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Amity Business Review
Vol. 18, No. 2 (Special), July - December, 2017

Editor-in-ChiefFrom the Desk of the 

Amity Business Review, in pursuit of academic excellence, comes up with the special Issue of the bi-annual 

journal in 2017. The special issue is a compendium of selected works which were featured in the 2nd Global 

Leadership Research Conference (GLRC-2017) on February 23rd and 24th, 2017. This conference  provided a 

broad coverage and disseminated foundational research, where the participants got the opportunity  to 

present and publish their original research papers and cases. The objective of this Conference was to bring 

together the researchers from academia and industry as well as practitioners to share ideas, problems and 

solutions relating to the multifaceted aspect of 'Innovation, Sustainability & Change: Emerging Challenges 

and Solutions.

The last few decades have witnessed tremendous changes in the Financial Arena Worldwide. To keep pace 

with the ever evolving Business Environment, Dynamism in finance is required. In such a scenario, 

innovations in financial practices become imperative. Since the global economy is still struggling with many 

financial and economic problems after the global financial crisis, it is clear that there has to be a major overhaul 

in the traditional thinking of business and finance. At the same time, the negative outcomes associated with 

financial innovation cannot be overlooked. The integration of the financial markets and resultant systemic 

risks, international accounting standards are some of the current issues that need to be dealt with. New 

approaches and policies have to be developed in developing and developed markets alike. The purpose of the 

conference is to promote research and developmental activities in the areas of finance and business.

This special issue brings together some selected works which were feartured in GLRC2017. Based on the 

recommendation of GLRC technical and expert committee, the Editorial Board  of Amity Business Review has 

shortlisted seven research based studies to be published in the special edition of Amity Business Review 

spread across functional areas of management and social reality

Issue is a mix of research papers where the one on “Empirical Analysis of Stock Market Volatility using 

variants of GARCH Models in India” by Ms. Himani Arya and Dr. Dinesh K Sharma attempts to test GARCH 

models in explaining the unique traits of the financial market of India, to assess its significance in capturing 

Indian stock market volatility and to test the relative performance of few GARCH models. The research paper 

by Ms. Pratima Rawal & Dr. Jivan Kumar Chowdhury– “Indian Stock Market Scams – A Review” talks about 

high profile scandals when investors have lost billions of rupees just because a few people in high places had 

made money without any hard work but only cooked up the account books, hoarding black money, making 

fictitious assets with greedy intentions.

Indian Economy is considered to be the sixth largest economy in the world in terms of GDP and third largest 

by Purchasing Power Parity (PPP). There are a number of variables which contribute in the growth process of 

the economy. The research paper by Dr. Sasmita Singh– “Start-up ecosystem: A Report on Kerela Start-up 

Mission”, throws light on one of the most important variable for development, i.e. education, and it's impact 

on the development acceleration of the economy.

The research paper by Mr. Prabal Chakraborty, Dr. Naresh Gupta &Dr. Kapil Khattar, on “Identifying Major 

Determinants of Profitability of Chambal Fertilizers and Chemicals Limited”, computes financial ratio 

through financial statement that helps to gain awareness about the future and growth of the company. The 



outcome of the study will help Chambal Fertilizer to formulate better decision as far as the performance is 

considered so that it will help profitability and satisfy the shareholders' interests.

The paper titled “Analysing the Role of Rural Credit in India” by Ms. Priyanka Aggarwal is concerned with 

the important question of rural credit. The research paper tries to answer various questions relating to issues 

like sources of rural credit, kinds of credit, traditional sources of credit etc. 

The paper titled “Intermediation in Insurance – Perspective towards Business Expansion” by Ms. Samiya 

Chattha & Dr. Sumninder Kaur Bawa determines the impact and performance of distribution channels in the 

horizon of Indian life insurance industry. The study assess the business parameters in terms of number of 

policies issued and premium income underwritten by public and private life insurers.

The paper titled “ New Model of Cashless Banking – Post Office (single shoppy of all financial needs!) by Ms. 

Saumi Pal, Mr. Shrey Kumar & Dr. Gurendra Nath Bhardwajaims to discuss the major change in the way the 

post office network is being utilized and made in a cashless back after the demonetization drive proposed by 

the government.

I have an ardent hope you will enjoy reading all these articles of this special issue.

Looking forward for your valued comments.

Sanjeev Bansal

Amity Business Review
Vol. 18, No. 2 (Special), July - December, 2017

INTRODUCTION
Financial analysts all over the world are concerned 

with modeling accurate volatility inasset returns. 

Huge ups and downs in the stock prices in number of 

markets including developed and emerging markets 

worldwide are being observed. The fluctuations in 

the asset prices are widely believed to be the effect of 

changes in the economic factors like inflation, 

interest rates, variability in speculative market 

prices, unexpected events (eg.natural calamities, 

political unrest), and the instability of market 

performance. But the biggest reason for volatility in 

the financial market is a fall in the market 

performance. Empirical evidence shows that 

volatility normally tends to decline as the stock 

market rises which tends to reduce the risk. In 

contrast, volatility tends to escalate when the stock 

market falls and hence increases the risk. In order to 

manage such associated risk it is important to 

forecast Volatility. Volatility is also a critical factor 

influencing the option pricing; although, it is an 

extremely difficult factor to forecast. Therefore the 

crucial problem lies with the accurate assessment of 

volatility.

The stochastic nature of the financial market thus 

required development of quantitative tools to 

explain and analyze the behavior of stock market 

returns which are able to deal with such chanciness 

in future price fluctuations. A remarkable progress 

in this regard has already been made in evolving 

advanced econometrics tools to interpret and 

capture various dimensions of time series of 

This study is an attempt to analyze the volatility in the 

Indian stock market. The objectives of this paper are to test 

the GARCH models in explaining the unique traits of the 

financial market of India, to assess its significance in 

capturing the Indian stock market volatility and to test the 

relative performance of few GARCH models. This paper 

focuses on three types of GARCH models comprising of 

GARCH(1,1), EGARCH(1,1) and TGARCH(1,1) for a 

time series data of Nifty for a time period of 10 years. We 

have analyzed three types of GARCH models considering 

the symmetrical and asymmetrical aspects of the index in 

this paper. All the pretests and application of GARCH has 

been done using Eviews. Results of the Study provide 

evidence that the Index returns can be defined by the 

selected models. Also, they grasp the conventionalized 

facts such as leverage effect and volatility clustering, 

about the Indian Stock Market. However, there are a 

number of variations of GARCH type-models that can be 

considered well worth for further study  to find out the 

best fit for Indian Stock Market data through a 

comparative study. 

Keywords: Volatility, GARCH, TGARCH, EGARCH
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financial data of volatilities and so as to help manage 

the risks associated with them. The great workforce 

in applied econometrics is using the Least Squares 

Method for estimation of Volatility. Increasingly 

however, econometricians are emphasizing on 

forecasting and analyzing the magnitude of the 

errors of the model. 

Research in area of Volatility and its implications 

started with the investigation of properties of the 

returns in Stock. Endeavor of Mandelbrot (1963) and 

Fama (1965) were the first few works that 

investigated the statistical properties of stock 

returns. Engle (1982) estimated the means and 

variances of inflation in the U.K. and ARCH effect 

was found to be significant and the estimated 

variances increased substantially during the chaotic 

seventies. A uniform generalization of the 

Autoregressive Conditional Heteroskedastic 

(ARCH) mechanism introduced by Engle (1982) to 

allow past conditional variances in the present 

conditional variances equation was proposed in 

Bollerselv (1986). Akgiray's (1989) work presented 

proof on the forecasting ability of ARCH and 

GARCH models with regard to EWMA and the 

Historic Simple Average method.

The GARCH is the extension of the Autoregressive 

Conditional Heteroscedasticity (ARCH) model. 

These models are known as volatility clustering 

models and are largely applied to forecasting and 

measuring the high frequencytime-varying 

volatility like volatility of daily stock or volatility of 

stock index returns. Since the foundation of these 

two models in the literature, they became popular 

and most common predominantly in financial 

researches as they are able to estimate the variance of 

a series at an exact point of time more meticulously 

for the financial analysts(Enders, 2004).

A lot of empirical studies used ARCH and its 

variants  in different  markets  and their  

appropriateness in capturing the dynamic 

characteristics of returns of stock indexes has been 

demonstrated successfully. Some of the fact findings 

have implemented the basic/standard GARCH 

models across different countries along with 

asymmetric GARCH models are Floros (2008); 

Shamiri and Zaidi (2009); Elsheikh and Zakaria 

(2011); Islam (2013) etc. A large number of empirical 

researches also examined different extensions of the 

standard GARCH models such as the Exponential 

GARCH Model (EGARCH) developed by Nelson 

(1991), the Power GARCH Model(PGARCH) 

suggested by Ding, Granger and Engle (1993), the 

GJR-GARCH Model by Glosten, Jaganathan, and 

Runkle (1993), the Threshold GARCH Model 

(ZGARCH or TGARCH) introduced by Zakoian 

(1994), and so on. These are called asymmetric 

GARCH Models as they are proficient of modeling 

leverage effect and asymmetric responses.

In this paper the focus is on the questions about 

volatility and the common tool is GARCH 

(Generalised Autoregressive Conditional  

Heteroscedastic) model. It focuses on three types of 

GARCH models comprising of GARCH(1,1), 

EGARCH(1,1) and TGARCH(1,1). Out of these 

three, GARCH is the symmetrical model and 

EGARCH and TGARCH are the asymmetric models. 

In this study, we aim to test whether the symmetric 

and asymmetric GARCH models are capable or not 

of explaining the dynamics of returns behavior of the 

country's stock index for a long period of 10 years as 

it has not been tested before to the best of our 

knowledge. This paper is framed as follows: 

Introduction is followed by a thorough Review of 

Literature. Then Data and Methodology used in the 

paper is described. Section after which, presents the 

results and Analysis. And finally Conclusions are 

followed by the list of References.

REVIEW OF LITERATURE
Brailsford and Faff(1996) analyzed the forecasting 

models in the Australian market and concluded that 

still the ARCH class of models and simple regression 

furnish better forecasts as compared to the models 

previously used, although the rankings were 

sensitive to the error statistic used to measure the 

accuracy of the forecast. West and Cho (1995) found 

evidence in favor of the GARCH model in case of 

foreign exchange markets, over shorter spells and in 

the longer horizon no model works better.

Jacobs and Christofferson (2004) correlated number 

of GARCH models with different lags in option 

prices and returns. An objective function based for 

returns, while using a price for options based 

objectiverecommended a more tightfisted model. 

Sollis (2005) mentioned that macroeconomic 

variables in 1970's had usable information content to 

forecast volatility and stock returns in the S&P 

Composite Index, but they were not usable during 

the 1990's, with the GARCH models.  Chen and 

Lian(2005) highlighted the presence of asymmetry in 

the equity markets of five ASEAN countries, i.e, 

Thailand, the Philippine, Singapore, Malaysia 

andIndonesia and found that EGARCH and TARCH 

models performed better in forecasting the markets 

returns in Asian financial countries. 

Tripathy and Garg (2013) study shows the positive 

relationship between risk and return in stock of 

Brazilian stock market, the asymmetric GARCH 

models find a significant indication of asymmetry in 

returns of all six country's stock markets, affirms the 

existence of leverage effect in the series of returns 

and indicates that negative news generates much 

more bounce on the volatility of the stock price in the 

market.

In the Indian context, Varma (1999) examined the 

volatility pricing of the index options by using the 

Black-Scholes-Merton option pricing formula and 

the GARCH (1, 1) model and concluded that there is 

severe mis-pricing in Indian Index options. He has 

also found the significant difference in volatility 

smiles for call and put options. 

Kumar (2006) suggested GARCH models 

outperform other models in both stock and forex 

markets. All the measures indicate historical mean 

model as the worst performing model in the forex 

market and in the stock market. In the stock market, 

the forecast accuracy increases on an average of 70% 

by using the GARCH models when compared to 

other models and when observed in the forex market 

this improvement is to the extent of 80%. Karmakar 

(2006) with the experiment on TARCH(1,1) model 

with daily data for returns, found the presence of 

asymmetry in the Indian stock market. Existence of 

transmission effects was also found involatilities of 

the stocks and Index futures of Indian market in 

TARCH model. 

Mittal & Goyal (2012) predicted that bad news 

increase volatility more than good news. So the 

return series show 'leverage effect' and amongst 

asymmetric models, GARCH (1, 1) model has been 

found as best. Mohd Aminul Islam (2014)suggested 

in terms of performance comparison in removing 

autocorrelation, GARCH (1, 1) appears to be a better 

fit model for Malaysia and India, while TGARCH is 

found to have performed better for Singapore 

market. Indian market is more volatile or riskier for 

investors as compared to Singapore and Malaysia 

markets. 

After reviewing the literature, it can be said that 

GARCH Models outperform any other historical 

model in forecasting and explaining the stock 

indexes of different countries. Different type of 

GARCH models fit differently for different time 

periods and countries. For ex. for Karmakar (2006), 

TGARCH worked well in explaining the asymmetry 

in Indian stock market whereas for Mittal & Goyal 

(2012) and MohdAminul Islam (2014), GARCH(1,1) 

comes out to be the best. It is also observed that the 

Indian stock markets are most volatile as compared 

to any of the comparative markets. To better 

acknowledge, the Indian stock markets need some 

more analysis with continuous research from 

different perspectives to capture its volatile nature. 

Therefore, in this paper we focus on the volatility in 

Indian markets by using three different types of 

GARCH models for the latest data of past 10 years 

which comprises of the Crisis period as well.
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Mean(%) 0.018

Maximum(%) 7.0939

Minimum(%) -5.6520

Std. Dev. (%) 6.799

Skewness -0.020871

Kurtosis 12.12710

JarqueBera Test 8594.373

P Value 0.00

Table 1  Summary Statistics of Index Returns Series

RESEARCH METHODOLOGY
General ized Autoregress ive  Condit ional  

Heteroskedasticity (GARCH) models are used 

here speci? cally to model and forecast conditional 

variances of Indian stock market (Nifty). 

The variance of the dependent variable is 

calculated by the function of past values of the 

dependent variable and independent or 

exogenous variables. We specify our chosen models 

as follows.

DATA AND METHODOLOGY
DATA
We took Nifty as a proxy of Indian stock market and 
used its daily closing pricesdownloaded from online 
database (Bloomberg) for a10 years period from 
January 2006 to December 2015. The daily index 
returns are expressed in the continuously 
compounded returns calculated as r = log(p )–log(p ) t t t-1

where p and p are the index prices on day t and t-1 t t-1

respectively. The percentage changes in daily index 
prices with range of +/- 1 conditional standard 
deviationwere plotted before proceedingfor any 
statistical tests, and found that the clustering effect is 
present in the residuals. Periods of low volatility is 
followed by periods of low volatility and periods of 
high volatility is followed by periods of high volatility. 
It signifies the validity for using the ARCH models.

METHODOLOGY
Data has been summarized to observe the average 
value, skewness and kurtosis which reflect whether 
the data has fat tails. In order to check whether the 
financial time series (returns) are stationary and 
have the ARCH effect, ADF and LM test are applied 
respectively. A comparative analytical approach has 
been used to know the volatile nature of Indian Stock 
markets, by using Symmetrical (GARCH(1,1)), 
Threshold (TGARCH(1,1) and Asymmetrical 
EGARCH(1,1)) models by GARCH family. Firstly, 
all the three models are derived for the Indian Stock 
markets and secondly,the comparison is done 
amongst the three for finding the best fit model for 
Nifty. Analytical calculations have been taken care 
by the help of Eviews.

ANALYSIS
Nifty closing prices have been taken in the Figure to 
show the patterns of returns of the series leading up 
to the terminal value. They exhibit considerable 
swings or volatility in the return series over the 
sample period. The bumping in the return plots are 
the graphical evidence explaining that the volatility 
is time varying.

Data Stationarity test

In order to check whether the financial time series 

(returns) are stationary or not, we have implemented 

the standard Kwiatkowski, et. al. (KPSS, 1991) test, 

Augmented Dickey-Fuller (ADF) test (Dickey and 

Fuller,1979), and Phillips- Perron (PP, 1988) test.

In Table 1, we present some explicative statistics for 

return series. The results show that during the 

sample period, indian market observed the highest 

mean daily return of 7.0939%. Return series shows 

evidence of fat tails, since the kurtosis exceeds 3 (the 

normal value). Negative skewness explains that the 

distributions have long left tail. The Jarque-Bera (JB) 

test of normality clearly rejects the null hypothesis of 

normality. The tests explain that the distributions of 

the return series are non-normal.

Study of  Volatility: 
An Empirical Analysis of  Stock Market in India

Study of  Volatility: 
An Empirical Analysis of  Stock Market in India

4 5

Where, w, a, b,  needs to be estimated and e is the 

innovation.

GARCH(1, 1): 

GARCH(1,1) is the most extensively used GARCH 

process. The conditional standard deviation is used 

as a proxy for the risk and the estimated coefficient 

on the risk is expressed as a measure of the risk-

returns tradeoff.

TGARCH(1,1):

It is expected that gi will be positive so that bad news 

shown in negative et-1 have larger impacts on the 

volatility of the returns. In practice, threshold values 

different from zero can be used to expect that only 

large shocks attract investors' attention in the Indian 

Stock market.

EGARCH(1,1):

In the EGARCH model, where the conditional 

variance is defined by exponential feature assumes 

that the external unexpected news will exert a 

stronger influence on the variance than in the 

TARCH model. The positive value of ? indicates the 

existence of asymmetrical effect in the returns and a 

negative value of ? indicates the presence of leverage 

effect.  

Percentage changes in the log of daily index prices

Level 1st Difference 2nd Difference

ADF -46.93812(0) -23.04132(15) -20.70698(26)

PP -46.87458(5) -498.3944(119) -693.9949(59)

KPSS 0.055866(6) 0.029992(96) 0.016811(73)

Table 2 Unit root test for stock returns

Figures in parenthesis refer to the lag order selected based on SIC for ADF 
and Newey-West Bandwidth for PP and KPSS

Results of the tests are summarized in Table 2 below. 

These entire tests suggested that the series at level 

are not stationary but at first level (returns) they are 

stationary at 1% significance level. This ensures that 

we can use the time series stochastic models to test 

the dynamic behavior of volatility of the returns over 

time.
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As expected we get a positive value for gi which 

signifies bad news have larger impacts on the 

volatility of the returns. Therefore, as we observe 

that the threshold values are different from zero,we 

can predict that only large shocks attractinvestors’ 

attention in the Indian Stock market.

tests done for comparing the models. If we take 

the AIC and SIC values individually, we see a 

very good number which shows that all three 

models explain the characteristics very well. And 

when we do the comparative analysis, the 

lowest values for both Akaike Information Criterion 

and Schwarz Information Criterion tell us that 

Threshold GARCH (TGARCH) is the best suited 

model for the Indian stock market amongst the three 

chosen.

Therefore we can say that GARCH family 

models work well in Indian Context as they fulfill 

the given conditions of the model. And Indian 

stock market reflects importance of thresholds and 

shows that the investors react to shocks in the 

market.

CONCLUSION
In this paper, we have estimated three of the GARCH 

family models: GARCH (1, 1), EGARCH(1,1) and the 

TGARCH (1, 1). The objective of this paper was to 

test these models in explaining the unique traits of 

the financial market of India and to assess their 

significance. Also, to test the relative performance of 

the above three models. The key results of this study 

are as follows: Firstly, GARCH models can be used 

for a longer period of 10 years as well. Secondly, 

Symmetric and asymmetric models work well for 

the Indian markets. All three models are found to be 

sufficiently capable of capturing the dynamics of the 

Indian financial markets particularly with respect to 
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terminal period as shown by the tight standard 

deviation bands.
ARCH Effect

The linear structural model infers that the variance 

of the errors is constant over the period of time. But 

this assumption is not applicable for many financial 

data especially the stock prices or stock indices in 

which  the  e r rors  d i sp lay  t ime-vary ing  

heteroskedasticity. Therefore, Before GARCH 

models are applied, it is important to ascertain the 

existence of ARCH effects in the residuals.

