization, 

globalization and privatization in 1991-92 to break 

free from the shackles of low growth. The foreign 

players who were long eyeing the large Indian 

market were expected to bring in technology and 

capital which they did. Post the reforms, the Indian 

economy has been growing at healthy rate of 6-7 

percent which is second only to China.

In the long run, prosperity and development of a region is 

best measured by economic growth. The paper reexamines 

the topic of economic growth of the states of India. The per 

capita net State domestic product at factor cost and 

current prices taken as a proxy of income for 21 states 

accounting for 97.5 percent of the population and 95 

percent of income is analyzed for the period 1986-87 to 

2013-14. The sample of states and duration of study is the 

largest among the various studies reviewed by the authors. 

The growth disparities are analyzed through the 

traditional popular measures of convergence 

supplemented by specially modeled tools.The empirical 

result indicates widening income disparities and 

identifies states for policy focus. The data is sourced from 

“Handbook of statistics of the Indian economy 2013-14”.

Keywords: Convergence; Divergence; Inequalities; Per 

capita income
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decrease till the mid sixties and then increase 

thereafter. The differing conclusions of various 

studies have most likely been influenced by the 

period of the study, selection of the base and 

terminal year, selection of the states/regions,the 

selected tools of analysis and choice of absolute /per 

capita figures.

RESEARCH APPROACH
Data Sources

The data is cross sectional,covering the period 

1986-87 to 2012-13. It has been procured from 

“Handbook of Statistics on the Indian Economy 

2012-13” published by RBI, Economic Survey 2011-

12 published by the Government of India 

andIndiastat.com.Thus all data is secondary in 

nature. 21 of the 29 states are covered in the 

study.The states excluded are Arunachal Pradesh, 

Manipur, Mizoram, Nagaland, Tripura, Sikkim, 

Goa and Telangana. The first five of these states 

are from North Eastern Region, Sikkim is from 

Eastern region, Goa is from Western region and 

Telangana is the newly formed state. The omitted 

states on an average account for 2.5percent of the 

total population and 5percent of the total NGDP. 

Thus the exclusion of the states is not expected to 

affect the findings in the study. Three newly 

created states in 2000 namely Chhattisgarh, 

Jharkhand and Uttarakhand have been included in 

the study on account of their large population and 

significant contribution in NGDP. The per capita 

NSDP of the newly formed states for the period 

1986-87 to 1999-00 is estimated as a proportion 

similar to their proportion with the clubbed state 

from where they were carved out.

Methods and Models

The year on year (YOY) growth rates for the 

states is estimated for the period. For measuring 

regional disparities, we use the traditionally used t 

values (estimated as the difference between the 

mean and median of a series), coefficient of variation 

Economic Growth and Disparities 
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(CV), Gini coefficient and Theil Index. The cross 

section data is also subjected to the tests of sigma 

and beta convergence. This is supplemented by 

the use of special models to test for convergence / 

divergence in growth rates of the states. A brief 

on the models is explained with the empirical 

results.

EMPIRICAL ANALYSIS AND RESULTS
The results are presented sequentially pertaining to 

(i) YOY growth rates of the states; (ii) Rank analysis; 

and (iii)Disparities in the growth of states and testing 

for convergence/divergence

Analysis of YOY Growth Rates

The states in India vary widely in size and 

population. A more reasonable assessment of 

income growth can be arrived at by analyzing the per 

capita figures instead of absolute figures.  

The mean annual growth rate, standard deviation 

(SD) of the growth rates, CV of the growth rates and 

the trend of the states for the period 1986-87 to 2013-

14 is estimated.

Arithmetic Mean(AM) of the growth rates is 

estimated as mean of the YOY growth of each state, 

Geometric mean(GM) is estimated as the nth root of 

the YOY growth rate, Compound Annual Growth 

Rate(CAGR) for each state is estimated as the slope 

coefficient of the natural log values regressed on 

time, standard deviation is calculated by the formula

18

Mean. CV is estimated as the ratio of the Standard 

Deviation to AM. The highest and lowest growth 

figures of a year are captured as Max and Min 

growth rate, while the range is calculated as the 

difference between the maximum and minimum 

growth rate.   

                                          G is the YOY growth rate, t is 

1 to 27 (1987-88 to 2013-14),        represent Arithmetic 

Economic Growth and Disparities 
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States AM GM Trend Exp SD CV Max Min Range
Growth rate Growth rate Growth rate

1 Andhra Pradesh 6.60 6.36 5.84 7.38 111.7 30.17 -12.20 42.38

2 Assam 3.65 3.24 3.31 9.74 266.7 38.43 -18.24 56.68

3 Bihar 4.48 4.00 3.68 10.41 232.3 35.13 -17.56 52.69

4 Chhattisgarh 5.53 5.09 4.62 10.27 185.9 44.56 -11.20 55.76

5 Gujarat 5.30 4.95 5.34 8.85 167.0 27.42 -11.15 38.56

6 Haryana 6.13 5.96 5.89 6.20 101.3 24.64 -5.58 30.22

7 HP 6.08 5.96 6.12 5.39 88.6 27.70 1.18 26.51

8 J & Kashmir 2.97 2.74 3.44 7.09 238.7 22.01 -13.11 35.12

9 Jharkhand 3.68 3.24 3.53 10.00 271.5 32.76 -13.34 46.10

10 Karnataka 5.27 5.18 5.35 4.49 85.2 12.95 -1.90 14.85

11 Kerala 6.09 6.03 6.23 3.89 63.8 18.20 -0.24 18.43

12 Madhya Pradesh 5.55 5.15 4.13 9.85 177.4 42.08 -9.32 51.41

13 Maharashtra 5.54 5.41 5.15 5.47 98.6 17.50 -4.36 21.87

14 Meghalaya 4.46 4.31 4.42 5.96 133.6 22.33 -3.08 25.41

15 Orissa 4.91 4.55 4.99 8.74 178.0 17.41 -13.71 31.12

16 Punjab 4.19 4.11 3.95 4.16 99.3 16.84 -2.54 19.38

17 Rajasthan 5.38 5.06 4.50 8.35 155.3 23.47 -10.67 34.14

18 Tamil Nadu 5.96 5.88 5.77 4.25 71.4 15.45 -3.70 19.15

19 Uttar Pradesh 3.77 3.68 3.43 4.64 123.0 18.87 -2.54 21.41

20 Uttarakhand 5.25 5.10 5.17 5.78 110.2 16.44 -6.37 22.81

21 West Bengal 4.21 4.15 4.26 3.67 87.0 11.05 -3.76 14.81

 India 4.48 4.46 4.51 2.35 52.4 8.07 -1.21 9.28

(All figures in percentage)

Table 1: Summary figures of Growth in Per Capita Income of the States of India for the Period 1987-88 to 2013-14

19

The growth in per capita income has been the highest 

for Kerala with a CAGR of 6.23percent closely 

followed by Himachal Pradesh and Haryana at 

6.12percent and 5.89percent respectively. For only 9 

of the 21 states, the per capita income has grown in 

excess of 5percent per annum. The per capita income 

growth of the country has also been very mediocre at 

4.51percent p.a. Assam, UP and J&K are at the 

bottom with 3.31percent, 3.43percent and 

3.44percent per annum respective growth in income. 

Eleven states have grown at a faster rate in 

comparison to the national average while the rest 

namely Assam, Bihar, J&K, Jharkhand, MP, 

Meghalaya, Punjab, Rajasthan, UP and West Bengal 

have grown at a pace slower than the growth rate in 

the national per capita income. All states except for 

HP have seen at least one year of negative growth in 

per capita income. Surprisingly, Gujarat has the 

maximum of 10 years of negative growth in per 

capita income. Eight of these were from the period 

1986-87 to 2000-01 while it has also witnessed 

negative growth in 2012-13 and 2013-14. The 

compound annual growth for the entire period of 

Gujarat at 5.34percent is significantly higher than the 
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national average of 4.51percent. Thus, it can be 

inferred that the period 2000-01 to 2011-12 was a 

period of high income growth for the state. Gujarat is 

followed closely by Bihar with 9 years of negative 

growth. 1991-92 was the only year when the national 

per capita declined. This year also saw the negative 

growth of 11 states. The year 1992-93 was equally 

bad with a similar number of states registering 

negative growth. All the states have had wide 

fluctuations in growth levels. Significantly, the states 

of Assam, Bihar, J&K and Jharkhand display the 

highest fluctuations in year on year growth as 

evident from their CV values. 

Rank Analysis

For estimating whether the rankings of the states as 

determined by their per capita income have changed 

with time, rank analysis is used.The states are 

ranked each year in descending order of their per 

capita income and the mean ranking of each state is 

estimated for the period. Punjab, Haryana and 

Maharashtra had the highest mean ranking of 1.74, 

1.96 and 2.3 respectively. Thus on an average these 

three states amongst themselves enjoyed the top 

three rankings in income during the entire period. 

Bihar had the lowest mean ranking of 21 with a 

standard deviation of 0. Thus, it has the dubious 

distinction of being ranked at the bottom for all the 

years during the period.

We estimate the rank correlation matrix for the states 

and all the coefficients are statistically significant at 

0.01 level. Thus, it can be inferred that the state 

rankings have been relatively consistent during the 

period. The high income states have continued to 

have a higher income compared to their peers while 

the low income states have continued to be poorer as 

compared to other states. 

Economic Growth and Disparities 
in India

Coefficient of concordance 

The coefficient of concordance (W) was proposed by 

M.G.Kendall and Bernard Babington Smith. In the 

present case, it is used to test the degree of 

consistency in the ranking of the states in different 

years taken as a whole. Numerically it is estimated 

from equation

20

Result of the overall test of Concordance among the states of India is reported below

Overall test of W Statistic H : The ranking of the states over the years are not concordant with each other0

Kendall's W = 0.90389
F Statistic = 244.5*
Friedman' chi-square = 488.09*

*significant at 1 per cent level

                               Ri is the row sum of the ranks of the 

states over the years, R is the mean of the Ri values, m 

is the number of variables (number of years) and n is 

the number of objects (number of states) whose 

ranking has been done.

W is an estimate of the ratio of the variance of the row 

sum of squares and the maximum possible value of 

the variance. Thus, W lies between 0 and 1,with a 

value of 1 signifying perfect concordance or 

agreement in the rankings.

There are two alternative approaches to testing the 

significance of W namely Friedman’s chi-square 

statistic and F statistic(Legendre, P.2010) 

• Friedman’s chi-square statistic- it is estimated by 
2the formula, ϰ =m(n-1)W, the quantity follows a 

chi-square distribution with (n-1) degrees of 

freedom. Kendall has suggested the use of this 

approach for moderately large values of m and 

n.

• F Statistic- it is estimated by the equation, 

F=         ,  the quantity follows a F distribution 

with (n-1-2/m) numerator degrees of freedom 

and ((n-1-2/m)(m-1) denominator degrees of 

freedom. Kendall has recommended the use of 

this approach for moderate values of m and n.

Economic Growth and Disparities 
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The high value of W (0.903), coupled with the F 

statistic and ϰ^2 being statistically significant point 

to a near perfect concordance in the ranking of the 

states during the period. The result corroborates the 

findings from the rank correlation matrix that the 

rankings of the states have not changed during the 

period. Thus poor states have continued to be poor 

while the better off states have continued to be above 

the country average.

Analysis of Regional Inequalities

We start with estimating the t values of the difference 

between the mean per capita income and the median 

per capita income for each year with the hypothesis 

that a zero value will indicate normality of data 

distribution or uniform income distribution. Thus, 

an increasing or decreasing t value over the years 

will indicate increasing or decreasing inequality 

over the years. This is supplemented by coefficient of 

variation CV. Since both SD and mean are measured 

in the same units, CV is scale invariant or 

independent of the unit of measurement. The higher 

the CV, the higher is the divergence. As the Indian 

states vary largely in population, therefore the 

measures of inequality is further supplemented by 

the use of weighted CV (CV ) defined aswt

*tY is the per capita state income for year t ,  Y  is the it

national per capita of year t, P  is the population of it

the state in year t and P  is the population of the t

country in year t. The time period “t” varies from 

1986-87 to 2013-14. The value of “i” will vary from 1 

to 21 for the different states. 

A plot of the t values, CV and CV t is shown in w

Figure 1

Unlike the CV and weighted CV values which have a 

gradual upward slope, the t values of the difference 

between the mean and median widely fluctuates 

during the period. The value of t increased steeply 

from 1987-88 to 1996-97 and then declined steeply till 

2002-03, almost an inverse V formation. Again 

between the period 1995-96 and 2011-12, the graph of 

t has a V formation. This seems to suggest a cyclical 

movement in its value over time. Overall, the t 

values infer an increased inequality in income 

distribution.

To have a closer look at the movement of CV and 

weighted CV, they are plotted separately

21

Figure 1: Plot of t values, CV and Wt CV for the Period 1986-87 to 2013-14
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The values of CV and weighted CV were 27percent 

and 29.7percent respectively in 1986-87. Their values 

in 2013-14 were 37.2percent and 40.1percent 

respectively. As the graph indicates, there has been a 

constant upward trend in the movement of their 

values supporting the argument of increased non 

uniformity in income distribution among the states 

over the time period. Notable is the similar upward 

and downward movement in their values over the 

time period. 

To test the argument further, the Theil Index (TE) as 

a measure of regional inequality is estimated. The 

index was developed by Theil in 1967. It is size 

independent and gives the relative position of the 

region in the sample. It is mathematically expressed 

as

X is the proportionate share of the state in the it

national income and P  is the proportionate share of it

the state in total population. The value t varies from 

1986-87 to 2013-14 and “i” represents the states. A 

value of 0 indicates perfect equal distribution. An 

increasing value of the index over time is indicative 

of increasing inequalities. 

Plot of the TE values for the time period is depicted in 

Figure 3

Figure 2: Plot of CV and weighted CV for the period 1986-87 to 2013-14

Figure 3: Plot of TE values for the Period 1986-87 to 2013-14
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The increase in the value of the index over the time 

period supports the inferences derived from the 

values of t, CV and Wt CV. Thus all the four 

indicators point to increased inequalities in income 

during the period.

The estimated coefficients of the regression of t, CV, 

weighted CV and TE, each independently on time is 

reported below

for some measure. The minimum value is 0 when all 

measurements are equal and the theoretical 

maximum value is 1 for an infinitely large set of 

observations where all measurements but one has a 

value of 0, which is the ultimate inequality (Stuart 

and Ord, 1994).  

When G is based on the Lorenz curve of income 

distribution, it can be interpreted as the expected 

income gap between two individuals randomly 

selected from the population (Sen, 1973). 

Mathematically, it is calculated as

23

Figure 4: Plot of Gini Coefficients for the Period 1986-87 to 2013-14

 Intercept Slope R2

t ratio 0.51(3.9) 0.004(0.51) 0.009

CV 2.6(44) 0.004(12) 0.85

Weighted CV 0.29(51) 0.004(12.2) 0.94

TE 0.02(13.5) 0.001(13.2) 0.87

Figures in parentheses are the t values of the estimates

Except for the t ratio, the t values of the intercept and 
2slope is significant in all the cases. R  is also high in all 

the regressions except for the t ratio. Thus all the 

measures of inequality have increased year on year 

and the change is statistically significantly.

Finally, we capture inequalities through the Gini 

coefficient (G). This coefficient was developed by an 

Italian statistician, Corrado Gini in 1912. G is a 

measure of inequality, defined as the mean of 

absolute differences between all pairs of individuals 

Here y is the per capita income, y bar is the mean 

value, n is the number of states, y ,y  are the per capita i j

figures of states “i” and “j” respectively.

If the y values are placed in ascending order such 

that each y has a rank “i”, the calculation is simpler 

and is mathematically derived from

The Gini coefficient for the period is plotted in Figure 4
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As evident from the plot, the Gini coefficient 
increases from 0.435 in 1986-87 to a high of 0.47 in 
1996-97 and has been declining since then to a value 
of 0.444 in 2013-14. It can be noticed the decline in the 
value of the index is slightly moderate compared to 
the sharp rise in its value from 1986-87 to 1996-97. 
Thus the inference of the Gini index would suggest 
that the liberalization of the Indian economy has 
helped in reducing income inequalities among the 
states. 

In the calculation of the Gini index by the above 
methods, each region/state is considered to be one 
unit each. But, the states in India are very diverse 
with respect to size and population. Thus, a better 
measure of inequality should factor the population 
of the state in the calculation of the index. The 
population weighted Gini index does exactly this 
and is calculated as

relatively stable since then. This is again a 

comforting sign for the propagators of liberalization 

and open market economy as the reforms in India 

has certainly helped in reducing income inequalities.

Sigma convergence

For each year, the standard deviation/sigma (s) of 

the log of state income is estimated. A decreasing 

value of sigma over time will indicate convergence 

while an increasing value will signify divergence. 

A plot of s values during the time period is shown in 

figure

There is a constant increase in the s value from 0.289 

in 1986-87 to 0.411 in 2013-14 although it remained 

stable during 1992-93 to 1999-2000. Since then, it has 

been an upward trend. CAGR for the entire period is 

0.8percent with a p value of 2.4E-15. Thus the rate of 

growth of change in the value of sigma over the time 

period is significant. This indicator also supports the 

argument of increased disparities in income 

distribution. 

The regression result of s values on time is reported 

below

24

Figure 5: Scatter plot of the Gini Coefficients Weighted by Population from 1986-87 to 2013-14

P , P , P are the population of regions/states “i”, “j” i j T 

and total population of the regions/states 

respectively.

The behavior of the weighted Gini index is quite 

similar to the unweighted index. The rise in 

inequalities is sharp from 1986-87 to 1995-96 

followed by a sharp fall till 1999-2000 and has been 

2Intercept Slope R

0.27(51) .003(20) 0.94

Figures in parentheses are the t values
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The t value of the slope being statistically significant, 

we can infer that value of sigma over the time period 

has changed significantly. Thus there is evidence of 

divergence among the states during the time period.

Will the result of sigma convergence vary if we 

consider more or less homogeneous groups of 

states? Pritchett and Jones (1997) tested the 

convergence hypothesis on a selected homogeneous 

group of countries and found the convergence 

hypothesis to hold. To test the hypothesis, the states 

are segregated into two groups – group 1 comprising 

states with mean per capita below the national 

average and group 2 comprising states with mean 

per capita above the national average. This 

classification approach is similar to that adopted by 

Sachs, J.D et al (2001), in their study including the 14 

most populous states for the period 1980-98. Basis 

the classification, group 1 comprises 10 states 

namely Bihar, Uttarakhand, Jharkhand, Assam, MP, 

Orissa, J&K, Chhattisgarh, Rajasthan and 

Meghalaya. Group 2 comprises 11 states namely AP, 

Gujarat, Haryana, HP, Karnataka, Kerala, 

Maharashtra, Punjab, Tamil Nadu, Uttarakhand and 

West Bengal. A scatter plot of the values of σ for the 

two groups is shown in Figure 7

Fig 6: Plot of s Values over the Period

Figure 7: Plot of Sigma Values for Group 1 and Group 2
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For group 1, the s value decreased marginally from 
0.251 to 0.241 and for group 2 the value decreased 
from 0.195 to 0.175.

A negative and statistically significant slope of 

equation (1) indicates an inverse relationship 

between growth rate and income. Thus, the 

underlying concept behind beta convergence is that 

the states with lower per capita income will grow 

faster than the states with a higher per capita income. 

It is assumed that low income states will catch up 

with higher income states. If beta is negative and 

statistically significant, it signifies beta convergence.

Group 1 Group2

Intercept Slope R2 Intercept Slope R2

0.24(22.5) 0.002(2.6) 0.22 0.2(35) (-0.0009)(-2.6) 0.21

Figures in parentheses are the t values

26

The slope of group 1 is positive and significant while 
the slope of group 2 is negative and significant. The 
states with a per capita income lower than the 
national average had a status quo with marginal 
convergence while the states with a higher per capita 
income have also tended to converge to the national 
average. The important inference here is that there is 
evidence of convergence in both the groups. Thus, 
the convergence hypothesis should hold in a group 
consisting of more or less homogeneous units. The 
results are similar to the findings of Sachs, J.D et al 
(2001), who found convergence in the group of states 
with higher per capita income and divergence in the 
states with a lower per capita income. Their study 
covered 14 of the most populous states in India for 
the period 1980 -1998.

Beta convergence

The seminal work of Barro (1991), on cross sectional 
data of U.S.A suggested the regression of growth in 
per capita income on the initial income as a measure 
of convergence/divergence in income inequalities. 

Thus, the standard measure of beta convergence 
involves estimating equation 

∆PcStateincome  = b+b In PcBaseincome  + U             (1)i 0 1 i i

∆PcNetIncome , is the vector of compound annual i

growth rate of income of states, b is a constant term 0

and PcBaseincome  is the vector of the base year per i

capita of the states and u is the error term. The 
compound annual growth of the state is estimated by 
regressing the log of Pc income during the period on 
time where the coefficient of the slope gives the 
compound annual growth rate (b in equation 2).1

lnPcStateincome = b+b T + U                                     (2)i 0 1 i

The coefficient of slope is positive and non 

significant. This again reaffirms divergence in 

income among the states over the time period and 

the rate of divergence is 0.19percent per year.

The estimated results for beta convergence is shown 

below

The slope is positive and statistically non significant. 

This indicates beta divergence. Thus the states with a 

lower income have not grown faster than the states 

with a higher income.

Following up on the work of Barro, Sala i-Martin 

(1996, 1997) observed that in case of convergence, 

countries generally converge at a rate between 2 to 3 

per cent per year. The rate of convergence can be 

estimated by the following equation

2Intercept Slope R

0.45(11.4) 1.48E-06(1.1) 0.06

Figures in parentheses are the t values

β  + β   lnPcStateincome +u0 1 1987 i

PcStateincome2014

PcStateincome1987

In (                             )

The estimated results for beta convergence is shown 

below

2Intercept Slope R

0.65(0.82) 0.19(0.86) 0.03

PcStatet,min

R  = t

PcStatet,max
(3)
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Alternative Models for Measuring 

Convergence / Divergence

Barro model is based on cross sectional analysis of 

data. The biasness of the model and the validity of 

the approach have been questioned by a number of 

authors, prominent among them being Quah (1993), 

and Evans (1997, 1998). We strongly believe that 

Barro model treats year on year growth of different 

units of observations as a function of the 

corresponding base values of the units. The model is 

designed to empirically validate the well known 

base effect; greater the base value, lower tends to be 

the value of growth rate and vice versa. The model is 

highly restrictive and cannot be applied to time 

series data. The base value will remain one for the 

unit of observation of the time series data of whose 

per capita income and its growth is examined. 

Besides, growth is a function of time. In time series 

analysis the base of year on year growth rate changes 

on year basis, therefore Barro Model is inappropriate 

for time series data. In recent years, testing for 

convergence through time series modeling and use 

of augmented D-F unit root test on panel data has 

gained importance. Important contributors in this 

area have been Levin, Lin and Chu (2002), Im, 

Pearsen and Shin (2003) and Breitung and Pesaran 

(2008).

Two Alternative Models for the Test of 

Convergence are proposed

• The first measure involves estimating the ratio of 

the maximum and minimum per capita income 

of states for each year. A decline/increase in the 

ratio will indicate convergence/divergence. 

t ranges from 1 to 28 for the period 1986-87 to 

2013-14, PcState  and PcState  are the values t,max t,min

of the states with maximum and minimum per 

capita income for year t. The vector of R and Log 

R values is regressed on time. Thus, if the 

coefficient of time is negative and statistically 

significant, convergence is indicated. In case of 

the log linear function, the coefficient of time 

measures the rate of change of R over time.

• The second measure captures convergence / 

divergence of each state over time with respect 

to the benchmark national average and is 

estimated from the following equation

27

The estimated coefficients of equation (3) are reported below

2 Intercept Slope R F value Significance F

Pc Max/ Pc Min 3.47(17.7) 0.07(5.8) 0.57 33.7 4.74405E-06

Log values 1.25(26.3) 0.0167(5.6) 0.56 31.8 7.19896E-06

(Figures in parentheses are the t values)

PcIndiat

Z  = i

PcStatei,t
(4)

Here iis for the states and t is for the time period 

ranging from 1986-87 to 2013-14. Thus for each 

state a time series vector of Zi values is obtained. 

The time series and its log values are regressed 

on time. A negative and statistically significant 

coefficient of time is indicative of convergence.

The slope in both cases is positive and statistically 

significant. This evidences increased disparity for 

the time period between the richest and the poorest 

state of India. The ratio has increased significantly at 

an annual rate of 1.67 percent. 

The estimated coefficients of equation (4) for each 

state is tabulated in table
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 Normal Function Log Linear Function

2 2State Intercept Slope R Intercept Slope R Remarks

A.P. 0.92(74.6) 0.014(18.1) 0.93 0.08(6.3) 0.013(16.6) 0.92  Divergence

Assam 0.93(42) -0.01(-7.8) 0.71 -0.07(2.8) -0.013(8.1) 0.73  Convergence

Bihar 0.52(21.4) -0.006(-4.2) 0.41 -0.67(-12.8) -0.014(-4.2) 0.41  Convergence

Chhattisgarh 0.82(29.9) -0.001(-0.8) 0.03 -0.19(-5.6) -0.002(-0.8) 0.03  Convergence

Gujarat 1.28(47) 0.008(4.5) 0.45 0.25(12.2) 0.006(4.5) 0.44  Divergence

Haryana 1.38(31.4) 0.023(8.15) 0.73 0.34(13.5) 0.013(8.1) 0.73  Divergence

H.P. 0.98(23.9) 0.02(7.3) 0.68 0.004(0.13) 0.015)7.5) 0.69  Divergence

J & K 0.91(22.5) -0.008(-3.1) 0.28 -0.11(-2.2) -0.009(-3.2) 0.28  Convergence

Jharkhand 0.9(46.3) -0.013(-10) 0.82 -0.088(-3.4) -0.018(-11) 0.83  Convergence

Karnataka 1.01(56.7) 0.007(6.9) 0.66 0.018(1.2) 0.007(7.1) 0.66  Divergence

Kerala 1.02(56.8) 0.007(6.9) 0.66 0.018(1.2) 0.007(7) 0.66  Divergence

M.P. 1.01(56.8) 0.008(6.9) 0.66 0.018(1.2) 0.007(7.1) 0.66  Divergence

Maharashtra 1.61(57.8) 0.001(0.92) 0.03 0.47(27.8) 0.001(1.01) 0.04  Divergence

Meghalaya 0.91(29.9) -0.001(-0.7) 0.02 -0.09(-2.6) -0.002(-0.7) 0.02  Convergence

Orissa 0.73(29.6) 0.0004(0.3) 0.04 0.32(9) 0.007(0.35) 0.05 Divergence 

Punjab 1.91(90.4) -0.013(-9.6) 0.79 -0.65(-52.6) -0.007(-9.6) 0.79  Convergence

Rajasthan 0.81(41.3) 0.001(1.3) 0.07 0.21(8.9) 0.002(1.3) 0.07  Divergence

Tamil Nadu 1.05(72.1) 0.015(16.6) 0.92 0.056(4.9) 0.012(16.7) 0.92  Divergence

U.P. 0.79(120) -0.009(-24) 0.96 -0.22(-21.3) -0.015(-23) 0.96  Convergence

Uttarakhand 1.09(13.4) 0.005(0.9) 0.03 0.08(1.2) 0.003(0.77) 0.02  Divergence

West Bengal 1.03(35.7) -0.003(-0.1) 0.08 -0.03(0.01) -0.03(-1.01) 0.01  Convergence

Table 2: Convergence/Divergence in Growth of States
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For the period, the per capita income of nine states is 

converging to the national average. These states are 

Assam, Bihar, Chhattisgarh, J&K, Jharkhand, 

Meghalaya, Punjab, UP and West Bengal. For the 

other states, the per capita income is diverging from 

the national average. These states are A.P., Gujarat, 

Haryana, H.P, Karnataka, Kerala, MP, Maharashtra, 

Orissa, Rajasthan, TN and Uttarakhand.   

Performance of States compared to 

National Average

We analyze the performance of the states with 

respect to the national average during the time 

period for which equation (5) is used 

A score of more than 1 for a state indicates that it has 

performed better than the national average during 

the period while a score of less than 1 indicates that it 

has performed poorly as compared to the national 

average. Thus, higher the scoreof a state, better has 

been its performance on growth front as compared 

to the national average.Expectedly Punjab, Haryana 

and Maharashtra had the top scores of 1.73, 1.70 and 

1.64 respectively. Thus the per capita of these states 

on an average was at 1.73, 1.70 and 1.64 times 

(5)

Number of years

PcNSDPi,t

PcNGDPi

(                  )
S

respectively of the national per capita income during 

the time period.As expected Bihar, UP and Orissa 

had the lowest scores of 0.43, 0.65 and 0.73 

respectively for the time period. The per capita of 

these states was on an average at 0.43, 0.65 and 0.73 

times respectively of the national per capita income 

during the time period.

FINDINGS AND CONCLUSION
• For the period, Kerala recorded the highest 

growth rate of 6.23percent followed closely by 

HP and Haryana at 6.12percent and 5.89percent 

respectively. Assam and UP were at the bottom 

with growth rates of 3.31percent and 

3.43percent respectively

• Only 9 of the 21 sample states had CAGR in 

excess of 5percent during the period. 

• Rank correlation matrix and test of concordance 

point to a near status quo in the rankings of the 

states during the period. Thus, poor states 

continued to be poor while the better off states 

continued to grow at more than the national 

average

• The t ratios, CV (both un weighted and 

population weighted) and Theil Index point to 

increasing regional inequalities during the 

entire period with the change being statistically 

significant

• The Gini Index (both un weighted and 

population weighted) increased during the 

entire period. The increase was sharp from 1986-

87 to 1995-96, and it has been declining since 

then till 2013-14. This suggests a more uniform 

distribution of wealth post liberalization as 

compared to the pre liberalization years

• The divergence in the estimated sigma values 

over time indicates widening income disparities 

among the states during the period

• The cross sectional regression of CAGR of the 

states on their initial per capita income yields a 

slope which is positive and statistically non 

significant. This again is an indication of 

increased interstate inequalities of income

• Of the 21 states, the income of 12 states is 

diverging from the national average while for 

only 9 states the income is converging to the 

national average. 

LIMITATIONS AND FUTURE SCOPE OF 
STUDY
The study covers the period from 1986-87 to 2013-14. 

This period may be extended backward and forward 

in future research in order to examine growth effect 

on regional inequalities. Secondly, the study can be 

extended to within region inequalities. This will 

throw light on within region differences. Certain 

social groups demarcated on religion or otherwise 

may also be examined. Within region inequalities 

are as important as between regions. Limitations 

also arise from the above. The policy needs focus on 

regions from the village level onwards.
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INTRODUCTION
Globalisation and a fast growing economy have led 

to the resurgence of the Indian consumer market. 

The Indian market is flooded with national and 

international brands and a variety of retail channels. 

The large number of shopping choices makes it 

difficult for consumers to exercise option. The study 

of literature suggests that consumers approach 

shopping with certain decision making traits that 

combine to form decision making styles which are 

more permanent than shopping behaviours.

Teenage shoppers are an emerging age group that is 

recognized as a meaningful market segment, yet 

there is lack of extant research explicit to this group 

especially in India. The teenagers are part of a large 

young consumer market in India with nearly 243 

million (One India News, 2011) individuals aged 

between 10-19 years. The teenagers are heavy users 

of mobile phones, restaurant service (for fast food) 

and branded apparels (Majumdar, 2010). The high 

acceptability of new products in the fast food 

category among the younger generation of India is 

leading to a heightened competition (Goyal and 

Singh, 2007). In order to succeed in this competitive 

environment, marketers need to understand 

decision making orientations of young consumers 

and segment them accordingly (Lysonski, 

Durvasula and Zotos, 1996). Age of the consumer 

has an effect on the consumer decision making styles 

(Khare, 2012). Thus the mental orientation of 

The purpose of this paper is to determine the consumer 
decision making styles of Indian teenagers by testing the 
validity and reliability of revised Sproles and Kendall's 
Consumer style inventory scale. Applying multistage 
cluster sampling responses of 1216 students of 13 to 18 
years of age studying in six CBSE schools in NCR were 
collected. Factors were extracted through exploratory 
factor analysis. The reliability of the scale was tested 
through Cronbach's alpha. The unidimensionality and 
construct validity (convergent and discriminant) of the 
scale was tested through confirmatory factor analysis. As 
compared to Sproles and Kendall's (1986) findings, 
Indian teenagers displayed different characteristics of 
consumer decision making styles. Although most of the 
studies across cultures are mere replication of the Sproles 
and Kendall's (1986) eight factor CSI, none have 
questioned the validity and reliability in Indian context. 
This study contributes to the body of literature by testing 
whether this scale can be applied for measuring the 
consumer decision making styles of teenagers in India. It 
has practical implications for marketers who wish to 
optimise outcome by devising marketing strategies 
aligned to the decision making styles of teenagers as 
consumers.

Key words: Consumer decision making styles, Indian 
teenagers, Consumer Style Inventory, Confirmatory 
factor analysis, exploratory factor analysis
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teenagers is completely different from that of adults. 

A few recent studies conducted on Consumer 

decision making styles in India have been on young 

adult consumer segment (Mishra, 2010; Khare, 2012; 

John and Mohan, 2015) and the teenage segment has 

not received adequate attention. Marketers of 

products and services intending to serve this large 

segment are more likely to succeed if they have a 

good understanding of the decision making styles of 

teenagers. Recent studies by the authors show that 

socialisation agents have an impact on the consumer 

decision making styles of Indian teenagers 

(Chaudhary and Dey, 2015). Further these 

socialisation agents also influence the materialism of 

teenagers (Chaudhary and Dey, in press). Thus it 

becomes imperative to establish the consumer 

decision making styles of Indian teenagers.

Both marketers and researchers have been interested 

in the consumer decision making styles (CDMS) 

primarily because they are useful in segmenting the 

consumers and devising marketing strategies for 

them. CDMS enable researchers to determine the 

consumer behaviour of these segments as the styles 

remain unchanged over time. Researchers (Mokhlis 

and Salleh, 2009; Chi and Lovett, 2010) across 

different cultures have studied the decision making 

styles with the help of the Consumer style inventory 

devised by Sproles and Kendall (1986). The CDMS 

have been defined as a “mental orientation 

characterizing a consumer's approach to making 

choices” (Sproles and Kendall, 1986). These choices 

relate to choosing between alternative products. The 

decision making styles measure the cognitive and 

affective characteristics of the consumer through the 

consumer style inventory (CSI), consisting of  eight 

characteristics: (1) “Perfectionist, High quality 

conscious consumer” – searches for the best quality 

in products; (2) “Brand conscious, price equals 

quality consumer”- buys more expensive, well 

known brands; (3) “Novelty-fashion conscious 

consumer”- are variety seeking and have the 

products of latest styles; (4) “Recreational and 

hedonistic shopping consciousness” –find shopping 

pleasant and shop just for the fun of it; (5) “Price 

conscious and value for money” consumer- look for 

value for money and are comparison shoppers; (6) 

“Impulsive, careless consumer”- do not plan their 

shopping; (7) “Confused by over choice”- have 

difficulty in making choices from many brands and 

stores due to information overload; (8) “Habitual 

and brand-loyal” – stick to favourite brands and 

stores due to habit.

This paper aims to profile teenagers in India on the 

basis of CDMS by testing the reliability and validity 

of the revised consumer style inventory. In the past 

researchers focused on the decision making styles of 

Indian young consumers belonging to a higher age 

group (Narang and Mishra, 2014; Tanksale, Neelam 

and Venkatachalam, 2013; Singh and Tripathi 2012; 

Mishra, 2010; Canabal,  2002;  Lysonski,  

and , 1996). The area of decision making styles 

of Indian teenagers is still under researched as no 

systematic study has been conducted to understand 

them from a decision‐making perspective using the 

CSI.

LITERATURE REVIEW
The teenage segment

Although, researchers denounce the selection of 

teenagers as qualified respondents for any CDMS 

study citing the reason that they have limited 

exposure to markets and hence their CDMS are 

evolving, the motivations to study teenagers as a 

segment for consumer research are many. During 

the transition from teenage to early adult-hood, they 

evolve their own behaviour patterns, attitudes, and 

values and form their own consumption patterns 

(Holbrook and Schindler, 1989; Fannin, 1984); brand 

loyalty is developed at an early age that lasts well 

into adulthood, and therefore they constitute a 

future market (McNeal, 1992) and they influence 

decision making of family and friends (Kaur and 

Medury, 2011; Chaudhary and Gupta, 2012; Singh 

and Agarwal, 2012). 

Durvasula

Zotos

The eight factor CSI

To measure CDMS this study has used the consumer 

characteristics approach (Sproles and Kendall, 1986) 

which seems to be the most powerful and 

explanatory since it focuses on the mental 

orientation of consumers in making decisions 

(Lysonksi, Durvasula and Zotos, 1996).

Some researchers confirmed the validity of the eight 

factor model, even though these were different from 

the original Sproles and Kendall (1986) (Hafstrom, 

Chae and Chung, 1992; Durvasula, Lyonski and 

Andrews, 1993; Leo, Bennett and Hartel, 2005; 

Mokhlis, 2009). However, other researchers could 

not confirm the reliability of eight factor model 

(Lyonski, Durvasula and Zotos, 1996; Fan and Xiao, 

1998; Bakewell and Mitchell, 2003; Mokhlis and 

Salleh, 2009; Chi and Lovett, 2010). Only Siu and Hui 

(2001) confirmed the same eight factors as the 

original Sproles and Kendall (1986) in China which 

was in contrast to the other Chinese studies. In India 

there were disparities reported in findings of 

consumer decision making styles for adult 

consumers. The number of factors extracted varied 

from the maximum of ten to the minimum of five. 

Mishra (2010) found ten, Singh and Tripathi (2012) 

reported nine, Ravindran, Ram and Kumar (2009) 

identified six while Narang and Mishra (2014) five. 

The literature review leads to research questions: Do 

Indian teenagers display CSI containing eight 

factors? Will these factors be same as Sproles and 

Kendall (1986)? 

Reliability and validity of the CSI

The CSI as designed by Sproles and Kendall (1986) 

had low reliability (below 0.6) for four factors out of 

eight factors. 

The reliability and validity of the CSI in measuring 

the consumer decision making styles had been 

questioned by a few researchers. Durvasula, 

Lysonski & Andrews (1993) stated that the scales of 

'price-value consciousness' and 'habitual brand 

loyal' required to be further refined. Fan and Xiao 

(1998) identified the problem of overlapping in the 

model of Sproles and Kendall (1986). The 

overlapping was on account of three parameters: 

Firstly, price-value consciousness consisted of 

“Price” and “quality” dimensions & “value” means 

“paying the lowest price for highest quality”. 

Secondly, there was overlapping of impulsiveness 

with habitual, brand – loyal orientation towards 

shopping. Both were opposite to each other. 

Impulsive consumers buy different brands without 

thinking while habitual consumers buy certain types 

of products according to their liking. Thirdly, the 

new dimension “time–energy conserving” of 

Hafstrom, Chae and Chung (1992) was overlapping 

with the recreational shopping consciousness. Leo, 

Bennett, & Hartel (2005) stated that the CSI was more 

skewed towards fashion.

The confirmatory factor analysis (German data) to 

test the eight factor model proposed by Sproles and 

Kendall (1986) resulted in lack of identification of 

model establishing the need for an EFA. The results 

indicated a seven factor model which was validated 

with a confirmatory factor analysis (Walsh, Mitchell 

and Thurau, 2001).

In India, researchers using the CSI also found low 

reliabilities in the scale. Lyonski, Durvasula and 

Zotos (1996) established seven factors for the Indian 

sample (size 73) out of which three (Recreation 

shopping conscious, Impulsive and Habitual brand 

loyal) had low Cronbach's alpha (below 0.6). Further 

they found that an eight factor solution as proposed 

by Sproles and Kendall (1986) was problematic. 

Canabal (2002) in a study of 173 college students in 

south India found that out of eight consumer 

decision making styles only five (Brand conscious 

style, High quality conscious/ Perfectionist style, 

Confused by over choice style, Impulsive/Brand 

indifferent style, Recreational shopper style) had 
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values of Cronbach's alpha above 0.4 while three 

factors (Time Conscious; Price/Value Conscious; 

Dissatisfied/Careless) were even below this. 

A n o t h e r  s t u d y  ( T a n k s a l e ,  N e e l a m  a n d  

Venkatachalam, 2013) on 254 under graduate 

college students in Pune, India  confirmed only 

six styles (Recreational, Hedonistic; Perfectionist, 

high-quality conscious; Novelty fashion conscious; 

Brand conscious and confused by over choice) 

with adequate reliability (Cronbach's alpha 0.6 

and above) but the new seventh style (shopping 

avoidance- time saver) had low reliability 

(Cronbach's alpha= 0.46).

The above review of literature shows that there 

is a need to determine the CSI with adequately 

large and homogeneous sample and test its 

reliability and validity for Indian consumers in 

general and teenagers in particular. This paper fills 

the research gap in literature by identifying the 

CSI as a tool for measuring the CDMS of teenagers. 

In addition, there was a call for establishing 

the validity of the scale across populations by 

Sproles and Kendall (1986). In India there is no 

study which validates the CSI for measuring the 

CDMS of the teenage segment. This research also 

establishes the validity of the instrument. 

Review of Methodology

Most of the researchers have used Exploratory 

Factor Analysis (EFA) for extracting the factors of 

CDMS (Sproles and Kendall, 1986; Lysonski, 

Durvasula and Zotos, 1996; Mokhlis and Salleh, 

2009; Bae, Pyun and Lee, 2010) but they did not 

confirm these factors. A few researchers have 

confirmed the factors through Confirmatory Factor 

Analysis (CFA) (Durvasula, Lysonski, and 

Andrews, 1993; Walsh, Mitchell & Tharau, 2001; 

Potgieter, Wiese, and Strasheim, 2013). So the 

question emerges: Can the CDMS characteristics be 

confirmed by CFA?

RESEARCH OBJECTIVES AND 

HYPOTHESES
The above review of literature, research gaps and 

corresponding research questions lead us to the 

objective of this research paper in the context of 

Indian teenagers:

• To revise the eight factors consumer style 

inventory of Sproles and Kendall (1986) and test 

its reliability and validity. 

• To identify the Consumer decision making 

styles of Indian teenagers.

For the segment of Indian teenagers the Hypothesis 

that can be proposed from this objective is:

H1: The latent constructs of CDMS are different from 

the original eight factor Sproles and Kendall's (1986) 

CDMS

METHODOLOGY AND SAMPLING
Instrument

An instrument of 49 items was developed by the 

researchers consisting of two sections. The first 

section contained 5 close ended questions that 

provided data concerning the demographics of the 

respondents. These demographics included 

questions on gender, age, product category, Father's 

education, Mother's education and Father's 

occupation. The second section contained 44 items, 5 

point Likert scale measuring the consumer decision 

making styles based on the Sproles and Kendall 

(1986) scale. 

Pilot study

A pilot study (sample size 208) was conducted for 

school children in the age group of 13 to18 years 

studying in classes 8 to 12. Students completed the 

questionnaire in their class rooms under the 

supervision of the researcher and teacher during the 

Factor 1: Recreational/Hedonistic (rec)

Cronbach's Alpha 0.84

Eigen Value 2.87

Variance Explained 19.11

 Item Loading

5.1 Shopping is not a pleasant activity to me. 0.856

5.2 Shopping wastes my time. 0.887

5.3 Shopping is one of the enjoyable activities of my life. 0.862

Factor 2: Confused by over choice (cboc)

Cronbach's Alpha 0.68

Eigen Value 2.06

Variance Explained 13.73

 Item Loading

7.1 There are many brands of  product to choose that 
often I feel confused. 0.776

7.2 All the information I get on different product confuses me. 0.803

7.3 The more I learn about  product, the harder to 
choose the best. 0.747

Factor 3: Brand Consciousness (brnd)

Cronbach's Alpha 0.66

Eigen Value 1.91

Variance Explained 12.72

 Item Loading

1.2 The most expensive brands of  product usually 
are my choice. 0.757

1.3 I prefer buying the best selling brands of  product. 0.779

1.4 The well known brands of  product are best for me. 0.729

Factor 4: Perfectionist high quality consciousness (phq)

Cronbach's Alpha 0.66

Eigen Value 1.31

Variance Explained 8.72

 Item Loading

3.1 When it comes to purchase  product, I try to get the best. 0.800

3.2 In general, I usually try to buy the best overall 
quality of  product. 0.870

Factor 5: Price value consciousness (pvc)

Cronbach's Alpha 0.65

Eigen Value 1.14

Variance Explained 7.61

 Item Loading

4.1 I carefully watch how much I spend. 0.841

4.2 I consider price first. 0.849

Factor 6: Habitual Brand loyal Consumer (hbl)

Cronbach's Alpha 0.58

Eigen Value 1.10

Variance Explained 7.36

 Item Loading

6.1  I have favourite brands of product I buy over and over. 0.785

6.2  Once I find a  product or brand I like I stick with it. 0.864

Table 2:  EFA results of revised CSI
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school hours. Each statement was tested by t test of 

difference of means to check if it could produce 

significant differences between responses of people 

'who wish to agree' and 'who wish to disagree'. All 

statements qualified for EFA. This data of the pilot 

study was not included in the final analysis.

Final study

For the final study, a multi stage cluster sampling 

was used. Out of 25 short listed schools, permissions 

were obtained from six schools. The study yielded 

1216 (mean age= 16, standard deviation = 1.5) filled 

responses out of 1286 data set. The teenagers were 

from educated families and about 50% belonged to 

business class family. The sample characteristics are 

presented in Table 1. 

Sample Characteristics Number Percentage

1. Gender

Boys 698 57.40

Girls 518 42.60

2. Age

13 years 241 19.82

14 years 271 22.29

15  years 246 20.23

16 years 195 16.04

17 years 201 16.53

18 years 62 5.10

4. Father's education

Undergraduate 76 6.25

Graduate 556 45.72

Post graduate 584 48.03

5. Mother's education

Undergraduate 108 8.88

Graduate 660 54.28

Post graduate 448 36.84

6. Father's occupation

Business 614 50.49

Service 442 36.35

Professional 160 13.16

Table 1: Summary Statistics on Sample
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Tools employed

Factors of consumer decision making style were 

extracted through exploratory factor analysis. The 

internal consistency of the factors was checked 

through Cronbach's alpha. In order to test the 

hypothesis confirmatory factor analysis was used. 

The construct validity of the measurement model 

was tested through convergent and discriminant 

validity.

RESULTS AND DISCUSSIONS
Exploratory Factor Analysis

Exploratory Factor analysis (EFA) is a statistical 

method that helps to find a small set of unobserved 

variables (also called latent variables, constructs or 

factors) which can account for the covariance among 

a larger set of observed variables (also called 

manifest variables). A factor is an unobservable 

variable that is assumed to influence observed 

variables. To determine the decision making styles 

of Indian teenagers Exploratory Factor analysis was 

conducted on the whole data set. 

EFA of CDMS was conducted with the purpose of 

grouping the 44 items into different factors. The test 

of factorability and sample adequacy, Kaiser-Meyer- 

Olkin (KMO) (0.704) and Bartlett's Test (4012.248, 

significant at p <0.000) proved that factor analysis 

could be conducted. Principal component factor 

analysis using varimax rotation was adopted. 

Factors were extracted based on the Eigen values 

greater than 1. Items which had factor loadings less 

than 0.4 and cross loadings were removed. Finally in 

the rotated component matrix, 15 items loaded onto 

6 factors and total variance extracted was 69.23%. 

The result of the EFA showed that there were six 

factors of CDMS as compared to the Sproles and 

Kendall's (1986) eight factor model. A more 

parsimonious scale was developed with better 

reliability coefficients as against the original CSI 

(Table 2).

Factor one: Recreational/Hedonistic (rec) had a 

high Cronbach's alpha (0.845) and explained 19.11 % 

of variance with an Eigen value of 2.867. The 

reliability of the original scale was much lower at 

(Cronbach's alpha= 0.76). As compared to Sproles 

and Kendall's CDMS three out of five items loaded 

on this factor with very high factor loadings (0.8 and 

above). This factor characterised that the Indian 

teenagers found “shopping to be a pleasant 

activity”; “did not waste their time” and “was one of 

the most enjoyable activities of their lives”.

Factor two: Confused by over choice (cboc), 

explained 13.73% variance with adequate 

Cronbach's alpha (0.68) and Eigen value (2.06). In 

contrast to Sproles and Kendall's scale, three out of 

four factors loaded on this factor. The factor loadings 

were higher (0.7 and above) than the original study. 

The reliability of this factor was higher than the one 

in Sproles and Kendall's study, which had a 

Cronbach's alpha of 0.55. The characteristics of 

Indian teenagers were that they “have many brands 

to choose from and they feel confused”; “all the 

information they get on different products confuses 

them”; “the more they learn about products, the 

harder it is to choose the best”.

Factor three: Brand consciousness (brnd) also had 

adequate reliability with Cronbach's alpha of 0.66, 

Eigen value of 1.91 and explained variance 12.72%. 

Three items out of seven items loaded on this factor 

with factor loadings higher than 0.7 (as compared to 

the original scale of factor loadings 0.4 and above). 

This factor was characterised by teenagers “making 

choice of expensive brands”; “prefer best selling 

brands” and feel that “well known brands are best 

for them”.

Factor  four:  Perfectionist  high quality  

consciousness (phq) was characterised by two items 

with high reliability (Cronbach's alpha =0.66), Eigen 

value above 1 and 8.72% of the variance explained. 

The original scale had 8 items with Cronbach's alpha 

of 0.74. This can be attributed to the large number of 

items in the factor. This factor explains that Indian 
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teenagers try to “purchase products which are best” 

and with “best overall quality”.

Factor five:  Price value consciousness (pvc) was 

measured by two items which determined that the 

teenage consumer “carefully watched how much 

they spend” and “considered price first”. These 

items were different from the original CSI and better 

indicator of the factor as the Cronbach's alpha was 

0.65 in contrast to 0.48 in the original CSI. This factor 

had an eigen value of 1.14 and variance explained 

was 7.61%.

Factor Six: Habitual Brand loyal Consumer (hbl) 

had a relatively low Cronbach's alpha of 0.58 but it 

was slightly higher than 0.53 of the original CSI. The 

Eigen value of 1.10 was above 1 and it explained 

7.36% of the variance. Two items were loaded on this 

factor which explained that the teenagers had 

“favourite brands they buy repeatedly” and “once 

they find a product they stick with it”.

The Indian teenagers were not found to be “Novelty 

fashion conscious consumer” and “Impulsive, 

careless consumer”. Thus suggesting that 'H1: The 

latent constructs of CDMS are different from the 

original eight factor Sproles and Kendall's (1986) 

CDMS' could be held true. The factors extracted 

were given the nomenclature according to their 

characteristics (Table 2). CFA was carried out to 

prove the hypothesis.

Scale reliability

The internal consistency reliabilities of the scale were 

assessed. The scale reliability is concerned with 

consistency, accuracy and predictability of the scale.  

Cronbach's Alpha for each of the construct should be 

at least 0.60 for primary data collection (Hair, Black, 

Babin and Anderson, 2010). 

The results indicated that the internal consistency for 

all the factors in CDMS were appropriate (0.6 and 

above), except 'Habitual brand loyal Consumer' 

factor was found to be marginally low in reliability 

(Cronbach's alpha= 0.58). The comparison of the 

Cronbach's alpha of the revised scale with the 

Sproles and Kendall's (1986) CSI is presented in 

Table 3.

However, there are certain limitations associated 

with using Cronbach's Alpha, the values get inflated 

as large numbers of items are included in the scale 

(Sekaran, 2000) and it does not determine the 

unidimensionality of the scale (Gerbing and 

Anderson, 1987). Thus confirmatory factor analysis 

was used to assess the unidimensionality of the 

scale.

Confirmatory Factor analysis

If investigators wish to explore patterns in the data 

or to test explicitly stated hypotheses, EFA proves to 

be helpless. On the other hand Confirmatory factor 

Revised CSI Sproles and Kendall's CSI

Factor Number of Cronbach's Number of Cronbach's 
Items alpha Items alpha

Factor 1: Recreational/Hedonistic 3 0.84 5 0.76

Factor 2: Confused by over choice 3 0.68 4 0.55

Factor 3: Brand Consciousness 3 0.66 7 0.75

Factor 4: Perfectionist high quality consciousness 2 0.66 8 0.74

Factor 5: Price value consciousness 2 0.65 3 0.48

Factor 6: Habitual Brand loyal Consumer 2 0.58 4 0.53

Table 3:  Comparison of Cronbach's alpha of revised Scale with CSI
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construct reliability. Discriminant validity refers to 

the extent to which a construct is truly distinct from 

other constructs. This was tested by comparing the 

variance extracted values for a construct with the 

squared inter construct correlation associated with 

that construct (Fornell and Larcker, 1981). Further if 

there are no cross loadings between the constructs 

discriminant validity is established, indicating that 

one individual measured item should represent only 

one latent construct (Hair, Black, Babin and 

Anderson, 2010). Face validity was not tested as this 

scale is an already well established in other 

countries.

Factor loadings

The standardised factor loadings for construct 

validity should be at least 0.5 (Hair, Black, Babin and 

Anderson, 2010). In the revised scale all the 

standardised factor loadings were found to be above 

0.5 except item 3.2 in perfectionist high quality 

conscious and item 6.2 in habitual brand loyal 

consumer were below the accepted level. However 

the factor loading estimates for 3.2 and 6.2 were 

significant at 0.01 level. These items were retained in 

the scale as they were considered to be important 

indicators. Moreover, further removal of items 

would lead to too few items (less than two per 

construct) and model identification problems may 

arise (Table 5).

Average Variance Extracted and Composite 

Reliability

The Average Variance Extracted (AVE) and 

Composite Reliability (CR) were calculated 

manually by formulas given by Fornell and Lackers 

(1981) using Microsoft excel. The average variance 

extracted should be 0.5 and above for adequate 

convergent validity. The composite reliability 

should exceed 0.7 for adequate construct/ 

composite reliability (Hair, Black, Babin and 

Anderson, 2010). The AVE and CR of all the factors 

were found to be within range (Table 5). This 

indicates good reliabilities among the items to 

measure the constructs or factors. 
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analysis (CFA) is theory or hypothesis driven. With 

CFA it is possible to place substantively meaningful 

constraints on the factor model. Researchers can 

specify the number of factors or set the effect of one 

latent variable on observed variables to particular 

values. CFA allows researchers to test hypotheses 

about a particular factor structure.

In CFA, the planning of the analysis is driven by the 

theoretical relationships among the observed and 

unobserved variables. When a CFA is conducted, the 

researcher uses a hypothesized model to estimate a 

population covariance matrix that is compared with 

the observed covariance matrix. Technically, the 

researcher wants to minimize the difference between 

the estimated and observed matrices.

Confirmatory factor analysis was conducted using 

Analysis of Moment Structure (AMOS) software for 

establishing the consumer decision making styles of 

Indian teenagers. The measurement model fit with 

the data was checked with model fit indexes.

Items with loadings of 0.5 and above (Hair, Black, 

Babin and Anderson, 2010) in the rotated component 

matrix were carried forward to the CFA stage. CFA 

was performed to determine the appropriateness of 

the six factor CDMS EFA result. The model was 

recursive. The notes for the model indicated that 

minimum was achieved (Chi Square =155.889, df 

=75, p =.000). If the appropriate distributional 

assumptions are met and if the specified model is 

correct, then the value is the approximate 

probability of getting a chi-square statistic as large as 

the chi-square statistic obtained from the current set 

of data. The factor loadings are listed as regression 

weights in the maximum likelihood estimates. 

Maximum likelihood estimates were calculated 

from the covariance matrix and model fit indexes 

were computed. 

The measurement model validity was assessed by 

overall Chi-square, P-value, absolute fit measures- 

Goodness-of-fit index (GFI), Root mean square error 

of approximation (RMSEA), Standardised root mean 

residual (SRMR) and Incremental fit indices- 

Comparative fit index (CFI). Since this model was 

not compared with another, the Parsimony Fit 

indices were not reported (Table 4).

The reliability of the experiment was confirmed by 

test-retest. The data set was split into two equal 

halves of 608 respondents each. The CFA model fit 

indexes of first half and second half were found to be 

very close (Table 4).

Construct Validity

Based on the final model the construct validity was 

tested in terms of convergent and discriminant 

validity (Hair, Black, Babin and Anderson, 2010). 

The construct validity is the extent to which the 

measured items reflect the latent constructs that 

those items are designed to measure. Convergent 

validity indicates that the items of a particular 

construct should converge or share a high 

proportion of variance in common. The convergent 

validity was tested by several methods, including 

factor loadings; average variance extracted and 
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Discriminant validity

The discriminant validity was determined as the 

variance extracted value of the constructs exceeded 

the squared inter-construct correlations associated 

with other constructs. The correlation estimates 

were squared and found to be less than the AVE 

value (Table 6). Moreover the measurement model 

did not contain any cross loading among the 

measured variables, thus proving Discriminant 

validity.

Factor and items Standardised 
Factor 
loading AVE CR

Factor 1: 
Recreational/Hedonistic (rec)  0.754 0.901

Item 5.1 0.771   

Item 5.2 0.852   

Item 5.3 0.862   

Factor 2: 
Confused by over choice  0.601 0.819

Item 7.1 0.613   

Item 7.2 0.704   

Item 7.3 0.613   

Factor 3: 
Brand Consciousness  0.570 0.799

Item 1.2 0.566   

Item 1.3 0.689   

Item 1.4 0.633   

Factor 4: Perfectionist high 
quality consciousness  0.698 0.822

Item 3.1 0.652   

Item 3.2 0.137   

Factor 5: 
Price value consciousness  0.714 0.833

Item 4.1 0.705   

Item 4.2 0.685   

Factor 6: Habitual Brand 
loyal Consumer  0.681 0.810

Item 6.1 0.818   

Item 6.2 0.497

Table 1: Summary Statistics on Sample
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No.of Respondent s CMIN/DF DF GFI CFI RMSEA SRMR

CDMS 1216 2.079 75 0.983 0.977 0.03 0.031

First Half CDMS 608 1.577 75 0.974 0.976 0.031 0.038

Second Half CDMS 608 2.022 75 0.968 0.958 0.041 0.039

Good Fit criterion: 0.97 CFI 1.00, 0 SRMR 0.05, 0.95 GFI 1.00, 0 RMSEA 0.05

Acceptable Fit: 0.95 CFI 0.97, 0.5 SRMR 0.1, 0.90 GFI 0.95, 0.5 RMSEA 0.08

Table 4: CFA Model Fit Parameters
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A Confirmatory Factor Analysis of  Teenage Consumer Styles Inventory: 
Evidence from India

Squared inter construct correlations

 Rec Cboc brnd phq Pvc Hbl

rec 1 0.0005 0.0237 0.078 0.0228 0.0114

cboc 1 0.024 0.0441 0.0547 0.0015

brnd 1 0.3588 0.0368 0.119

phq 1 0.0056 0.064

pvc 1 0.077

hbl 1

Table 6:  Discriminant validity of constructs
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The results indicate that the measurement model 
had adequate reliability and validity. This led to 
proving the hypothesis H1: 'The latent constructs of 
CDMS of Indian teenagers are different from the 
original eight factor Sproles and Kendall's (1986) 
CDMS' to be true. Further the revised and validated 
CSI has proved to be a better measuring tool for 
assessing the consumer decision making styles of 
Indian teenagers.

CONCLUSIONS AND DIRECTIONS FOR 
FUTURE RESEARCH
To conclude, this research identifies six constructs 

(Recreational/Hedonistic, Confused by over choice, 

Brand Consciousness,  Perfectionist high quality 

Consciousness, Price value consciousness,  and 

Habitual Brand loyal Consumer) of consumer 

decision making styles in the context of Indian 

teenagers which are different from the eight 

constructs of original Sproles and Kendall's (1986). 

Thus proving that generalisation of the consumer 

decision making styles across different cultures can 

be misguiding.  Marketers focusing on this segment 

would need to devise separate strategies for 

different segments and countries. Future research 

should be conducted in identifying CDMS of 

different product categories.

There is a need to replicate the study in other parts of 

the country in order to gain an insight into the 

behaviour of these young consumers. Additional 

qualitative research may prove to be useful in 

exploring other influencers which may not have 

been anticipated. In this paper EFA, CFA and SEM 

have been used for analysing the data. Although 

these methods provide reliable results, other 

methods could have been explored. The use of 

AMOS puts a constraint that only reflective 

constructs can be measured. India is a vast country 

and to make generalisation on the basis of urban 

population alone may not be appropriate. A 

comparative study of urban and rural teenagers 

would provide useful insights.
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lakhs. There are several institutions which cater 

microfinance services in Gujarat, but SEWA bank is 

the oldest and most prominent service provider. The 

case details the foundation and objectives of SEWA 

bank. This is followed by the working and processes 

as well as products and services covered under the 

ambit of microfinance. The next part of the case 

highlights the opinions and expressions of the 

women who are clients of SEWA bank, which help 

gain an insight into the benefits gained from 

microfinance. This is followed by a brief analysis 

about findings and concluding remarks.

THEORETICAL FRAMEWORK
Introduction to Microfinance

As per RBI (2011), “Microfinance is an economic 

development tool whose objective is to assist the 

poor to work their way out of poverty. It covers a 

range of services which include, in addition to the 

provision of credit, many other services such as 

savings, insurance, money transfers, counseling, 

etc.” It has been observed that microfinance is an 

extremely useful tool for eradication of poverty. 

Moreover ,  as  microf inance services  are  

predominantly catered to women, it is also being 

looked at as a potential tool in uplifting the women. 

Thus, microfinance can serve the twin objectives of 

financial inclusion and women empowerment 

which are the need of the day, especially in the 

Indian context. Microfinance as a concept was 

designed by Prof. Mohd. Yunus in 1974 in 

Bangladesh and it was formalized by the launch of 

Grameen Bank in 1976. The success of microfinance 

soon spread across various countries, including 

India. NABARD took up the challenge and initiated 

the SHG-BLP with a target of connecting 500 SHGs 

nationwide to nationalized commercial banks. The 

program has come along way covering 1.6 million 

groups as on March, 2005.  About 85 per cent of the 

SHGs linked to banks under the SHG-bank linkage 

scheme comprise women's groups (Status of 

Microfinance in India, 2012-13). The numbers 

portray the growth story of microfinance in India. 

Microfinance is delivered through varied set-ups 

which are formal, semi-formal and informal in 

nature. Similarly the sector also has myriad models 

of credit-delivery other than individual lending; the 

most popular ones being the Self-Help Group, Joint 

Liability Group and NGO Linkage Model. 

Microfinance has experienced a tremendous spurt in 

growth. The Mix Market 2015 figures show that the 

South Asian market for microfinance consists of 55.1 

million borrowers with an outstanding loan 

portfolio of 9.9 billion USD. 91% of these loans are 

used to fund micro-enterprises. The most recent 

figures (September 30, 2015) as updated by Mix 

Market (Accessed on December 1, 2015) in the 

context of India boast of micro-finance operations 

spread over 44.9 million borrowers with a gross loan 

portfolio of USD 8.9 billion and 2.7 million 

depositors with total deposits amounting to USD 

89.5 million.

Women Empowerment Paradigms

Women empowerment has come to be an important 

agenda across the globe, and India is not an 

exception. The Government of India has announced 

several plans and policies for the upliftment of 

women. Currently, providing microfinance services 

by creating women self-help groups is also looked 

upon as a strategy for improving their status. Several 

models have been advocated for measuring women 

empowerment as it is highly subjective in nature. 

Batliwala (2007) has suggested that empowerment is 

a process, and the results of a process, of 

transforming the relations of power between 

individuals and social groups. So, empowerment 

can be measured looking at the patterns of access to 

and control over resources. Expanding on the same 

concept Murthy et al (2002) suggest a framework of 

'power to', 'power with' and 'power within' 

dimensions of empowerment. These dimensions 

enlarge themselves as power to control one's own 

life, collaborative power to negotiate and strategic 

gender awareness among women. Grown, Gupta 

and Khan (2003) have cited a more comprehensive 

working model of empowerment given by Malhotra, 

Microfinancing with SEWA Bank: 
Bringing Women to the Mainstream Economy

42

INTRODUCTION
Microfinance is the provision of financial services 

like deposits, loans, etc., and is differentiated from 

the traditional financial services on two grounds; 

one being that the amounts are relatively smaller and 

two being that the target audience is poor and the 

financially excluded lot. The journey of microfinance 

has been interesting, as although it was acclaimed as 

a powerful tool to combat poverty, it has faced many 

controversies in the recent years. Microfinance 

started out to alleviate poverty and since, it was 

mainly provided to women, to a certain extent it 

contributed towards women empowerment. 

However, gradually the sector experienced a 

mission drift and it began to serve commercial 

purposes. Controversies brewed around this 

dilution of objective and resulted in a crisis in the 

Indian context. However, with the Microfinance Bill 

in place, things are being streamlined.

The current case study was carried out to study the 

impact of microfinance on empowerment levels of 

women in India, especially the rural areas of Gujarat 

state. Although Gujarat is not recognized as a high 

priority state by NABARD for its Self Help Group-

Bank Linkage Program (SHG-BLP), micro-finance is 

spread over seventeen districts in Gujarat (Sa-Dhan 

Report, 2013). In addition to the outstanding loan 

portfolio under the SHG-BLP (Rs. 22,038.63 crores), 

Microfinance institutions (MFIs) have generated a 

loan portfolio of Rs. 55,731.89 lakhs. Hence, it can be 

said that the total outstanding credit portfolio for 

Gujarat under micro-finance comes to Rs. 77,770.52 

Microfinance includes providing small loans and savings 
facilities to the poor lot and was originally developed for 
the purpose of poverty alleviation. Gradually, 
microfinance also started showing effects on 
empowerment of women. However, as some commercial 
tendencies started creeping in the sector, microfinance 
became the talk of the town for diluting its social 
objectives. The tool which was celebrated for combating 
problems of poverty, financial inclusion, and women 
emancipation came under doubts. This paper mainly aims 
to study the impact of microfinance especially on women 
empowerment.

SEWA bank is taken as the unit of analysis, and 
interviews as well as questionnaires were used for data 
collection. The case talks about the genesis of SEWA bank, 
followed by the working, products and services. Interview 
excerpts are inserted along with key quantitative findings. 
It can be concluded that participation in microfinance 
program of SEWA bank has helped these women gain 
more control over the usage of their income and savings. 
Infact, a habit of savings has been developed and their 
orientation has changed from simply meeting present 
needs to thinking about future consumption. Phenomenal 
change is experienced in the levels of self-confidence and 
esteem and the group unity has been instrumental in 
solving various problems of the society. Further, it is 
observed that longer tenure of membership, leadership 
positions in SHGs and training programs have positive 
effects on empowerment levels of women.

KeyWords: Bank, Impact, Microfinance, Women 
empowerment.
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Schuler and Boender (2002). This model exhibits 

various dimensions of empowerment in the form of 

Economic, Socio-Cultural, Familial/Interpersonal, 

Legal and Psychological decision-making at 

household, community and broader levels. The 

current research draws insights from this model and 

relates it to the context.

IMPACT OF MICROFINANCE - 

A REVIEW OF LITERATURE
Microfinance for women has recently been seen as a 

key strategy in meeting not only Millennium Goal 3 

on gender equality, but also Poverty Reduction, 

Health, HIV/AIDS and other goals. According to the 

State of the Microcredit Summit Campaign 2014 

Report, at the end of 2012, 96.3 million of the world's 

poorest women now have access to financial services 

through specialized MFIs, banks, NGOs, and other 

Non-banking financial companies (NBFCs). Over 

the years, research has proved that microfinance has 

positively influenced the income levels of its 

incumbents. Mohanty (2011) has pointed out that 

microfinance operations have led to a better quality 

of life for the rural poor and laid emphasis on their 

habit of savings, which has helped reduce the 

intensity of poverty. The studies commissioned by 

NABARD in 2000 and 2002 also suggest a rise in 

annual income and asset ownership among micro-

finance funded households.

Another area, where microfinance has contributed is 

empowerment of women. The major reason behind 

this is that microfinance is predominantly offered to 

women, as they have a good track record of 

repayments, most of their income is spent on family 

and especially, children's needs and the number of 

women dominated households are on the rise. A 

study of literature suggests that there are 

dichotomous views on the effects of microfinance 

with regards to women empowerment. Chowdhury 

et al. (1991) have found that women (and men) 

participating in BRAC sponsored activities had 

more income (both in terms of amount and source), 

owned more assets and were more often gainfully 

employed than non-participants. These positive 

findings were supported by studies in other 

countries like Pakistan, Nepal and Indonesia. In the 

Indian context, Chen, Alter and Snodgrass (1999) 

studied the clients of SEWA Bank in India and 

suggested that clients who had participated in credit 

programs had a higher income, spent more on food 

and were able to find gainful employment quickly. 

Galab and Rao (2003) studied the impact of 

microfinance programs and SHGs on poverty 

alleviation and women empowerment and found 

that woman's access to and control over their 

savings, credit and income had improved. At the 

same time, Rajendran and Raya (2010) found no 

positive impact of credit programs in sustainable 

rural development referring especially to reduction 

of poverty, creation of employment opportunities 

and creation of assets in rural areas. As far as various 

socio-cultural factors are concerned, Murthy et al 

(2002) found that a higher percentage of members of 

SAPAP self-help groups in Andhra Pradesh 

reported the freedom to visit and invite their parents 

and siblings (Kabeer, 2005). They also noted 

improvements in regularity of meals, levels of child 

nutrition and lower levels of infant mortality in the 

past five years. Asim (2008) conducted a study in the 

urban slum of Lahore district in Pakistan and found 

that the control and treated samples enjoyed the 

same level of participation in decisions relating to 

children, health, social mobility and paid work. 

Similar findings in the Indian context are prevalent. 

In the context of decision-making in household 

matters, Desai (2005) conducted a study in the poor 

communities of Mumbai and found that although 

the women had to take on extra workload to earn 

more income, they felt proud as their role in 

household decision-making had improved and they 

experienced greater freedom in mobility and 

pursuance of their leisure activities. Galab and Rao 

(2003) also found that the control of women in case of 

reproductive choice had improved and they enjoyed 
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greater participation in matters of family planning 

and contraceptive methods. However, certain 

studies have revealed that the conditions of women 

subject to domestic violence have not seen a major 

improvement (Goetz and Sen Gupta, 1996; Rahman, 

1999). Literature has positively supported the 

contribution of microfinance in increasing the 

confidence and self-esteem levels of women 

(Mayoux, 2006; Hunt and Kasynathan, 2001). 

Several studies have shown that microfinance 

also has an impact on political activism of women. 

A study by Leach and Sitaram (2002) narrated 

an instance wherein women who had participated 

in the microcredit project protested against 

injustice in a united manner. Similarly, a study by 

WWF (2000) in India also disclosed that over 89% of 

its members had taken up civic action for 

pressing problems in their neighborhoods, 

showing that microfinance and political  

empowerment could be complementary processes. 

Hence, there are studies to show that microfinance 

has touched upon all the aspects of women 

empowerment. The issue is that there is no 

unanimous finding, as various studies have also 

contradicted the positive influence of microfinance 

on women empowerment.

METHODOLOGY
The main objective of our study was to find out the 

impact of microfinance on empowerment of women 

residing in rural areas.

Research Questions:

1. Which services of the microfinance program 

were more popular among women?

2. Which aspects can be considered for identifying 

empowerment in women?

3. Does a microfinance program affect the above 

aspects which reveal empowerment levels in 

women?

4. Which features of microfinance program have a 

bearing on women empowerment?

To study the above objective, secondary research 

was carried out in the first phase, wherein the 

concept of microfinance was studied in details. 

Moreover,  various paradigms of women 

empowerment were also studied so as to identify the 

key variables which could serve as proxy for 

empowerment. 

In the next phase, an attempt was made to study 

the practices in microfinance. For this, Shri Mahila 

Sewa Sahakari Bank Ltd., a co-operative bank 

engaged in microfinance operations was taken 

as the unit of analysis. Secondary research 

included studying the annual reports, various 

project reports of the bank and the website. Being 

equipped with this information, primary 

interviews were conducted with the officials 

of the bank who included the project co-ordinator, 

branch manager and field personnel (facilitators). 

The next step consisted of indepth interviews, 

conducted for 30 clients of SEWA Bank, especially 

women residing in rural areas. Structured 

questionnaires were also administered for 

quantifying certain variables and the sample 

size for the same was 193. The period of data 

collection ranged from January – December 2013. 

The data of the questionnaire being nominal in 

nature, was analysed through basic frequency 

distributions and Cross-Tabs. This was mainly done 

to support the qualitative findings got through the 

indepth interviews. The case is a mélange of 

perspectives from the ends of service-providers as 

well as service-takers. SEWA Bank was mainly 

chosen as it is a familiar name in women's banking 

and enjoys huge customer base in rural as well as 

urban areas of Gujarat. Moreover, it has catered 

microfinance services even before the official launch 

of the concept. 

The case envelopes the beginning of SEWA Bank, 

working and processes and various products and 

services. The interviews of the women members of 

SEWA Bank are analyzed to reach certain 

conclusions about the effect of joining SEWA on their 

empowerment levels.
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The Genesis

The Self Employed Women's Association (SEWA) 

was started as a trade union in 1972 by a group of 12 

self- employed women workers. Ms. Elaben Bhatt is 

the founder of SEWA at Ahmedabad, which is now 

spread over other parts of India and the movement 

has also established similar organizations in other 

countries like Iran, South Africa, Pakistan and 

Bangladesh. The organization was formed with the 

main objective of “strengthening its members' 

bargaining power to improve income, employment 

and access to social security.” With the Gandhian 

philosophy at the base, SEWA has become a 

confluence of labour, co-operative and women's 

movements. SEWA has an all India membership of 

more than 13,00,000 women using the dual strategy 

of struggle and development. In this process, 

women have become more confident and 

autonomous.

Self employed workers are those who earn a living 

through their own small business or through selling 

their own labour. Although poor, illiterate and 

vulnerable, this segment is economically active and 

contributes a lot in terms of unorganized sector. 

Statistics suggest that 92% of all workers in India and 

96% of all women workers are in the unorganized 

sector. The four main categories of self-employed 

workers are hawkers and vendors, home-based 

workers, manual labourers and producers. 

However, in spite of their hard work and 

contribution to the country's gross domestic 

product, they do not have access to financial 

services, which would help them to upgrade their 

own work and productivity. Lack of working capital 

and non-ownership of assets are the major issues 

faced by self-employed women. As a result, a big 

portion of their meager income goes towards interest 

on working capital and rent on trade equipment. 

Terms of borrowing from money-lenders are very 

exploitative and the formal banking sector is not 

usually responsive to the special needs of informal 

sector women workers, in terms of providing 

appropriate banking services. 

Thus, in order to address this problem and free them 

from the vicious cycle of eternal debt, SEWA first 

arranged for loans from nationalized banks, but in 

due course bank staff lost their patience as the 

women were illiterate and ignorant. So the members 

of SEWA came forward with their own solution, in a 

meeting in December 1973: "a bank of their own", 

where they would be accepted in their own right and 

would not be made to feel inferior. "We may be 

poor", they said "but we are so many", and indeed 

4,000 women contributed share capital of Rs.10/- 

each to establish the Mahila Sewa Co-operative 

Bank. In May 1974, the SEWA Bank was registered as 

a co-operative bank under the dual control of the 

Reserve Bank of India and the State Government. 

SEWA has time and again proved that such self-

employed people are bankable, and given the 

resources, they can also climb the ladder towards 

mainstream economy. Today 3,70,000 poor women 

are depositors. The Bank's total working capital 

approximates Rs. 161 crores. Since 1996 SEWA Bank 

has attained equal status with nationalized banks.

Ms. Elaben Bhatt stated that development through 

micro banking can be slow, but it is a sure way to 

develop the poor, and hence, while planning to set 

up women's bank, she had a definite concept in her 

mind to serve the poor women. The major objectives 

included inculcating a habit of thrift in women, 

providing credit as well as other technical and 

management assistance to facilitate her economic 

activities, providing risk protection tools and other 

assistance to help the woman escape the debt trap.

Working and processes

“What makes SEWA Bank different from any other 

microfinance institution in the country is that, while 

the latter is driven primarily by the profit motive of 

the investors, who may include PE funds, the former 

is a bank of the women, for the women and by the 

women,” said Mathew Titus, executive director of 

the Delhi-based SADHAN, the association of 

networks of microfinance institutions. The unique 

approach of SEWA Bank in working with poor 

women is briefly described as follows:

Microfinancing with SEWA Bank: 
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• Encouraging savings, so that in times of crisis 

women have an amount to fall back on, and it 

also ensures timely repayment of loans.

• Integrated approach, viz. in addition to 

providing finance, SEWA also provides 

assistance in terms of access to markets, 

information, technical know-how, and social 

support services, to help all-round development 

of women.

• Appropriate mechanisms are used in 

accordance to the culture and needs of these 

women who are illiterate and poor, like 

collecting savings from women's work-places or 

homes, providing savings boxes, special loan 

procedures, etc.

• Asset creation with the ownership of women has 

been the priority of SEWA bank. This includes 

transfers of agricultural land and houses in the 

woman's name, and acquiring implements, 

tools, shops, handicrafts, livestock in their own 

name. In addition, SEWA bank promotes 

women's own capital, bank accounts, shares and 

savings certificates.

Broadly, the services of SEWA bank are classified 

into urban and rural. As far as urban areas are 

concerned, the Bank runs four sub-centers in area of 

Ahmedabad where large numbers of bank members 

work or reside. About eighty banksathis (field 

personnel) are engaged in keeping the contact 

between the bank and the women alive and healthy. 

Banksathis come from the same neighbourhood as 

the customers and work in conjunction with the 

bank. Banksathis have fixed deposits of Rs. 15,000 in 

SEWA Bank – the amount that is taken as a “security 

deposit,” a safeguard against any misappropriation.  

She may borrow from the bank and deposit the 

amount in her fixed – deposit account. A capable 

banksathi can serve around 400 borrowers of the 

bank. A bank staff in-charge (handholder) monitors 

the banksathi. “What differentiates SEWA Bank 

from any other commercial and cooperative bank in 

the country is the commitment and enthusiasm of 

the bank's staff,” said T.C.A. Ranganathan, chief 

general manager, State Bank of India. Mr. 

Ranganathan emphasized that the real strength of 

SEWA Bank lied in its field staff and added that 

coming from the grassroots level, the staff 

understood the needs of the poor better than the staff 

of other commercial banks. He also pointed out that 

though it had limited funds, SEWA Bank was able to 

cater to the needs of the poor in a limited 

geographical area and so its impact was felt directly. 

This is evident from the words of Madhuben 

Solanki, a banksathi working in the neighbourhood 

areas of Kalupur and Dariyapur in Ahmedabad. A 

tutor by profession, and an existing client of SEWA 

bank, she was approached in 2000 with the offer of 

becoming a banksathi. Inspite of facing strong 

opposition from her in-laws, she decided to accept 

the offer. Today, her family takes pride in her 

extended network, as she is recognised as the 

banksathi of SEWA even in unknown locations. She 

believes that the name of SEWA helps in motivating 

prospective clients as the trust factor is very 

prominent. Also, in case of any issues or mistakes, 

the employees of bank readily help her solve them. 

The most important aspect is that her clients share 

her background; hence, she can empathize with 

them and provide practical solutions on the lines of 

SEWA initiatives. SEWA has helped her evolve as a 

human-being, not only from the financial 

perspective but also from the view point of 

ameliorated status in family and society.

Realizing the grave need of banking for the rural 

sector, SEWA Bank began providing banking 

services at the doorsteps of poor women. This 

concept was revolutionary in Indian banking 

history. In the year 1993, SEWA Bank began its 

banking activities in the rural districts of Gujarat 

after getting the required permission from the 

Reserve Bank of India. The bank is instrumental in 

the formation of self-help groups, who collect 

savings from the members and deposit it with the 

bank; the formation of these groups saw the 

culmination of SEWA's efforts to organize women 
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agricultural laborers in rural areas, which began in 

1977. SEWA bank has a distinct method of 

promoting self – help and credit groups, as follows:

• The district association organizers and SEWA 

bank's promoters / trainers would visit the 

village and motivate rural women to form 

saving and credit groups.

• When women decide to form savings and credit 

groups they elect their own leaders and give 

names to the group. 

• The groups make their own rules and the 

regulations about membership savings, loans, 

management and linkages. 

• Women save regularly. 

• SEWA bank provides training to the members of 

the groups, leaders of the groups and organizers 

of the program as regards to operation, account 

keeping, financial management, interest 

calculation and administration of the groups. 

• After a year if the group is regular in savings and 

attending training programs, the group is 

eligible for borrowing from SEWA Bank. Loan is 

sanctioned in the name of group which is in 

proportion of its total savings. It is for the group 

to decide the disbursement to the individual and 

the amount, interest and repayment schedule.

• Second loan is given to the group only if the first 

loan is repaid by all the members.

What started as a mere project in a district outside 

Ahmedabad city, where Sewa Bank has its origins, is 

today, a movement, which is fast growing and 

gathering momentum encompassing in its fold more 

and more members. Today, Sewa Bank covers 7 

districts of Gujarat and has played a significant role 

in not only cultivating the habit of saving amongst its 

members, but in bringing out leadership qualities in 

them as well.

PRODUCTS AND SERVICES
SEWA is engaged in providing a hoard of financial 

services, viz. savings, credit, insurance, housing, 

social security, financial literacy, pensions and 

counseling. In Elaben's words, “If the purpose is 

poverty reduction, the whole package of financial 

services is needed.”

Financial Services

• Savings

Elaben Bhatt believes that borrowers are also 

savers which should not be forgotten. Borrowers 

become greater savers as their small businesses 

get established. SEWA Bank has laid much 

emphasis on savings, mainly, because the clients 

are self-employed women with low income 

levels who have showed an ability to save 

regularly, given that they are facilitated for the 

same. Moreover, the Bank also requires funds in 

order to pass them over as loans. Such funds 

from external sources are difficult to procure and 

expensive at the same time. Hence, relying on 

internal funds in the form of deposits is the most 

feasible option available. A variety of savings 

schemes have been developed keeping in  mind 

the financial position and needs of these women.

Statistics suggest that this decade (2002 to 2011) 

has seen an increase of 83% in deposit accounts 

and corresponding increase in the amount of 

deposits is 78%. Table 1 shows the year-on-year 

figures of savings accounts and corresponding 

deposits.
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Year 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12

No. of accounts 2,02,706 2,56,617 2,76,684 2,91,535 3,04,933 3,07,558 3,18,594 3,28,363 3,61,639 3,71,108

Amt. of deposits (Rs. ‘000) 6,23,928 6,19,699 6,24,766 6,65,794 6,58,578 7,39,970 9,61,469 10,50,494 11,94,768 11,12,643

(Source: Annual Reports of SEWA BANK)

Table 1 : SEWA Bank – YOY Deposits

Microfinancing with SEWA Bank: 
Bringing Women to the Mainstream Economy

• Loans

In the opinion of Elaben Bhatt, bank should look 

at all aspects of their borrowers and so should be 

prepared to advance diverse kinds of loans for a 

variety of requirements. SEWA Bank has been 

providing a wide range of loan products to meet 

the productive credit needs of its clients. SEWA 

Bank requires that a woman save regularly for 

atleast one year, before she is eligible to apply for 

a loan. In the absence of traditional collateral, a 

regular savings habit is deemed a necessary 

form of security, in SEWA Bank's experience of 

banking with the poor for over 35 years. There 

are various loan products with maturity ranging 

from 1 year to 15 years and loan amounts 

ranging from Rs. 1000 to Rs. 15000. 

Each loan is sanctioned following a pre 

verification process in the form of a home visit by 

a bank staff in-charge (hand holder). The 

amount sanctioned depends mainly on the field 

worker's recommendation, as she is deemed to 

know the client best. A customized client credit 

risk rating instrument is used to determine the 

amount of loan to be sanctioned. This 

instrument has been developed by SEWA bank 

with inputs from professional consultants, 

tailored to reflect the conditions and situations of 

SEWA bank customers. 

Statistics indicate that the number of loans and 

advances accounts has increased by two folds 

and the total loans have increased by 321% 

approximately over a decade (Refer Table 2).

Figure 6.1 depicts the trend of deposits and loans 

of SEWA bank for the last decade. The trend line 

for savings indicates that they are growing each 

year barring the year 2011-12, where it has 

shown a decline. The highest growth was 

registered in 2008-09 where savings had 

increased by almost 30% over the previous year. 

The trend line of loans shows that they have been 

constantly on the rise. Again, on lines of deposits 

highest growth in loans was registered in 2008-
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Year 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11

No. of accounts 50,849 53,472 64,326 76,857 91,096 1,03,679 1,15,944 1,26,510 1,48,146

Amt. of loans (Rs. ‘000) 1,33,585 1,66,944 1,84,172 2,43,747 3,02,974 3,24,549 4,39,967 4,66,491 5,16,906

(Source: Annual Reports of SEWA bank)

Table 2 : SEWA Bank – YOY Loans
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09 at 35.5% over the previous year. The loan to 

deposit ratio has hovered around 45% for the last 

five to six years. It is worth mentioning that these 

figures are inclusive of urban and rural areas; 

including individual lending and using SHG as a 

lending model.

• Pension Scheme & National Pension System 

(Swavlamban Scheme)

SEWA bank is breaking new grounds with 

India's first Micro-Pension Scheme. In April 

2006, SEWA members were granted permission 

to join a SEBI approved pension plan that offers 

no assured returns but allows up to 40% 

collection to be invested in the Indian stock 

market. In a unique arrangement with Unit Trust 

of India Asset Management Company (UTI – 

AMC), SEWA Bank will collect individual 

contribution similar to a systematic investment 

plan (SIP) of a mutual fund. It will send the 

monthly contribution, which can also be as low 

as Rs.50, to UTI. The asset management 

company will open individual retirement 

accounts, from where the cash will be invested in 

debt and equity. Monthly statement will be sent 

to SEWA subscribers, who will not be required 

to pay any initiation fees for participation in this 

mutual fund. This is the first such Pension 

scheme for self employed in India. 

National Pension System (NPS) is an initiative of 

Pension Fund Regulatory and Development 

Authority (PFRDA), the apex body established 

by Govt. of India to regulate and develop the 

pension sector. NPS is readily provided by 

SEWA bank to its clients. This scheme aptly 

titled the 'Swavlamban Scheme' is targeted 

towards people working in the unorganized 

sector, with an aim to bring about financial 

independence and security in their old age. Any 

Indian citizen falling in the range of eighteen to 

sixty years can participate by depositing Rs. 1000 

to Rs. 12,000 per annum in return of a grant of Rs. 

1000 from the GOI.

• Insurance

SEWA bank started an integrated insurance 

program for its members in 1992, with the 

objective of providing support in times of crisis. 

It is a collaborative effort of SEWA, SEWA Bank 

and the nationalised insurance companies. 

Elaben Bhatt believes that big disasters like 

famine, flood, riots or even small disasters like 

accidents, deaths, critical illness can completely 

upset the life of the poor making it impossible for 

them to be sustainable. In such circumstances, 

the bank should not leave them to their fate but 

give them the support to get over the setback. 

Therefore, the financial services of banks should 

include not only savings and credit but also 

micro insurance. Currently, SEWA has its own 

insurance unit called Vimo SEWA which insures 

women for life, health, assets, widowhood and 

accidents in Gujarat. Anil Gupta, an IIM-A 

professor and executive vice-chairman at 

National Innovation Foundation (NIF) praised 

its innovative zest and said, "They are the 

pioneers of insurance in the unorganised social 

sector, also for the urban cooperative banking in 

rural areas. They have emerged as a strong 

brand in themselves".

• ATM

Providing ATM services is routine today, but 

what makes Sewa Bank different is that its 

clientele are poor self-employed women, not 

necessarily literate. What scores is their 

willingness to learn, grow and reach out.

Other Services

• Financial literacy

Self-employed women are engaged in a number 

of economic activities, however, they lack the 

basic skills of managing finance by controlling 

costs, thereby yielding more profits. Hence, 

special training on financial literacy is 

undertaken by SEWA bank where women learn 

to develop and expand their businesses, careful 
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usage of resources, keeping accounts, 

developing assets, etc. More than 400 women 

have participated in these training programs.

• Sanjivani scheme

The closure of textile mills has affected a 

significant lot of people in Ahmedabad. As per 

an estimate, more than one lakh erstwhile mill 

workers have been affected, not to mention the 

ancillary industries with workers dependent on 

the textile industry. In 1997, SEWA Bank started 

a scheme by which the women family members 

of mill workers began revitalizing and 

strengthening their families by taking loans for 

new ventures. SEWA Bank also offered trainings 

for increasing their capacities and insurance to 

protect them against risk. A list of affected mill 

workers and their families was prepared, and 

the Bank resolved to help one member from each 

family obtain a loan for self-employment.

• External Linkages

The Bank is also providing technical and other 

services – linkages, assistance to access raw 

materials, and market information to loanees. 

Further, social security services are being 

provided to loanees and their families. Hence, 

SEWA bank also goes out of the way to help its 

clients develop their businesses and enhance 

their incomes.

• Innovation Cell

SEWA bank actively runs an innovation cell 

with an aim to design products and services that 

help the economic activities of its members (self-

employed women). They have developed 

special stands for incense-stick makers and 

handicraft workers, so that they do not suffer 

from back pain while working continuously. The 

cell is in the process of making light-weight and 

well-ventilated vegetable carts, which would 

help vegetable vendors and prevent losses 

occurring from damaged vegetables. Also, 

SEWA promotes conservation of energy under 

'Urja program'. The members are convinced into 

replacing kerosene or wood burners by bio-fuel 

burners, replacing bulbs by CFC, etc. so that 

energy is saved which results in cost reduction as 

well.

Key Financials

As evident, SEWA bank relies on internal deposits 

and share capital for carrying out its operations. The 

figures indicate a holistic growth in the number of 

members, deposits, amount of loans and advances 

and resultant profits. In fact, the numbers are 

constantly on the rise from 2002-03. However, the 

NPA although on a decline since 2008-09, needs to be 

controlled for.
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Particulars 2008-09 2009–10 2010-11 2011-12 2012-13 Growth %

No. of members 3,18,594 3,28,636 3,61,639 3,71,108 4,48,434 20.84%

Share capital (Rs.) 400 453 530 605 755 24.79%

Working Capital (Rs.) 12,919 14,568 16,494 16,184 17,671 9.19%

Profit (Rs.) 52 79 83 94 161 71.28%

Total Deposits (Rs.) 9,615 10,505 11,948 11,126 11,411 2.56%

Loans & advances (Rs.) 4,400 4,665 5,169 5,622 7,042 25.26%

Net NPA (%) 4.12 4.98 3.03 1.63 2.40 47.24%

(Source: www.sewabank.com)

Table 3 : Key Financials of SEWA Bank
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Key quantitative findings of the study

Demograhics (Refer Exhibit 1)

• 77% women were engaged in income-

generating activities, of which 54% were 

engaged in animal husbandry or handicraft

• 35% women belonged to the Patel community 

which is dominant in villages of Gujarat; women 

of  minority communit ies  also found 

representation in the sample

• 46% women had undertaken formal education 

till grade X, followed by 27% women who had 

received no formal education

• 68% women lived in families of average five 

members and almost 52% women had two 

earning members in their families, mostly 

spouse and self

• Around 58% women earned less than Rs. 1500 

per month, and could be categorised as poor

Features of MFI Membership (Refer Exhibit 2)

• 55% women had taken the decision of joining 

SEWA Bank on their own

• 66% women were relatively mature in the 

organisation as they had been associated with 

the SEWA Bank for a period of three to five years 

now

• 60% women attended monthly SHG meetings on 

a regular basis

• Of the respondents, 13% women had 

undertaken leadership responsibilities of the 

SHG

• Savings was compulsory for all members, 

while 65% women had taken loans, 43% women 

had opted for pension plans and the same 

number of women had also undergone 

various training programs organised by SEWA 

Bank

• Loans were mainly taken for business 

development or extension followed by loans 

taken for home improvement or construction 

and consumption purposes like marriage of kin

Empowerment Characteristics (Refer Exhibit 3)

• 92% women were empowered on psychological 

terms, i.e. they felt confident and respected due 

to which their self-esteem had increased 

considerably

• 86% women were empowered on legal and 

political terms, followed by 84% women who 

actively participated in household decisions

• Although only 57% women were empowered on 

economic terms, SEWA Bank had played a 

crucial role in bringing about this change

• About 90% women believed that they felt 

empowered on an overall basis

The findings in Exhibit 4 showed that of the SHG 

members who were more than three years old, 92% 

agreed to being empowered. This indicated that 

there was a positive relationship between tenure of 

membership with SEWA Bank and feeling of 

empowerment. The more mature members felt more 

empowered.

The findings in Exhibit 5 displayed that 92% of the 

women who had held leadership positions in SHGs, 

strongly agreed to feeling empowered, while only 

52% of the rest strongly agreed to the same. This 

clearly indicated that leadership position gave the 

women a sense of self-worth and better decision-

making power.

Training programs had an immense impact on the 

empowerment levels of women as shown in Exhibit 

6. 88% of the women who had availed training 

strongly agreed to feeling empowered versus 35% of 

the women who had not undergone any training 

programs.

STAKEHOLDER'S SAY
Manjula Jadav

SEWA bank has helped uplift many women, and the 

number of such beneficiaries is large. Take for 

instance, Manjulaben Jadav, a lower middle-class 
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home-maker engaged in small tailoring jobs for her 

neighborhood. She was approached by a banksathi 

in 2001, and since then she has held an account in 

SEWA. After saving for an initial period, she applied 

for a loan which was granted conveniently. This was 

the first of the three tranches of loans worth Rs. 

50,000 taken by her, which helped her construct her 

own home. She gave the credit of augmentation in 

the asset-base to SEWA. Also, she added that SEWA 

has helped her change the philosophy of 'living for 

today' to 'thinking and saving for tomorrow'. She 

agreed that after being a part of SEWA bank, she felt 

financially independent because of the personal 

savings, and her status in the family and society has 

increased. She dreams of providing better education 

to her children, so that they can join the mainstream 

economy. Thus, she attributes the change in her 

economic status and mode of thinking to SEWA and 

its advisors.

Labhu Bharwad

Labhuben, a woman in her late thirties exumed 

confidence and displayed sheer enthusiasm for her 

work. Labhuben was born in a small village of 

Vanthad near Viramgam and she spent her 

childhood observing her father, a small time 

landlord managing his labourers and daily 

operations. Gradually, she dropped out of school 

after grade IV and started managing the work-force, 

accounting and marketing operations of the 

business. In a way, management came to her 

naturally. At a tender age of nineteen, she was 

married and brought to Nandej village and she gave 

birth to three kids after that. Currently, they are five 

members in their family, the couple, a daughter and 

two sons.

In 2007, she was introduced to the concept of self-

help groups (SHGs) formed under the banner of 

SEWA bank by the handholder of the bank Belaben. 

Having taken the advantage of savings scheme in the 

bank, she decided to take a loan for economic 

purpose. Consequently, she took her first loan of Rs. 

50,000 to buy a piece of land for agriculture purpose. 

Along with this, she also bought two buffalos and 

started animal husbandry. Being the energetic and 

enthusiastic lady she is, she also started cleaning 

vessels and washing clothes for the wealthier people 

in her village. All these activities put together, 

generated an income which not only supported their 

livelihood, but also paid for the installments of the 

loan and yet generated a surplus savings. Having 

met with success in this attempt, she was granted 

two other tranches of loans of Rs. 2,50,000 and Rs. 

2,00,000 each. She also understood the importance of 

insurance and availed insurance as well as pension 

schemes from SEWA Bank. During this period, she 

was made the leader of her SHG (Nandej – 3), and 

given a training on account keeping and financial 

awareness. Since, she had former experience in 

managing the operations of her father's business, she 

came across confidently when it came to manage the 

SHG. Meanwhile, the benefits which had accrued to 

Labhuben, were apparent to everyone in her 

neighbourhood. Hence, in no point of time, 

Labhuben convinced others to form their SHGs and 

enjoy the benefits of micro-finance. Hence, in this 

manner in 2011 she graduated to the position of 

banksathi and since then, she has been instrumental 

in forming eighty SHGs in the nearby villages like 

Barejedi. Initially she depended on her husband to 

take care of the finances part, but today she 

confidently says that her income and savings 

decisions are entirely governed by her. As a matter of 

fact, the assets like animals, home and tractor taken 

with the help of micro-loans are jointly held in the 

name of Labhuben and her spouse. Her decision is 

final when it comes to discussing about taking a loan 

from the bank and its usage. She gives the credit for 

this decision-making power to the bank and the 

responsibility of being the leader of her SHG. She 

believes that the major benefits accrued to her are the 

increase in her respect from others, which 

inadvertently have led to increase in her self-respect, 
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self-confidence and sense of security. Given that she 

has to deal with so many other women from her 

neighbourhood, she has also become increasingly 

aware of the legalities of savings and loans. She has 

become more aware of the relevant laws and 

proceedings in her village. When it comes to 

household related decisions, the routine ones are 

taken by her. However, for the major decisions like 

purchase or renovation of house property, or 

purchase of other assets, she finds it desirable to 

discuss with her husband and kids and then, take a 

decision.

She feels that she has been empowered to a great 

extent, and she does not hesitate in giving the credit 

to micro-finance. Her inherent confidence and 

abilities have boosted the degree of her 

empowerment, but she feels that participation and 

taking responsibilities in her group have proved as 

catalysts in empowering her.

Prakashba Jadeja

Prakashba, a young lady of twenty-six years, 

belonging to the Rajput – Darbar community, was 

born in an extensive family with her father, a farmer 

being the sole earner. In a country like India, where 

the birth of male child is celebrated while female 

foeticide is common in villages, birth of a fifth 

daughter was disturbing for her family. Although 

they had six buffalos to their account, the economic 

conditions were not very good. Yet, her 

determination led her to study till grade X, which 

helped her a lot in her later years, when she stepped 

in her father's shoes and sorted out the legalities 

arousing from family disputes. Later, after taking 

her consent she was married to Navalsinh Jadeja 

who worked in a diamond factory cutting and 

polishing stones in Surat. Here, they lived in a rented 

house and managed their other expenses. 

At this point of time, she took the decision of joining 

an SHG linked to SEWA Bank. It has been eight years 

now that she is a part of this movement, and she has 

not looked back since then. She started saving in 

small amounts as required by the rules of the MFI 

and soon became eligible for her first loan of Rs. 

10,000 for home improvement. She duly repaid that 

loan. Then Prakashba got a job at a printing press 

involving labor work. Her current earnings 

approximated around Rs. 3000 per month. Her 

income combined with that of her spouse amounted 

roughly to Rs. 8500 per month, which was 

reasonably enough to run her family, now also 

consisting of their two children. After repayment of 

the first loan, Prakashba dreamed of a house of her 

own for which she took the second loan. This time 

the loan amounted to Rs. 50,000, but the instalment 

amount was convenient as both of them were 

earning now and she could repay the loan in 13 

months. With this loan amount and savings, the 

couple built their own house with a joint ownership. 

She also purchased a television and a mobile phone 

for herself.

In Prakashba's case, looking at her past, it is apparent 

that her education and participation in family affairs 

had given her a certain sense of independence. Form 

her responses also, she confirmed that even before 

joining SEWA, she independently took care of the 

economic affairs, social matters and household 

decisions. However, the catch was that inspite of this 

autonomy, she never felt completely secure and self-

reliant. These feelings were generated only after 

availing micro-finance services, especially 

cultivating the habit of savings and availing loans 

whenever required. According to her, the greatest 

benefit accrued was a renewed feeling of self-

confidence and an ability to sustain her family 

without any external support. She further added, “I 

am too busy managing my home and work and 

hence, don't have the time to socialise with my 

neighbours. However, the SHGs and SEWA Bank 

has cultivated a sense of cohesion in the group, and 

this feeling has motivated me to stand up against any 

kind of injustice being done to my family as well as 

others.” She was convinced that availing micro-
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finance had led her to increase the degree of her 

empowerment because of its multiple benefits, the 

major ones being an increase in her asset ownership 

and a sense of self-worth.

Nirmala Chavda

Nirmala, a lady of around thirty-five years of age 

was currently enjoying the leadership position in her 

SHG linked with SEWA bank. She was born to a 

lower middle-class family, residing in Bopal area in 

Ahmedabad. Her father had a Government job and 

was the sole earner for their family of six members. 

Her zest for studies led to her to receive a formal 

education till grade XI. Soon, she was married and 

taken to Barejedi, a small village on the outskirts of 

Ahmedabad city. Her tryst with micro-finance 

started from here.

Nirmala's mother-in-law was already a member of 

an SHG linked with SEWA, and on her guidance, 

Nirmala also joined another SHG in 2005. Nirmala 

started saving small amounts regularly, and having 

established her creditworthiness, she received her 

first loan after a year of Rs. 30,000 for renovating her 

house. A joint decision of the family led to extending 

a floor of the house, which they gave on rent. 

Meanwhile, she started doing tailoring work which 

helped her earn enough to pay the installments and 

save on a regular basis. Having repaid the first loan, 

she took a second loan of Rs. 50,000. This combined 

with the loan funds of her mother-in-law and their 

savings was deployed in building a house at their 

native village. The extra money was used to 

purchase two auto-rickshaws, of which one was 

driven by her husband. The other auto was then sold 

and the receipts combined with their savings, were 

used to fund a van. This was also aided by a third 

round of loan procured from SEWA worth Rs. 

1,00,000. The van was also used for commercial 

purposes. Nirmala, in addition to her tailoring work, 

took a course and started a small beauty parlor in her 

home. Her multi-tasking abilities were put to test 

when she was made the leader of her SHG by the 

other group members. However, she stood up to the 

challenge, learnt book-keeping and handled all the 

responsibilities of calling SHG meetings 

periodically, taking deposits from all members and 

giving them receipts for the same, collecting 

installments, maintain records in the books, 

attending special meetings and seminars at SEWA 

bank, etc. In addition to this, Nirmala also earns 

commission from the bank on performing special 

activities like recovery of loans, opening accounts, 

mediating for savings and loans. This dynamism 

helps Nirmala earn approximately Rs. 7000 per 

month, and their household income sums up to Rs. 

35,000 per month, which is much better compared to 

her neighbours.

Nirmala believes that micro-finance has helped her 

increase her income and assets. Both the homes were 

jointly held by the coupe, while the other assets like 

television, refrigerator and the van were taken in her 

name. She says, “The loans have helped me increase 

the asset base, which have acted as primary sources 

of funds – be it the house or the vehicles. 

Undoubtedly, the expenses have increased as I have 

put my children to study in a private school. But 

SEWA has helped me realize the importance of 

savings and so, although the expenses may rise, I 

will toil hard to increase my income and resultant 

savings at the end of the day. I know SEWA is with 

me for my needs.” Nirmala has attended training 

programs organized by SEWA bank related to book-

keeping,  f inancial  l i teracy and business 

development and she found these to be an enriching 

experience.

Nirmala's responses confirmed that she was 

empowered on the socio-cultural front even before 

joining SEWA. However, decisions pertaining to her 

income and savings were now being taken 

independently by her. She also mentioned that her 

decision-making powers had increased and she felt 

more capable of taking care of her family on her own. 

There had been a change in her ideology, evident 
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from her statement, “My parents did not ask me 

before marriage. However, for my children, their 

consent will be taken for spouse selection.” She felt 

that the financial muscle had earned her more 

respect from her family and society. Moreover, she 

looked at SHGs as a platform for sharing 

information, as a result of which her understanding 

of laws had increased and she had become more 

aware about the benefits got from the Govt. 

Schemes. She thought that now, she could fight any 

injustice and that she would receive full support 

from her family for this purpose. However, it was 

sad to note that despite the hoards of benefits 

received after joining SEWA and despite her 

perception of being empowered on an overall basis, 

the fact was that decisions pertaining to the sale or 

purchase of her personal assets were being taken by 

her spouse. Further, decisions pertaining to 

deployment of loan funds were taken by the family-

members while the loan installments were paid by 

her. All major decisions pertaining to the household 

required an approval from her husband. Nirmala 

had begun her journey of empowerment, but she 

had a long way to go.

Veena Patel

Veena Patel, a lady in her fourties was linked with 

SEWA bank through the SHG model since five years. 

She lived in Sanand with her husband, two sons and 

a daughter-in-law. She had studied till grade XII and 

fully understood the importance of education. She 

had taken decisions related to her children's studies, 

as a result of which, the elder son was earning well in 

his job and the younger son was in London for higher 

studies. She was consulted for all major household 

decisions like her son's marriage. However, Veena 

attributes the credit of her financial well-being to the 

timely help received by her in the form of loans from 

SEWA Bank.

Veena had married a farmer and their economic 

conditions were not up to the mark. In 2007, Veena 

came to know about micro-finance from a banksathi 

and she created the Vahanvati SHG of fourteen 

members from neighbourhood, linked to SEWA 

bank and they began saving regularly. Veena 

procured her first loan of Rs. 30,000 from which she 

bought a buffalo. On repaying this loan, another loan 

was sought for. Likewise, Veena increased the 

number of buffalos to four. One can earn an average 

of Rs. 7000 every ten days by rearing three buffalos. 

On this account, Veena herself used to earn about Rs. 

20,000 per month. Subsequent loan was taken for 

home improvement. The tremendous economic 

benefits persuaded Veena to initiate more SHGs and 

her efforts led to the formation of twelve other SHGs 

in the village. Veena was also recently offered a job 

by a bank in vicinity, which she refused on the 

insistence of her son.

Veena believes that the greatest benefit of availing 

micro-finance is that she does not have to ask for 

money from her husband or her son, and that loan 

funds from SEWA bank are available at cheaper 

rates. She has become financially independent and 

vouches for an increase in her confidence levels and 

self-esteem after availing micro-finance. 