The bumping in the returns reveals the presence of 

volatility clustering effect in the series whereby the 

series exhibit some periods of low volatility and 

some periods of relatively high volatility. Presence 

of volatility clustering also implies that there is 

autocorrelation in the squared returns. The narrow 

and wide conditional standard deviation bands 

suggest the periods of smaller and larger daily stock 

price volatilities. Tight bands suggest the lower 

levels of risk and wide bands suggest higher levels of 

risk for investors holding the indices. The 

conditional volatility of stock price changes differs 

considerably over the 2006 – 2015 period with higher 

volatility from the beginning of 2007 till mid-2009 

followed by a relatively smaller volatility up to the 

Statistic 40.86384

Prob chi-square 0.0000

Fstatistic 41.51655

Prob(f statistic) 0.0000

Table 3 ARCH  LM Test

If the value of the LM version of test statistic is 

greater than the critical value from the c 2 (q) 

distribution, or lagged term coefficients statistically 

significant, there is no ARCH effect in equation then 

the null hypothesis is rejected (1). We carried out the 

test for a lag order of q=3. The test results are 

presented in Table 3.

Applying GARCH

Chosen GARCH models are estimated as follows

GARCH(1, 1): 

TGARCH(1,1):

EGARCH(1,1):

Here the exponential nature of the conditional 

variance assumes that the external unexpected 

news will exert stronger influence. A non-zero value 

of g here indicates the existence of asymmetrical 

effect in the returns with volatility and a non 

negative value indicates there is no presence of 

leverage effect.  

Table 4 contains the gist of all the tests applied 

to the chosen data and highlights that there 

is no serial correlation present in the data set. 

ARCH Effect has been tested for three models and 

is found to be positive. It signifies the presence 

of clustering effect in the Indian stock markets. 

Normality has also been tested on three models but it 

has been found that the datais not normal. It is said 

that if all the other criteria of serial correlation and 

ARCH effect meet and the data is not normal we can 

still use the GARCH models and interpret the results 

for our convenience and explanation of the 

characteristics of the market. Then we come to the 

Garch(1,1) TGarch(1,1) EGarch(1,1)

Serial Correlation(p Value) ~.9 ~.9 ~.9

ARCH Effect (p Value) .5561 .2104 .4326

Normality (p Value) 0.000 0.000 0.000

Akaike Information (AIC) -7.51 -7.528 -7.52

Schwarz Information (SIC) -7.50 -7.517 -7.16

Table 4 Comparative results of GARCH(1,1), TGARCH(1,1) and  EGARCH(1,1)
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volatility clustering, the leptokurtic characteristic of 

the distribution of the daily return series and the 

asymmetric effects. 

Thirdly, to compare the performance, we look at the 

extent of the models ability to remove the 

autocorrelation in the residual series,TGARCH (1, 1) 

appears to be a best fit model for Indian Stock market 

which signifies Indian investor’s approach to react to 

more volatile or riskier movements in the market. 

The results of the study can be beneficial for traders 

and investors in making investment decisions by 

applying these models and analyzing the best results 

for Volatility. However, we have utilized only three 

types of GARCH models in this paper. There are a 

number of variations of GARCH type-models that 

are present such as- Power GARCH, Component 

GARCH to name a few that can be considered well 

worth for further study in assessing the 

characteristics of the markets by extent of these 

models’ abilities.
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INTRODUCTION
Current financial market is very complex and 

volatile and sometime unexpected exponential 

growth as well as sharp decline has been observed. 

Investors do all primary and secondary research in-

depth before making a rational investment decision. 

Present study will provide helpful information to 

investor for making investment decisions in 

Chambal Fertilizers and Chemical Limited. Such 

type of research is not conducted to analyze 

relationship with profitability with reference to 

Chemical and Fertilizer Industry which can 

influence and predict long term financial 

performance of the firm. 

Therefore it is necessary to analyze financial 

statement, use measurement techniques of 

profitability and analyze ratio test which is an 

important tools that highlights a financial health of 

the firm.

Good Number of Research work has been 

conducted to “Major Determinants of Profitability 

of Chemical and Fertilizer Industry” and most 

of the research works are based on “impact of 

liquidity management on profitability”. It has been 

emerged through various studies that liquidity 

strategies are not only reason for financial crisis. 

A “Quantitative Research” strategy was used to 

get outcome of the result and data were 

The major indicators of the financial performance of 

corporate entities are liquidity and profitability. Liquidity 

ratio is used to judge the ability of a firm to meet its short 

term maturing obligations. The liquidity ratio is high 

means the greater the margin of safety for short-term 

creditors (current ratio). The profitability ratio is concern 

with relative profitability and efficiency of utilization of 

resources of a business. Due to Globalization and 

economic liberalization in India, business of the company 

to be set top level and it will be possible only when a 

company make a consistent profit in a competitive 

business environment. By computing financial ratio 

through financial statement will helps to gain awareness 

about the future and growth of the company. The outcome 

of the study will help Chambal Fertilizer to formulate 

better decision as far as the performance is concerned so 

that it will help profitability and satisfy the shareholders' 

interests.In this paper a performance analysis models is 

used highlighting other influencing factors Return on 

Assets (ROA) and other managerial tools using multiple 

regression model.

Keywords: financial statements, regression analysis, 

performance, resource management
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collected through from financial statements of 

Annual Report 2006-2007 to 2015-16 and website 

moneycontrol.com and computation being 

done using various financial ratios. A Statistical 

analysis model was designed through regression 

analysis of the charged environment and 

profitability.

A C C O U N T I N G  T O O L S  A N D  

TECHNIQUES USED - RATIO ANALYSIS
The general profitability ratios are as follows:

a) Operating Profit (OP) Ratio.

b) Operating Expenses (OE) Ratio.

c) Operating Ratio.

d) Gross Profit (GP) Ratio

e) Net Profit (NP) Ratio

Profitability ratios are used to give an idea it is 

company turn to a profit as well as how profit relates 

to other important information about the company. 

In general higher a company's profit margin the 

company is in better in terms of sale , net profit and 

assets utilization so that special focus to be made on 

profitability analysis. It mean Company sale more , it 

will generate more revenue. Profit analysis is carries 

out with the help of above mentioned profitability 

ratio tests.

LITERATURE REVIEW
A study has conducted on financial performance of 

Chambal Fertilizer Limited as well as financial 

control and its impact on shareholders' return in 

Fertilizer Industry which evaluates, the profitability 

of a firm is positively by effective financial control. 

Financial control will increase shareholders' return 

and decrease the firm's risk. Usman Dawood (2014) 

in his research paper on Factors Influencing 

Profitability of Commercial Banks has mentioned 

that there is no relationship between company 

profitability with the performance of the 

company but he has observed that adequate capital 

will help that Bank to make profit. Hetalgaglani & 

Smita Rao (2015)studied a study on the liquidity, 

profitability and financial health of Sun 

pharmaceutical Industry Ltd. It has been observed 

that there is positive correlation between liquidity, 

risk and profitability and also financial health of the 

company.

The considerable numbers of studies that 

approach the performance issue at microeconomic 

level prove the special importance of financial 

management aspects, on the improvement of which 

depend the obtained results and the companies' 

competiveness. 

One way to study company performance 

is regression analysis, which allows the modelling 

the functional form of dependence between 

various economic and financial indicators. 

Modelling economic performance aims to 

increase efficiency by improving interventions 

in an adaptive learning cycle (Campbell et al., 2001). 

The third edition of the Oxford Dictionary of 

Accounting defines financial statement analysis 

as “an analysis of the financial statement of a 

business, to asses it's performance and financial 

position”. Babatunde (2007) stated that financial 

statement analysis is “the process of identifying 

the financial strengths and weaknesses of the firm 

by properly establishing the relationship between 

the items of the balance sheet and the profit 

and loss account”. Thus, financial statement 

analysis involves the assessment of the financial 

ability and stability of a business of financial ratios 

inmeasuring the key areas of a business. Pandey 

(2010) sees financial analysis as a process of 

identifying the financial strengths and weaknesses 

of the firm by properly establishing relationships 

between the firm by properly establishing 

relationships between the items of the balance sheet 
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and the profit and loss account. He adds that ratio 

analysis is a powerful tool of financial analysis. A 

ratio is used as a benchmark for evaluating the 

financial position and performance of a firm. So the 

relationship between two accounting figures, 

expressed mathematically, is known as a financial 

ratio (or simply as a ratio).

OBJECTIVES OF THE STUDY
1. To measure the profitability performance 

Chambal Fertilizers and Chemical Limited., 

India through profitability ratios.

2. To analyze the impact of profitability ratios 

on ROE with the help of multiple regression 

model.

HYPOTHESIS OF THE STUDY
1. Ho : Gross Profit Ratio positively affects 1

profitability

2. Ho : Operating Profit positively affects 2

profitability.

3. Ho : Net profit Ratio positively affects 3

profitability.

4. Ho : Earning Per Share (EPS) positively affects 4

profitability 

5. Ho : Return on Total Assets (ROA) positively 5

affects profitability.

RESEARCH DESIGN AND SCOPE OF 

THE STUDY
In this research paper, Research is designed on 

the basis of facts and data available in the Annual 

Report of Chambal Fertilizers and Chemical 

Limited. This study investigates the effect of selected 

profitability ratios on ROE for the period 2006-07 to 

2015-16.

RESEARCH METHODOLOGY AND 

TOOLS FOR ANALYSIS
In this study principal tool is used are selected 

profitability ratios such as Gross Profit, Operating 

Profit, Net Profit , Earnings Per Share, Return 

on Assets and Return on Net Worth Ratios. 

The model is build based on selected profitability 

ratios (Gross Profit, Operating Profit, Net Profit, 

Earnings Per Share, Return on Assets) are used as 

independent variables and Return on Equity is used 

as dependent variable apart from ratios analysis 

statistical treatment of data are also performed 

among them Mean, Standard Deviation,  

Correlation, Multiple Regression analysis is carried 

out to draw out inferences for testing the hypothesis 

of the study.

OPERATIONAL DEFINITIONS
Gross Profit Margin (GPM)

Gross profit margin is a profitability ratio that 

calculates the percentage of sales that exceed the cost 

of goods sold. In other words, it measures how 

efficiently a company uses its materials and labor to 

produce and sell products profitably.The gross 

profit ratio is important because it shows 

management and investors how profitable the core 

business activities are without taking into 

consideration the indirect costs. In other words, it 

shows how efficiently a company can produce and 

sell its products. This gives investors a key insight 

into how healthy the company actually is.

Formula : Gross profit margin = sales - cost of sales 

/Sales OR Gross profit / Sales.

Operating Profit Margin (OPM)

The operating margin ratio, also known as 

the operating profit margin, is a profitability 

ratio that measures what percentage of total 

revenues is made up by operating income. In 

other words, the operating margin ratio 

demonstrates how much revenues are left over after 

all the variable or operating costs have been paid. 

Conversely, this ratio shows what proportion of 

revenues is available to cover non-operating costs 

like interest expense.

Formula :Operating profit margin = Operating 

profit / Sales.

Net Profit Margin (NPM)

Net profit margin (also called profit margin) 

is the most basic profitability ratio that measures 

the percentage of net income of an entity to its 

net sales. It represents the proportion of sales that is 

left over after all relevant expenses have been 

adjusted.

Net profit margin is used to compare profitability of 

competitors in the same industry. It can also be used 

to determine the profitability potential of different 

industries. While companies in some industries are 

able to generate high net profit margin, other 

industries offer very narrow margins. It depends on 

the extent of competition, elasticity of demand, 

production differentiation, etc. of the relevant 

product or market.

Formula :Net profit margin =Earnings after Taxes 

(EAT) / Sales.

Earnings Per Share (EPS)

Earnings per share, also called net income per share, 

is a market prospect ratio that measures the amount 

of net income earned per share of stock outstanding. 

In other words, this is the amount of money each 

share of stock would receive if all of the profits were 

distributed to the outstanding shares at the end of 

the year.

Earnings per share is also a calculation that shows 

how profitable a company is on a shareholder basis. 

So a larger company's profits per share can be 

compared to smaller company's profits per share. 

Obviously, this calculation is heavily influenced on 

how many shares are outstanding. Thus, a larger 

company will have to split its earning amongst many 

more shares of stock compared to a smaller 

company.

Formula :Earnings per share =Earnings after Taxes 

less preference dividend /Number of shares of 

common stock outstanding.

Return On Total Assets (ROA)

The return on assets ratio, often called the return on 

total assets, is a profitability ratio that measures the 

net income produced by total assets during a period 

by comparing net income to the average total assets. 

In other words, the return on assets ratio or ROA 

measures how efficiently a company can manage its 

assets to produce profits during a period.Since 

company assets' sole purpose is to generate revenues 

and produce profits, this ratio helps both 

management and investors see how well the 

company can convert its investments in assets into 

profits.

Formula : Return on Total Assets = Earnings after 

Taxes (EAT) / Total Assets. 

Return On Equity (ROE)

Return on common stockholders' equity ratio 

measures the success of a company in generating 

income for the benefit of common stockholders. 

It is computed by dividing the net income 

available for common stockholders by common 

stockholders' equity. The ratio is usually expressed 

in percentage.

Formula : Return on common equity = Earnings after 

Taxes (EAT) / common stock Equity. 

The return on equity (ROE) measures the return 

earned on the common stockholders' investment in a 

firm. The higher there turn means the better off the 

owners.
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Correlations GPM OPM NPM EPS ROA ROE

GPM Pearson Correlation 1 -.186 -.433 .447 -.222 -.171

Sig. (2-tailed) .607 .211 .196 .538 .636

N 10 10 10 10 10 10

OPM Pearson Correlation -.186 1 .707* -.642* .642* .511

Sig. (2-tailed) .607 .022 .045 .046 .131

N 10 10 10 10 10 10

NPM Pearson Correlation -.433 .707* 1 -.798** .933** .901**

Sig. (2-tailed) .211 .022 .006 .000 .000

N 10 10 10 10 10 10

EPS Pearson Correlation .447 -.642* -.798** 1 -.770** -.656*

Sig. (2-tailed) .196 .045 .006 .009 .040

N 10 10 10 10 10 10

ROA Pearson Correlation -.222 .642* .933** -.770** 1 .966**

Sig. (2-tailed) .538 .046 .000 .009 .000

N 10 10 10 10 10 10

ROE Pearson Correlation -.171 .511 .901** -.656* .966** 1

Sig. (2-tailed) .636 .131 .000 .040 .000

N 10 10 10 10 10 10

Table No. 1 Correlation

Table No. 1 shows 

1. Correlation between ROE and Gross Profit. It has been observed that there is negative correlation 

between ROE and GPM which is insignificant at 1% level of significance. Hence we reject hypothesis H01. 

2. Correlation between ROE and OPM. It has been revealed that there is positive correlation between ROE 

and OPM which is insignificant at 1% level of significance. Hence we reject hypothesis H02. 

3. Correlation between ROE and NPM. It has been understood that there is high positive correlation 

between ROE and NPM which is significant at 1% level of significance. Hence we accept hypothesis H03. 

4. Correlation between ROE and EPS. It has been revealed that there is negative correlation between ROE 

and EPS which is significant at 1% level of significance. Hence we accept hypothesis H04. 

5. Correlation between ROE and ROA. It has been revealed that there is high positive correlation between 

ROE and ROA which is significant at 1% level of significance. Hence we accept hypothesis H05. 

Ho: There is no significant evidence of multiple 

correlations among selected variable under study. 

We use F-test and work out the test statistic as under: 
2 2F = R  / (k-1) ÷ (1-R ) / (n-k) Where R is any multiple 

coefficient of correlation, k being the number of 

variables involved and n being the number of paired 

observations. The test is performed by entering 

tables of the F- distribution .F table value of for u1= k-

1=6-1=5 &u2= n-k=10- 6=4 at 5 % level of significance 

=6.26 .F calculate> Ftable. i.e., 30.939> 6.26,  we can 

reject Ho. 

Inference: By applying F-test, we conclude that there 

is significant evidence of multiple correlations 

among selected variable under study. It is 

statistically significant. 

Table no 4, we may conclude the result of multiple 

regressions. The regression model used in this 

analysis is as follows : ROE = ß  + ß GPM + ß NPM+ 0 1 2

ß NPR + ß ROA +ß EPS, where = ß , ß , ß , ß , ß  and 3 4 5 0 1 2 3 4

ß  are the parameters of ROE line to be estimated. 5

The pooled regression results of the model used to 

find out the impact selected profitability ratios on 

ROE .In the pooled regression ROE is used as 

dependent variable and selected profitability ratios 

(Gross Profit, Operating Profit, Net Profit, Earning 

per Share and Return on Total Assets) are all the 

independent variables taken together and the 

impact of these independent variables on the ROE of 

the company. The multiple correlation and 

coefficient for all independent variables are Gross 
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N Minimum Maximum Mean Std. Deviation Skewness

Statistic Statistic Statistic Statistic Statistic Statistic Std. Error

GPM 10 62.91 79.50 73.4300 4.71366 -1.055 .687

OPM 10 4.34 9.92 7.4300 1.83049 -.217 .687

NPM 10 .91 7.49 4.7690 2.10532 -.380 .687

EPS 10 9.66 35.63 23.8100 9.65871 -.132 .687

ROA 10 1.10 7.18 4.7560 1.81356 -.733 .687

ROE 10 3.72 21.58 15.3610 5.18337 -1.289 .687

Valid N (listwise) 10

Table 2 Descriptive Statistics

RESULTS AND DISCUSSIONS
Model R R Square Adjusted R Square Std. Error of the Estimate

a1 .987 .975 .943 1.23439

a. Predictors: (Constant), EPS, GPM, OPM, ROA, NPM

Table 3 Model Summary

Model Sum of Squares df Mean Square F Sig.

a1 Regression 235.711 5 47.142 30.939 .003

Residual 6.095 4 1.524

Total 241.806 9

a. Predictors: (Constant), EPS, GPM, OPM, ROA, NPM

b. Dependent Variable: ROE

bTable 4 Anova

Unstandardized Standardized 
Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) -6.247 8.860 -.705 .520

GPM .104 .132 .094 .789 .474

OPM -.622 .348 -.220 -1.788 .148

NPM 1.088 .801 .442 1.359 .246

ROA 2.394 .827 .838 2.895 .044

EPS .085 .078 .159 1.085 .339

a. Dependent Variable: ROE

Table 4 : Multiple Regression Analysis
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Profit Margin (.104), Operating Profit Margin 

(-.622), Net Profit Margin (1.088), Return on Total 

Assets (2.394) and Earnings Per Share (.085) 

from these figures it is found that Operating Profit, 

Net Profit and Return on Total Assets have 

positive impact on the ROE of the company and 

remaining profitability ratios such as Gross Profit 

Ratio and Earnings Per Share have negative 

influence on ROE of the company. The multiple 

correlation coefficient of ROE on Gross Profit, 

Operating Profit, Net Profit, Earning Per Share and 

Return on Total Assets is 0.991,it reveals that ROE is 

highly influenced by selected profitability ratios in 
2the study. It is also evident from the R  value that the 

independent variables Gross Profit, Operating 

Profit, Net Profit, Earning Per Share and Return on 

Total Assets contribute 97.5 percent of the variation 

on the ROE .Hence, it is inferred that selected 

profitability ratios have significant impact on ROE of 

the company.

CONCLUSION
Efficiency of any organization can be judge 

through its profitability. Profitability of the firm 

is highly influenced by internal and external 

variables, i.e., size of organizations, liquidity 

management, growth of organizations, component 

of costs and inflation rate. The results found that 

the multiple correlation co-efficient of ROE on 

Gross Profit, Operating Profit, Net Profit, Earning 

Per Share and Return on Total Assets is 0.987 , 

It reveals that ROE is highly influenced by 

selected profitability ratios in the study. It is 

also evident from the R2 value that the independent 

variables Gross Profit, Operating Profit, Net 

Profit, Earning per Share and Return on Total Assets 

contribute 97.5 percent of the variation on the 

ROE .Hence, it is inferred that selected profitability 

ratios have significant impact on ROE of the 

company.
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High–profile scandals when investors have lost billions of 

rupees just because a few people in high places had made 

money without any hard work but only cooked up the 

account books, hoarding black money, making fictitious 

assets with greedy intention. Stock market is volatile and 

speculation in the market is not profit able every time. 

Investment in the market required proper research be it 

fundamental research or research based on technology. 

Indian Stock Market is one of the most emerging markets 

in the world. Scam in the stock market affects the health of 

economy of the country very badly and ruined the life of 

the investors. This paper shows the biggest scams that 

distressed the Indian Stock Market. These scams have 

betrayed the investor's positivism as well as scrambled 

their future financial planning. Investors make 

investment keeping markets in mind but still mislay their 

money. These scams create anxiety and unpleasant 

situations among investors. It is the main cause of less 

number of people interested in stock market. People have 

chosen alternative portfolio. No one knows what's the next 

scandal that has happened in the stock market. There is a 

need to emphasize the role of the regulatory authority 

towards the traitorous.

Keywords: scandal, fictitious assets, positivism, 

traitorous
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INTRODUCTION
Evolution of Stock Market in the World

Firstly stock market originated by the Dutch joint 

stock companies. In 1602, they issued the first paper 

shares and this medium of exchange allowed to 

shareholders to trade their shares with other 

shareholders. It resulted discovery of a new world 

i.e., Stock market world.

Origin of Stock Market in India

 Indian stock market is one of the leading markets all 

over the world.Prem Chand Roy Chand was a 

leading stockbroker who trading the stocks in 

Bombay Stock Exchange originated in 1875 in 

Dalal Street. There is two main exchanges in India 

which help us trade are Bombay stock exchange 

started in 1875 and National Stock Exchange 

incorporated in 1992. As per the report of the 

Intercontinental exchange a leading operator of 

Global exchange BSE is the eleventh exchange with 

the market capitalization of US$D 1630 AND NSE on 

twelfth all over the world and the market 

capitalization US$D 1600 as per the graph 

mentioned below

Stock Market Scams

Stock scams is the result of the some shrewd minds 

who wants to snatched the hard earn money of the 

normal people through their fraudulent practices 

only to fulfill their meaningless greed's. Stock scams 

are also famous as “Securities scams” as different 
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types of securities traded. These scams not only the 

country economy but also worsen the lives of normal 

people .Stock market has lost the trust of lakhs of 

people due to lots of scams happened in the past 

which resulted loss of millions could be a part of  

development of economy . Scams have been 

happening in stock market across the world at 

frequent intermission But the bad thing is that 

investors never aware until's too late. At the global 

level some stock disasters happened who betraying 

their investors as well as the economy.

RESEARCH DESIGN
Objectives of the study

Each research requires some clearly defined 

objectives which aid to know a set of ideas of the 

study. The main objective of the study is to gain the 

knowledge of market scam activities and to play safe 

in the stock market. This study is based on following 

objectives:-

• To understand the reasons behind the 

happening of market scams

• To analyze the similarities between scandals

• To find out the loopholes in the stock market

• To know the impact of market scams

• To know what actions taken by the competent 

authority towards the scammers

SCOPE OF THE STUDY
The study restricts itself to main common reasons 

behind each scam in India. The study is more 

focused on similar problems of scams.

LIMITATION OF THE STUDY 
Data used in this study is based on secondary 

sources. Primary data may give a different way and 

aid to improvise the quality of the analysis.

INTERNATIONAL MARKET SCAMS
ZZZZ BEST INC, 1986, Barry Minkow owner of 

carpet clearing company mislay the money from 

investors. Through forgery and theft created more 

than 10,000 phony documents and sales receipts and 

came in front of people when the market 

capitalization reaching more than $200 million 

which resulted the imprisonment of 25 years.

CENTRAL TECHNOLOGIES INC, 1996, The wall 

street scam came to light when Emanuel Pinez the 

CEO of central technologies, crooked through 

recorded the profits of $12 million instead of real 

picture of lost of $28 million and the consequences of 

the fraud that over 20,000 investors lost their hard 

earn money.

BRE-X Minerals, 1997, a Canadian gold mine 

company in Indonesia found fraudulent and the 

major impact of this fraud on Quebec public sector 

pension fund lost $70 million, the Ontario teachers 

'pension plan $100 million and the Ontario 

municipal employees retirement board, $45 million.

ENRON, 28 NOVEMBER 2001, seventh largest 

company in the US as energy trading company 

fooled the investors through wrong account 

statements. Enron auditor, Arthur Anderson also 

found guilty by torn off thousands of documents.

WORLD COM 2002, telecommunications giant 

world com after declining the share prices, Scam real 

faces is the directors who used the deceitful 

accounting ways to push the share prices and again 

the investor's trust was betrayed.

TYCO INTERNATIONAL, NYSE SCAM,2002, 

Dennis Kozlowski CEO of a safe blue chip 

investment, manufacturing electronic parts, health 

care and safety equipment , scam revealed when the 

share price of Tyco's dropped nearly 80% in six week 

period and the concerned authorities closed the case 

with the imprisonment of 25 years

BAYOU HEDGE FUND GROUP, SEPTEMBER29th, 

2005, Samuel Israel Choused his investors through 

high returns and fake audits. The Commodity future 

trading commission files a compliant which results 

directors were caught with the charges of send $100 

in to overseas bank accounts.

BERNAD MADOFF, DECEMBER 2008, a former 

chairman of NASDAQ cheated investors through 

Ponzy schemes. He misguided the investors out of 

$64.8 billion through the largest Ponzi schemes. 

Investors were paid money from teir own pocket 

instead of profits.  

THE BIGGEST STOCK SCANDALS IN 
INDIA
Harshad Mehta Scam (1992)

Harshad Mehta is a much known name when any 

group in the society discuss about the stock market. 

His story was started from 29th July 1954 as a child 

and finished on 3rd December, 2001 with the name of 

big scamster. He started his career as a salesperson in 

Mumbai. He was very interested in share market. 

That's why Mehta switched over stock market and 

started is his career in stock market as a Broker and 

established his firm “Grow more research and asset 

management”. He was famous with the tag of “Big 

bull” and sometimes in article as “Ragging Bull”.

During the period of 90's banks did not have any 

right to invest in the equity market as per rules and 

regulations .Though ,Harshad Mehta took the 

advantage & squeezed out the capital from the 

banking system and invested it in the share market 

for raising the market price of shares. He had always 

kept some working capital through culprit activities. 

The crucial activities through which the swindle was 

affected was ready for forward deal which means to 

take a short term loan for fifteen days from one bank 

to another bank and the big bull made a benefit of it 

due to lack of vision .

Another instrument was used as Bank Receipts 

which confirms the sale of securities. Having figure 

this out, two small unknown banks also participated 

in activity i.e., Bank of Karad (Bok) and The Mumbai 

Mercantile cooperative Bank (MMCB). This bank 

receipts issued to other bank against lending 

securities to withdraw money which was exactly not 
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SCAMMER ESTIMATED SIZE (IN Rs) DISCOVERED MODE OF OPERATION

HARSAD MEHTA 4,000 core 1992 Banks to make personal gains & invested in shares

PAWAN SACHDEVA 270 CRORES 1994 Raise money from public & banks

CHAIN ROOP BHANSALI 1,200 CRORES 1996 Raise money from FD’s , Debentures

KETAN PAREKH 2000 CRORES 2001 Circular trading in selected stocks & borrow money from banks

RAMALINGU RAJU, SATYAM SCAM 14,162 CRORES 2009 Cooked up the accounts book

SUBRATA ROY 24,029 CRORES 2010 Issued bonds without following rules as per SEBI

SUDIPA SEN, SATADHA SCAM 10,000 CRORES 2013 Ran multiple chit fund savings schemes

JIGNESH SHAH 5,600 CRORES 2013 Fixed return on investments on paired contracts

the actual scene. It resulted hiked in the prices of 

ACC shares from Rs 200 to Rs 9000 .Meanwhile 

eminent people begun to invested in his firm due to 

massive spate of buying and corrected the market 

when it revalued the company at a price equivalent 

to the cost of building a similar enterprise, so called 

replacement theory .A big blast was held when the 

market crashed. His scandal not even exposed 

Mehta's real game but also gave a slap to the 

investors & banks. After checking the RBI's ledger & 

Mehta's fake impression towards media to revealed 

the scam. After investigating, CBI captured him in 

1992 and sentenced five year prison.

M.S.Shoes Scam (1994)

This export company was set up by Pawansachdeva 

in Delhi in 1986. He was borrowing money from 

banks and investors through showing very 

interesting ads created by Delhi branch of re 

diffusion. Traded shares price rose from Rs 24 to Rs 

502.5 due to the manipulated activities. The Central 

Bureau of Investigation (CBI) investigating the case 

and found that the he violated the companies act and 

prevention of Corruption act. But Pawansachdeva 

got bail due to lack of evidence. This scam was 

resulted around of Rs 2.7 billion country losses and 

the investors lost their money or dreams and the 

market not opened next three days. 

CRB Scam (1996)

Chain RoopBhansali, was a chartered accountant by 

profession settled a capital markets, which involve 

the merchant banking operations, public issues. 

After that he introduces the CRB ArihantMangal 

Fund and borrowed Rs 230 crores but actually only 

Rs 6.25 crores came from small investors. But the rest 

of the amount story was still hiding. Bhansali 

manipulated the market through their mutual fund 

schemes.  After that CRB got the RBI approval of 

banking license in Bhubaneswar. But the major 

mistake did by Central Bank of India that after 

awaking of manipulated practice of using public 

funds wrongly only just withdraw their license 

which resulted again withdraw money through 

fixed deposits. CRB convicted after the scandal of Rs 

12 billion and under section 120-B and 420 cases had 

been registered.

Ketan Parekh Fraud (2001)

He is also from a chartered accountant by 

profession He was also famous as 'Bombay Bull”. 

He held K-10 stocks. For fulfilling their unpleasant 

wishes he involved in the misleading practices 

and one bank was also shake hands with the 

Ketan Parekh named as Madhavapura mercantile 

Cooperative Bank. This scandal came in the 

light after NASDAQ crash by 35.9% meanwhile 

Sensex by 23% .After some developments in 

stock market again picking K-10 stocks. But in 

December 2000, the NASDAQ crashed again 

which was resulted KP's Badla payments was not 

able to meet their liabilities. The main reasons 

behind this operation are lack of regulations, 

exchange was the third highest volumes in the 

country and CSE helped the KP's in his operation. 

After this scandal SEBI issued new guidelines as 

restriction on short sales, suspended all the brokers' 

directors of BSEIs governing Board, banned the 

trading by all stock presidents, vice presidents, and 

treasures and banned the Badla system. The impact 

of this scam was lost of Rs200 million and some 

investors lost their breaths due to reason of 

bankruptcy. According to some reports, arrest 

warrant issued only to resolve the Tehelka 

controversy.

Satyam Fraud  (2008)

Satyam fourth largest company in IT sector who's 

chairman was Ramalinga Raju from 1987 to January 

7th, 2009. He had found guilty with the charges of 

cooked the accounting books through overstated its 

profits and reserves. The main purpose was that he 

wanted to hide the actual position of the company 

from the public. And again India lost around Rs 

14,162 crores .External auditors Price Water House 

Coopers aware the fact that they did not audit the 

accounts properly. The actual responsible factors 

was no minutes of the meeting , manual fraud entries 

to showing sales, fake invoices, tabulating balance 

sheets using computers. After effect of this fraud is 

ruined the life of many investors, putting a question 

mark on country's law, around 45,000 employees 

unemployed and the stock market collapsed with 

the Sensex declining by nearly 750 points.

Sahara Housing Boards (2010)

It was directed by two group companies Sahara 

India Real Estate Corporation Limited and 

Sahara Housing Investment Corporation Limited 

.The mind behind this scam of Subrata Roy. This 

group collected huge amount of money through 

issuing bonds to the investors without taking SEBI 

rules seriously and protection laws. SEBI took the 

action against filled complaint and issued summons 

to group for information. The Supreme Court 

ordered to refund the around Rs 17,400/- crores to 

the investors with the interest of 15%.The estimated 

size of fraud was 24,029'- crores. The pitfall of the 

fraud was loopholes in the law. But this time Law 

was going to stricter. SEBI had full power to 

investigate the case but also belongs to unlisted 

companies. This time not only defaulter got 

punished but SEBI also fight for the interest of the 

investors.

Saradha Scam (2013)

Chit fund as just like a saving scheme as per Section 

2(b) Chit Fund Act 1982. Sudipa Sen was responsible 

of this deception. It is association of 200 private 

companies with different types of unorganized 

schemes. This group also committed the higher 

returns just like other Ponzi schemes. This group 

breached all the provisions under Companies act 

and raised the capital more than 50 people. In 2012, 

when SEBI check the group activities demanded 

stop to operate the investment schemes. The 

estimated amount of is Rs 10,000/-crores. Investor 

awareness, financial knowledge was main reasons o 

it. After this fraud, South India looked as suffered 

from any erosion.

NSEL Scam(2013)

Jignesh Shah was arrested on July 12th under section 

19 of Prevention of Money laundering act. Investors 

misplayed by offering fixed returns on paired 

contracts with agriculture and industrial 

commodities as underlying the stocks were missing 

and money was wrong drained by so-called 

borrowers. The around of figure of scandal is Rs 

5,600 crores. In 2016, he granted bail by the special 

PMLA Court with the sum of rupees two lakhs. This 

fraud suspected by Regulator Forward Market 

Commission due to violation of trading laws. The 

investors again faced the shock of market and 

twenty four peoplewho cheated the 13,000 investors.

Indian Stock Market Scams - 
A Review

Indian Stock Market Scams - 
A Review

20 21

LIST OF INDIAN STOCK MA2RKET SCAMS

Amity Business Review
Vol. 18, No. 2 (Special), July - December, 2017

Amity Business Review
Vol. 18, No. 2 (Special), July - December, 2017



CONCLUSION
Stock market scamps are increasing year by year. 

After the regular intervals scams happened. It may 

not b justified to say that SEBI is a playing role of 

regulatory authority or watching the defaulters. 

There is a lot of scope to improvise regulatory role. 

The review of Indian Stock Market Scandals has 

brought some of the significant points in the light 

that:-

• In the stock market scams, mostly banks are 

responsible by playing a substantial role 

through not followed the rules of RBI and 

fulfillment of their greed's.

• In most cases, manipulation of prices & cooked 

up the accounting books have been done by the 

culprits

• Ignorance of guidelines Reserve Bank of India in 

some cases also the reason of scandals

• Scammers have taken the benefit of loopholes in 

existing laws.

• During the period of disasters SEBI did not have 

proper right to investigate the scams

• Jurisdiction system not took any strict actions 

which resulted countries lost their billions and 

investor's lost their lives.

• In any case, competent authority not cleared 

whether investors would get any refund against 

their investments or not. 

RECOMMENDATIONS
Indian Stock market is able to make a different 

identity around the world economy. India has better 

aspects as compared to other countries. Awareness, 

proper education, alertness can help the nation to 

minimize the loss of country's funds which would be 

helpful to solve the many economic issues and 

change the pace of developing with developed 

country.
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Analyzing the 
Role of Rural Credit in India

“I am sure everyone will remember this old man one day 

when it is realized that India has no alternative except to 

develop the “Village Industries”. Any government formed 

by any party: Congress, Socialist, or Communist- will be 

forced to accept this truth. We do not realize this today, but 

we shall realize it after we stumble in our attempt to 

compete with America or Russia.”

-Mahatma Gandhi

The above lines by the Father of the Nation, Mahatma 

Gandhi aptly convey that he had a deep vision and 

foresight in the development of rural India and laid 

emphasis on the importance of the development of the rural 

India in the development of the nation as a whole. He was 

of the firm belief that the prosperity of our country 

depended very much on the prosperity of our agriculture. 

According to him, India lives in villages and therefore the 

planners of modern India should concentrate on 

developing the villages. If the villages are developed, the 

nation would develop automatically.

Keywords : Rural Credit, Term Credit, Community 

banking, Self help group, Local Area Bank, Farm Credit, 

Credit Demand, Debt relief fund.

INTRODUCTION
Rationale of the Study

Rural development is based on the needs of the local 

people and the availability of the resources. 

Therefore, emphasis should be laid on the 

improvement in the living conditions of the villages 

and making provisions for the rural populace to 

have easy access to the capital/ resources, which is 

required in development of economy of any kind, 

and thus, increasing the agricultural production.

With such objectives in mind, the government of 

India came up with many programmes for rural 

development since the time of independence. The 

notable one is the empowering of rural people 

economical ly  through subsidized credit  

programmes. These programmes are implemented 

by the government itself or through commercial 

banks, regional banks, National Bank for 

Agriculture and Rural Development (NABARD) 

etc., or through Non-Governmental Organizations 

(NGOs).The Government of India, in its recent 

budget 2017 – 2018 has decided to allocate a 

dedicated Long Term Irrigation Fund which will be 

created in NABARDwith an initial corpus of about 

Rs. 20,000 crore.

It is the intention of this paper to study some 

important facets of “rural credit”. The subject exudes 

much importance in India, which is mainly an 

agricultural country where most populace depends 

on agriculture for their livelihood and thus, growth 

of India’s economy depends primarily on the growth 
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of its agricultural sector. The growth in agriculture is 

possible only by using modern methods of farming 

which requires capital. This demand of the 

agricultural sector can only be fulfilled through 

credit because most of the farmers in India are poor.

The paper is divided into seven sections. The need of 

rural credit is discussed in the second section. 

The different types and sources of rural credit 

in India and the important role of providing 

rural credit by different financial intuitions are 

presented in the third and fourth section 

respectively. The fifth section deals with the status 

and main problems of the rural credit system, 

particularly those related to agricultural credit. 

Priority areas for improving the rural credit system 

and specific recommended strategies are presented 

in the sixth section. Concluding observations are 

given in the last section

Objective of the Study

• To understand the need of the credit facility in 

rural India.

• To explore the sources of rural credit.

• To study the role of financial institutions in 

facilitating rural credit in India.

• To identify the main problems in rural credit 

systems 

• To suggest policy strategies that can be 

implemented for strengthening the rural credit 

system in India.

Research Design

• The approach used in this paper is that 

of descriptive/ informative and wherever 

deemed necessary, that of analysis. Further, 

for ease of understanding the paper uses 

a question-answer approach in throwing light 

on the important aspects of the topic of this 

paper

• Population- Agriculturists and farmers in rural 

area.

• Data Collection- Secondary

WHAT IS “RURAL CREDIT”?
To begin with we may briefly delve in to the 

meaning of rural credit, i.e. what does rural credit 

mean.

It is interesting to note that the word ‘credit’ comes 

from the Latin word ‘Credo’, which means ‘I 

believe’. Therefore, ‘credit’ is given on the belief that 

the borrower will be willing to and able to the 

money/loan at some specified date in future. In the 

Modern societies it has been recognized as a 

desirable means of increasing the welfare of the 

economy as a whole. 

In light of the above, the term “Rural Credit” can 

be basically defined as “the financial assistance 

provided to the farmers/ agriculturist in order 

to enable them to use the financial assistance 

so provided to increase the agricultural 

production”. 

Traditionally, the farmers use these credits in 2 (two) 

different ways, namely, for: 

(i) increasing the production by using HYV seeds, 

better insecticides, manures, and all better 

quality agricultural inputs; and 

(ii) celebration of marriages, birth, etc. 

The source of this credit is traditionally, the local 

moneylenders, who charges hefty interest rates, 

thus, exploiting the farmers. Due to this reason and 

in order to develop the agricultural economy, the 

government thought it necessary to help and 

support the agriculture by providing support 

through governmental institutions. 

The government and the Reserve Bank of India 

(RBI) play a very important role in the rural 

credit system, since the RBI is not supposed to lend 

directly to the agriculturists, as per the statute, it 

provided accommodation through the well-

developed co-operative credit structure. Presently, 

all the functions of the RBI are transferred to the 

NABARD. 