Bhavna Patel

Bhavna, around thirty-eight years of age was 

engaged in tailoring work. Before four years, she was 

in formed about  the  SHG format ion  in  

neighbourhood by SEWA Bank. After consulting 

her husband, she joined an SHG, however, as her 

mother in law was not keeping well, she could not 

attend the meetings regularly. The banksathi 

advised her to retain her membership and her 

savings would be collected from her house. Bhavna 

was happy with this flexible system of operations. 

As the months passed, Bhavna realized the 

intangible benefits of attending meetings as women 

exchanged ideas and information and came to know 

about different things. She came upon the idea to 

hold SHG meetings at her home. This way she would 

be able to attend the meetings and also take care 

of her household responsibilities. From this initial 
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step, she had now become a leader of her SHG. 

She initiated the formation of three other SHGs and 

also helped the banksathi with her work. This 

change was not brought overnight, but it was a result 

of becoming a part of the SHG and linking to SEWA 

bank.

After joining the SHG, she developed the habit of 

savings and now, she saved approximately Rs. 500 to 

Rs. 700 per month. She was the first woman to avail 

the loan in her village and she proudly narrated the 

whole incident of the banksathi giving her the first 

loan and addressing her as creditworthy. Till date, 

she had availed three loans amounting to Rs. 40,000 

and procured sewing machine, buffalo and 

renovated her house with the help of these loans. 

Currently, she earned an income of more than Rs. 

7000 per month and the collective household income 

was higher than Rs. 20,000 per month. She had also 

invested in the pension scheme and made fixed 

deposits with the bank. Gradually, she had come to 

learn of the processes related to loan repayment, 

book-keeping and recording the deposit collection. 

This knowledge was also reflected in her personal 

economic decisions. The decisions pertaining to 

usage of her income and savings were taken jointly 

by Bhavna and her spouse previously, but they were 

taken independently by her now. However, in the 

context of loans, decisions were still taken after the 

approval of her husband.

Bhavna stated that attending SHG meetings, 

handling the duties of the leader and attending 

training programs at SEWA had increased her 

confidence tremendously and instilled in her a sense 

of security. This was confirmed by an incident 

wherein her family had run into a cash crisis and her 

husband was out of town. She had contacted the 

banksathi and she was given a loan based on Rs. 3000 

deposit in her account. She had made it a point to 

repay the loan quickly, so that the other SHG 

members could avail loans subsequently. Bhavna 

was quick to add that although she was the leader of 

the group, decisions as to loan distribution were 

always taken collectively by the members, and the 

members duly repaid their loans so that the others 

could then avail loan funds.

Inspite of the partial economic empowerment and 

tremendous psychological empowerment, other 

arenas had to be improved upon. Bhavna did not 

visit marketplaces, partly because all purchases 

were made by her husband. For visiting her native, 

she was always accompanied by her spouse. 

Decisions as to the value of gifts to be given on social 

functions were always taken by her husband. On 

similar lines, matters relating to the Panchayat or 

Government benefits were managed solely by her 

husband. Surprisingly, Bhavna showed no interest 

in participating in these matters. Bhavna said, 

“Women cannot have rights equal to men in a men's 

world. Some decisions and work are best left to the 

men.”

CONCLUSION
SEWA has continuously endeavored to ameliorate 

the conditions of poor and marginalized women, 

and brought them to the fore where they can 

raise their voices and take decisions on their own. 

The main objective of SEWA is empowering the 

members by providing them with financial 

resources and assistance and support. Ms. Elaben 

Bhatt rightly says, “We have always favoured 

entering the mainstream based on our collective 

strength and bargaining power. For us it is 

important to be a part of the mainstream, for 

we firmly believe that we are the mainstream, 

because we represent the mass of people in this 

country who are poor, working people, the 

poorest being women. We want to move from the 

periphery to the center, where we believe women 

workers belong. Through micro savings, micro 

credit, micro insurance the poor women are set on 

the path of self reliance.”
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Sample Percentage 
N=193 (%)

District Ahmedabad 27 14.0

Anand 30 15.5

Surat 64 33.2

Kutchch 72 37.3

Economic Activity Handicraft 34 17.6

Animal Husbandry 71 36.8

Labour 18 9.3

Gruh Udyog 7 3.6

Housewife 45 23.3

Others 18 9.3

Caste Patel 68 35.2

Rajput Darbar 24 12.4

Valand/Ghanchi 33 17.1

Christian 4 2.1

Muslims 2 1.0

Bharwad 20 10.4

Raval/Brahmin 27 14.0

SC/ST 5 2.6

Thakore 10 5.2

Age 18 – 25 12 6.2

26 – 40 89 46.1

Above 40 92 47.7

Marital Status Married 178 92.2

Divorced 2 1.0

Widow 11 5.7

Separated 2 1.0

Educational Illiterate 52 26.9

qualifications Primary (till grade IV) 27 14.0

Secondary (till grade X) 89 46.1

Higher Secondary 
(till grade XII) 15 7.8

Graduate 10 5.2

Family Size 1-5 131 67.9

6-10 56 29.0

More than 10 6 3.1

No. of earning 1 41 21.2

family members 2 101 52.3

More than 2 51 26.4

Monthly income Below 1500 111 57.5

of respondent 1501 - 5000 52 26.9

5001 - 7000 10 5.2

Above 7000 20 10.4

Monthly income Below 7500 71 36.8

of household 7501 - 15000 71 36.8

15001 - 20000 25 13.0

Above 20000 26 13.5

Source: Primary data collected through questionnaire

1. Demographics

ExhibitsThe case studies make it very obvious that joining 

SEWA Bank has helped augment the income and 

asset-base of the women. Moreover, everyone was 

convinced that the expenses had also increased, but 

they had realized the importance of thrift and 

savings, and had entered into a habit of savings. 

Their orientation had changed from present 

consumption to securing their future. However, the 

impact on empowerment levels varied in different 

women. It was observed that mostly women had 

taken the lead in decisions related to their income 

and savings. However, decisions involving huge 

expenses or at times deployment of loan funds were 

being taken jointly with the spouse. Women, who 

showed natural characteristics of independence, had 

benefitted strongly after participating in micro-

finance programs and they had gained a say in 

higher order decisions as well.

Most women interviewed were empowered on 

socio-cultural dimension and on interpersonal 

terms. The biggest benefit which was common to all 

women was an increase in their confidence and self-

esteem levels. There was an immense improvement 

in psychological empowerment of these women. 

Moreover, the SHG formation had created a sense of 

unity and moral support, which also gave them the 

strength to fight against any wrong as well as present 

their issues in the Panchayat. Thus, in a way along 

with micro-finance, formation of SHG also had 

intangible benefits and was rooting for legal and 

political empowerment in women. Further, it can 

also be concluded that longer tenure of membership, 

leadership positions in SHGs and training programs 

have positive effects on empowerment levels of 

women.

Elaben feels that the future of micro-finance is not 

dark, inspite of the back lash against micro-finance 

in Andhra Pradesh and Bangladesh, mainly because 

of women who form a major part of the poor 

segment, and these women have proved themselves 

in all respects.
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Sample Percentage 
N=193 (%)

Decision of Independent 106 54.9

joining SHG Spouse's consent 62 32.1

Family's consent 22 11.4

Spouse's decision 2 1.0

Others 1 .5

Tenure of 1-2 years 52 26.9

membership 3-5 years 127 65.8

More than 5 years 14 7.3

Attendance in Regular 115 59.6

SHG meetings Rarely/Never 78 40.4

Type of Member 168 87.0

membership Leader 25 13.0

Services availed Savings 193 100.0

Loans 126 65.3

Pension 83 43.0

Insurance 35 18.1

Training Programs 83 43.0

Purpose of Loans Business 63 32.6

House Construction / 
Renovation 29 15.0

Marriage 25 13.0

Purchase of Assets 10 5.2

Medical expenses 11 5.7

Others 7 3.6

Source: Primary data collected through questionnaire

2. Features of MFI membership

Sample Percentage 
N=193 (%)

Empowerment Economic 111 57.5

Dimensions Interpersonal 162 83.9

Socio-Cultural 150 77.7

Psychological 178 92.2

Legal & Political 166 86.0

Overall Agree 174 90.1

Empowerment Neutral 11 5.7

Disagree 8 4.2

Source: Primary data collected through questionnaire

3. Empowerment Characteristics

Microfinancing with SEWA Bank: 
Bringing Women to the Mainstream Economy

You feel more empowered after joining SHG

Strongly Agree Neither Disagree Total
agree agree 

nor 
disagree

Tenure of 1-2 15 29 4 4 52
membership years

3-5 83 33 7 4 127
years

More  14 0 0 0 14
than 5
years

Total 112 62 11 8 193

Source: Primary data collected through questionnaire

4. Cross-tab between tenure of membership and 
level of empowerment

59

You feel more empowered after joining SHG

Strongly Agree Neither Disagree Total
agree agree 

nor 
disagree

Training Yes 73 9 0 1 83
Program 

No 39 53 11 7 110
Attendance

Total 112 62 11 8 193

Source: Primary data collected through questionnaire

6. Cross-tab between training program attendance and 
level of empowerment

You feel more empowered after joining SHG

Strongly Agree Neither Disagree Total
agree agree 

nor 
disagree

Position Member 89 60 11 8 168
held

Leader 23 2 0 0 25

Total 112 62 11 8 193

Source: Primary data collected through questionnaire

5. Cross-tab between type of position held in 
SHG and level of empowerment
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management i.e. Cash Conversion Cycle. Cash 

Conversion Cycle can be regarded as time between 

purchase of raw-materials and collection of cash 

from debtors. In liquidity management Cash 

Conversion Cycle is an important tool for measuring 

its efficiency. Cash Conversion Cycle of an 

organization also indicates the efficiency of 

managing working capital.

Regulation of cash flow is known as cash control. 

After projecting the cash flows, the finance manager 

is sure that there should not be any differences in the 

projected and actual figures of cash. Appropriate 

control of cash flows, the cost of financing should be 

minimized and operating activities of the 

organization will be better. The main techniques of 

controlling cash flows are Accelerating Cash Inflows 

and Control over Cash Outflows. Centralisation of 

Cash functions, internal control over cash receipts 

and Streamlining of banking arrangements 

stimulate Accelerating cash flows. Concentration 

banking and Lock-box system helps the 

streamlining of banking arrangements.

A standard cash management system must have an 

organizational framework which controls the cash 

flows. Such framework identifies who is responsible 

for particular function viz. collecting cash, payment 

authorization, making payments, bank accounts and 

funds transfer between accounts, arranging 

overdraft facilities and loans, investing cash 

surpluses and foreign currency transaction. 

A credit availability can solves both of these 

problems. When the `real economy' falls into 

recession, businesses face the additional risk of 

customers running into financial difficulty and 

becoming unable to pay invoices – which insists the 

organization to use  non-operational sources such as 

bank loans, can push a company over the edge. 

Use of credit is a complex phenomenon. But, 

common people or even like us have wrong 

conception or negative idea about uses and 

application of credit. 'Buy now-pay later' or promise 

to pay in future for immediate goods are existed in 

the earlier agricultural societies. Giving credit means 

you are taking risk. Credit analysis is actually the 

risk analysis. The credit analyst must consider the 

nature and type of the business as well as the 

applicant in his personal judgment.

It is the age of Credit. Nothing can possible in the 

world of business, without the liberal extension of 

credit. It is an indispensable convenience or a 

necessity in our scheme of living. Use of credit is a 

complex phenomenon. It is not a recent 

phenomenon like the disaster of Uttarakhand 

(India). Use of credit can be found as early as 1300 

B.C in the civilization of Babylon, Assyria, Egypt. 

Today credit system is the destiny of past's way path 

of credit system.

In most of the cases it is seen that information 

pertinent to the credit decision making is not 

available from the credit applicant. Then the 

companies are taking decision on the basis of past 

experience or the general impression of the 

customer. Proper evaluation of risk regarding credit 

granting decision becomes very important before 

the commencement of sales because once the credit 

is accepted by creditor organization of its credit 

applicant, servicing and loss mitigation technique 

can control the future losses only to a limited extent. 

The pros and cons of the situation can affect the 

decision.

Therefore, the data required for the credit 

analysis must be changed or adjusted subject to 

the requirement. The next step is to application 

of some analytical procedure to the financial figure 

for judging creditworthiness of applicant. 

To develop the financial as well as statistical 

technique are fairly recent and still in process. 

The generally used financial tools are ratio 

analysis, sources and application of fund analysis, 

trend analysis, common size statement and other 

analysis determining the financial position of the 

applicant.
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INTRODUCTION
Today's business world, cash performs various 

functions. It makes possible the payment by cheque, 

It acts as a storage for earmarked funds. From such 

pool of funds money may be used to meet 

emergencies. Now a days, businesses are forced to 

use credit instead of cash in its routine work. Facility 

like bills, draft, credit cards, debit cards, ECS, fund 

transfer through internet etc. replaces the use of coin 

and paper currency. Specifically, the term 'cash' 

refers to the currency plus bank A/C balances held 

at different commercial banks.

Cash management is both art and science of 

managing a company's short-term resources to 

prolong its ongoing activities, mobilize funds and 

optimize liquidity. The most important elements of 

cash management are – (a) proper utilization of 

current assets and current liabilities of a firm 

throughout the operating cycle of business; (b) the 

methodical planning, monitoring and management 

of the company's collections, disbursements and 

account balances; (c) the gathering and management 

of information to use available funds effectively and 

identify risk. Lack of cash may lead the company to 

bankruptcy. Therefore, efficient cash management 

does not mean just only preventing bankruptcy but 

it helps to improve the profitability and reduces the 

risk of company.

Cash management is particularly useful for new and 

growing business. In the present study we discussed 

another very important parameter of cash 

Cash is the life blood of every business. Cash may be the liquid 
currency as well as bank A/C balances held at different 
commercial banks. In this context another important concept 
which is related with the cash management is the Treasury 
management technique which emphasizes the liquidity by 
different factors and processes which convert immediately into 
cash for increasing profitability. Inefficient cash management 
may lead the company to bankruptcy. In this paper we 
highlighted different perspective by which we can control the 
corporate cash of the company. They are Cash Conversion Cycle 
and Creditworthiness. 

Cash Conversion Cycle can be regarded as a length of time 
between purchase of raw-materials and collection of cash from 
debtors. Cash Conversion Cycle of a company indicates the 
efficiency of managing working capital. Cash Conversion Cycle is 
constructed by deducting the payable deferral period from the 
addition of inventory conversion period and receivable collection 
period. In this study, the researcher developed the model of 
Richards and Laughlin (1980). In this study, the researcher 
measured the relationship between CCC and CR, DTR, ITR and 
CTR and also measured the impact of RONW, size of the 
organization and cumulative profitability on CCC.

We are living in the age of Credit. Without the liberal extension of 
credit, it is impossible to start or continue operation in the 
business world. Use of credit is a complex phenomenon. At 
present we are using credit for every aspect of our livelihood and 
also for smooth running of the business. Giving credit means you 
are taking risk. In order to compete in today's competitive market, 
credit management helps the organization in its growth and 
success. Credit analysis is actually the risk analysis. In this 
study, an effort has been made to give importance on the credit 
management due to the complex business scenario. In this study 
emphasis is laid on liquidity, profitability and capital adequacy 
with the help of Bathory's – 'risk description model'.

The objective of the paper is to control cash so that bankruptcy can 
be prevented and profitability should be enhanced. In this study, 
five companies from Consumer Durable sector were selected.

Key Words: Cash Management, Cash Management Vs 
Treasury Management, Cash Conversion Cycle and Credit 
Score, Debtors turnover ratio, Creditors turnover ratio, 
Inventory turnover ratio etc. 
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REVIEW OF LITERATURE
Leire San Jose, TxominIturralde and AmaiaMaseda 

conducted a study on approximately 501 Spanish 

firms with more than 10 employees (2008). In this 

study confirmatory factor analysis was used. In this 

study it was observed that the P-value of the chi-

square does not attained the recommended figure. It 

was due to the size of the sample. But the rest of the 

indices determined the validity of the model. They 

opined that cash management was a culture that 

forms part of the strategy of companies and 

dependent more on managers themselves than the 

characteristics of companies.

Joost Bergen undertook a study on 101 companies in 

Europe, the US and Canada in 2005. The study 

revealed four cash management models like 

decentralized liquidity and cash flow management, 

centralized liquidity and decentralized cash flow 

management, decentralized liquidity and 

centralized cash flow management and centralized 

liquidity and centralized cash flow management. It 

was also observed that decentralized organizations 

had the most to gain, as they were able to achieved 

considerable efficiencies through the introduction of 

a more centralized approach – perhaps through an 

SSC.

M. Theodore Farris, Paul D Hutchison and Ronald 

W. Hasty made a study on cash to cash metric. For 

this they initially taken 21608 companies but latter 

such firms reduced to 5884 firms. This study 

presented an overview of cash to cash and its 

calculation, comparisons between product and 

service industries etc. The study also revealed that 

cash-to-cash knowledge of managers helped the 

service industries to improve their liquidity position 

and overall value.

Pedro Ortin Angel and Diego Prior made a study on 

accounting turnover ratios and cash conversion 

cycle. The main objective of the study was to deduce 

the amount of days spent completing an operational 

process from turnover ratios. This study provided 

additional tools for financial statements analysis in 

order to get accurate result or working capital 

management.

AmitavaBasu (2011) made a study on eight cement 

companies using the Bathory's risk description 

model. The model is developed using four years 

data. In this study data have been collected from 

secondary sources i.e. The Stock Exchange official 

Directory of Bombay Stock Exchange and Capitaline 

data base. In this study the main focus is given to the 

liquidity, profitability and capital adequacy. The 

model also showed that these three ratios influenced 

the score of individual companies. He also showed 

that where these factors are good they obtained high 

score.

OBJECTIVES OF THE STUDY
The presents study is prepared to make an in-depth 

analysis of the selected companies in Consumer 

Durable sector in respect of their Cash Conversion 

Cycle, Cash Holding and Cash flow and Credit 

Worthiness during the period of 2002-2011.

More specifically the objectives of our study as a 

whole are as under,

1. To design an effective Cash Management policy 

for smooth cash procurement and disbursement 

without endangering the operating capability 

and productivity of the firm.

2. To determine the exact working cash balance in 

conformity with the nature of the firm and how 

the temporarily unused fund be invested in 

interest earning assets.

3. To find out the Cash Conversion Cycle with help 

of RCP, ICP and PDP of the Selected Companies 

through the technique of ratio analysis and other 

statistical tools.

4. To measure the Credit Score (CS) and try to 

establish a relationship among Cash Conversion 

Cycle, Cash Holding and Creditworthiness. 
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METHODOLOGY OF THE STUDY
Five popular companies from Consumer Durable 

sector have been selected for the study. The data of 

the selected companies for the period 2002 to 2011 

used in this study have been taken from the 

secondary sources i.e. Capitaline Corporate 

Database of Capital Market Publishers (I) Ltd. 

Mumbai.

Cash Conversion Cycle (CCC): Receivable 

conversion period, inventory conversion period and 

payment of deferral period are used to measure the 

cash conversion cycle. Shorter cash conversion cycle 

means better liquidity position of the organization. 

Here, we established the relationship between CCC 

and debtors more than six months, CCC and CR, 

CCC and inventory turnover ratio, CCC and debtors 

turnover ratio and CCC and creditors turnover 

ratio.Efficiency of the inventory management has 

been measured by inventory turnover ratio (ITR) 

which is the ratio between cost of goods sold and 

average stock. Higher ITR means lower CCC. So, ITR 

is negatively related with CCC. Debtors' turnover 

ratio (DTR) is the ratio of credit sales to average 

receivables. Higher DTR indicates lower CCC. 

Hence, DTR is also negatively related with CCC. 

Organization's ability to avail credit facility from 

suppliers has been measured by creditors' turnover 

ratio (CTR) which is the ratio of credit purchase to 

average payables. Low CTR means shorter CCC. 

Therefore, CCC is positively related with the CTR.

Profitability, size of the organization and cumulative 

profitability can influence the cash conversion cycle 

of the organization. In this study profitability has 

been measured by return on net worth (RONW), size 

of the organization has been represented through the 

amount equal to the log value of total assets. 

Shareholders fund has been selected in this study as 

cumulative profitability which consists of equity 

share capital and reserve surpluses. The log value of 

shareholders' fund represents the cumulative 

profitability. 

Creditworthiness: To develop a credit evaluation 

model from the financial statement of the selected 

companies, we usedBathory's – 'risk description 

model' with small changes. In actual model the main 

influencing factors are accumulated profitability 

and inventory but for our purpose we use the cash 

flow instead of Inventory. Eight different ratios are 

calculated from the financial statement as stated 

above. In determination of ratios, emphasis has been 

given on the firms' liquidity, profitability and capital 

adequacy. For the purpose of our study five 

companies each from five different sectors are 

selected, as stated earlier, with the help of purposive 

sampling procedure. The model is prepared on the 

basis of ten years data; it will be more predictive and 

reveals the appropriate creditworthiness of the 

companies. For analyzing the date statistical tools 

like arithmetic mean, percentage etc. and statistical 

technique like Pearson's simple correlation analysis 

and statistical test like 't' test have been applied at 

appropriate places.

Risk Description Model:

1. Net Profit / Capital Employed = Profitability 

(Annual)

2. Net Tangible assets (Shareholders Fund) / Total 

Liabilities (Long term + Short term debt) = 

Profitability (Cumulative)

3. Net Profit / Current Liabilities = Liquidity

4. Normalized working capital / Credit Exposure 

= Capital Adequacy.

5. Equity / Current Liability + Credit exposure = 

Capital Adequacy

6. Net Assets / Credit exposure = Comfort Margin

7. Total assets / Total liability + Credit exposure = 

Debt Capacity

8. Net Profit + Depreciation/ Current Debt = 

Priority debt service ability.

In the first ratio we find out the ratio showing 

profitability. It is also known as return on capital 
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employed. Here, net profit means profit after tax but 

before interest. In this ratio net profit is placed on 

capital employed for the measurement of 

profitability of the current year. Second ratio is 

calculated by placing the net tangible assets on total 

liabilities. Here, net tangible assets signify the 

shareholders fund and total liabilities is equal to the 

long-term debt plus total short-term debt.

Here, we use the net profit to current liabilities ratio 

as the indicator of liquidity. Net profit of an 

organization generally includes some items 

additional to current assets such as surplus after 

accounting for depreciation and extra ordinary 

items. Current liabilities here we consider the items 

which are payable within a particular accounting 

period. Another liquidity ratio i.e. fourth ratio is 

computed by placing Normalised Working Capital 

to over credit exposure. And normalized working 

capital is calculated by deducting the stock from net 

current assets (i.e. Net Working Capital).

Fifth ratio measure the capital adequacy of the 

companies selected under study. Capital adequacy 

of the organization measure the long-term capital or 

permanent capital. Generally, long-term capital is 

not used to meet the short-term obligation of the 

organization.In the sixth ratio net assets is placed 

over credit exposure. In the model it is termed as 

comfort margin. In the fourth ratio, normalized 

working capital is placed over the credit exposure. 

Most of the cases, it produces comparatively high 

values and probably negative. As we know that 

stock is a very substantial part of current assets and 

we deduct stock from net current assets, there is a 

very high probability of a negative figure.

In the seventh ratio total assets is placed over total 

liability plus credit exposure. It signifies the debt 

capacity of the organization. Here total liabilities 

include both short-term liabilities and long-term 

liabilities. In the ratio total liability also include the 

credit exposure. It indicates the safety margin taking 

into consideration of all known obligations 

including the credit asked by the customer.Finally, 

in the eighth ratio the treatment of priority debt 

items is measure by contrasting current debt with 

financial flow that will be servicing it. Computing 

gross cash flow from modified accounting 

information will be difficult without a detailed profit 

and loss account showing depreciation.In our model 

eight ratios are taken into consideration by giving 

equal weight to them.

The resulting formula would be denoted as – 

CS = L* Sxi

CS = Credit Scores

Xi = Variables (I = 1 to 8)

L = Constant Multiplier = 100/8 = 0.125

The developed model is thus = 0.125*Sxi

Risk Description Model

Here,   NWC = Normalised Working Capital, NTA = 

Net Tangible Assets, E = Equity Shareholders fund, 

CL = Current Liabilities, TL = Total Liabilities,

CR. EXPOSU = Credit Exposure (0.25% of CA), CD = 

Current Debt, D = Depreciation, NP = Net Profit,

NA = Net Assets, CE = Capital Employed.

For analyzing the data statistical tools like arithmetic 

mean, standard deviation, coefficient of variation 

etc. and statistical techniques like Pearson's simple 

correlation analysis and multiple regression analysis 

and statistical test like 't' test have been applied at 

appropriate places.

Findings of the Study:

From table- 1 it has been depicted that in Consumer 

Durables sector, the CCC of Hawkins Cooker Ltd. 

(Hawkins) is highest in the year 2002 (134 days) and 

smallest in the year 2010 (47.71 days). On an average 

it is 72.8 days. The company followed a moderate 

liquidity position during the study period. There is a 

decreasing trend in CCC is noticed throughout the 

study period except in the year 2011. 
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Table- 1 shows that the CCC of Havells India Ltd. 

(Havells) is highest in the year 2003 (100.91 days) and 

lowest in the year 2010 (16.22 days). On an average it 

is 56.6 days. The company improved its liquidity 

position during the second half of the study period.

From table-1 it is observed that the CCC of Khaitan 

Electricals Ltd. (Khaitan) fluctuated during the 

study period. The highest CCC is noticed in the year 

2008 (126.45 days) and contrary the lowest CCC is 

noticed in the year 2003 (67.01 days). On an average 

it is 93.4 days. During the first half of the study 

period the company maintained a moderate CCC as 

compared to the second half of the study period. 

In case of Voltas Ltd. (Voltas) the situation is quite 

volatile. From table- 1 it is depicted that the CCC of 

the company is highest in the year 2009 (200.17 days) 

and smallest in the year 2002 (47.52 days). On an 

average it is 101.46 days. It registered an upward 

trend during the study period except in 2010 and 

2011. 

Table-1 depicts that the CCC of Siemens Ltd. 

(Siemens) is highest in the year 2011 (64.66 days) and 

lowest in 2002(-63.95 days). On an average it is 2.7 

days. Beginning of the study period the CCC of the 

company is negative. It is due to high deferral period 

for payments. But at the end of the study period its 

liquidity position decreases as CCC increases.

Hence, the CCC of Siemens is good among other 

companies of consumer durable sector. The liquidity 

position of Siemens Ltd. is good as compared to 

other companies in that group. It emphasizes the 

efficient liquidity management system of Siemens. 

Figure-1 also states that Voltas maintained highest 

CCC whereas Siemens registered the lowest CCC.

Calculation of  Cash Conversion Cycle of Selected Companies (in Days)

COMPANIES HAWKINS 134.12 114.48 84.31 77.55 66.48 53.91 51.60 49.12 47.71 48.93 72.8

HAVELLS 96.62 100.91 97.55 87.95 62.65 32.60 27.86 22.89 16.22 20.99 56.6

KHAITAN 77.01 67.01 67.81 71.02 94.40 121.14 126.45 83.92 112.73 112.85 93.4

VOLTAS 47.52 50.89 63.47 81.68 104.23 139.33 165.87 200.17 131.42 30.04 101.46

SIEMENS -63.95 -61.27 -38.99 -7.46 3.93 -7.47 23.45 58.09 56.01 64.66 2.7

Source: Compiled and computed from ‘Capitaline Corporate Database’ of Capital Market Publishers (I) Ltd., Mumbai.

Table - 1

Figure-1 : Cash Conversion Cycle of Consumer Durable Sector
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In table-2, the values of average Cash Conversion 

Cycle (CCC) of the companies under study have 

been ascertained by applying arithmetic mean and 

consistency of CCC have also been measured by 

using the coefficient of variation (CV) of their cash 

conversion cycle. In Consumer Durable sector the 

average CCC of Siemens is the lowest and followed 

by Havells, Hawkins, Khaitan and Voltas 

respectively in that order. Table-2 also reveals that in 

respect of consistency of designing CCC Khaitan 

occupied the first position, followed by Hawkins, 

Voltas, Havells and Siemens respectively. From both 

average and consistency point of view Hawkins and 

Khaitan captured the top most position, Havells and 

Siemens are in second place followed by Voltas.

Coefficient of Correlation is the measurement of 

degree of association between two variables. A 

positive value of 'r' indicated high values of one 

variable are generally associated with the high 

values of other variables and low values with low 

values. In table-3 an effort has been made to measure 

the degree of relationship between Cash Conversion 

Cycle (CCC) and each of the factors related with 

CCC such as inventory turnover ratio (ITR), current 

ratio  (CR), debtors turnover ratio (DTR), debtors 

more than six months (Debt>6Months) and creditors 

turnover ratio(CTR). To test the significance of such 

coefficient, 't' test has been applied.

According to Richards-Laughlin, CCC is the sum of 

receivables conversion period (RCP) plus the 

inventoryconversion period (ICP) minus the 

payment deferral period (PDP) i.e. CCC = RCP + ICP 

– PDP.

Table-3 depicts that the correlation coefficients 

between CCC and ITR in Hawkins, Khaitan and 

Voltas are 0.993, 0.752 and 0.945 respectively such 

are statistically significant at 5% level. It shows that 

there is positive associations between CCC and ITR 

in these three companies are highly significant. Due 

to higher ITR, the CCC is the minimum in these three 

companies. On the other hand, the correlation 

coefficient between CCC and ITR in Havells and 

Siemens are negative and statistically insignificant 

both at 5% and 1% level of significance. 

From table-3 it is found that the correlation 

coefficient between CCC and CR in Hawkins, Voltas 

and Siemens are 0.722, 0.608 and 0.017 respectively. 

Out of which only in case of Hawkins, the correlation 

coefficient is significant at 5% level. It implies 

positive association between CCC and CR in these 

three companies. On the other hand, negative 

correlation between CCC and CR is noticed in case of 

Khaitan (-0.416) and Havells (-0.219). 

Table- 3 exhibits that the correlation coefficients 

between CCC and DTR in Hawkins, Havells and 

Khaitan are 0.933, 0.846 and 0.533 respectively. Out 

of which the correlation coefficient between CCC 

and DTR of Hawkins and Havells are statistically 

significant both at 5% and 1% level of significance. 

On the other hand Voltas and Siemens registered a 

negative correlation between CCC and DTR which 

COMPANIES AVG. SD RANK OF COEFFICIENT OF RANK OF TOTAL OVER ALL
AVG. VARIATION COEFFICIENT RANK  RANK

HAWKINS 72.8 30.2917 3 41.594 2 5 1

HAVELLS 56.6 36.0528 2 63.671 4 6 3

KHAITAN 93.4 23.155 4 24.782 1 5 1

VOLTAS 101 56.4052 5 55.592 3 8 5

SIEMENS 2.7 47.9163 1 1773.4 5 6 3

Source: Compiled and computed from ‘Capitaline Corporate Database’ of Capital Market Publishers (I) Ltd., Mumbai.

Table - 2 : Statement showing rank on the basis of Average and Consistency of Cash conversion Cycle of the Selected Companies
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COMPANIES CCC & ITR CCC & CR CCC & DTR CCC & DEBT > 6 CCC & CTR
MONTHS

(r) ‘t’ Value (r) ‘t’ Value (r) ‘t’ Value (r) ‘t’ Value (r) ‘t’ Value

HAWKINS 0.993** 23.78 0.722* 2.952 0.933** 7.333 0.533 1.782 0.710* 2.8517

HAVELLS -0.328 -0.98 -0.219 -0.63 0.846** 4.488 -0.858** -4.72 -0.669* -2.546

KHAITAN 0.752* 3.227 -0.416 -1.29 0.553 1.877 -0.386 -1.18 0.449 1.4213

VOLTAS 0.945** 8.172 0.608 2.166 -0.359 -1.09 0.087 0.247 0.670* 2.5527

SIEMENS -0.179 -0.51 0.017 0.048 -0.050 -0.14 0.102 0.29 0.276 0.8122

Note: Figures in the parentheses indicate ‘t’ values.     * Correlation is significant at the 5% level (2tailed).     **Correlation is significant at the 1% level (2tailed).

Source: Compiled and computed from ‘Capitaline Corporate Database’ of Capital Market Publishers (I) Ltd., Mumbai.

Table - 3 : Analysis of Karl Pearson's Simple Correlation between CCC and ITR, CR, DTR, Debt > 6 Months and CTR of the Selected Companies 
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are (-) 0.359 and (-) 0.050 respectively. It implies 

negative association between CCC and DTR.

Table-3 exhibits that the correlation coefficients 

between CCC and Debtors more than six months in 

Havells and Khaitan are (-)0.858 and (-)0.386 

respectively. Out of which the same in case of 

Havells is statistically significant at 5% level of 

significance. It implies negative association between 

CCC and debtors more than six months in case of 

Havells and Khaitan. On the other hand the 

correlation coefficient between CCC and debtors 

more than six months in Hawkins, Voltas and 

Siemens are 0.533, 0.087 and 0.102 respectively. 

It has been found from table- 3 that the correlation 

coefficient between CCC and CTR in Havells is (-) 

0.669 which is statistically significant at 5% level. It 

indicates the negative association between CCC and 

CTR which help to reduce the CCC. The correlation 

coefficient between CCC and CTR in Hawkins, 

Khaitan, Voltas and Siemens are 0.710, 0.449, 0.670, 

and 0.276 respectively. Out of which the same in case 

of Hawkins, Havells and Voltas is statistically 

significant at 5% level. It implies positive association 

between CCC and CTR which is theoretically 

accepted.

From the correlation analysis between CCC and ITR 

except Havells and Siemens fulfill the theoretical 

proposition. The correlation between CCC and CR 

we can conclude that except Havells and Khaitan, 

other companies supported the theoretical 

proposition. On the other hand, the correlation 

between CCC and DTR, only Voltas and Siemens 

authenticated the theoretical proposition. The 

correlation between Debtors more than 6 months 

and CCC it is clear that onlyHavells and Khaitan 

supported the theoretical proposition. Lastly, the 

correlation between CCC and CTR, it is observed 

that except Havells all other companies followed the 

theoretical proposition. So, out of five companies of 

Consumer Durable sector only in case of Siemens all 

the theoretical proposition has been matched. 

In table-4 an attempt has been made to assess the 

influence on profitability, size of the organization 

and cumulative profitability on Cash Conversion 

Cycle. In this study, return on net-worth (RONW) 

has been taken as the measure of owners' 

profitability, log value of total assets has been taken 

as the measure of size of the organisation and share 

holder's fund has been taken as the measure of 

cumulative profitability. The linear regression 

equation has been fitted in this study is CCC = b  + b  0 1

RONW + b Size of Org. + b  Shareholders' fund, 2 3

where b  is the value of intercept term (constant ) and 0

b , b  and b  are the slopes of the line  i.e. the 1 2 3

regression coefficient of CCC on RONW, size of org. 

and Shareholders' fund. This regression equation 

has been tested by't' test.
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Table-4 shows that for once unit increase in RONW 

the CCC of Hawkins Ltd. stepped up by only 0.013 

units which is also statistically insignificant at 5% 

level. Table-4 also depicts that for one unit increase 

in size of the organization the CCC of Hawkins Ltd. 

go down by 8.399 units which is significant at 1% 

level. On the other hand, the table reveals that for one 

unit increase in cumulative profitability the CCC of 

go up by 7.104 units which is statistically significant 

at 5% level of significance. It implies that the 

influence of RONW and cumulative profitability on 

CCC is positive and last one is statistically significant 

at 5% level while the influence of size of the 

organization on CCC of the company is negative. 

The coefficient of determination (R2) makes it clear 

that 95.7 % of the variation of the company's CCC is 

accounted for by the variation in RONW, Size of 

Organisation and Shareholders' fund.

Table-4 depicts that for one unit increase in RONW 

the CCC of Havells is decreased by 0.133 units which 

is statistically insignificant at 5% level while table-4 

shows that for one unit increase in the size of the 

organization the CCC of Havells stepped down by 

4.993 units. Table-4 also depicts that for one unit 

increase in share holders' fund the CCC of the 

organization rapidly increase by 12.795 units which 

is also statistically insignificant. It indicates that the 

influence of cumulative profitability on CCC of the 

Havells is positive whereas RONW and size of the 

organization is negatively influenced the CCC of the 

company. The coefficient of determination (R2) 

makes it clear that 91.4 % of the variation of the 

company's CCC is accounted for by the variation in 

RONW, Size of Org and Shareholders' fund.

It has been found from table-4 that for one unit 

increase in profitability the CCC of the Khaitan is 

increased by only 0.143 unit which is statistically 

significant at 5% level of significance. For one unit 

increase in size of the organization the CCC of 

Khaitan is go up by 11.292 units which is statistically 

insignificant. From table- 4 it is found that for one 

unit increase in cumulative profitability the CCC of 

the company is highly decreased by 42.217 units 

which is statistically significant 10% level. It implies 

that the profitability and size of the organisationis 

positively influenced the CCC of the Khaitan while 

cumulative profitability is negatively influenced the 

CCC of the company. The coefficient of 

determination (R2) makes it clear that 72.0 % of the 

variation of the company's CCC is accounted for by 

the variation in RONW, Size of Org and 

Shareholders' fund.

Table-4 depicts that for one unit increase in RONW 

the CCC of Voltas Ltd decreased by only 0.216 units 

which is not statistically significant. Table-4 also 

depicts that for one unit increase in size of the 

organization the CCC of Voltas Ltd. stepped up by 

9.955 units which is statistically not significant. On 

the other hand, table-4 shows that for one unit 

increase in cumulative profitability the CCC of 

Voltas Ltd. is decreased by only 2.694 units which is 

statistically not significant. It indicates that size of 

the organization is positively influenced the CCC of 

the Voltas whereas both Profitability and 

Cumulative Profitability negatively influenced the 

CCC of Voltas. The coefficient of determination (R2) 

makes it clear that 55.1 % of the variation of the 

company's CCC is accounted for by the variation in 

RONW, Size of Org. and Shareholders' fund.

Table-4 reveals that for one unit increase in RONW 

the CCC of Siemens stepped up by 2.457 units which 

is statistically insignificant. Table-4 also portrays 

that for one unit increase in size of the organization 

the CCC of Siemens is highly goes down by 76.328 

units which is also statistically insignificant. From 

table-4 it is found that for one unit increase in 

cumulative profitability the CCC of Siemens is go up 

by only 0.027 unit which is not significant at 5% level. 

It implies that the profitability and cumulative 

profitability is positively influenced the CCC of 

Siemens while size of the organisation is negatively 

influenced the CCC of Siemens. The coefficient of 

determination (R2) makes it clear that only 8.1 % of 

the variation of the company's CCC is accounted for 

by the variation in RONW, Size of Org and 

Shareholders' fund.
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COMPANIES PARTIAL REGRESSION COEFFICIENT

2RONW SIZE OF THE ORGANISATION SHAREHOLDERS’ FUND CONSTANT R ED

HAWKINS 0.013 -8.399 7.104 9.387 0.957
(1.551) (-3.434)*** (2.915)** (4.779)

HAVELLS -0.133 -4.993 12.795 -2.813 0.914
(-1.392) (-0.353) (1.398) (-0.159)

KHAITAN 0.143 11.292 -42.217 59.282 0.720
(2.579)** (0.913) (-2.252)* (2.035)

VOLTAS -0.216 9.955 -2.694 -8.206 0.551
(-1.638) (0.184) (-0.059) (-0.263)

SIEMENS 2.457 -76.328 0.027 116.962 0.081
(0.615) (-0.328) (0.368) (0.230)

Source: Compiled and computed from ‘Capitaline Corporate Database’ of Capital Market Publishers (I) Ltd., Mumbai.

Table - 4

Multiple Regression of CCC on RONW, Size of Org. and shareholders' Fund of the Selected Companies of  Consumer Durable Sector
Regression Equation is CCC = a +a RONW+a Size of Org.+a Shareholders' Fund0 1 2 3
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Therefore, from table-4 it is found that in case of 

Khaitan cumulative profitability is negatively 

influenced the CCC which is very high. On the other 

hand, in case of Siemens, the size of the organization 

is negatively influenced the CCC which is also very 

high.

From the regression analysis it is clear that only in 

Havells and Voltas, RONW negatively influenced 

the CCC. On the other hand, in Hawkins, Havells 

and Siemens the effect of Size of the organization on 

CCC is negative. The effect of cumulative 

profitability on CCC is negative in case of Khaitan 

and Voltas. So with this no such general conclusion 

can be drawn that this factor has positive or negative 

impact on CCC.

Creditworthiness:

The main purpose of calculating ratios is to judge the 

firm's liquidity, profitability and capital adequacy. 

From the 'risk description model', scores are 

calculated individually for each of the selected 

companies under study. Tables are prepared 

consisting of different ratios to calculate scores. The 

model clearly showed that how the liquidity, 

profitability and capital adequacy factors influenced 

the scores of individual companies. In case of all the 

companies from five different sectors, where all the 

factors are good, they obtained high score. Contrary, 

the companies where two factors are good but the 

impact of one or two bad factor / factors outweighed 

the influence of good factors. This model is self-

explanatory in nature. In this case our objective is to 

gives an idea to the credit analyst, about extracting 

best result of using financial statement. 

Table-5 shows that the average scores of ratio x1, x2, 

x3, x4, x5, x6, x7 and x8 in Hawkins Cooker Ltd. 

(Hawkins) are 0.307, 0.6868, 0.3715, 71.228, 0.6831, 

129.05, 2.1832 and 2.1614 respectively. The highest 

score is revealed by ratio x6 (129.05) and lowest score 

is registered by ratio x1 (0.307). The total average 

score is 206.67. The credit score of Hawkins Ltd is 

25.833.

Table-6 exhibits that the average score of ratio x1, x2, 

x3, x4, x5, x6, x7 and x8 in Havells India Ltd. 

(Havells) are 0.2145,1.5491, 0.5221, 72.758, 1.5365, 

360.79, 3.172 and 2.5341 respectively. The highest 

score represented by ratio x6 (360.79) and lowest 

score registered by ratio x1 (0.2145). The total 

average score of Havells is 443.08. The credit score of 

Havells is 55.385.
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Risk Description Model – Ratio Measurement(Hawkins)

RATIOS DESCRIPTION AVG. 
SCORES

X1 NP/CE 0.307

X2 NTA/TL 0.6868

X3 NP/CL 0.3715

X4 NWC/CR.EXPOSU 71.228

X5 E/CL+CR.EXPOSU 0.6831

X6 NA/CR.EXPOSU 129.05

X7 TA/TL+CR.EXPOSU 2.1832

X8 NP+D/CD 2.1614

TOTAL AVG SCORES 206.67

CREDIT SCORES(CS) 25.833

Table - 5

Analysis of  Cash Management – 
A Study on Consumer Durable Sector

Table-8 reveals that the average score of ratio x1, x2, 

x3, x4, x5, x6, x7 and x8 in Voltas Ltd. (Voltas) are 

0.2678, 0.2606, 0.0838, (-) 52.46, 0.2889, 89.719, 1.2401 

and 0.4798 respectively. Out of which ratio x6 

(89.719) represented the highest score and ratio x4(-

52.46) revealed the lowest score. The total average 

score of Voltas is only 39.883. The Credit score of 

Voltas Ltd. is 4.9853. The negative score of ratio x4 

reduced the total score.

Risk Description Model – Ratio Measurement(Voltas)

RATIOS DESCRIPTION AVG 
SCORES

X1 NP/CE 0.2678

X2 NTA/TL 0.2606

X3 NP/CL 0.0838

X4 NWC/CR.EXPOSU -52.46

X5 E/CL+CR.EXPOSU 0.2889

X6 NA/CR.EXPOSU 89.719

X7 TA/TL+CR.EXPOSU 1.2401

X8 NP+D/CD 0.4798

TOTAL AVG SCORES 39.883

CREDIT SCORES(CS) 4.9853

Table - 8
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Table-7 shows that the average score of ratio x1, x2, 

x3, x4, x5, x6, x7 and x8 in Khaitan Electricals Ltd. 

(Khaitan) are 0.0335, 3.1395, 0.1195, 86.385, 3.1699, 

735.48, 5.0493 and 0.8221 respectively. The highest 

score represented by ratio x6 which is 735.48 and 

lowest score portrayed by ratio x1 which is 0.0335. 

The total average score of Khaitan is 834.2. The credit 

score of Khaitan is 104.28.

Risk Description Model – Ratio Measurement(Khaitan)

RATIOS DESCRIPTION AVG 
SCORES

X1 NP/CE 0.0335

X2 NTA/TL 3.1395

X3 NP/CL 0.1195

X4 NWC/CR.EXPOSU 86.385

X5 E/CL+CR.EXPOSU 3.1699

X6 NA/CR.EXPOSU 735.48

X7 TA/TL+CR.EXPOSU 5.0493

X8 NP+D/CD 0.8221

TOTAL AVG SCORES 834.2

CREDIT SCORES(CS) 104.28

Table - 7

Risk Description Model –Ratio Measurement(Havells)

RATIOS DESCRIPTION AVG 
SCORES

X1 NP/CE 0.2145

X2 NTA/TL 1.5491

X3 NP/CL 0.5221

X4 NWC/CR.EXPOSU 72.758

X5 E/CL+CR.EXPOSU 1.5365

X6 NA/CR.EXPOSU 360.79

X7 TA/TL+CR.EXPOSU 3.172

X8 NP+D/CD 2.5341

TOTAL AVG SCORES 443.08

CREDIT SCORES(CS) 55.385

Table - 6
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It is found from table-9 that the average scores of 

ratio x1, x2, x3, x4, x5, x6, x7 and x8 in Siemens Ltd. 

(Siemens) are 0.3041, 0.6304, 0.1843, 36.074, 0.6281, 

175.92, 1.5298 and 1.0587 respectively. The ratio x6 

(175.92) represented the highest score whereas the 

ratio x1 (0.3041) represented the lowest. The total 

average score of Siemens Ltd. is 216.33. The credit 

score of Siemens Ltd. is 27.042.

Risk Description Model – Ratio Measurement(Siemens)

RATIOS DESCRIPTION AVG 
SCORES

X1 NP/CE 0.3041

X2 NTA/TL 0.6304

X3 NP/CL 0.1843

X4 NWC/CR.EXPOSU 36.074

X5 E/CL+CR.EXPOSU 0.6281

X6 NA/CR.EXPOSU 175.92

X7 TA/TL+CR.EXPOSU 1.5298

X8 NP+D/CD 1.0587

TOTAL AVG SCORES 216.33

CREDIT SCORES(CS) 27.042

Table - 9

Therefore, table 5, 6, 7, 8 and 9 reveals that from 

current profitability point of view Hawkins is the 

best whereas from cumulative profitability's view 

point Havells is the best. On the other hand, in 

respect of debt paying capacity, Khaitan is the best. 

The score shows that under consumer durables 

sector the highest credit scores obtained by Khaitan 

and it followed by Havells, Siemens, Hawkins and 

Voltas in that order.The score plotted in Figure-

2shows that under consumer durables sector the 

highest credit scores obtained by Khaitan and it 

followed by Havells, Siemens, Hawkins and Voltas 

in that order.

In Table-10, sector wise ranking and ranking on the 

basis of companies as a whole have been done 

regarding their credit score. In depth analysis of 

credit score it is revealed that the credit score of 

selected companies is mainly influenced by two 

ratios, liquidity ratio (x4) and comfort margin(x6).

Table-10 reveals that in Consumer Durables sector 

the ratio x4 in Hawkins , Havells, Khaitan, Voltas 

and Siemens are 71.23, 72.376, 86.38, (-)52.5, 36.07 

respectively. On the other hand, ratio x6 in Hawkins, 

Havells, Khaitan, Voltas and Siemens are 129.0, 

360.8, 735.5, 89.372 and 175.9 respectively. In Khaitan 

ratio x4 and ratio x6 is the highest. Such ratio helped 

the Khaitan to occupy the first position in Consumer 

Durables sector.

Figure-2 Credit Scores of Companies of Consumer Durable Sector
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In depth analysis of the individual company's credit 

performance on the basis of credit score table 

indicates that liquidity ratio (x4) i.e. the ratio of 

Normalized Working Capital to Credit Exposure is 

highly affected by percentage of Current Liabilities 

to Current Assets and percentage of Cash to Current 

Assets.It is found from table-11 that the liquidity 

ratio (x4) as per our model in Hawkins is 71.23 

whereas its current liabilities consist of 47.86 % of 

current assets and at the same time cash occupied 

10.56% of current assets.The liquidity ratio (x4) as 

per our model in Havells is 72.75 whereas its current 

liabilities consist of 53.42 % of current assets and at 

the same time cash occupied 6% of current 

assets.Similarly, the liquidity ratio (x4) as per our 

model in Khaitan is 86.38 whereas its current 

liabilities consist of 60.15 % of current assets and at 

the same time cash occupied 3.58% of current assets.

The liquidity ratio (x4) as per our model in Voltas is (-

) 52.45 whereas its current liabilities consist of 81.59 

% of current assets and at the same time cash 

occupied 0.14% of current assets.Similarly, the 

liquidity ratio (x4) as per our model in Siemens is 

36.07 whereas its current liabilities consist of 71.27 % 

of current assets and at the same time cash occupied 

21.20% of current assets.

Hence, table-11 exhibits that the liquidity ratio of 

Voltas is (-) 52.45. It is because in Voltas current 

74

CONSUMER DURABLES CA CL AVG CASH CL % OF CA NWC/
INDUSTRIES as % OF CA CREDIT EXPOSURE

HAWKINS 64.397 29.828 0.105657 0.47867200 71.22778459

HAVELLS 394.295 248.49 0.060004 0.53424062 72.7575355

KHAITAN 40.147 24.419 0.035881 0.60151173 86.38482057

VOLTAS 2456.711 2055.7 0.001448 0.81593705 -52.45745207

SIEMENS 3299.805 2205.6 0.212013 0.71278214 36.07350993

Table – 11 : Statement Showing Liquidity position of Selected Companies

RATIOS COMPANIES

HAWKINS HAVELLS KHAITAN VOLTAS SIEMENS

X1 0.307 0.215 0.034 0.268 0.304

X2 0.687 1.549 3.139 0.261 0.63

X3 0.371 0.522 0.12 0.084 0.184

X4 71.23 72.76 86.38 -52.5 36.07

X5 0.683 1.536 3.17 0.289 0.628

X6 129 360.8 735.5 89.72 175.9

X7 2.183 3.172 5.049 1.24 1.53

X8 2.161 2.534 0.822 0.48 1.059

TOTAL AVG SCORES 206.7 443.1 834.2 39.88 216.3

CREDIT SCORES(CS) 25.83 55.38 104.3 4.985 27.04

RANK 4 2 1 5 3

Table- 10 : Statement showing Ranking on the basis of Credit Scores of the Selected Companies 

75

CASH OF CA CL OF CA NWC OF CR EXP

CASH OF CA Pearson Correlation 1 -.098 .261

Sig. (2-tailed) .875 .671

N 5 5 5

CL OF CA Pearson Correlation -.098 1 -.868

Sig. (2-tailed) .875 .057

N 5 5 1

NWC OF CR EXP Pearson Correlation .261 -.868 1

Sig. (2-tailed) .671 .057

N 5 5 5

Table-12 : Analysis Correlation of Selected   Companies

Analysis of  Cash Management – 
A Study on Consumer Durable Sector

liabilities consists higher portion of current assets 

and lower portion of cash. In other companies of 

Consumer durables sector where liquidity ratio is 

sound but higher portion of current liabilities on 

current assets is compensated by moderate cash 

balance.

Coefficient of Correlation is the measurement of 

degree of association between two variables. A 

positive value of 'r' indicated high values of one 

variable are generally associated with the high 

values of other variables and low values with low 

values. In this study multiple correlation technique 

among Cash as a % of CA, CL as a % of CA and 

NWC/Credit Exposure has been applied. To test the 

significance of such coefficient, 't' test has been used.

It has been found from table-12 that in Consumer 

durables sector the correlation coefficient between 

cash as a percent of current assets and liquidity ratio 

(x4) depicted a very low positive correlation, which 

is 0.261, statistically insignificant. On the other hand, 

the correlation coefficient between current liabilities 

as a percent of current assets and liquidity (x4) 

revealed a high degree of negative correlation (-) 

0.868 which is also statistically not significant. 

It also supported the theoretical principle that higher 

the current liabilities as a percent of current assets 

lower the liquidity (x4). The correlation analysis in 

table-12 exhibits that cash as a percent of current 

assets and current liabilities as percent of current 

assets has a low degree of negative correlation (-) 

0.098 which is statistically insignificant.

CONCLUSION
Liquidity management deals with the management 

of current assets and current liabilities. Its main 

objective is to maintain current assets in such a way 

that it can meet the current liabilities timely. Many 

firms take the advantage of external financing due to 

the difficulty in paying its short-term debt. But the 

firm cannot collect such external financing easily, 

particularly in case of small firms. External financing 

is the costly. So, the efficient liquidity management 

of the company helps its long-term prosperity and 

healthy bottom lines and more specifically to make 

the company remain solvent.