WHAT IS THE ROLE OF RURAL CREDIT 
IN INDIA?
Indian agriculture, though varied and having a great 

potential, is by all definitions backward. Agriculture 

is dependent upon outside finance for its 

development. The lesson of agrarian history is that 

an essential need of agriculture is credit. Farmers 

need credit to pay current expenses of cultivation 

for, inter alia, purchase of seeds, manures, fertilizers, 

purchase of cattle, implements and raw materials 

and other agricultural inputs. However, sometimes 

they take credit for celebration of marriage, birth etc. 

as has been explained hereinabove in this paper. 

Thus, a loan may be taken for an ostensibly 

productive reason, but may be used for other needs 

(consumption) that cannot be easily transformed 

into monetary repayment. Alternatively, a loan may 

be put to into risky productive activity that may not 

lead to productive outcomes. 

Credit can play an important role in agriculture 

because farmers often suffer from a cash-flow 

problem, their liquidity constraint produces sub-

optimal input’s use and hence, sub-optimal output. 

The role of credit, therefore, is to bring the sub-

optimal outcome to “optimal” level and enhance 

farmer investment and outcome. 

The credit can broadly be divided into productive 

and unproductive expense. Interestingly, it can be 

said that one fertilizes the soil and other water logs 

the soil. One can remove the poverty of the farmer 

and the other can increase the same. 

Credit plays a critical role in the efficient functioning 

of agriculture because of the reasons, which can be 

classified as follows:: 

a. Purchase of major agricultural inputs outside 

the farm;

b. Insufficient resources of the poor farmers;

c. Backwardness of the farmers;

d. Long production periods, which cause high 

credit needs;like the crops needs time before 

they can be sold. Therefore, farmers require 

credit to survive during this period; and

e. Extensive rural indebtedness.

In a traditional agriculture system, credit plays a 

relatively lesser role as compared to the modern 

agricultural system. Credit in traditional agriculture 

is largely used for maintenance rather than for 

expansion of agricultural activities. The main 

purpose of rural credit borrowing is related to the 

‘economic development’  of a country in general, but 

it also plays a significant role in the ‘social 

development’  and ‘technological development’ .

WHAT ARE THE TYPES OF RURAL 
CREDIT IN INDIA?
There are several ways in which credit can be 

classified. It can be classified on the basis of purpose 

like credit for (a) farm business; (b) non-farm 

business. On the basis of period of duration of credit 

it can be classified into three categories:

• Short term credit: The time period for the 

repayment of this type of credit is fifteen 

months. These are generally given for annual 

purchase like that of seeds, labor expenses, 

manure, and for the storage of the crop. It is 

expected that the loan should be paid from the 

income from the activity in which it was 

invested.  

• Medium term credit: The repayment period in 

such type of credit is between fifteen months and 

five years. These are provided for the purchase 

of long term assets like tube wells, livestock, and 

other capital items whose benefits (increase in 

farm production) are spread over a longer 

period of time. 

• Long term credit: The normal repayment period 

in the case of long-term credit is five to fifteen 

years. The reason for such a long repayment 

period is that it becomes very difficult for the 

farmers to repay such a bib amount in less than a 
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period of five years. This money is used in the 

purchase of long term assets such as heavy 

machinery, land and reclamation of land, which 

require large amount of capital.

WHAT ARE THE MAJOR SOURCES OF 
RURAL CREDIT IN INDIA?
The present system of rural credit in India consists of 

(i) non-institutional and (ii) institutional sources of 

credit.

Non-Institutionalized Sources:

Non-institutional sources, consists mainly of 

professional and agricultural money lenders, 

landlords, traders, friends and relatives.

Moneylenders, undoubtedly, are the most 

important source of agricultural credit in India. 

However, during the past years, their importance 

has gone down after the coming of governmental 

institutionalized sources of credit. Nevertheless, 

traditional non-institutionalized sources such as the 

moneylenders, etc. still hold much importance in the 

rural economy. He is very important for the farmers 

as he meets all the credit demands,productive and 

non-productive. He has the knowledge of the 

personal circumstances of the villagers, so he is able 

to give loan to the farmer, which otherwise won’t get 

credit at all. He adopts a flexible attitude towards the 

execution of documents and is accessible all the time. 

He helps the farmers in the time of need. 

Additionally, the cost of administration is low, 

because they operate only locally and give loans to a 

few farmers. 

Moreover, these non-institutionalized sources after 

having so many advantages, have certain chronic 

disadvantages and also they employ certain 

malpractices. 

a. They make many illegal deductions from the 

amount of the loan and don’t give receipts for 

repayments and often they deny the payment of 

the loan.

b. They man oeuvre the amount of the loan.   They 

take the thumb impression of the farmer on a 

blank paper and enter the amount themselves.

c. Also the rate of interest charged by them is very 

high. The main aim of the moneylenders is to 

grab the lands of the farmers. They exploit the 

farmers for their benefit. 

These credit facilities from non-institutionalized 

sources carry very little interest or no interest and are 

returned soon after the harvest of the crops. 

However, they also are potential for exploiting the 

farmers. 

Institutionalized Sources:

The main sources of Institutional credit are co-

operatives, commercial banks, Regional Rural 

Banks, government and other specialized agencies 

such as agriculture finance corporation, National 

Bank for Rural Development, etc. The need for 

institutional credit for agriculture was felt as early as 

in the 19th century though its strengthening began 

only with the implementation of the First Five Year 

Plan, when it was estimated that only 7% of the credit 

needs werebeing met from the institutionalized 

sources and the unmet demand was the domain of 

moneylenders and landlords.   Institutional credit 

for agriculture was visualized as a way out to 

reorient agriculture production along with land 

reforms. It was observed that in the absence of such 

finance, the beneficiaries of land reforms, i.e. small 

farmers, succumbed to interlocked markets. The 

compulsion of farmers related to input purchase, 

meeting the recurring expenditure as well to get a 

reasonable and quick return for their produce could 

restart the cycle of:

Loan Indebtedness →  Land Alienation→
Pauperization→Greater Indebtedness

Institutional credit was to provide the back up to 
land reform by making cheap credit available. 
Therefore, it was to save farmer’s newly acquired 
property rights. 

Regional Rural Banks:
One of the important points in the 20 points 
economic programme of government of India 
during the time of emergency was the liquidation of 
rural indebtedness by stages and providing 
institutional credit to farmers in the rural sector.  
Regional Rural Banks (RRBs) were established in 
1975 under the provisions of the Ordinance 
promulgated on the 26th September 1975 and 
followed by Regional Rural Banks Act, 1976 with a 
view to develop the rural economy and to create a 
supplementary channel to the 'Cooperative Credit 
Structure' with a view to enlarge institutional credit 
for the rural and agriculture sector. 

The Government of India, the concerned State 
Government and the bank, which had sponsored the 
RRB contributed to the share capital of RRBs in the 
proportion of 50%, 15% and 35%, respectively. The 
area of operation of the RRBs is limited to notified 
few districts in a State. The RRBs mobilize deposits 
primarily from rural/semi-urban areas and provide 
loans and advances mostly to small and marginal 
farmers, agricultural laborers, rural artisans and 
other segments of priority sector.

The RBI in 2001 constituted a Committee under the 
Chairmanship of Dr. V S Vyas on “Flow of Credit to 
Agriculture and Related Activities from the Banking 
System” which examined relevance of RRBs in the 
rural credit system and the alternatives for making it 
viable. The consolidation process thus was initiated 
in the year 2005 as an off-shoot of Dr. Vyas 
Committee Recommendations. First phase of 
amalgamation was initiated Sponsor Bank-wise 
within a State in 2005 and the second phase was 
across the Sponsor banks within a State in 2012. The 
process was initiated with a view to provide better 
customer service by having better infrastructure, 
computerization, experienced work force, common 
publicity and marketing efforts etc. The 
amalgamated RRBs also benefit from larger area of 
operation, enhanced credit exposure limits for high 
value and diverse banking activities. As a result of 

amalgamation, number of the RRBs has been 
reduced from 196 to 64 as on 31 March 2013. The 
number of branches of RRBs increased to 17856 as on 
31 March 2013 covering 635 districts throughout the 
country. 

The main objective of the RRBs is to provide credit 
and other facilities particularly to small and 
marginal farmers, agricultural laborers and small 
entrepreneurs, so as to develop agriculture, trade, 
commerce, industry and other productive activities 
in the rural areas. To encourage the RRBs, the 
sponsoring banks have from the beginning provided 
them with managerial and financial assistance. The 
cost of training of staff of the RRBs is borne by the 
sponsor banks. Also, a lower rate of interest is 
charged on the borrowings of the RRBs. RBI has also 
provided concessions by allowing them to maintain 
a cash reserve ratio of only 3% and refinance facilities 
from NABARD. 

The main characteristics of the RRBs are as 
follows:

a. The RRBs grant direct loans only to small and 
marginal farmers, agricultural laborers, etc. 

b.The lending rates of the RRBs are not more than 
the interest rates of the co-operatives.

c. The area of RRBs is limited to a specified region 
comprising one or more districts of a state.

The RRBs have an important role to play in our 
economy as they are acting as alternative agencies to 
provide institutional credit in rural areas. They were 
not set up to replace cooperative credit societies but 
to supplement them, they are proposed to eliminate 
the moneylenders and land lords in course of time.  It 
is estimated that 95% of the credit given by the RRBs 
is given to the weaker section like small and medium 
farmers. A table indicating the key indicators of RRBs 
is provided as Annexure 1 attached to this paper.

National Bank for Agriculture & Rural Development 
(NABARD):
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At the instance of Government of India, the RBI, 
constituted a committee to review the arrangements 
for institutional credit for agriculture and rural 
development on March 30, 1979. The Committee, in 
its interim report, submitted on November 28, 1979, 
felt the need for a new organizational device for 
providing undivided attention, forceful direction 
and pointed focus to the credit problems arising out 
of integrated rural development and recommended 
the formation of National Bank for Agriculture and 
Rural Development(NABARD). The NABARD came 
into existence on July 12, 1982 by transferring the 
agricultural credit functions of RBI and refinance 
functions of the then Agricultural Refinance and 
Development Corporation (ARDC) to the newly 
constituted NABARD.  The mission of NABARD is 
to “Promote sustainable and equitable agriculture 
and rural prosperity through effective credit 
support, related services, institution development 
and other innovative initiatives.”

NABARD extends credit support by way of 
refinance to eligible institutions viz. State Co 
operative Agriculture and rural development Banks, 
State Co-operative Banks (SCBs), Commercial Banks, 
Regional Rural Banks (RRBs) and Scheduled Primary 
(Urban) Co-operative Banks (PCBs) for farm as well 
as non-farm sectors (NFS). NABARD provides long-
term investment credit to farm sector for various 
approved agricultural and allied activities such as 
minor irrigation, plantation & horticulture, forestry, 
land rural development, farm mechanization, 
agricultural equipments, animal husbandry and 
fisheries. Medium-term credit facilities are available 
to SCBs and RRBs for approved agricultural 
purposes and short-term credit facilities are 
extended to SCBs on behalf of District Central Co-
operative Banks (DCCBs) and RRBs for financing 
seasonal agricultural operations, marketing of crops, 
purchase, procurement and distribution of 
agricultural fertilizers and other inputs.

The main objectives of the NABARD are: 

• It serves as a refinancing institution for 

institutional credit such as long term, short term 

for the promotion of activities in the rural areas.

• It functions as the top organization in respect of 

all matters relating to policy, planning and 

operational aspects in the field of credit for the 

promotion of agriculture, small scale industries, 

cottage industries and other rural economic 

activities.

• It also provides direct loans to the institutions, 

which are approved by the government.

NABARD is performing the various functions 

assigned to it smoothly and efficiently. The bank has 

attempted to ensure the flow of credit to the weaker 

sections by making it obligatory for banks to 

disburse a specified percentage of short-term loans 

to small and marginal farmers and other 

economically weaker sections. NABARD has been 

playing a very important role in the channelization 

of bank credit to the rural sector. It provides 

refinance and improves the resource base of 

institutions providing credit to the rural sector. It 

also supervises the working of the rural cooperative 

banks. In recent years, NABARD has attempted to 

enhance the coverage of rural credit institutions by 

bringing in areas of non-traditional agriculture and 

new ventures in farm activities under their preview. 

It is also taking steps to restructure the institutional 

rural credit system.   

Community Banking/ Local Area Banks 
Self Help Groups

In community banking programme, some 10 to 15 

members from local area or in a street, preferably 

belonging to same community join together to form 

a Self Help Group (SHG). They put together their 

resources start lending to the members who are in 

need. Mostly, the members should pay minimum of 

Rs. 10 either daily on alternate days, weekly or 

monthly. Repayment starts with cash inflows of the 

borrower. Unlike the other sources of credit there are 

no middlemen, no processing, no documentation 

etc. This source is absolutely flexible. 

The next level of group formation is federation. It is a 

block level organization comprising of some 100 

villages. All SHGs are direct members of the 

federation. The federation can be registered or 

otherwise. The federation can take loans from formal 

institutions also. The main objective of the federation 

is to extend loans to SHGs who may need external 

sources of funds for lending to members.

The repayment of the loans by federation depends 

on the repayment schedule of SHGs. Since SHGs 

repayments are very flexible, the cash inflow to 

federations won’t be throughout the year. The result 

is federation also needs flexible repayment 

arrangements, which formal institutions won’t 

agree.  

Here the concept of Local Area Bank (LAB) comes 

into picture. It can extend loans to federations with 

flexible terms. The RBI proposed the idea of setting 

up of LABs. The private parties operate these banks. 

The main aim of these banks is to give loans to rural 

poor with as much flexibility as possible. 

The main objective of these banks is to provide 

monetary assistance to the small and medium 

farmers either directly or through federations. 

Major activities performed by these banks are: 

• Promoting self-employment among rural poor 

by providing them long-term loans and capital 

finance with conditions of repayment being 

flexible. 

• Mobilizing savings as a basis for starting up 

rural small micro enterprise.

• Providing technical support and assistance 

services to these rural small micro enterprises.

These banks are becoming very popular among the 

rural population. The reason behind this is the 

informal way of approaching; there are no 

middlemen, no processing, no documentation etc. 

required. Also the repayment of the loan is very 

flexible.

So much has been done in the rural credit structure 

but still rural people prefer non-institutional sources 

of credit. The reason for this is that a moneylender 

meets all the credit demands of the rural people 

productive or un-productive. He has the knowledge 

of the personal circumstances of the villagers, so he is 

able to give loan to the farmer which otherwise won’t 

get credit at all. He adapts a flexible attitude towards 

the execution of documents and is accessible all the 

time. He helps the farmers in the time of need. Also, 

the cost of administration is low, because they 

operate only locally and give loans to a few farmers. 

Government Measures or Initiatives to 
Boost Rural Credit

a) Farm Credit Package

The Government of India announced the “Farm 

credit package” in 2004 which aimed at doubling the 

flow of institutional credit for agriculture. 

Accordingly, the credit to the farm sector got 

doubled during first two years, i.e., from Rs.86,981 

crore in 2003-04 to Rs. 1,80,486 crore in 2005-06, as 

against the stipulated time period of three years. The 

credit flow continued to increase at Rs. 2,29,400 crore 

in 2006-07 and then to Rs.5,80400 crore in 2012-13.

To improve agricultural credit flow, the credit target 

for 2016-17 has been fixed at Rs. 9 lakh crore against 

Rs. 8.5 lakh crore for 2015- 16. As against the target, 

the achievement for 2016-17 (upto September 2016), 

was 84 percent of the target, higher than the 

corresponding figure of 59 per cent upto September 

2015.
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b) Farm Loan Waiver, Debt Relief Fund: 

The Government decided to setup a Farmers' 

Debt Relief Fund (FDRF) with an initial corpus 

of Rs. 10,000 crore to implement the farm loan 

waiver scheme to help about four crore 

peasants.

The government initially provided Rs. 10,000 

crore to the Fund, which has been earmarked 

in the supplementary demands for grants for 

2007-08. This fund was augmented by another 

Rs. 50,314 crore in the next four years to 

compensate the banks and other lending 

institutions on account of losses resulting from 

farm loan waiver scheme. This debt waiver and 

debt relief scheme was targeted to benefit 3 crore 

small and marginal farmer and 2 crore other 

farmers.

b) Other Measures Taken

i. Procedural simplification for credit delivery 

has been made (as per R.V. Gupta 

Committee Report) through rationalization 

of internal returns of banks.

ii. More powers have been delegated to branch 

managers to raise the credit flow to 

agriculture.

iii. Introduction of composite cash credit 

limit to farmers, introduction of new 

loan products with saving components, 

cash disbursement of loans, dispensation 

of no due certificate and discretion to 

banks on matters relating to margin 

security requirements for agricultural 

loans above Rs. 10,000.

iv. Introduction of at least one specialized 

agricultural bank in each state to cater to the 

needs of high tech.

WHAT ARE THE CHALLENGES& 
CONCERNS IN RURAL CREDIT?

Problems of Rural Credit in India:

1. Insufficiency of funds:

In spite of expansion of rural credit structure, the 

volume of rural credit in the country is still 

insufficient as compared to its growing 

requirement arising out of increase in prices of 

agricultural inputs.

2. Inadequate Sanction of loan:

The amount of loan sanctioned to the farmers by 

the agencies is also inadequate for meeting their 

different aspects of agricultural operations. 

Considering the amount of loan sanctioned as 

inadequate and insignificant, the farmers often 

divert such loan for unproductive purposes and 

thereby dilute the very purpose of such loan.

3. Growing Over-dues:

The problem of over-dues in agricultural credit 

continues to be an area of concern. The recovery 

of agricultural advances to various institutions is 

also not at all satisfactory. In 1997-98, the 

recovery of agricultural advances of commercial 

banks, co-operative banks and regional rural 

banks were 63 per cent, 66 per cent and 57 per 

cent respectively. Such growing over-dues have 

also been resulted from poor repaying capacity 

of farmers. As a result of that, the credit agencies 

are becoming wary of granting loan to farmers.

4. Lesser Attention of Poor Farmers:

Rural credit agencies and its schemes have failed 

to meet the needs of the small and marginal 

farmers. Thus, lesser attention has been given on 

the credit needs of the needy farmers whereas 

the comparatively well-to-do farmers are getting 

more attention from the credit agencies for their 

better credit worthiness.

5. Un-attractive business for banks: 

Commercial banks view rural financing as costly 

and cumbersome. Their transaction costs are 

high at an estimated 6% to 7% of loans advanced. 

One reason for these high transaction costs is the 

corporate culture of these banks. To bring down 

costs, they are focusing on selected clientele of 

large borrowers. The bank staff is not motivated 

to go to rural branches. Many commercial banks 

have closed nonviable rural branches because of 

rising non-paying assets and the high cost of 

rural lending

6. Inadequate Coverage:

In India, the institutional credit arrangement 

continues to be inadequate as compared to its 

growing needs. The development of co-

operative credit institutions like Primary 

agricultural credit societies, land development 

banks, commercial banks and regional rural 

banks, have failed to cover the entire rural 

farmers of the country.

7. High interest rate:

The rate of interest charged by RFIs from farmers 

is considerably higher than that charged by 

financial institutions from urban consumers. 

This is beyond the means of owners of small or 

marginal farms, which are nonviable or viable at 

the margin, and the self-employed in the 

informal sector. Despite an understanding 

reached between the Indian Banks' Association 

and the government in the presence of the 

Reserve Bank of India (RBI) that crop loans will 

carry single-digit interest, banks were 

reportedly charging 12% to 14% interest.

8. Red Tapism:

Institutional agricultural-credit is subjected to 

red-tapism. Credit institutions are still adopting 

cumbersome rules and formalities for advancing 

loan to farmers which ultimately force the 

farmers to depend more on costly non-

institutional sources of credit.

9. Continued presence of informal markets:

Loan obtained from money lenders, relatives, 

friends, etc. constitute the 'informal sector' of 

credit. They charge much higher rate of interest 

than the lenders in the formal sector of credit on 

short term or medium term. Sometimes, due to 

high interest rate and short credit period the 

repayment amount becomes more than the 

person's income. This leads to debt-trap. As 

there is no supervision from a regulatory body 

like RBI on informal sector, it is a challenge for 

the government to control and regulate this grey 

sector of economy.

Meeting the credit needs of 25 million nonfarm 

informal sector enterprises continues to be a 

challenge to the rural financial institutions 

(RFIs). Though the coverage of micro-finance 

scheme has expanded, still around 70% of the 

poor are out of this network. The micro-finance 

sub-sector of institutional credit has not 

explicitly targeted the agricultural sector. RFIs 

have bypassed tenants and sharecroppers. More 

than 60% of the farm families are yet to receive 

the Kisan Credit Cards

WHAT IS THE CRITERIA FOR BEING A 
“GOOD CREDIT SYSTEM”?
Without following a proper procedure, no system 

can be a good system. Therefore, the following are 

the criteria that need to be satisfied before any credit 

system can be said to be a good credit system:

(a) All credit demands of the farmers should be met. 

If we want to improve the agricultural economy 

we must ensure a constant supply of credit to the 

farmers. 

(b) Credit should accelerate the economic growth. 

This means that the financial assistance 
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provided should contribute to the economic 

development of the farmer and hence of the 

economy. Also, it should be ensured that the 

money is invested in productive works.

(c) Credit should be made available near the farmer 

and when needed by the Farmer. It should be 

convenient for him to get access to the credit.

(d) Credit terms should be easy, i.e., it should be 

granted at a low rate of interest for a fairly long 

period corresponding with the operation which 

it is designed to facilitate.' Like loan repayment 

should be after the selling of the crops.

(e) The borrower should be encouraged to use new 

and modern technologies. This implies that it 

should be ensured that the credit is used in 

productive activities.

(f) Convenience to the farmer that means 

convenience in repaying the loan by the farmer 

in easy installments spread over a period and 

payment after marketing the produce.'

(g) Lending machinery should suitably match with 

the recovery machinery. There must be some 

proper mechanism to recover the credit given, or 

otherwise the lending institution will not work.

(h) If the situation of failure and liquidation of 

farmer's property arises it should be made sure 

that a fair price is secured and the amount left 

after the payment of the credit is paid, should be 

paid back to him.

(i) The lending agency should be financially strong. 

This means that it should have enough money to 

fulfill the credit needs of the poor farmers.

(j) The lending agency should be in a position to 

ensure full recovery of loans.

CONCLUSION
The paper has thrown light on the important 

concepts of, inter alia, meaning of rural credit, its 

importance and its major sources. There is no doubt 

that the government and the RBI has taken a lot of 

steps to improve the credit availability for the rural 

sector. However, there still remain certain problems, 
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Sr. Name of RRB State Sponsor Bank No. of Total No. Total
No. District of Borrowings

Covered Branches

1 Andhra Pradesh Grameena Vikas Bank Andhra Pradesh State Bank of India 8 638 242696.00

2 Andhra Pragathi Grameena Bank Andhra Pradesh Syndicate Bank 5 438 339430.00

3 Chaitanya Godavari Grameena Bank Andhra Pradesh Andhra Bank 3 128 104503.28

4 Deccan Grameena Bank Andhra Pradesh State Bank of Hyderabad 5 269 88940.48

5 Saptagiri Grameena Bank Andhra Pradesh Indian Bank 2 157 116004.19

6 Arunachal Pradesh Rural Bank Arunachal Pradesh State Bank of India 8 27 797.39

7 Assam Gramin  Vikash Bank Assam United Bank of India 25 374 14440.41

8 Langpi Dehangi Gramin Bank Assam State Bank of India 2 53 2318.35

9 Bihar Gramin Bank Bihar UCO Bank 9 243 36099.00

10 Madhya Bihar Gramin Bank Bihar Punjab National Bank 11 474 66658.92

11 Uttar Bihar Gramin Bank Bihar Central Bank of India 18 1001 88044.00

12 Durg Rajnandgaon Gramin Bank Chhatisgarh Dena Bank 5 130 5894.54

13 Surguja Kshetriya Gramin Bank Chhatisgarh Central Bank of India 4 103 3195.00

14 Chhattisgarh Gramin Bank Chhattisgarh State Bank of India 19 322 19141.98

15 Baroda Gujarat Gramin Bank Gujarat Bank of Baroda 12 151 12795.41

16 Dena Gujarat Gramin Bank Gujarat Dena Bank 7 175 22040.80

17 Saurashtra Gramin Bank Gujarat State Bank of India 7 203 30875.39

18 Gurgaon Gramin Bank Haryana Syndicate Bank 7 231 40736.25

19 Haryana Gramin Bank Haryana Punjab National Bank 16 276 157238.45

20 Himachal  Pradesh Gramin Bank Himachal Pradesh Punjab National Bank 12 188 19381.99

21 Ellaquai Dehati Bank Jammu & Kashmir State Bank of India 13 122 4000.00

22 Jammu & Kashmir Grameen Bank Jammu & Kashmir Jammu & Kashmir Bank 13 201 20217.00

23 Jharkhand Gramin Bank Jharkhand Bank of India 15 239 9005.49

24 Vananchal Gramin Bank Jharkhand State Bank of India 9 203 6176.48

25 Kaveri Grameena Bank Karnataka State Bank of Mysore 10 334 37470.37

26 Karnataka Vikas Grameena Bank Karnataka Syndicate Bank 9 524 175991.45

27 Krishna Grameena Bank Karnataka State Bank of India 3 168 32476.27

28 Pragathi Gramin Bank Karnataka Canara Bank 8 434 64774.00

29 North Malabar Gramin Bank Kerala Syndicate Bank 7 222 174585.00

30 South Malabar Gramin Bank Kerala Canara Bank 8 284 124614.25

31 Narmada Jhabua Gramin Bank Madhya Pradesh Bank of India 13 313 59662.63

32 Madhyanchal gramin Bank Madhya Pradesh State Bank of India 12 396 56991.00

33 Central Madhya Pradesh Gramin Bank Madhya Pradesh Central Bank of India 25 423 68352.35

Annexure 1: Important Key Indicators of RRBs (Information sourced from NABARD) Sr. Name of RRB State Sponsor Bank No. of Total No. Total
No. District of Borrowings

Covered Branches

34 Maharashtra Gramin Bank Maharashtra Bank of Maharashtra 16 351 65656.26

35 Vidharbha Konkan Gramin Bank Maharashtra Bank of India 17 294 33861.51

36 Manipur Rural Bank Manipur United Bank Of India 9 28 1316.11

37 Meghalaya Rural Bank Meghalaya State Bank of India 7 76 1470.55

38 Mizoram Rural Bank Mizoram State Bank of India 8 71 3661.36

39 Nagaland Rural Bank Nagaland State Bank of India 5 10 0.00

40 Odisha Gramya Bank Odisha Indian Overseas Bank 13 475 44020.17

41 Utkal Grameen Bank Odisha State Bank of India 17 426 20953.36

42 Puduvai Bharathiar Grama Bank Puducherry Indian Bank 2 30 11161.72

43 Malwa Gramin Bank Punjab State Bank of Patialia 5 62 32133.80

44 Punjab Gramin Bank Punjab Punjab National Bank 13 218 88376.00

45 Sutlej Gramin Bank Punjab Punjab & Sind Bank 6 31 10379.96

46 Mewar Aanchalik Gramin Bank Rajastan ICICI Bank Ltd 3 59 1937.45

47 Baroda Rajasthan Kshetriya Gramin Bank Rajasthan Bank of Baroda 21 638 181632.30

48 Marudhara Gramin Bank Rajasthan State Bank of 12 460 142811.21
Bikaner & Jaipur

49 Pallavan Grama Bank Tamil Nadu Indian Bank 15 150 43036.18

50 Pandyan Grama Bank Tamil Nadu Indian Overseas Bank 16 224 221929.00

51 Tripura Gramin Bank Tripura United Bank Of India 8 133 15588.00

52 Allahabad UP Gramin Bank Uttar Pradesh Allahabad Bank 11 555 196307.28

53 Aryavart Kshetriya Gramin Bank Uttar Pradesh Bank of India 9 406 47247.59

54 Ballia-Etawah Gramin Bank Uttar Pradesh Central Bank of India 4 143 4698.25

55 Baroda Uttar Pradesh Gramin Bank Uttar Pradesh Bank of Baroda 14 737 72562.13

56 Kashi Gomati Samyut Gramin Bank Uttar Pradesh Union Bank Of India 8 401 10879.44

57 Prathama Gramin Bank Uttar Pradesh Syndicate Bank 4 250 86662.58

58 Purvanchal Gramin Bank Uttar Pradesh State Bank of India 7 428 40608.16

59 Sarva UP Gramin Bank Uttar Pradesh Punjab National Bank 17 353 65539.82

60 Shreyas Gramin Bank Uttar Pradesh Canara Bank 7 245 40605.37

61 Uttarakhand Gramin Bank Uttarakhand State Bank of India 13 237 14840.91

62 Bangiya Gramin Vikash Bank West Bengal United Bank of India 11 574 59360.38

63 Paschim Banga Gramin Bank West Bengal UCO Bank 4 218 9802.00

64 Uttarbanga Kshetriya Gramin Bank West Bengal Central Bank of India 3 129 12186.00

ALL INDIA TOTAL 635 17856 3826772.97
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Intermediation in Insurance – 
Perspective towards Business Expansion

Administrating distribution network is a key judgment 
for successful business. An exceptional system of 
distribution results in efficient and productive 
performance of company. Thereby distribution of products 
and services becomes the primary activities of all 
insurance companies wherein intermediaries have historic 
role to play in the accomplishment of their outcome. Also, 
the performance of Life Insurance Industry depends how 
resourcefully its distribution channels work. Therefore, 
the present paper discusses the relevance of intermediation 
in the expansion of insurance business. It determines the 
impact and performance of distribution channels in the 
horizon of Indian life insurance industry. The study has 
assessed the business parameters in terms of number of 
policies issued and premium income underwritten by 
public and private life insurers for the period of nine years 
i.e. from 2006-07 to 2014-15. To assess the business 
procured by life insurers and intermediary channels, 
descriptive statistics, growth rate and compound annual 
growth rate through log linear regression model has been 
determined. The results unfold that public insurer i.e. LIC 
has been generating paramount business to life insurance 
industry as compared to private insurers. The final word 
of the study highlighted that entire business has been 
pursued by individual agents as compared to other 
distribution channels operating in industry. The business 
brought in by other channels is very scanty. But since 
these are emerging channels of industry, the trend shows 
that these channels will become successful in coming 
years. The findings suggest that, if the rising channels 
need to remain vibrant in the market arrangement and 
become more proficient in the light of their performance, 
they need to revamp their distribution courses of action in 
order to contest with the performance of established 
channel. 

Keywords: Intermediation, Insurance Business, 
Growth, India. 
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INTRODUCTION
Distribution is the process that forges a proper match 

between a product and the end-user. It is of utmost 

importance to ensure that while this process is 

accomplished successfully, there is value addition to 

the entire chain - producer and consumer (Sud, 

2012). In the domain of financial services, where it is 

very difficult to quantify the success of the process, 

the ultimate business figures have come to be seen as 

the indicators of achievement. In absence of a more 

realistic gauge, the end results do serve the purpose; 

but it is equally important to take a holistic view of 

the entire process of intermediation and the means 

through which results are obtained, rather than 

getting carried away entirely by the numbers 

(Jawaharlal, 2011). An intermediary can be a great 

ambassador for the principal that he or she acts for 

and quite often, it is the efficiency of distributor that 

sets the tone for reputation of the player. It is thus 

very vital that the insurers exercise utmost care in 

building up their distribution channels and are not 

driven by their business targets exclusively all the 

time. The high incidence of wrongful selling of 

products whether deliberate or otherwise in 

insurance domain is not a very positive indicator of 

successful intermediation. A proper assessment of 

the needs of the prospect, followed by a proper 

choice of the product in consultation with the 

prospect should end in a successful completion of 

the process in its true spirit. In the domain of 

corporate clients, intermediation could assume a 

much larger role. Assessing the various risks that the 

entities are exposed to and developing a 

comprehensive risk management solution for it 
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would be an ideal job for the intermediary (Parekh, 

2011). It is good to see that there is a great deal of 

improvement in Indian insurance domain, where 

the new channels of distribution are progressively 

demonstrating a larger role. It is hoped that one gets 

to see contributions that are even more positive from 

the intermediaries, especially in some niche realm, in 

order that we move progressively towards higher 

standards.

INTERMEDIATION IN INSURANCE: 

THE HIGHLIGHTS
Distribution channels or intermediaries are the 

middlemen which formulate connection between 

'consumers' who are in search to procure insurance 

policies or products and 'insurance companies' who 

are looking for to sell those policies or products 

(Parekh, 2011).  They are interdependent 

organizations that are involved in moving the 

products, services, information from business to 

consumers (Baradhwaj, 2013). Various channels are 

procuring business in the industry:

Firstly, an Individual Agent is an individual person 

who is an intermediary representing the insurance 

company. According to Insurance Development 

Regulatory Authority (IRDA), he is certified 

individual, who sells insurance products or policies 

on behalf of one insurance company(Cummins and 

Doherty, 2006). Agents play a very important role in 

selling various policies to prospective customers. 

With the market flooded with life insurance 

products of various companies that are almost 

similar, customers are bound to be confused. It is the 

agent, who opens the knots of confusion from the 

customer's mind and suggests the most suitable plan 

after analyzing customer needs and their financial 

state (Rajeshwari and Christy, 2012).An agent 

represents the 'principal' (insurance company) 

before the customers. He is face of the organization 

and customer reposes immense trust on the agent in 

variety of ways(Gopalakrishna, 2012). The customer 

expects the agent to suggest him solutions that help 

him meet his financial goals that are due sometime in 

future (Venugopal, 2012). This in turn, expects the 

agent to make a conscious and diligent attempt to 

understand the needs of the customers ina unique 

and differentiated manner (Sud, 2012).

Secondly, corporate agents work on similar lines of 

broking companies but represent one life and one 

non-life companies. But, full potential of this 

distribution channel is yet to be fully tapped. The 

corporate agents have the advantage of making use 

of their vast network of resources to spread the 

message of insurance. There is no doubt that the 

corporate agents have not contributed to a great deal 

to the visibility of insurance business. 

Thirdly, bankshave started participating actively in 

insurance business only in the recent past, they have 

been referring their leads to various insurers for 

quite some time. After obtaining authorization from 

Reserve Bank of India (RBI), IRDA passed a 

notification in 2002, wherein banks are allowed to 

enter in insurance business (Bala and Verma, 2012; 

Parida, 2014). Bancassurance is a synergy of banks 

and insurance company whereby insurance 

products are sold by banking networks (Reddy et al., 

2004; Agarwal, 2004; Fan and Cheng, 2009). Banks 

have unparalleled access and trust of the customer 

(Bondia, 2012).Largely, Bancassurance can be split 

into three models: viz., Distributor (bank which sells 

the products), Partner (bank with a joint venture 

agreement with insurer), and Owner (bank which 

sets up insurance subsidiary).

Fourthly, another new distribution channel is an 

Insurance Broker which has three distinctive 

benefits for customers: choice, expertise, and 

customer servicing. Brokers are very effective in 

reducing the cost of distribution (Bondia, 2012). 

While an Agent represents only one insurance 

company (one general, one life or both), a Broker 

may deal with more than one life insurer or general 

insurer or both. The main difference in these 

distribution channels is that the channels other than 

insurance brokers represent the insurance company, 

while the insurance brokers are representing the 

customer (Jain, 2011).

Fifthly, direct sellers are the insurance companies 

who sell their products and services directly to 

consumers (Fan and Cheng, 2009). They do not 

employ any intermediary to sell their policies rather, 

staff of companies put up sale of insurance products 

directly to the clients. For insurers, the direct channel 

pushes products to existing or new customers. It 

does not have a comprehensive financial and risk 

assessment of customers, a data that could offer vital 

insights into customer preferences and choices. It 

does not capture the objections raised by the 

customer during the purchase, an important part of 

the feedback loop for product design (Parekh, 2011). 

And most importantly, it does not assess the 

customer comfort with the process of sale or service. 

However, it is a matter of time before some insurers 

figure a methodology to increase the customer 

engagement without incurring significant costs. 

Sixthly, the other alternative channel is Micro-

insurance which refers to giving insurance to the 

low-income people alow-value product. This needs 

a different design of the distribution strategies such 

as premium based on community risk-rating and 

active involvement of an intermediary. Micro-

insurance agents are allowed to carry out the 

collection of proposal forms, remittance of premium, 

settlement of claims, nominations and policy 

administration services. He is required to sell micro 

insurance products to foster financial inclusion. 

Basically, Non Government Organization (NGO), 

Self Help Groups (SHG), Micro Finance Institutions 

(MFI), Cooperative Banks, Agricultural cooperative 

societies appoint micro insurance agents for their 

purpose (Baradhwaj, 2013). 

Seventhly, are ferral tie-upis an agreement between 

a bank and an insurer wherein the bank gives a 

reference of prospective customers to the insurer 

(Pejawar, 2008). It is part of the bancassurance. The 

referral fee paid by the insurer to the bank should be 

treated as acquisition cost and should be decided 

between the parties under a written agreement. 

Referral providers promote the penetration of 

insurance through provision of good prospecting list 

and the huge database. 

LITERATURE REVIEW
Rao (2006) asserted that it was only the distribution 

channel, which discovered the risk exposure needs 

of the consumers and served them the best product 

according to their requirements. But in present 

scenario, intermediaries emerged as professional 

consultants with greater expertise, knowledge, 

excellent negotiating, and communicating skills. 

Viswanathan (2006) observed that distribution 

channel was playing a vital role in significant growth 

of an insurance industry. Prior opening of insurance 

industry to private sector it was linked with only tied 

agency channel. But now the emphasis revolved 

around creating alternative channels. In the 

situation of rapid changes in Indian insurance 

industry, the customers have enjoyed diversity in 

products and services with multiplicity of 

distribution channels. The result of the study 

disclosed that in the pace of challenging 

environment, the customer's perception lies at the 

centre and the ultimate rationale of success was 

matching the right segment of customer with right 

products at right time with right distribution 

channel. Lakshmikutty and Baskar (2006) 

highlighted the prevalence of various distribution 

channels in insurance industry and how they have 

helped in overcoming the problems and challenges 

faced by companies. The scenario of Indian market 

tinted that among the various distribution channels, 

agents remained to be the primary channel of 

insurance. The ultimate success of marketing of 

insurance channels depends upon matching the 

elements of market with the suitable segment of 

intermediaries and understanding the socio-cultural 

needs of targeted population. Radhakrishan (2006) 

examined various issues related to emerging role of 

brokers in Indian insurance industry. Broker was 

playing a role of an intermediary, a professional 

consultant and it was working at its best in terms of 

improved market, specialized knowledge, handling 

claims, grasping wide range of clients and 

industries. The statistics showed that market of 

broking industry in India was stabilized to some 

extent and but stringent guidelines of IRDA has 
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affected the growth and development of broking 

industry. Sethi (2008) discussed the role of 

intermediaries in insurance market. There has been a 

significant increase in the number and type of 

insurance intermediaries with opening up of 

insurance sector in 2001 and with significant role 

played by IRDA. But every intermediary was 

performing different roles and functions 

irrespective to one another. The study observed that 

increase in number of intermediaries has resulted in 

enhanced number of products, insurance 

penetration, and premium income. In regard to 

choice of insurance companies and functions 

performed by various intermediaries, brokers 

enjoyed the prominent place in Indian insurance 

market which has come out with entire set of 

insurance solutions and in the coming years, 

insurance brokerage firm would become an 

important part of insurance industry. Sithapathy 

(2008) highlighted that what has been and what 

would be the role of insurance broker in emerging 

insurance markets. The broker owed his loyalty 

towards the insured but ultimately paid by insurer 

for services rendered to insured.  But he was alleged 

that broker couldn't maintain trust and confidence 

with insured as if he was actually paid by insurer. 