Cash Conversion Cycle (CCC) is such a useful 

technique by which we can easily and quickly assess 

the liquidity of the firm. It invariably measures the 

time lag between cash payments for purchase of 

inventories and collection of receivables from 

customers. CCC is a dynamic measure of continuous 

liquidity management, which comprises both 

balance sheet and income statement data with time 

dimension.
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An individual firm's CCC is helpful but from 

industries stand point it is crucial for a company to 

evaluate its performance regarding CCC and assess 

opportunities for improvement because the length 

of CCC may differ from industry to industry. From 

the liquidity view point Khaitan is the best. But, only 

in case of Siemens the relationship between CCC and 

ITR, CCC and CR, CCC and DTR, CCC and Debtors 

more than six months and CCC and CTR is 

theoretically sound. Out of which some factors 

positively and some factors negatively influenced 

the CCC of all the companies selected in this study.

Credit Score signifies the creditworthiness of the 

company. Higher CS signifies better credit 

worthiness and vice-versa. Higher credit worthiness 

gives the opportunity to the company for late 

payment and late payment increases the deferral 

period. It again decreases the cash conversion cycle. 

Lower CCC represents less requirement of working 

capital. So liquid cash are not blocked in other types 

of current assets, it can invest in some profitable 

project to enhance profit. Hence good credit 

worthiness indirectly increases the profitability of 

the organization. From another point of view credit 

worthiness helps the company for achieving higher 

debtors' turnover. As the credit manager takes the 

dec i s ion  o f  grant ing  c red i t  be fore  the  

commencement of sales then it helps the 

organization to take decision regarding its future 

investment projects. It helps the management to 

know how and when money should be collected and 

such information protect the company to borrow 

funds for investing future profitable projects. It also 

minimizes the CCC of the organization which 

indirectly increases the profit of the organization.

In this study we observed that from the view point of 

average and consistency of CCC Khaitan is the best 

whereas consistency as cash as a % of total assets 

Khaitan is also ranked first. And from the credit 

score point of view Khaitan is best. It signifies that 

due to higher credit score the said company 

managed to decrease its CCC.
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“Hedge funds are looking to the emerging 

markets for new profit opportunities.”

Steve Hays

INTRODUCTION
A criterion for an efficacious distribution for 

investment is an exhaustive consideration of the 

diverse risk-return drivers in every stratagem. 

Hedge funds risk originates principally through 

acquaintance to the diverse core financial 

instruments which the funds employ to engender 

returns. The optimum portfolio distribution will 

continually be a covenant between the risks an 

investor is eager to suffer for an estimated level of 

return. A diversified portfolio which includes hedge 

funds delivers steady and considerably higher 

returns and low volatility than that of portfolio of 

bonds and stocks. The reasonable belief of portfolio 

diversification is also vital when capitalizing in 

hedge funds. Most investors are scratchy with the 

idea of being uncovered to a single hedge fund once 

they know the impermanence rate in this industry is 

estimated at 30% a year. Although backing a single 

horse may sporadically pay off with big returns, it is 

nearly always tremendously risky.

Markowitz (1952) seminal paper on MPT (Modern 

Portfolio Theory) comprises the substance of what 

appears to be the only “free lunch” in finance: risk 

can be diversifying through combination of different 

assets to form portfolio. “An investor who spreads 

This paper examines the diversification benefits from 

familiarizing hedge funds into a conventional set of two 

most popular asset classes vizbonds and stocks. The 

conventional portfolio model of Markowitz and mean-

Conditional Value at Risk portfolio model are used on an 

investment opportunity set consisting of bonds, stocks 

and hedge funds with respect to Indian capital market.The 

findings reveals that the presence of hedge funds might 

ominously increase a portfolio's mean-variance features; 

in addition the study observes the autocorrelation 

partialities in portfolio construction where the investment 

opportunity set entails of traditional assets class and 

hedge funds. The consequences show that mean-

conditional variance investors have an inferior demand for 

hedge fund investments as compared to mean-variance 

investors. This study also highlights the fact that hedge 

fund index returns are exhibiting normally low and 

negative correlation with the bond index returns and in 

contrary relatively high and positive correlation with 

equity index. These conclusions are steady with the 

concept that the intrinsic risk in hedge funds returns is 

found in the tail of the portfolio distribution. The outcomes 

of this study is extremely useful to the institutional asset 

allocation fund managers or portfolio managers and also 

to the individual investors as it helps them in 

understanding the Indian capital market behavior better.

Keywords: autocorrelation, investment, mean-

conditional value at risk, mean-variance analysis, value at 

risk, variance

Do Hedge Funds still Offer Diversification Benefit? 
Evidence from the Indian Capital Market

Himanshu Gupta
School of Business Management, IFTM University, Moradabad, Uttar Pradesh, India

capital between many imperfectly correlated assets 

will witness a decrease in the volatility of their 

portfolio”, says Markowitz. When appropriately 

accomplished, there is no reduction in the expected 

mean return and so, speciously, no bill for the lunch.

Whereas Markowitz (1952, 1959) provided the basis 

of constructing portfolio with mean-variance 

analysis, the concept has been applied progressively 

to a different set of asset classes. Nevertheless, it is in 

stock that most of the allied research has 

bourgeoned, failing to recognize the impact of 

diversification when other asset classes can be 

combined to form portfolio such as hedge funds.

The repercussion for portfolio choice is that erratic 

financial events (eg. the October 2008 Global 

financial meltdown) may persuade investors to have 

a sensitive dislike towards tail risk, i.e., investors 

may choose a portfolio model which restrains the left 

tail of the portfolio distribution rather than 

minimizing portfolio the second moment of the 

distribution i.e., the standard deviation or variance. 

This delivers the economic motivation to observe the 

shifts in portfolio choice when an investor re-

estimates risk from the conventional variance 

measure to a tail risk metric.

Due to impervious investment methods, hedge fund 

investing needs dedicated skills, such as a thought 

ful understanding of complex financial instruments, 

widespread knowledge of economics finance, and 

most important logical ability to choose the right 

asset at right time. Hence, this paper examines the 

diversification benefits from familiarizing hedge 

funds into a conventional set of two most popular 

asset classes viz bonds and stocks. The presence of 

hedge funds might ominously increase a portfolio's 

mean-variance features; also the study observes the 

autocorrelation partialities in portfolio construction 

where the investment opportunity set entails of 

traditional assets class and hedge funds. The 

consequences show that mean-conditional variance 

investors have an inferior demand for hedge fund 

investments than mean-variance investors. 

This paper provides important contributions to the 

literature in the line that it observes the 

autocorrelation biasesin selection of portfolio where 

the investment opportunity set consists of bonds, 

stocks and hedge funds. Also, in the study it reveals 

that investors have a trend to over-weight their 

portfolio mix to wards assets such as bonds and hed 

gefunds in the presence of autocorrelation biases in 

the actual returns.

Furthermore, the study also examines the shifts in 

portfolio structure amongst mean-variance 

investors and M-CVaR(mean-conditional value at 

risk) investors. The conclusions show that mean-

c o n d i t i o n a l  v a l u e  a t  r i s k  i n v e s t o r s  

has a lesser demand for hedge fund investments 

thanmean-variance investors. This study uses the 

Rockafellar and Uryasev (2002) mean-conditional 

value at risk asset allocation, whereby risk can be 

considered as size of the left tail of portfolio return 

distribution. 

Although extensive research has been conducted on 

the subject in various international markets but 

Indian market has been still in the nascent stage 

relative to the mammoth growth of the bourses have 

witnessed. This lack of initiative of formally 

understanding the importance of hedge funds as 

regards to Indian context has created a knowledge 

gap in effective use of hedge funds as diversified 

investment. To date, this is the first study, which 

examines the differences in portfolio structure 

between MVA (mean-variance analysis) investors 

and M-CVaR (mean-conditional value at risk) 

investors in an investment opportunity set consist of 

bond, stocks and hedge funds especially in Indian 

context. This study would also offer motivating 

insights to institutional fund managers, portfolio 

managers and individual investors who ignore the 

performance of hedge funds just because of a myth 

that hedge funds are more risky assets to invest as 

compare to stocks and bonds.
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LITERATURE REVIEW
Whilst the Markowitz (1952,1959) mean-variance 

model has become a basis of economic finance, it 

depends on the conventions of the investor utility 

function i.e., the quadraticutility. However, 

capacious research recommends that the normality 

assumption is not simply perceived in finance. The 

autocorrelation in the actual returns is the first 

empirical characteristic which disrupts the 

normality postulation. Famaand French (1989) and 

further Ilmanen (1995) in their study observed the 

signal of autocorrelation in bondreturns. Also, 

Asnesset al.,(2001);Lo(2002); Getmansky et al., 

(2004) illustrate due to illiquidity and certain 

smoothed return factors such as beta coefficient, 

hedge funds returns are autocorrelated. In addition, 

Lo (2001); Geman and Kharoubi (2003); Agarwal and 

Naik (2004);Malkiel and Saha (2005); Brown and 

Spitzer (2006); Morton et al., (2006); Giomouridis 

and Vrontos (2007); in their studies reported that the 

in most of the cases hedge fund returns are not 

normally distributed. They exhibit asymmetric 

distribution in the terms of higher moments. Also, 

the study of portfolio selection argues that the 

presence of autocorrelation in asset returns have 

serious consequences for investors operating within 

the normality postulation of Markowitz (1952, 1959). 

The hedge fund studies by Asness et al., (2001); 

Getmansky et al., (2004) clearly recognizes the 

autocorrelation impact on beta coefficients and 

variance estimates in Sharperatios, therefore, it is 

expected that these impacts must also influence on 

portfolio selection models which rely on estimated 

variance. To account for autocorrelation, bias this 

study employs the technique used in his literature by 

Geltner (1991,1993) which suggests an adjustment 

method for calculating returns which eliminates the 

autocorrelation effect from every data observation. 

A number of scholarly studies on hedge fund 

employs Geltner (1991, 1993) to remove severe 

autocorrelation in asset returns (Kat and Lu, 2002; 

Bacmann and Gowran, 2005; Loudon et. al., 2006; 

Binachi et. al., 2009).

With the growth of the J.P. Morgan(1995)VaR (Value 

at Risk), studies have established the M-VaR (mean 

value at risk) portfolio frame work where the 

decisions to invest in portfolio are based on reducing 

or  minimizing value-at-r isk (Basak and 

Shapiro,2001; Alexander and Baptista, 2002). These 

studies indicate that mean value-at-risk is steady 

with expected utility maximization when the 

normality assumption is fulfilled; however, mean-

VaR portfolios are less efficient than mean value-at-

risk portfolios under less restricting assumptions. To 

discourse the deficit of M-VaR (mean value-at-risk), 

the literature has realized the growth of the 

Rockafellar and Uryasev (2000,2002); Pflug (2000); 

Acerbi and Tasche (2002); Xiong and Idzorek (2011) 

M-CVaR (mean-conditional value at risk) portfolio 

framework which estimates the probable loss when 

the specified value at risk for a specified confidence 

level is exceeded. Mean-Conditional Value at Risk 

portfolio studies by Pflug (2000); Rockafellar and 

Uryasev (2000,2002); Krokhmal etal., (2002) focused 

on the left tail of the distribution whilst the study by 

Xiong and Idzorek (2011) have shown that the “fat 

tailed” distributions often do an improved job of 

fitting realized returns. Also, all the above 

mentioned studies have found that CVaR is a better 

risk management tool in comparison to other 

measures including VaR and mean absolute 

deviation. The literature seems to suggest that the 

Rockafellar and Uryasev (2000, 2002); Pflug (2000) 

M-CVaR (mean-conditional value at risk) model are 

the best framework and has more attractive 

properties to examine tail risk which also adheres to 

the von Neumaan and Morgenstern (1944) sayings 

of expected utility maximization and to the Artzner, 

Delbsen, Eber, and Heath (1997,1999) principles of 

“coherent measure of risk”.

In an exceptional framework, Johri (2004) in the 

study propose to use risk measures like C-VaR and 
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Conditional Draw-Down at Risk especially in the 

case of alternative investments like hedge funds 

because their returns deviate from the normal 

distribution. In addition, Morton et. al., (2006) 

introduce a more general and flexible framework 

known as NORTA (normal-to-anything) for asset 

allocation to construct portfolios of hedge funds. In 

addition, Popova, et al., (2007) develop a stochastic 

programming model which integrates Monte Carlo 

simulation and optimization to observe the effects 

on the optimal allocation to hedge funds.  Finally, 

Giamouridis and Vrontos (2007) introduce GARCH 

(Generalized Auto-Regressive Conditional 

Heteroskedasticity) based methods to model time-

varying volatility and correlation methods in hedge 

fund portfolio construction.

Optimal portfolio choice not only entails an 

appropriate model, it also needs to integrate the 

important concept of estimation risk. The studies 

of Brown (1976,1979); Jobson et. al., (1979) reveal 

that actual mean return estimates are not acceptable 

in portfolio selection frameworks. The sensitivities 

of portfolio selection to variations in mean returns 

were familiar in Best and Grauer (1991); Chopra 

and Ziemba (1993). To discourse the deficiencies 

of historical mean returns, Eun and Resnick 

(1988); Jorion (1985,1991); Topaloglou et. al., 

(2002) postulate the virtues of Bayes-Stein 

estimation of future expected return which 

has been shown to progress the in put parameters in 

optimal portfolio selection. The literature on Bayes-

Stein estimation evidently shows that a 

comprehensive portfolio selection study must 

address the matter of estimation risk. Finally, in the 

search for more efficient portfolio model, Ortobelli 

et. al., (2005) admit that it is practically impossible to 

govern a portfolio model which is superior over 

another because there is no single risk measure 

subsists which can complete measure the portfolio 

risk as every risk measure has its distinctive features 

and limitations.
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NEED AND RESEARCH OBJECTIVES OF 

THE STUDY
The assessment of the hedge fund works points a 

number of important matters which have not been 

enlightened. First, very few studies have diagnosed 

the amount of diversification benefits that hedge 

funds offer during adverse market situation in a 

portfolio combination with conventional asset 

classes especially in the context of Indian capital 

market. Given the progress of mutual funds as well 

as pension funds and the high demand

for investments in hedge funds, it seems suitable that 

this study contemplates portfolio choice with 

conventional assets class and hedge funds in the 

investment opportunity set. Second, rare research 

attention has considered the sensitivities of 

autocorrelation bias on mean-variance and mean-

conditional value at risk portfolio models. This 

research paper objects to address the above research 

questions in order to expand the current body of 

knowledge in the hedge fund literature. In addition, 

this paper offers investor with a model to discover 

the risks of hedge funds while constructing portfolio 

by accounting for autocorrelation bias and by 

determining the tail dependency of hedge fund 

returns with stock and bond returns in a mean-

conditional value at risk model. 

RESEARCH METHODOLOGY
The inspiration of this study is to observe the 

alterations in portfolio mix between bonds, stocks 

and hedge funds with respect to Indian capital 

market. To realize these swings in portfolio choice, 

this study presumes two set of assumptions viz, (i) 

Risk-freeborrowing and lending and (ii) short sales 

disallowed. In short, this conforms that the study 

allows assets allocations to risky class only while 

selecting optimal portfolio. The similar assumptions 

have been used by other scholars in their portfolio 

selection studies (Black,1972; Elton and Gruber, 



1995; Amin and Kat, 2003; Binachi et. al., 2009). The 

practical motivation for this method is to observe the 

diversification effects on asset allocation when 

hedge funds are comprised in an investment 

universe comprising of the two most imperative 

asset classes in the world viz, bonds and stocks.

This study observes the effects of autocorrelation 

bias in actual returns and also studies the issue of 

risk in estimating mean return in portfolio selection 

under  the  aforementioned assumptions. To 

account for autocorrelation bias, this study uses the 

Geltner (1991, 1993) methods to correct the second 

sample moment (variance) for calculating returns to 

remove the biases of autocorrelation. This study 

employs the original returns and the autocorrelation 

adjusted returns in the Rockafellar and Uryasev 

(2000,2002)mean-Conditional Value at Risk 

portfolio and a traditional Markowitz (1952) mean-

variance analysis to compare the effects of 

minimizing tail risk. To contemplate estimation risk 

in the analysis, this study uses the Bayes-Stein mean 

shrinkage estimation in a mean-variance analysis 

framework. The following part detailed the 

mathematical stipulations of the empirical models 

employed in this paper.

M e a n  V a r i a n c e  A n a l y s i s  ( M V A )  

Framework

Levy and Levy (2004) in their study states that the 

mean-variance investment decision rule developed 

by Markowitz (1952, 1959) and Tobin (1958) is best 

under uncertainty in economics finance, and it is 

broadly used by many scholars, academician and 

practitioners. 

Now to define the Markowitz (1952) mean-variance 

analysis portfolio selection framework, this study 

employs the procedure proposed by Marling and 

Emanuelsson (2012). Let us consider a portfolio 

which comprises of m number of distinct assets and 
2the return R  is corresponding to asset j. Let mj and sj  j

denotes the respective mean and variance of the 
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asset j and s denotes the covariance between two j,k

assets R  and R . Let us consider that the relative j k

amount of assets j that is to be invested in portfolio is 

u . Now if the portfolio return is denoted by i

R  then:p
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Where R  and Var(R ) are the respective m-assets p p

portfolio return and variance respectively, 

U=(u ,u ,.................,u )’ is the vector matrix 1 2 m

comprising the proportion of investment made in 

different assets in the portfolio mix and V is the mx m 

variance-covariance matrix.

Mean-CVaR (mean-Conditional Value at 

Risk) Framework

Rockafellar and Uryasev (2000, 2002) in their study 

formulate a convex linear programming model for 

portfolio optimization, which is widely accepted 

further in the several studies (Binachi et al.,2009; 

Xiong and Idzorek, 2011). The mean-Conditional 

Value at Risk portfolio optimization model used in 

this study follows the above literature and the model 

can be expressed as:

Now on the basis of the assumption set in this study, 

the Markowitz (1952) mean-variance portfolio 

selection as optimization problem can be 

mathematically expressed as:

where

subject to,

83

where F     R  denotes the cumulative probabilityP

density function of R , and a the probability level.p

As Xiong and Idzorek (2011) states that CVaR 

(Conditional Value at Risk) measures the entire part 

of the tail distribution completely by taking average 

losses and for this reason is the better measure of 

downside risk while in contrary value at risk is a 

statement about only one particular point. Also, the 

study of Rockafellar and Uryasev (2000) showed 

that, if one presumes that the returns are normally 

distributed then both CVaR (conditional value at 

risk) and VaR (value at risk)can be estimated by 

using only the first two moments of the return 

distribution. 

Geltner Adjustments: Transforming Auto-

correlated Returns to IID (Independent and 

Identically Distributed) Returns

To account for autocorrelation, the Geltner 

(1991,1993) established a method in his literature 

that focus on removing estimated bias normally 

used in real estate returns. Soon after the 

development of the Geltner (1991, 1993) method, 

many scholars have applied this procedure with 

success to different return series that exhibits 

autocorrelation bias in returns (Brooks and Kat,2002; 

Loudon et al.,2006; Binachi et al., 2009). The above 

procedure is used to construct an IID (Independent 

and Identically Distributed) returns which 

transform the actual data to an unsmoothed returns 

in order to evaluate the effect of autocorrelation. The 

adjusted return which accounts for autocorrelation 

bias in actual return may be calculated via:

Where T represents the total number of observations 

in the study, N is the total number of asset classes 

studied and Σ istheco-variancematrixcalculated 

fromthepastobservations.

SOURCES OF DATA
This research paper work is primarily focused on 

Indian context to discover the findings. To account 

Do Hedge Funds still Offer Diversification Benefit? 
Evidence from the Indian Capital Market

Where R  is the Geltner adjusted return, R  is the u,t t

original return at time t and R  is one-period lagged t-1

return of series R respectively, and ACF(R ) is the t-1

first order autocorrelation  coefficient.

Bayes-Stein Mean Shrinkage Estimation

Kinkawa (2010) in his study presume that in a mean-

variance model the objective function of an investor 

is to select portfolio weights w in such a manner so as 

to maximize the portfolio expected return. So 

coupled with this, to stem Bayes-Stein mean 

estimated returns for mean, this study follow Jorion 

(1985,1991); Topaloglou et. al.,(2002); Okhrin and 

Schmid (2007);Binachi et. al., (2009) and calculate the 

estimate as:

expressed as:

subject to

where

where ¥̅  represents the vector of sample mean 

return, ¥ is the minimum variance portfolio mean 0 

return, z represents the vector of unity, and ω 

denotes the shrinkage parameter for shrinking mean 

return vector ̅  ¥ and ¥ . The shrinkage parameter  ω  is 0

expressed as:

where    can be calculated as:

Amity Business Review
Vol. 17, No. 1, January - June, 2016

Amity Business Review
Vol. 17, No. 1, January - June, 2016



for the data for stocks, bonds and hedge funds this 

paper considered the major indices which are 

designed to measure the performances of the Indian 

capital universe as the proxies for all the three asset 

classes, i.e., this study employs the S&P CNX 500 

Equity Index as the proxy for India stocks, the NSE 

G-SEC India Bond Index as the proxy for India bonds 

and the Eureka Hedge Indian Hedge Fund Index as 

the proxy for India hedge fund returns. Data have 

been sampled from January 2000 to June 2012 

consisting of 150 observations of all the indices 

mentioned above. 

To minimise the impact of systematic risk, this study 

employ monthly index returns for each investment 

rather than employing the returns of individual 

bonds, stocks or hedge funds. Also, this study 

involves the estimation of multi-asset portfolios; this 

study employs periodic monthly excess (original 

return – risk free rate) returns when assessing mean-

variance and mean-conditional value at risk port 

folio selection. The choice of taking risk-free rate is of 

utmost important. This study uses the average of 

worst three annualized yield of one year maturity T-

bills from 2000 to 2012. The National Stock Exchange 

T-bill index is used for the proxy for risk-free rate of 

return and it was observed that the worst three 

yields arises in the year 2010, 2004 & 2003 

respectively and the average is found to be 5.04% 

annually (.42% monthly).

The statistical summary(seeTable1 in appendix), 

which reflects the significant features of financial 

market returns like negative skewness (third 

moments), excess kurtosis (fourth moments) and 

auto correlation in the first and second moments. It 

has been observed that the Geltner (1991, 1993) 

procedure reports approximately 31% rise (from 

5.740 to 7.475 percent) in the estimate of hedge fund 

volatility while bond rose only 4.87% (from 1.765 to 

1.851 percent) and stocks rose only 10.43% (from 

8.569 to 9.463). This clearly indicates that Geltner 

returns penalize the volatility of hedge fund return 

more than the conventional asset classes returns.

Empirical Results and Findings

Portfolio construction needs selection of the asset 

classes (stocks, bonds and hedge funds). This paper 

proposes that when there is non-normality in the 

market, the Markowitz (1952, 1959) mean-variance 

model would not be the effective model for 

constructing portfolios; hence provide the need to go 

for the alternative models such as mean-conditional 

value at risk model. This paper is an attempt to know 

how the mean-variance model and mean-

conditional value at risk model works when asset 

classes (especially in the case of hedge funds) 

behaviour are not normal. The normality of the asset 

classes returns was tested by employing the Jarque-

Bera (JB) test statistic and observes the probability 

i.e., the p-value associated with the JB test statistic. 

The probability below the definite level of 0.05 and 

.01 concludes the acceptance of normality condition 

of Markowitz (1952, 1959) with 95% and 99% 

confidence level respectively (see the statistical 

summary Table 1 in appendix). It can be observed 

that, the hedge fund have a lesser monthly mean 

return than stocks monthly mean returns over the 

sample period studied.

Mean-Variance Analysis and Mean-CVaR 

(Conditional Value at Risk) Analysis of 

Original Sample

The portfolio compositions of mean-variance 

analysis for the original sample is presented in Table 

2(see appendix).It can observe that the maximum 

hedge fund allocation found in the Table 2 is 

58.5%which clearly implies that hedge funds have its 

own importance in portfolio selection. For the 

minimum variance portfolio, as shown in Panel A of 

Table 2, highlights the importance of bonds when the 

portfolio is consists of only stocks and bonds, but 

when the portfolio includes hedge funds along with 

these two asset classes, the minimum variance 

portfolio indicates the small weightage to the hedge 

funds. The prominence of hedge fund can also be 

visualized in the portfolio choice through Table 2 

which reveals that the hedge funds not only reflect 

its significance in the minimum variance portfolio 
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but almost in all portfolio combinations of the mean-

variance efficient set calculation. Also, it can be 

observe that the involvement of hedge funds 

significantly reduces the volatility of the portfolio 

returns for example, in the Table 2 for a minimum 

variance portfolio the volatility is decreasing near 

about 4.18% from 1.747 to 1.674, which implies that 

the involvement of hedge funds in the portfolio mix 

offers the diversification benefit but at the same time 

provides the undesirable movement of skewness 

and excess kurtosis. The above finding is coupled 

with the study done by Amin and Kat (2003). Also 

the result can be understood in a financial logic as if 

portfolio includes hedge funds than one has to bear 

its holding price. A major finding which adds to the 

literature of the hedge funds shows that the hedge 

funds presence significantly drops the equivalent 

conditional value at risk both at 95%at 99% 

confidence level, thus reducing the probability of 

falling portfolio return below expected return.

Further, Table 3 (see Appendix) provide the results 

of the mean-variance analysis done on the basis of 

Bayes- Stein mean shrinkage estimator which lets 

the effects of estimated risk to be integrated in 

portfolio selection. Both results report a very small 

range in the returns of the efficient set calculation 

and show a negligible decrease to the hedge funds 

allocation of approximately 0.3 per cent. The results 

sustain the view that the historic mean returns of the 

all the three asset classes are not excessively extreme 

or conventional given the underlying co-variance 

structure of all asset class. Hence, the comparison of 

actual mean returns in Table 2 versus the Bayes-Stein 

mean estimates in Table 3 reveals a very small or 

insignificant difference in portfolio mix also same 

time ignoring the movement of higher moments. 

Henceforth, we continue to use actual returns rather 

than Bayes-Stein means estimate in the subsequent 

part of this paper.

The Mean-Conditional Value at Risk portfolio 

optimization results for original mean returns are 

presented in Table 4 (see appendix).  One of the 

major outcomes of the study is reported in Panels A 

to D of Table 4 that the presence of hedge funds in the 

portfolio mix, there is a systematic drop in CVaR at 

95 and 99 percent thus reducing the probability of 

falling portfolio return below expected return. 

Consistent with Table 2, the mean-conditional value 

at risk bound portfolios reveals significantly less 

variance but undesirable movement in the skewness 

and kurtosis (especially at CVaR 99%). However, a 

remarkable finding can be realized in Panel D of 

Table 4 which report the highest allocation to hedge 

funds is merely 35.6% that to be in the middle range 

of the efficient set portfolio and a very low or 

insignificant demand for hedge funds, thus revealed 

the tail behaviour feature of hedge funds. Also, it is 

evident from the findings that a mean conditional 

value at risk investor restraining 99 percent CVaR 

will give less weightage to hedge fund investments 

while constructing his portfolio but this is not true 

with mean conditional value at risk investor 

restraining at 95 percent CVaR, as the Table 4 reports 

the highest allocation in hedge funds is 

approximately 74%. The second noticeable feature of 

Panel D of Table 4 shows that investors who pursue 

high returns will distribute a less fraction of their 

portfolio mix to hedge funds. This replicates the 

desire of mean conditional value at risk investors to 

reduce the tail risk of their portfolio from a focus of 

bonds. Further, if mean conditional value at risk 

investors are risk averse; means they want to 

minimize their risk then they require more 

conventional rates of return, but at the same time 

they are exposed to tail risk in bond returns. Hence, 

to reduce the likelihood of tail risk from a focus of 

bonds, a mean conditional value at risk investor will 

distribute a proportion of their portfolio mix to 

hedge funds but same time they have to bear the cost 

resulting from the undesirable movements of higher 

moments.

Mean-Variance Analysis and Mean-CVaR 

(Conditional Value at Risk) Analysis with 

the Geltner Adjustment

The mean-variance results with the Geltner (1991, 

1993) transformed returns are shown in Table 5 (see 

appendix). Analysis of these results and compare 

with the original mean-variance estimates presents 
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in Table 2 reveals some remarkable findings. It has 

been evidently noticeable that across all the efficient 

set calculation while constructing portfolio, Table 5 

report higher volatility for the same estimates that 

has been calculated while constructing portfolio 

through original returns. Also, Panels B of Table 5 

show prominent decrease of approximately 43.33 

percent (from 9% to 5.1%) in the allocation to hedge 

funds while comparing with the original mean-

variance analysis with respect to minimum variance 

portfolio. 

The overall assessment of Table 5 suggests that auto-

correlation bias can cause mean-variance or the 

rational investors to over-estimate their optimum 

portfolio allocations to significantly auto-correlated 

asset returns like hedge funds. As per the literature 

available and the author's best knowledge there is no 

known literature that clearly observes the effects of 

auto-correlation of hedge funds portfolio returns. 

The study done by Asness et al.,(2001) and Lo (2002) 

report effects of auto-correlation of the actual returns 

in the variance analysis and this study is consistent 

with the result reported by them. Finally, the 

inference to be concluded from the Geltner (1991, 

1993) method is that mean-variance analysis 

portfolios investors significantly over-weight their 

proportion to hedge funds due to the effect of auto-

correlation biases of actual returns. 

The mean conditional value at risk portfolio 

optimizations with the Geltner (1991, 1993) 

transformed returns are shown in Table 6 (see 

appendix) and can be compared with the original 

returns presented in Table 4. The inconsistency in 

results between Tables 4 and 6 shows a noticeable 

increase in the proportion of bonds in both two asset 

and three asset universe. The remarkable feature is 

observed when the comparison of Table 4 and 6 

reveals that for mean conditional value at risk 

investor restraining both at 95 percent and 99 

percent CVaR, the hedge funds demands 

significantly falls for almost all the efficient set 

calculation. Hence, from the above findings, the 

conclusion has drawn that the significant decrease in 

the proportion of hedge funds in the portfolio mix at 

95 and 99 percent CVaR caused due to auto-

correlation biases presence in the actual returns. 

Also, mean-CVaR(Conditional Value at Risk) 

portfolio optimization results with the Geltner (1991, 

1993) method suggest that investors, who overlook 

the presence of auto-correlation biases in the actual 

returns, may allocate more to hedge funds while 

constructing their portfolio, but on the contrary as 

mean-CVaR(Conditional Value at Risk) investors 

become more tail risk averse, the hedge fund 

demand vanishes.

Comparison of MVA (Mean-Variance 

Analysis) Portfolio and Mean-CVaR 

(Conditional Value at risk) Portfolio 

Selection model

The extreme dependence effect in mean-conditional 

value at risk portfolio choice model provides the root 

for comparative analysis between these two 

portfolio selection choices. This comparison result 

study reveals two perplexing findings; first, the 

results display that the hedge funds offer some 

diversification benefits when the investors construct 

their portfolio restrained at the 95% CVaR, 

contrariwise, hedge funds are not cup of tea for 

investors restrained the CVaRat 99% region. The 

second mystifying finding is relate to those investors 

who desire to include hedge funds in their portfolio 

and wishes to generate conventional portfolio 

returns. This segment provides a modest and logical 

basis to explain these findings.

The 95% mean-conditional value at risk portfolio 

choice effectively defines optimum portfolio mix by 

selecting assets at the specified rate of returns that is 

expected by the portfolio and by limiting losses 

corresponding to the lower quantile of the portfolio 

return distribution when the probability level is set 

to 95 per cent. Also, this study contains the data set 

which involves 150 monthly observations, so this 

implies that the data used to restrain portfolio risk is 

effectually determined by the two (eventually one) 

worst observation of the three assets class. As we 

know that stock markets, particularly in developing 

economies like India, are repeatedly found to be 
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highly unpredictable. The one reason may be the 

second moment of the return distribution but it can 

also due to extreme profits or losses, which are 

mentioned as fat tails. Also, it is noticeable that the 

many times market moves in either direction only, 

i.e., it shows either a bearish or a bullish pattern. This 

movement in either direction specifies the existence 

of skewness in the return series, and extreme events 

specify the existence of kurtosis. Due to this fact, the 

Markowitz (1952, 1959), mean-variance analysis 

model itself may not be satisfactory to elucidate the 

risky performance of the combination of portfolio 

which comprises of hedge funds and stocks. The 

result confirms that hedge funds and stocks returns 

jointly own extremal dependence in the extreme left 

tail of the return distribution. This extreme 

dependence between hedge funds and stocks is 

apprehended in the stocks and at 99 per cent 

portfolio structure which results in a noticeable 

reduction in the hedge funds allocation. 

The scatterplots of the 150 monthly returns between 

the three assets classes are presented in Figures 1 to 3 

(see appendix). As the stocks and portfolio choice 

procedure selects the allocation of asset classes based 

on desired rates of portfolio returns and same time 

minimizes the extreme left tail of return distribution, 

so it is worthwhile that the reader should sensibly 

observe the position of negative outlier returns (also 

highlighted separately in Figures 1 to 3).

The scatterplot in Figure 1 shows that the 

dependency of stocks and hedge fund is persistent in 

terms of returns and is viewed for both negative and 

positive extreme returns. The bottommost left 

quadrant of Figure 1displays that when stocks 

tormented their worst monthly return of -27%, 

hedge funds also produced their worst monthly 

return of -16%.  This mystifying data point occurs in 

the month of October 2008, the time when global 

financial crisis hits the Indian capital market. Soon 

after in year 2009, the Indian stock market has 

recover its position by reporting the best monthly 

return of 34%  also at the same time hedge funds 

reported its best monthly return of 24%.The extreme 

observation reported in this study suggests that the 

stocks and hedge fund returns hold asymptotic 

dependence in rare events (Poon et. al.,2004).

In contrast, the scatter plot between the monthly 

returns of stocks and bonds is presented in Figure 3 

(see appendix). A noticeable feature of Figures 3 is 

the lack of dependence in the returns between these 

two traditional asset classes. The movements of 

monthly returns from both the assets classes 

observed from the Figure 3 suggest that when stocks 

reported their worst monthly return of -27% during 

the period of global financial crisis, bonds generated 

a positive monthly return of 8% for that period. The 

close observations from the scatterplots shown in 

Figures 1 and Figure 3 emphasized that the tail 

dependence of the three asset classes is based upon a 

single worst monthly return observation when 

mean-conditional value at risk portfolio framework 

probability level is restraining at 99%. The 

explanation of the pronounced increase in 

proportion to the hedge funds in the mean-

conditional value at risk portfolio optimization 

process (see Table 3) at 99% confidence level can be 

elucidate using Figure 1 and Figure 3. These rare 

outliers, located at the bottommost left side in Figure 

1 and Figure 3, advocate that for the minimum 

variance portfolio the investors who restrain their 

portfolio at 99% confidence level CVaR will desire a 

portfolio mix comprises of bonds and hedge funds 

instead of a portfolio that comprises stocks and 

bonds. The reason for this can be explain by a fact 

that if one can consider the worst case scenario for 

both hedge funds and stocks then it is evident from 

the Figure 1 (see appendix) that when hedge funds 

displays its worst monthly return of -16% then 

during the same period the stocks also displays its 

worst monthly return of -27%, which in turn 

indicates that the investor loose less (16% as compare 

to 27%) amount of his investment if he holds hedge 

fund in their portfolio but at the same time pursue 

conventional rates of return.

To enlighten the attractiveness of hedge funds for 

investors who entail conventional rates of return, the 

emphasis will turn to Figure 2 (see appendix). The 

scatterplot between bonds and hedge fund 
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presented in Figure 2 depicts a very close 

relationship among these two asset classes. Figure 2 

also displays that when hedge funds reported their 

worst monthly return of -16%, bonds reported 

positive return of 8%. Moreover, when hedge fund 

recorded their best monthly return of -24% in May 

2009, bond reported negative return of -2%. Because 

of this inverse behaviour of these two asset classes 

during the extreme positive and negative months, 

mean-conditional value at risk investors prefer 

portfolio comprises of bond and hedge fund instead 

of a portfolio that comprises stocks and bonds.

CONCLUSION
This paper has focused to find out the diversification 

benefit by examining the effects of autocorrelation in 

the selection of portfolio mix when hedge funds are 

involved in the investment opportunity set. This 

study compares and contrasts the portfolio selection 

results of a mean-variance investor and mean-CVaR 

(Conditional Value at Risk) investor when an 

investment set comprises stocks, bonds and hedge 

funds. The empirical results of this study evidently 

explain that mean-variance investors who wish to 

minimise portfolio variance, thus visualizing 

diversification benefit, have a higher hedge fund 

demand but also bears the undesirable movement of 

skewness and excess kurtosis. In contrast, a mean-

conditional value at risk investor has a hedge funds 

demand when restraining the left tail region of the 

portfolio returns distribution. The findings tell that 

this outcome is because of tail dependency between 

hedge fund and stock returns.  This study also 

reflects the shifts in portfolio mix caused by biases in 

the second sample moment from autocorrelation in 

actual returns. This study used Geltner (1991, 1993) 

method to account for autocorrelation effects and 

exhibit the presence of biases in the hedge funds 

allocation for both mean-variance and mean-

conditional value at risk investors and due to this 

autocorrelation bias both investors may over-

distribute their portfolio allocation to hedge fund 

investments. Also, it is evident that the presence of 

autocorrelation bias in hedge fund and bond returns 

in the empirical data series, cause an under-

valuation of second sample moment i.e., the variance 

which always be an vital component in portfolio 

selection model. 

In a nutshell, the purpose of this paper was to 

expand the novel work of Markowitz (1952, 1959) 

portfolio optimization model which optimizes the 

portfolio in the mean-variance framework but 

because of its basic assumption of normality 

condition it cannot produced effective results where 

the asset classes return distribution are non-normal 

like hedge funds. This study adds to the literature by 

signifying that natural portfolio choice can cover 

some of the intrinsic risks in returns that hedge fund 

generate. This paper offers investor with a model to 

discover the risks of hedge funds while constructing 

portfolio by accounting for autocorrelation bias and 

by determining the tail dependency of hedge fund 

returns with stock returns in a mean-conditional 

value at risk model. It is also evident that mean-

conditional value at risk model offer enhanced 

optimization solutions for the developing markets 

like India, which are open to extreme events (excess 

kurtosis) and skewed patterns. This study would 

also offer motivating insights to institutional fund 

managers, portfolio managers and individual 

investors who ignore the performance of hedge 

funds just because of a myth that hedge funds are 

more risky assets to invest as compare to stocks and 

bonds.

The findings form this study offer number of 

prospects for future research. Whereas this study 

discovers a significant decrease in the hedge fund 

demand in unrestricted MVA (mean-variance 

analysis) and M-CVaR (mean-conditional value at 

risk) portfolio selection model, it is worthy to apply 

the same in a restricted portfolio choice scenario. 

Second, the approaches to amount biases in 

autocorrelation in the actual returns can easily 

amend to observe these effects on different portfolio 

selection models. Lastly, this study does not make 

any attempt to cater the presence of higher moments 

in the portfolio return distribution, thus leaving the 

thought-provoking research question for future 

research.
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Sector Original Returns (Geltner) Adjusted Returns

Equity India Bond_ India_ EH_India Equity India Bond_ India_ EH_India 
S&P CNX500 NSE G-SEC Hedge Fund  S&P CNX500 NSE G-SEC Hedge Fund

Index Bond Index Index Index Bond Index Index   

Variable

Panel A: Descriptive Statistical Analysis

Mean 0.781 0.142 0.572 0.799 0.142 0.563

Standard Deviation 8.569 1.765 5.740 9.463 1.851 7.475

Skewness -0.229 1.009 0.455 -0.249 0.935 0.288

Kurtosis 1.639 6.920 1.691 1.283 6.798 0.303

Median 1.23 0.02 1.14 0.95 0.01 0.68

Maximum 34.01 9.55 23.81 36.04 9.91 28.91

Minimum -27.65 -6.11 -16.73 -29.29 -6.41 -21.70

Jarque- Bera Statistic 18.107 324.786 23.047 11.839 310.673 12.693

Jarque- Bera p-value 0.000** 0.000** 0.000** 0.003** 0.000** 0.002**

Panel B: Autocorrelation adjusted for First Moment

AC1 0.099 0.047 0.224 0.003 -0.007 0.009

AC2 -0.032 0.152 0.157 -0.047 0.149 0.086

AC3 0.045 0.032 0.106 0.041 0.027 0.065

AC6 -0.027 -0.059 0.026 -0.023 -0.054 -0.035

AC12 0.010 0.007 0.011 0.017 0.005 0.052

Panel C: Autocorrelation adjusted for Second Moment

AC1 0.046 0.113 0.081 0.046 0.118 0.104

AC2 0.021 0.388 0.032 0.030 0.383 0.016

AC3 -0.012 0.006 0.012 0.003 0.019 0.021

AC6 0.092 0.151 -0.015 0.099 0.151 -0.035

AC12 0.003 -0.046 0.005 0.019 -0.047 0.001

Table 4.1: Statistical Summary 

This table represents the descriptive statistical analysis of the excess monthly index returns of the three asset classes used in this study. Panel 

A represents the statistical summary of the monthly index returns of the three asset classes. Panel B and C represents the autocorrelation 

adjustments for first and second sample moments. Sampled data contains 150 observations from January 2000 to June 2012.  * and ** shows the 

data is statistically significant at the .05 and .01 confidence level, respectively.
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Table 2: Mean-Variance Analysis of Original sample

This table presents the mean-variance analysis (MVA) of the original sample for optimizing portfolio, with respect to Indian Capital Market, where 

the investment opportunity set consists of two assets classes viz stocks and bonds (see left side of the table) and three assets classes viz; stocks, 

bonds and hedge funds (see right side of the table). This allocation procedure estimates the portfolio weights with a non-negativity constraint. The 

MVA is executed by minimizing portfolio variance for a specified level of return. Monthly excess returns for the respective indexes were employed 

during the period from January 2000 to June 2012. The ranges in the MVA efficient set are divided in manner as to make the straight comparison 

with other investment set.  The Eq. CVaR in the table denotes the equivalent Conditional Value at Risk value calculated at the specified probability 

or the confidence level for each mean-variance portfolio optimization set.

3 Asset Class: Stocks and Bonds and Hedge Funds
STOCK: S&P CNX 500 Equity Index Data
BONDS: NSE G-SEC India Bond Index
HEDGE FUND: Eureka Hedge Fund India Index Data

Portfolio S.D Skewness Kurtosis Stocks Bonds Hedge Eq Eq 
Required (%) (%) Funds CVAR CVAR  
rate of (%) at at 
return   95% 99%

Panel B: Minimum Variance Portfolio     

0.181 1.674 0.782 5.798 0.0 91.0 9.0 -4.09 -4.59

Panel D: Efficient Set Calculation      

0.234 1.831 0.588 2.469 0.0 78.6 21.4 -4.02 -4.77

0.289 2.249 0.519 0.748 3.5 67.5 29.0 -4.24 -5.49

0.344 2.792 0.463 0.424 8.8 57.3 33.9 -4.92 -6.15

0.399 3.399 0.413 0.592 14.1 47.1 38.8 -6.25 -7.51

0.454 4.042 0.366 0.882 19.4 36.9 43.8 -7.80 -9.96

0.509 4.706 0.324 1.173 24.7 26.6 48.7 -9.03 -13.00

0.564 5.384 0.288 1.431 30.0 16.4 53.6 -11.06 -16.04

0.619 6.070 0.256 1.651 35.3 6.2 58.5 -12.81 -19.09

0.674 6.776 0.155 1.751 48.8 0.0 51.2 -13.66 -22.06

0.729 7.621 -0.058 1.690 75.0 0.0 25.0 -16.93 -19.88

0.781 8.535 -0.228 1.639 99.8 0.0 0.2 -19.45 -21.41

2 Asset Class: Stocks and Bonds 
STOCK: S&P CNX 500 Equity Index Data
BONDS: NSE G-SEC India Bond Index

Portfolio S.D Skewness Kurtosis Stocks Bonds Eq Eq 
Required (%) (%) CVAR CVAR  
rate of at at 
return   95% 99%

Panel A: Minimum Variance Portfolio    

0.158 1.747 0.837 6.627 2.4 97.6 -4.03 -5.36

Panel C: Efficient Set Calculation     

0.181 1.775 0.555 5.936 6.1 93.9 -3.98 -5.60

0.289 2.480 -0.123 1.779 23.0 77.0 -5.40 -7.66

0.344 3.048 -0.173 0.996 31.6 68.4 -6.16 -8.27

0.399 3.676 -0.187 0.803 40.2 59.8 -7.64 -9.73

0.454 4.339 -0.194 0.851 48.8 51.2 -9.24 -10.82

0.509 5.023 -0.200 0.981 57.4 42.6 -10.83 -12.67

0.564 5.720 -0.207 1.132 66.0 34.0 -12.42 -14.52

0.619 6.426 -0.213 1.279 74.6 25.4 -14.02 -16.37

0.674 7.138 -0.219 1.414 83.2 16.8 -16.20 -17.79

0.729 7.855 -0.224 1.536 91.8 8.2 -17.87 -19.64

0.781 8.541 -0.229 1.639 100.0 0.0 -19.47 -21.43
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Table 3: Mean-Variance Analysis : Bayes Stein Mean Estimates

This table presents the mean-variance analysis (MVA) with Bayes-Stein mean estimates for optimizing portfolio, with respect to Indian Capital 

Market, where the investment opportunity set consists of two assets classes viz stocks and bonds (see left side of the table) and three assets 

classes viz; stocks, bonds and hedge funds (see right side of the table). This allocation procedure estimates the portfolio weights with a non-

negativity constraint. The MVA is executed by minimizing portfolio variance for a specified level of return. Monthly excess returns for the respective 

indexes were employed during the period from January 2000 to June 2012. The ranges in the MVA efficient set are divided in manner as to make the 

straight comparison with other investment set.  The Eq. CVaR in the table denotes the equivalent Conditional Value at Risk value calculated at the 

specified probability or the confidence level for each mean-variance portfolio optimization set.

3 Asset Class: Stocks and Bonds and Hedge Funds  
STOCK: S&P CNX 500 Equity Index Data
BONDS: NSE G-SEC India Bond Index
HEDGE FUND: Eureka Hedge Fund India Index Data

Portfolio S.D Skewness Kurtosis Stocks Bonds Hedge Eq Eq 
Required (%) (%) Funds CVAR CVAR  
rate of (%) at at 
return   95% 99%

Panel B: Minimum Variance Portfolio  

0.181 1.674 0.782 5.798 0.0 91.0 9.0 -4.09 -4.59

Panel D: Efficient Set Calculation      

0.199 1.862 0.583 2.197 0.0 77.4 22.6 -4.02 -4.75

0.217 2.324 0.509 0.642 4.3 66.0 29.7 -4.32 -5.57

0.234 2.879 0.456 0.431 9.6 55.8 34.6 -5.09 -6.46

0.253 3.566 0.400 0.664 15.5 44.4 40.1 -6.66 -8.04

0.272 4.292 0.350 0.996 21.4 33.0 45.6 -8.38 -11.12

0.291 5.040 0.305 1.305 27.3 21.6 51.1 -10.18 -14.51

0.311 5.842 0.266 1.582 33.5 9.6 56.9 -12.23 -18.08

0.329 6.574 0.214 1.764 41.7 0.0 58.3 -15.12 -21.28

0.347 7.426 -0.014 1.703 69.4 0.0 30.6 -16.93 -24.30

0.357 7.968 -0.129 1.668 84.8 0.0 15.2 -18.20 -22.46

0.367 8.541 -0.229 1.639 100.0 0.0 0.0 -19.47 -21.99

2 Asset Class: Stocks and Bonds 
STOCK: S&P CNX 500 Equity Index Data
BONDS: NSE G-SEC India Bond Index

Portfolio S.D Skewness Kurtosis Stocks Bonds Eq Eq 
Required (%) (%) CVAR CVAR  
rate of at at 
return   95% 99%

Panel A: Minimum Variance Portfolio

0.155 1.759 1.009 6.920 0.0 100.0 -4.01 -5.20

Panel C: Efficient Set Calculation     

0.181 2.563 -0.136 1.596 24.3 75.7 -5.81 -7.87

0.189 3.072 -0.174 0.980 31.9 68.1 -6.62 -9.01

0.199 3.770 -0.189 0.801 41.4 58.6 -7.87 -9.94

0.207 4.357 -0.194 0.854 49.0 51.0 -9.28 -11.23

0.215 4.960 -0.200 0.968 56.6 43.4 -10.68 -12.50

0.222 5.497 -0.205 1.084 63.3 36.7 -11.92 -13.93

0.228 5.962 -0.209 1.184 69.0 31.0 -13.41 -15.15

0.234 6.431 -0.213 1.280 74.7 25.3 -14.53 -16.38

0.245 7.296 -0.220 1.442 85.1 14.9 -16.57 -19.31

0.254 8.009 -0.226 1.560 93.7 6.3 -18.23 -21.28

0.261 8.541 -0.229 1.639 100.0 0.0 -19.47 -22.81
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Table 4: Mean-CVaR Portfolio Optimization Analysis of Original sample

This table represents the mean-CVaR portfolio optimizations where the investment set consists of two assets classes viz stocks and bonds (see left 

side of the table) and three assets classes viz stocks, bonds and hedge funds (see right side of the table). The non-negativity constrained for 

portfolio weights along with disallowing short sales is followed. The ranges in the Mean-CVaR efficient set are divided in manner as to make the 

straight comparison with other investment set.

2 Asset Class: Stocks and Bonds  
STOCK: S&P CNX 500 Equity Index Data
BONDS: NSE G-SEC India Bond Index

Portfolio Standard Skewness Kurtosis Stocks Bonds CVAR 
Required Deviation (%) (%)  (%)
rate of 
return   

Panel A: Mean-CVaR constraint at 95%    

0.159 1.747 0.825 6.604 2.6 97.4 -3.81

0.243 2.088 0.019 3.248 15.8 84.2 -4.39

0.303 2.616 -0.143 1.495 25.2 74.8 -5.66

0.363 3.260 -0.180 0.886 34.6 65.4 -6.83

0.423 3.962 -0.191 0.807 43.9 56.1 -8.34

0.483 4.698 -0.197 0.915 53.3 46.7 -10.08

0.543 5.453 -0.204 1.074 62.7 37.3 -11.81

0.603 6.220 -0.211 1.237 72.1 27.9 -13.55

0.663 6.995 -0.217 1.388 81.5 18.5 -15.86

0.723 7.777 -0.224 1.523 90.9 9.1 -17.69

0.781 8.541 -0.229 1.639 100.0 0.0 -19.47

Panel C: Mean-CVaR constraint at 99%    

0.142 1.759 1.009 6.920 0.0 100.0 -5.20

0.243 2.088 0.019 3.248 15.8 84.2 -6.58

0.303 2.616 -0.143 1.495 25.2 74.8 -7.99

0.363 3.260 -0.180 0.886 34.6 65.4 -8.77

0.423 3.962 -0.191 0.807 43.9 56.1 -10.36

0.483 4.698 -0.197 0.915 53.3 46.7 -11.79

0.543 5.453 -0.204 1.074 62.7 37.3 -13.81

0.603 6.220 -0.211 1.237 72.1 27.9 -15.83

0.663 6.995 -0.217 1.388 81.5 18.5 -17.42

0.723 7.777 -0.224 1.523 90.9 9.1 -19.44

0.751 8.143 -0.227 1.581 95.3 4.7 -20.02

0.781 8.536 -0.229 1.638 99.9 0.1 -21.42

3 Asset Class: Stocks and Bonds and Hedge Funds
STOCK: S&P CNX 500 Equity Index Data
BONDS: NSE G-SEC India Bond Index
HEDGE FUND: Eureka Hedge Fund India Index Data

Portfolio Standard Skewness Kurtosis Stocks Bonds Hedge CVAR 
Required Deviation (%) (%) Funds  (%)
rate of (%)
return   

Panel B: Mean-CVaR constraint at 95%     

0.183 1.674 0.772 5.711 0.0 90.6 9.4 -4.08

0.243 1.932 0.356 2.599 6.9 79.9 13.2 -4.12

0.303 2.383 0.428 0.634 7.7 66.3 25.9 -4.31

0.363 3.001 0.503 0.491 7.5 52.2 40.3 -5.06

0.423 3.699 0.494 0.835 8.9 38.9 52.2 -6.79

0.483 4.432 0.464 1.199 10.8 25.9 63.2 -8.66

0.543 5.184 0.429 1.504 13.3 13.1 73.6 -10.03

0.603 5.871 0.235 1.557 36.7 10.6 52.7 -11.85

0.663 6.713 0.028 1.577 59.9 8.0 32.1 -14.37

0.723 7.522 -0.036 1.696 72.2 0.0 27.8 -16.56

0.781 8.535 -0.228 1.639 99.8 0.0 0.2 -19.45

Panel D: Mean-CVaR constraint at 99%     

0.183 1.674 0.769 5.680 0.0 90.5 9.5 -4.58

0.243 1.886 0.581 2.007 0.0 76.5 23.5 -4.73

0.303 2.381 0.548 0.565 2.8 63.9 33.3 -5.24

0.363 2.996 0.446 0.453 10.6 53.8 35.6 -6.61

0.423 3.698 0.255 0.639 23.8 46.2 30.0 -8.18

0.483 4.496 0.043 0.872 40.2 40.3 19.5 -10.72

0.543 5.229 0.031 1.123 47.4 29.8 22.7 -12.68

0.603 6.151 -0.158 1.253 68.0 25.9 6.0 -15.37

0.663 6.960 -0.194 1.401 79.4 17.5 3.1 -17.19

0.723 7.756 -0.211 1.533 89.6 8.5 1.9 -19.30

0.751 8.134 -0.221 1.585 94.7 4.5 0.8 -19.97

0.781 8.535 -0.228 1.639 99.8 0.0 0.2 -21.41
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Table 5: Mean-Variance Analysis (Geltner Adjusted Returns)

This table presents the mean-variance analysis (MVA) with  Geltner adjusted returns for optimizing portfolio, with respect to Indian Capital Market, 

where the investment opportunity set consists of two assets classes viz stocks and bonds (see left side of the table) and three assets classes viz; 

stocks, bonds and hedge funds (see right side of the table). This allocation procedure estimates the portfolio weights with a non-negativity 

constraint. The MVA is executed by minimizing portfolio variance for a specified level of return. Monthly excess returns for the respective indexes 

were employed during the period from January 2000 to June 2012. The ranges in the MVA efficient set are divided in manner as to make the straight 

comparison with other investment set.  The Eq. CVaR in the table denotes the equivalent Conditional Value at Risk value calculated at the specified 

probability or the confidence level for each mean-variance portfolio optimization set.