The final word of the study suggested that the 

brokers delivered far more in term of services than 

what they have delivered in the past. The true role of 

broker would be judged by those who actually 

availed their services. Govardhan (2008)examined 

the relevance of various distribution channels in 

emerging insurance markets. The functions 

performed by numerous distribution channels like 

individual agent, corporate agents, brokers, 

bancassurance, referrals, direct marketing and micro 

insurance was discussed in the study. The effective 

growth of business ultimately depends on the 

performance of various distribution channels. The 

study asserted that each distribution channel was 

performing at its best in one way or another. 

Majumdar (2010) observed that distribution 

channels has played significant role in enhancing 

insurance penetration. The study disclosed that 

although tied agents has brought maximum 

business to the life insurance industry but 

bancassurance channel was regarded as upcoming 

channel in terms of its growth and productivity. 

Danuletiu (2011) tinted qualitative aspects and 

challenges, the brokers have to face by highlighting 

various legislative issues that were affecting the 

business of insurance brokers. The study led to the 

conclusion that broker's insurance market has 

become accustomed to new conditions and put 

significant impact on the insurance market in terms 

of its anticipated growth. The results of the study 

showed negative perception of the people regarding 

broker's insurance market.  Chaudhary and Kiran 

(2011) attempted to study Indian life insurance 

scenario in the light of various indicators. The study 

reported that industry has expanded tremendously 

in terms of number of offices, number of agents, new 

business policies, premium income, new products 

etc. Sud (2012) highlighted the role and functions 

performed by agents in insurance market. Among 

the various distribution channels, agency channel 

was considered the most preferred source of 

customers for buying life insurance policy. Agent 

acted as the financial advisor to the customer who 

identify the needs and offer best solutions to them, 

provide qualitative advice, direct in taking right 

decisions. Rajeshwari and Christy (2012) examined 

the performance of individual agents in Indian life 

insurance industry. The performance is measured 

with respect to the number of individual agents 

performing in the industry, individual business 

underwritten in terms of premium and policies by 

the agents. The study showed remarkable 

performance of agents in the way to enhance 

insurance business, they should provide advisory 

services to build vast customer base. Bondia (2012) 

discussed the role of broker as an intermediary in 

insurance industry. The job of an intermediary was 

making the customers aware of the multiple 

products in the market which suited their needs and 

requirements. IRDA has played a vital role in 

strengthening the position of brokers in 

industry.The study found that the broker channel 

has brought several advantages to the industry and 

it would develop considerably over the period. 

Baradhwaj (2013) inscribed the compliance 

framework of the distribution models of Indian 

insurance industry. It enumerated that distribution 

channels were considered essential constituent of 

insurance sector. The study showed that all 

distribution channels prevailing in the insurance 

domain has to follow certain guidelines and fulfill 

regulations in their true spirit in order to sustain in 

the industry. 

RESEARCH  METHODOLOGY
The study has been conducted to examine, how far 

the intermediation in insurance has led to the 

expansion of insurance business. The broad 

objective is to determine the growth and 

performance of distribution channels of Indian life 

insurance industry. The study has assessed the 

business performance in terms of number of policies 

issued and premium income underwritten by public  

and private life insurers for the period of nine years 

i.e. from 2006-07 to 2014-15.The study is based on 

secondary data collected from Journals, Handbook 

and Annual Reports of IRDA. To achieve the 

objective, descriptive statistics, growth rate and 

compound annual growth rate is calculated by 

applying regression model in its exponential form.

ANALYSIS AND INTERPRETATION
At the opening, the business generated by all life 

insurers of Industry has been taken into 

consideration by analyzing number of new policies 

issued and insurance premium collected by them, in 

period of nine years. Table 1 exhibits the total 

number of policies issued by public and private 

insurers. Along with growth in each year over the 

previous year has been calculated. The compound 

annual growth rate (CAGR) over the period of nine 

years has also been shown.

Viewing the business brought in by life insurers 

in Table 1 make obvious that from the period 2006-07 

to 2014-15, public life insurer i.e. LIC has brought 

huge business to the industry where it issued 

382.29 lakhs policies in 2006-07. The figure increased 

to 388.63 in 2009-10 demonstrating 8.21 per cent 

growth from the previous year. Subsequently the 

year 2014-15, shows the major breakdown in 

lieu of issuance of policies by LIC. The figure came 

down to 201.71 lakhs and resulting in huge negative 

growth of 41.55 per cent from the previous year. 

Thereafter screening the number of policies issued 

by private life insurers in 2006-07 was 79.22 lakhs but 

in 2008-09, it improved to 150.11 resulting in 13.19 

per cent growth from the previous year. But 

gradually after this period, the issuance of policies 

dropped to 57.37 lakhs reaching the year 2014-15 

resulting in negative CAGR of 8.69 per cent over the 

period of nine years. Then total number of policies 

issued by the industry was maximum i.e. 532.25 

lakhs in 2009-10 as against 461.52 lakhs in 2006-07. 

The figure reduced to 259.08 lakhs in 2014-15 with 

negative growth of 36.61 per cent from the previous 

year and significant CAGR of 5.54 per cent in the 

overall time period.

Intermediation in Insurance – 
Perspective towards Business Expansion

Intermediation in Insurance – 
Perspective towards Business Expansion

Life Insurers 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 CAGR

LIC 382.29 376.13 359.13 388.63 370.38 357.51 367.82 345.12 201.71 -4.686*
(-1.61) (-4.52) (8.21) (-4.70) (-3.47) (2.88) (-6.17) (-41.55)

Private 79.22 132.62 150.11 143.62 111.14 84.42 74.05 63.60 57.37 -8.698**
(67.40) (13.19) (-4.32) (-22.61) (-24.04) (-12.28) (-14.11) (-9.79)

Industry 461.52 508.74 509.23 532.25 481.52 441.23 441.87 408.72 259.08 -5.540**
(10.23) (0.10) (4.52) (-9.53) (-8.22) (-0.01) (-7.50) (-36.61)

Figures in lakhs 

Figures in bracket indicate the growth over previous year in percent.

Table 1: Number of New Policies Issued- Sector Wise
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Channel Time Mean Std. Deviation

Individual Agent 2006-07 16.44 1.41

2007-08 16.65 1.09

2008-09 16.66 1.01

2009-10 16.60 1.20

2010-11 16.44 1.36

2011-12 16.29 1.52

2012-13 16.20 1.69

2013-14 16.11 1.73

2014-15 15.72 1.49

Bancassurance 2006-07 13.42 0.49

2007-08 13.54 0.67

2008-09 13.68 0.58

2009-10 13.67 0.88

2010-11 13.50 1.11

2011-12 13.69 0.94

2012-13 13.80 0.96

2013-14 13.71 1.06

2014-15 13.61 1.35

Corporate Agent 2006-07 13.20 0.86

2007-08 13.54 1.60

2008-09 13.59 1.64

2009-10 13.81 1.80

2010-11 13.78 1.42

2011-12 12.99 1.70

2012-13 12.53 1.85

2013-14 12.17 1.71

2014-15 11.67 1.56

Broker 2006-07 11.69 0.59

2007-08 11.34 1.15

2008-09 11.42 1.56

2009-10 11.14 2.58

2010-11 11.01 2.99

2011-12 10.89 3.07

2012-13 10.34 3.70

2013-14 11.75 1.29

2014-15 11.64 1.15

Direct Selling 2006-07 12.32 0.67

2007-08 13.83 1.46

2008-09 13.75 1.35

2009-10 13.60 1.14

2010-11 11.95 2.73

2011-12 12.44 1.49

2012-13 12.51 1.36

2013-14 12.48 1.10

2014-15 12.28 1.42

Table 2: Number of policies issued- Channel Wise

The table 4 presents the results of descriptive 

statistics which showed mean values and standard 

deviation. The performance of distribution channel 

in life insurance industry in collection of premium 

amount is better revealed by the mean values. For 

the individual agent channel mean values stand in 

the range from 9.68 to 10.29 which is actually highest 

as compared to other channels. The second 

performing channel of industry is bancassurance 

with mean values lying in range of 7.13 to 8.13 over 

the period of nine years. Thereafter corporate agent 

channel has reported mean values of about 5 to 6. 

The mean value of direct selling channel lies in range 

from 5.84 to 7.78. Brokers have been showing lowest 

mean in the range of 4 to 5 as compared to other 

channel. So it can be said that individual agent is the 

highest and broker is the least contributor in 

collection of premium amount to the industry (better 

depicted in Figure 2). 
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The table 2 gives the descriptive statistics which 

sighted the means and standard deviation of all the 

channels taken for the analysis over the period of 

time. The position of each channel with respect to 

issuance of policies is very well depicted through 

their mean values. The outperforming channel is 

individual agent (better depicted in Figure1) where 

its mean value appear to be around 16 from 2006-07 

to 2013-14. The value slightly dropped to 15.72 in 

2014-15 but reporting highest mean values as 

compared to other channels. The bancassurance is 

the second performing channel of industry in terms 

of issuance of policies after individual agentas its 

mean values emerge to  be around 13. Broker is the 

least performing channel of industry in terms of 

business generation (Figure1). The mean values lies 

in range from 10.34 to 11.75. The corporate agent 

channel reporting mean of around 13 from 2006-07 to 

2011-12. The current years bestowed slight downfall 

in their respective means. Same is the scenario with 

direct selling where it showed mean values around 

13 from 2006-07 to 2009-10 and in other years there is 

downfall in mean values.

Table3 highlights the total amount of premium 

collected by life insurers in industry wherein LIC has 

been the major contributor to the industry always. In 

2006-07 the amount of premium collected by the 

industry was 156075.84 crores out of which 

127822.84 crore has been brought by LIC only and 

rest by private insurers. Till 2010-11, the collection in 

premium amount has been increasing but after that, 

it witnessed a slow downfall. In 2012-13, the amount 

reduced to 287202.49 crores in which private insures 

collected only 78398.91 crores of premium. But the 

year 2014-15 recorded a maximum collection in 

premium income of 328101.14 crores registering 

growth of 4.39 per cent (9.44 per cent growth in 

previous year).  While private sector insurers 

collected 88433.49 crores of premium posting 14.32 

per cent growth (1.33 per cent decline in previous 

year), LIC recorded 1.15 per cent growth (13.48 per 

cent growth in previous year). But in the era of nine 

years, insurers witnessed fruitful and significant 

CAGR.

Figure 1: Number of Policies Issued: Channel Wise

Life Insurers 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15 CAGR

Private 28253.0 51561.4 64497.43 79369.9 88165.2 84182.83 78398.9 77359.3 88433.49 10.960***
(82.50) (25.09) (23.06) (11.08) (-4.52) (-6.87) (-1.33) (14.32)

LIC 127822.8 149790 157288.0 186077.3 203473.4 202889.2 208803.5 236942.3 239667.6 7.896***
(17.19) (5.01) (18.30) (9.35) (-0.29) (2.92) (13.48) (1.15)

Industry 156075.8 201351.4 221785.4 265447.2 291638.6 287072.1 287202.4 314301.6 328101.1 8.545***
(29.01)  (10.15) (19.69) (9.87) (-1.57) (0.05) (9.44) (4.39)

Figures in crores

Figure in the bracket represent the growth over previous year in percent

Table 3: Total Life Insurance Premium Underwritten:  Sector wise
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CONCLUSION: THE ROAD AHEAD
Distribution plays a crucial role in widening the 

insurance market. For an industry poised on the 

threshold of change, it is imminent that each 

insurance player move around the understanding 

the route toward reaching its customer. However, 

sanity will be restored through intermediation 

network. However, channel reward would veer 

towards market determined characteristics where 

the value offered by the channel to the customer and 

the insurer would outweigh the fees received for the 

advisory service offered.

The effort of the present study was to exhibit that 

how the distribution channels has changed the 

horizon of insurance market and has led to the 

growth of its business. The results unfold that public 

insurer i.e. LIC has been generating paramount 

business to life insurance industry as compared to 

private insurers. The study highlighted that entire 

business has been pursued by individual agents as 

compared to other distribution channels operating 

in industry. But the emergence of brokers, corporate 

agents including banks and other alternate channels 

of distribution of insurance has affected the 

insurance domain. Also, the creation of 

bancassurance business has put a great impact on the 

performance of an insurance industry. The findings 

suggested, if rising channels need to remain vibrant 

in the market arrangement and become more 

proficient in light of their performance, they need to 

revamp their distribution courses of action in order 

to facilitate with the performance of established 

channel. 
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Indian economy is moving from developing to fastest 

developing economy. Start-ups in India are the new 

contributing factor in the growth of development. Kerala 

has emerged as an ideal hub for start-up mission in India. 

Kerala being the first state to cover 94 percent of literacy 

has its own advantage. Besides literacy, the conscious 

development strategies such, as development of special 

economic zones, information and technology 

advancements and better infrastructure supporting 

innovations, has led into smooth transition of skilled 

manpower to technological up gradation. The tendency of 

the past few years show, dominating trend of technology 

based innovative entrepreneurial drives in the state. 

The paper aims to report the contribution of, various 

factors responsible for Kerala, to emerge as an ideal hub for 

start-up mission in India. The study directs at reviewing 

the growth factors such as availability of skilled human 

capital, infrastructural facility, government contribution 

in fundamental development strategy.

Keywords: Innovation, transfer of technology, funding, 

skilled human capital, infrastructural development

Start-up Ecosystem: 
A Report on Kerala Start-up Mission

Sasmita Singh
Shri Ramswaroop Memorial College of Engineering & Management, Lucknow

INTRODUCTION
Indian Economy is considered to be the sixth largest 

economy in the world in terms of measurement of 

nominal gross domestic production(GDP) and third 

largest by purchasing power parity(PPP) .There are 

number of variables which contribute into the 

growth process of the economy. Precisely this paper 

throws light on one of the most important variable 

for development, that is, education, and its impact 

on the developmental acceleration of the economy. 

One of the most advanced states in educational 

infrastructure of India, Kerala, has been the first in 

setting up start-up hub in India. The paper briefly 

reports the reasons behind a very conducive set-

up,proposal of economic development via 

educational reforms in the state becoming a role 

model for various other states in the economy.

As it is evident that Indian population also stands 

second highest in the world after China .But as 

compared to China, India has younger population, 

which in turn means more of working population. 

Therefore the long term expansion potential of the 

Indian economy is positive due to its younger 

population. There have been various, fundamental 

educational developmental issues, some of them are 

being not only addressed but also worked upon to 

improvise. Our economy has registered an 

impressive literacy growth rate, which is being 

consistently showing an upward trend.The 

government, planning and efforts to provide free 

basic education from 6-14 years of age, has played a 

vital role. Although access toprimary education is 

just the first step, the fact that our system still needs 

to work on tertiary education, for long term goals. 
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India has one of the fastest growing service sectors in 

the world with annual growth rate of above 9 

percent since 2001, which contributed to 57 per cent 

of GDP in 2012-13. India has become a major 

exporter of information technology (IT) services, 

Business process outsourcing (BPO) services, and 

software services with $167.0 billion worth of service 

exports in 2013-14. It is also the fastest-growing part 

of the economy.2The IT industry continues to be the 

largest private sector employer in India.

 In this light Kerala has become the first state to rise 

on the charts with 94 percent literacy rate. The IT 

sector development in the state has been at a very 

fast pace.Kerala being ahead of all other states in the 

country secures its own advantage.In order to 

develop more job opportunities, the need toevolve 

an entrepreneurial drive among the educated youth 

was felt necessary. Kerala was chosen to be the 

model state to introduce start-up hub. India is also 

the third largest start-up hub in the world. Kerala 

Start UpMission (KSUM), which was earlier known 

as Techno-park Technology Business incubator (T-

TBI) is one of its own kind. One of the most 

successful, start-up incubators in the country has 

been set up in 2006-07. It is the first non-academic 

business incubator set up by government of India.

STUDY OF LITERATURE
In order to gain perspective on the concept of start-

ups in India, it was found that hardly any literature is 

available on this topic. There has been a lot 

mentioned about start-ups progressing in India but 

nothing as per specific state development wise. The 

reason behind is that the start-up approach is at its 

nascent stage in India. The Startup campaign 

launched by the government of India has completed 

one year only (2016-17). Many statesin India are to 

still to come up with a start-up policy.

“A startup is a company working to solve a problem 

where the solution is not obvious and success is not 

guaranteed”.  Neil Blumenthal, cofounder and co-

CEO of Warby Parker. According to Eric Ries, a start-

up is a human institution designed to deliver a new 

product or service under conditions of extreme 

uncertainty. The word institution connotes 

bureaucracy, process, even lassitude. At one hand 

there has been a consistent need of innovation and 

strategies working in the changing environment, on 

the other hand smart planning for a successful start-

up is not just enough.

Innovative product line or service and logical 

planning are important factors for start-up to 

flourish, but all of this has to be time framed. All the 

successful business plans and models need not fit to 

all, as they were successful within a specific time 

period which may not fit in to the present 

environment.  Planning is important but getting 

things done is more important. For start-ups this 

principle is crucial, if one does not start doing, 

someone else will (Jason Fried & David Hansson).

Start-up in order to flourish needs an eco-system that 

supports new talent and some jagged ideas also at 

the same time. Therefore it is not always an insight to 

planning and innovation but working upon the 

manpower. According to Sydney Finkelstein, as 

startups scale up and spread into new geographies, 

their need for top management talent escalates in 

parallel. Mentors not only attract great talent but also 

launch them into successful careers. These managers 

in turn play their part in nurturing new talent, 

encouraging risk taking and driving growth for their 

companies.

On April 17, 2015, the Ministry of Commerce 

and Industry released a notification to define 

‘startups’. There were many points that were 

consistent from the speech given by Prime Minister 

Narendra Modi during the unveiling of the ‘Startup 

India, Standup India’ policy. According to the 

government notification, an entity will be identified 

as a startup.

1. Till up to five years from the date of 

incorporation.

2. If its turnover does not exceed 25 crore in the last 

five financial years.

3. It is working towards innovation, development, 

deployment, and commercialization of new 

products, processes, or services driven by 

technology or intellectual property.

OBJECTIVES OF THE STUDY
The central objectives of the present study are-

1. To study the development of ecosystem in 

Kerala.

2. To analyze the factors responsible for, 

technology advanced startups in the state

3. To understand the problems faced by the state in 

startup establishment.

SCOPE OF THE STUDY
The study provides an insight to the necessity 

of startup ecosystem. Kerala stands ahead of 

many other states of India in the basic facility 

provider for startup to flourish in India. The 

study directs at reviewing in depth, the growth 

factors such as availability of skilled human 

capital, infrastructural facility, government 

contribution in fundamental development 

strategy. The study has been restricted in covering 

into two broad areas to know the impact of these 

factors in the development of constructive 

environment, such as:

1. Infrastructural amplification: 

The infrastructural enlargement refers to growth 

of facility structure and human capital 

development. As it is evident that for better 

ideas and innovation, the need of providing the 

environment is essential, various grass root level 

initiatives have been drawn such as revamping 

and improving the education policies. The 

improvement starting from (a) entry level 

(school) (b) seminary level (college) and (c) 

network level (ecosystem).

2. Incubation networking:

The study finds a strong connection, between the 

smooth transitions of ideation to execution of a 

project. This streamline transition is feasible due 

to the strong incubation network in the state. The 

uncomplicated access to various elementary and 

infrastructural facilities such as, device-testing 

labs, cloud server, technical assistance, 

mentoring projects by experts, international tie-

ups etc.,  for start-up has enabled in attracting 

more projects to the state.

The author aims at presenting a confined report 

on the outcome of start-up mission, in a state, 

advanced in education. The study covers the 

impact of series of changes and experiments 

undertaken in the state. 

Methodology 

The paper presented here is a report based on 

secondary data collected from various relevant 

sources, such as magazines, news papers, journals, 

business dailies, electronic media, and other 

literature available from government publications 

and official websites. This paper presents a report on 

what is what situation of the state. Statistical tools 

such as trend analysis, pie charts are used. In order to 

develop better understanding of the development 

process, a study of five year period from 2012 to 2017 

has been reviewed.