3 Asset Class: Stocks and Bonds and Hedge Funds
STOCK: S&P CNX 500 Equity Index Data
BONDS: NSE G-SEC India Bond Index
HEDGE FUND: Eureka Hedge Fund India Index Data

Portfolio S.D Skewness Kurtosis Stocks Bonds Hedge Eq Eq 
Required (%) (%) Funds CVAR CVAR  
rate of (%) at at 
return   95% 99%

Panel B: Minimum Variance Portfolio     

0.164 1.803 0.814 6.148 0.0 94.9 5.1 -5.05 -5.61

Panel D: Efficient Set Calculation      

0.234 2.145 0.309 2.442 7.6 82.1 10.3 -4.94 -6.11

0.289 2.683 0.112 0.865 16.1 73.4 10.5 -5.00 -8.19

0.344 3.334 0.024 0.386 24.7 64.7 10.6 -6.26 -9.42

0.399 4.044 -0.028 0.370 33.2 56.0 10.8 -7.99 -10.65

0.454 4.786 -0.064 0.505 41.7 47.3 11.0 -9.53 -11.41

0.509 5.548 -0.091 0.675 50.2 38.6 11.2 -11.29 -13.27

0.564 6.322 -0.113 0.839 58.7 29.9 11.4 -13.05 -15.15

0.619 7.105 -0.132 0.988 67.2 21.3 11.5 -15.28 -17.83

0.674 7.894 -0.147 1.119 75.7 12.6 11.7 -17.11 -20.23

0.729 8.687 -0.160 1.234 84.2 3.9 11.9 -18.94 -22.63

0.779 9.431 -0.249 1.283 100.0 0.0 0.0 -21.36 -24.04

2 Asset Class: Stocks and Bonds 
STOCK: S&P CNX 500 Equity Index Data
BONDS: NSE G-SEC India Bond Index

Portfolio S.D Skewness Kurtosis Stocks Bonds Eq Eq 
Required (%) (%) CVAR CVAR  
rate of at at 
return   95% 99%

Panel A: Minimum Variance Portfolio    

0.153 1.838 0.814 6.578 1.7 98.3 -4.32 -5.82

Panel C: Efficient Set Calculation     

0.164 1.845 0.680 6.275 3.4 96.6 -4.12 -5.95

0.289 2.724 -0.162 1.475 23.0 77.0 -6.00 -8.28

0.344 3.368 -0.205 0.765 31.7 68.3 -6.84 -9.02

0.399 4.072 -0.217 0.588 40.3 59.7 -8.23 -10.63

0.454 4.811 -0.223 0.623 48.9 51.1 -9.91 -12.25

0.509 5.570 -0.227 0.730 57.6 42.4 -11.93 -13.80

0.564 6.342 -0.232 0.856 66.2 33.8 -13.68 -15.50

0.619 7.124 -0.236 0.980 74.8 25.2 -15.43 -17.53

0.674 7.911 -0.241 1.094 83.5 16.5 -17.82 -19.55

0.729 8.703 -0.245 1.198 92.1 7.9 -19.67 -21.57

0.779 9.431 -0.249 1.283 100.0 0.0 -21.36 -24.04
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Table 6: Mean-CVaR Portfolio Optimization Analysis (Geltner Adjusted Returns)

This table represents the mean-CVaR portfolio optimizations with Geltner adjusted returns where the investment set consists of two assets classes 

viz stocks and bonds (see left side of the table) and three assets classes viz stocks, bonds and hedge funds (see right side of the table). The non-

negativity constrained for portfolio weights along with disallowing short sales is followed. The ranges in the Mean-CVaR efficient set are divided in 

manner as to make the straight comparison with other investment set.

2 Asset Class: Stocks and Bonds  
STOCK: S&P CNX 500 Equity Index Data
BONDS: NSE G-SEC India Bond Index

Portfolio Standard Skewness Kurtosis Stocks Bonds CVAR 
Required Deviation (%) (%)  (%)
rate of 
return   

Panel A: Mean-CVaR constraint at 95%    

0.158 1.840 0.756 6.455 2.5 97.5 -4.09

0.243 2.269 -0.036 2.863 15.8 84.2 -5.02

0.303 2.880 -0.179 1.215 25.2 74.8 -6.07

0.363 3.606 -0.211 0.665 34.7 65.3 -7.36

0.423 4.392 -0.220 0.588 44.1 55.9 -8.96

0.483 5.209 -0.225 0.675 53.5 46.5 -11.10

0.543 6.046 -0.230 0.807 62.9 37.1 -13.01

0.603 6.896 -0.235 0.944 72.3 27.7 -14.92

0.663 7.753 -0.240 1.072 81.7 18.3 -17.45

0.723 8.616 -0.245 1.187 91.2 8.8 -19.46

0.779 9.426 -0.249 1.282 99.9 0.1 -21.34

Panel C: Mean-CVaR constraint at 99%    

0.142 1.845 0.935 6.798 0.0 100.0 -5.69

0.243 2.269 -0.036 2.863 15.8 84.2 -6.41

0.303 2.880 -0.179 1.215 25.2 74.8 -8.65

0.363 3.606 -0.211 0.665 34.7 65.3 -9.57

0.423 4.392 -0.220 0.588 44.1 55.9 -11.34

0.483 5.209 -0.225 0.675 53.5 46.5 -12.85

0.543 6.046 -0.230 0.807 62.9 37.1 -15.04

0.603 6.896 -0.235 0.944 72.3 27.7 -16.94

0.663 7.753 -0.240 1.072 81.7 18.3 -19.14

0.723 8.616 -0.245 1.187 91.2 8.8 -21.35

0.751 9.021 -0.247 1.236 95.5 4.5 -22.38

0.779 9.426 -0.249 1.282 99.9 0.1 -24.03

3 Asset Class: Stocks and Bonds and Hedge Funds
STOCK: S&P CNX 500 Equity Index Data
BONDS: NSE G-SEC India Bond Index
HEDGE FUND: Eureka Hedge Fund India Index Data

Portfolio Standard Skewness Kurtosis Stocks Bonds Hedge CVAR 
Required Deviation (%) (%) Funds  (%)
rate of (%)
return   

Panel B: Mean-CVaR constraint at 95%     

0.199 1.907 0.575 4.043 1.6 87.3 11.0 -4.18

0.243 2.230 0.368 1.788 6.2 79.2 14.6 -4.54

0.303 2.922 0.370 0.337 8.2 66.0 25.7 -5.11

0.363 3.707 0.327 0.268 13.1 54.3 32.7 -6.47

0.423 4.503 0.260 0.466 20.5 43.8 35.7 -8.26

0.483 5.337 0.212 0.715 27.5 33.2 39.3 -10.15

0.543 6.119 0.118 0.886 39.7 25.1 35.2 -11.96

0.603 6.995 0.102 1.102 45.8 14.0 40.2 -13.79

0.663 7.751 -0.060 1.142 66.8 10.6 22.6 -15.65

0.723 8.617 -0.074 1.282 75.2 0.6 24.2 -17.50

0.779 9.425 -0.248 1.283 99.8 0.0 0.2 -21.33

Panel D: Mean-CVaR constraint at 99%     

0.199 1.913 0.622 3.787 0.0 86.5 13.5 -5.48

0.243 2.305 0.519 1.281 0.0 76.0 24.0 -5.31

0.303 2.906 0.349 0.348 9.3 66.6 24.2 -6.46

0.363 3.614 0.208 0.226 19.7 57.6 22.7 -8.05

0.423 4.385 0.091 0.379 30.7 49.0 20.3 -9.78

0.483 5.193 -0.003 0.587 42.1 40.7 17.3 -12.11

0.543 6.026 -0.132 0.779 57.1 34.1 8.9 -14.25

0.603 6.879 -0.162 0.941 67.2 25.1 7.7 -16.52

0.663 7.739 -0.188 1.080 77.6 16.1 6.3 -18.80

0.723 8.611 -0.228 1.192 89.6 8.1 2.3 -21.22

0.751 9.020 -0.244 1.237 95.3 4.3 0.4 -22.36

0.779 9.425 -0.248 1.283 99.8 0.0 0.2 -24.02
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INTRODUCTION
Role of leadership in business firms has long not 

been recognized in Tanzania. Neither policy makers 

nor researchers have shown any serious interest in 

leadership development and related researches, 

until recently when Mgeni, 2015 and Mgeni&Nayak, 

2015 researched on the link between entrepreneurial 

leadership style and business performance of SMEs 

in Tanzania. Much emphasize have been in 

management under the expense of business 

leadership, as a result less is known about leadership 

role in the business performance of various firms in 

Tanzania. It is not surprising to note that, there is no 

school or institution which offers any business 

leadership program while almost every academic 

institution has a management training program, 

(Olomi, 2006). Tanzania is experiencing very poor 

performance of SMEs sector despite good business 

environment created by the government to attract 

investors. For example 3 out of every 5 SMEs' 

startups fail within a period of less than 5 years of its 

establishmentMfaume, and Leonard, (2004),. 

Moreover, the surviving firms are stagnant in 

growth and contribute very little to the national 

economy (Dalberg, 2011). Poor performance of SMEs 

sector is of big concern because 95% of all businesses 

in Tanzania are SMEs thus its underperformance 

s h a k e s  t h e  e n t i r e  e c o n o m y  ( M a d a t t a ,  

2011).According to Zheltoukhova,.and  Suckley, 

(2014), failure of SMEs in early stages of its life cycle 

and stagnancy indicate poor business performance 

associated with leadership factor. Studies elsewhere 

This study is based on a field survey research conducted in 
Tanzania between February and July 2015 focusing into 
CEOs (Chief Executive Officers) of SMEs (small and 
medium enterprises). The study covered 60 % of all regions 
in Tanzania including Dar essalaam, Pwani, Iringa, 
Morogoro, Dodoma, Mbeya, Tabora, Kigoma, Ruvuma, 
Rukwa, Mwanza, Arusha and Mara, Singida, Tanga, 
Kilimanjaro, Mara and Simiyu. Purposive sampling was 
used to prepare a sample of 100 respondents based on their 
availability and willingness to participate in the study after 
introductory telephone conversations meant to create 
conducive environment for mailed questionnaires. 
However 60 questionnaires only qualified for further 
analysis while the rest were discarded for various reasons. 
This is a quantitative study which attempts to determine the 
relationship between transactional leadership style and 
business performance of small and Medium Enterprises in 
Tanzania. The study aims at firstly, determining the 
strength and direction of the correlation between 
transactional leadership style and business performance of 
SMEs in Tanzania. Secondly, the study determines the 
significance of the correlation between transactional 
leadership style and business performance of SMEs in 
Tanzania. Thirdly, the study determines the extent to which 
transactional leadership style predicts performance 
variations of SMEs in Tanzania and fourth, it determines 
the significance of transactional leadership style as a 
predictor.. Data was analyzed quantitatively using Pearson 
product moment correlation and simple regression by 
SPSS. This study found existence of significant and 
moderate positive correlation between transactional 
leadership style and business performance of SMEs in 
Tanzania. Moreover, transactional leadership style was 
found to bea significant moderate predictor of business 
performance of SMEs in Tanzania.

Key words: Business Performance, Business success, Firm 
Performance, Organizational Performance, Transactional 
Leadership Style and Small and Medium Enterprises 
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have found a strong and significant correlation 

between certain leadership styles and business 

performance of SMEs (Udoh&Agu, 2012). Moreover 

existing literature found consistently that, 

leadership is a predictor of business performance of 

SMEs. Nevertheless, to the time this study was done, 

no study was found to have covered anything on the 

relation between transactional leadership style and 

business performance of SMEs in Tanzania. This 

study therefore aims at determining the relationship 

between transactional leadership style and business 

performance of SMEs in Tanzania.

CONCEPTUALIZATION OF KEY TERMS
Transactional Leadership Style

The distinction between transactional leadership 

and other styles in the full range leadership model 

such as transformational and passive avoidant 

leadership styles is well established in theexisting 

literature (Heuvel, 2010). However there are various 

definitions given on this concept which in principal 

they are not contradictory as they appear to be, 

rather they are different view points of the same 

idea. Tosi, (1982), has defined transactional 

leadership style as the set of behavior which highly 

concentrates on implementing strategies, improving 

hierarchical structure, and rewarding employee 

performance and exhibit active management by 

exception behavior to correct mistakes so that they 

can devote significant contribution to improve 

organizational performance. Likewise, Rukmani, 

(2010), considered transactional leadership to be the 

type of leadership where the leaders dedicate most 

of their time and effort to explain about what is 

required from followers and expected compensation 

upon completion of these requirements. It is called a 

transaction because it involves transactions between 

leaders and followers (Bass 1990, khan I-Harn, 2001 

and Arham, (2014). The transactional leadership 

style is based on maintenance of the status quo in the 

sense that it does not allow flexibility in the 

organization (Khan, 2013). This is unique because 

other leadership styles such as transformational 

leadership are more innovative and flexible which 

often challenge the organizational regimes by 

rewarding those who go beyond the organizational 

performance's norms (Udoh and Agu, 2012). 

Transactional leadership seeks to lead the 

organization in accordance with the established 

rules and regulation in which any attempt to deviate 

is not tolerated (İşcan, et al., 2014). Transactional 

leadership is thus conceptualized as the exchange 

relationship between leaders and their followers 

(Burns,1978). In transactional leadership, 

relationship between the leader and follower, is 

based on contingent reward (Howell & Avolio,1993 

and Fernandes&Awamleh, 2013).

Business Performance

There has been a debate among researchers on what 

business performance is all about (Dess&Robinson, 

1984and Barney, 1997).The main agenda have been 

what is the meaning of the concept, how do we call it 

and how can we possibly measure it. The fact that, 

Business performance is a multidimensional concept 

has made things difficult for researchers to arrive 

into consensus on what business performance is all 

about (Hansen &Wernerfelt, 1989 and Wiklund& 

Shepherd, 2005). Performance is probably the most 

researched theme in management sciences 

(Venkatraman, &Ramanujam, 1986).

Most of the studies reviewed, suggested no 

difference in the use of performance related terms 

such as; business performance, firm performance 

and organizational performance. For example 

studies  l ike  Hansen &Wernerfel t ,  1989;   

Richard,2000; Vithessonthi ,  & Thoumrungroje , 

2011; Ahmad, 2012 and  Santos & Brito, 2012 used the 

term firm performance and organizational 

performance interchangeably to mean increase in 

organizational output resulting from improved 

input and efficient process in the organizational 

system. Likewise studies like; Yang, (2008), Aziz, et 

al.,(2013)a, Arshad, &Rasli, 2013, and  Arief, Thoyb& 

Sudiro,2013 used the termbusiness performance and 

Organizational performance to mean the same thing 

Impact of  Transactional Leadership Style on 
Business Performance of  SMEs in Tanzania

Amity Business Review
Vol. 17, No. 1, January - June, 2016

Amity Business Review
Vol. 17, No. 1, January - June, 2016



as those who used the term firm performance, On the 

other hand, Javier, (2002) as cited by Abu-Jarad, 

Yusof&Nikbin,(2010), associates, business 

performance with the famous 3Es (economy, 

efficiency, and effectiveness) of a certain program or 

activity. One thing seems to be common among all 

studies when trying to conceptualize performance in 

the organizational context. Almost all such studies 

take into consideration, what brings about 

organizational output than just looking at it as a 

complete set in itself. In other words, performance is 

considered to be more of a system involving input, 

process and output than just the outcome of the 

organizational functioning(Wu, 2009). Along this 

line of thinking, Daft (2000), defined organizational 

performance as the organization's ability to attain its 

goals by using resources in an efficient and effective 

manner. Likewise, Armstrong & Baron, 1998 and 

Ahmad, 2012, defined performance of the 

organization as a strategic and integrated approach 

to delivering sustained success to organizations by 

improving the performance of the people who work 

in them and by developing the capabilities of teams 

and individual contributors. Moreover, Steers, 

(1982) and Maalu, (2013), defined firm performance 

as efficiencies and effectiveness in terms of 

ut i l izat ion of  resources  as  wel l  as  the  

accomplishment of its goals. The same positions are 

shared by other studies such as Dess& Robinson, 

(1984)and Ricardo( 2001). Existing literature, 

reported existence of complications in measuring 

multidimensional performance due to its 

complexity (İşcan et al., 2014),). Likewise this study 

focuses into organizational output for simplicity and 

clarity although terms like business performance, 

organizational performance and firm performance 

are considered to be the same thus are used 

interchangeably.

Small and Medium Enterprise (SMEs)

Smal l  and Medium Enterpr i ses  (SMEs)  

conceptualization has been controversialand often 

misleading in developing countries resulting into 

serious impediments in the development of the 

particular sector (Gibson &van der Vaart, 

2008).There has been a hot debate among researchers 

and entrepreneurial practitioners as to whether it 

really matters to take SMEs' conceptualization into 

serious consideration when thinking of how to 

improve SMEs in the developing countries. 

According to Gibson &van der Vaart, (2008), the 

meaning you attach to SMEs have a lot to do with the 

performance of SMEs sector in the particular 

country. 

For example if any misconception of SMEs happens, 

it can lead to misallocation of donor spending for 

private sector development, contribution of the 

sector to the economy will be mislead statistically 

and it may cause policy distortion in setting 

development priorities. On that ground Gibson and 

Van der Vaart, (2008) defined SMEs by formulae 

criterion as an attempt to develop a universally 

accepted meaning of SMEs. However, some studies 

suggested that, defining SMEs, in the socio-cultural 

context is more appropriate than any attempt to 

come up with a universal definition, mainly because, 

SMEs tend to differ from one cultural setting to the 

other (Hamisi, 2011).  Literature suggests multiple 

criteria of defining firms in relation to Small and 

Medium Enterprises (SMEs) worldwide ((URT, 

2003, Mgeni&Nayak, 2015). Capital investment and 

size of the firm are the most used criteria in 

international classification of firms. Each country 

has its own criteria used to define SMEs for policy 

planning purposes (Mgeni, 2015). In Tanzania, for 

example the term SMEs is used to mean micro, small 

and medium enterprises, sometimes referred as 

micro, small and medium enterprise (URT, 

2003).However, SMEs' working definition by the 

Tanzanian entrepreneurial policy excludes micro 

firms because in most cases their impacts in business 

are insignificant. Commonly used yardsticks in the 

conceptualization of SMEs in Tanzania include; total 

number of employees, total investment and sales 

turnover.in Tanzania's context SMEsare the one with 

5 to 99 employees and capital investment of between 

2500 to 400,000 US dollars approximately (URT, 

2003). This study will use the Tanzanian definition of 
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of SMEs. Literature suggests similarity of findings in 

studies done on the same industry and geographical 

location (Koech&Namusonge, 2012).For example 

Rosian&Rosli, (2012) from Malaysia found 

asignificant moderate positive correlation between 

transactional leadership and business performance 

of SMEs. These findings were consistent with other 

works from Malaysia done in the same industry such 

as; Arham, Muenjohn& Boucher, (2012); Aziz, et al., 

(2013a) andArshad&Rasli, (2013). However, under 

certain circumstances, studies done in the same 

industry had similar findings irrespective of its 

geographical location as for the case of Obiwuru, et 

al., (2013) who reported similar findings as that of 

Malaysia when he did a study on the same industry 

in Nigeria. On the other hand,Voon, et al., (2011) 

researching on multi industrial SMEs in 

Malaysiafound a significant negative correlation 

between transactional leadership and business 

performance. LikewiseYanney,2014, did similar 

study in Ghana and reported similar findings. 

However most of these findings have been 

challenged for not taking into consideration 

moderating factors like size of the firm which might 

have broughtdifferent set results.

Despite mounting critics to the findings of previous 

studies for not taking moderators into consideration, 

literature suggests absence of much difference of the 

relation between transactional leadership style and 

business performance on the basis of firm size as for 

the case of SMEs and corporate firms. For example; 

Koech&Namusonge, (2012) and Ali & Ibrahim, 

(2014), conducted a study similar to that of Arham, 

Muenjohn& Boucher, (2012), in the corporate sector 

and found a significant moderate positive 

correlation between transactional leadership style 

and business performance, a result similar to that of 

SMEs. The similarity of findings irrespective of the 

size of the firm confirms the findings advanced by 

Kipesha, (2013), that, in Tanzania's context, size of 

the firm has a negative correlation with business 

performance. Studies done elsewhere foundsimilar 

results irrespective of the nature of industry covered 

(Amato &Burson, 2007). However it is also true that 

LITERATURE REVIEW
Transactional Leadership Style and 

Business Performance of SMEs

There are many factors associated with business 

performance of SMEs (Udoh&Agu, 2012). 

Leadership is said to be the leading factor in 

in f luenc ing  organizat ional  per formance  

(Mahdinezhad, et al., 2013). In other words, leaders' 

performance is one of the important pointers when 

assessing organizational performance (Wall et 

al.,2004).Different styles of leadership can influence 

organizational performance or effectiveness in 

different ways (Nahavandi, 2002 and Ali, et al., 

2014). Transactional leadership for example is 

important for managing organizations, but it may 

not be the best style for leading all types of 

organizations(Kuhnert & Lewis, 1987 and Khan, 

Ghouri&Awang, 2013). In this study we focus into 

determining the relation between transactional 

leadership style and business performance of SMEs 

in Tanzania. Transactional leadership is about 

guiding or motivating their followers in the 

direction of established goals by clarifying the role 

and task requirements (Robbins, 2003 and Politis, 

2004). Although no study was found to have covered 

this topic in Tanzania,Previous studies elsewhere 

have found a variety of findings on the link between 

transactional leadership and business performance 
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SMEs as shown in table 1, because the study will 

focus on Tanzania's context.

Category Employee Capital Investment In 
Machinery (USD) as per 
October 2015

Micro enterprise 1-4 Up to 2500

Small enterprise 5-49 Above 2500 to  100,000

Medium enterprise 50-99 Above 100,000 to 400,000

Large enterprises 100+ Above 400,000

Source: URT, 2003

Table A1: types of Firms in Tanzania
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there are some studies which have found a positive 

correlation between firm size and organizational 

performance (Majumdar,(1997); Vijayakumar and 

Tamizhselvan, (2010); Pervan and Visic,(2012). As 

literature suggests, it is important to note that 

moderating factors like firm size are contextual thus 

its application in the organizational performance 

researches should not be generalized. 

Generally it can be concluded that, previous works 

on the impact of transformational leadership style 

on business performance of SMEshave reported two 

main findings: Firstly, existence of significant and 

moderate positive correlation between transactional 

leadership and business performance. Secondly, 

transactional leadership is a moderate predictor of 

business performance variations in SMEs. Since no 

previous study within our scope of literature search 

was found to have researched on the impact of 

transactional leadership style on business 

performance of SMEs in Tanzania, this study 

attempts to bridge that knowledge gap.

RESEARCH HYPOTHESES
This study attempted to determine the relationship 

between transactional leadership style and business 

performance of SMEs. Two hypotheses drawn from 

literature review were tested. The hypotheses which 

were tested by this study included:

H1. There is a significant moderate positive 

correlation between transactional leadership style 

and business performance of SMEs in Tanzania.

H2.  Transact ional  leadership style  is  a  

significantandmoderate predictor of business 

performance variations of SME in Tanzania.

RESEARCH DESIGN
Research Methodology

Research survey by mailed questionnaires and 

telephone interviews were used to collect data from 

CEOs of 100 SMEs in Tanzania sampled purposively 

to suit the context of this study. Respondents were 

selected because they happened to be at the right 

time and place which could allow them willingly to 

participate in the study as per researcher's schedule. 

Telephone interviews were done to identify the right 

respondents and solicit email addresses for mailed 

questionnaires because most of SMEs listed in 

various authorities had no email addressesgiven 

instead were provided with receptionist phone 

numbers. In other words telephone interviews did 

not cover any technical questions because were 

meant to prepare more conducive environment for 

mailed questionnaires. Moreover; survey by mailed 

questionnaires was found necessary due to scattered 

nature of SMEs in Tanzania which could otherwise 

cause loss of time and financial resources(Wilcock, 

2014).

Research Method

This study used Quantitative method in which two 

hypotheses were tested using quantitative statistical 

tools starting with Pearson product moment 

correlation followed by simple regression by SPSS. 

This method was chosen because it is one of the well 

establishedphenomena(Wilcock, 2014).. Pearson 

product moment correlation was used to test the 

strength, direction and significance of the correlation 

between transactional leadership style and business 

performance of SMEs while simple regression was 

used to test the significance and prediction strength 

of transactional leadership style on business 

performance variations in SMEs.

Validity and Reliability of the Instruments

This study used  two questionnaires namely, 

Transactional leadership questionnaire (TRLQ) 

adopted from Multifactor Leadership Questionnaire 

(MLQ) developed by Bass &Avolio, 2004) and 

outcome based business performance questionnaire 

(OBPQ) adopted from Multidimensional Business 

performance questionnaire (MBPQ) developed by 

Wu, 2009. TRLQ and OBPQ are standard 

questionnaires widely used by previous studies and 

proven to be valid and reliable.Cronbach's Alpha 

Impact of  Transactional Leadership Style on 
Business Performance of  SMEs in Tanzania

102 103

MEASURES
Transactional leadership style Measures.

Transactional leadership style is widely researched 

thus its measures are also well established. This 

study used Avolio, (2004)'s version of transactional 

leadership style measures which consist of two items 

namely;Contingent rewards (CR) andActive 

Management by objectives (MBE-A) (Chan I-Harn, 

A.,2001). Both  two items were  rated on a five-points 

Likert scale ranging from 0 (not at all) to 4 

(frequently, if not always).

Business Performance Measures

Despite of being one of the widely researched 

phenomena in organizational management studies, 

Business performance measures have remained 

controversial among researchers and policy makers 

(Yang, 2007, 2008).Some studies have considered 

organizational inputs such as human and financial 

resource to be indicators of business performance in 

the particular organization(Dess& Robinson, 1984;  

Ricardo 2001and  Maalu, 2013). On the other hand, 

others measured business performance in terms of 

the process involved in the transformation of inputs 

into organizational outputs while many capitalized 

on organizational output measures such as 

Profitability; Gross profit Return on asset (ROA), 

Return on investment (ROI), Return on equity 

(ROE), Revenue growth, Market share and stock 

price for financial business performance of SMEs ( 

FSDT). There are few studies such as Wu 2009 which 

have attempted to use a multidimensional 

per formance  measures  which  combines  

organizational, input, process and output indicators. 

This study adopted an outcome or result based 

business performance measures developed by Wu, 

2009 as part of multidimensional business 

performance questionnaire. Outcome based 

performance measure consists of 8 items namely; 

Growth in market shares, Quality of products and 

services offered, Growth of returns on assets (ROA), 

Growth of return on investment (ROI), Growth of 

As shown in Table 2,Cronbach;s Alpha (CR) for 

Transactional Leadership Questionnaire (TRLQ) 

was found to be 0.906 thus confirmed the tool to be 

highly reliable for this type of study in Tanzania's 

context. Likewise, as shown in table 3, OBPQ's CR 

was found to be 0.762, which implies good reliability 

for the particular tool in Tanzania's context. More 

over both questionnaires loaded highly in the FA test 

thus were retained.Construct validity under FA test 

showed that the two items for TRLQ were extracted 

under a single factor with as high loading as 0.87 and 

0.79 forContingent rewards (CR) and Active 

Management by objectives (MBE-A) respectively

Reliability Statistics

Cronbach's Alpha Cronbach's Alpha Based on N of Items
Standardized Items

.762 .704 9

Table A3: Business performance Reliability output
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test was used to test internal consistence of items 

with each of the two questionnaires well known as 

reliability while construct validity of TRLQ and 

OBPQ were tested by Factor Analysis (FA). Since 

TRLQ and OBPQ were not originally meant for 

Tanzanian context thus it was found inevitable for 

this study to employ validity and reliability 

confirmatory test. The aim was to make TRLQ and 

OBPQ applicable in Tanzania's context as it is well 

established in the existing literature that, the 

applicability of leadership and performance tools is 

usually affected by contextual factors (Wong, et al., 

2012). Both questionnaires were confirmed to be 

valid and reliable. Table 2 and 3 summarizes the 

reliability output for the two tools where as FA 

output is not reported in tables due to space 

limitation.

Reliability Statistics

Cronbach's Alpha Cronbach's Alpha Based on N of Items
Standardized Items

.906 .904 2

Table A2: Transactional leadership style reliability output
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product moment correlation found significant 

correlation between transactional leadership and 

business performance of SMEs in Tanzania. As 

shown in table 4, the p- value is 0.000, which is below 

0.01,level of significance (2 tails), thus the hypothesis 

is supported.  Based on these findings it can be 

concluded that, there is a significant and moderate 

positive correlation between transactional 

leadership and business performance of SMEs in 

Tanzania.

H2. Transactional leadership style is a significant 

moderate predictor of business performance 

variations in SME in Tanzania

Simple regression by SPSS was used to test the 

second hypothesis, which aimed at determining the 

extent to which transactional leadership style 

predict business performance variations of SMEs in 

Tanzania. Transactional leadership was regressed 

against business performance as a dependent 

variable and its results are presented in table 6 and 7.

Second hypothesis basically tested the regression 

model represented by table 6. The regression model 

tested is thus summarized as BP=1.682+0.409(TRLs)

Where BP is business performance

TRLs is transactional leadership style

Coefficient table (table 6) further shows that, at 95% 

level of confidence, p value of the regression model 

is 0.000, which is potentially less than 0.05 and thus 

significant; this implies that, there is a big possibility 

that the population slope is significantly different 

from zero therefore the regression model is capable 

inpredictingvariations of the dependent variable.

As indicated in table 7, Coefficient of determination 

(R2) for the regression model, BP=1.682+0.409 

(TRLs), was found to be 0.341, implying that 

transactional leadership style can predict 34% of the 

variations in business performance of SMEs 

Tanzania.  According to Lane, (2007),the 
2interpretation of the coefficient of determination (R )  

is that; 0.10 to 0.30implies weak prediction, 0.31 to 
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return in equity (ROE), Growth of return on sales, 

Growth on exports and Growth in the size of the 

firm. Outcome based business performance 

questionnaire was measured by 5 point Likert scale 

ranging from 1 to 5; 1(very poor to 5 (very good) 

based on the respondent assessment

FINDINGS AND DISCUSSION 
This study tested two hypotheses using Pearson 

product moment correlation and simple regression. 

The findings are presented in sequence starting with 

the first hypothesis followed by the second 

hypothesis.

H1.There is a significant moderate positive 

correlation between transactional leadership style 

and business performance of SMEs in Tanzania.

The first Hypothesis was tested by using Pearson 

product moment correlation by SPSS 16.0 software. 

According to Lane (2007)Pearsoncorrelation 

coefficient can be interpreted as weak, moderateand 

strong as indicated in table 4. 0, implies no 

association, 0.10 to 0.30 implies weak correlation, 

0.31 to 0.50 and 0.51 to 1.00 for moderate and strong 

correlation respectively.
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Pearson product moment correlation output in table 

5,shows that, there is a moderate positive correlation 

between transactional leadership style and business 

performance of SMEs in Tanzania. The Pearson 

correlation coefficient is 0.409 which is a moderate 

positive correlation when 1 is taken as a perfect 

positive correlation as shown in table 4.Pearson 

Strength of Positive Negative
Correlation correlation  correlation

No correlation  0 0

Small or Weak .10 to .30 -.10 to -.30

Medium or Moderate .31 to .50 -. 31 to -.50

Large or Strong .51 to 1.00 -.51 to -1.00

Source: Adopted from Lane, 2007

Table A4:  Interpretation of Pearson correlation coefficient

Model Un standardized Standardized 95% Confidence Interval 
Coefficients Coefficients for B

B Std. Error Beta t Sig. Lower Bound Upper Bound

1 (Constant) 1.682 .224 7.524 .000 1.234 2.129

Transactional 
Leadership Style .409 .053 .416 5.855 .000 .269 .549

a. Dependent Variable: Business Performance

Source: Authors based on data collected by mailed questionnaires between February and April 2015

Table A6: Regression model 

aCoefficients 
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Transactional Leadership Style Business Performance

Transactional Leadership Style Pearson Correlation 1 .409**

Sig. (2-tailed) .000

N 60 60

Business Performance Pearson Correlation .409** 1

Sig. (2-tailed) .000

N 60 60

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

Source: Authors based on data collected by mailed questionnaires between February and April 201

Table A5: Correlation between transactional leadership style and business performance of SMEs in Tanzania

Correlations
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0.50  suggest moderate prediction and 0.51 to 1.00  

implies  strong OR perfect prediction. Based on this 

interpretation we conclude that, transactional 

leadership style is a moderate predictor of business 

performance of SMEs in Tanzania. However R2 does 

not give us any picture as to whether the 

transactional leadership style is significant and thus 

a useful predictor of business performance 

variations, unless we include ANOVA regression 

output

Table 8 shows the significance of the predictor in the 

regression model, BP=1.682+0.409(TRLs). As it has 

been found in table 7 that, transactional leadership 

style is a moderate predictor of business 

performance of SMEs in Tanzania; table 8 found the 

P-value of the predictor in the regression model to be 

0.000, which is basically less than 0.05, significance 

level. If we put it in different words, it can be 

concluded that transactional leadership style is a 

significant predictor of business performance of 

SMEs in Tanzania. 

Since the regression model, BP=1.682+0.409(TRLs), 

has been found to have moderate and significant 

predictor of business performance variations of 

SMEs in Tanzania, hypothesis two is thus well 

supported. We have sufficient evidence to conclude 

that, Transactional leadership style is a significant 

moderate predictor of business performance of 

SMEs in Tanzania. 

Amity Business Review
Vol. 17, No. 1, January - June, 2016

Amity Business Review
Vol. 17, No. 1, January - June, 2016



Impact of  Transactional Leadership Style on 
Business Performance of  SMEs in Tanzania

Model R R Square Adjusted R Square Std. Error of the Estimate

a1 .409 .341 .336 .327

a. Predictors: (Constant), Transactional Leadership Style

b. Dependent Variable: Business Performance

Source: Authors based on data collected by mailed questionnaires between February and April 2015

2Table A7: Coefficient of determination (R )

bModel Summary 
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CONCLUSION
Based on the findings made by this study, four main 

conclusions are drawn; firstly, this study found a 

moderate positive correlation between transactional 

leadership style and business performance of SMEs 

in Tanzania. Secondly, the correlation between 

transactional leadership and business performance 

o f  S M E s  i s  f o u n d  t o  b e  s i g n i f i c a n t .  

Thirdly,transactional leadership style is found to be 

a moderate predictor of business performance 

variations of SMEs in Tanzania. Fourthly, 

Transactional leadership style was found to be a 

significant predictor of business performance 

variations in SMEs. These findings are consistent 

with previous studies elsewhere such as Arham, 

Muenjohn& Boucher, (2012); Rosian&Rosli, (2012), 

Aziz, et al., (2013) and Arshad &Rasli, (2013). Since 

this study took SMEs as a whole sector, further 

studies are invited to conduct similar studies in 

specific industries such as agribusiness, and 

microfinance related SMEs, to shed more light on the 

link between transactional leadership style and 

Business performance of SMEs from specific 

industries point of view. However, we are of the 

expectation that, this study will be of big help to 

researchers, policy makers, business leaders and 

other stake holders interested with the development 

of entrepreneurial sector in Tanzania and elsewhere.
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without any gains, monetary or otherwise. This 

paper covers the efforts put by researchers in 

arriving at voluntary motivation models found 

applicable to volunteers in the past.

As we notice volunteering is fairly common when it 

comes to serving persons adversely affected by 

natural calamities. However society would benefit 

immensely from volunteering by way of betterment 

of quality of human life through efforts directed 

towards skill development of unemployed and 

under-employed persons. It would be helpful to 

make use of the knowledge, experience and skills of 

volunteers to help the nonprofits to strengthen their 

efforts in the area of skill building.

Skill building can tremendously gain from 

Volunteering and even governments should 

promote such participation from its well-placed 

citizens. Skill building conveniently lends itself to 

online e-volunteering where many of the learning 

activities can be done online with teacher 

participation without having to travel. In this a 

teacher makes use of internet while operating from 

home that is connected to the student through the 

internet. Volunteers could help our poor schools in 

India so that they could run better. The schools offer 

many opportunities to volunteers by way of 

interaction with students as additional faculty, 

imparting knowledge of other languages and 

cultures, as well as fill the shortfall in teaching staff.

Even though it may be difficult for volunteers to find 

time because of their preoccupation with personal 

engagements, but volunteering brings immense 

benefits to the volunteers too. It would also provide 

them an opportunity to make new friends, learn new 

things, and in old age slow down mental aging 

process.

REVIEW OF LITERATURE
Volunteering

(United Nations, 2011) Volunteering is action done 

voluntarily out of free will, without the need to have 

any contractual or legal stipulations. While social 

obligations, cultural values, personal values, or peer 

pressure may influence a volunteer decision, but the 

decision to volunteer is still a free choice. Exceptions 

to volunteering are military duty performed as an 

alternative to community service or services 

rendered by criminal offenders while in custody. 

Volunteering is always done for the benefit of others, 

for no pecuniary benefit and out of one’s own free 

will.

The United Nations has an all-encompassing 

definition of volunteering which includes various 

acts including acts of kindness done by individuals 

such as caring for persons who are sick, providing of 

help in school work to children in neighborhood, or 

helping a stranger with food and lodging. In 

addition to offering free time, United Nations also 

recognizes activities that require extending skills or 

even expending of  energy without  any 

remuneration which are also considered acts of 

volunteering. Such acts of kindness support 

societies, enhance level of wellbeing, and such facts 

have been established in various surveys(United 

Nations, 2011).

(United Nations, 2011) While Volunteerism is free 

and volunteers are not paid for, but in volunteering 

in more formal setting, it helps to invest in 

infrastructure required to support volunteers, this 

makes volunteering much more effective. It may pay 

if we run volunteer facilitation centres that do 

management of volunteers in terms of providing 

training and recognition of their contribution. The 

organisations should frame policies and frameworks 

conducive for volunteers to contribute and the 

facilitation centres may support as well as manage 

costs pertaining to stipends, travel, meals, etc. for 

their volunteers.

(Australia, 2015) Volunteering can be defined as 

spending time without any monetary gains for the 

benefit of the society. Civic society at large gets 

participation of volunteers for the good of people. 

Volunteering could cover diverse activities in the 

service of society. These could be conducted by 

employees of an organization in a formal way 

wherein an organization donates its employee time 

in the service of the society. Volunteering done by 

individuals on their own constitutes the bulk of 

volunteering. 
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INTRODUCTION
Volunteering is an activity that is done for the benefit 

of others who are not related and often not even 

known to the person. It is a selfless service and the 

person undertaking volunteering do not expect any 

monetary gains (Executive, 2004) and (ZAPPALÀ, 

2000). 

It is not simple to know or understand what 

motivates a person to do any work (Esmond J. , 

2001), therefore it makes it even more important to 

understand what motivates a volunteer so that this 

understanding could be used in reaching out and 

roping in as well as retaining volunteers(Clary, 

Snyder, & Ridge, 1992) and(Esmond J. , 2001).

(Executive, 2004) While there are some valid overt 

reasons to justify why people volunteer, it provides 

them a way to remain physically and mentally fit, 

especially post retirement, but the inner, more subtle  

and important reasons behind volunteering are 

difficult to gauge and researching them is 

paramount to understanding the underlying 

reasons for their behavior (Esmond, Judy; Dunlop, 

Patrick, 2004).

Objective

As stated earlier, the main objective of this paper is to 

study the existing conceptual models of volunteer 

motivation, the way these have been adopted for use 

on those people who help and work for others 

The main objective of this paper is to study the existing 
conceptual models of volunteer motivation, the way these 
have been adopted for use on those people who help and 
work for others without any gains, monetary or otherwise. 

This paper summarizes conceptual models as well as 
multiple dimensions of volunteer motivation evolved 
through various research studies conducted in the past. 
The review of past studies provides list of dimensions 
considered in empirical studies by researchers for different 
sectors using volunteer services. The study considers 
volunteering as a multidimensional construct where the 
following dimensions have been proposed – Recognition, 
Social Interaction, Reciprocity, Reactivity, Self-Esteem, 
Social, Values, Understanding, Protective, and Career 
Development. In future an empirical study can be 
performed to test the reliability and validity of these 
dimensions in any specific community of Indian people.

Key Words: Volunteering, Motivation, Skills, 
SocialVolunteering, Skill Building
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While volunteering does good to society, at the same 

time it also provides significant benefits to 

volunteers in return. Therefore, society needs to 

showcase the benefits that volunteers may get even if 

these benefits are not monetary in nature. Further, 

even though Volunteers do not expect any monetary 

gains but out of pocket expense reimbursement is a 

legitimate support to volunteers. Also it is a good 

practice to recognize and reward them for the 

selfless work done by volunteers. While there is a 

material or financial aspect being introduced here as 

a good practice, the activities done by the volunteers 

still qualify as volunteering (Australia, 2015).

The latest definition of Volunteering by Australia 

Volunteering, formerly known as the Australian 

Council for Volunteering (ACV), is a broader 

concept of volunteering in which it is legitimate to 

provide a stipend, honorarium, or similar payment 

as a recognition for the professional or voluntary 

services provided. As per Australian Taxation Office 

rulings, such payments do not disqualify the 

r e c i p i e n t s  f r o m  b e i n g  c a t e g o r i z e d  a s  

volunteers(Australia, 2015). 

Motivation Models

Since over 40 years, researchers have been engaged 

in discovering what could motivate volunteering. 

This section summarizes conceptual models as well 

as multiple dimensions of volunteer motivation. As 

shown in Table 1, the review of past studies provides 

a comprehensive understanding of dimensions 

considered in empirical studies by researchers for 

different sectors that have used volunteer services: 

AUTHOR FACTORS

The Two Factor Models 

(Herzberg, 1966) Extrinsic, and Intrinsic factors

(Pitterman, 1973) and (Howarth, 1976) Social consciousness, and Reduction of anxiety

(Horton-Smith, 1981) Altruistic, and Egoistic

(Blanchard, A.; Rostant, J.; Finn, L., 1995) Altruistic, and Egoistic

(Omoto, A.M., & Snyder, M., 1995) Concerns for others (altruistic motives), and Concern for themselves (egoistic motives)

Three factor models

(McClelland, 1961) Achievement, Affiliation and Power

(Gidron, 1978) Social, Personal and Rewards

(Fitch, 1987) Altruist, Egoistic and Social-obligation

(Morrow-Howell & Mui, 1989) Altruistic, Social and Material

(Vellekoop-Baldock, 1990) Altruism, Social interaction, Personal growth and Work skills

Multi factor models

(Roloff, 1981) Power, Personal attraction, Compliance, Social acceptance, Prestige, Social approval, and Respect

(Furnham, 1995) Charity purpose, Altruistic giving, Cynical, Efficiency of giving (charity), and Inefficiency of giving (charity)

(Bales, 1996) Sense of Effectiveness, Sociability, Idealism or Philosophical Commitment, Feel Good Factor

(Cnaan & Cascio, 1998) Recognition, esteem, appreciation of their work, and acknowledgement of the difference made by their work

(Clary E. G., et al., 1998) Values, Enhancement, Understanding, Career, Protective, and Social

(Wang, 2001) Altruistic value, Personal development, Community concern, Ego enhancement, and Social adjustment.

(McEwin, M.; Jacobsen-D’Arcy, L., 2002) Values, Career, Personal Growth, Recognition, Hedonistic, Social, Reactive, and Reciprocity

(Esmond, Judy; Dunlop, Patrick, 2004) Values, Reciprocity, Recognition, Understanding, Self-Esteem, Reactivity, Social, Protective, and Social 
Interaction

(Kenyatta & Zani, 2014) Experience and learning opportunities, Peer encouragement, School project completion and Lack of 
employment

Table: 1: Motivation Models
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The Two and three Factor Models

Around 30 years back a large number of researches 

were organized using two and three motivational 

aspects.Many researchers argued that two or 

threereasons motivated people to volunteer (Omoto, 

A.M., & Snyder, M., 1995)(Penner, L.A.; Finkelstein, 

M.A., 1998).

Extrinsic and intrinsic factors

(Herzberg, 1966) Motivational theory developed by 

Herzberg propounded motivator-hygiene theory 

which is two factor theory according to which people 

who do paid work are driven by intrinsic and 

extrinsic factors. Hygiene and motivation are the 

two factors that influence people. Hygiene factors 

pertain to the working environment and are 

extrinsic in nature e.g., security, policies of the 

company, and working conditions, and these cover 

safety and psychological needs described in 

Maslow’s hierarchy of needs. Hygiene factors 

influence on one’s motivation would be negative if 

found absent. Factors such as self-actualization, 

esteem and belonging as defined by Maslow are 

conditions that are intrinsic factors, required in a job 

for feeling satisfaction, accomplishment, recognition 

and achievement.

There are a set of factors that could demotivate 

and lead to volunteer dissatisfaction such as the 

company policy, supervision, work conditions, 

etc. and these are examples of hygiene factors. 

The other set of factors, if not offered, do not 

lead to dissatisfaction, but their presence 

would have a positive impact on volunteer 

motivation. Examples of such factors are the nature 

of the work itself, responsibility, growth, 

recognition, etc. Therefore, if we are expecting 

persons to achieve high performance, we need to 

cater to these two factors to get them motivated. 

Presence of a set of factors would motivate people, 

and at the same time absence of another set of factors 

can make them disappointed and disinterested 

(Herzberg, 1966).

(Herzberg, 1966) The extrinsic and intrinsic 

motivation factors had different long term and short 

term influences on the commitment level of 

volunteers in terms of productivity, job satisfaction, 

attitude and commitment to volunteer. Intrinsic 

factors had positive and long term impact on 

volunteer motivation due to their job enrichment 

nature, whereas the extrinsic factors led to changes 

in job performance and attitude that were most often 

only short term in nature and hence could be quickly 

reverted to earlier status. It was inferred that task 

relationship of a person could be influenced by the 

motivators. This theory helps us in understanding 

the importance of both type of factors in increasing 

the volunteer participation through their enhanced 

job satisfaction. These two factors impact volunteer 

needs that are quite different and both the factors 

need attention to be paid for achieving good result 

levels.

(Gidron, 1978)Gidron leveraged the work of 

Herzberg and further deducted that benefits 

conceived from volunteering were firstly personal 

followed by social as well as economical. Whereas, 

old persons saw one type of benefits and the others 

saw different types of benefits. While the former 

found social benefits as the most applicable benefits, 

the others however found work experience as the 

benefit applicable most of the times.

Altruistic and egoistic factors

(Horton-Smith, 1981) Various approaches are used 

to measure volunteer motivations, however the 

typical way to deal with it in our literature has been 

the study of two aspects, viz., altruistic vis-a-vis 

egoistic. In 1981, Horton-Smith, Frisch and Gerrard 

developed models that factored in altruistic aspect 

which is feeling of goodness when helping others 

and egoistic aspect that are kind of benefits which 

are more tangible. This two-factor model had two 

different factors, namely egoistic motives which are 

tangible rewards, and the other factor being 

altruistic motives which represented rewards that 

were intangible such as feeling good through 
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helping others. In 1985, Gillespie and King 

conducted research whose outcomes were more or 

less in line with the motivation factors that agreed 

with the earlier research(Gillespie & King, 1985).

Altruistic and egoistic were two motivational factors 

identified by Blanchard, Rostant and Finn (1995) 

when they researched on 700 university students 

and later Esmond (2000) researched on over 160 

university students(Blanchard, A.; Rostant, J.; Finn, 

L., 1995).

Warburton (1997) also concluded that altruistic and 

egoistic were the two motivational factors when they 

conducted their research on volunteers having the 

age of 65 years and above.

Multi-factor models

In the nineteen nineties, various researchers came up 

with multifactor models for the study of 

motivational factors applicable to volunteering.

In a model developed by Clary, Snyder and their 

colleagues(Clary, Snyder, & Ridge, 1992), they 

started with functional analysis and went on to 

developing their models based on theories of 

people’s attitudes, earlier developed by Katz(Katz, 

1960) and Smith, Brunei and White(Smith, Bruner, & 

White, 1956).

( V e l l e k o o p - B a l d o c k ,  1 9 9 0 ) V e l l e k o o p -

Baldockestablished through a study that there were 

multiple motives for volunteering and number one 

among them was altruism, and the other motives in 

reducing order of dominance were social interaction 

followed by personal growth and work skills.

While studying volunteering in view of functional 

analysis used in motivation theory, researchers 

concluded that one’s feelings, thoughts and actions 

were important factors while working for social 

goals(Clary, Snyder, & Ridge, 1992).

Snyder and Omoto studied HIV/AIDS volunteers 

and used the concepts of social psychology, and 

a n a l y z e d  t h e  p e r s o n a l i t i e s  o f  p e r s o n s  

involved(Snyder & Omoto, 1990). Clary and Snyder 

((Clary & Snyder, 1991) and later Clary, Snyder and 

Ridge (Clary, Snyder, & Ridge, 1992) carried out 

empirical research and came up with six most 

important functions as follows:

• Values: Individual’s values influence and guide 

an organization’s overall value system 

• Understanding: Satisfaction of one’s learning 
desire

• Career: Opportunity to get job opportunities 
through networking 

• Social: Tendency to emulate significant others

• Esteem: It increases one’s esteem in own eyes 

• Protective: Helps one in getting over one’s 
negative feelings

(Clary, Snyder, & Ridge, 1992) Volunteer Functions 
Inventory (VFI) was constituted using the above 6 
functions, each supported by five statements using a 
7-point Likert scale. The study used volunteers 
numbering 1,000 from various types of organizations 
as well as five hundred students from various 
universities, constituting empirical evidence 
considered fairly large. For more than 10 years Clary, 
Snyder and their team members conducted a 
number of research studies based on the VFI which is 
a model that uses many factors of volunteer. 

(Fischer & Schaffer, 1993) Volunteer commitment 
depends heavily on the commonality between the 
value systems with the organization they work for, 
which gives rise to time commitment as well as 
shows a long term continuity of the volunteering 
activity.

It is important that organizations seeking voluntary 
services should constantly communicate and 
positively reinforce with the volunteers by sharing 
how the services are benefiting various stake holders 
of the volunteering initiatives. In many case, it has 
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been observed that volunteers have no information 
on how their efforts are helping organization at a 
bigger level(Esmond J. , 2001). 

Reciprocity was not studied in research by Clary, 
Snyder and their colleagues. However, Reciprocity is 
the core belief of a person volunteering who believes 
in “God would do well to me if I do well to others.” 

Similarly Recognition was not studied in research by 
Clary, Snyder and their colleagues. Recognition is 

getting acknowledgement for the skills and 

contribution made by a volunteer. Organization 

should appreciate and reward volunteers as a way of 

recognizing their contribution. In case volunteers are 

not recognized, they have tendency to leave the 
organization(Esmond J., 2001)(Australia, 2015) 
(McCurley & Lynch, 1994)(Vineyard, 1991).

In addition to three motivations that were on the top 
of the list, Snyder and team identified Self Esteem 
and Understanding as two more motivators(Clary, 
Snyder, & Ridge, 1992).

Younger volunteers were more found to be 
motivated by Career Development compared to 
older volunteers even though this motivator was 
perceived as weak in general across all the age 
groups(Clary, Snyder, & Ridge, 1992). 

While the Volunteer Motivation Model (VMM) was 
tested on a few volunteer groups, the motivations 
arrived at corroborated with what was determined 
by Clary, Snyder et al, but Reciprocity and 
Recognition were new motives that lent the model a 
good support in understanding volunteer 
motivations(Esmond J. , 2004).

It was found in many researches that some 

motivations were always ranked higher than others, 
even though the exact order varied from person to 
person and group to group depending upon the kind 
of work they did and their demographic profiles.

More Studies on Motivation of Volunteer

In short, the researchers conducted earlier have 

categorized motivation of volunteers in three types 
of models, namely, (a) two or three factor models; (b) 
models that are one-dimensional; or (c) models that 
use many factors. Researches that followed hereafter 
have used one of the above three models.

Trudeau and Devlin used a model that was one-
dimensional(Trudeau, K.J.; Devlin, A.S., 1996). Cnaan 
and Goldberg-Glen developed Motivation to 
Volunteer (MTV) scale and used it on over 120 under-
graduates, which covered motivation factors such as 
gender as well as extra-introversion and social 
anxiety(Cnaan & Goldberg-Glen, 1991). 

Zweigenhart, Armstrong and Quintis studied the 
effectiveness of Fitch’s (1987) 20-item Community 
Service Involvement Survey in the motivation of 98 
hospital volunteers using a three-factor 
model(Zweigenhaft, R.L.; Armstrong, J.; Quintis, F., 
1996).

(Penner, L.A.; Finkelstein, M.A., 1998)Penner and 
Finkelstein researched a multi-factor model of 
motivation that used a series of three questionnaires 
developed by Omoto and Snyder on volunteers in 
the area of HIV/AIDS(Omoto, A.M., & Snyder, M., 
1995).

(Okun, Barr, & Herzog, 1998)Okun, Barr & Herzog 
concluded in their research on old age volunteers 
that their multi-factor motivational model had 
received qualified support whereas other two 
models i.e., one or two factor model and one-
dimensional model could not be established to have 
got any substantial support through their research. 

(Chapman, J.G.; Morley, R., 1999) Chapman and 
Morley conducted research on 85 college students by 
combining the VFI and the Crowne and Marlowe 
social desirability scale to study the motives and 
changed motive levels after they had performed 
volunteering service(Crowne, D.P.; Marlowe, D., 
1960).

In a study of the motivation of medical students of 
various genders, while comparing with other 
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volunteers, the use of VFI was established to be of 
high reliability and validity by Switzer, Stukas and 
Baker(Switzer, Switzer,, Stukas, & Baker, 1999).

In a study of motivational aspects of volunteers, it 
was found that a range of motives were applicable 
starting from helping others to meeting other 
persons by Baum, Modra, Bush, Cox, Cooke & 
Potter(Baum, et al., 1999).

Volunteering among baby boomer generation and 
their motivation as well as the need to engage in 
volunteering were the subjects of a study with a large 
number of researches conducted by Esmond (2001, 
2002, and 2004).

(Lucas, T. & Williams, N., 2000) Lucas and Williams 
used the VFI model after suitable modifications, and 
found it to be quite reliable when it was used to study 
the motivation and satisfaction levels of over 50 
volunteers in New South Wales working in the area 
of Policing.

(Wang, 2001) Wang concluded in a study on over 900 
prospective volunteers for the Sydney 2000 
Olympics that there was a fairly good level of 
evidence to establish one-dimensional motivational 
model. The research used 20 item motivational scale 
on the basis of the study of the previous research. 
Most significant 5 motivations identified were: 
altruistic value; personal development; community 
concern; ego enhancement and social adjustment. 

CONCEPTUALIZATION OF VOLUNTEER 
MOTIVATION DIMENSIONS
(McEwin, M.; Jacobsen-D’Arcy, L., 2002) McEwin and 
Jacobsen-D’Arcy came up with the following eight 
motives in a research conducted to study individual 
volunteer motivations:

• Values (i.e. Volunteering is influenced by family 
and personal value systems)

• Career (i.e. Volunteering offers useful experience 
that would lead to skill development which 

would ultimately help on employment front)

• Personal Growth (i.e. Volunteering helps in one’s 
own personal growth)

• Recognition (i.e. Volunteer gains satisfaction 
from the recognition given to their contribution 
made for others’ benefit)

• Hedonistic (i.e. Volunteers feel a high on being 
able to assist others)

• Social (i.e. Volunteers enjoy building their social 
network and relating to others)

• Reactive (i.e. Volunteer responds to one’s own 
past experience and feels good by ensuring that 
others do not have to face the brunt of similar 
adverse issues)

• Reciprocity (i.e. Volunteer feels that God does 
good to those who do good to others)

Volunteer Motivation Model (VMM) consisting of 40 
items was initially constructed by McEwin and 
Jacobsen-D’Arcy (2002). In another research later by 
Judy Esmond in 2004, the above Volunteer 
Motivation Model (VMM) was used on different 
volunteers in various organizations in Western 
Australia. The research was conducted in 5 stages. 
The VMM was improvised at each stage to enhance 
its capability to accurately forecast. In the second 
stage of the study, the focus was shifted from 
measuring “attitude towards volunteering” to 
“motivation to volunteer”. This was done on the 
premise that almost everybody had the attitude of 
helping others, but it was felt that instead one should 
measure the motivation to volunteer. This was done 
by tweaking the items used in the second pilot 
study(Esmond J. , 2004).

Shortcomings in the Past Research 

First of all, the survey forms were circulated to the 
volunteers and these were to be filled by the 
volunteers themselves; some of them may have had 
inhibitions in disclosing their true motives. Some 
participants may have given responses in a manner 
that fell in line with what was generally expected 
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Fig. 1 Volunteer Motivation Dimensions
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from people rather than their true self, even though 
the survey was anonymous and questions were 
framed in a very neutral fashion(Esmond J. , 2004).  

Secondly, the Volunteer Motivation Model (VMM) 
was researched on volunteers who were exclusively 
from metropolitan areas of Perth in Australia.  The 
model has not been tested in India or other countries. 
Therefore, before the model could be used on other 
population, some more research needs to be carried 
out to validate the model(Esmond J. , 2004). 

Thirdly, an overwhelming fraction of the 
participants were female volunteers, even though 
this may have been due to the fact that the population 
may have had a very large share of women, but the 
model needs to be tested on more men in a large 
number of organizations for more validation of the 
model(Esmond J. , 2004). 

Fourthly, very few participants were new to the 
organizations, and in further research, we need to 
include more new volunteers for better model 
validation.

Finally, Motivation scale values are absolute figures, 

and we may have to compare each scale value 
relative to the other participants rather than rank the 
scores of an individual with respect to its own score 
values. Before the model is used in real situations, the 
scores of various scales should be compared with the 
scores of others in a similar demography, so at to 
determine what motivational factors are really 
important to volunteers; e.g., if a very large number of 
participants have their Career development Score 
lower than that of a new participant, and their Value 
scale score may be much higher than that of the new 
participant, and only because the new participant’s 
score on Career development is lower than its Value 
score, we cannot conclude that the new participant is 
less motivated by Career development and more by 
Values. Hence it would be wrong to conclude that the 
volunteer in focus is less interested in Career 
Development than in Values in comparison to the 
other participants. This volunteer could in fact be 
more motivated by Career Development than by 
Values. Therefore, it is recommended that we need to 
conduct future research and store its data to 
formulate norms for the demographic clusters of 
volunteers(Esmond J. , 2004).

VOLUNTEER 
MOTIVATION 
DIMENSIONS
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Social Interaction

Recognition
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• Values - whereby one places emphasis on 

helping others as part of one’s belief(Clary, 

Snyder, & Ridge, 1992)

• Reciprocity - whereby one believes that if you do 
good to others, God will do good to you 

• Recognition - wherein one gets motivated by the 
recognition accorded to one’s contribution and 
capabilities 

• Understanding - wherein volunteering offers 
skill building and experience in areas that are 
usually not available, and helps in learning more 
about the world around an individual, and 
volunteer gets to learn more about the 
world(Clary, Snyder, & Ridge, 1992)

• Self-Esteem - wherein one’s own esteem and 
worth goes up in one’s own eyes 

• Reactivity wherein one volunteers to minimize 
sufferings of others in the areas in which one 
experienced such sufferings in the past

• Social - wherein one emulates the behavior of 
others seen as significant by the group to which 
one belongs(Clary, Snyder, & Ridge, 1992)

• Protective - wherein one feels a reduction in 
negativity about oneself which may be due to 
some guilt or other personal problem(Clary, 
Snyder, & Ridge, 1992)

• Social Interaction - wherein one sees a chance of 
socializing with others and an opportunity to 
expand one’s social circle

• Career Development - wherein experience 
gained and networking with others can lead to 
new employment opportunities 

In most of the cases, the survey questions were 
revised by adding at the beginning “I volunteer 
because… ” Further some of the questions were 
modified in terms of wording. Wherever the 
correlation amongst items of a dimension was 
significant, those items were kept in the instrument: 
The scores against each of the above ten dimensions 

enabled ranking of the motivations applicable for 
each individual as well as an overview of the 
motivations for volunteering.

The demographic variables that showed strong 
correlation with various dimensions of the 
Volunteer Motivation Model (VMM) were age and 
retirement, however these demographic variables 
were negatively correlated to Career Development 
dimension. The old volunteers and retirees were less 
motivated to develop their career and the volunteer 
motivation for younger persons was to build on 
career opportunities for them. Recognition, Personal 
Growth, in addition to Social dimension, had high 
correlation with age, therefore indicating that 
persons who were younger were more motivated 
with these factors. The other demographic variables 
did not show any perceptible correlation with the 
dimensions used in the Volunteer Motivation Model 
(VMM).

Also, on the whole, particularly for persons who 
were not from lower income levels, Career 
Development was a week motivator; while persons 
in lower income levels reported career development 
to be a strong motivator. However on overall basis, 
the score on Career Development was lower than the 
half mark on the dimension.

Further, persons in the lowest income group found 
Personal Growth to be a strong motivator while this 
was not the case with persons from other income 
groups.

Non-retirees were more motivated by Career 
Development than Retirees, and the later were more 
motivate by Social Interaction in comparison to 
participants who had not yet retired. Further, if the 
family members were also volunteers, then the 
participants were more motivated by Social 
Interaction. Otherwise there were no significant 
differences in various demographic groups for the 
volunteer motivations.

Recognition and Social Interaction dimensions did 
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not have significant differences across all income 
levels, except for incomes that were at lower levels 
whose motivation on these two dimensions was 
strong. Also both the dimensions did not show any 
strong correlation with each other. 

The above was also true for Reactivity as well as Self-
Esteem. There were no significant differences on 
these two dimensions across different income levels, 
except for incomes that were at lower levels which 
indicated strong motivation on these dimensions. 
Also these two dimensions did not exhibit any strong 
correlation. 

The rest of the motivational factors did not show any 
correlation with income levels. 

RECOMMENDATIONS
The review of past studies provides list of 
dimensions considered in empirical studies by 
researchers for different sectors using volunteer 
services. Volunteering is considered as a 
multidimensional construct where the following 
dimensions have been proposed – Recognition, 
Social Interaction, Reciprocity, Reactivity, Self-
Esteem, Social, Values, Understanding, Protective, 
and Career Development. In future an empirical 
study can be performed to test the reliability and 
validity of these dimensions in any specific 
community of Indian people. 

By and large, all the research conducted in the area of 
volunteering in the past has been restricted to U.S. 
and Australia. Before we could use the Volunteer 
Motivation Model (VMM) for any predictive 
behavior among Indian people to identify who could 
be a volunteer in future, a very large number of 
research studies will have to be carried out spanning 
across a long period before any inferences can be 
drawn on people’s propensity to volunteer in future. 
However, till such time as Longitudinal research 
data is in place as a result of the effort of many 
future researches, the model provides a very good 

profile of participants on motivational dimensions, 
and this model could be used to make more 
appropriate messaging to attract, motivate and 
retain volunteers.
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INTRODUCTION
After initiation of economic reforms and acceptance 

of the concept of globalization, the developmental 

activities have taken a stride and resulted into the 

development of industrial infrastructure. Within a 

short span of time, India has reached an apex 

position in so far as Information Technology and 

web-based service business is concerned. While the 

countries around the world are vying for a fair share 

of the cake, India has grabbed the noticeable share as 

the preferred destination for offshore outsourcing. 

The robust growth of ITeS-BPO industry can be 

attributed to the fact that outsourcing is no longer a 

choice but has become an absolute strategic 

necessity.

IT enabled services are a special form of outsourcing 

services and are driven by the need of companies 

worldwide to reduce costs and focus on certain 

elements of their business. These services are 

remote-located and are delivered over Information 

Technology networks and not physically through 

people. According to Gartner Dataquest (2003) 

Business Process Outsourcing (BPO) is the 

delegation of one or more IT-intensive business 

processes to an external provider who, in turn, owns, 

administrates and manages the selected process(es), 

based upon defined and measurable performance 

metrics. The spectrum of IT-enabled services 

applications that is already evident in India includes 

the following broad segments- call centers, medical 

 India is globally well-established as an Information Technology 
(IT) services destination. The success in the IT services sector has 
empowered the country to take its initial steps into the IT-
enabled outsourcing domain. India enjoys competitive 
advantage in the software business and gained a position by 
virtue of which it has emerged as one of the front-runners in the 
Business Process Outsourcing market. Over the years, India has 
turned into a hot destination for global offshore outsourcing 
companies.

Management of human resources has got a paramount 
importance for the smooth functioning of an organization. 
Human beings are the dynamic elements of an organization. An 
enlightened corporate management team is the first to recognize, 
motivate and reward the workforce that fashions a radiant 
balance sheet. Negligence or lack of adequate attention to needs of 
employees in an organization can cause a deceleration in 
productivity with consequent ill effects on the economy as a 
whole. While managing human resources, most of the executives 
face the problem of providing job satisfaction to employees under 
their command. Aristotle, the Greek Philosopher, said that, 
“Pleasure in the job puts perfection in the work”. Arguably, it 
may be interpreted as a significant statement that spotlights, the 
value of a satisfied, motivated and committed workforce. An 
organization's success depends on its ability to continuously 
nourish the satisfaction of its employees. This paper explores in 
depth study and comparison of the success factors across gender 
and marital status influencing the employee satisfaction in the 
ITeS–BPO companies in India. Firstly success factors were 
derived with the help of Primary data that was collected with the 
help of a structured questionnaire from the call floor employees 
working with Information Technology Enabled Services (ITES) 
-BPO Companies located in Delhi and National Capital Region 
and then a comparison of the success factors across gender and 
marital status was made.

Key Words: Information Technology, Information Technology 
Enabled Services, employee satisfaction, employee attrition, and 
employee retention.
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transcription, back office operations, payroll 

services, revenue accounting and other ancillary 

operations, insurance claims processing, content 

development and animation etc. Factors like low 

investment requirements and labour-oriented 

nature of services favour the growth of IT-enabled 

services in India. These services have low gestation 

period, low-to-medium technical expertise and 

growing international market. India derives its 

competitive edge from the location and linguistic 

advantage that it has, over the other competitors like 

China, Philippines, Mexico, Ireland and Malaysia. 

Indian IT-ITES industry revenue is estimated at USD 

105 billion in FY2013-14 as compare to USD 95.2 

billion in FY2012-13, registering an increase of 

around 10.3%. The IT-ITES sector is a large 

employment generator and has catalyzed the 

growth of several ancillary industries such as 

transportation, real estate and catering, security and 

housekeeping, etc. The total IT Software and 

Services employment is estimated to touch 

3.1million in 2013-14. The indirect employment 

attributed by the sector is estimated at about 10 

million in 2013-14. IT-ITeS exports constitute the 

major source of employment in this industry and its 

share has increased over the years. NASSCOM, the 

industry body, projects that by 2020 the IT sector 

would provide direct employment to about 10 

million individuals and indirectly to about 20 

million individuals. 

Domestic IT-ITES revenue (excluding hardware) is 

estimated to reach INR 1147 billion in FY2013-14, as 

compared to INR 1041 billion in FY2012-13, a y-o-y 

growth of ~10%. During FY2013-14, domestic IT 

services growth is likely to be at 9.7% as large 

enterprises exhibit cautious spending pattern; 

driven by technology upgrades in BFSI, telecom and 

State Governments, and compliance of MIS 

investments. The domestic BPO services growth is 

estimated at ~12% in FY2013-14, driven by demand 

from select customers reverting to outsourcing 

business processes, especially from the BFSI, 

automotive and retail sectors.

Human resources play an important role in this 

industry. The employees provide various voice and 

non-voice based services to customers in real time 

interactions. These interactions between employees 

and customers are very critical as employees are 

mainly responsible for creating an excellent public 

image of the company. Thus, human resources play 

a vital role in realization of the organizational 

objectives. Executives are required to make efforts to 

provide job satisfaction to employees under them. 

Only when satisfied, an employee will be motivated, 

cooperative and render the maximum service to the 

organization. 

Employee job satisfaction is an attitude that people 

have about their jobs and the organization in which 

they perform these jobs. It encompasses specific 

aspects of satisfaction related to pay, benefits, 

promotion, work conditions, supervision, 

organizational practices and relationship with co-

workers (Miseneretal… 1996). In literature there are 

a large number of studies that analyze the term from 

different perspectives and its relationship with 

various organizational variables (Lund, 2003). 

However, there is no universal definition of 

employee satisfaction that exposes all these 

dimensions at the same time (Bernal, et. al. 2005).  

REVIEW OF LITERATURE
The review of literature is done to understand the 

various perspectives offered by researchers

Usha Devi N., Bhargavi V. R. and Chaya R. (2006) 

have highlighted the developments of IT sector in 

India in a phased manner. They examined the 

reasons for entry of private and foreign players into 

market and to present the changing scenario of IT 

business in India. It also attempted to examine the 

growth of the Indian IT sector and finally to suggest 

the strategies that need to be adopted by Indian IT 

sector in the light of global scenario so as to enhance 

its market share. The study aims at measuring the 

association between employee's contentment, 

customer's satisfaction and organizational 

effectiveness in the respondent companies. The 

results indicate that the employee satisfaction has 

non-significant negative relationship with customer 

satisfaction as well as organizational effectiveness 

whereas customer satisfaction is positively 

correlated to organizational effectiveness, at 1 per 

cent level.

Vanitha V. et al (2006) made a study to analyze the 

organizational commitment and stress among the IT 

(Information Technology) professionals. Differences 

between male and female IT professionals were also 

examined in this regard. Results, based on the study 

of various variables, revealed that organizational 

commitment and stress among IT professionals is 

high and that gender and experience of the 

professionals do not influence these factors.

Tripti Singh et al. (2010) conducted a research among 

one hundred and two managerial and non-

managerial staff of selected private bank employees 

in India with the following objectives –To identify 

the factors /variables instrumental for job 

satisfaction and to empirically test the identified 

variables that lead to job satisfaction. Results of the 

study revealed that Work aspects, Compensation, 

Training, Career development, Supervision, and 

Work life balance are significant predictors of job 

satisfaction, with adequate explanatory power. (R 

square value being 0.842, fairly high). The study 

suggests that to increase satisfaction of their 

workforce, private sector banks need to improve job 

security.

A.Meenakshi and Dr.MetildaBhuvaneshwari 

(2013)have highlighted the perception of BPO 

employees regarding their work-life balance in their 

respective organizations.  The findings exposed that 

most of the respondents faced difficulties in work-

life balance. A thin demarcation in terms of 

percentage separates those who encounter problems 

in terms of their personal life against their workload 

and those who are not. 

PremillaD'Cruz and Charlotte Rayner (2013)reports 

on an empirical enquiry undertaken in India's ITES-

BPO sector to ascertain the presence of workplace 

bullying, the influence of socio cultural factors, the 

nature of bullying categories. Survey data, gathered 

through structured interviews incorporating the 

Work Harassment Scale, conducted with 1036 

respondents located in six cities, showed that 44.3% 

of the sample experienced bullying, with 19.7% 

reporting moderate and severe levels. In keeping 

with India's hierarchical society, superiors emerged 

as the predominant source of bullying, displaying 

task-focused behaviours. 

K. Padmini and D. Venkatramaraju (2013) examined 

the relationship between Job Satisfaction and level of 

Quality of Work Life among the employees of BPO's. 

The study found that there is dissatisfaction among 

the employees regarding the Quality of Work life in 

BPO sector. The study reveals that employees 

perceive the quality of work life as conducive 

environment; organization should provide them the 

required training and resources whenever necessary 

it will be helpful for their career growth. The study 

with the help of the results suggested that the 

organization must provide the compensation 

according to the work done by the employee. It 

should not vary with the qualification but should 

vary with the experience of the employee. By doing 

so the company can reduce the attribution rate and 

employees are more motivated and committed t o w 

a rd work that is been done. 

James M. J. and Faisal U.(2013) aimed at addressing 

high employee attrition in the BPOsector by 

identifying the Critical Factors which causes high 

attrition. The data has been collected through a 

structured questionnaire survey. The study 

identified 13 factors affecting high employee 

attrition in BPO industry using Factor Analysis. Also 

multiple regression analysis was applied to analyze 

the collected data. It is found that the attrition factor 

employee's salary has emerged as the most critical 

factor affecting high attrition in the BPO sector of the 

above two states.
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NEED AND OBJECTIVES OF THE 
STUDY
The earlier studies have examined various aspects of 

the HR policies, retention strategies and job 

satisfaction in different industries. However, the 

issue of exploring success factors for ensuring 

employee satisfaction needs in-depth study in 

service organizations like ITeS and BPO companies 

in India wherein not much research work has been 

done in this regard despite an alarmingly high rate of 

employee attrition and highly expensive process of 

finding suitable replacement of employees leaving 

the organization. Such a study will help the 

management of BPO companies to adopt suitable 

measures to enhance employee satisfaction and to 

increase retention rate. In view of the above, the 

objective of the present study is, to compare the 

Success factors across gender and marital status for 

the employees of ITES-BPO Companies in NCR 

Region. 

The Hypotheses formulated for the present study 

are as follows:

H : The success factors leading to employee 0

satisfaction do not vary across gender and marital 

status of employees of BPO companies served by the 

respondents;

H : The success factors leading to employee 1

satisfaction vary across gender and marital status of 

employees of BPO companies served by the 

respondents;

METHODOLOGY
Sampling: For the purpose of this study primary 

data has been collected with the help of a structured 

questionnaire from call floor employees working 

with ITES-BPO Companies located in Delhi and 

National Capital Region. The target population for 

the study comprised of employees of the companies 

located in this region and listed in the “Directory of 

IT Enabled Service Providers” published by 

NASSCOM, which is the apex body for this industry. 

There are 96 such companies as per this directory. At 

the first stage 28 companies were selected randomly 

from the list of 96 companies. At the second stage, a 

simple random sample of 428 respondents has been 

taken for the purpose of the study from these 28 

companies. The Demographic profile of respondents 

is given in Table 1.

As observed from Table 1, 65.8 per cent of 

respondents are males and 34.2 per cent are females, 

82.7 per cent of the respondents are single while 17.3 

percent are married.

The measure: In order to derive success factors in 

attaining employee satisfaction a structured 

questionnaire was developed. It contained 35 

statements concerning various facets of employee 

satisfaction measured on a 5 point Likert Scale 

ranging from 'Strongly Diasgree' to 'Strongly Agree'. 

A weight of '5'was assigned for 'Strongly Agree' and 

'1' for 'Strongly Disagree'. The other categories of 

scale were '4' for Agree,'3' for 'Neither Agree Nor 

Disagree' and '2' for 'Disagree'. Approximately 25 

per cent of the total statements were worded 

negatively in order to avoid response set bias as the 

respondents have a tendency to reply in an 

affirmative during data collection. These were, 

however, reverse coded and interpreted accordingly 

while doing data analysis. Cronbach's alpha method 

has been applied for testing the reliability of the 

scale. Its value turns out to be 0.762 which is 

considered quite satisfactory. It implies that scale 

used in the study was reliable. 

Table 2 shows the mean score and standard 

deviation for the various factors which support in 

achieving or attaining employee satisfaction. The 

mean score was found highest with to set challenges, 

the second highest mean value is observed 

withSuperiors give feedback,the third highest mean 

score is observed to be forWork properly 

allotted.Figure 1 is the diagrammatic representation 

of the mean score of success factors. 
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Respondents characteristics Frequency Percentage Cumulative
Percentage

Gender MALE 282 65.8 65.8

(N=428) FEMALE 146 34.2 100.0

Marital status SINGLE 354 82.7 82.7

(N=428) MARRIED 74 17.3 100.0

Table 1 Profile of Respondents

124 125

Figure 1

Success Factors Mean Std. Deviation

Statistic Statistic

To set challenges 3.4434 1.11368

Managers take interest 3.1143 1.20709

Employees participate in training 3.3756 1.01739

Procedures is conducive 3.3578 .95829

Superiors give feedback 3.4104 1.12839

Work properly allotted 3.4076 1.15938

Appraisal system of organization helps 3.1381 1.09019

Free flow of communication 3.0345 1.24674

Adequate facilities 3.3445 1.20986

Table 2
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ANOVA (Gender)

Sum of df Mean F Sig.
Squares Square

To set challenges Between Groups 36.422 17 2.142 1.782 .028

Within Groups 488.220 406 1.203

Total 524.642 423

Managers take interest Between Groups 61.425 16 3.839 2.818 .000

Within Groups 549.089 403 1.363

Total 610.514 419

Employees participate in training Between Groups 18.933 17 1.114 1.079 .372

Within Groups 420.973 408 1.032

Total 439.906 425

Procedures is conducive Between Groups 40.027 17 2.355 2.752 .000

Within Groups 333.728 390 .856

Total 373.755 407

Superiors give feedback Between Groups 34.279 17 2.016 1.623 .055

Within Groups 504.316 406 1.242

Total 538.594 423

Work properly allotted Between Groups 57.251 17 3.368 2.675 .000

Within Groups 508.645 404 1.259

Total 565.896 421

Appraisal system of organization helps Between Groups 34.129 17 2.008 1.740 .034

Within Groups 463.861 402 1.154

Total 497.990 419

Free flow of communication Between Groups 68.010 17 4.001 2.764 .000

Within Groups 561.507 388 1.447

Total 629.517 405

Adequate facilities Between Groups 89.996 17 5.294 4.069 .000

Within Groups 520.397 400 1.301

Total 610.392 417

Table 3COMPARISON OF MEANS: ANOVA AND 

T-TEST ANALYSIS
This section presents the results of ANOVA 

applied to test the hypotheses proposed in this 

study. The factors which emerged from the 

analysis form the basis for conducting ANOVA 

and t-test. In this section, the average of these 

responses for different factors has been found 

and the significance of difference in the mean 

across demographic feature of respondents 

has been tested. To be more specific first of all, the 

'average score' for each variable were determined. 

These were compiled by dividing total responses in 

each item/variable comprised by various factors 

yielded by factor analysis with the number of 

respondents. Then, the 'average score' so obtained 

on all the variables comprising a particular factor 

were summed up and this sum was divided by the 

number of variables/statements in that very factor, 

so as to get 'overall average score' of the factor. This 

process was carried with respect to all the factors 

obtained for achieving competitive HR policies. 

G e n d e r – w i s e  C o m p a r i s o n  o f  

SuccessFactors 

Table 3 shows gender-wise mean scores of 

Success Factors and it is clear that t-value turns 

significant for all the factors except for the factor 

'employees participate in training'. Thus, the 

employees of two groups i.e. male and female differ 

in their perception or opinion regarding theHR 

policies. Hence HR managers need to work on both 

the groups for making competitive HR vision 

for the next generation of ITES-BPO Industry.

Marital status–wise Comparison of 

Success Factors

People at different stages of family life cycle in terms 

of marital status may have different needs and 

circumstances. Consequently, there may exist 

difference in the perception level factors leading 

to employee satisfaction experienced by the 

employees of two groups viz. married and single. 

Table 4 depicts mean scores, t-value and 

significance level of various success factors between 

the married and single group of the employees.

From Table 4, it is clear that for each of the 

factors of employee satisfaction for married and 

unmarried the difference between mean score is 

not found statistically significant at 5 per cent 

level. Thus, both the groups do not differ in their 

opinion.

Further, Model Summary in Table 5 reveals the 

study to be acceptable due to the score of Durbin 

Watson lying in the range of 2. 

MANAGERIAL IMPLICATIONS
The studies reveal that if individuals perceive 

that procedures are conducive or promotion 

decisions are made in a fair and just manner, they 

are likely to experience satisfaction from their 

jobs. An opportunity for growth and advancement 

is a factor which affects employee satisfaction. 

It is more important to skilled personnel and 

least important to unskilled employees. Career 

planning and development have also been 

recognized for enhancing job satisfaction of an 

individual and lack of career development is 

reported to be directly and negatively related to 

job satisfaction. The degree of satisfaction an 

individual derives from his association with the 

group largely depends on the extent of the 

relationship with the group members and also his 

own need for affiliation. Employees  look  forward  

to  various development and learning programmes 

and plans  available  to  them   to  grow not only 

professionally  but  also  personally. 
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ANOVA (Martial Status)

Sum of df Mean F Sig.
Squares Square

To set challenges Between Groups .078 1 .078 .063 .802

Within Groups 524.563 422 1.243

Total 524.642 423

Managers take interest Between Groups 1.071 1 1.071 .735 .392

Within Groups 609.443 418 1.458

Total 610.514 419

Employees participate in training Between Groups .038 1 .038 .037 .847

Within Groups 439.868 424 1.037

Total 439.906 425

Procedures is conducive Between Groups .240 1 .240 .261 .610

Within Groups 373.515 406 .920

Total 373.755 407

Superiors give feedback Between Groups 2.396 1 2.396 1.886 .170

Within Groups 536.198 422 1.271

Total 538.594 423

Work properly allotted Between Groups 1.634 1 1.634 1.217 .271

Within Groups 564.261 420 1.343

Total 565.896 421

Appraisal system of organization helps Between Groups .366 1 .366 .308 .580

Within Groups 497.624 418 1.190

Total 497.990 419

Free flow of communication Between Groups 3.092 1 3.092 1.994 .159

Within Groups 626.425 404 1.551

Total 629.517 405

Adequate facilities Between Groups 2.374 1 2.374 1.624 .203

Within Groups 608.019 416 1.462

Total 610.392 417

Table 4

Creating Competitive HR Vision for the 
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bModel Summary

Model R R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson

1 .263a .069 .046 3.57071 1.585

a. Predictors: (Constant), Adequate facilities, Work properly allotted, Managers take interest, 
Procedures is conducive, Employees participate in training, Superiors give feedback, 
To set challenges, Free flow of communication, Appraisal system of organization helps

b. Dependent Variable: Gender

Table 5
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INTRODUCTION
In today's context of ever expanding affluent society 

and with the growing adoption of lavish life style by 

the populace, the function of consumption has 

changed. The number of products and services 

offered in the market is exploding and more and 

more new products are launched every now and 

then. Besides, it is not only the total number of new 

products offered in a market, which increases but 

also their homogeneity. As a result of this product 

boom, the companies increasingly struggle to 

differentiate their products from those of 

competitors. Also, the shortening of product life 

cycle (PLC) implies that new products are entering 

the market more quickly. In this backdrop the 

consumer's decision making process in selecting a 

particular brand has been considered as a complex 

choice process. This process is becoming more 

complicated as manufacturers continuously 

introduce new brands in the market. Therefore, 

understanding the process by which consumers 

form purchase decision is of vital importance to 

marketing managers as well as to consumer 

researchers. 

Consumers do not primarily purchase products to 

satisfy their basic physiological and safety needs 

only, but also to reach higher-order goals. The social 

needs, self-esteem needs and the need for self-

actualisation come to the fore and play a more 

important role in the purchase of products. Thus, 

brands are increasingly positioned within the 

emotional and experiential world of the consumers. 

The non-functional product attributes such as the 

The focus of this paper is to understand the role of self-

concept/ brand personality aspects on consumer buying 

behaviour and to probe how this brand personality 

consumer congruity influences the purchase intention of 

the consumer in the Indian apparel market. The study is 

based on the primary data collected through a structured 

questionnaire survey research method using Aaker's 

(1997) brand personality (BP) construct and semantic 

differential scaling technique for the measurement of 

brand personality congruity. The brands chosen for this 

study were Van-Heusen & Raymond's in Apparel 

category. The print and electronic advertisements of these 

brands from different secondary sources such as 

newspapers, magazines, television and internet were 

studied. The respondents were also asked to respond to 

items related to advertising in order to understand its role 

in shaping the purchase intention towards a particular 

brand. The findings of this study will lead to a more 

informed response by marketers towards self-concept. It 

will enable them to identify issues as being core to 

understanding and driving the consumption of apparel 

brand category and will confirm and substantiate the 

relevance of the concept of congruency theory in the 

advertising world. 

KeyWords: Consumer Buying Behaviour, Brand 

Personality, Congruity, Purchase intention
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symbolic meaning gain in importance. Within this 

frame, a personality-directed brand management 

approach has found its way into the business world. 

At the most basic level, the process by which people 

purchase a product or brand is guided by needs and 

wants. Brands offer different values to the 

consumers; these values basically include functional 

(i.e., the problem solving capability of a brand), 

experiential (i.e., benefits related to sensory 

enjoyment or cognitive arousal) and symbolic brand 

benefits (i.e., the signal effects shown to other via the 

brand) as observed (Keller, 1993). Factors like 

necessity and desire remain the driving forces, but 

the consumption process is not as simple as an 

individual having the need or wants for a product or 

a brand. Consumers purchase a product / brands 

not only on the basic of their function or quality but 

do so, more importantly, because of the symbolic 

meanings contained in products/ brands (Veryzer, 

1995). A brand with functional benefits is one 

designed to satisfy consumers' needs to solve 

consumption-related problems while a brand with 

symbolic benefits is one designed to fulfil 

consumers' desires for self-enhancement, role 

position, group membership, or ego identification.

Thus, the focus of this research is to understand the 

role of self-concept/ brand personality aspects on 

consumer buying behaviour and to probe how this 

brand personality consumer congruity influences 

the purchase intention of the consumer in the Indian 

apparel and beverage market. The focus of this study 

may further be elaborated as following:

1. To analyse the personality (actual self) of 

consumers of selected product categories in 

Indian market.

2. To measure and analyse the perceived brand 

personality of the brands selected for the study. 

3. To measure the brand personality consumer 

congruity of chosen brands and to analyse the 

interrelationships (congruity effect) among the 

brand personality and the self concept of 

consumers.

4. To examine the brand personality congruity 

effect on consumer's purchase intention.

Thus, the study offers insights for effective brand 

management strategies especially advertising 

strategies for apparel and beverage brands in India. 

The study will also add to the existing knowledge of 

brand personality congruity and its impact on 

purchasing behavior of Indian consumers. This will, 

no doubt, help to provide more reference to all the 

future researchers who may pick interest in this 

field.

LITERTURE REVIEW
Based on the above fact this section focuses on 

published literature connected to our research 

problem. The shared goals of this review are to 

“demonstrate a familiarity with the body of 

knowledge in this area and to establish their 

credibility; to show the path of prior research and 

how our study is linked to them; to integrate and 

summarize what is known in this area, and to learn 

from others and stimulate new ideas” (Neuman, 

2003). The literature pertaining to the constructs of 

proposed model of this study, including concept of 

brand, brand personality, congruity and the role of 

advertisement in creating the congruence which 

help in building a positive purchase intention, has 

been exhaustively reviewed.

Product is a physical entity that lives in the real 

world. A brand is a perceptual entity that lives in the 

consumer's mind. A brand is something different 

from a product, more than a simple commodity 

(Crockett, S. R., & Wood, L. J. (2004).

According to American Marketing Association, 

1960, “a brand is a name, term, symbol, or design, or 

a combination of them, intended to identify the 

goods or services of one seller or group of sellers and 

to differentiate them from those of competitors”. 

Even though this definition was already formed in 

the early stages of marketing, it is still prevailing and 

captures the main idea and essence of branding. 

From a company perspective, brands can function as 
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carriers of information and symbols of certain life-

styles to attract consumers. Further, brands can 

represent an opportunity to achieve financial 

growth by adding value to the products. 

The concept of personality has been immensely used 

in existing marketing and psychology literature over 

forty years of research in marketing. Levy 1959 & 

Martineau (1958) has shown that the perceptions 

and associations consumers have, about brands, go 

beyond their functional attributes and benefits, and 

include non-functional, symbolic qualities, often 

referred to as “brand image”. There are two general 

types of personality research in the literature; one 

which considers personality as a set of internal traits 

that dictate a person's consistent and characteristic 

response to stimuli which explain a person's 

behavioral tendencies (Kotler, 2003; McShane & Von 

Glinow, 2005; Sheth & Mittal, 2004), and the other, as 

an interaction of the individual and the external 

situation he/she is in (Wee, 2004). Both research foci 

have aimed to examine factors that will enable 

researchers to predict, modify, and control human 

behavior, relying greatly on knowledge from 

psychology, sociology, and psychiatry (Sweeney & 

Brandon, 2006).

In reference to the paradox of personality in 

marketing, we all have a personality, but we do not 

know about its symmetrical relation with our 

consumer behaviour. However, some have argued 

that the symbolic use of brands is possible because 

consumers often imbue brands with human 

personality traits (termed animism; e.g., Pine & 

Gilmore 1999). A brand is perceived to possess a 

personality in much the same way as humans. 

Therefore, brand personality can be defined as the 

set of human characteristics associated with a brand 

and it tends to serve a symbolic or self-expressive 

function (Jennifer L. Aaker, 1997).

Azoulay and Kapferer (2003) define personality as a 

clear construct which is dissimilar to the cognitive 

construct, skills and capabilities. Since the concept of 

brand personality gained acceptance in the academic 

and corporate circles, much research has been 

directed to ascertain the influence of individual 

personalities on evaluating brands (Levy, 1959; 

Kassarjian, 1971; Sirgy, 1982; Plummer, 2010; 

Duboff, 1986; Durgee, 1988; Ogilvy, 1988; Carr, 1996; 

Aaker, 1997). There have been several researches 

devoted to studying brand personalities 

(Supphellen & Gronhaug, 2003; Venable et al., 2003; 

Okazaki, 2005). Some researchers have investigated 

the influence of brand personality in enabling 

consumers to improve their self-image and 

encouraging self-expression (Malhotra, 1981; Belk, 

1988; Kleine et al., 1995). Rajgopal (2006) posits that 

brand personality traits provide a symbolic meaning 

to the product. In strategic terms creating distinctive 

personalities for the brands enables companies to 

differentiate their products. It assists organizations 

to devise communication strategies, which 

strengthen the traits of the brand in the minds of the 

consumers. 

Self-concept / product-image congruity is defined 

as the match between a consumer's perception of 

him/herself and the image of the typical user of a 

product. Self-congruity theory asserts that consumer 

behaviour is partially determined by the congruence 

resulting from a psychological comparison 

involving the product-user image or brand image 

and the consumer's self-concept (i.e. actual self-

image, ideal self-image, social self-image). This 

psychological comparison can lead to high self-

congruity when the consumer perceives the product 

user image or brand image to match that of his or her 

self-image. 

Self-congruity theory suggests that since people 

often use brand meaning for self-expression, then 

consumers will have favorable predispositions 

towards products and brands that serve to enhance 

perceptions of their own self-image (Sirgy, 1986). 

More specifically, consumers often prefer brands 

and products that project similar images (i.e., 

congruent) with how they perceive themselves to be 

as individuals, that is, their self-image (Belk, 1988; 

Graeff, 1996; Sirgy 1982; Solomon, 2004; Sutherland 

et al., 2004). Theoretically, self-congruity theory is 

embedded in consumer psychology and is well-

grounded.
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The mental process of comparing self to other 

objects, called self-congruity, characterizes the 

match or mismatch between consumer self-image 

and a product image, brand image, or company 

image (Sirgy, 1986). Derived from consumer 

psychology, the phenomenon self-congruity is a 

psychological (i.e., an internal) comparison that 

consumers make between a product and/or brand's 

perceived image and their own self-image 

perceptions (Sirgy, 1986). High self-congruity occurs 

when perceptions of a product or brand's image 

match perceptions of one's self-image, and low self-

congruity, incongruity, is experienced when there is 

a  m i s m a t c h  b e t w e e n  p r o d u c t  a n d / o r  

product/brand image and self-image. The present 

study focuses on image congruence experience 

between self-image and brand image termed “self-

brand congruity.” 

In essence, the self-brand congruity experience is a 

function of two perceptual constructs: self-image 

and brand-image. In order to study this 

phenomenon, researchers typically employ 

psychometric techniques to measure consumers' self 

and brand image perceptions and then use standard 

calculations to determine the difference or distance 

between the image measures (Gould, 1991; Graeff, 

1996; Sirgy, 1982, 1986; Sutherland et al., 2004). 

Calculated congruity indicators are typically the 

focal point of analysis. Hence, the conceptualization 

of both the self-image and brand-image constructs is 

of central importance when studying self-brand 

congruity. The self-image concept, derived from 

self-theory, provides the “major theoretical 

impetus” of self-congruity theory and explains the 

motivational drives of self-brand congruity on 

consumer behavior (Sirgy, 1986).

In conclusion, the results of some previous studies 

clearly established a link between self-concept and 

consumer behaviors. As expected, the self-concept 

played an important role in the control and direction 

of consumer behavior and performance towards 

purchase intention. The results were also consistent 

with the premise that the higher the congruity 

between a consumer's self-concept and brand image, 

the more likely s/he will choose the brand.

Authors Findings

Azevedo & Farhangmehr, 2005 A significant positive correlation does exist between self concept and brand personality congruity and 
advertising response.

Kleijnen et al., 2004 Consumers with low image congruity are influenced more by their surroundings than consumers with 
high image congruity and image congruity has a significant impact on consumer attitudes and the 
adoption decision.

Jamal & Goode, 2001 Self-image congruity was a very strong predictor of consumer's brand preferences and a good predictor 
of consumer satisfaction. And consumers with higher levels of self-image congruity were more likely to 
prefer the brand and enjoy higher levels of satisfaction with the brand as compared to those with lower 
levels of self image congruity.

Amstrong, 2001 A difference in the self-images, product-images and level of image congruity experienced, does exist 
between males and females.

Quester et al., 2000 Confirm the role of self-congruity in consumer's choice and show that culture influences the use of 
actual versus ideal self-image in the evaluation of product.

Heath and Scott, 1998 Find that when different brands of motor vehicles were physically similar, owners perceived no 
difference between their own self-concept and the self concept they attributed to owners of competing 
product brands.

Hong & Zinkhan, 1995 Brand memory is not mediated by the extent to which advertising expressions are congruent with 
viewer's self-concept. However brand preference and purchase intention were shown to be influenced 
by the self-congruity of an ad.

Table 1: Major Studies on the effect of self image congruity on customer behaviour

134 135

These researches provide evidence about the 

positive effect of self image congruity in the 

tangible product context on purchase intentions of 

the consumer (Ericksen, 1996; Mehta, 1999; Sirgy, 

1985).

Prior studies reveal that viewers' attitudes toward 

ads are more favourable when the congruity 

between programs and ads is achieved. Many 

styles of congruity are discussed, such as induced 

mood congruity (happy vs. sad) (Kamins et al. 1991; 

Lord et al. 2001), involvement type congruity 

(affective vs. cognitive) (Celuch et al. 1993) and 

content congruity (product category) (Furnham et al. 

2002). General advertising research also claims that 

the congruity between the nature of product and 

appeal of ad makes the ad become more persuasive 

(Johar et al. 1991). Prior independent studies of 

various congruities between different factors 

contribute to the accumulation of the knowledge on 

this issue.

Arens and Bovee (1994) define advertising as, “non-

personal communication of information usually 

paid for and usually persuasive in nature, about 

products, services, or ideas by identified sponsors 

through various media”. From this definition, we 

can see that advertising is a type of communication 

related with three actors—products (or service, 

ideas), media and sponsors. However, there is 

another actor implicitly represented in the 

definition, i.e., consumers who receive ads. 

With the intensifying competition, the major 

challenge ahead is to create a distinctive image for 

the individual product. Distinctiveness is the core of 

the innovative character of an advertising strategy. 

Consumers with high involvement in purchase 

evaluate advertising information more thoroughly 

than individuals with low involvement (Peltier and 

Schibrowsky 1994; Mantel and Kardes 1999). Such 

consumers who have high need for cognition often 

need rational reasons before buying any product. 

Thus, in such cases consumer response can be 

i n i t i a t e d  b y  o f f e r i n g  i n f o r m a t i o n  r i c h  

advertisements (Petty et al. 1983; Maclnnis and 

Jaworski 1989; Suri and Monroe 2001).

Product features which deliver meaningful product 

benefits are generally central to the brand image 

creation process in that it is the ability of the product 

offering to satisfy buyer needs that is at the core of 

image formation. However, where there is little real 

functional difference between competing product 

offerings, then the weight of the image creation task 

falls more heavily on other aspects of identity. In 

such circumstances particular emphasis is placed on 

marketing communications in general, and 

advertising in particular, in order to provide the 

basis for consumer discrimination.

RESEARCH GAP
After the deep analysis of the literature available on 

the constructs to be considered under this study, i.e., 

the brand personality construct, self-image and 

congruity construct and the study on the impact of 

this congruity on the purchase intention of the 

consumers, it has been found that there are some lack 

still present in this field of research. 

1. This literature review has indicated lack of 

relevant studies regarding brand personality 

and congruity effect on the purchase intention of 

consumers in Indian context, particularly. 

2. There is lack of literature on the brand 

personality congruity study, brand-wise, as not 

much of the categories of brands with their 

image, has been taken under consideration to 

measure their brand personality and congruity 

with that of the brand users.

3. Moreover, to our knowledge there has been very 

less research identifying what kind of brand 

personality is preferable for different types of 

consumers. 

Hence, this study has tried to fill this gap in the 

literature by adding to the existing knowledge of 

brand personality congruity effect on purchase 

intention of the consumer in Indian context. 
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THEORETICAL FRMEWORK
The proposed conceptual framework in this study is 

based on the findings in the literature review 

presented in previous section. This research intends 

to investigate the relationships among brand 

personality, consumer personality, establish the 

relationship between the Brand Personality 

Congruity (BPC) and the pre purchase consumer 

evaluations of the purchase intension. The following 

conceptual model was developed where BPC was 

hypothesized to have significant and positive 

associations with the Purchase intention of the 

consumer.

The study is based on primary data collected 

through a structured questionnaire survey research 

method using Aaker's (1997) brand personality (BP) 

construct and semantic differential scaling 

technique for measurement of brand personality 

congruity. The brands chosen for this study belong 

to two diverse categories of products i.e. Van-

Heusen & Raymond's in Apparel category. The print 

and electronic advertisements of these brands from 

different secondary sources such as newspapers, 

magazines, television and internet were studied. The 

respondents were also asked to respond to items 

related to advertising in order to understand its role 

in shaping the purchase intention towards a 

particular brand.

Figure represents the theoretical model and 

consequently proposes the hypothesis to be tested in 

this study.

Therefore, a distinctive brand personality can help to 

create a set of unique and favourable associations in 

consumer memory, and thus build and enhance 

brand equity. A well established brand personality 

and its fitness with the consumer self-concept 

influences consumer preference and patronage and 

develop stronger emotional ties and build a positive 

purchase intention.

Hypothesis Development

This analysis of past literature led to the following 

general hypothesis. A total of 32 hypotheses have 

been formulated. These hypotheses gave a direction 

to the flow of the research. The various major and 

sub-hypotheses of the study are listed below:

H1 : There is no significant and positive relationship 0

between brand personality congruity and purchase 

intention of the brands.

H2 : There is no significant and positive relationship 0

between brand personality dimensions and the 

Purchase Intention of the consumers.

H3 : There is no difference between the purchase 0

intention of high congruency group and low 

congruency group.

H4 : High congruency group does not lead to high 0

purchase intention.

The hypothesis is broad based to test all the aspects 

of brand building and also is specific to brand 

personality dimensions. Next section will focus on 

the research methodology which has been followed 

to test the hypotheses.
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Figure 1 : Conceptual Framework

Sincerity

Excitement

Competence

Sophistication

Ruggedness 

(Aaker's scale, 

1997)

Consumer Personality

Brand Personality

Brand Personality  

Congruence (BPC) Purchase Intention
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RESEARCH METHODOLOGY
As our aim was to determine the properties of 

product characteristics in terms of brand personality 

and to make specific predictions, we adopted 

descriptive research approach.

Sample Unit and Sample Area

An 'individual respondents' was considered as a 

sampling unit and the non probabilistic convenience 

sampling method was adopted to select the sample 

items. The respondents represented different age 

groups, educational levels and income groups. They 

were selected from the some urban parts of Northern 

India. A structured closed-ended questionnaire 

designed specifically for the study and was 

personally administered by the researcher in the 

shopping malls of National Capital Region 

comprising of New Delhi, and surrounding cities 

like Noida, Greater Noida, Gurgaon, Faridabad, and 

Ghaziabad. The data was collected through field 

survey with the help of non – disguised, pre – 

structures questionnaire. The purpose of the study 

was briefed to all the respondents in order to elicit 

precise responses from them and minimising the 

errors involved in primary data collection. A total of 

460 respondents participated in the study. After 

removing the questionnaires that have less than 50 

per cent of the questions answered, 423 valid 

questionnaires remain for further analyses.

The research technique adopted in this study was 

Survey method in which the information is gathered 

from a sample of people by the use of questionnaire 

or interviews.

Since the subjects of this study will be the specific 

segment of the population rather than a general 

cross-section of the population, non-probability 

sampling procedure will be applied, employing 

Convenience Sampling so as to obtain responses 

from customers who buy the branded products 

which makes their self personality.

The brands were selected for the study on the basis of 

following criteria: 

These results indicate that the respondent's 

familiarity level for brands may further affect the 

responses of the customers on other variables 

related to brand personality dimensions. As the 

respondents with high level of brand familiarity 

may respond more positively on the brand 

dimensions as compared to that of low level of brand 

familiarity.

The Congruence Effect of  Personalities: 
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1. All products must be consumed by the 

population being sampled. 

2.   They must be readily available in a wide variety 

of outlets. 

3. Brands within a product category must be similar 

in form, size, shape, composition,   and   price. 

4. Product consumption should be fairly rapid to 

develop a frequent purchase pattern. 

5. An indication of advertising appeals that develop 

brand preferences based on social-psychological 

concepts should be present.

DATA ANALYSIS AND INTERPRETATION
Sample Profile

The data was collected using survey method 

drawing from a sample of the residents of National 

Capital Region (NCR) and Delhi. A total of 460 

respondents participated in the study. After 

removing the questionnaires that have less than 50 

per cent of the questions answered, 423 valid 

questionnaires remain for further analyses.Thus the 

survey response rate was 91.96%. Finally a set of 423 

complete responses was statistically analysed in 

order to achieve the objectives of the study. This 

section provides sample profile detailing sample 

statistics such as sex, age, marital status, income, 

education and occupation etc. 

Brands N Mean Std. Deviation

Van Heusen 423 3.49 1.395

Raymond's 423 4.28 .908

Table 2: Summary of Familiarity Statistics
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Scale Composite Reliability Average Variance Extracted

Sincerity Down to earth 0.98 0.83

Family oriented 

Conservative

Honest

Sincere

Real

Wholesome 

Original

Cheerful

Sentimental

Friendly

Excitement Daring 0.97 0.82

Trendy

Exciting

Spirited 

Cool

Young

Imaginative 

Unique

Up-to-date

Independent

Contemporary

Competence Reliable 0.98 0.87

Hardworking

Secure

Intelligent 

Technical 

Corporate

Successful 

Leader

Confident

Sophistication Upper Class 0.98 0.92

Glamorous

Good looking

Charming

Feminine

Smooth

Ruggedness Outdoorsy/Adventurous 0.96 0.83

Masculine

Western

Tough

Rugged

Purchase Intention I’ll search for information for this brand! 0.97 0.89

In case of non-availability, I would actively seek out 
information for this brand at other places (like Dealers, Internet etc.)!

I’ll visit the store of this brand!

I  usually go for this brand as my first choice!

I’ll recommend this brand to others!

I intend to continue buying this brand in future!

Table 3: Composite Reliability and Average Variance Extracted For Vanheusen

Composite Reliability and Average Variance Extracted For Vanheusen

Hence based on the above statistics, the data was found to be reliable and valid.
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Scale Composite Reliability Average Variance Extracted

Sincerity Down to earth 0.98 0.86

Family oriented 

Conservative

Honest

Sincere

Real

Wholesome 

Original

Cheerful

Sentimental

Friendly

Excitement Daring 0.98 0.83

Trendy

Exciting

Spirited 

Cool

Young

Imaginative 

Unique

Up-to-date

Independent

Contemporary

Competence Reliable 0.98 0.88

Hardworking

Secure

Intelligent 

Technical 

Corporate

Successful 

Leader

Confident

Sophistication Upper Class 0.97 0.85

Glamorous

Good looking

Charming

Feminine

Smooth

Ruggedness Outdoorsy/Adventurous 0.97 0.88

Masculine

Western

Tough

Rugged

Purchase Intention I’ll search for information for this brand! 0.97 0.88

In case of non-availability, I would actively seek out 
information for this brand at other places (like Dealers, Internet etc.)!