Startup 

It is important to understand the term startup, before 

proceeding further. Startup refers to an 

entrepreneurial venture, which is typically a newly 

emerged, fast growing business that aims to meet the 

need of a marketplace, by developing or offering an 

innovative product, process or service.3 Start-up 

business is the need of present economic situation of 

the country, where population being a dominant 

factor in policy making, these set up helps in creating 

more job opportunities. Though these start- up 

companies can come in various shapes and sizes, 

another important aspect is to build a team to secure 

know how skills, conducting research on the target 

market, testing the innovative offerings in a 

controlled environment to understand future 

possibilities known as incubators. The task also 

refers to testing of various situations for the 

feasibility of the product offered. The whole process 

is managed by various experts of their respective 

fields. This support network of a start-up is known 

as start-up ecosystem.
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Kerala Start-Up

Start-up ecosystem 
initiated in 2006-07,

Start-Up policy 
introduced in 2015 
KSUM*

Start-up system fully 
functional

The Table 1.0 below represents the present start-up policy of various states

Andhra Pradesh 
Start- Up

Start-up policy 
introduced in 2014

Start-up system 
functional

Rajasthan &Madhya 
Pradesh Start-up

Start-up Action Plan 
introduced in 2015, 
2016 respectively

Uttar Pradesh Start-
up

Information 
technology & Start-up 
policy introduced in 
2016

Bihar Start- Up

Start-up policy 
approved in 2016

Punjab, Haryana & 
Maharashtra Start Up

Yet to introduce their 
start-up policy

The idea of developing project to create business and 

job opportunities are not alien or new ideas but due 

to not so impressive growth of various SMEs (Small 

and Medium Enterprises) and MSMEs (Micro Small 

and Medium Enterprises) in the past had, resulted 

into systematic development of a project. Start-up 

differs from traditional business development in one 

simple difference, that is, the nature of product that 

has to be offered, has to be innovative and a deep 

research for the product to flourish has been 

done.Besides literacy the deliberate development 

strategies such as development of special economic 

zones has led into smooth transition of skilled 

manpower to technological up gradation. The study 

of the past few years show, dominating trend of 

technology based advanced and innovative 

entrepreneurial drives.There are various sectors and 

broad industry verticals that Kerala is well suited 

for. The availability of skilled labor, high literacy 

rate, digital awareness advanced health and 

education facilities add on endless possibilities to 

development of various entrepreneurial ventures. 

The two major factors to be analyzed for the success 

of KSUM are as follows:

Infrastructural amplification: 

The infrastructural enlargement refers to growth of 

facility structure and human capital development. 

As it is evident that for better ideas and innovation, 

the need of providing the environment is essential, 

various grass root level initiatives have been drawn 

such as revamping and improving the education 

policies. Kerala possesses earlier educational 

advancement in the field of science and arts from the 

British colonial period to present day, unbiased 

educational development has been practiced. The 

improvement starting from (a) entry level (school) 

(b) seminary level (college) and (c) network level 

(ecosystem) is evident. The establishment of various 

world class level universities, educational hubs at 

least 4 international schools, 30 professional colleges, 

38 vocational training centers are mere illustrations. 

Despite all one of the major problem that exists in the 

state is unemployment. There is increase in labour 

supply due to the increase in the skilled work seekers 

in various sectors  

The government of Kerala adopting the PPP (Public 

Private Partnership) model has focused on 

transforming the refined technological skill into 

creative entrepreneurial culture. This will enable the 

state, to develop solutions, for various upcoming 

challenges. These challenges may be varied in 

nature, such as job creating environment for the 

population, better infrastructural utilization and 

enhancement, health and hygiene and various other 

complexities.

The above mentioned table reveals the adaptability 

of the start-up ecosystem by few leading states of the 

economy. The states mentioned above are given 

preference in the table, as their GSDP (Gross State 

Domestic Production) percentage has a significant 

consideration in the total GDP contribution of the 

economy. More than half of the Indian economy is 

the services sector. The sector has contributed 69 

percent of the total growth during 2011-12 to2015-16. 

The share of service sector has expanded from 49 

percent to 53 percent, an increase of 4 percent.It is 

important here to mention some of the states along 

with the capital, Delhi, which have adopted Start-up 

Friendly Policy, are Tamil Nadu, Karnataka, West 

Bengal and Goa. 

As it is evident from the above table that states like 

Punjab, Haryana and Maharashtra, are yet to 

introduce their start-up polices, the fact that 

Maharashtra has the highest GSDP contribution of 

14 percent among all the states and union territories 

of India.On the other hand, Kerala ranks 13th in 

GSDP as compared to Maharashtra3.The other 

states, not mentioned here have various other state 

level policies and few like Mizoram and Odisha and 

other states still need to work upon infrastructural 

enhancement. 

As discussed earlier in the paper that the idea of 

start-up business is not completely novel in nature, it 

is the resultant outcome of the growing challenge of 

job saturation in the economy. With the increasing 

trend of skilled human capital, the need to generate 

job opportunities equivalent to skill, has been an 

incessant challenge. As there is lack of job 

opportunities in the state, which ensure high wages, 

migration becomes a natural choice. Though finding 

job in foreign countries results in inflow of 

remittances into the state, this is one of the important 

drivers of the economy. On the other hand, 

emigration also has several drawbacks and adverse 

impacts on the domestic economy.

The third annual Employment & Unemployment 

Survey conducted by the Labour Bureau, an 

organisation under the Ministry of Labour& 

Employment during October 2012 - May 2013 

confirmed the findings of NSSO survey (2011-12) 

that, among the larger Indian States, Kerala has the 

highest unemployment rate under all approaches. 

For example, Unemployment rate in Kerala for 

persons of age 15 years and above was 9.6 per cent, 

behind three small States of Sikkim (12.2 per cent), 

Arunachal Pradesh (10.2 per cent) and Goa (9.9 per 

cent). According to the Current Daily Status (CDS) 

approach, Kerala’s Unemployment Rate was 10.2 

per cent and the four small States which have higher 

Unemployment rate than Kerala was Sikkim (12.9 

per cent), Tripura (12.7 per cent), Arunachal Pradesh 

(11.6 per cent) and Goa (11.2 per cent).

The Micro, Small and Medium Enterprises (MSME) 

sector is fast emerging into a major income 

generating and employment providing sector in 

Kerala with relatively lower investment. Kerala is 

one of the main centers of MSMEs in the country.

Within the MSME Sector there is a significant 

increase of Micro Enterprises, both in terms of 

working enterprises and employment. There are 

over 6000 various MSME products ranging from 

traditional to high-tech items which are 

manufactured in this sector. MSMEs play a critical 

role in innovation, and have ability to experiment 

with new technologies on small scales. However, 

they often suffer from funds, lack of entrepreneurial 

spirit, inability to take technology developments 

risks and face the difficulty of attracting skilled 

manpower. In order to overcome this problem, the 

idea of start-ups has been introduced to the system. 

The concept of raising small, medium or micro 

enterprises, have been introduced in our economic 

policy since the first five year plan. But due to, lack of 

proper support system or the business ecosystem, 

the success rate, as compared to failure  of the 

enterprises have been less in number. On one hand 

these traditional business lacked innovative bend, 

moreover the highly skilled manpower needed more 

challenging work opportunities The ever changing 

e c o n o m i c  e n v i r o n m e n t ,  t e c h n o l o g i c a l  
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Service area Internet Usage per 100 population

Delhi 102.89

Himachal Pradesh 46

Kerala 45.36

Karnataka 38.23

Gujarat 36.21

Source: Telecom Regulatory Authority of India (TRAI) 
July- September 2016

Table 1.3 Top 5 Internet Connected States

States Business  set –up (percentage) %

Punjab 81.48

Andhra Pradesh 78.57

Chhattisgarh 77.78

Odisha 71.43

Rajasthan 65.38

Source: Department of Industrial Policy & Promotion 2015

Table 1.2 Top 5 States Setting Up Business

advancements and overall impact of globalization 

have forced all the leading economies in the world to 

adapt to constant changes in any environment.

Factors essential for startup set up

An independent study done by Chanda Jain focuses 

on four important factors for startup establishment 

are as follows:

1. Business registration 

2. Connectivity

3. Access to human capital

4. Access to credit

Business registration

According to an assessment study conducted by 

Department of Industrial policy and Promotion 

(DIPP) of India, states aspiring to promote new 

businesses have been able to designate a centralized 

state body which acts as a single point of contact for 

all business startup licensing. This body is 

empowered through an explicit mandate to carry 

out functions. Andhra Pradesh, Madhya Pradesh, 

Maharashtra, Punjab, Telangana and Uttar Pradesh 

have also gone one step ahead and placed the 

business registration process online to simplify the 

process of applying for and obtaining registration 

certificates for entrepreneurs.

policy to register business is, flexible and easy. This 

provides the first step towards setting up an 

ecosystem for startups, where the business can be 

promoted smoothly. 

Connectivity

Connecting talent with the required infrastructure 

helps improve the overall knowledge economy and 

creates new jobs. As internet connectivity and 

penetration improves, it plays a major role in 

boosting job generation and enabling newcomers to 

start successful business ventures. The top five 

service areas in terms of internet subscriptions 

(wired as well as wireless) per 100 populations are 

Delhi, Himachal Pradesh, Kerala, Karnatakaand 

Gujarat, Tamil Nadu and Maharashtra follow 

closely with a greater internet subscriber base than 

the other states.

Access to Credit

The Union Cabinet recently approved the setting up 

of two credit guarantee funds to facilitate loans to 

micro and small entrepreneurs through MUDRA 

(Micro Units Development Refinance Agency) and 

the Stand Up India scheme. The corpus of credit 

guarantee fund for MUDRA will be Rs 3000 crore 

and for Stand Up India Rs 5,000 crorewith loans 

repayable up to seven years. Banks will also be 

required to focus on SC/ST and women 

entrepreneurs in a bid to make the ecosystem more 

inclusive.

As of January 15, 2016, banks have disbursed Rs 

81,004 crore under the Pradhan Mantri Mudra 

Yojana, benefiting more than two crore micro and 

small entrepreneurs, with Karnataka, Maharashtra, 

Tamil Nadu, Bihar and West Bengal accounting for 

43% of loans made available through the scheme.

The data clearly reveals that the southern states of 

Karnataka, Tamil Nadu, Maharashtra, Andhra 

Pradesh and Kerala have been able to create an 

entrepreneur-friendly system. West Bengal and 

Rajasthan have also set up structures to nurture 

startups by launching incubation centers and 

funding support. The "Startup India, Stand Up 

India" scheme can play a big role in extending start-

up culture across the country by promoting the 

required blend of suitable policies, access to finance, 

incubation and an inclusive ecosystem.

Incubation network

The start-up networks which consist of six broad 

stages are namely:  ideating, conceptualizing, 

committing, validating, scaling and establishing the 

start-up company. Therefore to introduce a business 

concept which is innovative and which meets the 

need of a market at a particular point of time may not 

be necessarily a successful business in the long run, if 

market situation change due to any change factor, 

sudden or gradual. Hence a controlled environment 

to run the business idea, with various expected and 

unexpected simulation, will provide a concrete 

result.The study finds a strong connection, between 

the smooth transitions of ideation to successful 

execution of a project through incubators. The 

networking of these basic simulators at one place is 

very important. In this context it has been viewed 

that KSUM has an edge over any other state in these 

very essential establishments. This streamline 

transition is feasible due to the strong incubation 

network in the state. The uncomplicated access to 

various elementary and infrastructural facilities 

such as, device-testing labs, cloud server, technical 

assistance, mentoring projects by experts, 

international tie-ups etc.,  for start-up has enabled in 

attracting more projects to the state.Setting up, 

innovative zoneswith state departments and other 

organizations relating to their needs at incubators, in 

order to bring closer startup-institution interaction, 

for creating innovative products that fulfills such 

need. Recognizing that the government is also the 

largest technology consumer in any ecosystem, 

Kerala State Electricity board has set up an 

innovative zone at KSUM.

International tie-ups & programs: KSUM has strong 

international tie-ups with various organizations, in 

order to learn from leaders in the field and also these 

tie-ups are set to introduce new areas of research and 

development. These international names are The 

Raspberry Pi foundation, GEC (General Electric 

Corporation) and Intel Corporation who has set up 

Intel- IoT (Internet of Things) lab at Trivandrum. 

GEC has organized a program Thinkathonwhere 2 

startups from Kerala have been selected to go and 

study the operation at GE's Oil & Gas plant in Texas, 

USA. There are various International Exchange 

Programs, where KSUM supports bright startups to 

visit more advanced and mature startup, and 

ecosystems in the world and interact with.

The start-up sector in the state is experiencing a 

significant change. Due to the advanced digital 

awareness and access, there has been noticeable 

progress in Software and IT (Information 

technology) services. Therefore a rising pattern of 

startups with a bend towards this sector has been 
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The above mentioned table 1.2 shows that,  Punjab, 

Andhra Pradesh, Chhattisgarh, Odisha and 

Rajasthan are among top 5 states, where the state 

Access to Human Capital

Investing in human capital is an essential activity for 

successful enterprises. The southern states of 

Maharashtra, Karnataka, Andhra Pradesh and 

Kerala have a greater number of colleges per lakh 

population. Several of these institutions also host 

incubation centre under the Technology Incubation 

and Development of Entrepreneurs (TIDE) scheme 

implemented by the Department of Electronics and 

Information Technology (DEIT). Out of 27 TIDE 

centre, nearly 50% have been set up in these states. 

The ready availability of a skilled workforce 

establishes a strong correlation with the successful 

launch of startup missions.
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Source of funds Percentage (%)

Self Funded 65.1

Funded by family and friends 10.9

Seed funding and other investment 10.5

Loans 8.5

Others 5.0

Source: Kerala Startup Report 2016 

Table 1.2 Pattern of Fundingdominant. Although there has been a vigilant 

change in the pattern where niche areas are also 

tapped, there are immense possibilities in the field of 

Bio-Technology due to better infrastructure. 

Healthcare industry system is also an area which has 

lot of potential and possibilities to be tapped in 

coming years.

On a broader scale with the help of below mentioned 

table 1.1 we can see the present status of startups in 

Kerala.

The above mentioned table shows that the start-up 

projects are majorlyself financedor aided by family 

and friends. Whereas the external funding, which 

refers to loaning from financial institution and banks 

still consists of a very small portion of the projects. 

The reason behind the varied gap are many, to name 

a few are, lack of risk taking capabilities and 

farsightedness of financial institutions or banks as 

well as the entrepreneurs themselves. The 

innovative trend of business creates great risk of its 

feasibility. The reason of the very few start-ups 

converting into promising long term business entity 

puts a big question on our economic environment. 

Encouragement for development of entrepreneurial 

culture is very essential; the success for such process 

cannot be given, unless different time tests are 

undertaken.

Kerala startups

Some of its most promising startups are as 

follows:

1. Baabtra  Startup

This is a start-up helping students in creating a 

platform to learn computer programming, 

technical coding so that the chances of their 

employability increase. This startup was 

introduced in 2010, at college level to overcome 

the problem of skilled manpower in technically 

advanced projects. This platform is connected 

with 70 IT companies almost 200 training 

institutes and 80 colleges.

2. Bagyourjob.com

This startup is job site which helps the employers 

connect with the right candidate. The startup has 

been incubated in startup village; it has contacts 

with almost 500 startups in South India. The 

Companies and students can enroll themselves 

on the website to match the requirement.

3. Leadferry content Analytics

This is web-based software that helps 

business generate more revenue by providing 

them useful content marketing insight. The 

website helps through its specialized team to 

help the business by assisting marketing needs 

such as research, promotion, strategizing 

product line and various other relevant needs of 

the clients.

4. Recipe Book

This startup is an artificial intelligence based 

platform, where a user can click on the picture 

available of the ingredients and the platform 

provides the user the list of recipes of various 

dishes that can be made through the ingredients 

chosen

5. Techmago

Techmago is a Kochi based startup, which 

is a virtual gadget vault, where a user can 

store all his electronic gadget information; it 

also provides one stop solution to various 

technical problems and repairing of electronic.

6. Spenwise

This startup has been raised by students of 

Model Engineering College Kerala. It's a 

financial tool for the youth to spend money 

wisely. It is a prepaid debit card along with 

mobile app for parent and child. Parents will be 

receiving real-time notification on their child's 

spending. They can set limits to transaction and 

can even block the debit card.
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Sectors Start-up percentage %

Information Technology 68.9

Electronics 9.0

Bio Technology 3.4

Others 18.6

Source: Kerala Startup Policy Report 2016

Table 1.1 showing Trends of Start-up Projects

The above mentioned chart displays the 

dominant trend of information technology 

and electronics. Though the new market for 

startup are now searched and explored as we 

see that there are immense possibilities in 

electronics and biotechnology. Besides startups to 

initiate funding is another very crucial stage of the 

business. 

Sources of Funding

Funding of the projects is one of the most important 

aspects after all exercise and calculation.The trend 

which has been prevalent in Kerala startup isself 

financed projects. Access to external financial 

services is utilized by limited project founders. The 

utilization of credit loans availability is also 

restricted to a limited no of start-up funding. Table 

1.2 shows the pattern of funding provided in the 

KSUM.

Figure 1.
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7. SYLO

This is a Trivandrum based startup which 

focuses on mobile app development, branding 

and game development. Their app SYLO allows 

its user to surprise family and loved ones with 

personalized messages displayed on big screens 

of Cinema halls. The startup is currently 

working on expanding its area in stadiums, 

restaurants, flights and malls.

8. Vyus Case Stringer

Vyus technologies have built up software for the 

legal professionals to go paperless. The 

systematic documentation of all the cases clients 

and other sensitive information are stored in a 

cloud based web application, which can be 

accessed from anywhere. It also alerts the user 

about important cases, hearing and dates.

9. styleU

This is a mobile based application, which 

provides user, virtual trial of the apparels online, 

before buying the product. The application built 

by Trivandrum based startup allows the user to 

try the apparel on his virtual 3D mannequin to 

see his fit, before buying.

These are few startups which are performing well, 

never the less the falling trend of the startups is also 

visible. Plenty of startups are failing in India after the 

successful launch, mostly in the second and third 

year. There are number of factors accountable for the 

failure, such as lack of consistency

CONCLUSION
The summary of the paper concludes that KSUM has 

shown way to various upcoming stages of honing 

the future job trends by creating systematic and 

planned space for the same. The announcement of 

'Startup India Stand up India' by prime minister of 

India on 15th August 2015 was driven with the 

objective to develop entrepreneurial culture in India. 

In order to develop an entrepreneurial drive, an 

ecosystem for the startup is very essential to 

develop.

For years there has been migration of people from 

the state to different part of the world. The trend of 

finding job positions leads to migration, which not 

only as a country but also within the country various 

states providing job opportunities attract people. 

The idea of startup focuses on enhancing more skill 

development which helps in competing as well as 

creating different job opportunities. Kerala on one 

hand pioneers technology based startup on the other 

hands also suffers unequal distribution of regional 

development, which has resulted to migration of 

talent from the state. This trend of 'brain drain' has 

affected the knowledge economy of Kerala. The state 

government has introduced this start-up policy to 

boast entrepreneurial trend and provide world class 

facility for various innovative programs to be 

undertaken under the flagship of KSUM. The 

favorable educational uplift trend has shown 

possibilities, that talent should be nurtured at the 

primary level. 

Though there are many challenges, but the 

possibilities for finding solution not only lie in 

picking one randomly, rather choosing one with 

calculated efforts and strategies. The development of 

culture to research and innovate with new ideas 

creates possibility of growth. Special emphasis has 

been given to bridge the gap between science 

technology and innovative system to socio economic 

system.
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that post office has given the license to the post office 

to start the payment bank operation. Indian post had 

the plan of opening 650 new branches of payment 

banks. All these payment banks will be established 

around the existing post office. As per this 

development they will allow the facilities of 

depositing up-to 1 lakh from the farmers and small 

businessman.