I’ll visit the store of this brand!

I  usually go for this brand as my first choice!

I’ll recommend this brand to others!

I intend to continue buying this brand in future!

Table 4: Composite Reliability and Average Variance Extracted For Raymonds
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Based on the above statistics, the data for the brand Raymonds, the composite reliability and the average variance extracted was found to be quite appropriate for further 
analysis.
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Scale Composite Reliability Average Variance Extracted

Sincerity Down to earth 0.98 0.85

Family oriented 

Conservative

Honest

Sincere

Real

Wholesome 

Original

Cheerful

Sentimental

Friendly

Excitement Daring 0.97 0.75

Trendy

Exciting

Spirited 

Cool

Young

Imaginative 

Unique

Up-to-date

Independent

Contemporary

Competence Reliable 0.98 0.86

Hardworking

Secure

Intelligent 

Technical 

Corporate

Successful 

Leader

Confident

Sophistication Upper Class 0.96 0.84

Glamorous

Good looking

Charming

Feminine

Smooth

Ruggedness Outdoorsy / Adventurous 0.97 0.88

Masculine

Western

Tough

Rugged

Table 5: Composite Reliability and Average Variance Extracted For Consumer Self

From the above table, it is again seen that the data was quite reliable and valid.
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RMSEA 0.079

CMIN/DF 1.283

NFI .932

GFI .920

TLI .945

CFI .918

Table 6: Results of Fit indices for 
CFA Measurement Model for brand Vanheusen
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For purposes of assessing the CFA Measurement 
Model, the items in the five subdimensions 
(Sincerity, excitement, Competence, Sophistication 
and Ruggedness), were subjected to CFA. The first 
step in assessing the CFA Measurement Model was 
to consider the fit indices. 

The results from analyzing the model indicate a 
good fit. The value of CMIN/DF was 1.283, below 
the recommended value of 3.0. The RMSEA for the 
measurement model was .079. Browne and Cudeck 
(1993) suggest that a value less than .08 indicate a 
good model fit. Other fit indices also point to a fair 
and acceptable model fit (NFI =.932, GFI = .920, TLI = 

The Congruence Effect of  Personalities: 
An Empirical Analysis

.945, CFI =.918). Table provides the results for each of 
the fit indices of the CFA Measurement Model. 
Figure depicts the CFA Measurement Model.

Confirmatory Factor Analysis: Results of Fit Indices for the CFA Measurement Model for 

the brand Vanheusen

Figure 2: CFA Measurement Model for the brand Vanheusen
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Results of Fit Indices for the CFA Measurement Model for the brand Raymonds

The results from analyzing the model indicate a 

good fit. The value of CMIN/DF was 1.882 , below 

the recommended value of 3.0. The RMSEA for the 

measurement model was .074. Browne and Cudeck 

(1993) suggest that a value less than .08 indicate a 

good model fit. Other fit indices also point to a fair 

and acceptable model fit (NFI =.953 GFI = .932, TLI = 

.950, CFI =.932). Table provides the results for each of 

the fit indices of the CFA Measurement Model. 

Figure depicts the CFA Measurement Model.

RMSEA 0.074

CMIN/DF .1.882

NFI .953

GFI .932

TLI .950

CFI .932

Table 7: Results of Fit indices for 
CFA Measurement Model for brand Raymonds
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Figure 3: CFA Measurement Model for the brand Raymonds

RMSEA .078

CMIN/DF 1.924

NFI .922

GFI .912

TLI .901

CFI .928

Table 8: Results of Fit indices for 
CFA Measurement Model for Consumer Self
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The results from analyzing the model indicate 

a good fit. The value of CMIN/DF was 1.924, 

below the recommended value of 3.0. The 

RMSEA for the measurement model was .078, 

which is a value less than .08 and it indicates 

a good model fit. Other fit indices also point to 

a fair and acceptable model fit (NFI =.922, GFI = .912, 

TLI = .901, CFI =.928). Table provides the results 

for each of the fit indices of the CFA Measurement 

Model. Figure depicts the CFA Measurement 

Model.
Therefore the fit indices for all the constructs was 
found to be a good model fit.

The Congruence Effect of  Personalities: 
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Results of Fit Indices for the CFA Measurement Model for Consumer Self

Figure 4: CFA Measurement Model for the Consumer Self
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Vanhuesen Raymonds

Purchase Intention -.218** -.304**

Table 9: Correlation between image congruence and 
Purchase Intention

The Congruence Effect of  Personalities: 
An Empirical Analysis

Measuring Brand Personality and Self-
Congruency (BPC) Effect

A general hypothesis of this research is that the 

degree of similarity (congruence) between brand 

image and self image will have greater effects on the 

attitudes of consumers towards the brand and the 

purchase intention. This is because the self-image ad 

encouraged consumers to consider their self-image 

as a criterion for evaluation of the brand. A 

generalized Euclidean distance model (as shown 

below) was used to calculate difference scores 

reflecting actual congruence (between brand image 

and self-image).

the congruence (the smaller the distance between 

brand and self-image), the more favorable (larger, in 

terms of scale values) Purchase Intention.

144

Where:

D=overall difference score reflecting degree of 

congruence between brand and self-image.

i=a particular personality image dimension

P = perception of the product on image dimension i.i

S = perception of self on image dimension i.i

With this approach, congruity varies by distance: the 

larger the d-score (distance) between brand and the 

respondent's personality, the less congruity, and the 

lower the d-score between the brand and the 

respondent's personality, the more congruity.

Correlation Analysis 

The difference scores were calculated using 

Euclidean distance model for each dimension (i.e. 

for  S incer i ty ,  Exc i tement ,  Competence ,  

Sophistication and Ruggedness) for all the four 

brands. These dimensional values were then 

correlated with subjects' Purchase Intention, brand-

wise. The results of these correlation analyses are 

presented in table. Because the difference scores 

calculated for each subject actually measure 

“incongruence” and the attitudes were measured on 

scales where larger values indicate more favorable 

attitudes, negative correlations between distance 

scores and purchase intention indicate the 

hypothesized positive relationship between image 

congruence and Purchase Intention. That is, greater 

Vanheusen Raymonds

Sincerity

Purchase Intention -.341** -.358**

Excitement

Purchase Intention -.135** -.252**

Competence

Purchase Intention -.254** -.161**

Sophistication

Purchase Intention -.169** -.089

Ruggedness

Purchase Intention -.082 -.136**

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

Table 10: Correlation between brand personality 
dimensions and Purchase intention

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

Above table signifies that the Image congruence of 

all the brands in the study (Van-heusen, Raymonds) 

have a positive correlation with their respective 

Purchase Intention. But on comparing among the 

brands, Vanheusen have more stronger coorelation 

in the apparel and beverage brand categories.

This clearly, reflects that the brand advertisement 

had a significant effect on the brand image 

congruence relationship. The effect of image 

congruence (between brand and self-image) on 

Purchase Intention of the particular brand was 

significant as subjects match their own self with 

brand image portrayed through ads. This is 

consistent with past theorizing that for publicly 

consumed brands (such as beverage and apparel), 

product preference is more closely related to 

congruency, but only when consumer's knowledge 

of self-image is activated to influence purchase 

intentions.

D =
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HYPOTHESES R SIG REMARKS

H1 : There is no significant and positive relationship between brand personality congruity and purchase intention of the brands.0

H1.1 There is no significant and positive relationship between brand personality congruity  -.218** .000 Not Accepted0

and purchase intention of the brand Vanheusen.

H1.2 There is no significant and positive relationship between brand personality congruity  -.304** .000 Not Accepted0

and purchase intention of the brand Raymonds.

Group N Mean F-value t df Sig(2-tailed)

Purchase Intention High Congruity 215 3.36
.068 4.473 421 .000

Low Congruity 208 3.01 3

Table 12: T-test for the brand Vanheusen

The Congruence Effect of  Personalities: 
An Empirical Analysis

Independent Sample T-test

Median Split

The median scores for the four selected brands are as 

follows:

= 0.055) than consumers with low congruence (M = 
3.01, SE = 0.057) for the brand Vanheusen. This 
difference is significant t(421) = 4.473, p > .01. 

On average, the consumers group with high 
congruency scores have greater purchase intention 
(M = 3.66, SE = 0.048) than consumers with low 
congruence group (M = 3.32, SE = 0.06) for the 
Raymond brand. This difference is significant t(421) 
= 4.353, p > .01. 

Hence the independent sample t-test shows that for 
every brand overall it was found that there existed a 
difference between the two groups. The subject's of 
group with high congruency scores behaved 
differently than that of low congruency score 
groups.

Brands Median

Vanheusen 9.6

Raymonds 9.0

Table 11: Median Scores of the Brands

Here, values < median = Group 1 (High congruity group)

& values > median = Group 2 (Low congruity group)

On average, the consumers with high congruency 
scores have greater purchase intention (M = 3.36, SE 

Brand Vanheusen Raymonds

Groups High Low High Low

Mean Value 3.36 3.01 3.68 3.32

Table 14: Overall Purchase Intention of Brand Categories

Group N Mean F-value t df Sig(2-tailed)

Purchase Intention High Congruity 213 3.68
12.043 4.353 421 .000

Low Congruity 210 3.32

Table 13: T-test for the brand Raymonds

The purchase intention of the subjects was found to be high for the subjects' with high congruence while for 
that of low congruence score group, the Purchase intention was low.
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HYPOTHESES R SIG REMARKS

H2 : There is no significant and positive relationship between brand personality dimensions and the Purchase Intention of the consumers.0

SINCERITY 

H2.1 There is no significant and positive relationship between Sincerity and -.341** .000 Not Accepted0

Purchase Intention of the brand Vanhuesen

H2.2 There is no significant and positive relationship between Sincerity and -.358** .000 Not Accepted0

Purchase Intention of the brand Raymonds

EXCITEMENT

H2.5 There is no significant and positive relationship between Excitement and -.135** .005 Not Accepted0

Purchase Intention of the brand Vanhuesen

H2.6 There is no significant and positive relationship between Excitement and -.252** .000 Not Accepted0

Purchase Intention of the brand Raymonds

COMPETENCE

H2.9 There is no significant and positive relationship between Competence and -.254** .000 Not Accepted0

Purchase Intention of the brand Vanhuesen

H2.10 There is no significant and positive relationship between Competence and -.161** .001 Not Accepted0

Purchase Intention of the brand Raymonds

SOPHISTICATION

H2.13 There is no significant and positive relationship between Sophistication and -.169** .000 Not Accepted0

Purchase Intention of the brand Vanhuesen

H2.14 There is no significant and positive relationship between Sophistication and -.089 .067 Accepted0

Purchase Intention of the brand Raymonds

RUGGEDNESS

H2.17 There is no significant and positive relationship between Ruggedness and -.082 .094 Accepted0

Purchase Intention of the brand Vanhuesen

H2.18 There is no significant and positive relationship between Ruggedness and -.136** .005 Not Accepted0

Purchase Intention of the brand Raymonds

The Congruence Effect of  Personalities: 
An Empirical Analysis

HYPOTHESES M (High M (Low SIG REMARKS
group) group)

H4 : High Congruency does not lead to High Purchase Intention.0

H4.1 High Congruency does not lead to High Purchase Intention for 3.36 3.01 .000 Not Accepted0

the brand Vanheusen.

H4.2 High Congruency does not lead to High Purchase Intention for 3.68 3.32 .000 Not Accepted0

the brand Raymonds.
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HYPOTHESES t SIG REMARKS

H3 : There is no difference between the purchase intention of high congruency group and low congruency group.0

H3.1 There is no difference between the high congruency groups and low congruency 4.473 .000 Not Accepted0

groups for the brand Vanheusen.

H3.2 There is no difference between the high congruency groups and low congruency 4.353 .000 Not Accepted0

groups for the brand Raymonds.

147

This study concludes that there exists a congruity 

between the brand personality congruity and the 

purchase intention of the brands. And the subjects 

possessing high congruence score possess high 

attitude towards the factor of purchase intention 

while that with low congruence score possess the 

low attitude towards purchase intention. The 

advertisement affects the purchase intention of the 

customer by the congruity effect. Therefore it can be 

concluded that congruity is an important factor 

which helps in decision making of a customer. 

Confirmatory Factor Analysis has validated the 

constructs reliability and validity. 

FINDINGS OF THE STUDY
Overall, the findings of the study indicated that there 

is a positive relationship between the brand 

personality and consumer personality and the 

congruence had significant impact on consumers' 

purchase intention. This implies that it is quite 

important to create a brand image congruent with 

target customers' self-image, as per Aaker's five 

personality dimensions scale used in this study. The 

evidence from the statistical analysis also supports 

the above propositions that people's consumption 

decision for certain brands are based on their 

individual identities and how they see themselves 

and relate to that particular brand. 

The research lends support to the claims (Sirgy et al., 

1997) that the similarity between a consumer's own 

self-image and the typical user's image can play a 

significant role in consumers' attitude for purchase 

intentions. The findings are also consistent with 

(Sotiropoulos, 2003) report that usage imagery has a 

significant effect in both attitude toward and 

purchase intentions for a brand (Sirgy et al., 2008). 

Specifically the findings of this research can be 

summarised as follows:

1. The findings suggest that brands could be 

described using personality traits as per Aaker's 

five brand personality dimensions i.e. Sincerity, 

Excitement, Competence, Sophistication and 

Ruggedness.

2. Congruency on Brand Personality dimensions in 

Apparel Brands:

• Sincerity: Raymonds is considered to be 

more Sincere brand than Vanheusen.

• Excitement: Raymonds is considered to be 

more Excitement ful l  brand than 

Vanheusen.

• Competence: Vanheusen is considered to be 

brand with more Competence than 

Raymonds.

• Sophistication: Vanheusen is considered to 

be more Sophisticated brand than 

Raymonds.

• Ruggedness: Raymonds is considered to be 

more Rugged brand than Vanheusen.

3. The study empirically validated the notion the 

brand personality and consumer personality are 

related. Indian customers are becoming more 

brands aware and evaluate the available brands 

to find a match with the brand personality and 

their own personality in order to make a choice.

4. There is a significant and positive relationship 

between brand personality and self-concept. 

These findings suggested that the degree of 

congruence between brand personality and self-

concept also influences the consumer's choices; 

therefore this further reinforces the importance 

that brand marketers should take both brands' 

self-concept and brand personality into 

consideration when developing marketing 

strategies. Brand promoters should develop and 

promote their products and services that could 

reflect the personality traits of the brands and, at 

the same time, are congruent with the 

consumers' self-concept.

5. Brand personality factors positively affect the 

Purchase Intention of the consumer. The 

purchase intention of the consumer with low 

congruency may get diluted or to some extent it 

may lead to purchase intention, but by some 

factors other than congruency such as functional 

utility. Therefore the advertisers and brand 

managers should focus on proper strategies to 
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position these brands in the minds of their 

prospective consumers in a manner to reinforce 

this congruency effect on appropriate brand 

personality dimensions so as to elicit the high 

brand personality consumer congruency for 

building favourable purchase intention. 

6. Advertising is instrumental in activating the 

factor 'congruency' to build the brands and sell 

the products by the companies.  The 

advertisement plays a colossal role in building a 

unique brand image, appealing to its target 

markets and differentiating the products.

7. This research does contribute to the body of 

knowledge because through a systematic and 

scientific investigation this study tested the 

existing theory regarding the most of the 

relationships that were tested did exist. The 

research added credibility and affirmation of the 

current research.

This research study proposed and tested the 

theoretical model that attempts to investigate the 

influence of brand personality congruency on 

purchase intention of consumers and the results 

shows that there is a significant positive relationship 

between the image congruency and the purchase 

intention. The results of this study provided 

important implication for brands' marketing and 

advertising strategies, as an understanding of what 

factors or dimensions influence consumer behaviour 

tested in this study can aid in designing and 

implementing marketing strategies for creating and 

enhancing consumer brand personality, tailoring 

unique brand personality to attract target markets, 

differentiating and positioning brands by the 

effective use of congruency. If the advertisements 

are related to personality traits, then it will be quite 

possible to predict to some extent, what kind of 

customer will respond to different types of ads and 

how much it affects their purchase intention. 

Because personal traits evoke specific and known 

behaviour, it will be possible to predict the future 

behaviour of the target customer grouping a much 

effective way. However, the only way of adjusting 

the advertising message is by managing the theme of 

the product. Different ad types may be more 

appealing to different personality traits and brand 

personality attracts similar customer because of the 

need for self identification with the brand.

These findings will lead to a better, more informed 

response by marketers to self concept and identify 

issues as being core to understanding and driving 

the consumption of apparel and beverage brand 

categories. The findings of this study confirm and 

substantiate the relevance of concept of congruency 

theory in advertising world. Hence through this 

study a modest improvement in our understanding 

of consumer and brand relationships is done, which 

will have significant benefits to consumer as well as 

to advertisers.

RECOMMENDATIONS
This research examined the effects of brand and self-

image on consumers' evaluations of only two 

brands. It was found that the effect of brand image 

on brand evaluations was moderated by the degree 

to which consumers think about their own self-

image and that this can be manipulated through the 

use of promotional messages. The following 

recommendations should extend these results by 

examining other variables that might moderate this 

image congruence relationship by incorporating the 

following aspects:

1. The study can be extended to diverse product 

categories, more brands, and other regions of the 

country on the basis of proposed and validated 

framework.

2. Another interesting future pursuit would be a 

cross-cultural study. People in a collectivist 

society are often more influenced by others than 

those in an individualistic society (Hofstede, 

2001; Choi et al., 2005). This difference implies 

that user imagery may play a more important 

role than usage imagery or brand personality in 

a collectivist society, than in an individualistic 

society. The current study utilizes a sample from 

Northern India, a population that is regarded as 

an individualist culture. A cross-cultural study 
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Brand Personality Dimensions Apparel Brand
(Van-Heusen Vs. Raymonds)

Sincerity Raymonds

Excitement Raymonds

Competence Van-Heusen

Sophisticated Van-Heusen

Rugged Raymonds

Table 10: Comparison of Brands on 
Brand personality dimensions
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including both individualistic and collectivist 

cultures would be able to test whether culture 

has an impact in the relationships tested in this 

study. As most brands target consumers 

globally (Wiedmann 2005), a cross-cultural 

study would be able to provide important 

insights to luxury brands on the issue of 

localization vs. standardization.

3. The exploratory part of the study can be further 

be carried out as conclusive study where causual 

relationship between/ among variables can be 

established by testing it empirically through 

inferential statistics.

4. Future research should examine the purchasing 

behaviour of high level of congruency between 

the brand image and self-concept and low level 

of congruence between the same, more 

exclusively and factors leading to such a 

difference in their purchase intention.

5. The procedures used in this research were 

designed to manipulate the extent to which 

consumers think about their self-image while 

evaluating a brand. Future research could 

replicate the current study, while also 

measuring personality variables (individual 

difference variables) related to the extent to 

which they are aware of, and concerned with, 

maintaining and projecting a desired self-image 

in social situations.

6. Another recommendation for future research is 

that the researcher should design more 

questions related to brand personality and 

congruency in order to obtain a more equal 

distribution of questions or constructs. 

CONCLUSION
Based on the theory of brand personality, it is 

obvious that the consumers self-concept plays an 

important role with regard to a personality-directed 

brand management which is also supported by Sirgy 

(1986) self-concept theory that consumers are 

thought to prefer brands with personalities similar 

to their own personality. This purpose of this study 

The Congruence Effect of  Personalities: 
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has been to examine the relationship between brand 

personality and the consumer personality; and the 

Brand Personality Congruency and its effect on the 

purchase Intention of the consumers. 

The study broadly aimed at bridging the gap in 

existing knowledge of personality based research 

and further validating the Aakers' (1997) Brand 

Personality Scale measurement framework in the 

Indian apparel and beverage market context. 

Another major aspect of this research work is the 

discussion on implications for advertising strategies 

adopted by various marketers to promote their 

products. 

Finally, the research explored quite relevant 

perspectives on the Indian market, as it offers 

insights into the minds of the consumer and probes 

the brand influence in their buying decision making 

process. This can only be achieved when marketers 

and advertising strategists have a clear 

understanding into building apparel and beverage 

brands and the role of various factors that drive the 

consumption. 

The following section provides a detailed discussion 

on the findings of the study on research questions, 

hypotheses testing, brand personality measurement 

model and the proposed conceptual model linking 

BPC, Purchase intentions and its implications for 

advertising strategies.

In terms of overall congruency scores in both the 

product categories the Raymond's was preferred 

over Vanheusen in Apparel category as shown 

below:
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INTRODUCTION
In Finance literature, the returns from pre-defined 

rules of making investments in equity have been an 

interesting topic for research. Several researchers 

have proved abnormal returns can be earned by 

implementing such trading rules.

Trading Rules or Strategies are defined as buying 

and selling of securities in a systematic manner. The 

basic objective of trading rules is to maximize the 

returns with the given level of risk. This systematic 

management is based on certain assumptions 

regarding the particular security, market behaviour 

and goals of the portfolio. Trading strategies are also 

related to theoretical philosophies regarding market 

and investors behaviour e.g. Efficient Market 

Hypothesis (EMH), rational market theory etc. in his 

classic statement of this hypothesis Fama (1970) 

defines “ an efficient market is a market where 

security prices always fully reflect the available 

information”. in 1978, Michal Jensen declared that “ 

there is no other proposition in economics which has 

more solid empirical evidence supporting it then the 

EMH”. This strong statement ignited a reversal to 

the EMH and gave birth to the challenges to this 

hypothesis.  The rational market theory is the basis 

of the modern portfolio theory which consists of 

assessment of risk and return characteristics of an 

individual security in a portfolio. The basic objective 

A Comparative Study of the Performance of 
Selected Trading Strategies during Recent Recovery of 

Indian Equity Market

In this paper, a comparative study has been done on the 

returns of four equity trading strategies viz. Momentum 

Strategy, Contrarian Strategy, Value Stocks and Growth 

stocks during recent recovery of the Indian equity market. 

The main finding is that the returns from Value Stocks 

have been highest amongst these four. In Finance 

literature, the returns from pre-defined rules of making 

investments in equity have been an interesting topic for 

research.  Returns from different trading rules have been 

an important part of the study of finance literature. 

Although The EMH   ( Efficient Market Hypothesis ) 

neglects any unusual returns from trading strategies 

which are based on the past information related to stock 

prices and financials, many researchers have proved 

otherwise and shown abnormal returns by implementing 

simple trading rules. 

Key Words:  Trading Strategies, Momentum Strategy, 

Contrarian Strategy, Value Stocks, Growth Stocks.
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of portfolio management is to match the risk 

and return characteristics of and individual security 

in the portfolio to minimize risk and maximize 

the overall gains. For managing a portfolio there 

are certain rules for determination of level of 

acceptable risk and required return from the 

portfolio. The rational market theory forms the 

basis to reshuffle the portfolio to re-balance the 

risk and return factors with the help of trade. 

Various trading strategies are connected with the 

objective of the portfolio. Because of the 

unpredictability of the market behaviour, 

individual and institutional investment behaviour 

has led to the development of different trading 

strategies. Further these strategies make some 

fundamental assumption regarding the nature 

of market for predictability. The bases of various 

trading strategies are the level of risk acceptable 

for investor, time horizon of the investment and 

the nature of the market in which investments are 

made. Some important trading strategies are 

Contrarian strategy, Momentum strategy, Value 

stocks, Growth stocks, High Beta & Low Beta etc. 

A growth investor focuses on current and future 

economic story of a company, with less regard to 

share valuation. Value stocks are defined as those 

that are relatively cheap e.g. low P/E and P/BV 

high yield and modest opportunities e.g. regulated 

firms. A stock is said to be in momentum, if its 

price is increasing consistently and in momentum 

strategy this is believed that this momentum will 

continue. In a Contrarian Strategy, the stocks whose 

price is continuously going down are selected in 

the portfolio on the premise of trend reversal. After 

touching its three year low in 2008-09, the Indian 

stock markets have recovered very sharp. In march 

2009 the BSE100 index was hovering under 3000 

mark and in coming 3 years it touched 6000 and 

made a remarkable recovery. The objective of this 

study is to evaluate the performance of index 

and returns from various trading rules implemented 

as trading strategies.

LITERATURE REVIEW
Momentum and Contrarian Strategies: 

In Contrarian strategy, the investor takes position on 

the belief that trend reversal would take place and 

stocks which are losing consistently would do a 

comeback. In one of the earliest studies on contrarian 

strategies, Working on stock returns, De-Bondt and 

Thaler(1985) compared the performance of 

companies after dividing them in two groups a) 

Extreme Losers and b) Extreme Winners. They 

constructed portfolios of the best and worst 

performing stocks for the last three years since 1933, 

De-Bondt and Thaler (1985) found that if the US 

Stocks whose prices had declined for continuous 

three years i.e. the stocks which have given lowest 

returns in last three years earn high returns over the 

subsequent three to five years and vice-versa.  De-

Bendt and Weber (1999) find that contrarian strategy 

appears to be profitable in Germany.  A very 

important study by Jegadeesh and Titman (1993) 

show strategies buying stocks that performed well in 

past and selling stocks that  performed poorly in 

past, generate higher returns over three to 12 months 

period thus suggesting strong momentum profits for 

the US market. Jegadeesh and Titman (1993) point 

that a contrarian strategy should generate significant 

abnormal returns if market prices do not adjust 

appropriately to information. They find that a 

portfolio formed by buying stocks that performed 

well and selling stocks that underperformed over 

the previous 6 months generated an annual 

abnormal return of 12.01% when held for six months. 

They report similar results around earnings 

announcements wherein past losers realize higher 

returns than past winners. Their evidence supports a 

delayed stock market reaction to firm-specific 

information. More recently, Asness (1997) 

investigates the interaction of value and momentum 

strategies on a sample of NYSE, Amex and 

NASDAQ firms for the period July 1963 through 

December 1994. Asness measures value using the 

traditional book-to-market ratio (log BV/MV) and 
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dividend yield (D/P) and proxies momentum using 

average monthly return on stock over the past 

twelve months (past (2, 12)). Univariate tests reveal 

that the three variables used for measuring value 

and momentum strategies are positively associated 

with future expected return. The difference in 

average returns between the lowest and highest 

quintile when the portfolio was sorted by past (2, 12), 

log (BV/MV), and D/P was .87%, .51% and .31% 

respectively Rouwenhorst (1998) found that 

momentum strategies are profitable for equities in 12 

European markets Momentum strategies have 

attracted many investors because of their consistent 

profitability. The driving force behind momentum 

profits is still a puzzle. Some attribute it to market 

underreaction to firm-specific information (Chan et 

al., 1996). In recent years the researchers have found 

that some simple trading strategies based on past 

stock returns yield significant abnormal returns.

Hong, Lim and Stein (2000) focus on stock level 

momentum and find that momentum strategies 

perform well among small stocks with low analyst 

coverage.

Avramov, Chordia, Jostova, and Philipov (2007) find 

that the winner and loser portfolios in other 

empirical papers are comprised mainly of high 

credit risk stocks. Momentum profitability is 

statistically significant and economically large 

among low-rated firms, but it is nonexistent among 

high-grade firms. The influence of momentum is 

limited to a small sample (4% of market 

capitalization) of companies with high credit risk.

Rouwenhorst (1999) documents momentum profits 

across 12 European countries. Chordia and 

Shivakumar (2002) document the ability of 

macroeconomic variables to predict stock returns as 

well as profitability of momentum strategies. The 

results from their regression model show dividend 

yield, default spread, term spread and yield on 

three-month Tbills are the sources of momentum 

returns in their sample of NYSE – AMEX stocks in 

the period from 1926 to 1994. They also include 

January dummy variable in their regression model. 

They conclude momentum works only during 

expansions. Cooper, Gutierrez, Hameed (2004) find 

that momentum effect exists during expansionary 

periods but disappears after controlling for 

macroeconomic variables.

Moskowitz and Grinblatt (1999) document industry 

momentum and conjecture that industry 

m o m e n t u m  c o u l d  b e  c a u s e d  b y  c r o s s -

autocorrelation among stocks within the same 

industry.

Hong, Torous and Valkanov (2007) show that a 

number of industries lead the stock market by up pto 

two months, which is consistent with cross-industry 

momentum at the aggregate level.

Grinblatt, Titman, and Wermers (1995) find that 77% 

of the funds examined are momentum investors. 

This percentage is higher for growth fund managers 

compared to balanced and income fund managers.

Burch and Swaminathan (2001) find that 

institutional investors such as insurance companies, 

banks, investment advisors and fund managers, 

adopt momentum trading strategies when 

allocating equity assets.

Value Stocks and Growth Stocks

Value investment style involves investing in stocks 

of firms that are underpriced relative to their 

fundamentals. It is argued that investors frequently 

react irrationally to information resulting in 

distorted prices that can be exploited to generate 

superior returns. Several researchers have 

investigated and documented the superior 

performance of value based investment strategies. 

Fama and French (1992) found that stocks with high 

earnings-price (E/P) ratio produced higher returns 

during the 1963-1990 period. They further observe 

that the positive relationship between firms with 

positive E/P ratios and average returns can be 
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attributed to the positive correlation between E/P 

and book-tomarket value equity (BV/MV) ratios. 

Their results suggest that value investment 

strategies based on a firm's BV/MV can be used to 

form superior portfolios. Corroborating evidence is 

provided by Basu (1973) and  Lakonishok, Shleifer, 

and Vishny (1994) investigated a contrarian 

investment strategy by comparing the performance 

of value stocks and glamour stocks. They report that 

value stocks significantly outperformed the glamour 

stocks, generating an average annual return of 19.8% 

compared to 10.5% for glamour stocks. The authors 

note that the superior returns are due to the ability of 

the contrarian investment strategy to exploit the 

suboptimal behavior of investors rather than due to 

relatively higher systematic risk as argued by Fama 

and French (1992). There is extant evidence on the 

superior performance of momentum strategies as 

well.. Furthermore, value and momentum strategies 

were found to be negatively associated with each 

other suggesting interaction effects. Further analysis 

reveals that value strategy is relatively superior 

among firms with weak momentum (and weaker 

among firms with strong momentum). Similarly, 

momentum strategy produces superior return 

among firms with poor values (relative to firms with 

high value). For empirical analysis of value and 

momentum strategies in international markets see 

Capul, Rowley and Sharpe (1993), Schiereck, De 

Bondt, and Martin Weber (1999) Rouwenhorst 

(1997), Scott, Stump and Xu (2003) and Bird and 

Whitaker (2003). Taken together, the empirical 

evidence suggests that both value and momentum 

strategies can be used to predict stock returns and 

generate abnormal returns. However, there is a lack 

of consensus about the source of such returns. 

Several explanations have been offered for the 

ability of value and momentum investment 

strategies to outperform the market. One school of 

thought argues that naïve investors tend to be 

guided by irrational optimism and pessimism. As a 

result, investors bid up the prices of stocks when 

they are overly optimistic (such as during the dot 

com boom) and depress the prices of stocks on other 

occasions due to panic selling (such as post 911). By 

trading against naïve investors, it will be possible for 

contrarian investors to generate superior returns. 

Writings on volatility tests (Shiller, 1981), noise 

traders (Shleifer and Summers, 1990), social 

psychology (Shiller, 1984) fad variable (Summers, 

1986), heuristic decision making (Kahneman and 

Tversky, 1986) predictability of stock returns 

(Jegadeesh, 1990) and short-run speculative motive 

of investors (Keynes, 1936) suggest market 

inefficiencies or irrationalities in investor behavior, 

at least in the short-run. Fama (1992), on the other 

hand, argues that the higher returns are a 

compensation for the higher fundamental risk 

involved in such portfolios. A third explanation for 

excess returns or predictive ability is the possibility 

of methodological flaws such as data mining, 

survivorship bias, and inappropriate modeling 

(Kleidon, 1986; Black, 1993).  In context of Value 

Stocks and Growth stocks, Fama and French (1992, 

1993, 1995, 1996, and 1998) show that the value effect 

is associated with the degree of relative distress in 

the economy. They show that some common 

variation in stock returns (distressed stocks) are not 

explained by the market return. Therefore, they 

argue that such value effect is priced in addition to 

the traditional CAPM-type market risk. The authors 

suggest a three-factor model with one factor proxied 

by risk related to fundamental relative distress 

(high-minus-low book-to-market; HML) and 

another factor proxied by risk related to the size 

effect (small-minus-big, SMB). Fama and French 

find that HML and SMB factors have the greatest 

explanatory power in explaining the cross section of 

returns and suggest that such factors omitted from 

the CAPM. Overall, Fama and French argue that the 

observed higher returns produced by such value 

effect are justified by the risk associated with "value 

stocks". Concurrent to Fema and French studies, 

Sharpe (1992) found that size and Growth/Value 

characteristics could explain a large part of the 

returns from an equity portfolio. 
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Capaul, Rowley and Sharpe (1993) show that on 

average value stocks (low P/B ratios) tend to 

outperform growth stocks (high P/B ratios) in their 

sample of monthly returns from four developed 

European markets, the U.S. and Japan. They show in 

their sample that global value stocks outperform 

growth stocks by almost 40 percent. The cumulative 

outperformance of value stocks over growth stocks 

is 69.5 percent for Japan, 15.6 percent for the U.S. and 

31.9 percent for Europe. Importantly, these authors 

also document the time-varying nature of the value 

growth return spread in these six developed 

markets. Their results show the standard deviation 

of the value-growth spread is lowest for the global 

series suggesting that there are diversification 

benefits associated with global tilting given the low 

correlation across the spreads in different countries. 

They suggest an investor considering a tilt toward 

value stocks should implement the policy globally 

rather within a single country or a single region, 

However, their sample includes only 12 years of data 

(1981 to 1992).

A very important study by Lakonishok et al. (1994) 

argues that value strategies are not fundamentally 

riskier than growth strategies. They suggest that 

such value effect arises because future growth rates 

of "growth stocks" are consistently overestimated 

relative to "value stocks".

Shleifer and Vishny (1990) and De Long et al. (1990) 

argue that institutional investors tend to favor a 

growth strategy that is more likely to yield higher 

returns in the short run whilst value strategies tend 

to pay high abnormal returns over 3 to 5 years.

William F. Sharpe (1993 ) found that “ the returns 

obtained from portfolios of stocks with high 

price/book ratios (growth stocks) and those 

obtained from portfolios of stocks with how low 

price/book ratios ( Value stocks ) were analyzed for 

six countries over the period from January 1981 

through June 1992. Results suggest the existence of a 

significant “value-growth factor” in each country. 

The returns on portfolios formed according to the 

value – growth factor differ far more from month to 

month than would be expected if the securities had 

been selected randomly. Value stocks outperformed 

growth stocks on average in each country during the 

period studied both absolutely and after adjustment 

for risk Cross – country correlations of monthly 

value – growth spreads were small suggesting that 

any decision to “tilt” a portfolio toward value stocks 

would have been more effective if done globally.

Indian Scenario

The research on prior return strategies has also been 

extended to emerging markets including India. 

Studies in emerging markets have been conducted 

by Claessens et al. (1998); Fama and French (1998); 

Patel (1998); Rouwenhorst (1999); Barry et al. (2002); 

and Vander et al. (2003). In general, they found  that 

stock selection strategies that work well in 

developed markets also provide extra normal 

returns for emerging markets. Other studies by 

Frankel and Schmukler (1996, 1998), Froot et al. 

(2001), Richards (2002) and Kaminsky et al. (2004) 

conclude that foreign investors in emerging markets 

tend to employ momentum strategies. Sehgal and 

Balakrishnan (2002) empirically find in India that 

there is reversal in long-term returns, once short-

term momentum effect has been controlled. They 

also find short-term continuation in stock returns. 

Sehgal and Balakrishnan (2004) find that momentum 

returns that are missed by CAPM are partially 

explained by Fama-French three-factor model. 

Ananthanarayanan (2004) does not find any 

evidence of contrarian and momentum strategies 

being employed by foreign investors in Indian 

market. Sehgal and Balakrishnan (2008) report 

strong momentum profits in India for individual 

stocks as well as wide range of characteristic-sorted 

portfolios. The study suggests there are rational 

sources of momentum profits, which are in contrast 

to the US market. This paper extends the work to 

compare the four strategies altogether at one place. 

There is no study available in our knowledge 
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reviewing the performance of all these strategies 

altogether.

IMPORTANCE OF THE STUDY
The importance of this study is related to the 

comparison of selected trading strategies i.e. 

Contrarian strategy, Momentum Strategy, Growth 

Stocks and Value Stocks as applied to the equity 

market. The study contributes to the asset pricing 

and behavioral literature from emerging markets. 

Further the research is done for Indian market and 

specifically Bombay Stock Exchange (BSE), the 

oldest stock exchange of Asia. In Indian scenario 

where the economy is of developing nature, this 

research provides guidance related to investors 

approach to the equity investments. The breadth of 

the Indian equity markets has improved a lot in the 

last decade with the investor's base. This study will 

make an impact on the way the trading is done in 

Indian equity markets. 

The important role of this study is to analyze the 

returns from selected strategies during the period 

when the market recovered from a bottom. As study 

has been done on the recent data, its results are 

significant and can be proved helpful in further 

analysis.

OBJECTIVES
The objective of this study is to evaluate the 

performance of four trading strategies viz. 

Contrarian Strategy, Momentum Strategy, value 

Stocks and Growth Stocks for short term specifically 

for one year holding period of any portfolio in Indian 

Equity Market. The index of Bombay stock exchange 

i.e. Sensex touched an all time high in late 2007 and 

early 2008, but soon after peaking, it crashed to form 

3 year bottom in 2009. Since then its recovery has 

been fast and not all types of stocks have recovered 

in the same manner. In March 2009 the BSE100 index 

was hovering under 3000 mark and in coming 3 

years it touched 6000 and made a remarkable 

recovery. The objective of this study is to evaluate 

the performance of index and returns from various 

trading rules implemented as trading strategies.

1.) To know the performance of four strategies viz. 

Contrarian, Momentum, Value Stocks, Growth 

Stocks during recent recovery of Indian Equity 

Market.

2.) To compare the returns of these strategies.

3.) To test the significance of the difference in 

returns of these trading strategies with the Index 

return.

HYPOTHESIS
1. H0:  The return characteristics of Low P/E 

stocks are not different from BSE 100 stocks in 

the given period. ( R  =R )Value BSE100 

H1: The return characteristics of Low P/E stocks 

are different from BSE 100 stocks in the given 

period. ( R  ≠R  )Value BSE100

2. H0:  The return characteristics of High P/E 

stocks are not different from BSE 100 stocks in 

the given period. ( R   = R )Growth BSE100 

H1: The return characteristics of High P/E 

stocks are different from BSE 100 stocks in the 

given period. ( R   ≠ R  )Growth BSE100

3. H0: The Return from implementing Contrarian 

strategy is not different in the given period from 

index return. ( R  = R  )Contrarian BSE100

H1:  The Return from implementing Contrarian 

strategy is different in the given period from 

index return. ( R  ≠ R  )Contrarian BSE100

4. H0: The Return from implementing momentum 

strategy is not different in the given period from 

index return. ( R   = R  )Momentum BSE100

H1:  The Return from implementing momentum 

strategy is different in the given period from 

index return. ( R  ≠ R  )Contrarian BSE100



Average Return (% Return) Strategy

26.008 BSE100

21.060 Contrarian

15.632 Momentum

45.594 Value( Low P/E Stocks)

09.857 Growth( High P/E Stocks)

Table 2

 t values 2009-10 2010-11 2011-12 2012-13 Average
(BSE100) Return

BSE 100  -0.35605 1.328239 0.123763 -0.0556 0.260088

R 0.92533482 1.244833 -0.11143 -0.21959 -0.07139 0.210605Contrarian

R 0.9075052 0.524006 0.169088 -0.00091 0.161175 0.156324Momentum

R 0.77271975 2.0091 0.2816 -0.2683 -0.1991 0.455949Value 

R 0.72443249 0.7974 -0.10146 -0.13754 -0.164 0.098574Growth 

Table 1

T0≥ (t0.05,2(d.f.=2 & Level of significance 5%=2.92) 

Hence H0 is rejected in all cases.
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RESEARCH METHODOLOGY
1. Data and their sources:

The data comprises of annual share prices 

adjusted for stock splits, stock dividends and 

rights issues of Bombay Stock Exchange, BSE 

100 Index from March 2003 to March 2013. The 

data has been collected through Prowess the 

CMIE database.

2. Design/methodology – Portfolio model is 

implemented to know the returns of different 

trading strategies. The method of portfolio 

construction is similar to Jagdeesh and Titman 

(1993), the difference being that we have not 

short sell the  stocks as short selling is not 

allowed in Indian markets except for intra – day 

trading. Following steps have been taken to 

construct and calculate return of the different 

portfolios implementing different strategies:

1. An equal amount is assumed to be invested 

in all those stocks forming the portfolio.

2. J is for ranking period and K stands for 

holding period, for sorting stocks to include 

in our portfolio and after sorting, holding 

the stocks to check the return of the 

portfolio.

3. To sort the stocks for Momentum and 

Contrarian portfolios, Here in this study 

J=24 Months, i.e. stocks are ranked on the 

basis of last 24 months return and are sorted 

for the portfolio. Then the stocks are hold for 

12 months to know the return of the 

portfolio i.e. K=12 Months. To form the 

portfolio, a stock is considered to be in 

momentum (or contrarian) if its price is 

rising (or falling ) for two consecutive years 

i.e. J-24 months.

4. After forming the portfolio, the stocks are 

hold for next 12 months i.e. K-12 months,  

and the return for a year from the portfolio is 

calculated with the help of following model:

Rp =S[( P1-P0 )/P0]                       (1)

N

Where, Rp = Return of Portfolio, P0 = Price at the 
Beginning of the Year, P1= Price at  the  end of the 
year, N = No. of stocks in portfolio. 

5. For Contrarian and Momentum Strategy the 

formation period is two years and holding 

period of the portfolio is one year i.e. a stock 

is included in the portfolio if it has increased 

(Momentum) or decreased (Contrarian) for 

continuous two years.  After one year, the 

portfolio is reconstructed. This practice of 

portfolio reconstruction is exercise every 

year. The month of April is taken as 

beginning period (T0). 

6. To construct the Value stocks portfolio and 

growth stocks portfolio, the 10% stocks with 

highest P/E and lowest P/E are shortlisted 

from BSE 100 stocks and are hold for a year 

to calculate the return of the portfolio.

7. The returns of all these strategies are 

compared with the return from investing in 

all stocks of BSE 100. 

8. Transaction cost is assumed to be zero.

9. T test has been used to test the significance of 

the difference in returns. 

The t value is outside of  the critical region in all four 

cases hence our H0 is rejected in all four cases, which 

means the returns of different trading strategies are 

significantly different from index returns. The 

important point to note is that with the average 

return of 26%, index  return is greater than the return 

of any other strategy but value stocks which is more 

than 45% during the given time period. Only low 

P/E stocks have outperformed the index return. 

Interestingly, low P/E stocks have given highest 

returns while High P/E stocks have given the lowest 

returns. The return from contrarian and momentum 

strategy is lower than the index return. From the 

above data analysis this is clear that during recovery 

period the most effective strategy is to invest in low 

P/E stocks. 
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DATA ANALYSIS

Figure 1



R value- BSE100 &

Contrarian -0.54299

Momentum -0.3931

Value Stocks -0.35506

Growth Stocks -0.5115

Table-3
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Very interestingly the correlation between the index 

return and different trading strategies is negative in 

all cases and it is more than 50% in case of contrarian 

strategy and Growth Stocks.

CONCLUSION
The Comparison of the four strategies above shows 

the best result is shown by Value Stocks. All other 

strategies have not performed better than BSE100 

stocks. The result of our study supports the findings 

of Fama and Lakonishok study where they say the 

Value stocks outperform the growth stocks. This is 

even most effective during the recovery period. But 

the results of our study is in contradiction of 

Jegadeesh and Titman (1993) findings where they 

have shown abnormal returns from Momentum 

Strategy.. This may be due to short time horizon or 

because of the recovery phase that Momentum and 

Contrarian are underperforming the Index.
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INTRODUCTION
Empowerment is the process of obtaining basic 

opportunities for marginalized people, either 

directly by those people, or through the help of non-

marginalized others who share their own access to 

these opportunities. It also includes actively 

thwarting attempts to deny those opportunities. 

Empowerment also includes encouraging, and 

developing the skills for, self-sufficiency, with a 

focus on eliminating the future need for charity or 

welfare in the individuals of the group. This process 

can be difficult to start and to implement effectively. 

The economic growth in India has been accelerating 

but it is necessary to grow in all sphere of 

development. In a male dominance society, women 

always been underestimated and discriminated in 

all spheres of life, is it their family or social life or 

their economic and political life. Despite of a major 

part of population, Indian women still don't get 

equal rights and live in utmost poverty. Moreover 

the traditional duty of managing households creates 

obstac les  in  the ir  soc ia l  and economic  

empowerment.Women empowerment refers to a 

broader term, which means increasing the social, 

economical, political and spiritual strength of 

women. Sometimes it involves the empowered 

developing confidence in their capabilities. Since 

Independence, Government of India has been 

framing a number of different programmes, policies 

and schemes to uplift the women and the other 

deprived group of population from poverty. 

Mahatma Gandhi National Rural Employment 

Guarantee Act (MGNREGA) is one of the scheme 

The economic growth in India has been accelerating but it 

is necessary to grow in all sphere of development. In a male 

dominated society, women have always been 

underestimated and discriminated in all spheres of life, be 

it their family or social life or their economic and political 

life. Despite being a major part of the population, Indian 

women still don't get equal rights and live in utmost 

poverty. Women empowerment refers to a broader term, 

which means increasing the social, economic, political and 

spiritual strength of the women. Mahatma Gandhi 

National Rural Employment Guarantee Act 

(MGNREGA) is one of the scheme which was enacted in 

2005 by the Government of India. Various provisions 

under the Act and its Guidelines aims to ensure that 

women have equitable and easy access to work, decent 

working conditions, equal payment of wages and 

representation on decision- making bodies. Infact the 

MGNREGA programme has not been designed with the 

aim of women upliftment or gender equality. However, 

there are some provision made under this act that has 

benefited women in various ways. It offers minimum 

thirty three percent employments to women, guarantees 

child care facility at the workplace and provides scope for 

the women empowerment.

The results exhibit that the level and quality of awareness 

about MGNREGA scheme among the respondents in 

district Pauri Garhwal is quite high as compared to other 

districts. The government should focus on elevating the 

working conditions along with proper child care facilities 

to the women workers so that the scheme can be 

implemented properly and the women can actively 

participate in the Mahatma Gandhi NREGA scheme.

Key words: MGNREGA, Women Empowerment, Level 

of awareness, Uttarakhand, Challenges.

1 1Rekha Rani  and A.K.Pokhriyal
1 H.N.B.Garhwal Central University, Srinagar Garhwal, Uttarakhand



which was enacted in 2005 by Government of India. 

Various provisions under the Act and its Guidelines 

aims to ensure that women have equitable and easy 

access to work, decent working conditions, equal 

payment of wages and representation on decision- 

making bodies. From FY 2006–07 up to FY 2013–14 

(upto Dec, 2013) the women participation rate has 

ranged between 40-51 per cent of the total person-

days generated, much above the statutory minimum 

requirement of 33 per cent. Infact, the participation 

rate of women under the Scheme has been higher 

than in all forms of recorded work. Research studies 

also indicate that Mahatma Gandhi NREGA is an 

important work opportunity for women who would 

have otherwise remained unemployed or 

underemployed. With an increased rate of 

participation and large amounts being spent on 

wages for women, studies and field evidence 

suggest a positive impact of the Scheme on the 

economic well-being of women. The Scheme has also 

led to gender parity in wages. The NSSO 66th round 

indicated that Mahatma Gandhi NREGA has 

reduced traditional wages discrimination in public 

works. Access to economic resources has also had a 

favourable impact on the social status of women, for 

example women have a greater say in the way the 

money is spent in households. A large percentage of 

these women spend their money to avoid hunger, 

repay small debts, paying their child's schooling, etc.

MGNREGA in India

To get relief from rural unemployment, hunger, and 

poverty the Central Government started this very 

ambitious programme as on 2nd Feb., 2006 from the 

Anantpur district at Andhra Pradesh, inaugurated 

by the then Prime Minister Dr.Manmohan Singh. 

Mahatma Gandhi National Rural Employment 

Guarantee Act in implemented by Ministry of Rural 

Development. The flagship programme of the 

Indian Government touches the rural poor'slives 

and promotes inclusive growth. The primary 

objective of the National rural Employment 

Guarantee Act 2005 is providing wage employment. 

With effect from second February 2006 the Act was 

notified in 200 most backward districts in the first 

phase and then extended to additional 130 districts 

in the financial year 2007-08. The Act has been 

implemented in the whole country with effect from 

first April 2008 .MGNREGA aims at enhancing 

livelihood security of householdsin rural areas of the 

country by providing at least onehundred days of 

guaranteed wage employment in a financialyear to 

every household whose adult members volunteer 

todo unskilled manual work. Unique features of the 

Act include;time bound employment guarantee and 

wage payment within15 days. As per the 

Government rules, in this scheme it is necessary that 

out of the total workforce in a particular place there 

should be one-third women participants. Various 

provisions under the act and its guidelines aim to 

ensure that women have equitable and easy access to 

work, decent working conditions, equal payment of 

wages and representation on decision making 

bodies. Above all this scheme has made significant 

positive impacts on the society in order to bring the 

people from poverty to prosperity. The MGNREGA 

ranks first among the most powerful initiatives ever 

undertaken for transformation of rural livelihood in 

India. The MGNREGA provides basis for permanent 

social security system and even act as an instrument 

for planned and equitable rural development (Roy 

and Dev 2005)1.

Salient features of the Act

The Mahatma Gandhi National Rural Employment 

Guarantee Act is aiming at providing the guarantee 

of work to every household member of the rural 

area. Along with it the Act also has some other 

features which are discussed as below:

Registration: The adult member of every household 

residing in any rural area and willing to do unskilled 

manual work may submit the names, age and the 

address of the household to the Gram Panchayat at 

the village level, in whose jurisdiction they reside, 

for registration of their household to the local Gram 

Panchayat.
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Job Card: After due verification of place of residence 

and age of the member the registered household is 

issued a Job Card. A job card is to be issued within 

fifteen days of registration. 

Unemployment Allowance: In case employment is 

not provided within fifteen days from the date of 

registration of the demand for work, he/she shall be 

entitled to a daily unemployment allowance.

Provision and Execution of work: Work is provided 

within 5 kilometers (kms) radius of the village. In 

case, work is provided beyond 5 kms, extra wages of 

10 per cent are payable to meet additional 

transportation and living expenses. Priority is given 

to women, such that at least one-third of the 

beneficiaries under the Scheme are women. Efforts 

should be made to increase participation of the 

single and the disabled women.

Wages: Payment of wages shall only be made based 

on the measurements taken at the worksite by the 

authorized personnel within three days of closure of 

the must

MGNREGA in Uttarakhand

Uttarakhand became the 27th State of the republic of 

India in 9th Nov, 2000. It covers more than eighty 

percent of the hill area and covers mostly the rural 

part. The economy of this state is called money-order 

economy, which implies that for the purpose of 

earning their livelihood the rural population used to 

migrate in the other parts of the country. This results 

in heavy migration from this region. To stop such 

type of situation there is a need of proper policy 

making, its effective implementation and creating 

employment opportunities. In Uttarakhand, the 

MGNREGA was initially launched in three districts 

in the year 2006 and another two districts have been 

added in the year 2007-08. In 2008 the Act is 

prevailing in all the thirteen districts. Major part of 

Uttarakhand is covered with hills.

The above table shows the data which is calculated 

from the data provided by the ministry of rural 

development, on the NREGA web site. It shows the 

situation of the employment provided to the 

household in the financial year 2014-15 of the 

Uttarakhand state along with those districts from 

which the primary data for the study has been taken. 

The table shows the details of the Uttarakhand State. 

The report shows that the amount provided for the 

employment in Tehri Garhwal district is more than 

the other districts of the sample. The share of 

women's in the total persondays is highest in Tehri 
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Uttarakhand State Pauri Garhwal Tehri Garhwal Rudraprayag Chamoli

Employment provided to households: 4.01748 (lakhs) 0.56385 (lakhs) 0.81376 (lakhs) 0.09911 (lakhs) 0.45197 (lakhs)

Person days (in lakh):

Total: 160.55 21.53 30.43 3.14 21.19

SCs: 28.93 (18.02%) 2.87 (13.3%) 3.21 (10.54%) 0.53 (16.98%) 3.85 (18.19%)

STs: 4.31 (2.68%) 0.06 (0.29%) 0.03 (0.09%) 0.01 (0.2%) 0.48 (2.27%)

Women: 73.84 (45.99%) 13.11 (60.92%) 20.36 (66.91%) 1.46 (46.59%) 10.7 (50.51%)

Others: 127.31 (79.3%) 18.59 (86.36%) 27.19 (89.37%) 2.6 (82.81%) 16.85 (79.54%)

Total Works Taken up: 69364 5363 7206 1319 13773

Works Completed: 7888 1504 479 255 1160

Works in Progress: 61476 3859 6727 1064 12613

Source: www.nrega.nic.in

Table No. 1. National Report of MGNREGA (2014-15)



Garhwal 20.36(66.91%) and lowest 1.46(46.59) in 

Rudraprayag district. But in the all four districts 

from where the sample is collected the share of 

women participation is more than the provision of 33 

percent participation of the women.

REVIEW OF LITERATURE
MGNREGA is expected to play a significant role in 

poverty alleviation and rural development. The 

need, therefore, is to share experiences and materials 

which will help not only in understanding successes 

and failures but also provide knowledge and 

guidelines to strengthen and expand MGNREGA 

programme. Below we present some previous work 

done in this field. Since the date of implementation of 

NREGS various social scientists have made attempt 

to study the impact of NREGS and also its 

implementation procedures.

Savaiah Channaba H.M and Jayaraj M.(2004)found 

that since independence, the Government initiated 

several five year plans, programs, policies and laws 

and has made efforts for gradual socio-economic 

development of women's , but they still remain the 

weakest sections of the society. During the various 

five year plans, there has been a considerable 

increase in the fund allocation for the women's. But 

most of the tribal's & rural women's are not able to 

draw benefit from the facilities provided by 

government because of large- scale corruption 

among officials and improper implementation of 

women employment & development schemes . 

Chaudhary Neetu, Parhsarathy D. (2007)examined 

that women are pivots of household food security: 

on the whole women are responsible for more than 

70 percent of their families' food security 

requirements, that too if value is assessed at female 

wage rate. They play a crucial role in all the four 

pillars of food security, viz, availability, accessibility, 

utilisation and stability of access. The fact women are 

“key” to food security despite being engulfed by 

severe resource constraints and lack of  

independence underscores the need for greater 

access and control over resources for them.

Mohammadreza Iravani and Y.S.Siddegowda (2008) 

concluded that the governments must pay more 

attention to the women activities in their home and 

provide them social insurance and encourage them 

to have a job of their own and see their homework as 

a job. The women must determine the kind and 

direction of development programs by accessing to 

better health, gaining more income, learning new 

skills and technologies, and having equal rights with 

men and having control over their own body.

Narasimhappa K. (2008) explored that the women 

are generally consulted more for selected 

agricultural decisions like amount of grains stored 

and sold, getting credit and it's repayment, 

employment of family and casual labour for 

operations like sowing, weeding and harvesting, use 

of new variety seeds, selling and buying of new 

cattle, buying new equipments and selling and 

buying of land and property etc.   The 

sustainableagricultural growth in the country, farm 

women will have to be given more prominence in 

agricultural and allied vocations through provisions 

of critical resources, education and training that 

handicap them in modern agriculture. India which is 

predominantly an agricultural country cannot 

afford to ignore the women-the important segment 

of our rural population engaged in farming and 

hence in nation building.

Dey Moitri (2010)concluded in his study thatthe Act 

will be very effective in addressing the acute 

problem of poverty in India. The need of the present 

time is to take this Act seriously and check the 

loopholes of the Act.

Pankaj Ashok and Tankha Rukmini (2010)discussed 

that empowerment of rural women has emerged as 

an unintended consequence of NREGS. This has 

helped women in registering their tangible 

contribution to the household's income. The overall 

effects of these have translated into an increased say 

for women in household affairs.

Bordoloi Jotin (2011)observed that the NREGA is a 

new lifeline of the rural people who earn their 

livelihood as wage earners. It also gears up the social 

relationship among the rural people which is a pre-

requisite condition to build a strong society or a 

nation. It also reduces the gender difference for some 

works which are in practice in rural areas.

Kadrolkar M.Vilas (2012)identified that the Act is 

providing employment to some extent, but the 

implementation of the Act has many flows. People 

should be made aware about the details of the 

Act.This can be done by with the help of workshops, 

nukkad nataks (plays) etc.

Nayak Kumar Praful and panda Bijaylaxmi (2012) 

examined that the status of women improved 

significantly. They were living within the 

boundaries of custom and tradition before the 

implementation of MGNREGA but afterwards they 

were participating in the gram sabha meetings and 

in social audits at the Panchayat level as a result of 

MGNREGA which eradicated superstitions and 

paved the way to development. They are also more 

aware of their rights and now participate in decision 

making.

Joshi and Lohani (2013)conducted a study to know 

the socio-economic status of women. The study also 

made an attempt to find out the change in the social 

and economical status of the general as well as 

scheduled caste women's workers belonged to the 

Mahatma Gandhi NREGA work. The results of this 

study shows that the women belonged to the general 

category uplifted their status more than the 

scheduled caste women workers. The reason behind 

this was the level of awareness among the general 

category women' participants.

Ahangar Bashir Gowhar (2014) examined that in this 

programme women are benefited most as a worker, 

than as a community. They are found to take this 

opportunity as freedom from their routine and 

tiresome family activities. Thus empowerment of 

women has emerged as an unintended consequence 

of MGNREGA. SHGs become a part of its successful 

implementation, which helped to increase the 

number of workers under this programme. Payment 

of wages through bank helps the workers to increase 

their deposits in the bank which helps the bank in 

financial inclusion process. Equal wages for men and 

women helps to reduce the gender inequality to 

some extent. And payment of unemployment 

allowances in the event that the local administration 

fails to provide work, is also an attracting feature of 

this programme. The old people, widows are the 

benefited group of this job. They get more respect 

from their family and society. The women become an 

earning member of the family. Any person, who is a 

NREGP card holder, gets this job. No basic 

qualification is required for it. Therefore the 

programme benefited all the rural people and 

women especially.

RESEARCH GAP
MGNREGA scheme is beneficial for the rural poor in 

so many aspects. With the intervention of this 

scheme people are getting employment near to their 

homes. As per the provision made in this scheme the 

women's also started doing work and getting the 

earnings. As Uttarakhand is a hilly state, the 

employment opportunities here are not as per the 

requirement. With this reason the youth of this state 

is forced to go in other states in search of their 

livelihood. The center and the state government 

initiated schemes and programme to minimize this 

problem. Mahatma Gandhi NREGA scheme is one 

among the employment generating programme. 

Many authors exploredthe different areas of this Act. 

Some of them analyzed the impact of this scheme 

with special reference to SCs and STs; some have 

study the use of ICT in the MGNREGA scheme and 

some work is done to check the role of this scheme to 

uplift the status of rural peoples. The researchers 

have taken different regions of India for their study. 

There are very few studies which analyzed the 
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awareness level of women about MGNEGA in 

Uttarakhand. Since the women of this region is 

regarded as the backbone of the state, so it seems 

very important to uplift the status of rural women by 

making them financially, socially, and politically 

independent. Therefore with the findings of this 

study we are capable to see the real picture of growth 

of women after the intervention of this scheme in this 

region.

Objectives:

1. To analyze the level and quality of awareness 

about MGNREGA of women workers in 

Uttarakhand.

2. To propose some suggestions to counter the 

challenges in women empowerment through 

MGNREGA.

Research Hypothesis:

Hypothesis: There is a significant association 

between the education level of the women 

respondents and their level and quality of awareness 

about the scheme.

RESEARCH METHODOLOGY
Sample Size

Four districts of Uttarakhand have been taken for the 

study i.e., Pauri Garhwal, Tehri Garhwal, 

Rudraprayag and Chamoli. A sample of one 

hundred women workers is selected from each 

district on the basis of stratified random sampling by 

personal interview method. 

Data Collection

The study is based on the primary as well as 

secondary data. The secondary data is collected from 

the MGNREGA website, research papers, articles, 

magazines and primary data is collected from the 

field survey conducted in the four districts namely 

Pauri Garhwal, Tehri Garhwal, Rudraprayag, and 

Chamoli of the Garhwal Mandal region in 

Uttarakhand.

Statistical tools

Toanalyze the level and quality of awareness of 

women workers about MGNERGA, percentage 

Women Empowerment and 
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method, average, standard deviation and variance 

are used and chi-square test is used in the study to 

find out the significant level of awareness of the 

respondents on MGNREGA when compare to their  

education level and also it was used totest the 

hypothesis.

DATA ANALYSIS AND INTERPRETATION
The analysis of the collected data describes the real 

situation of the women workers after their 

participation in the MGNREGA work. As we check 

the level of women empowerment through the 

analysis of awareness of selected women 

respondents about MGNREGA. The analysis of the 

data is describes as below:

Awareness: In this section we find out the awareness 

level of the women workers about the MGNREGA 

scheme and other aspects of this scheme.Procedural 

participation is important for the realization of 

entitlement. The first and foremost issue is to know 

one's entitlements and the process of realization. 

Most women workers were aware of the basic 

provision of 100 days of guaranteed employment. 

But the level of awareness about the details of 

provisions, including women-specific ones, was low 

and varied across districts.

The result of the above table shows the level and 

quality of awareness at the district level. The 

awareness is related to the different provisions of the 

Mahatma Gandhi NREGA scheme. Awareness in 

this table is checked with the help of some statistical 

tools i.e., Average, Standard Deviation and 

Variance. The awareness level is highest with 54.12 

values in Pauri Garhwal district and lowest with 

49.75 mean score in Tehri Garhwal. The value of the 

standard deviation with 31.68 score is maximum in 

district Pauri Garhwal and minimum with 27.31 

value in Chamoli district. The variance in the above 

table shows the range of awareness between the 

sample districts.

The above analysis shows the awareness among 

rural women about the Mahatma Gandhi NREGA 

scheme. For the measurement, the provisions of the 

scheme are discussed with the respondents and the 

level of awareness is checked through the values of 

Average, Standard Deviation and Variance. The 

result shows maximum level of awareness about 

thye provision of equal wages to all (this implies that 

Provisions Pauri Garhwal Tehri Garhwal Rudraprayag Chamoli 

Upto 100 days of employment 86 72 79 65

Minimum wages 88 84 90 81

Equal wages 92 90 88 85

Wage payment within 15 days 48 37 62 53

Worksite facilities 66 60 58 56

Work within 5 km from residence 29 32 25 27

Unemployment allowance 18 11 21 18

Provision of one third women 6 12 5 16

Arithmetic Mean 54.12 49.75 53.50 50.12

Standard Deviation 31.68 29.15 30.14 27.31

Variance 1003.62 849.75 908.62 745.62

(Source: Primary data)

Table No. 2. District-Wise Level and Quality of Women's Awareness about the MGNREGA 
(% of Respondents)
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Districts Upto 100  Minimum Equal Wage payment  Worksite Work within Unemployment Provision 
days of wages wages within facilities 5 km from allowance of one 
employment 15 days residence third women

Pauri Garhwal 86 88 92 48 66 29 18 6

Tehri Garhwal 72 84 90 37 60 32 11 12

Rudraprayag 79 90 88 62 58 25 21 5

Chamoli 65 81 85 53 56 27 18 16

Total 302 343 355 200 240 113 68 39

Mean 75.50 85.75 88.75 50 60 28.25 16 9.75

S.D. 7.38 8.67 10.37 9.03 3.74 2.55 3.81 4.50

Variance 54.50 75.25 107.5 81.50 14 6.50 14.50 20.25

2c .99 .12 .42 2.04 .04 .03 1.07 .80cal.

at d.f.1

(Source: field survey)

Table No. 3. Level and Quality of Awareness about the NREGS (% of Respondents)



field, some questions were also asked which were 

relating to the useful suggestions regarding their 

MGNREGA work.

1. There should be proper child care facilities for 

the women workers because the mothers of the 

young children find it difficult to work without 

any proper child care facilities.This demand was 

very strong from those women's who currently 

do not but would work under MGNREGA if 

child care is provided at work place. 

2. The total persondays provided to the workers in 

a year should be increased from the provision of 

one hundred days. 

3. The lower level of women's participation is due 

to the unawareness about the MGNREGA 

scheme. This awareness level should enhance by 

providing them the proper education. The adult 

education system has also improved so that the 

literacy may benefit to empower the women 

when they will join the scheme. With the 

increased level of basic education the workers 

are capable to ensure their full participation in 

MGNREGA work. This leads to earn their 

earnings. 

4. At the MGNREGA worksite there should be safe 

and proper working conditions for all workers 

especially for the women workers. The workers 

should provide pure drinking water supply, 

first aid kit etc.

5. According to the study, women respondents 

want an increase in the wage rate. Because the 

prevailing rate of wages is not sufficient for the 

meeting of their day to day requirements.  

CONCLUSION
MGNREGA plays a significant role to meet out the 

practical as well as strategic needs of women's 

empowerment. It has become an important tool in 

the path of women upliftment. The women 

respondents of the sample area show an increased 

level of awareness about the scheme. Actively 

participation in any scheme is the basic requirement 

for the women's empowerment. The government's 

provision made in the MGNREGA work, for the 

minimum number of women workers is the step to 

provide them the chance to participate in the work. 

The participation in this work requires the write and 

timely information. From the field survey it is 

concluded that the village pradhan is the main 

source of information about the MGNREGA work.  

The women workers also get information from the 

other sources i.e., from their family members, from 

the women's groups and in some cases they self 

searched the MGNREGA work.  This shows the 

different sources that made an overall contribution 

regarding the information of the work.

The awareness level of the women workers 

pertaining to the MGNREGA work is also shows the 

popularity of this scheme. After the analysis of the 

data that is collected from the field survey, the 

results show the highest tendency of the awareness 

in Pauri Garhwal district of the sample area, whereas 

this level of awareness is lowest in Tehri Garhwal 

district, this may be due to the lack of proper formal 

education.  Further it is also concluded from the 

survey that the women's who are working in the 

Mahatma Gandhi NREGA work even don't have any 

knowledge that they are working in which scheme.
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Sources Pauri Garhwal Tehri Garhwal Rudraprayag Chamoli Total

Searched herself 4 11 6 6 6.75

Family member 12 18 15 21 16.50

Self help group/women’s group 5 10 3 11 7.25

Gram Pradhan 76 61 69 58 66.00

Others 3 00 7 4 3.50

(Source: Primary data)

Table No. 4. How did women searched for the MGNREGA job? (In percent)
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there should be no discrimination on the basis of 

caste, gender and income level). To test the 

significance level of awareness about the scheme,the 

respondent's awareness is checked with their 

education level. For this the chi- square test is used. 

The calculated value of chi-square at degree of 

freedom 1 and at 0.05% level of significance is 3.841.  

Because the calculated value is less than the table 

value, the hypothesis is accepted. The result shows 

that awareness about the MGNREGA provisions is 

not affected by the literacy level of the respondents.

The above table shows the different sources from 

where the women respondents know about the 

MGNREGA work. The results shows that the gram 

pradhan is the main source of information of the 

MGNREGA scheme,  because sixty six per cent 

respondents got information from them, following 

approx. sixteen  per cent respondents who got the 

information about the MGNREGA scheme from 

their family members.

Challenges

Empowerment of women is a long and difficult 

process, which is to be promoted with full public 

support .  MGNREGA provides them the 

opportunity to get an equal chance of work and 

wages. The work done under this scheme is basically 

relates with the physical nature of work. 

There are some challenges which should be 

discussed so that right steps should be taken for their 

effective solutions:

Lack of the availability of Child Care Facility: One 

of the major shortcomings of the Act is non-

availability of proper crèche facilities at the work site 

even though the Act includes this provision. Due to 

this reason the mothers of the young babies find it 

difficult to work under Mahatma Gandhi scheme.

Lack of awareness: In some areas of the sample, the 

women's are less aware about the MGNREGA 

scheme.Women are aware of some of the provisions 

of this Act but not for the all. Due to this they can't 

even take the benefit of any provision particularly 

made for them. This is due to the lack of formal 

education among the women workers.

Lack of safety measures: At the MGNREGA work 

site, there is also the lack of proper and safe working 

conditions, which demoralized the rural women 

workers. In case any miss happeningat the work site 

the safety measures are not sufficient for the 

immediate relief.

Poor Worksite Conditions: UnderthisAct, there is a 

provision of proper worksite facilities including 

drinking and resting places but the researcher 

observed that the working conditions are weak 

inMGNREGA work.  Poor availability of the safe 

and pure drinking water is also a hindrance in this 

work place.

Suggestions

According to the views of the participants, they want 

some changes in the Mahatma Gandhi NREGA 

scheme. At the time of collecting the sample from the 
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INTRODUCTION 
Tanzania like many other developing countries 

depends more in exporting cash agricultural 

products to earn foreign currencies. Other 

agricultural cash crops exported from Tanzania are 

cashew nuts, cloves, pyrethrum, sisal, cotton, coffee, 

tobacco and sesames. However the productions of 

these agricultural cash crops remains a problem in 

agricultural sector in Tanzania before and even after 

liberalize the agricultural sector in mid 1980s as such 

affected the export performance of agricultural cash 

crops at large. In this regard, tea production and 

exports is very uncertain due to various reasons such 

as natural calamities and human factors like poor 

farming techniques. Production of tea in Tanzania 

mainly is done by smallholders and large estates 

owned by big companies. Smallholders they owned 

small plots which averaging less than a hectare 

whereas large estates owned by big companies 

normally estates exceeded 1000 hectares. Following 

poor performance in production and export of tea, 

Tanzanian government in the early 1980s embarked 

on privatization and   rehabilitation of two tea 

estates. These two tea estates were nationalized in 

1970s. In that effort the government restructured the 

tea Board and privatized six state tea factories. Those 

changes improved the production of tea and 

ultimately increased the export performance of tea 

(Bargawi, 2008). However, tea production was not 

insulated from the problems like droughts, 

inadequate infrastructure and economic crisis 

This paper investigates the determinants of export 
performance in tea using secondary data spanning from 
1970 to 2012. The study utilizes parametric and non-
parametric statistics to examine the determinants of 
export performance. Parametric analysis shows that all 
variables are non stationary at level and are stationary at 
first difference. Co integration test using Engle-Granger 
and Johansen test supported that all variables are co 
integrated means all variables have long run relationship. 
In long run coefficients, study reveal that world prices and 
production quantities are main determinants of tea export 
performance whereas real exchange rates and dummy 
variable are not significant. In short run, world prices 
remain significant determinant of tea export performance 
while other variables are not. Error correction term has 
negative sign (-0.721545) which signifies that all 
variables have long run relationship and adjusting at the 
speed of 72 percent per annum to correct the 
disequilibrium amongst the variables. Non parametric 
statistic test concurred with dummy variables results that 
trade liberalization has no significant changes in tea 
export performance. Therefore, tea export performance is 
mainly determined by internal and external factors as 
such Tanzanian government should earmark on those 
factors in order to improve the export performance in 
Tanzania.

Keywords – Agricultural cash crops, Determinants of 
Export Performance, Parametric and Non Parametric 
techniques and Trade Liberalization.
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experienced in late 1970s and 1980s as such export 

performance of tea was extremely affected. For 

instance, in 1985 smallholders produced 30 percent 

of the total tea output in Tanzania but in late 1980s 

smallholder's encountered serious problems in 

input provisions and marketing of tea following 

trade liberalization in 1986. As a result in 1995 its 

share to total tea output declined dramatic from 30 

percent in 1985 to less than 10 percent in 1995 

(Bargawi, 2008). 

It is important to note that Tanzania's agricultural 

sector normally constitutes over fifty percent of 

national Gross Domestic Product (GDP) and brings 

substantial contributions to the country's export 

earnings in the economy at large (Bargawi, 2008).  In 

order to make the agricultural sector more efficient, 

the Tanzanian government liberalized the trade in 

1986. Contrary to the expectation, liberalization of 

agricultural sector was implemented gradually. For 

instance, many cash crops were liberalized in 

1993/94 onwards and tea been among.

Despite the effort being taken by the government to 

liberalize the tea industry but much remains which 

constraining the prosperity of tea industry in 

Tanzania. Those problems include inadequate 

infrastructure, tax multiplicity that is tax structure is 

too complex as well as a lot of taxes in the same crop. 

Furthermore tax rate is still too high as such 

discouraged the farmers (small holders).  Again, 

l iberalization of agricultural  sector was 

implemented without considering the supply chain 

management as such halted the production and 

quality of many agricultural cash crops. Ultimately 

liberalization process harmed the export 

performance in tea industry. Thus, those factors 

affected tea export performance significantly. 

Therefore, this study intends to examine the 

determinants of export performance of tea following 

the inception of trade liberalization in mid 1980s. 

This is done purposely in order to know the 

situations before and after liberalization. The results 

from this study will be of great importance to the 

government, policy makers and practitioners. For 

instance, if the policy makers get informed the main 

determinants of Tanzanian tea export performance 

and put it in its policy implementations may 

improve economy at large. Or if Tanzanian 

government improves export performance after 

being aware of the determinants of tea export 

growth  it will stimulate the economic growth, 

import and productivity growth, balance of 

payments and economic welfare as whole.

Trade Liberalization

Having an overview in tea production and export 

performance, it is imperative to understand the term 

trade liberalization. However, there no single 

definition/meaning of the term trade liberalization. 

But the most celebrates definition of trade 

liberalization was given Krueger and Bhagwati, 

1978. They defined Trade liberalization as “any 

policy that reduces the degree of anti-export bias and 

this could be achieved through removal of all trade 

distortion including import tariff and export 

subsidies” (Krueger and Bhagwati, 1978 cited in 

Kazungu, 2009:15). On the other hand, other scholars 

defined trade liberalization as the reduction and 

gradual elimination of tariff and non tariff trade 

barriers which may obstruct the free flow of goods 

and service across national borders (Zulfiqar and 

Kausar, 2012:32). In addition, trade liberalization 

defined as the removal or reduction of trade barriers 

which prevent the smooth trade transactions of 

goods and services among trade partners. Trade 

barriers include tariff and non tariff. Non tariff 

includes duties, export subsidies, import quotas and 

import regulations like licensing regulations. 

Moreover, trade liberalization viewed as reduction 

of government incentives and trade restrictions 

between trading countries (World Bank 2001 cited in 

Allaro, 2012). In tandem with those definitions, trade 

liberalization in this study is considered as the 

tendency of Tanzanian government to relax trade 

restrictions to nearly free trade among trade 

partners. In order to ensure successful process of 

trade liberalization in Tanzania, government started 

to abandon export licenses and registration of export 

companies, means that companies were allowed to 

export their products freely, all this was done in 
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1993/94. In 1999 government again removed all 

forms of export restrictions.  On the other hand, 

government also reduced the import tariff rate 

gradually since that side had economic implications. 

Reducing import tariffs means reducing the 

government revenue as such may harm the entire 

economy at large. For instance, in 1980 to 1986, 

import tariffs were 40 percent, but with imposition of 

trade liberalization, in 1986 import tariffs were 

reduced from 35 per cent to 23 percent in 1988 

respectively. On top of that, in 1999 tariffs rate were 

reduced to between 20 and 15 percent. On the issues 

regarding import licensing were removed in 1993 

(Kannan, 2000). Removing tariffs and non tariffs as 

well as import licensing were expected to improve 

export performance.  

Export Performance

Export performance is defined as the success or 

failure of the efforts of a nation to export goods and 

services beyond national boarders (Zou and stan, 

1998 cited in Allaro 2010:4). Other things remains 

constant, trade liberalization tends to improve 

export performance of the liberalized country. In this 

regard, there some literatures which supported this 

notion. For instance, Rodrick,  (1992), Jenkins 1997, 

Paulino 2003, Penélope 2005, Hadas et al. 2010 and 

Mold and Prizzon 2010 but to mention a few have 

supported notion that trade liberalization improved 

export performance of the countries under study. In 

the same vein, trade liberalization makes export 

sector of the liberalized country to be more outward 

oriented than inward looking (Ahmed 2000, Paulino, 

2003 and Penélope, 2005). In this perspective, 

outward looking increases country's resource 

allocation from non productive sector to productive 

sector as such improves the exports of a particular 

country. Furthermore, empirical evidences pointed 

out that, trade among trade partners in recent years 

have increased tremendously as such improves the 

export performance of the liberalized countries 

significantly (Sloman, 2006, Samuelson and 

Nordhaus, 2010 and Sloman et al, 2010).  Moreover, 

export performance is associated with the economies 

of scale to trade partners. Economies of scale 

normally are attained when the trade partners 

acquire new mode of production line from trading 

activities as such cost of production tend to fall as 

more products are produced (Thrilwall, 2000). Other 

scholars contend that, export performance is made 

possible through access to new technology from 

trade partners as such export performance 

influences other sectors to grow as well. That 

influence known as positive spillover effect to other 

sectors (Santos-Paulino 2003 and Penelope, 2005). 

Positive spillover effects are attained in form of 

management skills and efficient allocation of 

resources of a particular sector. It is important to 

stress that, studies undertaken so far on the impact of 

trade liberalization on export performance on 

liberalized countries have revealed conflicting 

results. Some studies found positive relationship 

between trade l iberalization and export  

performance whereas others find opposite results 

that is there are negative (weak) relation between 

trade liberalization and export performance in 

developing countries. Generally speaking, many 

studies have supported the theory that trade 

liberalization improves export performance of 

developing countries. 

Determinants of export performance

In order to attain export led growth or export 

performance in any country, there are important 

variables which determine the export performance. 

These determinants of export performance are 

internal and external. It should be clear that these 

determinants are the ones which may boost or deter 

the export performance of a country. External 

determinants are the factors which are beyond the 

control of the country in trade. External factors 

include terms of trade, world income of trading 

partners and elasticity of demand of exported 

commodities. On the other hand, internal 

determinants are those factors which are internal 

oriented, means that are factors which internally 

generated such as domestic policies on trade like 

revaluation / appreciation or devaluation / 

depreciation of domestic currency against trading 

partners, infrastructures and taxation policies on 
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agricultural exports as well as credit policies on 

agricultural activities (Gbetnkom and Khan, 2002). 

Internal and external determinants now days have 

raised discussion among scholars whether those 

factors are determining the export performance or 

not.

Regarding internal and external determinants, 

currently there hot debate on the determinants of 

agricultural exports in many developing countries. 

Debate is centered on whether those determinants 

have improved the export sector of the liberalized 

countries or not. In ongoing debate, mainly there 

two school of thoughts which trying to explain the 

decline of many developing countries agricultural 

exports. The first school of thought asserted that, 

there factors which are external to the individual 

country such as deteriorating of terms of trade and 

world income of trade partners which are external 

determinants are not effective enough in supporting 

developing countries export sectors. On the other 

hand, second school of thought emphases that, the 

factors which are internal orientated are the one 

which deter the export growth of the developing 

countries like Tanzania, such factors are poor 

domestic policies on trade, poor infrastructures, 

poor crop husbandry, natural calamities such as 

droughts and floods, inadequate or lack of 

agricultural export credit and multiplicity of taxes 

on agricultural exports amongst others (Gbetnkom 

and Khan, 2002). It is from this line the study find it is 

imperative to undertake a study in agricultural 

products in Tanzania particularly in tea industry to 

examine its determinants of export performance 

from 1970 to 2012. 

LITERATURE REVIEW
Empirical studies regarding determinants of export 

performance in developing countries in agricultural 

products have produced conflicting results. Studies 

found that in some developing countries internal 

determinants are vital factors in influencing export 

performance in agricultural products whereas in 

some developing countries external determinants 

are significant factors in determining the export 

growth. Furthermore, other studies found that both 

internal and external determinants are vital factors 

in determining the export growth of liberalized 

countries. So far there no clear demarcations which 

underline the main determinants of export 

performance of agricultural products in developing 

countries. For instance, studies which found that 

internal determinants were significant determinant 

of export performance were studies conducted in 

Morocco, Algeria and Tunisia by Mouna and Reza 

(2001) and in Pakistan by Majeed and Ahmad (2006) 

whereas Agasha (2009) he found that both internal 

and external determinants were significant  factors 

in promoting export growth in Uganda similar to 

Anwar et .al (2010) where they found both internal 

and external determinants were significant factors in 

determining the export performance of cotton lint in 

Pakistan respectively. Contrary to the above results 

Kusi (2002) found that external determinants were 

main determinants of export performance in South 

Africa. However, Kusi's empirical results reflected 

manufacturing sector rather than agricultural sector. 

Furthermore, other studies supported that internal 

determinants were significant than external 

determinants in promoting export performance of 

agricultural products. Studies by Yeboah (2008) and 

Mesike et .al (2008) pointed out that internal 

determinants were significant factors in promoting 

export performance of agricultural products in West 

African countries. In the same line, Abolagba et .al 

(2010) examined the determinants of agricultural 

export in Nigeria particularly in cocoa and rubber 

and they found similar results as Yeboah and Mesike 

et .al in 2008 that internal determinants were 

important factors which promoted export 

performance in cocoa and rubber in Nigeria. 

Concurrently Folawewo and Olakojo (2010) they 

examined the determinants of agricultural export in 

oil exporting economy. Their findings revealed that 

both internal and external determinants were 

significant determinants of export performance in 

oil exporting economy. In Ethiopia, internal 

determinants were significant factors in promoting 

export performance of oil seed. That was proved by 

Allaro (2010) who examined the export performance 
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of oil seed and its determinants in Ethiopia. Similar 

to Allaro (2010), Hatab et .al (2010) they found 

similar results that internal determinants were vital 

determinants of Egyptian agricultural export in 

Egypt. It is important to note that, internal 

determinants found to be more powerful in 

determining agricultural products in developing 

countries than external factors. Apart from the above 

empirical evidences also Amoro and Shen (2012) 

supported that internal determinant in Cote d'Ivoire 

promoted substantially the export performance of 

cocoa and rubber. In the same vein, Kingu (2014) he 

examined the determinants of agricultural export in 

cotton lint in Tanzania and he found that cotton lint 

export growths were determined mostly by internal 

factors such as real exchange rate and agricultural 

productivity. However that study included only 

internal variables in its investigations. All in all 

based on the empirical results described above, 

internal determinants remain to be important 

determinants of agricultural products in developing 

countries. With these conflicting results and ongoing 

debate about the important determinates of export 

performance in developing countries which exports 

more of agricultural products, motivates this study 

to be taken in Tanzania particular in tea industry 

which is among of the major industry which export 

tea crop from Tanzania. Empirical results obtained 

in this study will add to the body of knowledge 

regarding the determinants of export performance 

of tea industry in Tanzania.

RESEARCH METHODOLOGY 
This study follows parametric and non parametric 

tests so as to be able to measure the objective the 

study. The objective of the study is to examine the 

determinants of export performance in tea in 

Tanzania. Under this research objective parametric 

(econometrics) is suitable research method in 

investing the determinants of export growth as well 

as non parametric research method is appropriate 

since has the power to measure the effect of changes 

before and after trade liberalization. In this study 

model specifications under econometrics employ 

single equation (multiple regression analysis) 

utilising tea secondary data spanning from 1970 to 

2012. The regression equations are in natural 

logarithms so as to able to reduce the problems of 

heteroscedasticity and outliers respectively. 

Modelling considered the demand conditions in 

importing countries as given similar to Ahmed 

(2000) as such Tanzania's demand is infinitely price 

elastic. With this regard we estimated a single 

equation of the determinants of export performance 

under supply function (approach) for tea. Export 

trade modelling in this study followed the imperfect 

substitute model similar to many scholars like 

Ahmed, (2000), Bashir, (2003), Penélope-López. 

(2004) Yusuph and edom (2007), Agasha, (2009), 

Allaro, (2010), Allaro, (2012) and Kingu, (2014) 

amongst others. Main assumption about imperfect 

substitute model is that neither export nor imports 

are perfect substitute for domestic products 

particularly agricultural products. The long run cash 

crops export supply function is specified as follows:

Export values (X) = F (WP, Q, RER)                       (1)

Where X is tea export values, WP is world price, Q is 

production quantities and RER is real exchange rate 

and F is function of. Equation (1) is transformed into 

econometrics model so as capture the measurability 

of the variables also include the dummy and error 

terms. Dummy variable is included in the model to 

capture the distinction (if any) before and after trade 

liberalization periods from 1970 to 2012. Value of 

zero is given for the period before trade 

liberalization (1970 to 1985) and value of one is given 

for the period after trade liberalization from 1986 to 

2012. In order to examine the determinants of export 

performance in tea the following econometrics 

modeling was formulated. All variables are 

instituted the natural logarithms except dummy 

variable.

LnX =a+aLnWP +aLnQ +aLnRER +aD +e(2)t 0 1 t 2 t 3 t 4 t t               

The definition of variables remains the same as 

describes above except for Dt and εt. Dt is dummy 

variable and εt is the error term. Expected 
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coefficients are all positive signs. Variables included 

in this model are adopted from various researchers 

such as Ahmed, (2000), Mouna and  Reza, (2001), 

Were et al. (2002), Kumar and Rai (2007), Agasha, 

(2009), Olubanjo et al. (2009),  Allaro, (2010), 

Folawewo and Olakojo (2010), Amoro and Shen, 

(2012) and Kingu, (2014)  just to mention a few.

Many macroeconomics data particularly time 

series data are seriously affected by non-

stationarity problem as such economic regression 

on such modeling can provide spurious regression. 

This implies that mean and variance are time 

variant and thus basic assumptions of the 

ordinary least squares (OLS) are violated. In this 

line, this study finds it is imperative to test for 

non stationarity and stationarity using Augmented 

Dickey Fuller test (ADF). Moreover, after testing 

for non-stationarity and stationarity and find 

variables are integrated in same order then co 

integration and error correction model are 

applied. Non stationary variables means mean 

and variance are time variant while stationary 

variables means mean and variances are time 

invariant whereas covariance between the two-time 

periods depends on distance or lag and not 

otherwise (Gujarati, 2004). OLS regression under 

stationary variables its regression outputs are 

not spurious. It is important to note that if the 

residuals of the regression at level are stationary 

then outputs at level also is not spurious rather it 

representing the long run relationship output 

(Granger and Engle, 1987, Gujarati, 2004 and Utkulu, 

2012). 

Testing for unit root

This study employs Augmented Dickey Fuller 

(ADF) test in testing for unit root since this test is 

more powerful than Dickey Fuller (DF) test. We this 

regard it is imperative to go for powerful test in order 

to able to get good results in this study.

Testing for Co integration

There are number of methods used in testing for co 

integration such as the Dickey-Fuller (DF) or 

Augmented Dickey Fuller unit root test on the 

residuals regression from co integrating regression 

popularly known as Engle–Granger (EG) or 

Augmented Engle–Granger (AEG) Test, the Co 

integrating Regression Durbin-Watson (CRDW) test 

and Johansen (1988) co integration test. This study 

utilized two techniques in testing for co integration. 

First, the study employs Engle-Granger residuals co 

integration test and Johansen co integration test. 

This is done purposely since the first technique has 

the power to estimate only one co integrating 

equation especially in multiple regression analysis 

as such it is important to supplement that technique 

with the powerful one such as Johansen co 

integration test in which has the power of estimating 

more than one co integrating equations under 

multiple regression analysis. However, apart from 

the above weakness Engle-Granger residuals co 

integration test has the ability to tell whether the 

equation at level is spurious or not. Thus combing 

these two tests are imperative decision so as to 

eliminate the weakness of each test.

E n g l e – G r a n g e r  ( E G )  o r  A u g m e n t e d  

Engle–Granger (AEG) co integration Test.

The Engle-Granger (EG) test for co integration has 

two step procedures. First step of the Engle-Granger 

(EG) test requires to fit the co integrating regression 

by ordinary least squares (OLS) where the variables 

are at level and are integrated of order one I (1) that is 

non stationary. Second, to test the residuals obtained 

from step one (co integrating regression) using the 

unit root technique being Dickey-Fuller or 

Augmented Dickey Fuller (ADF). If the residuals are 

stationary, then reject the null hypothesis of no co 

integration. On the other hand if they are non 

stationary do not reject null hypothesis then 

variables are not co integrated. Study employs the 

residual series technique (Granger, 1986, Granger 

and Engle, 1987), using Augmented Dickey-Fuller 

test where in this context is known as Augmented 

Engle–Granger (AEG) test employing the following 

formulation:
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(i) Co integrating regression equation

LnX =a+aLnWP +aLnQ +aLnRER +aD +e(3)          t 0 1 t 2 t 3 t 4 t t

(ii) Residuals estimation equation

DU =a+U +e (4)t 1 1-1 t                                                                                                             

H : a1= 0: no co integration (unit root). Variables are 0

not co integrated

H : a1≠ 0: co integrated (no unit root). Variables are 1

co integrated 

Decision criteria: Rejection of the null hypothesis 

implies the residual is stationary.  If the residual 

series is stationary then variables included must be 

co integrated (Zivot, 2012). On the other hand if the 

computed absolute value of the tau statistic exceeds 

the AEG critical values, reject the null and vice versa 

are true (Gujarati, 2004: 824). Thus, if the residuals of 

the equation (3) are stationary, then co integrating 

regression output in step one is not spurious even 

though individually variables are non stationary 

(Engle and Granger, 1987 and Gujarati, 2004). 

Furthermore, provided the study checked that the 

residuals from co integrating regression are 

integrated of order zero means are stationary then 

the traditional regression methodology which 

include the t and F tests are applicable in data 

involving non stationary time series. Engle and 

Granger (1987) contended that “the valuable 

contribution of the concepts of unit root, co 

integration is to force us to find out if the regression 

residuals are stationary. A test for co integration can 

be thought as a pre test to avoid spurious regression 

situations” (Gujarati, 2004:822) and the equation (3) 

in step one is known as co integrating regression 

whereas α's are known as co integrating parameters. 

However, this technique is not free from 

shortcomings since it is not capable to determine 

more than one co integrating equations as mention. 

Thus, best in bivariate regression analysis than 

multivariate regression analysis. Despite the 

shortcoming this technique is still applicable in 

multiple regression analysis since has the power to 

determine the co integration amongst the variables 

as well as providing the clue about the equation in 

non stationary if it is spurious or not. With this 

regards, the study utilize the Johansen co integration 

test in order to find out if there more than one co 

integrating equations.

The Johansen co integration test

As mentioned earlier that Engle and Granger test has 

no power to show more than one co integrating 

equations in multiple regression analysis. In order to 

resolve the shortcomings of Engle-Granger tests the 

maximum likelihood method of Johansen (1988) is 

the proper solution. The Johansen (1988) mostly is 

used for two main reasons: first to determine the 

maximum number of co integrating vectors and 

second is to obtain the maximum likelihood 

estimators of the co integrating matrix. Moreover, 

Johansen (1988) has ability to estimate long run and 

short run parameters using the OLS estimator. Some 

economic soft ware such as EViews is able to 

perform this test. This study using EViews 7 so this 

test performed thoroughly. 

Error correction model (ECM)

After being certain that all variables are co 

integrated, then error correction term is 

incorporated in the short run coefficients.  The error 

term in short run equation treated as the 

“equilibrium error” (Engle and Granger, 1987, 

Watson and Teelucksingh, 2002 and Gujararti, 

2004).  Error term used to tie the short run behavior 

to its long run value. Historically error correction 

term for the first time was used by Sargan and 

thereafter it was popularized by Engle and Granger 

in 1987 in their influential seminar paper on 

“corrects for disequilibrium”. They produced an 

important  theorem known as  “Granger  

representation theorem” in which it states that if two 

variables Y and X are co integrated, then the 

relationship between the two can be expressed as 

error correction mechanism (ECM) (Gujarati, 

2004:822). So to form the short run equation (5), 

equation (3) transformed into first difference except 

dummy variable.



AT LEVEL

Coefficients

Variables Without constant and trend With constant With constant and trend Order of integration

Lnexport values  4.049780 -0.814116 -1.171389 I(1)

Ln WP  3.254227 -0.562875 -1.438730 I(1)

LNRER  1.078348 -1.143663 -2.155453 I(1)

LNQ  3.952938 -0.354421 -4.965920 I(1)

FIRST DIFFERENCE

Coefficients

Variables Without constant and trend With constant With constant and trend Order of integration

Lnexport values -4.625618 -6.361633 -6.377288 I(0)

Ln WP -5.373711 -6.992673 -6.952918 I(0)

LNRER -7.934954 -8.550251 -8.490475 I(0)

LNQ -2.050710 -5.207219 -5.080623 I(0)

Without constant and trend: Test critical values: 1%, 5% and 10%, with constant: Test critical values: 1%, 5% and 10%, with constant and trend: Test critical values: 
1%, 5% and 10%. Notes: If variables are integrated of order one I(1) means variables are non stationary. If variables are integrated of order zero I(0) means variables 
are stationary

Table 4.1 Unit root test results at level and at first difference 

Variable Coefficient Std. Error t-Statistic Prob.

C 0.002258 0.017925 0.125959 0.9004

RESID (-1) -1.097239 0.156740 -7.000360 0.0000

Dependent Variable: DRESID

Table 4.2 Engle-Granger residuals co integration results 
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The short run equation expressed as follows:

D1n X =a+aD1nWP +aD1nQ +aD1nRER +aD +e(5)           t 0 1 t 2 t 3 t 4 t t   

Equation above contain only the short run 

information as such it is imperative to incorporate 

the error term so as to tie the short run behavior into 

long run value. So the Error term model (ECM) 

expressed as follows:

D1n X =a+aD1nWP +aD1nQ +aD1nRER +aEC +aD +e(6)t 0 1 t 2 t 3 t 4 t-1 5 t t             

The equation (6) according to Engle and Granger 

(1987) known as error correction model (ECM) 

since has incorporated the error term (ECt-1) in 

the short run model. The error correction model 

(ECM) states that dependent variable (tea export 

values) depends on the independent variables 

and also on the equilibrium error term (ECt-1). 

If the error term is nonzero, this implies that 

the model is out of equilibrium and vice versa is true. 

Assume if all the independent variables are zero and 

error term is positive, this implies that Xt-1 is too 

high to be in equilibrium, thus Xt-1 is above its 

equilibrium value. Normally α4 is expected to be 

negative, then the error term (ECt-1) is negative and 

therefore export value (Xt) will be negatively 

restoring the equilibrium. Therefore if the 

dependent variable (tea export value-Xt) is above its 

equilibrium value, then it will start declining in the 

next period to correct the equilibrium error. Thus, 

from there they derived the name “error correction 

mechanism” (ECM). Similarly if the error term (ECt-

1) is negative, this implies that dependent variable is 

below its equilibrium value. Indeed the absolute 

value of error term reflects how quickly the 

equilibrium is adjusted (restored). Suppose the error 

term is statistically equals to zero (insignificant 

values), this suggests that dependent variable 

adjusts in independent variables in the same time 

period (Gujarati, 2004:825). Furthermore, if the 

residuals of the co integrating regression are 

stationary then those results are reported as long run 

coefficients and the coefficients obtained from error 

correction model (ECM) are reported as short run 

coefficients.

Non Parametric statistic

MacNemar test has been developed to evaluate 

the significance of the effect of changes. McNemar 

test employed in cases where the states of 

affairs before and after the introduction of change 

are to be analyzed (Prakash, 2013). The aim of 

MacNemar test is to be determined the effect of 

changes in the initial condition or state. In that 

matter the comparison is to be made between the 

states before and after the change of the 

phenomenon. Thus MacNemar test facilitates 

the evaluation of the effect of change before and 

after the change. This study examines the effect 

of changes before and after trade liberalization. 

MacNemar test examine if there are no significant 

changes before and after trade liberalization on 

export performance in tea. In order to test the 

hypothesis, under McNemar test research 

sample is divided into two samples as required 

by this test. Sample one are the data before 

trade liberalization (n1 = 16) and sample two are 

data after trade liberalization (n2 = 27). To test 

the significance of the effect of change, a 2X2 

contingency table is required to capture the 

effect of change before and after. Chi-square test is 

employed since the cell frequencies are greater than 

5 (Prakash, 2013). The 2x2 contingency table is 

presented as follows:

AFTER

_ +

BEFORE + A B

- C D   

For this sample utilizes the chi square under this 
2 2formula c= (A-D) /A+D. Thus, chi square test with 

one degree of freedom is used. Decision criteria: If 

the computed Chi-square value is greater than 

critical table value under one degree of freedom 

then, null is rejected of no significant change before 

and after trade liberalization and vice versa is true 

(Prakash, 2013).
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M O D E L  E S T I M AT I O N S  A N D  

DISCUSSION OF FINDINGS
This section estimated the unit root, co integration, 

long run and short run coefficients using the 

parametric methods stipulated above in section 

three as well as MacNemar test under non 

parametric statistic. Estimated coefficients for long 

run and short run for tea employs equation (3) and 

(6) respectively.

Unit root results

This study performed unit roots tests as required in 

time series data. The Augmented Dickey –Fuller 

(ADF) test in all variables was performed. The 

results shows that all variables at level are non 

stationary as such are integrated of order one I(1). 

While at first difference all variables are stationary as 

such are integrated of order zero I(0).

Engle-Granger residuals co integration test 

results

Furthermore, the study estimated Engle-Granger 

residuals co integration test using the Augmented 

Dickey-Fuller tests. Findings reveal that computed 

value of the tau statistic (-7.000360) in absolute value 

exceeds the Engle – Granger critical tau values (-

2.86154) at 5 percent level (MacKinnon, 2010) then 

rejected the null hypothesis means that residuals are 



Variable Coefficient Std. Error t-Statistic Prob.

C 2.045675 1.146250 1.784667 0.0823

LNPRICE 1.108703 0.042306 26.20686 0.0000

LNRER -0.005560 0.026986 -0.206040 0.8379

LNQ 0.659435 0.148061 4.453814 0.0001

DUMMY -0.209056 0.117593 -1.777802 0.0834

Durbin-Watson statistic: 2.171696 and Adjusted R-squared: 0.997958

Table 4.4 Long run coefficients results

Rank Test (Trace) Rank Test (Maximum Eigenvalue)

Hypothesized Trace 0.05 P-values Hypothesized Max-Eigen 0.05 P-values
No. of CE(s) Statistic Critical Value No. of CE(s) Statistic Critical Value

None *  57.06432  47.85613  0.0054 None  25.17418  27.58434  0.0986

At most 1 *  31.89014  29.79707  0.0283 At most 1  19.75817  21.13162  0.0769

At most 2  12.13198  15.49471  0.1507 At most 2  10.66802  14.26460  0.1717

At most 3  1.463955  3.841466  0.2263 At most 3  1.463955  3.841466  0.2263

Notes: Trace test indicates there are two (2) co integrating equations at the 0.05 critical levels whereas Max-Eigen statistic test indicates no co 
integrating equations at the 0.05 critical levels. 

*denotes rejection of the hypothesis at the 0.05 critical level under MacKinnon-Haug-Michelis (1999) p-values

Table 4.3 Johansen co integration results
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stationary and implies variables are co integrated. 

Since tau statistic obtained is (-7.000360) and it is 

significant at 5 percent level of significance. Thus it is 

concluded that, the regression output obtained in 

non stationary variables are no longer spurious. Its 

empirical results are used to present the long run 

relationships amongst the variables. 

Johansen co integration test results

The Johansen co integration test results supported 

the findings obtained in the previous test in Engle-

Granger residuals co integration test. The powerful 

test which is trace statistic confirms that there are 

two co integrating equations whereas max-eigen 

statistic indicates no co integrating equation.

Long run coefficients

The significant determinants of tea export 

performance in long run are world prices and 

production quantities whereas real exchange rates 

and dummy variable are not significant 

determinants of tea export performance as depicted 

in table 4.4 below. World prices have the positive 

sign (1.108703) and statistically significant at 5 

percent level of significance. This implies that other 

things remain constant; one percent increase in 

world price increases tea export performance by 

1.108703 percent. Production quantities have 

expected sign (0.659435) and statistically significant 

at 5 percent level of significance. This suggests that 

one percent increase in production quantity 

increases tea export performance by 0.659435 

percent. However, real exchange rates have negative 

sign (-0.005560) and statistically insignificant at 5 

percent level of significance. Dummy variable has a 

negative sign (-0.209056) and statistically 

insignificant at 5 percent level of significance. Thus, 

these imply that real exchange rates and dummy 
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variable affecting tea export growth negatively. 

Thus, internal and external determinants are chief 

factors which promote tea export performance in 

Tanzania. These results are similar with the previous 

observations by Jongwanich (2007), Abolagba et al. 

(2010), Allaro (2010), Folawewo and Olakojo and 

Amoro and shen (2012).  A real exchange rates result 

is line with Kumar and Rai (2007) result in India 

where they found that real exchange rate was not a 

determinant of tomato export from India. 

Short run coefficients results 

In short run coefficients, world prices remains 

important determinant of tea export performance 

since have positive sign (0.910818)  and statistically 

significant at 5 percent level of significance. This 

suggests that other things remain constant, one 

percent increase in world price increases tea export 

performance by 0.910818 percent. On the other hand, 

error term (EC ) found with expected negative sign t-1

(-0.721545) and statistically significant at 5 percent 

level of significance. This result implies that 

variables have long run relationship and adjusting to 

restore the equilibrium at the speed of 72 percent per 

annum. Therefore, error term result confirmed the co 

integration results obtained in Engle-Granger and 

Johansen co integration tests. However, production 

quantities in short run found to be insignificant 

determinant of tea export performance since have 

positive (0.097888) but statistically insignificant at 5 

percent level of significance.  Furthermore, real 

exchange rates and dummy variable remains 

insignificant determinants of tea export 

performance in short run. Notwithstanding, in short 

run have positive signs but still are statistically 

insignificant at 5 percent level of significance. Real 

exchange rates have (0.026637) as well as dummy 

variable has (0.003267) but are insignificants factors. 

Thus, real exchange rates and dummy variable have 

positive contributions in short run but statistically 

insignificant. Moreover, estimations of tea export 

performance consider all the diagnostic tests as 

required by the ordinary least square such as 

absence of serial correlation in error terms, presence 

of homoscedasticity, presence of normality and 

good model specification. Employing Breusch-

Godfrey, Breusch-Pagan-Godfrey and Jarque Bera 

respectively passed these entire diagnostic tests.

Non parametric test result

As a way to ascertain the dummy variable results 

obtained in long run and short run. This study 

performed the non parametric test using MacNemar 

test. In the computation the study finds that the 

computed Chi-square (2) is less than critical value 

(3.84) at one degree of freedom. The result failed to 

reject null hypothesis of no significant changes 

before and after trade liberalization on tea export 

performance similar to dummy variables obtained 

in parametric technique. Therefore both parametric 

and non parametric techniques affirmed that trade 

liberalization in tea industry has no significant 

impact on improving tea export performance under 

the period of study.

Variable Coefficient Std. Error t-Statistic Prob.

C 0.036226 0.027205 1.331597 0.1914

DLNPRICE 0.910818 0.060764 14.98952 0.0000

DLNRER 0.026637 0.023771 1.120596 0.2699

DLNQTE 0.097888 0.159441 0.613943 0.5431

ECt-1 -0.721545 0.153544 -4.699261 0.0000

DUMMY 0.003267 0.032726 0.099817 0.9210

Adjusted R-squared: 0.872754 and Durbin-Watson statistic: 1.852460

Table 4.5 Short run coefficients results
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C O N C L U S I O N ,  M A NAG E R I A L  
IMPLICATIONS, LIMITATIONS AND 
FUTURE RESEARCH 
Conclusively, this study reveals that world prices 

and production quantities in long run are main 

determinants of tea export performance. On the 

other hand real exchange rates and dummy variable 

are insignificant determinants of tea export 

performance. In short run, world prices remains 

important determinant of tea export performance 

while other variables like real exchange rates, 

production quantities and dummy variable are 

statistically insignificant determinants of tea export 

performance. In the same line, non parametric 

statistic under MacNemar test provides the similar 

result as in dummy variable that trade liberalization 

has no significant changes before and after trade 

liberalization in tea export performance. Thus the 

recommendations for tea export performance are 

straight forward based on the obtained results, since 

tea export performance mostly determined by 

internal and external factors then the government 

should improve the business environment for tea 

and production capacity of tea for both estate and 

smallholder producers by subsidizing some 

important agricultural inputs. Ignoring these factors 

will be disastrous to tea industry since other 

variables like real exchange rates and trade policy 

are not important determinants of tea export 

performance. Policy implications of this study 

mainly based on the empirical findings, Tanzanian 

government and other beneficiaries they should 

capitalize in qualities of tea and production 

quantities in order to increase the export 

performance of tea in Tanzania. Furthermore, 

business environment should be improved since 

trade liberalization found to be inefficient since its 

inception due parametric and non parametric 

analysis evidences. On the other hand, this study is 

not free from limitations; there are some limitations. 

First, regression analysis in time series followed the 

supply side approach in estimating determinants of 

tea  export performance as such we did not look 

determinants of export growth at demand side 

approach. The second limitation based on the types 

of data we employ. This study utilized secondary 

data from various sources as such there may be some 

errors in figures (data) we employ but we have no 

ability to rectify that weakness since are prepared by 

certain authorities other than researcher themselves. 

However, it is important to note that using 

secondary data in research theoretically is not a 

problem. Further areas of research: other studies 

may examine the determinants of export 

performance on agricultural products using 

demand side approach. Second, inclusions of new 

variables in their study apart from world prices, 

production quantities and real exchange rates and 

third, other cash crop which are not included in this 

study should be studied so as to see if they will bring 

similar or different results.
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