Presently around 89.94% of the total post offices are 

situated in rural area.Services provided by a postal 

network mainly are philately, army postal service, 

electronic postal services, postal life insurance, 

postal saving, banking, collection of data, e-

commerce and other services. Along with these 

services we want to propose two more digitalized 

technologies that will increase the revenue of post 

office significantly. 

Agriculture is our primary sector. Development of 

the secondary and tertiary sectors can only be 

possible when our base is strong. As previously 

mentioned in review of literature that it is necessary 

for a farmer to know about the market prices.Reports 

show that the rate of Indian farmer committing 

suicide is between 1.4 and 1.8 as per 100,000. A 

farmer commits suicide when they were not being 

able to pay their loan taken against a high interest. 

Farmers play the only role in our agricultural 

development. Loan taken by a farmer is done in cash 

that is liquid money. This liquidification is directly 

proportional to spending. For example if we have 

cash in our pocket we feel free to spend it but if the 

spending was to be done through any electronic 

medium then we think twice before spending it. This 

same thing happens with small farmers also 

liquidified loan amount got unitized in many other 

resources other than seeds or fertilizers. One way to 

stop this liquid loan amount is implementation of 

Postal Trading Services in cashless mode.

Post office will act as a mediator between the bank 

and fertilizer companies without physically 

transferring any cash it must ensure the virtual 

transfer of funds to avoid the risk of unsafely storing 

or transporting in rural or semi-rural area. With this 

proposed model the infrastructure cost of setting 

computer internet network in post offices across the 

country can be recovered very easily and huge 

amount of cash transferred in the physical form can 

be saved. Once the model gets success other 

necessary facilities can also be connected like 

medicine, panchayat and other banking and 

financial products. Each post office can also be 

converted as a business center which will facilitate 

all the business needs of businessman related to the 

rural area by connecting the producer like farmer 

through a virtual network are available by the 

nearby locality.

We propose a restructuring of postal loan service 

along with postal saving services. Postal loan service 

means it is an account that holds the loan amount 

that the farmer has taken from bank. The loan 

amount taken by the farmer is electronically gets 

credited to the farmers post office account without 

any liquidification of cash. Primarily farmers mainly 

take loan for buying seeds and fertilizer. Our plan 

was to restrict Liquidification of this loan amount. 

All the transaction such as buying of seed and 

fertilizers could be done through RFID card. 

Transaction of money between the accounts is done 

electronically. Hence e-commerce takes place. There 

are two phases that a farmer face while producing 

crop. Firstly buying phase in which they buy seed 

and fertilizers to grow crops and secondly selling 

phase in which they will sell their crop.

For the first phase buying of seeds and fertilizers are 

done through postal loan account which hold the 

loan amount. In second phase selling of the crop was 

done and the earned money went to saving account 

after the deduction of the loan amount.

Next proposal that we want to suggest is changing 

post office into a financial literature hub(FIH). FIH is 

necessary for awaking the farmer about the prices of 

crop in the surrounding markets in their regional 

dialect. This will help them in gaining more profit in 

the crops by reducing the cost spent on agents.
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INTRODUCTION
Indian post office system consists of around 1, 55,000 

post office around all over India. A highlight from 

Economic Times describes that computerization of 

all the 1.55 lakhs post offices are estimated to be done 

by 2017. Cost of implementation of this plan was 

calculated around Rs 4,909 crore. In the Economic 

survey of 2015-16 it was also proposed that 

networking between all the administrative office, 

account offices and mail offices including about 1, 

30,000 post offices run by 'GraminDakSevaks' and 

about 27,736 departmental post offices are to be done 

to a single data center.

Indian postal network is the largest network is the 

most widely distributed network in the world. 

Utilization of such a vast network could be done to 

bring all the Indian population on a same cloud. 

However changing of post office into a Common 

Service Centre (CSCs) giving e-services could be 

done as told by Ravi Shankar Prasad, Union Minister 

of Information and Communication Technology. 

The vision of making India digitized is acting as a 

source to initiate this process. After going through 

with all these articles it is clear to us that government 

is trying to make India digital since one year before 

the demonetization took place. Demonetization just 

ignited the process. Developing post offices into a 

digital hub could be our first step towards digital 

India.

According to the latest report published on 28th 

January 2017 Reserve Bank of India (RBI) we found 

Financial system of India is going through a lot of changes 

and innovations after 8th November 2016, mainly due to 

the demonetization proposed by the government. A 

completely new financial architecture is required in the 

coming year so that the Indian Economy can grow as a 

faster and stronger economy. One major change that can 

take place in the field of finance is the conversion of post 

offices into a cashless bank like structure. The Indian 

postal service is the largest network consisting of around 

1, 54,882 post offices (as on date).  Nearly 90% of our post 

offices are in the rural areas. 

We propose to make one major change in the way the post 

office network is being utilized and make it a cashless bank. 

If this is achieved, then this model will be reaching 

approximately 70% of the population of rural and semi-

rural unbanked population. In our model, the post office 

becomes a financial literature hub where the rural 

population can come and understand how the financial 

system works. They will become more financially 

educated. The post office can become a one stop financial 

hub where the transaction of money can be done using a 

Rupay card and where they can know about the different 

financial policies (like crop policy) and information about 

the e-Mandi which will help them to sell their crops 

smartly. This will also help in reducing the cost of 

distribution of financial product and this cost of reduction 

can be transferred to beneficiaries. The trading 

transactions of fertilizers and seeds can be done through 

electronic network of already existing/improved 

architecture. The proposed model will create a new 

banking market without the fear of unsafely carrying hard 

cash.

Keywords: e-Mandi, Cashless Bank, Rural Population, 

Unbanked population, RFID, Postal Trading Service. 
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FINANCIAL LITERATURE HU
Financial literature hub could be formed by 

initiating the facility of e-mandi in post office. e-

mandi is an electronic platform that will provide the 

information about the various crops. Post office 

could be developed as a one stop literature hub 

which will make a farmer financial renounced. 

Farmers will start gaining more profit on crops by 

selling them conveniently. Hence pressure of loan 

relaxation in farmers could be minimized. 

There is farmer portal made by The Government of 

India which acts as a one stop shop for farmer. 

Farmers get information about each mandi situated 

in each state. They can also avail the information like 

what are the main crops that grow in that particular 

state and what machinery in cultivate the crop. They 

will also provide the farmer about the information 

regarding nearby warehouses. Facilities like cold 

storage, animal husbandry center, map of irrigated-

unirrigated land, market are also provided. 

Conversion of the website into the regional dialect 

can also be done. But most of the farmers are not 

aware of this website. If facilities of such kind of 

portals were provided in the post offices then 

farmers will come to know about it.

We have mentioned earlier that there are mainly two 

phases that farmer face before growing crops. 

Taking the example of the Rabi crop, first phase is 

from November to April in which sowing and 

cultivation of seeds are done. Then the next phase 

continues from April and goes on until all crops were 

sold. 

Considering an example of a farmer we will explain 

how the process of buying and can be done cashless 

with the help of post office.

April to November

Farmer has a land that he will sow and cultivate to 

produce crops. However he needs seed and fertilizer 

to do so. He will go to the post office where the 

facility of e-mandi is available in regional dialect. E- 

mandi will show the prices of seed and fertilizer 

along with the details of the manufacturers. We can 

also add a feature of Google map show 

transportation cost and time it will take reach there. 

Farmer then chooses the manufacturer from which 

he wants to buy seeds. He will use his RFID card in 

post office and the amount gets transferred to the 

manufacturers account. Farmer will go to 

manufacturer and collect his order. It's like online 

shopping. 

RFID card will contain the following information:-

1. Farmer's demographic variables

2. Identity proof

3. Bank details

4. Pass book

5. Loyalty card.

Loyalty card will add credit points on purchasing 

seed and fertilizer from manufacturers.

April and further

After the cultivation of the crop it is necessary 

to sold them. It will become very easy for a farmer 

to sell his crop in the market if he knows about 

the nearby market prices. Post Office can help 

farmers in finding out the good market to sell 

their crops with the maximum profit. Not only this 

whole process of Import and Export of crops 

between states and countries could be done 

online. Revenue retrieved after selling crop gets 

stored in the farmers post office account and 

the loan amount is returned back to bank. The 

process of returning loan amount back to the bank 

in cashless way is fast and the transportation cost 

of farmers in visiting the bank also gets reduced. 

In case of crop failure crop insurance can be 

attached with the post office account. In future post 

office can become a datacenter for villagers and 

by analyzing the available data on post office 

network many production or estimation can be done 

like statue of crop, tentative price of crop, time of 

cultivation, timing of marketing of crop, 

requirement of storage facility of crop, weather 

condition, soil health and many more. This data 

analysis center to the farmer economic and social 

condition will also help to bring medical services in 

the villages at a reasonable cost. This data will also 

help the insurance company in deciding the 

premium of crop insurance as well as in claim 

settlement.  

REVIEW OF LITERATURE
Basu 2016, after the financial crises of 2007-2008 

many fiscal and monetary policies were need to be 

reevaluated ion the light of economic and structural 

change in different countries. Specially in India and 

China the financial market is quite regulated which 

hamper the growth of financial market up to some 

extent.. India also need to work on fanatical 

inclusion aggressively for the overall economic 

development of the country and at the same time 

micro, small and medium enterprises MSME need to 

be promoted in India. Mutual fund industry and risk 

management aspect also need attention in Indian 

economic context. A panel discussion was done by 

keeping the perspective of building a new financial 

architecture globally. All the sectors especially the 

banking sector is required to be improved upon.

Giordano 2016, finds the impact of financial 

architecture on technical innovation. By using 

stochastic frontier analysis (SFA), Decomposing 

total productivity growth into efficiency change 

(EC) and technology change (TC) study tries to 

establish the relation between financial architecture 

and technological changes, on a sample of 27 OECD 

countries for 1996 to 2010. It examines the features of 

financial system which can effect technological 

changes the study has taken core variable as market 

based orientation (MB) plus financial structure (FS) 

and controlled variable as macroeconomic 

environment (ME) in constitution financial 

architecture. To find out inefficiency in economy 

explanatory variables like institutional variable and 

human capital have been considered. It was found 

that technologically progressed economy have 

higher level of GDP and low level of unemployment.

Sarkar and Ghosh 2016 has mentioned the 

importance of Postal Saving Bank of India (PSBI). 

The mobilization of the unaccounted saving by 

majorly rural people can be done by PSBI. Before the 

era of pre-nationalization of Bank people find post 
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office a better place to store saving rather than banks. 

Post Office provide many saving scheme like 5-year 

Recurring Deposit (RD) A/C, Time Deposit (TD) 

A/C, Monthly Income Scheme (MIS) A/C, 

Provident Fund Scheme (PFD) A/C and many 

others. People like landless labourers, middle or 

small scale farmer are forced to borrow required 

amount from the rural informal sector like 

zamindars, mahajans, rich farmers or others sources. 

Implementation of PSBI gave beneficial support to 

the borrower.

Ravi and Gakhar 2015 analysis role of Pradhan 

Mantry Jan DhanYojna(PMJDY) in Indian economic 

scenario. More committee on financial services off 

small business and low income household set up in 

2015 recommended bank account to all citizens, state 

financial regulatory commission and payment 

banks. Barriers of financial service provisions for the 

poor are mainly lack of aware ness, limited financial 

literacy and limited access of financial services. 

Survey on the poor conducted in South Africa, 

Bangladesh and In India found that there are main 

issues of poor are low income, lack of appropriate 

financial tools and unpredictable outcomes. Poor 

need financial tool for lump sum cash transaction, 

daily expenses and unexpected circumstances. Bank 

Rakyata Indonesia (BRI) is surveying more that 30 

million poor by providing customized financially 

viva banking services to the poor. SEED (save, 

earned and enjoy deposits) by Caraga bank also ever 

popular among poor. It was suggested that greater 

autonomy of competition should ne encourage in 

financial sector.

Swamy and Vaidyanathan2014, studied that global 

market shares of G-7 countries has dropped down to 

36% as compared to the emerging countries. Mainly 

the markets of India and China are re-emerging as a 

major market sources. The growth of Indian 

economy after 2013 is declining mainly because of 

the poor economic development and financial 

mismanagement of the internal sectors of Indian 

Economy. Agricultural sector that consist of the 

maximum population of India formed 16% of GDP 

and the growth rate is only 1.9%. 

Afande 2013, assess the role of post office through 

using banking services. This study finds relationship 

between competitive strategies of post bank (i.e. post 

office + bank) with its performance. Study shows the 

main strategies to create competitive environment 

are cost reduction, providing excellent customer 

services, operational efficiency controlling quantity 

of product/services, intense supervision of frontline 

manpower, developing company's brand or 

company name and target specific method etc. The 

study is based on Kenya post office services where 

performance indicators taken were, total revenue 

growth, total assert growth, net income growth, 

market share growth and overall performance. It 

suggest future research about replication some 

strategies in other sector and its impact. Research can 

also be done on challenges of competitive strategies 

and possible way to overcome challenges.

Megriu 2013, describe the association between 

financial architecture and industrial technology 

using dynamic agent based stimulations leading to 

provides selection mechanize for bank occupancy 

and reinforcements learning. Bank finances better 

protecting the proprietary information. There 

should be within industry competition for the 

realistic treatment of the industry. It can be fairly 

concluded that a simple model of heterogeneous 

innovation and heterogeneous finance is enough to 

create a long term institutional engineering a formal 

framework is required to analyze the processes of 

institutional information of reinforcements. 

Siddaraju 2013, mention that agriculture a growing 

sector in India mentioned that about 69% of total 

population is depends upon the agriculture for their 

livelihood and employment. Agricultural sector is 

the primary sector in India. It is the leading producer 

for many kinds of crops and pulses. For the 

development of the agricultural sector it was 

suggested that arrangements to supply market 

information to the farmers is beneficial. 

Srinivas and Ramesh 2013, abstracted that Indian 

post office system is facing a loss of 20% in mail 

traffic after the global economic and financial crises. 

In future about 30% of the loss is estimated. Indian 

post office system is the most reliable agency for the 

government of India in implementing its inclusive 

growth policies. Paper also concluded that 

partnership of post office with other financial 

institution, mutual fund, insurance companies and 

telecom operators is required. 

Lee and Park 2010, examine the effect of financial 

reforms of emerging economies of Asia in 

developing economies there is a strong relationship 

between financial developments in economic 

growth. Financial innovation may be good or bad 

based on how it used or abused. However financial 

stability has its own intrinsic value for any economy. 

Efficient risk management supports stronger 

banking system. While comparing financial sector 

size banking and non-banking sector, stock market 

capitalization and total bound outstanding is 

important are important component in proportion to 

concerned GDP. in the above context India's 

performance is far from the average performance of 

the developing countries. It can be fairly concluded 

that banking system plays a very important role in 

the economic development of the country.

Shetty 2008,concluded that in order to get exposure 

in foreign exchange small and medium enterprise 

(SME) should have the permit to book forward 

contact without underlying exposure or past records 

of import and export. In order to initial this 

requirement authorized dealer with whom SMEs 

have credit facilities in required. It was also stated 

that due to sub-division of land over 1960-61 to 2003 

operational holding got risen up but the area operate 

got significantly reduced. Inadequacy of 

employment opportunity on non-farming results in 

more increase in the number people depending on 

farming sector.  

Omino 2005 explained about the Regulation and 

Supervision of Microfinance Supervision in Kenya. 

In this paper the emphasis is put more into the low 

income house hold and micro and small enterprise 

(MSE). According to the National and Micro 

Enterprise Baseline survey of 1999 it was seen that 

20% of the country total population was evolved in 

MES enterprises out of those only around 10% 

receive credits and financial services. Nourishment 

of the microfinance system is required and necessary 

for economic development.

Berglof and Bolton 2002, mentioned that data 

limitation are a serious constraint for analyzing the 

interaction between economic and financial 

development in transition economic. Financial 

development can be measured by calculating the 

assets of financial institution, the amount of money 

in circulation and loan to the household and 

enterprises. Hence stagnant money is needed to 

come in flow.

Yoshio 2002, under the section of transfer/saving 

was written about the purpose of business of a postal 

network. Mainly the services provided by the postal 

system are money orders, postal saving and postal 

transfers. The interest on those saving account was 

calculated by the Ministry of Public Management, 

Home Affair, Post and Telecommunication after 

taking into account the market interest rate and also 

deposit interest rate at private financial institution. 

However a new principle of calculating the interest 

was found which will take into consideration of the 

revenue and expenditure of a business.

Goodhart1987, focuses on the need of central bank to 

perform banking transaction. Banking services can 

be divided into two parts one is transaction and 

accounting services and secondly is portfolio 

management.  The provision of portfolio 

management may not require the evolvement of 
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central bank. However central bank is treated as 

financial of last resort. In case of syndicated loan to 

sovereign countries used a significant role of central 

bank. Central bank has a unique financial 

intermediaries which help in payment and portfolio 

services. Central bank also help in risk management 

of banks and also help in determining the assets and 

liability portfolio of bank through maintain user 

ratios and other capital ratio.  

OBJECTIVES
Objective behind proposing the idea Postal Loan 

Service (PLS) and Financial Literature Hub (FLH) 

are as follows:-

1. Making transaction cashless.

2. To convert a simple post office into a business 

center.

3. Helping farmers and villagers to become more 

technologically renounce and educate

4. Reduction of unfair trade practices done by 

agents/broker in trading of crop.

5. Reduce the number of suicides by making 

farmers aware about financial transaction and 

stopping their financial leakages

6. Providing a quality life for a farmer.

7. Reduction of migration of farmers.

8. Blocking malpractices by Co-operative banks

Methodology

We are proposing the trading of fertilizer and seeds 

should be done through e-payment system from 

post office and we analyze the benefits, challenges of 

the propose system through short analysis. 

Beneficiary includes farmer, companies producing 

fertilizers and seeds, retailers, government, post 

office, banks, payment gateway, internet service 

provider. 

Finding 

Our research is mainly focuses on making 

farmer aware of the seed and fertilizers and 

cashless transaction on buying and selling 

of agricultural products. We have gone through 

with the Indian budget of 2014-15 and we have 

collected the data regarding the production, 

consumption and import of fertilizer mainly Urea 

and DAP.

From the above mentioned table we can conclude 

that installed capacity of the Urea and DAP is more 

than the actual production. Hence the around 27.63 

% of Urea and 52.80% of DAP is getting 

underutilized. By utilizing this percentage we can 

save percentage of amount spent on the import of 

DAP and Urea (see Table 1). Demand of Urea and 

DAP is there in market but the fertilizer is not be able 

to reach farmers due to lack of communication 

between the fertilizer manufacturer and farmer. 

Hence after addition of those two features along 

with other facilities in a post office we can save 

around 30921 crore of amount that we spent in 

import.

CONCLUSION
We propose use of large network of post office for the 

business purpose especially, for rural areas. Initially, 

to add fertilizer and seed trading and then make it in 

proper business center in future at multi-locations 

across country. The model acceleratethe GDP 

growth of India tremendously. 
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Equation of Consumption

Equation of Under-utilization

Total amount of Fertilizer imported in India is around 77.35 LMT in the year 2014-15.

Total Spending on Fertilizer in 2014-15

Fertilizer Amount ( Rs. In Crores) Amount in %

 Urea DAP Urea DAP

Production(in crore) 43830 12471 73.81 45.17

Import(in crore) 16973 13948 28.58 50.53

Opening-Closing Stock -1420 1187 -2.39 4.30

Consumption(in crore) 59383 27606 100.00 100.00

Source: Economic Survey 2015-16, page no. 131

Table 1

We can inference from the above table that import percentage of Urea is less than DAP. 

Installed Capacity of Various Fertilizer Plant in India in 2014-15

Product No. of Units Total Installed Capacity Actual Production Underutilzation % of 
(In LMT) of plant Underutilization

Urea 31 210.84 152.59 58.25 27.63

DAP 12 72.99 34.45 38.54 52.80

Source: Government of India Department of Fertilizers, website: http://fert.nic.in/node/1761

Table 2
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